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INTRODUCTION
Houston moved closer to full
recovery in ’17. But for every two
steps forward, the region took one
step back. Crude prices rose along
with the rig count, but oil companies continued to lose money.
Developers built more single-family
homes, and resale homes closed
at a record pace, but vehicle sales
slumped to their lowest level in
six years. Houston hosted a Super

Bowl in February, won a World
Series title in November, but dealt
with an unwelcome guest named
“Harvey” in August.

return to trend (55,000 to 60,000
per year) until the energy industry
begins hiring again. That’s unlikely to
happen next year.

Next year, Houston will take three
steps forward for every one step
back. With each worker hired, home
built, or container loaded at the
port, Houston will be closer to full
recovery. Job growth, however, won’t

’18 promises to be a better year,
however, because two of Houston’s
economic drivers—U.S. economic
growth and global trade—will
move forward while energy
remains in neutral.

U.S. GROWTH
Though Houstonians sometimes hate
to admit it, Texas is part of the U.S.,
and when the nation prospers, that’s
good for Houston. Why? Because the
nation buys more of what Houston
has to sell. A few examples:
•

•

SELECTED U.S. GROWTH FORECASTS
% Change, Real GDP, '17 - '18

North American auto manufacturers produced 18 million lightduty vehicles and trucks in ’16.
A typical family car contains 150
pounds of rubber, 200 pounds
of fluids, and 250 pounds of
plastics. These components
likely come from the plastics
and chemical plants along the
Houston Ship Channel.
The U.S. produced 80 million metric
tons of steel in ’16. To produce one
ton requires a significant quantity
of natural gas. That gas comes from
fields across the U.S., but Houston
companies have the know-how to
find and produce it.
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•

Americans drove more than 3.2
trillion miles in ’16. One-fourth of
the nation’s refining capacity is
located on the Texas Gulf Coast.

•

Global trade supports nearly
450,000 jobs in the region.

•

The Port of Houston ranks first in
the U.S. in foreign tonnage.

•

Many of Houston’s public companies derive a significant portion of
their revenues from their overseas
operations. The average is 30

The consensus among economists is
that U.S. GDP, adjusted for inflation,
will grow 2.4 percent in ’18, and that’s
good for Houston.

GLOBAL TRADE TIES
Global trade is important to Houston
because the region’s international
ties are as strong as its domestic ties.
•

Metro Houston ranks second only
to New York in value of exports.

•

Nearly 5,000 Houston-area
companies are engaged in
global commerce.

percent, but companies such as
Halliburton and Oceaneering
receive more than half their
revenues from international sales
and operations.
Oxford Economics forecasts world
GDP to grow 3.0 percent in ’18, and
that’s good for Houston.
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DAILY SPOT PRICE - West Texas Intermediate
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Approximately one-third of Houston’s
GDP is tied directly to oil and gas.
This figure doesn’t include energy’s
impact on wholesale trade, transportation, and professional services. Nor
does it account for how much of their
paychecks energy workers spend
at the grocers, in local restaurants
or at the drug store. Factor in those
expenditures, and energy’s impact
on local GDP is significantly higher.
The U.S. Energy Information Administration (EIA) forecasts West Texas
Intermediate to trade on the spot
market at $50 per barrel in the first
half of ’18 and $54 per barrel in the
second. That’s not much improvement over ’17, when crude averaged
$49 per barrel most of the year. Even
if crude breached $60 per barrel,
that wouldn’t send the industry on
a hiring binge. Oil prices are volatile
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and crude would need to stay above
$60 for several quarters before the

industry feels confident that another
collapse isn’t imminent.

and technical services; educational
services; health care; administrative
services; arts and entertainment;
accommodation and food services;
other services; and government.
Employment will remain flat in

energy. Job losses will continue
in two sectors: construction and
information. The forecast calls for
the nine-county region1 to create
45,500 jobs in ’18.

•

Federal Reserve increases in
interest rates have no detrimental
effect on the economy.

•

The price of WTI generally holds
above $50 per barrel, and any dip
below that level proves transitory.

•

Houston continues to attract
residents from other cities,
states, and countries.

•

Houston avoids another
natural disaster like Hurricanes Harvey or Ike.

IN A NUTSHELL
The Partnership’s forecast calls for
job growth in 14 sectors: manufacturing; wholesale trade; retail trade;
transportation, warehousing and
utilities; finance and insurance;
real estate; business, professional

KEY ASSUMPTIONS
The forecast includes several
key assumptions:
•

U.S. real GDP grows 2.4 percent
or more, adjusted for inflation.

•

•

U.S. job creation averages
200,000 jobs per month.

The global economy grows at its
current pace or better.

•

•

Any unrest in oil-exporting
countries has a minimal
impact on prices.

The ongoing political turmoil
in Washington has minimal
impact, if any, on business or
consumer confidence.

•

Any appreciation in the dollar
against other currencies has little
impact on exports.

If any of these assumptions prove
wrong, the Partnership’s forecast
would need to be revisited.

1
The nine-county region, formally named the Houston-The Woodlands-Sugar Land Metropolitan Statistical Area, includes Austin, Brazoria, Chambers, Fort Bend,
Galveston, Harris, Liberty, Montgomery and Waller counties.

2
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A FINAL NOTE
The purpose of this forecast isn’t to
score a bullseye, though the Partnership would be pleased if it did.
Rather, the purpose is to highlight the
forces shaping Houston’s economy.
A clearer understanding of the trends
driving growth or losses should help
the business community make better
investment, staffing, and purchase
decisions. Given the uncertainty
surrounding oil prices, geopolitics
and the climate in Washington, the
more insight, the better. Now the
details behind the numbers.

METRO HOUSTON JOB GROWTH – December to December, (000s)
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ENERGY
The energy industry (exploration,
production, and oil field services)
employs 85,700 workers in Houston,
about 2.8 percent of all jobs in the
region. At its December ’14 peak,
the industry employed 114,600.
The difference, 28,900 jobs,
represents a loss of one in every
four in the industry. Oil field equipment manufacturing, considered
by many as part of the industry,
lost 19,500 jobs, nearly half its
workforce. The recent upturn in
drilling has induced some hiring in
oil field services, but exploration and
production, as well as equipment
manufacturing, continues to cut
staff. Any job loss ripples through
the economy, because the energy
industry pays better than any other
industry in Houston, and for the most
part those salaries are spent here.
Average compensation in exploration and production is $185,000,
in oil field services, $118,000, in

equipment manufacturing, $107,000.
The Houston average for all industries is $61,000.
Like other industries, energy has
learned to do more with less. Though
its workforce has shrunken, crude
production continues to grow. EIA
forecasts U.S. output to average
9.9 million barrels per day (b/d) in
’18. That would set a new record,
surpassing the old one of 9.6 million
b/d set in ’70.
The outlook for ’18 depended on
the outcome of the November 30
meeting of the Organization of
Petroleum Exporting Countries
(OPEC). At that meeting, OPEC and
non-OPEC energy ministers agreed
to extend production cuts to the end
of 18’. The initial agreement reached
in November ’16 is credited with
boosting prices from the mid-$40s to
where they are today. If OPEC hadn’t
reached an agreement, crude prices

would have dropped and additional
layoffs would have occurred.
The outlook for the industry
continues to improve. EIA forecasts
global supply to exceed global
demand by 300,000 barrels per day
in ’18, a substantial drop from Q4/15
when supply exceeded demand by
1.7 million barrels per day. Twelve
of the 24 largest public energy
companies in Houston recorded a
profit in Q3/17. That’s up from five in
Q1/17. Investor focus has shifted from
companies that grow production,
often by outspending cash flow, to
those that control costs and generate
a return on capital. And only 20
North American energy firms filed for
bankruptcy in the first 10 months of
’17, according to the law firm Haynes
and Boon. That compares with 64
over the same period in ’16.
When oil prices collapsed in early
’15, firms were quick to lay off
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employees. Back then, it was a
matter of survival. Today, layoffs
result from strategic decisions to
restructure companies to operate in
a long-term low-price environment.
More will come in ’18. The cuts,
however, will occur in exploration
and production (white collar jobs),

not oil field services (blue collar
jobs). The industry had difficulty
assembling crews this year when
the rig count rebounded. It will be
reluctant to release them if oil slumps
again. And the cuts will be shallow
compared to the layoffs of ’15 and ’16.
Taking all these factors into consid-

eration, the forecast calls for oil field
services to add jobs, exploration and
production to cut jobs, mergers to
force more economies of scale, and
companies to continue consolidating
operations into Houston. The net
effect is that energy employment will
be flat in ’18.

MANUFACTURING
Manufacturing employs 214,000
workers, 7.5 percent of all jobs in
the region. It’s the single largest
contributor to GDP, accounting
for $1 in every $6 of Houston’s
economic output.
The industry is divided into durables
and nondurables manufacturing.
Durables are goods with a lifespan of
three or more years, like machinery
and equipment. Nondurables have
shorter lifespans or become components of durable goods. Examples
include paint and chemicals.
Durables account for one-third of the
region’s manufacturing output value
but two-thirds of its jobs; nondurables account for two-thirds of output
and one-third of the jobs. Chemicals
and refining, highly capital-intensive
industries, dominate nondurables,
thus the higher output per worker.

recover in ’17, but further improvement is uncertain, given that the rig
count peaked in July.

more drilling rigs, equipment,
and spare parts.
The forecast assumes that the rig
count grows moderately and the
dollar weakens marginally. It’s almost
certain that more chemical plants will
come online and the region’s food
processing plants expand to feed a
growing Houston population. The
forecast calls for the region to add
2,700 manufacturing jobs in ’18.

A few sectors—food processing,
beverages, and petrochemicals—
consistently add jobs over time.
These sectors, however, account
for only one-third of all manufacturing jobs in the region. If manufacturing employment is to grow, the
energy industry needs to purchase

HOUSTON MANUFACTURING EMPLOYMENT JUNE '17

27%

Machinery & Metals 99,660
Chemicals, Refining, Plastics 58,831
Computers & Electronics 20,273
Food & Beverage 15,246

46%

Miscellaneous Manufacturing 6,832
10%

During the downturn, manufacturing lost 45,000 jobs, mainly in
machines, fabricated metal products,
computers, and electronics. Durables
manufacturing employment, driven
by a rising rig count, began to

Printing & Paper 6,249
Furniture & Wood Products 5,753

7%
1% 3% 3% 3%

Apparel & Textiles 1,904

Source: Texas Workforce Commission

CONSTRUCTION
OFFICE
Houston’s office market continues
to struggle. Q3/17 marked the fifth
consecutive quarter of negative
absorption. The overall vacancy
rate, as low as 11.6 percent in Q4/14,
now stands at 15.4 percent. Factor
4

in sublease space, and the effective vacancy rate is 23.3 percent.
’17 is likely to end with 4.0 million
square feet of negative absorption.
As leases expire in ’18, more space
will be thrown back on the market.
Between 40 and 50 million square
feet is currently vacant or available
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for sublease. Asking rates have
dipped only slightly, but concessions
such as free rent and generous
tenant improvement allowances
make posted rents meaningless as a
market indicator. Brokers report net
effective rents dropping as much as
30 percent once negotiations begin.

In Q3/17, only 2.3 million square feet
of office space was under construction. That figures is far below 17.3
million square feet at the Q3/14 peak.
Over the past 15 years, Houston has
never experienced a year with zero
office construction, but it has come
close. In ’03, ’04, and ’05, the market
added less than one million square
feet each year. With so much available space on the market, Houston
is unlikely to see much speculative office construction. The office
construction that does occur will be
build-to-suit or projects substantially
preleased before breaking ground.

INDUSTRIAL
The industrial market has fared
better. In Q3/17, the vacancy rate
stood at 4.8 percent. Houston
absorbed 25 million square feet of
space over the past three years,
and only 2.6 million square feet is
under construction. Online retailers,
consumer goods warehouses, thirdparty logistics providers, and chemicals and plastics firms are driving
demand. The warehouse subsector
remains healthy, the manufacturing
subsector less so. The demand for
flex space is weakest, but that sector
comprises only 8.5 percent of the
industrial market.
A few concerns have emerged.
Industrial sublease space is creeping
onto the market. Factor it in, and the
effective vacancy rate edges up to
5.0 percent. Asking rates have hardly
budged. In a tight market, rates
would rise fairly steadily. This signal

HOUSTON OFFICE MARKET Q3/17
Inventory
(Million Sq Ft)

Direct
Vacancy %

Total
Availability %

YTD Net
Absorption
(Million Sq Ft)

Under
Construction
(Million Sq Ft)

Class A

142.5

15.1

24.5

-3.0

2.0

Class B

89.7

16.7

23.0

-1.0

0.3

Total*

241.9

15.4

23.3

-4.0

2.3

Source: Transwestern

*Total includes Class C space not shown in table.

hasn’t deterred developers, though.
Pontikes Development is building a
three million-square-foot industrial
park in Baytown. Oakmont Industrial
Group, an Atlanta-based developer, broke ground in September
on a nearly 700,000-square-foot
speculative warehouse in Katy.
Best Buy recently announced
plans for a 550,000-square-foot
distribution center in Missouri City.
Ikea recently inked a one millionsquare-foot warehouse lease in
Baytown. And Amazon recently built
an 855,000-square-foot fulfillment
center in Pinto Business Park and
will open a one-million-square-foot
facility in ’18 near Katy. The forecast
anticipates moderate growth in
warehouse demand, and with it more
industrial construction.
As noted in last year’s forecast, the
boom in chemical plant construction is winding down. Industrial Info
Resources of Sugar Land estimates
that the value of construction
work, both new, maintenance and
turnaround, will drop by 11.7 percent
in ’18. However, a number of large
projects are in the works, and if these

HOUSTON INDUSTRIAL MARKET Q3/17
Inventory
(Million Sq Ft)

Direct
Vacancy %

Overall
Vacancy %

YTD Net
Absorption
(Million Sq Ft)

Under
Construction
(Million Sq Ft)

Flex/R&D

43.8

10.1

10.3

-1.1

0.0

Manufacturing

82.4

2.0

2.3

0.3

0.3

Warehouse/
Distribution

385.4

4.8

4.9

7.8

2.3

Total

511.6

4.8

5.0

6.9

2.6

Source: Transwestern

Note: Numbers may not sum due to rounding.

are announced early in the year, job
losses in heavy industrial construction could be minimal.

RETAIL
Metro area retail sales peaked in
Q4/14 and have trended down since.
The retail real estate market has
been slow to react, and only this year
have retail vacancy rates ticked up.
Over the past four quarters, deliveries have outpaced absorption. At
5.6 percent, the retail vacancy rate
is still below the long-term average,
making this market among the
healthiest of Houston’s real estate
sectors. In some submarkets, like
the Inner Loop, the vacancy rate is
much lower, and for some product
types, such as strip centers, the rate
is much higher.
More than 4.0 million square feet
of retail space had been delivered
through the end of Q3/17. About 3.8
million square feet of retail space
is under construction, of which
less than half is preleased. The
bulk of new construction is in the
far suburban markets adjacent to
rapidly growing residential developments. Houston continues to add
population, driving retail growth,
but incomes have fallen, somewhat
offsetting those gains.
The forecast assumes population
growth and new home construction
will continue to drive the demand
for retail space in the suburbs, and
developers will find opportunities
in near-town neighborhoods. As
a result, retail construction will
maintain its current pace through
the end of ’18.
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a surge in new construction, the
market should begin to rebalance
by the end of ’18. A note of caution,
however: developers have proposed
another 17,310 units. Should those
projects move from the drawing
board to the construction site next
year, rebalancing of the market
will be delayed. The Partnership’s
forecast assumes multifamily
construction in ’18 remains well
below the pace of ’17.

MULTIFAMILY
Early reports of Hurricane Harvey’s
impact on the multifamily market
were greatly exaggerated. As the
waters began to recede, Apartment
Data Services (ADS) launched a
survey of the 2,751 properties in the
region and found that fewer than
16,000 units, about 2.4 percent of
inventory, suffered damage. Most
will be repaired and quickly returned
to service. Units leased by families
forced to evacuate, about 11,000
apartments, will be tossed back on
the market once repaired. Bottom
line: Harvey did not create the need
for more apartments in Houston.

SINGLE-FAMILY
According to the Texas Department
of Public Safety, Hurricane Harvey
caused significant damage to nearly
100,000 homes in the Houston metro
area. The forecast assumes that
90 percent of the families whose
homes were damaged by Harvey will
have completed their repairs by the
storm’s first anniversary. By the end
of ’18, most of Harvey’s impact on
construction will have evaporated.

