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Houston’s Future Economic Growth

Houston’s growth wiloutpace the nation and the state overthe nextfive years. That's
the latest forecastby Ray Perryman, the Waco-based economist who hasstudied the
U.S, Texasand metro economies since the *70s. According to Perryman:

e Houston’seconomywilgrow 4.11 percent annually overthe period,compared
to 4.01 percentforthe state and 2.89 percent forthe nation. The figures are
adjusted to account forinflation.

e Houston’spopulation willgrow 1.67 percent versus 1.47 percent forthe state and
0.71 percent forthe nation.

e Employmentwilgrow 2.14 percent in Houston versus 2.05 percent forthe state
and 1.55 percent forthe U.S.

The longerterm outlookismore impressive. Houston’seconomy wilneady double in
size overthe next 20 years. The region wiladd neary 2.6 million reside nts, more than 1.3
million jobs, and $650 billion in personalincome. Even afteraccounting forinflation,
Houston’sprospectslookgood, with realGross Regional Poduct growing 89.3 percent,
realpersonalincome 102.5 percent, and retailsales growing 98.2 percent overthe next
two decades. Permryman c alls forshifts in the region’scomposition overthe next two
decades, with the contribution to Gross RegionalProduct from energy, c onstruc tion
realestate and govemment slipping, while manufac turing, ad ministra tive support and
professional, scientific and technicalservicesaccountforlargershares. By 2045,
Houston’s GRPwillexceed $2.45 trillion, employment wilexceed 5.0 million, and the
region’s population will hit 10.7 millio n.

Houston’s Job Growth

Houston-area employersadded jobsforthe ninth c onsecutive month in June, reflec ting
anuptickin overallhiring asthe region continuesto recoverfrom the oillbust and the
aftermath of Humic ane Harvey. The metropolitan area created 23,200 jobsin June,
according to the US. Bureau of IaborStatistics, which was the largest everone month
gain in June since recordsbegan in 1990. Professionaland businessservicesled the
hiring followed by c onstruc tion, leisure and hospitality. Houston isalso c atc hing up with
the restof exasafterlagging behind forthe pastfew yearsas Houston energy-based
economy stumbled when oillpricesdrmopped in 2015 and 2016. Overthe pastyear, the
Houston region added 94,600 jobsforan annualgrowth rate ofabout 3 percent, neary
identicalto the annualgrowth rate statewide. Houston’sunemploymentrate was 4.6
percentin June compared to 5.1 percenton yearearler. Job growthisaccelerating in
Houston and it'shappening fasterthan anyone expected. Some ofthe gainsare
cleardy coming from an improved oiland gassectorwhich hasadded engineers,
scientists and otherprofessionalsoverthe pastyear.
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Forthe 12 months ending June 18, metro Houston created 94,600 jobs,a 3.1 perxcent
increase—a significant jump from the 81,200 jobs created in the 12 months ending May
’18. Three sectorsaccount formore than halfthe region’sjob gro wth:

e Administrative and support and waste managementservices (contractworkers,
janitorial sta ff, se c urity guards) added 24,700 jobs, 26.1 percent ofthe gains,

o« Construction, 19,300 jobs, 20.4 perxcent ofthe gains,

e Retail 9,100 jobs, 9.6 percent ofthe gains.

Texas Job Growth May Back Off

The Houston and Texaseconomies grew brskly in the fiust halfofthe year, but the pace
isexpected to slow astrade tensions,laborshortagesand rsing wagesweigh on the
expansion,according to the Federal Reserve BankofDallas. Ec onomists atthe Dallas
Fed descrbed the rate ofjob growth as “blistering” in the first six months of 2018.
Employmentin exasgrew atan annualrate 0f3.6 percent, the strongestjob growth in
the nation, according to the DallasFed. Houston added jobseven faster,growing atan
annualrate above 4 percent,according to US. IlaborDeparmentdata. The robust
growth wassupported by the strengthening olland gasindustry and the booming U.S.
economy. In the second quarter, the US. economy grew 4 percent forthe fist time
since 2014 while employers continued to add jobs month aftermonth.

