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HOUSTON ECONOMY CONTINUES FALL 

All individual Indexes Slowed
The Houston Purchasing Managers Index fell again in December to 53.6 from 57.8 in November.  This suggests that the Houston Economy is following the rest of the country slow down.  This is the lowest reading for all of 2007.  This continued fall is showing moderately lower levels of regional production for the start of the New Year 2008.  A reading above 50 is still a sign of a positive outlook.  The PMI has a possible range of 0 to 100 and anything over 50 indicates production gains over the next one to two quarters.
The Houston PMI is based on diffusion indexes for eight indicators.  (A diffusion index is simply the percentage of respondents reporting increases from the previous month less the percentage reporting declines.)  The December data was marked by a sharp reduction in Production which fell from 34 to 23 and Purchases which fell from 41 to 29 among our respondents.  Employment also came down 8 percent.  Lead Times fell to 34 from 41 for the month.
Sales was the only Index moving up a mere 2 percent for the month.   
Purchases and Lead Times were both up 8 percent to 33.  Inventory only gained 3 percent  for the month.  Purchased Inventory remained at the same level for November at 21.  
Seven of the eight categories fell for the first time this year enforcing the weakening economic outlook. Prices Paid and Purchased Inventory remained relatively constant for this period.  Finished Goods Inventory only drifted down among 4% of the respondents.  Employment continues to slow, with only 23% of our respondents adding staff in December and 17% reporting reduced staff.
December is the 60th consecutive month that the Houston PMI has been above the neutral mark of 50 and there have been eleven month’s since the end of 2004 to post a reading below 60. Over the 12 months ending this December, the Houston PMI has averaged 59.975.   Still above the 57.1 average since it was introduced in January 1995.                                                                  
Commodities in Short Supply:  
Hep A Vaccine, NONE, Plasticizer remains in tight supply and prices are increasing, SOME SPECIAL BEARINGS, Chinese New Year is impact our ability to expedite orders, Not having any problems on delivery of parts at this time. Lead - times are increasing, Good clerical support staff who have experience, Processors, Mercury Chips , Custom Tyco Connectors, Custom PCA’s, Some lubricants, sodium cyanide, large off-road tires. 

Commodities UP in Price:
Gasoline, PHOPHORIC ACID (FOOD GRADE), Plasticizer, Large OD pipe and valves;, Steel, Fuel,  Carbon steel pipe continues to rise with more increases planned for Feb., SPECIAL BEARINGS, CARTONS, Fuel surcharges are being passed on by the shippers (UPS, FedEx) at the new year.  Gold and petro products (plastic) are adding cost to components, Tooling costs in China are starting to escalate – they figured out there are no more tool manufacturers in the USA, Lots! Tyco /Amp, Analog devices 1st annual Increase: connectors, electronics/electro mechanical, Semiconductors, etc., Tugs on a spot basis, Spare parts for mobile equipment, fuel, freight.
Commodities DOWN in Price:  
Computers and Components, VALVES, Homopolymer resin, home electronics;, NOTHING, BRONZE RAW MATERIAL IS STABLE AND THAT IS LIKE A DECREASE AFTER THE LAST COUPLE OF YEARS, Did you say down side?, PC and office equipment, Memory modules.
WHAT OUR RESPONDENTS ARE SAYING ...
Employment is still on the upswing with the expansion taking off.
HOLIDAYS CAUSED SOME FALSE DELAYS DUE TO VACATIONS, OTHERWISE, A NEUTRAL / PLUS MONTH.
While we are experiencing increases in plasticizer our overall raw material purchases remain flat as a landed cost.  We were able to hold the landed cost for all raw materials through the savings obtain in our freight cost by improved operations.  Business is lower than expected even when adjusted for seasonality.  If this continues in the 1st quarter of 2008 then employment will have to be reduced.
Open positions abound but too many employers are not willing to pay the price to acquire and then keep top producing personnel.   This is further complicated when HR doesn’t recognize producers because they are too busy trying to match limited experience factors found on a resume.     

Employment slightly weaker, maybe December anomaly, long term trend is up overall we think for 08’!
      Q4 07 ended unexpectedly good. Ramping up for   

      planned Q1 08 growth.
New orders are better than last month.  We currently have five months of orders for ’08.
Tooling costs in China are starting to escalate – they figured out there are no more tool manufacturers in the USA.
Happy New Year!
Several staff added to the exploration department to help boost company’s discoveries and extend the exploration into new areas.

Results due to slow December sales combined with inventory reduction efforts in the 4th quarter.

Still strong shipments for December.  Very unusual for the month in our industry.
PMI Index Summary Table          
                                  December, 2007                                                                Index 2007 (9 months)
 

	 
	UP
	SAME
	DOWN
	N/A
	
	APR
	MAY
	JUNE
	JULY
	AUG
	SEPT
	OCT
	NOV
	DEC

	 Sales
	40%
	31%
	26%
	3%
	
	45
	38
	36
	46
	37
	33
	38
	17
	14

	 Production
	23%
	37%
	20%
	20%
	
	38
	38
	18
	20
	29
	18
	38
	17
	3

	 Employment
	23%
	60%
	17%
	0%
	
	21
	56
	30
	29
	17
	17
	29
	14
	6

	 Purchases
	29%
	46%
	26%
	0%
	
	52
	31
	52
	34
	43
	36
	17
	28
	3

	 Prices Paid (Major Purchases)
	23%
	66%
	11%
	0%
	
	28
	25
	15
	11
	11
	24
	42
	14
	11

	Lead Times (from      Sellers)
	34%
	54%
	11%
	0%
	
	24
	22
	18
	20
	23
	21
	25
	34
	23

	 Purchased Inventory 
	20%
	31%
	17%
	31%
	
	7
	13
	9
	3
	14
	0
	8
	0
	3

	Finished Goods  Inventory
	20%
	37%
	20%
	23%
	
	3
	3
	0
	-3
	3
	6
	0
	14
	0


Note: Each monthly index was calculated by subtracting the "DOWN" percentage from the "UP" percentage.  The indices are not seasonally adjusted.)

	NAPM – Houston
	Jan07
	Feb07
	Mar07
	Apr07
	May07
	Jun07
	Jul07
	Aug07
	Sept07
	Oct07
	Nov07
	7-Dec

	Composite PMI
	59.8
	58.9
	62.4
	63.4
	59.4
	61.0
	60.6
	60.8
	59.5
	62.5
	57.8
	53.6


A reading above 50 indicates that the Houston economy is generally expanding; a reading below 50 indicates that it is generally contracting.
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