The good news is that the frenetic
pace of multifamily construction has
finally begun to settle down. Only
9,567 units were under construction in November. A handful will
come online by year’s end, fewer
than 7,000 will open in ’18, and less
than 1,000 will arrive in ’19. Barring

HOUSTONAREA HOME SALES  12-Month Total

Realtors should close on 94,000
single-family homes, condos,
duplexes and townhomes in ’17,
a new record for the region. The
median price for a single-family
home was $227,098 in October,
up 4.4 percent from a year ago. It
took an average of 56 days to sell
a home in October ’17, down from
61 days in October ’16. The strong
resale market has driven builders
to break ground on more homes
in the suburbs.
MetroStudy expects builders to
break ground on 27,450 singlefamily homes in ’17. That volume
would rank Houston second only
to Dallas in new home starts.
Builders have maintained the pace
of construction by designing homes
on smaller lots and keeping the
price of an entry-level home below
$250,000. The forecast incorporates MetroStudy’s expectation
that homebuilders will start 27,950
single-family homes in ’18.
One final note: local voters approved
$4.2 billion in city, county, and school
district construction bonds in the
May ’17 and November ’17 elections.
Those funds should support a
moderate level of construction
activity over the next two years.

95
Home Sales (000)

Home sales have held up well
despite the weak economy.
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Based on these considerations,
the forecast calls for the region to
sustain a net loss of 4,500 construction jobs in ’18.

Source: Houston Association of Realtors

WHOLESALE TRADE
Wholesale trade employs 160,000
workers in Houston, 5.3 percent of
the region’s total, and paid $12.5
billion in salaries and wages in ’16.
The sector lost nearly 11,000 jobs in
the downturn and has yet to recover.
Most of the losses came in durable
goods wholesaling, heavily weighted
to supplying parts and equipment
6

to the energy industry or lumber
and hardware to the construction
industry. Even with the jump in the
rig count, durable goods wholesaling
remains depressed. Employment in
nondurable goods (grocery, alcoholic
beverages, and paper products) has
held up well, primary because of
population growth.
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The Partnership’s analysis assumes
that losses in durable goods have
ended, nondurable goods will grow
along with the population, and
Houston’s role as a distribution and
logistics center continues to expand.
The forecast calls for employment
growth to resume, the sector adding
1,800 jobs in ’18.

RETAIL TRADE

The four-quarter total for retail sales
crested at $98.4 billion in Q1/15, then
slid along with energy employment. 2
Though the retail sector continued
to add jobs, consumers held on to
their wallets. Retail sales, adjusted
for inflation, remain $5 billion off
their peak. Blame e-commerce for
only part of the decline. There’s less
purchasing power in the market.
Real wages and salaries are $5.9
billion from their Q4/15 peak. That
hasn’t stopped new merchants from
entering the market or existing ones
from expanding their presence. Over
the past two years, retailers opened
500 shops, boutiques, and stores
and employment grew by more
than 10,000 jobs.
Retail job growth helped offset
losses elsewhere. Unfortunately, the
sector doesn’t pay well. In ’16, the
typical retail worker earned $31,600
for a year’s work. Only the restaurant
sector pays less.
Future growth in retail depends on
several factors:
•

•

2

Population: Houston added
125,000 residents between July 1,
2015 and July 1, 2016. The Texas
Demographic Center forecasts
metro Houston will add between
500,000 and 800,000 residents
over the next five years.
Employment: Job growth in
’18 will be better than in ’17,
but still not up to the region’s

long-term trend of 55,000 to
60,000 jobs per year.
•

•

•

Area Survey, 64 percent of
respondents rated job opportunities in Houston as good or
excellent, up marginally from 62
percent in ’16.

Income: Adjusted for inflation,
total wages and salaries paid
to Houston-area workers were
flat in Q1/17 compared to Q1/16.
That’s a good sign. Total wages
declined through much of the
recent downturn.

•

Financial Well-Being: Home
values in Houston have risen
4.6 percent through the first
nine months of ’17. The Dow
Jones Industrial Average is up
16.4 percent since the beginning of the year. When a family’s
assets appreciate in value, the
family feels better about its
overall financial position and is
likely to spend more.
Consumer Confidence: A nationwide Gallup poll conducted in
October found Americans in their
best holiday shopping mood in
years. In the ’17 Kinder Houston

Access to Credit: The share of
households in Harris County with
subprime credit scores, potentially at high risk for default, has
dropped from 32.9 percent in
Q2/13 to 27.1 percent in Q2/17.

The forecast assumes that population growth will maintain its pace, job
growth will improve, wages will start
to creep up, families will feel better
about their finances, confidence will
remain high, and consumers will
have access to credit. The forecast
calls for the region to add 6,500
retail jobs in ’18.

METRO HOUSTON RETAIL SALES
4-Qtr Moving Total*
85
83
81
$ Billion, '06 Dollars

Retail employs more than 300,000
baggers, butchers, bakers, cashiers,
clerks, stockers, and managers, or
one in every 10 jobs in the region.
The sector paid $9.6 billion in wages
in ’16, 5.2 percent of the region’s
total. The U.S. Bureau of Economic
Analysis (BEA) places the sector’s
contribution to GDP at $23.3 billion,
or 4.9 percent of the total.

79
77
75
73
71
69
67
65
Q1/10

Q1/11

Q1/12

Q1/13

Q1/14

Q1/15

Q1/16

Q1/17

Source: Texas State Comptroller
* excludes gasoline purchases

The Partnership’s calculations exclude gasoline sales.
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FINANCE AND INSURANCE
Finance and insurance employs
about 100,000 Houstonians, 3.4
percent of all jobs in the region. BEA
places the sector’s contribution to
GDP at $61.8 billion, or 12.9 percent
of the total. The sector includes
commercial banks, credit unions,
insurance brokers, insurance carriers,
investment advisors, mortgage
bankers, and security brokerages.
Average annual compensation in the
industry was $74,000 in ’16.
Bank deposits in Houston have
more than doubled over the past 10
years, yet employment is flat and
the number of bank branches has
declined. A few well-capitalized
banks have acquired weaker banks
in the aftermath of the Great Recession. Dodd-Frank spurred a few
mergers as banks sought economies of scale to help comply with
the legislation’s regulatory burdens.
Cellphone apps and the internet now
handle transactions once handled in
person. And low interest rates have
cut into bankers’ profits, limiting their
ability to offer new products.
However, securities brokerages
and investment advisors have
blossomed, the subsector adding
more than 550 offices and nearly
7,000 employees over the past
10 years. Their ascent parallels
the rise in individuals investing in

and allowing them to expand their
product offerings. Many businesses
and homeowners will deal with
Harvey-related insurance claims
well into ’18. The ongoing recovery
will marginally expand banks’ loan
portfolios. And the need to save for
a child’s college education and build
retirement nest eggs will keep investment advisors busy. The forecast
calls for the finance and insurance
sector to add 2,200 jobs in ’18.

stocks, bonds, and commodities,
either directly or through their
retirement plans.
The forecast assumes that population growth, home construction, and
the economic recovery will drive
the need for banking, finance and
insurance services in ’18, but many of
those services will be delivered via
the Internet. Interest rates will creep
up, improving banks’ profitability

METRO HOUSTON BANK DEPOSITS  $Billions
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METRO HOUSTON BANK BRANCHES
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1,459

1,542

1,534

1,526

1,492

1,450

Source: Federal Deposit Insurance Corporation

REAL ESTATE AND RENTAL AND LEASING
The sector employs 57,000 workers,
about 1.9 percent of all job holders
in the region, and paid $3.5 billion
in salaries and wages in ’16. Brokers
and property managers (office, industrial, retail, apartments) represent
about 39,000 jobs. Average compensation in real estate was $71,000 in
’16. Equipment rentals (cars, trucks,
heavy equipment, formal wear, appliances) employ the remaining 18,000.
Average compensation in rentals and
leasing was $66,000 in ’16.
8

Commercial leasing activity in ’17 fell
to its lowest level in years, limiting
the need for brokers and nonessential staff. The boom in apartment
construction has led to a surge in
hiring people to maintain those
properties. Construction activity has
fallen off, and with it the demand for
heavy equipment.
The forecast assumes commercial leasing activity will pick up as
the economy improves, apartment
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owners will hire additional staff
to manage properties coming on
line, the pace of home sales won’t
slacken, car rental activity picks up
along with business travel, and local
businesses continue to rent rather
than purchase equipment to control
costs. Based on those assumptions,
the forecast calls for real estate and
rentals to add 1,500 jobs in ’18.

PROFESSIONAL, SCIENTIFIC, AND
TECHNICAL SERVICES
The sector includes accounting,
advertising, architectural and
engineering services, computer
systems design, law offices, management consulting, public relations,
and scientific research. The sector
employs about 210,000 workers, or
7.2 percent of all job holders.
Job growth is slowly returning.
Congress has proposed a new tax
code. Any time Washington creates
uncertainty, that translates into
additional work for the legal and
accounting sector. Engineering
projects put on hold during the
downturn are being re-evaluated,
though not yet funded. Money
is creeping back into marketing
budgets. The threat of cyberattacks mandates that companies
update their networks. And a new
focus on big data across industries
should translate into more work for
consulting firms.

The forecast assumes those factors
will boost demand for accounting,
legal, computer and management

services, and that the broad sector
will add 4,500 jobs in ’18.

PROFESSIONAL, SCIENTIFIC AND TECHNICAL SERVICES – June ’17
Sector

#

Firms
% Total

Employment
#
% Total

Accounting and Bookkeeping

2,325

11.7

26,351

12.5

Advertising and Public Relations

470

2.4

4,093

1.9

Architectural and Engineering

3,006

15.2

64,266

30.5

Computer Systems Design

3,565

18.0

27,888

13.2

Legal

3,653

18.4

25,398

12.1

Management Consulting

4,925

24.8

35,418

16.8

Other Services

1,020

5.1

17,408

8.3

Scientific Research

323

1.6

7,492

3.6

Specialized Design

540

2.7

2,275

1.1

Total

19,827 100.0

210,589 100.0

Source: Texas Workforce Commission

ACCOMMODATION AND FOOD SERVICES
HOTELS
Metro Houston has approximately
86,000 hotel rooms. The sector
employs 26,000 workers, under
one percent of all jobs in the region,
but the lodging industry generates
around $90 million in tax revenues
annually through a 17 percent hotel
occupancy tax.3 Average compensation in the sector was about
$29,000 in ’16.
Hotel occupancy depends heavily
on business travel and tourism.
Houston struggled through ’15 and

’16 as the energy industry brought
fewer employees to Houston for
conferences, training, and seminars,
reducing demand for meeting space,
meals, and hotel rooms. This decline
was somewhat offset by an increase
in tourism. Houston hosted 20.5
million visitors in ’16, up from 14.8
million in ’14.
Hoteliers received a boost from
Super Bowl LI, which brought more
than 150,000 visitors to Houston in
late January and early February. The
event injected nearly $350 million
into the region’s economy, $292
million of that from visitor spending.

Hurricane Harvey forced many
Houstonians from their homes
and brought workers into the area
to assist in the recovery. CBRE
Hotels estimates that Harvey will
have generated more than two
million additional room nights in
the Houston MSA.
Hotel construction is expected to
slow in ’18. Many developers rushed
to open hotels in time for the Super
Bowl and now that’s behind them.
Financing hotel construction in
Houston remains difficult and hotel
developers must now compete with
rebuilding work from Harvey, which

3
Six percent goes to the State of Texas, two percent to Harris County, two percent to the Harris County Sports Authority, and seven percent to the City of Houston. The
city uses the bulk of its proceeds to service convention and entertainment center bonds, with the remaining portion funding operations of Houston First, the Greater
Houston Convention & Visitors Bureau, the Houston Arts Alliance, the Houston Museum District Association, the Miller Theatre Advisory Board, and the Theatre
Improvement District.
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places upward pressure on the price
of construction wages and materials.
CBRE expects 3,000 to 4,000 new
rooms to be added to inventory, but a
dip in overall occupancy will result in a
dip in average daily room rates in ’18.

SUPER BOWL LI
VISITOR SPENDING
$ millions

% share

Hotels

88.3

30.2

Food & Drinks

59.4

20.3

Entertainment

56.2

19.2

Retail

44.9

15.4

Transportation

30.9

10.6

Other

12.6

4.3

Total

292.3

100.0

RESTAURANTS AND BARS
Restaurants and bars employ more
than 260,000 Houstonians, about one
in every 12 jobs. A typical chef made
$42,000 in ’16, a restaurant manager,
$41,000, a bartender, $28,000, and
wait staff, $24,000 (excluding tips and
other compensation).
On net, the region has added 310
restaurants and bars each year for the
past 12 years. The region added 96
restaurants, both full-service and fast
casual, in Q1/17 alone, many rushing to
open in time for Super Bowl LI.
Employment growth has slowed
somewhat lately, as this sector, too,
looks for ways to embrace technology
to reduce labor costs. iPad menus
have begun replacing counter help in
some eateries. The cost of eating out

has risen faster than the cost of eating
at home. Traditional eateries must
compete with prepared meals found
in many grocery stores and meals
prepared at home with all the ingredients ordered online and delivered to
the doorstep. More restaurant concepts
from the East and West coasts will enter
Houston, possibly pushing up rents and
forcing some long-time establishments
to either relocate or shut their doors.
The bars and restaurants will need
waitstaff, cooks and dishwashers.
The hotels will need desk clerks, bell
hops and cleaning staff. Though hotel
occupancy will drop, hotels opening in
’18 will still need to staff up. Houston
should open another 250-300 restaurants, cafes, bars and eateries next
year. The forecast calls for 6,500 new
jobs in the sector.

Source: Rockport Analytics

INFORMATION
About 31,000 Houstonians, 1.0
percent of all job holders, work in
Information. The sector includes
book publishers, cable television
services, cell phone services, data
processing, Internet publishing,
libraries and archives, motion
picture production and distribution, music publishers, news
syndicates, magazine publishers,
newspaper publishers, radio broad-

casting, recording studios, software
publishers, television broadcasting,
web hosting, and wired telecommunications carriers.
While employment has grown in
movie theatres and periodical
publishing, employment in other
subsectors continues to shrink. The
local newspaper industry employs
1,200 fewer workers than 10 years
ago, the radio industry 700 fewer

broadcasters, and cellphone and
wired telecom services, 2,000 fewer
workers. Technology has replaced
labor and the Internet has replaced
traditional media. Firms that survive
today have rethought their business
models. In Houston, employment
peaked in December ‘90. The
downward trend will continue. The
forecast calls for the sector to shed
another 400 jobs in ’18.

ARTS, ENTERTAINMENT AND RECREATION
The “fun and games” sector includes
arcades, botanical gardens, bowling
alleys, fitness centers, golf courses,
marinas, museums, music groups,
parks, performing arts companies,
race tracks, spectator sports, theater
companies, and zoos. It employs
approximately 34,000 Houstonians,
or 1.2 percent of all jobs in the region.
The industry is highly seasonal,
with employment peaking in the
10

summer and sinking to its nadir in
the winter months.

in visitors to the region help drive
expansion, as does income growth.

Activity depends heavily on discretionary income. Consumers are more
willing to splurge on tickets to the
opera or sign up for a gym membership when their financial outlook is
bright, and they cut back on such
spending when times are lean.
Population growth and an increase

The forecast assumes local incomes
grow, consumer preferences don’t
change, and the dislocation of arts
venues due to Harvey flooding has
minimal impact on attendance for the
sector as a whole. The forecast calls
for arts, entertainment and recreation
to add 600 jobs in ’18.
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TRANSPORTATION, WAREHOUSING, AND UTILITIES
The sector includes airlines, trucking
firms, barge companies, bus companies, taxis, limousines, pipelines,
sightseeing services, messengers,
couriers, freight services, and
warehousing. It employs about
125,000 workers, or 4.0 percent of
the area’s job holders.
The energy industry’s woes have
impacted the transportation sector
as well: less corporate travel,
driving vacations rather than flying
vacations, leaner inventories in
warehouses, fewer spare parts
delivered to drilling rigs working in
the field. But the worst appears to be
over for the sector.
The forecast assumes that
Houston Airport System passenger
volumes, down most of ’17, begin
to grow again; traffic through the
Houston-Galveston Customs
District picks up as global growth
strengthens; developers continue to
build warehouses and distribution
centers; and employment at local
utilities holds constant.

METRO HOUSTON TRANSPORTATION JOBS
June ’17
Freight Forwarding,
Cargo Handling, Etc.
31,933

20%
26%

Trucking
24,504
Air transportation
20,987
Warehousing
14,218

3%

Pipelines
11,522

17%
6%

Couriers
10,225
Buses and Taxis
7,686

8%
11%

9%

Water transportation
4,205

Source: Texas Workforce Commission

These factors support moderate
employment growth. The forecast

calls for the sector to add
1,500 jobs in ’18.