Texasadded 27,200 jobsin June, the 24t consecutive month of employment growth,
according to the laborbureau. The statewide unemploymentrate forJune dipped to 4
percent,nearitsrecord low 0f3.9 percentin November. Any slackin the labormarket
hasbeenlargely absorbed, according to the Federal Reserve Bank, whic h is putting
pressure on companiesto raise wages. The bankisreceiving anecdotalreportsof
workershortagesacrossindustries and skills. Such shortagesand higherwagesthat
employersmay have to payto attract workersare expected to contribute to slower
growth in the second halfofthe year,according to the Dallas Fed. But even with the
slowdown, Texasisstillexpected to grow fasterthan otherstatesin the second halfof
2018. In Houston, economic activity expanded forthe ninth c onsecutive month,
according to a survey of busine sses.

Robust U.S. Job Maxket

US. employersposted slightly more openingsin June than the previous month, re sulting
m more avaiable jobsthan unemployed people forthe third straight month, signaling a
solid economy. The IaborDepartmentsaid job openingsbarely ncreased, rsing 3,000
to 6.66 million. That'smore than 6.56 million people who were searc hing forworkin
June.'salso close to April's figure 0f 6.8 milion, a record high. Overall hiring slipped to
5.65 million from 5.75 million, and the numberofpeople quitting theirjobsdeclined
slightly to 3.4 million from neady 3.5 million in May. The figuresreflecta robustjob
market. The unemployed typically outnumberjob openings, but thatreversed this
spring amid strong demand from employers. Businesses are optimistic about the
outlookand stepping up hiring in anticipation ofsolid future growth. The economy
expanded ata 4.1 percentannualrate in the ApritJune quarter, the fastestpace in
fouryears. The govemmentsaid thatemployersadded 157,000 jobsin July and the
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unemploymentrate fellto 3.9 percent,nearan 18-yearlow. That figure represents a
netgain, while the Job Openingsand IaborTumoversurvey (JOLIS) measures total
hiring before resignations, layo ffs and retie ments. The proportion of wo ke rs q uitting
theirjobsisatthe highestlevelin neady 13 years. With job openings, outnumberng the
unemployed, companiesshould be bidding up wagesto attractand keep workers. Yet
average hourdy pay gains, while slowly grinding higher, emain modest. Average houry
wagesrse 2.7 percentin July from a yearearlier, the IaborDepartment said. Yet rising
inflation hasoffsetthatgain. Consumerpricesincreased 2.9 percentin June from a
year,ago, lifted in partby more expensive gas. There are many possible reasonspay
isn’t rising faster. One explanation isthat workerproduc tivity, oroutput perhour
worked, isincreasing ata historically sluggish rate. Thatsuggest workersaren’t getting
much more efficient, which makesitharderto win higherpay. Produc tivity ¢c an rise
when companiesinvestin more machinery, computers and software to boostoutput.

U.S. Oil Production at All-Time High

The downtum in the oilindustry is finally over. More companies are reporting profits than
losses. Fewerfimsare fiing forbankruptcy. Oilnow tradesabove break-evencostfor
most producers. Exploration budgets continue to grow. The North Americ an rig ¢ ount
hasrebounded. Pemmitsto dril have risen dramatically. Iayoffshave slowed to a
trickle. Crude inventories have fallen. US. productionisatan all-time high. And global
demand continuesto grow.

In Q2/16, only five of the 25 largest energy fimsin Houston eamed a profit. That'snot
surpnsing , given thatoilsankto $26 perbamelthe priorquanter. Share pricestooka
beating aswell. By mid-"16, they’d fallen 30 to 90 percent from theirpeaks, with a 66
percentdrop being the average. The expression thatoilpriceswould be “lowerfor
longer washeard so oftenitbecame trite. Butcompaniesheeded the waming,
reducing headcounts, slashing budgetsand focusing on only the best prospectsin their
portfolios. These stepshelped the industry to regain itshealth. In Q2/17, 16 of the 25
largestcompaniesreported profits. In Q2/18, 20 of the 25 largest were in the black.

Haynesand Boone began tracking bankruptcy fiings eardy in the downtum. The law
firm’s Oid Patc h Bankruptcy Monitorfollowsexploration companies, its Qi Fie Id Se rvice s
Bankruptcy Thac kerwatchesservice companies, and its Midstream Report compiles
data oncompaniesthatgather, transport, process,orstore oilland naturalgas.

