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HOUSTON ECONOMY CONTINUES UP
Prices Paid, Sales, Production and Purchases on rise!
The Houston Purchasing Manager’s Index rose 5.0% in May to 60.6 from the April mark of 57.7.  This indicates that production in the Houston economy is likely to continue to increase over the coming three to four month’s.
A reading above 50 is 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 May leading numbers showed a 17.7% increase in Production by 45% and an 18% increase in Purchased Material Inventory of 32%  over last month. Prices Paid were 6.0% higher for the month to 66.  
Lead Times were up for 34% of our respondents over last month, but remained the same for 66%.  
Employment remained the same for 53% and up for 26% indicating a stable work force.
Sales continued to be the leading indicator being up 9% increasing overall from 46% to 55% in May.  Production increased 18% to 45% and   Purchases all experienced a down ward shift from last month, but only small one.  
Six of the eight categories were higher in May and the two other categories remained about the same for the month.  Houston continues to buck the national economic downward trend, but we are still seeing a few of our companies starting to slow.
March is the 65h consecutive month that the Houston PMI has been above the neutral mark of 50 and there have only been 12 months since the end of 2004 to post a reading below 60. Over the 12 months ending in March, 08, the Houston PMI has averaged 57.3.  Still above the 57.1 average since it was introduced in January, 1995.    
Commodities in Short Supply:  
Hep A Vaccine, Various sizes of tubing and casing, CS and items made from it, while available, have longer lead times and CS pipe is now PIE at time of shipment.  12” and 14” seem to be very popular sizes, skilled labor in China, Tires, fuel, transportation services, OCTG pipe, tubing, Lead times have increased and there’s also been a lot of slippage on deliveries, Time; Competent Staff; Patience, None, Aluminum demand on increase, No shortage problems at this time.
Commodities UP in Price:
Fuel, Prices are up for used OCTG, tubing and casing due to increases in scrap prices and high demand.   Anything metal has increased, Fuel costs are up again, this impacts drilling rigs’ costs, production costs and marine work.  The higher diesel price means higher day rates on tugs.  It also means higher rates on rig moves which is quoted hourly and is based partly on fuel consumption, Items made from scrap metal, which rose $120 a ton in May. Therefore, items made from plate/pipe are seeing higher costs while frequently lacking in firm pricing, Castings, forgings, billet stock, most all items we purchase, Masking tape, fuel and delivery charges, raw material, labor, Polyethylene resin & film products, Tires, fuel, transportation services, Tires, Poly items, All Metal items (example dock levelers for dock doors up double digits), Paper products (forms, etc.), Just about everything is already started to move up or is scheduled for an increase, Paper prices will be rising due to increased energy costs, Carbon Steel Pipe pricing continues to rise but there may be a leveling off by 4th quarter as inventories start to rise, Electric motors, Metal valves, Special electrical fittings, Parts/Fabrications made from carbon steel, Electrical fittings, Fuel, Plasiticizers, PVC suspension resins and all freight fuel surcharges, Carbon steel prices should have slight increases in June & July, followed by gradual decreases for several quarters, The latest is steel tubing up another 25% in July.  Wire rope will be up starting now.

Commodities DOWN in Price:  
computers & components, PCs and office equipment, Wages as they relate to increases in Gasoline, food, new cars, etc.  Housing is down but mortgage qualifications are tightening, I’d like to know if there is Anything in this category, None, older generation electronics and meters, Stainless surcharges will drop slightly in June.  Followed with a substantial drop in July, None.
WHAT OUR RESPONDENTS ARE SAYING ...
Qualified Contract Specialists..
We are continuing to push exploitation of existing wells or wells which had been previously plugged due to mechanical issues, etc..
Houston remains one of the bright spots in which to live and work.
Business is good but costs are really on the rise.
Increased overtime in shops to stay up with demands.
Prices are increasing but we are not hearing that this is inflationary.  At some point it these daily costs are going to contribute to inflation.
These times are a little scary and reminding me of the early 70’s, when we went through price and wage freezes and then also the days of waiting in line for gas, which only happens now, when one service station still has the “old” price and the station across the street already had this week’s 5-10 cent per gallon increase.
No better time in history to be in the oil business!  Concern is whether we can find pipe to complete our wells.
Rice sales remain inordinately strong.
Our International Sales are off the scale the last three months.
The majority of our suppliers are not meeting their commitment dates.  Consequently, we are having difficulty meeting our dates, so nobody is happy.  Request for quotations from our customers has tapered off this past month.  Not sure why.

Increase is due to seasonality and is less than last year’s orders.

Prices are going crazy.  We normally raise our prices in December, but won’t wait that long this year.
Record setting quarter shipments, revenue and profits.

PMI Index Summary Table          
                                  May. 2008                                                         Index 2007 (9 months)

	 
	UP
	SAME
	DOWN
	N/A
	
	SEPT
	OCT
	NOV
	DEC
	JAN
	FEB
	MAR
	APR
	MAY

	 Sales
	55%
	29%
	13%
	3%
	
	33
	38
	17
	15
	14
	24
	12
	27
	42

	 Production
	45%
	37%
	5%
	13%
	
	18
	38
	17
	3
	0
	3
	18
	3
	39

	 Employment
	26%
	53%
	21%
	0%
	
	17
	29
	14
	6
	6
	7
	-3
	11
	5

	 Purchases
	45%
	42%
	13%
	0%
	
	36
	17
	28
	6
	0
	24
	29
	19
	32

	 Prices Paid (Major Purchases)
	66%
	32%
	0%
	3%
	
	24
	42
	14
	9
	31
	31
	29
	57
	66

	Lead Times (from      Sellers)
	34%
	61%
	5%
	0%
	
	21
	25
	34
	21
	6
	24
	18
	27
	29

	 Purchased Inventory 
	32%
	37%
	8%
	24%
	
	0
	8
	0
	6
	11
	17
	12
	-11
	24

	Finished Goods  Inventory
	21%
	50%
	11%
	18%
	
	6
	0
	14
	6
	6
	-3
	9
	5
	11


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

	NAPM – Houston
	Jun07
	Jul07
	Aug07
	Sept07
	Oct07
	Nov07
	Dec07
	Jan08
	Feb08
	Mar08
	Apr08
	May08

	Composite PMI
	60.2
	60.8
	59.3
	58.6
	61.9
	56.0
	52.8
	52.4
	55.7
	54.2
	57.7
	60.6


* All Numbers adjusted to due weighting correction in Feb, 08.
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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