GOVERNMENT
The government sector employs
more than 400,000 workers in the
region, about one in every nine
payroll jobs. 4 This figure includes
federal, state, county, municipal and
school district employees. Government payrolls topped $17.2 billion
in ’16, about 9.3 percent of the
region’s total.
Three factors influence job growth in
the public sector—population growth,
revenue growth, and local attitudes
toward government. As noted
earlier, the metro region should
add another 125,000 residents next
year, boosting the call on libraries,

4

road repairs and police protection.
And Houstonians’ attitudes toward
government don’t indicate they want
to “drain the swamp.” In his ’17 Kinder
Houston Area Survey, Rice University
professor Steven Klineberg found
that 49.9 percent of respondents
believe government should do more
to solve our country’s problems. Only
40.8 percent thought government
should do less.
So what about the third driver of the
public sector, tax revenues?
Washington appears intent on
cutting taxes, not expenditures, so

TOTAL TAXABLE
PROPERTY VALUE
9-County Houston Metro Area
’11

$ Billions

406.7

’12

426.3

’13

460.1

’14

506.6

’15

566.1

’16

611.0

Change ’11 - ’16

204.3

52%

Source: Texas Comptroller’s Office

The one-in-nine calculation includes both payroll and self-employed workers.
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federal employment is unlikely to
drop in Houston.
Though the debate was acrimonious,
legislators approved $216.8 billion
in total spending for the state’s
budget for the 2018-19 biennium, up
slightly from the $209.4 billion for
the previous biennium. This relatively
small increase suggests state
employment in Houston will hold
steady or marginally increase.

SALES TAX COLLECTIONS
10 Most Populous Cities*

Counties rely on property taxes to
fund road repairs, hospitals, law
enforcement, parks and a host of
other services. In the nine-county
region, property values have jumped
50.2 percent over the past five
years. The jump in values has helped
county governments serve their
growing populations.
Cities rely on sales taxes as well as
property tax revenues. Year-to-date,
sales tax collections in the region’s
10 most populous cities are essentially flat, limiting their capacity to
hire new employees.
School districts receive funds from
the federal government, the state
of Texas, and local property taxes.
A provision known as “recapture,”
which the media has dubbed “Robin
Hood,” requires property-wealthy
districts to send a portion of their
local property tax revenues to the
Texas Education Agency (TEA) to
be redistributed to property-poor

YTD '17

YTD '16

Houston

$582.5

$582.4

Sugar Land

44.2

48.0

-7.8

Conroe

39.7

38.4

3.3

Pasadena

29.3

29.8

-1.7

Pearland

28.1

27.5

2.2

League City

19.1

17.9

6.5

Galveston

18.7

18.6

0.3

Texas City

18.5

19.0

-2.4

Baytown

18.2

17.1

6.5

Rosenberg

15.8

14.3

10.5

Total

$814.1

$813.0

Source: Texas Comptroller of Public Accounts

districts. Locally, 20 school districts,
including the Houston Independent
School District, will send $341 million
to the TEA next year, limiting their
ability to hire more educators or
offer new programs.
The forecast sees no change to
federal employment, growth in

% Change

0.0%

0.1%

*Through November of each year.

state employment at the pace of
recent years, a delayed impact
of Hurricane Harvey on property
tax revenues, a gradual increase
in sales tax revenues, and work
arounds for school districts on the
issue of recapture.

HEALTH CARE AND SOCIAL ASSISTANCE
Health care and social assistance
employs nearly 340,000 Houstonians, one in every nine workers in
the region. That’s up from 202,000,
or one in every 11 workers, 25 years
ago. Average annual income in
health care is $53,300, but the pay
varies widely. The typical surgeon
might earn $245,000 in a year, a

12

registered nurse $77,000, a home
health aide $22,000.
Historically, three factors have
influenced growth in demand for
health care—a growing population, an aging population, and the
availability of health insurance. As
Houston’s population grows, the
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number of consumers of health care
grows. Houston has added nearly
750,000 residents over the past
five years. As the population ages,
Houstonians require more health
care. Between ’12 and ’16, Houston’s
over-65 population has grown by
130,000 residents. And because of
the Affordable Care Act (ACA), more

Houstonians have health insurance. According to the U.S. Census
Bureau’s American Community
Survey, 82.8 percent of Houston’s
population has health coverage, up
from 76.6 percent in ’12.

bone. Baby Boomers see doctors
for chronic disease management or
treatment of illnesses, e.g., arthritis,
osteoporosis, cancer. GenXers fall
somewhere in the middle.

But health care has grown more
competitive. Thirty years ago, most
patients received medical treatment in a doctor’s office or hospital.
Today, options include freestanding
emergency departments, urgent
care facilities, clinics inside drug and
grocery stores, virtual consultations,
and home health care. The industry
must also deal with lower reimbursement rates, reimbursement based on
outcomes rather than procedures,
and relentless pressure from the
government, insurance companies,
and consumers to reduce costs.

Ben Taub Hospital, Houston
Methodist, Kingwood Medical
Center, M.D. Anderson Cancer
Center, Memorial Hermann and
Texas Children’s Hospital have facilities under construction that will open
in ’18. More than 250 health care-related projects have been proposed
for the Houston region, according
to Dodge Analytics. The projects
range from renovating doctors’
offices to new hospital construction. Even if only a fraction of these
projects break ground, the demand
for doctors, nurses, secretaries and
hospital administrators will grow.

Furthermore, generations tend to
consume health care differently.
Millennials seldom see a doctor
unless it’s a happy or unhappy
event, e.g., a child birth or a broken

The forecast assumes Houston’s
population continues to grow, the
over-65 population expands by
another 20,000 to 25,000 per
year, Congress fails to repeal the

ACA, more Houstonians find jobs
with benefits that include health
coverage, and local institutions
find ways to manage costs without
cutting personnel. The forecast
calls for health care to create
8,000 jobs in ’18.

% METRO HOUSTON
POPULATION WITH
HEALTH INSURANCE
82.7

82.8

’15

’16

80.4

76.6

’12

77.2

’13

’14

Source: U.S. Census Bureau

EDUCATIONAL SERVICES
Educational services includes private
colleges, universities, elementary
and secondary schools, sports
instruction, exam preparation,
fine arts academies, technical and
trade schools. (Public education is
included in Government.) The sector
employs about 61,000 Housto-

nians, two percent of all jobs in the
region, and generates about $2.6
billion in annual wages. Employment
growth has remained strong, driven
by parents seeking alternatives to
public schools, workers needing to
build their skill sets to improve their
chances in the workplace, students

(and parents) wanting better grades
on exams, and athletes trying to
improve their performance on the
field. The forecast assumes that
nothing derails recent growth trends
and the sector adds 1,200 jobs in ’18.

ADMINISTRATIVE AND SUPPORT AND WASTE
MANAGEMENT AND REMEDIATION SERVICES
The sector includes 41 subsectors,
but 75 percent of the jobs fall into
just six—employment agencies,
janitorial services, landscaping,
administrative support, security, and
temporary help. Though the sector

accounts for one in 14 jobs in the
region, the industry accounts for
nearly one in five jobs added in the
12 months ending October ’17. This
imbalance reflects the long-running
trend toward outsourcing non-core

functions. The Partnership expects
this trend to continue, especially
as firms look for ways to cut costs
next year. As a result, the Partnership forecasts the industry to add
5,200 jobs in ’18.
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OTHER SERVICES
Other services includes fix-it shops
(appliance, automotive, computer,
furniture repair), glamour merchants
(hair stylists, beauty shops, nail
salons), member organizations
(churches, foundations, social
advocacy groups), and businesses
not easily classified (funeral homes,
linen services). Though a small
sector by employment, 3.6 percent
of Houston-area jobs, its 13,954
firms represent 11.1 percent of all
businesses in the region. These
are typically small businesses with

a handful of employees. They paid
more than $850 million in wages and
salaries in Q1/17.
The sector’s fortune tends to track
overall economic trends. Population
growth translates into increasing
demand for personal care services.
In a strong economy, workers don’t
hesitate to fix what’s broken, splurge
on salon visits, and give generously. In a weak economy, workers
postpone repairs, visit salons and
shops less frequently, allow member-

ships to lapse, and reduce their
charitable donations.
’18 will be a transition year for the
sector, with Houston’s economic
health improving but not back to full
recovery. The Partnership’s analysis
assumes job growth to be stronger
than in recent years but not returning
to normal until ’19. The forecast
calls for other services to create
1,200 jobs in ’18.

RISKS TO THE FORECAST
The Partnership’s forecast represents
the organization’s best effort to
explain the factors influencing job
growth next year. The estimates are
based on a set of overall assumptions (outlined on page two) along
with the industry-specific trends
(noted in each section).
Like all economic outlooks, this
prognosis runs the risk that
unexpected events might derail the
forecast. The risks can be positive,
yielding higher job growth than
forecasted, or negative, yielding
lower job growth than forecasted.
Some forecasts assign probabilities
to those risks. The Partnership feels
it suffices to note the major risks,
outlined below.

WHAT COULD GO WRONG?
The U.S. economy starts to sputter.
Most economists call for GDP growth
of 2.4 percent or better next year, but
a terrorist attack, a cyberattack, or a
loss of business or consumer confidence could derail those forecasts.
Slower U.S. growth would translate
into a slower recovery in Houston.
Population growth slows dramatically. A weak economy makes

14

Houston a less attractive place to
relocate. Houston’s fastest growing
employment sectors—health care,
retail, restaurants, finance, education—would see fewer patients
or customers. Job growth in
Houston would slow.
OPEC members ignore any agreement and ramp up production.
There’s always a bit of cheating, but
substantial cheating would flood the
market with crude and send prices
tumbling. The energy industry would
launch a new round of layoffs.
China slips into recession. The
demand for crude would fall, taking
prices and jobs with it.
War breaks out between North
Korea, South Korea and the U.S.
The global supply chain would snap.
Asian economies would slide into
recession. Houston’s exports to the
region would tumble.
The U.S. abandons the North
American Free Trade Agreement.
The U.S. would place tariffs on
Mexican goods, Mexico would
retaliate with tariffs on U.S.
imports, prices would rise and
demand for goods produced in
Houston would fall.
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Congress repeals the Affordable
Care Act. The ranks of uninsured
would swell. The sick and injured
would postpone seeking help
until their situations became dire.
Charity caseloads would soar. Local
hospitals would suffer significant
financial stress.

WHAT COULD GO RIGHT?
Wage growth finally kicks in.
The tightening U.S. labor market
should soon require companies to offer higher salaries to
attract new employees.
The chemical industry announces
a second wave of major plant
construction. By some estimates,
another $42 billion in projects are
actively under consideration for the
U.S. Gulf Coast.
Global crude production proves
to be lower or consumption higher
than anticipated. Supply and
demand balance sooner, prices rise
quicker, and the energy industry
begins to grow again.

A FEW WORDS ABOUT HURRICANE HARVEY
As of this writing, three months have
passed since Hurricane Harvey
inundated Houston. The storm may
have delayed Houston’s recovery but
it didn’t drown it.
The region’s four ports—Houston,
Galveston, Freeport and Texas
City—reopened shortly after the
storm subsided. The same holds
true for Houston’s three airports—
Bush Intercontinental, Hobby and
Ellington. At the storm’s peak,
a fourth of the nation’s refining
capacity was impacted. All but one
is back to pre-Harvey operating
levels. Only a handful of chemical
plants suffered major damage and on
those plants, repairs are underway.
Of the office buildings impacted,
only ground floors and basements
were flooded. Here, too, repairs
are underway. Harvey forced a few
companies to permanently shutter
their local operations, but 99.9

percent of Houston-area firms are
back in business. Bottom line: The
business community has largely
recovered from Harvey.

the more viable and cost-effective
solutions will be implemented
before another event like Harvey
visits the region.

That’s not true for families and
individuals. Images of flooded
homes, high-water rescues, and
evacuees sleeping on cots remain
fresh in our minds. Though most
evacuees have returned to work
or school, many have yet to return
home. For them, the rebuilding
process is only beginning.

Houstonians are a resilient lot.
Witness how we’ve handled the most
recent downturn in the economy. The
hope is that by next year’s forecast
date, all the families and individuals affected by Harvey will have
recovered as well.

The storm should have a minimal
impact on long-term population
growth. Most individuals chose a
city based on economic opportunity,
culture, affordability, or to be close
to family and friends. Harvey did
nothing to change that. The impact
on residential real estate is yet to be
determined. Countless of changes
will be proposed. It is critical that

HURRICANE HARVEY IMPACT
% of
Damaged Inventory
Single-Family Homes

162,000

7.0

Apartments

16,000

2.4

Office Space

2.0 MSF

1.0

Vehicles

300,000

9.6

Sources: Texas Department of Public Safety, Apartment Data
Services, Transwestern, TexAuto Facts

THE OUTLOOK PAST 2018
When future historians look back at
Houston in the early 21st century,
three events, all of which occurred
this year, will define the period. They
are Super Bowl LI, Hurricane Harvey,
and the Astros’ World Series title.
Historians won’t show interest in
the events themselves, but instead
will focus on what the events reveal
about Houston as the city struggled to recover from yet another
energy downturn.
On the surface, Super Bowl LI
looks like a week-long block party.
Over one million people swarmed
Discovery Green to drink beer,
listen to music, and enjoy what was
officially known as the “NFL Experience” and “Super Bowl LIVE.” Dig
deeper and one sees thousands
of volunteers working behind the
scenes to make the event a success.
For their efforts, they received
a t-shirt, a plate of barbecue,
and a warm thank you. For most,
that was enough.

Play almost any YouTube clip of
Hurricane Harvey and one sees
human tragedies unfold—flooded
homes, submerged vehicles, families
sleeping on cots in shelters—but
one also views moments of grace,
neighbor helping neighbor and
stranger rescuing stranger.
“[A]fter watching the way the people
of that state have responded to this
tragedy, I think Texas might have
saved us too,” wrote Time Magazine.
“. . . rescue after rescue, kindness
after kindness. They are a reminder
of something we feared might be
extinct: an aspect of America that
brims with compassion—the kind that
doesn’t discriminate.”
From the bleachers, the Astros
looked like a bunch of young,
gifted athletes. But examine their
backgrounds. The Astros’ best
pitcher is a transplant from Detroit.
The team’s best batter is an
immigrant from Venezuela. The guy

wearing the catcher’s gear grew up
in a small town in north Texas. The
manager, a Stanford grad, used his
smarts to guide the team. The roster
is a microcosm of Houston. Like the
Astros, most everyone here is from
somewhere else, yet we find ways
to cooperate, combine our skills,
and achieve success—inside the
operating room, on the shop floor,
around the conference table, and on
the baseball diamond.
Many fret over what will be the next
“big thing” to move Houston forward:
What will happen to Houston when
the world runs out of oil, or the world
no longer needs oil because everything runs on electricity? One need
only look at the qualities Houstonians
have demonstrated over the past 12
months—commitment, compassion,
cooperation—to see the fuel that
will drive Houston well into the 21st
century. The next resource we tap
will be the people who live here.
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METRO HOUSTON, FORECAST JOB GAINS/LOSSES
December ’17 - December ’18

8,000

Health Care and Social Assistance
7,000

Government
Accommodation and Food Services

6,500

Retail Trade

6,500
5,200

Administrative Support

4,500

Professional, Scientific, and Technical Services
2,700

Manufacturing

2,200

Finance and Insurance

1,800

Wholesale Trade
Real Estate and Rental and Leasing

1,500

Transportation, Warehousing, and Utilities

1,500

Other Services

1,200

Educational Services

1,200

Arts, Entertainment, and Recreation

600

Energy 0
-400
-4,500

Information
Construction

Source: Greater Houston Partnership

Patrick Jankowski, Jenny Philip, Josh Pherigo, Roel Martinez,
Skip Kasdorf, Nadia Valliani and Melissa Verhoef contributed to this forecast.
Data used in the analysis and forecast came from the following sources: Baker Hughes Incorporated, CBRE, CBRE Hotels, CenterPoint Energy, City of Houston Aviation
Department, City of Houston Building Permit Department, Colliers International, Dodge Data & Analytics, Federal Reserve Bank of Dallas, Houston Business Journal,
Houston Chronicle, Houston Association of Realtors, Industrial Infor Resources, Institute for Supply Management - Houston, Inc., JLL, John Burns Real Estate Consulting,
Meyers Research, NAI Partners, Oxford Economics, Port Houston, RealtyNewsReport.com, Texas Association of Counties, TexAuto Facts Report (InfoNation, Inc.),
Texas State Comptroller’s Office, Texas Workforce Commission, Transwestern, U.S. Bureau of Labor Statistics, U.S. Census Bureau, U.S. Energy Information Administration, WISERTrade.
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Stay up to date on the Houston economy through the year.
Check out other Partnership Research publications at
houston.org/economy.
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•

Houston’s economic downturn
is over and a slow recovery has
begun. Job growth won’t return to
normal for at least another year or
so and the aftereffects of the layoffs,
overbuilding and budget cuts will
linger for the rest of the decade.
What signals the downturn is over?
•

•

•

West Texas Intermediate (WTI),
the U.S. benchmark for light,
sweet crude, now trades near $50
per barrel. WTI traded as low as
$26 in mid-February.
The number of drilling rigs
working in the U.S. reached 593
in mid-November. Only 404 rigs,
the fewest in recent history, were
in the field in mid-May.