According to the firm, 335 North American energy companiesfiled forbankruptcy
between Q1/15 and Q1/18. This figure includes 144 exploration, 167 service, and 24
midstream firms. Theircombined debtexceeded $169 billion. About half the filings
(162) were in Texas, followed by 43 in Delaware courts. A substantialnumberof
Delaware fiings were forcompanies with significantoperationsin Texas. The data show
thatbankruptcies peaked inin Q2/16 then quickly tapered off. By Q2/17, fillings we re
down 65 percent. By Q1/18 (the date ofthe mostrecentreport), fiings were down 83
percent. Each quarter, the Federal Reserve BankofDallas surveys energy firms in the
Eeventh FederalReserve District, i.e., Texas, northem Iouisiana and southem New
Mexico. In the Q1/17 survey, 12.7 percentofrespondentsreported conditions fortheir
companieswere improving and 72.7 percentreported conditions were getting worse.
A yearlater, the responsesflipped. Inthe Q1/18 survey, only 11.6 percent said their
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outlbokhad worsened and 76.9 percentsaid conditionshad improved. The shift
suggeststhere wilbe fewerbankruptcies and layo ffsin the nearfuture.

Priorto the downtum, conventional wisdom held thata typicalwelldriled in the Eagle
Ford orBakken, the hottest oilplaysatthe time, would be profitable aslong ascrude
remained above $70 perbamel Two monthsinto the downtum (January ’15), the price
ofcrude fellbelow $50 perbamel Twelve monthslater, the price fellbelow $30. Prices
recovered, thanksto growing globaldemand, OPEC production cuts, nventory
drawdowns, and civilunrest among exporting countries that kept produc tion o ff the
market. Atthe same time, cost-cutting, layoffsand betterdnlling tec hniqueslowered
the threshold forprofitably. In its Q1/18 survey, the DallasFed asked executives: “In the
top two areaswhere yourfim isactiwe, what WII[We st T xas nte rme diate ] oilprice do
youneed to profitably dnlla we lI?” Based on the responses, mo st fims in the 11th distric t
can profitably drillat $52 perbanel The breakeven pointvariesby region and
company. Some fimsneed only $20 perbamnelin the Permian to make a profit while
othersneed atleast $70 perbamelin non-shale playselsewhere. However, 88 percent
ofthe respondentsindicated they could profitably drill at then-cument prices. W
averaged $66 perbamelthe weekofthe survey. A few naysayersexpectcrude to fall
below $45 perbanmelby Decemberasglobalsupply agamoutpacesglobaldemand.
A few optimistsbelieve crude willtop $100 perbamelnextyear, driven by lo w-sulfur fuel
mandates, civlunre st in several produc ing nations, and sanc tions limiting Iran’s ability
to exportcrude. Mostforecasters, however,callforoilto trackbetween $60 and $70
perbamelthrough the end ofnext year. The U.S. Energy Informa tion Administra tion (EIA)
concurs. EIA forecasts WIlto average $66 thisyearand $64 though the end of next.

Fifth Energy Downtum Completed

Houston hasnow completed its fifth energy downtum in the past 40 years. The other
fourdowntumsoccured from ’82-86,°90-91,°’01-02 and 08— 09. The mostrecent
wason parwith the ’80sforenergy butnotforthe region asa whole. In the ’80s, oil
pricesfell60 percent; in the mostrecentrecession they fell 76 percent. In the ’80s, the
rig count fell83 percent, in the recentdowntum it fell 79 perc ent. But the '80s were far
worse forHouston because the energy collapse coincided with widespread bank
failures, and the implosion ofthe localrealestate market. In contrast, overthe past five
yearsthe FDIC hasrescued only one Houston-area bank. And although Houston office
marketis vastly overbuilt, the industrial, re tail, multi-family and single-family sec tors fare
quite wel. One finalcomparnson: In the ’80s, Houston lost 221,000 jobs, one in every
seven. In the mostrecent downtum, Houston lost 5,000 jobs, orone in every 600. The
downtum leavesseverallegacies, buttwo stand out. Fist, the energy industry has
become leanerand more efficient. Thoughlocalemploymentremainswellbelow its
peak, US output continuesto setrecords. Second, Houstonians should have a better
appreciation forthe region’stiesto the US. and globaleconomies. US. payml growth
hasaveraged 200,000 since the end ofthe Great Recession and globalgrowth has
averaged three percentsince the beginning ofthe energy downtum. Both helped to
mitigate the impactofthe energy downtum. Robust growth has finally retumed to
Houston. The regioniscreating jobsatthe fastestpace in almost five years. But after
fouryearsofbeing a burden, the energy sectorhasonce again begun to contrnbute to
the region’s pro sperity.
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Energy Employment has Stabilize d