The region created 13,400 jobs in
the 12 months ending October ’16.
Annualized growth had sunk as
low 3,200 jobs in May.1

One might compare the recent
downturn to a tropical storm. The
damage done depended on where
one stood as the system passed
over Houston. 2 Those businesses
and individuals closest to the energy
industry felt the full fury of the storm.
Those distant from oil and gas, to
extend the metaphor a bit further―
on the dry side of the storm―were
buffeted but not blown away.
That said, Houston weathered
Hurricane Oil better than one might
have expected. The unemployment rate never rose above 5.8
percent. The bulk of the bankruptcies were confined to the energy
industry. Various sectors lost jobs,
but Houston never had a 12-month
period in which employment growth
dipped below zero. And even though
thousands of Houstonians were laid
off, stories of evictions and foreclo-

After 21 months below 50, the
Houston Purchasing Managers
Index hit 51.1 in October. Readings
above 50 signal pending expansion; below 50, contraction.

HOUSTON PURCHASING MANAGERS INDEX
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HOUSTON
GROSS DOMESTIC PRODUCT
$ Billions (Current Dollars)
’15

503.3
522.0

’14
’13
’12
’11
’10

504.7
469.9
441.2
401.1

Source: U.S. Bureau of Economic Analysis

sures were rare.
But the downturn did cause damage.
For one, Houston’s economy shrank.
The U.S. Bureau of Economic
Analysis (BEA) placed the metro
area’s gross domestic product
(GDP) at $503 billion in ’15, down
from $522 billion in ’14. Given
that ’16 started on a weak note,
manufacturing remains sluggish,
and construction has slowed, one
shouldn’t expect any improvement
when BEA reports Houston’s GDP
for this year.
Second, Houston nearly lost its
ranking as the nation’s leading
exporter. Shipments overseas
fell to $97 billion in ’15, a $21.9
billion drop from the previous
year. Only $1.4 billion separated
Houston from second place New
York. Lower commodity prices
and weaker demand overseas
stifled our exports. There was little
danger of dropping to third place,
though nearly $30 billion separates
Houston from Seattle.

1
Houston’s on track to finish ’16 with approximately 20,000 net new jobs. The Partnership’s forecast issued last December called for the region to create 21,900
jobs this year.
2
Throughout the document, Houston refers to the nine-county metro area—Austin, Brazoria, Chambers, Fort Bend, Galveston, Harris, Liberty, Montgomery, and Waller
counties—unless specified otherwise
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And third, 85,000 Houstonians lost
their jobs, and these were well-paid
jobs. Compensation in mining and
logging (i.e., upstream oil and gas)
averages $150,000 per year; in oil
field equipment manufacturing,
$75,000 per year. The jobs Houston
created to replace those lost don’t
pay as well. The typical restaurant
worker earns less than $20,000
per year; the typical retail worker,
less than $27,000. As a result,
total salaries and wages paid to
all Houston area workers fell by
$3.4 billion, about 6.6 percent, in
Q2/16 compared to Q2/15, after
adjusting for inflation.
Throughout the downturn, Houstonians never sank into despair. Some
even remained upbeat. In the most
recent Kinder Houston Area Survey,
respondents were asked to rate job
opportunities in Houston. Sixty-two
percent classified them as “good” or
“excellent.” It warrants note that the
survey was conducted in Q1/16, the
lowest point of the downturn, and

METRO HOUSTON JOB GAINS AND LOSSES
December ’14 – October ’16
BIGGEST WINNERS

BIGGEST LOSERS

Hotels, Restaurants, Bars

Manufacturing

27,600 jobs

-30,400 jobs

Health Care

Mining and Logging

24,500 jobs

-25,600 jobs

Local Public Education

Engineering Services

11,200 jobs

-10,700 jobs

Services to Buildings

Employment Services

7,000 jobs

-5,400 jobs

Construction

Wholesale Trade

6,100 jobs

-5,400 jobs

Food and Beverage Stores

Transportation, Warehousing, Utilities

5,100 jobs

-3,100 jobs
Source: Texas Workforce Commission

62 percent was among the highest

ratings in the survey’s 35-year history.

GOING FORWARD
A recovery is clearly underway, but
what shape will it take? A checkmark? A hockey stick? A bathtub?
A checkmark recovery suggests a
sharp bottom and a quick rebound.
For this to occur, oil prices would
need to double, the rig count would
need to triple and all furloughed
workers would need to be recalled.
That’s not likely to happen, so rule
out the checkmark. A hockey stick
recovery suggests a deep plunge
then a recovery characterized by
steady, uninterrupted growth. For
the economy to follow that path,
oil prices need to rise at a steady
pace, construction activity needs to
remain elevated and layoffs need
to stop. All are unlikely, so rule out
the hockey stick. Houston won’t
enjoy robust growth until all the
excess capacity—apartments, office

space, factories, drilling rigs, fracking
equipment, labor—has been drained
from the system. Given the size of
the glut, this may take several years,
which suggests a wide, flat growth
curve, a shape that looks somewhat
like a bathtub.
If one had to find an historical parallel
for Houston’s outlook, that would
be ’01 through ’03, years in which
Houston recorded marginal job
losses. But today there’s a difference. Back then, Houston struggled
with the collapse of Enron, a loss of
confidence after the attacks of 9/11,
the impact of a U.S. recession and
a collapse in oil prices. This time
around, Houston is dealing only
with weak oil prices, so rather than
several years of marginal losses,
Houston is likely to experience
several years of marginal job growth.

Checkmark
Recovery
Suggests a sharp bottom and a
quick rebound.

Hockey Stick
Recovery
Suggests a deep plunge then a
recovery characterized by steady,
uninterrupted growth.

Bathtub
Recovery
Suggests a wide, flat growth curve.

2
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KEY ASSUMPTIONS
The Partnership’s jobs forecast is
based on several key assumptions:
•

U.S. GDP grows at an annual
rate of 2.0 percent or better,
adjusted for inflation.

•

The U.S. economy creates about
200,000 jobs per month.

•

Any unrest in oil exporting
countries has a minimal
impact on oil prices.

•

The global economy continues to
grow at its current tepid pace.

•

When the Federal Reserve
raises interest rates, the action
has no detrimental effect on
the local economy.

•

Washington issues no new
environmental or business
regulations that negatively
impact Houston’s key industries, or any changes to existing
laws are implemented over a
reasonable time.

•

Any appreciation in the value
of the dollar against the currencies of Houston’s major trading
partners is minimal and has
no significant effect on the
region’s exports.

•

The price of West Texas Intermediate (WTI) holds above $45
per barrel. If the price slips below
$45, the dip is transitory.

•

Houston continues to attract
residents from other cities,
states and countries.

IN A NUTSHELL
wholesale trade. Wholesale trade
needs to see growth in energy and
manufacturing before it flourishes
again. Retail, health care, restaurants and bars will do well as long
as population continues to grow.
And the government sector, which is
dominated by public education, still
needs to catch up to the growth of
the past several years.

Recovery for the energy industry
won’t occur until crude prices
approach $60. The recovery in
manufacturing depends on a steady
rise in the rig count. The petrochemical construction boom, which
offset weakness in upstream energy,
is winding down and will become
a drag on employment growth.
Houston has too many apartments
and too much empty office space to
warrant starting many new projects.
The transportation sector awaits
growth in energy, manufacturing and

insurance, real estate, business,
professional and technical services,
educational services, health care,
administrative services, arts and
entertainment, accommodation
and food services, other services,
and government. Jobs losses will
continue in exploration and production, oil field services, construction
and information. The Partnership’s
forecast calls for Houston to create
29,700 net jobs in ’17.

The forecast calls for employment
growth in manufacturing, wholesale trade, retail trade, finance and

METRO HOUSTON JOB GROWTH, December to December, (000s)
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ONE FINAL NOTE
The purpose of this forecast isn’t to
score a bullseye, though the Partnership would be pleased if it did.
Rather, the purpose is to highlight the
forces shaping Houston’s economy.

A clearer understanding of the
trends driving growth (or losses)
should help the business community
make better investment, staffing
and purchase decisions. Given the

uncertainty surrounding oil prices,
interest rates, global growth, and
the climate in Washington, the more
insight, the better. Now the details
behind the numbers.

MINING AND LOGGING
Thanksgiving, WTI traded between
$43 and $52 a barrel on the spot
market. Over that time, prices fell as
often as they rose.

The worst of the oil bust is over.
Crude prices hit bottom in mid-February and have trended upward
since. The domestic rig count
touched bottom in late May. More
than half the rigs returned to service
have been deployed in Texas. The
pace of bankruptcy announcements has slowed. And reports of
layoffs in the oil patch, an almost
daily occurrence a year ago, are
less frequent now.
The industry, however, continues to
lose money. For exploration firms,
the losses have shrunk with each
passing quarter. But the benefits of
higher oil prices have yet to trickle
down to the service firms. They
continue to bleed cash.

The outlook is more upbeat now
than earlier in the year. Nearly half
of the energy firms responding
to a Q3/16 survey by the Federal
Reserve Bank of Dallas reported
their outlook was improving. That’s
up from less than one-fourth in the
Q1/16 survey. Bloomberg News
reports that several firms plan to
increase exploration budgets in ’17,
albeit by small amounts. And in a
recent press release, Halliburton
chairman and CEO Dave Lesar said,
“things are getting better for us and
our customers.”

The industry needs oil to stay above
$50 for an appreciable period before
true healing begins. At present,
oil prices remain too low and too
volatile. In the 10 weeks prior to

But structural constraints temper
prospects for a quick recovery. Many
workers laid off in the downturn
have found work elsewhere, either
in another industry or another state.

Rigs parked for months won’t be in
optimal condition. Some will suffer
from deferred maintenance; others
have been cannibalized for spare
parts. Shops and factories have
been shut down. Cash flow remains
tight. Many firms lack working capital
and won’t be able to expand when
business picks up. The industry
needs time to heal, so ’17 remains a
recovery year.
The Partnership’s forecast assumes
no major supply disruptions occur
overseas; crude averages $50 a
barrel or better for most of the year;
prices remain stable; exploration
budgets remain flat; growth in the
rig count occurs gradually; firms
continue to restructure; and a final
round of layoffs is completed.
The forecast calls for job cuts to
continue, albeit at a slower pace.
The industry is expected to lose an
additional 3,500 jobs in ’17.

HOUSTON ENERGY COMPANIES Q3/16 EARNINGS PER SHARE
$, Fully Diluted, Continuing Operations
Anadarko

-1.61

EOG

-0.35

Marathon

-0.23

Schlumberger

+0.13

Apache

-1.51

ExxonMobil

+0.63

NOV

-3.62

Shell

+0.17

Baker Hughes

-1.00

FMC

+0.20

Occidental

-0.32

Tesco

-0.48

+0.01

Oil States

-0.22

Weatherford

-1.98

Chevron

+0.68

Halliburton

ConocoPhillips

-0.84

Hess

-1.12

Source: Company Reports
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Note: Includes audited and unaudited results

CONSTRUCTION

The industry accounts for about
six percent of the region’s gross
domestic product. In autumn ’15, at
the height of the boom, construction employed more than 227,000
workers, one in every 13 in the
region. Annual payroll exceeded
$15.6 billion that year.
But the boom is winding down.
Through October ’16, City of Houston
building permits fell 25 percent
compared to the same period in ’14.
Contract awards in the nine-county
region are half the level of two
years ago. And data from the Texas
Workforce Commission (TWC)
indicate the sector has cut 6,500
jobs so far this year. With a few
exceptions, construction activity will
continue to shrink next year.

OFFICE
The office market is grossly overbuilt.
More than 33 million square feet of
direct space and another 12 million
square feet of sublease was available in Q3/16. The effective vacancy
rate exceeds 20 percent. A rate
reflecting a balanced market would
be in the low teens. Without significant job growth, that space will sit
empty for years.
The glut has yet to affect published
lease rates, though. Landlords are
reluctant to lower rents because
doing so would have a spiraling
effect on the market. They would
also have to live with the cuts for the
life of a contract. Instead, owners
have offered generous tenant
improvement allowances, i.e., money

CITY OF HOUSTON BUILDING PERMIT VALUE
12-Month Total
Nonresidential

Residential

Total

10
9
8
7
$ Billions

Houston has enjoyed a five-year
construction boom. More than $90
billion in commercial, industrial and
residential contracts have been
awarded since January ’11. Construction has helped offset weakness in
Houston’s economy after the energy
industry collapsed. But that won’t
be the case in ’17. In a reversal of
roles, construction will be a drag on
Houston next year.
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to build out lease space. The permit
data bear this out. Over the past 12
months, permits for commercial alteration and repair work are up $381
million, or 13.8 percent, in the city―
the only segment of the construction
market showing an increase.
In Q3/16, only 2.3 million square feet
of space was under construction,
down from 10.7 million in Q3/15 and
17.3 million in Q3/14. Houston won’t
see much construction activity for
the next few years, and any that
occurs will likely be for single-tenant
or substantially preleased buildings.

MULTIFAMILY
The only market in worse shape than
office is multifamily. Since December
’14, developers have added more
than 37,000 units to local inventory.
Another 15,000 are under construction, the majority scheduled to open
in the next 12 months. That equates
to 52,000 units delivered in a market
that’s struggling to create jobs. Over
the past 12 months, the region has
absorbed about 6,500 units.

The glut cut overall occupancy to
88.9 percent in November ’16, down
from 91.5 percent at its June ’15
peak. Occupancy rates below 90
percent favor tenants. Rents have
responded accordingly, dropping
between two and six percent,
depending on the apartment class.

METRO HOUSTON
MULTIFAMILY MARKET
November ’16
Units

Occupancy

Average
Rent

Class A

146,527

79.1%

$1,428

Class B

241,446

92.2%

$942

Class C

187,605

92.3%

$760

Class D

49,945

89.2%

$611

Total or
Average

625,523

88.9%

$975

Source: Apartment Data Services
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The market absorbed 14,000 Class
A units through the first 10 months of
’16, but this performance came at the
expense of Class B, C and D properties, which collectively lost 7,500
tenants over the same period. Traditional Class B and C tenants have
been lured into the Class A market
with deposit waivers, free rent (as
much as three months) and other
enticements. Whether these tenants
renew their leases in 12 months
remains to be seen.
How long before the market
recovers? During the boom, Houston
created about 95,000 jobs and
absorbed about 15,000 units per
year. That fits an industry rule
of thumb that for every six jobs
created, the market absorbs one unit.
Applying that rule, Houston needs to
add 156,000 jobs to cut the current
surplus in half. Once the economy
recovers, growth should return to
the long-term trend—50,000 to
60,000 jobs per year.
In the meantime, developers
continue to ignore the market signals
as well as the headlines. The City
of Houston is on track to permit an
additional 5,000 units this year. And
according to a report from Apartment
Data Services, another 16,500 units
have been proposed. One hopes the
lenders will hold back the funds until
the market rebalances.

INDUSTRIAL
Like office and multifamily, the industrial boom has begun to wind down.

Q3/16 saw 8.0 million square feet
under construction, down from 11.6
million at mid-year. Sublease space
has begun to hit the market―4 million
square feet in Q3/16, up from
2 million in Q3/15.
Vacancy rates recently ticked
up, lease rates have slipped and
landlords have begun offering more
generous tenant improvement allowances. But unlike multifamily, lenders
have forced more discipline on the
market. Developers must hold significant equity positions in their projects
or buildings must be substantially
preleased before construction can
begin. Of the 12 largest projects
under construction in Q3/16, eight
are 100 percent preleased and a
ninth is 67 percent. As a result, the
risk of overbuilding is minimal.

HOUSING
Despite the downturn, housing has
held up well. For the past two years,
the 12-month total closings tracked
by the Houston Association of
Realtors® has held between 89,000
and 90,000. With a 3.8-month
supply, inventory remains tight. Six
months is considered a balanced
market. 3 Foreclosure sales account
for less than three percent of
closings. Coming out of the Great
Recession, they accounted for more
than 20 percent.
New home sales have also held
up well. As of Q3/16, Houston was
second in the nation in housing
starts, behind Dallas. Builders are on

METRO HOUSTON INDUSTRIAL MARKET Q3/16
Inventory

Available Space

Flex/R&D

42,389,346

3,045,314

7.0%

Manufacturing

79,086,246

2,124,783

3.2

Warehouse/Distribution

370,996,842

24,173,256

6.7

Total

492,472,434

29,343,353

6.2

Source: Transwestern

3

6

Vacancy with
Sublet (%)

pace to start about 25,500 singlefamily homes in ’16. MetroStudy
expects 26,250 single-family starts
in ’17 and 28,500 in ’18.
Some aspects of the housing market
have weakened. Homes priced
above $500,000 are slow to sell
now, the market shrinking under
the vast number of energy layoffs.
Price appreciation has slowed to
single digits, the market responding
to the slackening in demand. And
the average number days on market
before closing continues to climb.
The weaker economy has reigned in
the sense of urgency many would-be
buyers felt two years ago.

HEAVY INDUSTRIAL
The boom in petrochemical construction that began several years ago
is peaking. Construction snafus
may postpone the peak but the
downturn is inevitable.
The impact on employment is uncertain. For one, a sizable portion of the
construction workforce is mobile,
moving up and down the coast as
projects break ground. They likely
will leave Houston as local projects
wind down. Second, once operational, the plants will require a corps
of pipefitters, welders, electricians
and carpenters to conduct routine
maintenance and upkeep work.
Third, during the boom, a significant
number of turnaround and maintenance projects were deferred. Those
projects can now be attended to.
All three will soften the blow of the
anticipated layoffs.
There are a few bright spots. Nine
local hospitals are in various stages
of planning and construction. And
in the November ’16 elections,
voters approved $638 million in
local construction bonds. That’s on
top of the $10.6 billion approved
since May ’14.
The forecast for ’17 assumes no new
office construction; minimal industrial

Number of months it will take to deplete current active inventory for the single-family market based on the prior 12 months sales activity.
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construction; multifamily beginning
to taper off; single-family home
construction holding firm; chemical
construction winding down; medical
construction proceeding apace;
institutional construction doing
likewise; and commercial remodeling ticking up.

METRO HOUSTON RESIDENTIAL HOUSING MARKET
Sales/Listings, Thousands
Sales (12-Month Total)

Average Listings (12-Month Total)
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Unfortunately, there won’t be enough
medical, institutional and remodeling
work to offset losses elsewhere.
Construction employment has
trended down since the first of the
year. The forecast anticipates that
trend will continue, the sector losing
16,000 jobs in ’17.
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MANUFACTURING
No industry has suffered greater
losses in the downturn than
manufacturing. Since December ’14,
the sector has cut more than 34,000
jobs. Two sectors account for most of
the losses: fabricated metal products
(e.g., pipes, valves, flanges) and
machinery manufacturing (primarily
oil field equipment). Combined, they
have cut 31,000 jobs.
The loss in manufacturing jobs is tied
to the collapse in the U.S. rig count.
From peak to trough, the fleet lost
1,527 rigs, a 79.1 percent drop. With
fewer rigs in the field, the demand
for new rigs and replacement parts
plummeted. Demand fell again when
firms needing to conserve cash
cannibalized idle rigs for spare parts.
With orders down to a trickle, hours
were cut, then headcount was cut,
then hours were cut again. One in
five workers (18.8 percent) in fabricated metal products lost their jobs.
One in three workers (31.8 percent)
in oil field equipment manufacturing lost theirs. When the energy
industry boomed, 48- and 50-hour
workweeks were common. In March,
the bottom of the downturn, 40
hours was the norm.

The outlook for ’17 has improved
somewhat. As noted earlier, the
rig count continues to recover. At
some point, the industry will reach
a threshold where none of the
mothballed rigs are in good enough
shape to redeploy. Orders for new
rigs and spare parts will follow. At
first, manufacturers will meet the
increased demand with overtime.
Workers who had their hours cut will
welcome the opportunity to earn the
extra income. But hiring won’t start
until backlogs are rebuilt and orders
can no longer be met with overtime.
That won’t occur without a dramatic
increase in the rig count, which
depends on exploration budgets. By
mid-’17, activity should pick up, and
with it, employment in energy-related
manufacturing.
Oil field equipment and fabricated
metal products account for about
42 percent of all manufacturing jobs
in the region. Those are just two
of 83 manufacturing subsectors in
Houston. Food processing, chemicals and plastics, refining, computers
and electrical equipment combine
for another 42 percent of manufacturing employment.

Employment in computers and
electrical equipment has been on
a downward trajectory since the
late ’90s. At its peak, the sector
employed nearly 12 percent of the
region’s manufacturing workers.
Now it employs less than 7 percent.
The Texas Gulf Coast contains
one-fourth of the nation’s refining
capacity. Employment in the industry
has declined since the mid-’90s.
Neither is expected to add jobs in
the coming months.
A score of petrochemical plants are
slated to come on line in ’17; some
will require a few dozen technicians
to operate, others a few hundred.
Food processing includes everything from bakeries to breweries to
slaughter houses. Driven primarily
by population growth, the sector
typically adds a few hundred
jobs each year.
Another 79 sectors employ the
remaining 16 percent of the manufacturing workforce. With marginal
growth, these sectors will combine to
create a few hundred jobs.
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The forecast assumes that by the
end of the year enough drilling rigs
have been redeployed to boost the
demand for parts and equipment;
population growth increases the
demand for food and beverage

products; recent foreign investments
in local manufacturing begin to
bear fruit; the ramp-up in chemical
production boosts plant hiring; the
U.S. economy remains healthy; and
there’s no drop in demand for the

products Houston manufactures and
ships overseas. Taking these factors
into consideration, manufacturing
should add about 3,000 jobs in ’17.

METRO HOUSTON MANUFACTURING OPERATIONS June ’16
Plants

Employment
1,782

Fabricated Metal

563
325
404
213

Chemicals
Computers & Electronics
Food Products
Plastics & Rubber
Petroleum Products
Nonmetallic Mineral
Elect Equip & Appliances
Transportation Equip

Beverages & Tobacco
Wood Products
Furniture
Paper
Textile Mills
Apparel
Leather Products

15,320
11,771
10,027
9,889
6,340
6,292
5,509
5,119
3,511
3,368
3,299
2,507
1,436
1,442
466
143
6,903

92
250
143
147
469

Printing
Primary Metals

47,081
42,411
38,577

793

Industrial Machinery

127
72
152
142
45
126
45
13
466

Miscellaneous Products

Total 6,369

Total 221,411
Source: Texas Workforce Commission

WHOLESALE TRADE
Wholesalers are true middlemen,
purchasing in bulk, stocking their
bins and warehouses, then reselling
their inventory to businesses and
merchants at a profit. The wholesaler might hawk the iron and steel
that goes into a drilling rig, sell a
bulldozer to pave a street, deliver
cases of toilet paper to a neighborhood convenience store or load
plastic pellets into containers and
ship them overseas.
Historically, wholesale trade
accounts for six to eight percent of
Houston’s GDP. At its December ’14
peak, the sector employed 174,000
workers, or 5.8 percent of all jobs
8

in the region. The sector paid out
$13.8 billion in wages that year.
And like manufacturing, wholesale
has struggled during the downturn.
Since December ’14, the sector has
cut 5,400 jobs.
The recent trajectory of the rig
count offers hope, though. As more
wells are drilled, parts will wear out.
As parts wear out, firms will order
replacements. As orders pick up,
manufacturing activity will increase.
As manufacturing increases,
purchasing managers will order more
nuts, bolts and spare parts. And as
the economy improves, consumer
confidence will rebound, cash
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registers will ring more often and
merchants will restock their shelves
more frequently.
Wholesale activity will improve in
’17, and with it prospects for employment in the sector. But not until the
increase in drilling activity and the
subsequent demand for equipment
has been sustained for several
months will the industry feel more
comfortable hiring staff. Job growth
might not occur until the second half
of the year. As a result, gains will be
tepid. The forecast calls for wholesale trade to add 1,000 jobs in ’17.

RETAIL TRADE
Retail accounts for 4.5 percent of
Houston’s GDP and 10.3 percent of
all jobs in the region. Only health
care and government employ larger
shares of the workforce. The sector
also happens to be dominated
by positions at the low end of the
pay scale. The typical stock clerk
earned $27,030 in ’15; the typical
salesperson, $26,250; the typical
cashier, $20,480, all well below the
average of $51,830 for all occupations in Houston.
The sector, however, plays a key role
in meeting the region’s workforce
needs. Many teenagers land their
first job stocking shelves or bagging
groceries. Retail provides career
options for those with limited education or training. And for professionals between jobs, a short stint
in retail helps to bridge the gap
between paychecks.
A number of factors drive retail
growth—population, employment
and income. Over the past 35 years,
Houston has added 3.4 million
residents, 1.5 million jobs and real
personal income has grown at a 6.1
percent annual rate. The Partner-

ship sees nothing in the forecast
to disrupt the long term trend, but
weak job growth may impact retail
in the short run.
A number of new retailers will enter
the market in ’17, including 365
(Whole Foods value store), AmazonFresh (grocery delivery service), CB2
(modern furniture and home décor),
Field & Stream (sporting goods), Lidl
(German discount supermarket), PGA

Tour Superstore (golf accessories)
and Total Wine & More (alcohol and
gift retailer). And about two million
square feet of retail space is under
construction, much of it for delivery
next year. That space will need
to be filled with clerks, cashiers,
stockers and managers.
Employment growth should continue
in ’17. The forecast calls for retail to
add 4,500 jobs by year’s end.

METRO HOUSTON RETAIL OUTLETS
Gasoline 2,245

Clothing
1,866
& Shoes

Drug 1,394

Grocery 977

General
933
Merchandise

Convenience
887
Stores

Furniture &
834
Furnishings

Electronics 816

Car Dealers 812

Hardware
& Building 755
Materials

Automotive
659
Parts

Beer, Wine,
Liquor, 453
Tobacco

Tire Dealers 349

Jewelry 318

Cosmetics
& Beauty 304
Supplies

Gifts,
Novelties, 301
Souvenirs

Used
261
Merchandise

Sporting
257
Goods

Meat
217
Markets

All Others* 3,165

Total 17,803
*includes 32 merchandise categories not listed above

Source: Texas Workforce Commission

TRANSPORTATION, WAREHOUSING, UTILITIES
Transportation, warehousing and
utilities account for about seven
percent of Houston’s GDP and five
percent of total employment. As of
October ’16, approximately 140,000
Houstonians worked in the sector.
Passenger traffic at the Houston
Airport System (HAS) has held up
well considering the collapse in
corporate travel. Through September
’16, traffic has slipped less than
0.1 percent compared to the same
period in ’15. Air cargo volume is
down 1.0 percent. Growth in international traffic at Houston Hobby has
helped to offset a drop in domestic
traffic system wide. The overall

weakness has cost the sector a
few hundred jobs.
Shipments of chemicals, iron, steel
and industrial machinery through
the Houston-Galveston Customs
District have fallen off last year’s
pace. Through the first nine months
of ’16, 82.3 million metric tons of
cargo have crossed local docks,
a 4.5 percent drop from the same
period in ’15. Exports are flat and
imports are down significantly.
Because of weak commodity prices,
the value of shipments has fallen
21.8 percent year to date. One bright
note: container traffic is on pace to
set another record this year.

With exploration firms drilling fewer
wells, fewer rigs need to be moved
around the state. With fewer rigs
operating, fewer supplies needed
to be delivered to drill sites. With
the energy industry cutting back
on purchases, truckers made fewer
trips to the factory or warehouse.
The sector lost 1,500 jobs
in the downturn.
Railroads represent less than
one-tenth of one percent of all jobs
in the region. That’s not to diminish
their importance to the region.
Houston was once known as “the
city where 17 railroads meet the
sea.” Many of those rail connections
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HOUSTON AIRPORT SYSTEM
TRAFFIC
Total Passengers – Millions
%
YTD
YTD
Sept ’16 Sept ’15 Change
Total
International
Domestic
Air Cargo*

40.888 40.929
8.870

8.019 +10.6

32.018 32.910
304.6

-0.1

307.6

-2.7
-1.0

*Metric tons
Source: City of Houston Department of Aviation

remain in place, and their importance will grow as chemical
production ramps up.
Houston controls 44 percent of
all U.S. oil pipeline capacity and

52 percent of the natural gas pipeline
capacity. The sector employs about
11,000 Houstonians and tends to add
a few hundred each year. Protests
continue to delay the construction
of new pipelines. Future growth
will come largely from merging
and consolidating existing pipeline
management into Houston.
Finally, employment in utilities has
barely grown over the past 10 years.
Growth in the customer base has
been managed through improvements in technology.
The public and private sectors
continue to invest in the local transportation infrastructure. The Bush
Intercontinental Airport Redevelopment Program is moving through
the City of Houston’s review
process. The Port Commission
recently approved $88 million in
capital expenditures tied to channel

improvements and new terminals. United Airlines is currently
constructing a new Terminal C North
facility slated to open in early ’17. And
FedEx and Amazon have announced
plans to open major distribution facilities next year.
After bottoming in the spring, transportation began adding jobs in
the summer. That recovery should
continue in ’17. The forecast assumes
domestic drilling activity continues
to rebound; manufacturing output
gradually improves; restrictions on
corporate travel are eased; overseas
consumers continue buying Houstonmade goods; container volume at the
Port of Houston continues to grow;
and expanding chemical production
drives up demand for rail, truck and
waterborne transportation services.
Based on those assumptions, the
forecast calls for the sector to add
2,100 jobs in ’17.

INFORMATION
Information represents barely one
percent of all jobs in the region and
accounts for 1.5 percent of regional
GDP. About 45 percent of the jobs
are in telecommunications, 20
percent in broadcasting and print
media, 11 percent in data processing,
and 11 percent in movie theaters. The

sector has been in decline since the
early ’00s, the bulk of the decline
coming in telecommunications and
traditional media. Since December
’00, the month of peak employment,
19,000 jobs have been cut. Jobs
have been lost to technology, the
Internet and social media. The sector

managed to eke out job growth in ’12
and ’13, only to give up those gains
in ’14 and ’15. There’s no sign the
long-term trend is about to reverse.
The forecast calls for the sector to
lose another 200 jobs in ’17.

PROFESSIONAL, SCIENTIFIC AND TECHNICAL SERVICES
Professional, scientific and technical
services includes a host of firms—
accounting, advertising, engineering,
environmental, graphic design,
human resource, technology
consulting, marketing, management consulting, tax prep and
various others. The sector accounts
for about seven percent of total
employment and nine percent of
Houston’s GDP.

services tend to be well-paid. Annual
compensation averages $110,000,
twice the metro average. Because
of the high salaries, job losses in
the sector have a disproportional
effect on the rest of the economy.
Professional, scientific and technical
services lost nearly 8,000 jobs in
the downturn. That equates to a loss
of nearly $900 million in aggregate
salaries and wages.

push to outsource as many non-core
functions as possible. From October
’91 to October ’16, professional,
scientific and technical services
added more than 100,000 jobs. By
comparison, mining and logging
added about 25,000 and manufacturing about 27,000. The growth of
professional services is one reason
Houston is recognized as more of a
white-collar than a blue-collar town.

Houstonians who work in the
professional, scientific and technical

For the past two decades, the sector
benefited from the energy industry’s

The employment data suggest
the sector hit bottom in Q2/16 and

10
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marginal growth began the following
quarter. A number of events could
accelerate that growth. A major
overhaul to the U.S. tax code
would create new uncertainties,
thus providing work for Houston’s
accounting and law firms. The same

holds true for a surge in energy
bankruptcies, mergers and acquisitions. A major commitment to
infrastructure investments, either
private or public, would benefit the
architecture and engineering firms.
Balance sheets with more black ink

HOUSTON PROFESSIONAL, SCIENTIFIC, TECHNICAL SERVICES
Share of Employment Within Sector
Architectural
and Engineering

17%

Management Consulting

31%

Computer Systems Design

14%

Accounting
and Bookkeeping
Legal Services
Other Services

2%
3%

Scientific
Research Services

12%
9%

Advertising and PR

12%

than red would free up funds for
advertising, marketing and management consulting services. And more
contracts with firms outside energy
or outside Houston would boost
local revenues.
But politicians have talked about
reforming the tax code and
rebuilding the nation’s infrastructure
for decades and made little progress.
Local energy firms don’t have the
capital to expand their facilities. The
wave of mergers expected in energy
never occurred. Bankruptcies appear
to be tapering off as well.
A set of more likely scenarios
includes Houstonians finding
clients outside energy and outside
the region, oil prices stabilizing
above $50 but not yet at $60; the
general economy slowly improving;
and billings at local service firms
remaining flat during the first half of
the year. Based on those assumptions, the forecast calls for the sector
to add 2,400 jobs in ’17.

Source: Texas Workforce Commission

ACCOMMODATION AND FOOD SERVICES
In case you haven’t heard, Houston
will host Super Bowl LI on Feb. 5,
2017. Organizers expect 150,000
visitors in town the week of the
event. Nearly all of Houston’s 84,000
hotel rooms will be booked. Lines
at local restaurants will stretch out
the door. More than a million people
will stop by Discovery Green for the
Super Bowl LIVE fan festival. And the
weeklong event will inject millions of
dollars into Houston’s economy.
But once the parties are over and
everyone goes home, how will the
local hospitality industry fare?
Business travel will remain weak.
The energy industry has slashed
travel and training budgets, which
translates into fewer employees
booked into local hotels for meetings
and conferences.

Tourism will continue to grow,
however. Houston welcomed 17.5
million visitors in ’15, up from 14.5
million in ’14. Houston First Corporation and the Greater Houston
Convention & Visitors Bureau have
an ambitious plan to increase annual
visitors to 20 million in ’18. The plan
includes a combination of marketing,
tourism summits, industry outreach
and infrastructure improvements.