FEnergy employmentin Houston peaked at 300,100 jobsin Novemberof’14. Overthe
next two years, the industry shed 86,400 jobs, or28.8 percentitslocalworkforce. Not
untilexploration ac tivity picked up in late 16 did hiring re sume, and then only in
serwvicesand equipment manufacturing. Exploration continued to shed workers through
eary’18 and hasonlyrecently begun hirng again. Only a handfulofcompanies have
announced staffcutssince the first ofthe year,and only one involved more than 250
employees—a far cry from '15 and '16, when a typicalannounc ement involved 1,000 or
more employees. Research by the DallasFed suggeststhatemploymenthasstabilized.
Inits Q1/18 survey, the Fed asked, “How do you expectthe numberofemplyeesat
yourcompany to change in 2018?2” Only 4 percentofrespondentsexpectemployment
to drop, 51 percentexpectitto grow, and the remainderexpectno change.

Forbes “Best Employers forWomen” IList

Neady a yearafterthe # MeTbo Movementcaughtthe corporate word by storm,
Forbeshasreleased it's first-e ver “Be st Employers for Women” list. Six Houston- area
companies found themselveson the recently released list that ranked 300 U.S. firms. In
total 23 Texas-based employerseamed a spotin the ranking. These are the locally
based companiesdeemed the bestemployers forwomen:

No. 11: Texas Children’s Hospital

No.57: Fort Bend Independent Sc hool Distric t
. 75: Royal Dutc h Shell

No. 210: Chevron Phillips ChemicalCo.

No. 215: Academy Itd.

No. 235: Sc hlumbergerltd.

e o 0 0 0 o
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Fortune’s “Be st Workplaces for Mille nnials” List

Three Houston-based companieswere rated among Fortune’s 2018 “Best Workplaces
for Mille nnials” list. Once again, David Weekly Homes, Camden Property Trust, and
Hicorp Energy Co.eamed a spoton thisyearslistofthe 100 bestplacesto workfor
those bom between 1981 and 1997. David Weekly jumped five spots, but Camden and
Hilcorp fellin the rankings.

e No. 18: David Weekly Homes

o No.ofmilennialemployees: 530, which is 33 percentoftotal workforce.
e No.95:Camden Property Trust

o No.ofmillennialemployees: 766, which is48 percentoftotalworkforce
e No.95:Hicormp Energy Co.

o No.ofmilennialemployees: 366, which is 22 perxcentoftotal workforce.
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CNBC’s “America’s Top States forBusiness 2018”

Texaslanded the top spotin CNBS“AmericasTop States forBusine ss 2018,” making it
the first fourtime winnerin the 12-yearstudy. However, this is the first yearTexasranked
No. 1since 2012. The state hasneverranked below No.5overall, and it took the No. 4
spotlastyear. CNBC citesthe long-awaited rebound in oilprices, which ncreased
arund 60 percentin the pastyearto the $70 perbamelmnge in June, asa major
factorin thisyearsranking. The report notesthatthe state added more than 350,000
jobsin the pastyear, with the energy sectordriving the biggestincrease. Texassaw
solid economic growth last year, especially in the fourth quarter, when state GDP
mcreased 5.2 percent, per CNBC. Thatboosted Texas rankin the economycategory
to No. 1 thisyear,up from No. 25 lastyear, when oillprices were around $40 perbamel,
perCNBC.

Sources: GreaterHouston Partnership; Houston Chronic le ; Houston Busine ss Joumal
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