•

Last year, National Geographic
ranked Houston No. 8 “Top Nightlife Cities in the World.” Houston
was the only U.S. destination
on the Boston Globe’s list of six
“Places to Visit in 2015.”

•

More than 70 local restaurants and bars, all listed on the
GHCVB’s website, have won
awards or have been featured in
national media in recent years.

Houston’s tourism industry continues
to receive national accolades.

Restaurants and bars have notorious
failure rates, but more open than
close every year. In a typical year,
Houston has a net gain of 300 or
so. These new bars and restaurants need wait staff, cooks and
dishwashers. A fast-casual restaurant, like Torchy’s Tacos or Beck’s
Prime, can manage with a handful
of employees, but large restaurants, like a Pappas or Landry’s,

•

Earlier this year, Travel + Leisure
ranked Houston No. 2 among
“Friendliest Cities in America”
and No. 10 among “America’s
Best Music Scenes.” U.S. News &
World Report ranked Houston as
the seventh “Best Foodie Destination in the USA.”
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may require a staff of several dozen
if not a hundred.
More than two dozen hotels will
open next year, adding nearly 3,000
rooms to inventory. The region may
soon be overbuilt, putting pressure
on occupancy rates and revenues,
but these hotels will still need desk
clerks, bellhops and cleaning staff.
A 36-room Hampton Inn & Suites
can probably manage with a handful
of employees, but the 1,000room Marriott Marquis will need
several hundred.
The head counts add up. That’s why
the forecast calls for accommodation and food services to add 8,700
employees in ’17.

NUMBER OF BARS, RESTAURANTS AND FOOD SERVICE
ESTABLISHMENTS IN METRO HOUSTON

7,184 7,464

’05

’06

8,677 8,950
8,023 8,082 8,353

’07

’08

’09

’10

’11

9,939 10,217
9,342 9,619

’12

’13

’14

’15

10,627

’16

Source: Texas Workforce Commission

ADMINISTRATIVE AND SUPPORT AND WASTE
MANAGEMENT AND REMEDIATION SERVICES
One in 15 Houstonians, over
215,000 residents, work in the
clumsily named “Administrative
and Support and Waste Management and Remediation Services.”
The sector might be better named
“Outsourcing and Other Stuff”
since it includes firms that provide
clerical, janitorial, personnel,
and protective services for a fee,
temporary help and employment
agencies, telemarketers, collections

agencies, landscaping firms, travel
agencies, garbage hauling and
hazardous waste treatment. The
sector accounts for about 3 percent
of regional GDP.
Administrative support serves as
a bellwether for broader trends in
the economy. When a recession
sets in, companies lay off contract
workers first and scale back on
outsourcing. When the recovery

METRO HOUSTON EMPLOYMENT
Total Employment

Employment Services
90

3.1

80

2.9

70

2.8
2.7

60

2.6

50

2.5

40

2.4

30

2.3
2.2

20
’00 ’01 ’02 ’03 ’04 ’05 ’06 ’07 ’08 ’09 ’10

’11

’12 ’13 ’14 ’15 ’16 ’17

Source: Texas Workforce Commission
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Contract Workers. 000s

Total Jobs, 000,000s

3.0

begins, businesses add contract
workers to handle the initial uptick in
demand and outsourcing contracts
are reinstated.
In the most recent downturn, sector
employment peaked four months
before total employment peaked.
The sector cut nearly 14,000 jobs
between August ’14 and February
’16. Administrative employment
began to grow again in March ’16,
three months before the trend was
obvious in the broader economy.
The sector has since recouped
about 65 percent of its losses, which
also suggests improvement in the
broader economy is not far behind.
The forecast for ’17 assumes
Houston’s economy continues
to improve; firms hire additional
contract workers to handle
increasing demand; outsourcing
contracts are renewed and
upgraded; and as new apartment
communities come on line, management hires crews to landscape and
guard services to protect them.
Based on those assumptions, the
sector should add 4,900 jobs in ’17.

OTHER SERVICES
Other Services seems like the
catch-all for what the government
couldn’t fit in anywhere else. “Other”
includes automotive repair, beauty
salons, car washes, civic organizations (like the Greater Houston
Partnership), commercial machinery
repair, dry cleaning, foundations
(like Houston Endowment), funeral
homes, home repair services, labor

unions, nail salons, parking garages,
religious organizations (like the
Archdiocese of Galveston-Houston)
and social advocacy organizations
(like the United Way of Greater
Houston). The sector employs just
over 100,000 Houstonians, or about
three percent of the local workforce
and accounts for about two percent
of regional GDP. The firms tend to be

small―80 percent have fewer than 10
employees, making them difficult for
TWC to survey, which in turn makes
job growth difficult to track, much
less forecast. That doesn’t mean one
shouldn’t try. In a robust economy,
Other Services creates about 2,100
jobs in a year. The forecast calls for
the sector to create 1,100 jobs in ’17.

EDUCATIONAL SERVICES
This sector includes private education—vocational training, technical
schools, private universities, private
schools and testing services. School
districts and community colleges
are classified as local government.
The University of Houston and Texas
Southern University are part of
state government.
School enrollments rise for several
reasons: a growing school-age

population, workers seeking to
upgrade their skills and parents
seeking alternatives to public
education. Growing enrollments
require more instructors, administrators and tutors.
This is a small sector, only 59,000
jobs as of September ’16, about 2.0
percent of total employment in the
region. The sector accounts for about
half a percent of the region’s GDP.

Educational services has added jobs
in 21 of the past 25 years. Over the
past five, it’s averaged 2,900 per
year. The forecast assumes nothing
to derail this growth, but errs on
the side of caution, and calls for the
sector to add 2,400 jobs in ’17.

GOVERNMENT
More Houstonians work in government than any other sector. The
region’s 390,000 public servants
account for one in every eight jobs
in the region. In ’15, they earned
more than $15.1 billion in wages and
salaries and contributed about 7
percent to the region’s GDP.
State and local education—school
districts, community colleges and
public universities—account for
about two-thirds of all public sector
employment. BLS estimates there
are 160,000 teachers, teaching
assistants and librarians in Houston.
One shouldn’t underestimate the
importance of public education
salaries to the local economy. This
group earned $10.5 billion in ’15.
That money was spent in the malls
and movie theaters, and applied to
mortgage payments and car notes.

Three factors influence hiring in
the public sector—population
growth, available revenues and
public attitudes.
As the region’s population grows,
the need for fire and police protection grows, as does the number
of potholes that need to be filled.
Doing so requires additional
personnel. Over the past two
decades, the region has added 2.5

million residents. The public sector
has added 103,000 employees,
72 percent in education, 26 percent
in state and local government, and
two percent in federal.
The bulk of local government
revenue comes from two sources—
property taxes and sales and use
taxes. Over the past five years, the
market value of property in the
region has grown more than 40

FULL MARKET VALUE OF TAX ROLLS - Billions
Jurisdiction

’15

’11

$ Change

% Change

Harris County

524.3

368.6

155.7

42.20%

City of Houston

278.6

192.5

86.1

44.70%

Houston ISD

207.1

139.3

67.8

48.70%

Source: Houston Facts
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Local attitudes toward government
are more difficult to quantify. In
September, a national Gallup poll
found that seven in 10 respondents
say they have a “great deal” or a “fair
amount” of trust in local government
to handle problems, compared with
six in 10 who say the same for their
state government. Another indicator
of trust: over the past three years,
local governments have placed 104
bond issues on the ballot. Voters
have approved all but 10 of them.
A final note about the public sector—
though many believe government

Government Employment

Metro Population

410

7.0

390

6.5
6.0

370

5.5

350

5.0
330
4.5
310

4.0

290

3.5

270

Metro Population. 000,000s

Sales tax revenues have not been as
robust. Through the first 11 months
of ’16, allocations are down in 43 of
the 113 cities in the region which levy
a sales tax. Collectively, that’s a loss
of about $34.2 million. A common
misperception is that all sales tax
collections come from consumer
purchases. In fact, a large portion
comes from business-to-business
transactions. As Houston’s economy
improves, tax collections from
businesses should as well.

METRO HOUSTON EMPLOYMENT

Government Jobs, 000s

percent in the region’s larger jurisdictions, giving them a wider base on
which to levy taxes.

3.0

250

2.5
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Source: Texas Workforce Commission & U.S. Census Bureau

has grown too big in recent years, its
share of local employment is smaller
today (13.2 percent) than it was 25
years ago (14.3 percent).
The employment forecast for this
sector assumes that population
growth continues; cities and counties
add personnel to handle the larger

constituencies; school enrollments
continue to climb; school districts
hire more educators and other staff
to serve the larger enrollments;
tax revenues increase slightly; and
attitudes toward local government
remains positive. On that basis, the
forecast calls for the government
sector to add 6,200 jobs in ’17.

HEALTH CARE AND SOCIAL ASSISTANCE
More than 325,000 Houstonians
work in health care. Only the government sector employs more people.
Health care also accounts for one in
nine jobs and nearly one in every 10
payroll dollars.
Health care remains one of the most
resilient of Houston’s industries. Not
once in the past 30 years has the
sector finished the year with fewer
jobs than it started. The industry
has struggled at times, creating as
few as 2,000 jobs in lean years,
and prospered at others, creating
as many as 12,000 in the fat years.
From December ’14 to October ’16,
a period when mining and logging
lost nearly 25,000 jobs, health care
created nearly 23,000.
14

The location of health care employment has shifted over time. In ’91,
more than a third (37.3 percent) of all
health care professionals worked in
the Texas Medical Center (TMC). As
Houston’s population has moved to
the suburbs, so has the health care
industry. Today, less than a third
(32.2 percent) of Houston’s health
care jobs can be found in the vicinity
of Fannin, Main and Holcombe.
The shift to the suburbs continues.
Over the next four years, Memorial
Hermann will open or expand hospitals in the TMC, as well as in Katy,
Sugar Land, Pearland, Cypress and
northeast Houston. Texas Children’s
will open or expand hospitals in the
TMC as well as The Woodlands and
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West Houston. Houston Methodist
will open hospitals in West Houston,
Sugar Land and The Woodlands.
The University of Texas Medical
Branch will open a hospital in League
City. And Baylor/CHI will open a
hospital in the TMC.
The industry has grown despite
recent headwinds. The loss of
well-paid energy jobs with generous
benefits packages has forced
patients to cancel procedures and
postpone doctor visits. Nontraditional providers have entered the
market—grocery stores now offer
flu shots and pharmacy clinics see
patients on weekends. Insurance
carriers continue to pressure health
care providers to lower costs. And

82.7 percent of all Houstonians had
health care insurance in ’15, up from
76.1 percent in ’13. Presumably, if
someone has a health policy, they’re
more likely to see a doctor when
sick instead of waiting until far more
expensive emergency room service
is available. With more than 1.1 million
residents still lacking coverage,
Houston still has one of the largest
uninsured populations in the country.

METRO HOUSTON HEALTH CARE EMPLOYMENT
Jobs (000s)
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Source: Texas Workforce Commission

a never-ending shortage of nurses
and other health care professionals
plagues the industry. As of late
November, Texas Children’s listed
nearly 250 job openings on its
website; CHI St. Lukes Health, more

than 300; Memorial Hermann, 800;
Houston Methodist, 1,100.
The much maligned Affordable Care
Act (ACA) has had some positive
effects on the region. According
to the U.S. Bureau of the Census,

The forecast sees nothing in the
near future to disrupt health care’s
continued growth. The forecast
assumes the region’s population will
continue to grow, thus expanding
the industry’s patient/client base;
any changes Washington makes
to the ACA will be implemented
over time; the industry continues
to fill its backlog of open positions;
hospitals that open next year will
be fully staffed; and job growth in
other sectors provides insurance and
paychecks, enabling more Houstonians to visit their doctors. Assuming
these trends continue and no black
swan event derails growth, the
forecast calls for health care to add
9,800 jobs in ’17

FINANCIAL ACTIVITIES
More than 150,000 Houstonians
work in financial services, about
five percent of total employment.
The sector provides seven percent
of total wages and salaries and
accounts for around 13 percent
of the region’s GDP. Included are
commercial banking, credit unions,
consumer lending, insurance, investment advice, securities brokerages,
portfolio management, real estate
services and rental services.
Banking, the largest employer, has
struggled through the downturn
while investment and insurance
services, the second largest
employer, has fared quite well. Since
December ’14, banking cut around
2,000 jobs while insurance and
investments added about 2,000.

Why the difference? In Houston,
banking is closely tied to oil and
gas, while insurance is more tied
to demographics.
But blaming all of banking’s woes
on the energy downturn would
be inaccurate. The U.S. Federal
Reserve’s reluctance to raise its
interest rates has kept banks from
raising theirs. Increased government
scrutiny has boosted compliance
costs and cut into bank profits.
Competition from nontraditional
lending sources (e.g., online banks,
crowd sourcing) has siphoned away
customers. And general weakness
in the local economy has limited
banks’ opportunities to make
loans beyond energy.

Real estate employment has
remained flat the past two years.
Brokers work on commission, so
any drop in transactions affects
earnings but not necessarily employment. The delivery to the market of
hundreds of office, industrial and
multifamily properties has driven
demand for management services,
which helped offset job losses
elsewhere in the sector. And it seems
like Houston can’t have too many
self-storage warehouses.
The “rentals” part of this sector
includes the leasing of appliances,
furniture, automobiles, heavy
machinery, recreational equipment
and trucks. Both the consumer-oriented and business-oriented
segments have held up well,
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even with the recent downturn in
construction activity.
The forecast assumes the worst of
the bank layoffs are over; a growing
and aging population continues
to drive the demand for insurance

and financial planning; residential
and commercial brokerage activity
remains flat; management opportunities arise as more multifamily
projects come on line; the slowdown
in construction has a minimal impact

on heavy equipment rentals; and the
consumer-oriented rental business
remains strong. The forecast
calls for financial services to add
2,200 jobs in ’17.

ARTS, ENTERTAINMENT AND RECREATION
Arts, entertainment and recreation
account for less than three percent
of the region’s GDP and barely one
percent of all jobs in the region.
A better title might be “Ways to
Spend a Saturday Afternoon” since
the sector includes bowling alleys,
amusement parks, golf courses,

theaters, museums, racetracks,
musical groups, marinas, fitness
centers and zoos. A half dozen
factors influence the health of this
sector—population growth, corporate
donations, disposable income, available leisure time, travel times and
New Year’s resolutions. The sector

has added jobs throughout the
downturn, so as the economy
improves and population grows,
there’s no reason why that should
stop. The forecast calls for 1,100 new
jobs in this sector.

RISKS TO THE FORECAST
The Partnership’s economic forecast
represents the organization’s best
effort to explain the factors influencing job growth next year. The
employment forecasts are based on
a set of overall assumptions affecting
the economy as a whole, set forth at
the outset, and on industry-specific
trends and expectations noted in
each sector or industry discussion.
Like all economic outlooks, this
prognosis runs the risk that outside
forces might derail the forecast. The
risks to the forecast can be positive,
yielding higher job growth than
projected, or negative, yielding lower
job growth than projected. The
major risks are outlined below.

WHAT COULD GO WRONG?
– THE DOWNSIDE RISKS
Oil prices could fall below $40 per
barrel and stay there. Any such drop
in oil prices would derail the recovery
in the energy industry, possibly
leading to a new round of layoffs.
(Note: The Partnership’s forecast
went to press prior to OPEC’s
November 30 meeting, at which the

16

cartel hoped to implement production cuts to support global oil prices.)
Recent anti-globalization sentiment
could force nations around the
world to pre-emptively raise tariffs
and erect barriers to trade. At least
a fourth of Houston’s economy is
directly tied to global commerce.
The U.S. dollar could strengthen
considerably. This development
would make Houston’s exports more
expensive to overseas buyers.
Washington might, as promised in
the presidential campaign, repeal
or replace the Affordable Care Act.
Regardless of what—if anything—
supplants the ACA, the transition
to any new plan would create
uncertainty and affect the demand
for health care.
China’s economy might falter. Such
an event would drive down oil prices
and send shock waves throughout
the global economy.
Additional energy mergers could
occur. Such an event would inevitably lead to layoffs.
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WHAT COULD GO
RIGHT? – UPSIDE RISKS
TO THE FORECAST
The U.S. economy could heat up,
boosting growth above 3 percent.
Though Houstonians don’t like to
admit it, what happens outside Texas
influences the local economy.
OPEC might agree to production
cuts to support higher oil prices.
Higher prices would boost cash
flow and move the industry closer
to profitability.
A long, hard winter might smother
the U.S. Demand for natural gas
would soar, prices would rise, cash
flow would improve, and the energy
industry would move more quickly
toward profitability.
Exploration could pick up in the
Eagle Ford. So far, the play has
gained only four rigs in the recovery.
It remains 221 rigs below its peak.
Washington could pass a massive
infrastructure bill. Such a measure
would be a boon to Houston’s
engineering and construction firms,

and to a lesser extent, manufacturing, wholesale trade and transportation as well.

Such an outcome would provide
a boost to local engineering and
construction firms.

prior downturn. Houston’s economy
struggled but didn’t collapse. Developers soon found themselves with
too much vacant office space and
landlords with too many empty apartments. Vehicle sales slipped. Sales
tax revenues fell. But homes sales
maintained their pace. The region
continued to create jobs, though they
didn’t pay as well as those lost in the
energy industry. And thousands of
people continued to move here from
around the U.S. and overseas.

A dramatic increase in oil prices
would reinforce the cost advantages
of U.S. petrochemical production.
Ethane, which is found in natural gas,
provides the primary feedstock for
U.S. chemical production. Naphtha,
which is derived from crude, provides
the primary feedstock for chemical
production overseas. The greater
the price differential between
natural gas and crude, the more
competitive advantage U.S. chemical
production enjoys.

CONCLUSION

Impasses over pipeline construction might finally be resolved.

Over the next 24 months, as oil
prices fell, the rig count dropped, and
the layoffs came quicker than in any

In mid-’14, when oil prices started
to slide, Houstonians reassured
themselves that things would be
different this time. “Houston is more
diverse,” we told ourselves. “The
region has other sectors that will
keep our economy afloat.” But as we
said this, we may have crossed our
fingers, knocked on wood, or spat
over our left shoulder―any gesture to
help “guarantee” the outcome.

Everyone can uncross their fingers
now because the worst is over. ’17
isn’t likely to be a banner year for
the region’s economy, but it should
be a further step on the road back
to robust growth.

METRO HOUSTON, FORECAST JOB GAINS/LOSSES
December ’16 - December ’17
9,800

Health Care

8,700

Accommodation, Food Services
6,200

Government

4,900

Administrative Support

4,500

Retail Trade

3,000

Manufacturing
Educational Services

2,400

Professional, Scientific, Technical Services

2,400

Financial Activities

2,200

Transportation, Warehousing, Utilities

2,100

Other Services

1,100

Arts, Entertainment, Recreation

1,100

Wholesale Trade

1,000

-200
-3,500
-16,000

Information
Mining & Logging
Construction

Source: Greater Houston Partnership
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Martinez, Josh Pherigo, Nadia Valliani, Ashley S. White and Skip Kasdorf.
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For the fifth time in 35 years, Houston
faces economic uncertainty brought
on by collapsing oil prices. West
Texas Intermediate, the U.S. benchmark for light sweet crude, has fallen
60 percent from its June ’14 peak. In
response, the energy industry has
slashed exploration budgets, laid off
workers and eliminated everything
from business travel to live office
plants. The question on everyone’s
mind: Will energy’s collapse sink the
economy as it did in the ’80s, or has
Houston diversified enough so the
industry’s troubles are a headwind,
not a hurricane, as we sail into ’16? 1
Concerns about a repeat of the ’80s
are valid. That downturn, like the
current weakness, started with an oil
glut that led to a price collapse that
rocked the energy industry. Turmoil
in real estate and banking soon
followed. The region shed population
two years in a row. Though minor,
the population losses humbled a
region that had boomed a few years
earlier. ’Sound familiar? When the
dust finally settled, employers had
cut 221,000 jobs, or one in every
seven in the region.

Port of Houston next year. The Texas
Medical Center should treat another
7.2 million patients. Area refiners will
continue to supply one-fourth of the
nation’s gasoline, diesel and jet fuel
needs. More than 125,000 Houstonians hold jobs in manufacturing
not tied to upstream energy. The
surge in chemical plant construction
won’t peak for another year. More
than 5,700 Houston firms engage in
international business. The number
may rise as more businesses seek
opportunities overseas to replace
sales lost at home.2 And residents
will continue to arrive from other
states and other countries, albeit at a
much slower pace.

History, however, is not about to
repeat itself. The only similarities
between now and the ’80s are the
oil glut and price collapse. Energy
will restructure, but it won’t jettison
half its workforce as it did back then.
Real estate will soften, but it won’t
turn to mush. Houston banks may
have nonperforming energy loans
on their books, but those loans won’t
crater the financial system. Banks
today are better capitalized and
better supervised.
That’s not to say ’16 will be easy.
Energy, manufacturing, real estate
and wholesale trade will struggle.
Margins will be squeezed on everything from drilling mud to dental
visits. And weaker firms will slide into
bankruptcy or merge with stronger
firms. Houston won’t sink into recession, but growth will be much, much
slower, and to some that might
feel like a recession. For Houston,
that’s part of the normal business
cycle―one the region’s been through
several times before.
While energy flounders, other
sectors will sail on. More than 8,000
freighters and tankers will dock at the

The outlook for next year isn’t as dire
as it seemed a few months ago when
oil slipped below $40 per barrel and
layoffs made headlines every day.
Houston will continue to lose jobs in
sectors closely tied to energy, but
employment overall will grow. That
growth will fall well below the recent
five-year average of 98,000 per
annum, and likely below the 20-year
average of 52,800 per annum, but
the region will create jobs―just not as
many as Houstonians have become
accustomed to.3

HISTORIC ENERGY DOWNTURNS
Spot Price1, West Texas
Intermediate, $/bbl

Associated Losses

Peak

Trough

Drop in North
American Rig Count

Energy Jobs
Lost in Houston

Total Jobs
Lost in Houston

1980s

$39.50

$11.57

-3,867 (-85.4%)

-53,600 (-46.3%)

-221,000 (-13.2%)

Early-1990s

$23.28

$14.51

-583 (-49.4%)

-6,800 (-10.8%)

-18,400 (-1.0%)

Early-2000s

$34.40

$19.33

-555 (-42.9%)

-4,800 (-7.5%)

-35,900 (-1.5%)

Great Recession

$133.93

$39.16

-1,155 (-56.8%)

-11,900 (-13.6%)

-120,900 (-4.6%)

Current Downturn2

$105.79

$42.87

-1,187 (-61.5%)

-10,200 (-9.6%)

Recession

--

1: Monthly average. 2: Oil and rigs as of October ’15, employment as of June ’15.
Sources: U.S. Energy Information Administration, Baker Hughes, Texas Workforce Commission, Federal Reserve Bank of St. Louis

1
Unless stated otherwise, throughout the forecast “Houston” refers to the nine-county metro area—Austin, Brazoria, Chambers, Fort Bend, Galveston, Harris, Liberty,
Montgomery, and Waller counties.

The Partnership is aware that the U.S. economy is growing faster than that of most other countries. The point to be made here is that the U.S. has a $17.2 trillion economy,
the rest of the world a $55.2 trillion economy, offering significant overseas opportunities for Houston-area business.

2

3
The long-term average jumps to 61,900 per year if one removes the boom and bust years, (i.e., years in which Houston added more than 100,000 jobs or created fewer
than 2,000 jobs) from the calculations.

1

UNDERLYING THE FORECAST
The Partnership’s forecast for ’16 is
based on several assumptions:
•

U.S. gross domestic product grows
at an annual rate of 2.0 percent or
better, adjusted for inflation.

•

The global economy doesn’t slide
into recession.

•

The Federal Reserve raises
interest rates modestly, and the
action has no detrimental effect on
the local economy.

•

Washington issues no new environmental or business regulations
that negatively impact Houston’s
key industries.

•

Any appreciation in the value
of the dollar is minimal and
has no significant effect on the
region’s exports.

•

The price of West Texas Intermediate (WTI) holds above $40 per
barrel. If the price slips below $40,
the dip is transitory.

•

The bulk of the blue collar layoffs
have already occurred, and the
economy is halfway through the
white collar layoffs in this cycle.

•

Houston continues to attract
residents from other cities,
states and countries.

The forecast calls for growth in
construction, retail, information,
finance and insurance, business,
professional and technical services,
educational services, health care,
administrative services, arts and
entertainment, accommodation and
food services, other services, transportation and utilities and government. Losses will continue in exploration and production, oil field services,
manufacturing, wholesale trade,
and real estate. The Partnership’s
forecast calls for Houston to create
21,900 jobs in ’16.

The purpose of this forecast isn’t to
score a bullseye, though the Partnership would be pleased if it did.
Rather, the purpose is to highlight the
forces shaping Houston’s economy.
A clearer understanding of the trends
driving growth (or losses) should
help the business community to
make better investment, staffing and
purchase decisions. Given the uncertainty surrounding oil prices, interest
rates, and global growth, the more
insight the better. Now the details
behind the numbers.

DECEMBER TO DECEMBER JOB GROWTH
(000s)

118.5
107.0

98.4

92.8

44.3
18.7

91.1

104.7

90.7

82.9

59.7

53.4 54.4 53.0

49.7
39.3

10.6

30.0
21.6

17.8

21.9

1.3
-1.7

-8.1

89.9

-11.6

-110.6

’90 ’91 ’92 ’93 ’94 ’95 ’96 ’97 ’98 ’99 ’00 ’01 ’02 ’03 ’04 ’05 ’06 ’07 ’08 ’09 ’10 ’11 ’12 ’13 ’14 ’15* ’16**
* Projected
2

** Partnership forecast

Source: Texas Workforce Commission

BLACK GOLD AND RED INK – THE ENERGY INDUSTRY
Many analysts had expected a
short-lived and moderate downturn
in the oil patch. They reasoned that
the rapid decline rates associated
with shale wells would quickly erode
U.S. production, supply and demand
would rebalance by mid-year, and
WTI would trade above $70 by fall.
But no one foresaw the resilience of
U.S. output. Five years of working
in the Eagle Ford and Bakken gave
the industry a better understanding
of the formations. Exploration firms
focused on their best prospects. Pad
drilling (sinking multiple wells from
a single site) lowered exploration
costs. Longer laterals (fracking farther
out from the well bore) increased
production. Even with fewer rigs

working, crude output continued to
rise, peaking at 9.6 million barrels
per day in April. Declines since
have been marginal. As of August,
domestic production had slipped
274,000 barrels per day, down only
2.8 percent, from the peak. Crude
prices show no signs of recovery.
The Friday before Thanksgiving, WTI
closed at $41.46 per barrel, the same
inflation-adjusted level crude traded
at in February ’90.
The collapse in crude prices has
devastated the industry. Revenues
for the 10 largest exploration firms in
Houston fell by $382 billion during
the first three quarters of ’15. The
industry responded by demanding
price concessions as steep as 50

percent from the firms that drill and
complete their wells. Energy-related
manufacturing also suffered. With
1,000 rigs on the sidelines, orders
for new rigs and replacement parts
plummeted. Equipment and service
companies saw their revenues fall by
$31 billion the first nine months of the
year. The industry looked for ways
to cut costs, the most obvious being
layoffs. During the first six months of
’15, the fabricated metal and oil field
equipment sectors lost a combined
14,500 jobs. Oil field services cut
9,500 jobs. Job losses were slow to
come to exploration, however; the
sector cut only 1,000 positions in the
first six months of the year.4

FINANCIAL PERFORMANCE
SELECTED OIL FIELD SERVICE FIRMS
YTD Revenues, $ Billions

SELECTED EXPLORATION & PRODUCTION COMPANIES

YTD Change, Q3/14 – Q3/15

YTD Revenues, $ Billions

Q3 '15

Q3 '14

$12.35

$17.92

-$5.57

-31.1%

ExxonMobil

Cameron

$6.70

$7.58

-$0.87

-11.5%

Occidental

FMC

$4.74

$5.79

-$1.05

-18.2%

$18.55

$24.10

-$5.55

$4.02

$4.95

$12.04

$ Billions

%

Q3 '15

Q3 '14

YTD Change, Q3/14 – Q3/15
$ Billions

%

$209.08

$324.66

-$115.59

-35.6%

$9.86

$15.63

-$5.78

-37.0%

Shell

$211.98

$337.18

-$125.20

-37.1%

-23.0%

Hess

$5.17

$8.91

-$3.74

-41.9%

-$0.93

-18.9%

ConocoPhillips

$24.17

$43.67

-$19.50

-44.7%

$15.73

-$3.70

-23.5%

EOG

$6.96

$13.39

-$6.43

-48.0%

$0.87

$1.34

-$0.47

-35.2%

Apache

$5.10

$10.12

-$5.02

-49.6%

$27.73

$35.94

-$8.21

-22.8%

Marathon

$4.39

$8.76

-$4.38

-49.9%

Superior Energy

$2.23

$3.38

-$1.15

-34.0%

Anadarko

$6.65

$15.29

-$8.65

-56.5%

Weatherford

$7.42

$11.18

-$3.76

-33.6%

Chevron

$101.20

$158.40

-$57.20

-36.1%

$96.64

$127.90

-$31.26

-24.4%

Total

$681.18

$1,063.91

-$382.73

-36.0%

Baker Hughes

Halliburton
KBR
National Oilwell
Oil States
Schlumberger

Total

Source: Corporate earnings releases

The jobs data used here come from the Quarterly Census of Employment & Wages (QCEW), which receives less coverage in the media because the report lags four to five
months behind the Current Employment Statistics (CES), the data reported monthly. The CES, based on a survey sample of employers, is frequently revised, often dramatically. The QCEW, based on unemployment insurance records, is subject to minor revisions. Therefore, the QCEW provides a more accurate, though delayed, snapshot of
employment trends.

4
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False Hope
Many thought the worst might be over
when oil prices recovered mid-year.
By late May, WTI had climbed to the
low $60s. The rig count also began
to creep up, adding 28 rigs over a
10-week period. But in July, President
Obama announced an agreement
had been reached on Iran’s nuclear
program, and as part of the settlement, trade sanctions would be lifted
and Tehran would be allowed to sell
its oil in the global market. Reports
of slower economic growth in China,
the world’s largest importer of crude,
followed soon afterwards. WTI
resumed its slide, briefly falling below
$40 a barrel in August. Crude hasn’t
traded above $50 since mid-July.
The industry responded with more
layoffs, this round focused on the
corporate and white collar workforce.
Firms strapped for cash began to
sell assets. Occidental Petroleum
and Hess sold off Bakken acreage.
Sanchez Energy sold assets in the
Eagle Ford. Apache found a buyer
for its Australian fields. W&T Offshore
announced plans to sell Permian
assets. Chevron put Marcellus
acreage on the block. The industry
also began to reconsider how it
deployed capital. Mega projects that
entail high risk, require large amounts
of capital, and don’t generate a
quick return fell out of favor. Shell
and Statoil dropped their plans to
explore in the Arctic. ConocoPhillips
and Marathon announced they would
wind down their respective Gulf of
Mexico operations.
What the industry needs now is
less production, not more, to help
reduce the global glut, estimated
at 2.0 million barrels per day. At
the current rate of U.S. production
decline, and with global consumption expected to grow 1.2 million
barrels per day next year, supply and
demand should balance by the end
of ’16. A few factors, however, may
derail that recovery. EIA estimates
OECD5 member countries have nearly
3.0 billion barrels of crude in inventory. The U.S. also has thousands of
wells that have been drilled but not
completed. The industry is essentially
storing oil in the ground until prices
improve. And there’s the uncertainty
4
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Source: U.S. Energy Information Administration

surrounding Iran: how many barrels
it has in inventory and how soon the
country can ramp up production once
sanctions are lifted.

The Price Outlook
EIA forecasts WTI to average $51.31
in ’16. Wells Fargo forecasts Brent,
the global benchmark crude, to
reach $60 a barrel in Q4/16. On the
New York Mercantile Exchange,
crude doesn’t breach $50 a barrel
until October ’17. And Tudor, Pickering, Holt and Co. expects crude
to hit $70 by the end of ’16. No one
forecasts a return to $100 oil in the
foreseeable future.
When the price of crude does
rebound, any improvement in cash
flow will be allocated to dividend
payments, reducing debt, and
funding exploration activities, not
to hiring additional staff. Over the
past few months, the industry has
learned it can function effectively
with a much lower head count. The
industry has also outspent its cash
flow for eight out of the past 10 years,
relying on bank loans, bonds and
private equity to bridge the gap. The
debt market all but evaporated when
oil fell below $60 per barrel. Going
forward, the industry will rely more
on cash flow to fund drilling opera-

tions. As a result, budgets will likely
slip another 15-20 percent in ’16. The
reduction will spur a further drop in
the rig count, leading to additional
layoffs in oil field services and equipment manufacturing.
From peak to trough, the energy
sector may cut as many as 19,000
local jobs this cycle―a 16.5 percent
reduction in the industry’s workforce*. That shrinkage would make
the current downturn worse than the
early ’90s or the Great Recession, but
not as bad as the ’80s.
Houston has likely seen the bulk of
the oil field/blue collar layoffs for
this cycle, but the office/white collar
layoffs won’t be finished until next
year. The challenge is determining
how much of the restructuring has
already occurred and how much will
carry over into ’16. If one assumes
that 80 percent of the blue collar
layoffs, but less than 20 percent of
the white collar layoffs, have taken
place, the industry is likely to lose
another 9,000 jobs in ’16, with 2,000
in oil field services and another 7,000
in exploration and production.
5
Organization for Economic Cooperation and Development, a loose alignment of the world’s advanced
economies.
*
The loss includes exploration and production, as
well as oil field services, but it does not include oil
field equipment manufacturing.

MADE IN HOUSTON - MANUFACTURING

The ongoing decline in exploration
budgets suggests the industrial
machinery and fabricated metals
sectors will continue to struggle. The
anticipated drop in the rig count in
’16 further weakens demand for the
engines, motors, pipes, valves, cable

70

60

50
Contraction

Prospects for a quick recovery
remain dim. The Houston Purchasing
Managers Index (PMI), a short-term
leading indicator for regional production, registered 48.0 in October.
Readings above 50 indicate growth
over the next three to four months;
readings below 50 indicate contraction. With the October reading, the
PMI registered below 50 for the 10th
consecutive month.

PURCHASING MANAGERS INDEX
Readings Above 50 Signal Short-Term Growth

Expansion

Manufacturing lost 17,200 jobs
through the first 10 months of the
year, a 6.6 percent decline. The
bulk of the losses have been in
two sectors, industrial machinery
(e.g., oil field equipment) and fabricated metals products (e.g., valves,
pipes, structural steel). The loss isn’t
surprising given the steep drop in
the rig count. The decline has shown
in foreign trade data as well, with
exports of iron and steel products
down 24.4 percent and industrial
equipment down 9.8 percent through
the first nine months of the year.

40
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’15

’16

Source: Institute for Supply Management - Houston

and other equipment needed to drill
oil wells. With cash flow reduced to a
trickle, some drilling companies have
started cannibalizing stacked rigs
for spare parts.

manufacturing spills over to other
sectors as well, mainly transportation and warehousing, wholesale
trade, industrial real estate, and
employment services.

Respondents to the October PMI
survey reported orders for nondurable goods (i.e., items easily
consumed or components of other
manufactured goods) have also
begun to slip. The weakness in

A few bright spots do exist in the
manufacturing sector. More than a
dozen chemical plant expansions will
come on line in ’16, each sustaining
anywhere from a few dozen to a few
hundred jobs. The sector should add
1,000 or more jobs in ’16 and maintain that pace for the next few years.
Chemicals and refining currently
employ over 47,000 workers in the
region, and that figure will pass
50,000 when all the plants now under
construction are up and running.

METRO HOUSTON MANUFACTURING OVERVIEW*
Plants and Factories
% of Total

Employment
#

% of Total

Industry

#

Fabricated metal products

1,788

28.3%

58,684

23.8%

Machinery manufacturing

785

12.4%

54,152

22.0%

Chemicals and refining

628

10.0%

47,226

19.1%

Paper & printing

519

8.2%

6,976

2.8%

Computers & electronics

480

7.6%

23,966

9.7%

Miscellaneous manufacturing

453

7.2%

6,669

2.7%

Food & beverages

446

7.1%

14,289

5.8%

Furniture & wood products

292

4.6%

5,121

2.1%

Mineral products

243

3.9%

6,131

2.5%

Plastics and rubber

222

3.5%

10,591

4.3%

Textiles & apparel

187

3.0%

2094

0.8%

Transportation equipment

141

2.2%

6,176

2.5%

Primary metals

125

2.0%

4,565

1.9%

Total

6,309

100.0%

246,640

100.0%

* as of June '15

’10

And employment in food and beverages (i.e., bakeries, breweries, tortilla
factories, etc.) will continue to grow
as Houston’s population grows.
Houston has likely seen the worst
of the manufacturing layoffs this
cycle, but the weakness will linger
for several quarters. From peak to
trough, the manufacturing sector
will likely lose upwards of 30,000
jobs. The Partnership’s forecast calls
for manufacturing to lose another
9,000 jobs in ’16.

Source: Quarterly Census of Employment & Wages
5

IF YOU BUILD IT, THEY MAY COME - CONSTRUCTION
The office construction boom is
winding down. Only 10 million square
feet were under construction in
Q3/15, with 3.0 million scheduled
for delivery by year-end. Nearly 8.0
million square feet of sublease space
has been thrown on the market, with
another 2.0 million expected in early
’16. The vacancy rate at the end of
Q3/15 stood at 14.5 percent, but
would approach 20 percent if one
accounts for all the sublease space
on the market. Houston doesn’t need
any more office space. Developers
have gotten the message. Only
two new office projects have been
announced since mid-year.
The pace of apartment construction has yet to slow. At the end of
October, Apartment Data Services
reports 28,576 units were under
construction, of which 4,000 started
in September. The occupancy rate
for “stable” Class A properties―those
operating for 13 or more months―
stood at 92.5 percent in late October,
having slipped from 93.7 percent
in September. Above 90 percent
is considered a landlords’ market,
below that, a tenants’.
Over the past five years, the market
has absorbed an average of 15,000
units every 12 months. Houston,
however, enjoyed phenomenal
employment and population growth
over that period. As the economy
cools, fewer jobs will be created,
fewer renters will relocate to Houston,
vacancies will rise, and effective rents
will fall. Many units will remain vacant
long after the last bathroom has been
painted and the carpet installed.
Free rent and the waiver of security deposits for units in Class A will
become common.
Retail landlords need offer few
concessions to fill their space. The
overall vacancy rate dropped from
7.7 percent in Q3/14 to 6.4 percent in
Q3/15 and continues to trend down
in all submarkets. Only 2.0 million
square feet of multi-tenant retail
space was under construction in
Q3/15. That represents less than 1.0
percent of total inventory―not enough
6

to disrupt occupancy or rental rates,
even if the new space remains vacant,
which it won’t. High-end retailers
continue to enter the market and
residential development continues to
follow the Grand Parkway, bringing
new retail opportunities to Houston.
The single-family housing market is
returning to normal. The Houston
Association of REALTORS® had a
3.5-month supply of inventory in its
Multiple Listing Service database
at the end of October, up from 2.8
months a year earlier. In recent
decades, a 6.0 month supply has
been considered a balanced market,
but some in the real estate community now believe that may be too high
a benchmark. In late October, the
national housing supply stood at 4.8
months of inventory. Developers feel
confident about Houston’s near-term
outlook. MetroStudy expects 27,500
single-family starts in ’16.
Only a fraction of the $63 billion
in chemical plant construction
announced since ’12 has been
completed. That boom won’t peak
until late ’16 or early ’17. A survey of
local construction and engineering
firms suggests the industry may
need an additional 8,000 to 10,000
workers on site next year.
Houston-area voters approved
$5.8 billion in construction bonds
during the May ’15 and November ’15
elections; $3.4 billion for municipal,

APARTMENT ABSORPTION
Houston Market ’10 –‘14
Units Absorbed
2010

13,926

2011

13,643

2012

14,737

2013

16,305

2014

15,931

5 Year
Average

14,908

Source: Apartment Data Services

county and school district facilities,
$2.4 billion for water, sewer, and
road projects. The various agencies
and school districts should start
letting contracts soon if they haven’t
done so already.
Moving into ’16, any tapering in
commercial construction should be
more than offset by increases in
institutional, civil and heavy industrial construction. Single-family
construction may slip a bit and new
multi-family activity should halt altogether. The Partnership sees more
positives than negatives in the overall
construction outlook and forecasts
the sector to add 7,000 jobs in ’16.

UNDER CONSTRUCTION1 - HOUSTON METRO AREA
Office Space

Industrial Space

10.1 Million Sq Ft

9.8 Million Sq Ft

Retail Space

Multi-Family

2.0 Million Sq Ft

28,576 Units

Single-Family

Heavy Industrial

37,649 Permits*

$63 Billion

* Permits issued in the 12-months ending Aug. ’15

1: As of September/October ’15

Sources: Transwestern, Apartment Data Services, John Burns Real Estate Consulting,
Partnership New Business Announcements Database

DOLLARS AND CENTS – RETAIL TRADE
First and foremost, income drives
consumer spending. As incomes
grow, retail sales follow. As retail
sales grow, merchants open new
stores and hire additional staff.

METRO HOUSTON POPULATION GROWTH
Net Immigration
Domestic

Natural Increase

One’s personal wealth, or perception
of wealth, also influences household
spending. If you feel financially well
off, you’re likely to spend more.
A growing population translates into
a growing consumer base. Consumer
confidence and access to credit also
influence retail sales.
How does Houston stack up?
Income: Total wages paid to workers
in the Houston area in Q2/15 were
up $1.1 billion, or 2.6 percent, from
Q2/14, according to the U.S. Bureau
of Labor Statistics’ Quarterly Census
of Employment and Wages. It’s too
soon to tell whether the latest round
of layoffs have dented overall wage
and salary income.
Wealth: Home values in Houston
have risen 36 percent over the past
five years. Though down for the year,
the Dow Jones Industrial Average is
up nearly 61 percent from five years
ago. As a result, Houstonians should
have more in their IRAs, 401Ks and
mutual funds, and their homes are
likely worth more now than at the
beginning of the decade.
Population: The U.S. Bureau of the
Census estimates the metro area
added 570,000 residents between
April 1, 2010 and July 1, 2014. Slightly
more than half arrived via U-Haul,
slightly less than half via the maternity
ward. Though Census won’t release
estimates of population growth for ’15
until spring, Houston probably gained
125,000 or more residents since
the last estimate.
Consumer Confidence: Houston-area
vehicle sales reached an historic high
with a record 377,705 vehicles sold
in the 12 months ending October
’15, surpassing the previous peak
of 376,598 vehicles sold in the 12
months ending January ’15. Most
rational consumers won’t purchase
a new car if they fear they will soon

Net Immigration
International
156,371

146,886

32,283

31,910
126,202
111,645

28,914

65,850
56,747

30,627
39,229
22,479
59,153

57,822

57,430

57,776

’11

’12

’13

’14

* For the 12 months ending July 1
Note: Components will not sum to total due to rounding errors and residual values not displayed.
Source: U.S. Census Bureau

be unemployed and unable to
make the payments.
Access to Credit: This one’s harder
to assess, but nationwide, household
debt service payments as a share of
disposable personal income have
fallen from 13.1 percent to 10.1 percent
since January ’10. Consumers have
the capacity to take on more debt
should they so desire.
The positive must be tempered with
the negative. Employment growth
has slowed significantly. The region
added only 8,000 jobs through
the first 10 months of ’15, a period
in which the region typically adds
40,000 to 50,000 jobs.6 Home values
are less likely to appreciate as the
economy softens. And the constant

onslaught of news about layoffs
makes many Houstonians reluctant
to spend, fearing their job may be
the next one cut.
In boom years, retail adds 8,000
to 12,000 jobs; in mediocre years,
only 2,000 to 4,000. The forecast
assumes ’16 will be neither a boom
nor a mediocre year, and that the
factors noted above will continue to
drive retail. The forecast calls for the
sector to create 5,000 retail jobs by
the end of ’16.

6
The Partnership expects seasonal hiring patterns
to result in additional hiring in November and
December, the year finishing with 20,000 to 30,000
net new jobs.
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WE’RE HERE TO HELP – GOVERNMENT
The Houston region consists of
nine counties containing approximately 100 cities, nearly 60 school
districts, and an unknown number
of government agencies, bureaus
and departments. The government
sector employs more than 390,000,
or one in every eight workers in the
region. Nearly two-thirds are involved
in education, either at a state-funded
university, community college, or a
school district. Employment growth
depends on a number of factors—
tax collections, population growth,
state and federal budget allocations,
school enrollments, and so forth.

Over the past 10 years, government
employment has grown slower
than employment in the region as a
whole―1.3 percent versus 2.3 percent
annually. Federal employment has
remained virtually unchanged,
while local employment, especially in the school districts, has
grown with the region. The need to
handle larger school enrollments
and provide services to an ever-expanding population drives government employment.
The impact of any downturn hits
the public sector later than all
the others. Houston emerged

from the Great Recession in ’10,
but government payrolls weren’t
impacted until ’11. Any weakness in
the current economy won’t impact
hiring next year.
Over the past 20 years, the sector
has added an average of 6,000 jobs
per year, as few as 2,000 to 3,000
in lean years, as many as 10,000
to 13,000 in boom years. The forecast for ’16 is conservative, calling
for the public sector to add 5,000
jobs in ’16, of which 4,000 will be in
local education.

HOUSTON-AREA GOVERNMENT EMPLOYMENT*

89,600

51% School Districts
23% Cities, Counties,
Local Agencies

10% State Universities

201,300

and Educational Institutions

40,000

9% State Agencies, Bureaus
and Departments

7% Federal Agencies
33,100
27,700

*As of October ’15
Source: Texas Workforce Commission
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and Departments

MONEY, MONEY, MONEY – FINANCIAL ACTIVITIES
The industry has two subsectors:
finance and insurance, and real estate
and rental and leasing.
Finance and insurance includes
banking, brokerages and insurance agencies. Employment growth
has been tepid for years as banks
open fewer branches, channel
more resources into online banking,
struggle with making a profit in a
low interest rate environment, and

face restrictions imposed under the
Dodd-Frank Wall Street Reform and
Consumer Protection Act. Add to this
the drop in new loan activity brought
on by the turmoil in the energy
industry, and one sees few reasons
for banks to add employees in ’16. On
the other hand, Houston’s growing
population translates into a growing
market for auto, home, life and health
insurance and the need for additional agents, claims processors, and

DEPOSITS AT METRO HOUSTON BANKS
As of June 30 Each Year

2008

2009

2010

$109,261.00

$118,202.90

$137,112.80

2011

2012

2013

$153,975.60

$179,099.10

$208,032.50

2014

2015

$242,540.00

$214,684.50
Source: Federal Deposit Insurance Corporation

managers to service those accounts.
Real estate and rental and leasing
includes the sale, leasing and
management of real property, plus
the rental of vehicles, appliances,
furniture, construction and industrial
equipment. All depend on growth
in the economy.
Home sales will likely soften in ’16,
commercial leasing activity will slow,
and investors concerned about the
impact of low oil prices on Houston
will hesitate to add local properties to
their portfolios. Real estate firms may
find their offices overstaffed based on
their sales and leasing activity, and
layoffs will occur. Equipment rentals
will likely grow with the economy, but
not dramatically.
Real estate is highly cyclical, cutting
jobs in eight out of the past 20
years, the average loss about 1,000
jobs. The forecast expects ’16 to be
another year in which real estate
scales back and the sector loses
another 1,000 jobs. Finance and
insurance adds about 800 jobs in
lean years and 2,500 in boom years.
The forecast anticipates a lean
year for the finance and insurance
subsector, with a net gain of only
1,000 jobs by year’s end. The forecast
also anticipates zero employment
growth in equipment rental and
leasing in ‘16. In summary, the Partnership’s forecast calls for financial
activities to finish the year with
no net job gains.

BLACK, WHITE AND READ ALL OVER - INFORMATION
The information sector includes
newspapers, magazines, broadcast media, movies, software, and
telecommunications. The sector
employed 34,000 Houstonians in
early October, accounting for 1.1

percent of all metro jobs. Employment
had declined steadily since the early
’00s and only recently rebounded,
adding 1,400 jobs over the first 10
months of ’15. The dramatic break
from the long-term trend leads one

to question whether the growth is
being over-reported. The Partnership
expects the data to be revised downward in the future. Though the sector
is experiencing growth, it’s unlikely to
add more than 200 jobs in ’16.
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WHITE COLLAR WOES - PROFESSIONAL SERVICES
The sector includes accounting,
legal, architectural, and engineering
services, computer systems design,
marketing, advertising, management
consulting and miscellaneous business services. The sector is closely
tied to oil and gas, which over the
past 30 years has outsourced many
functions once handled internally.

for engineering services. To manage
costs, firms often reduce their use
of legal, accounting and consulting
services. Businesses also learn to
make do with their current computer
systems until the economy and their
sales improve.

Each sector of professional, scientific
and technical services will be challenged in ’16. Marketing and advertising budgets are usually the first
expense cut in a downturn. Dozens of
energy projects have been canceled
or postponed, reducing the demand

Firms in this sector, to the extent
they’re tied to oil and gas, will
struggle in ’16. Job cuts are likely to
continue in architectural and engineering services. Employment in
legal, accounting and management
consulting will remain flat unless
merger and acquisition activity
picks up. Advertising and public

relations firms will record fewer billable hours. Computer systems and
design teams will need to find clients
outside the region.
In lean years, professional, scientific
and technical services adds 2,0005,000 jobs; in boom years, 9,00012,000. In only three of the past 20
years has the sector experienced net
job losses, the recessions of ’02-’03
and again in ’09. Growth will occur
in ’16, but on the edge of lean. The
forecast calls for the sector to add
4,000 jobs in ’16.

HOUSTON PROFESSIONAL AND TECHNICAL SERVICES EMPLOYMENT
as of June '15
4,269
6,250

2,441

33.6% Architectural, Engineering

16,233

and Related

16.5% Management and

Technical Consulting

14.1% Computer Systems Design

21,988

and Related

71,297

11.6% Legal Services
10.4% Accounting, Tax Prep,
Bookkeeping, Payroll

7.6% Other Professional,

24,623

Scientific and Technical Services

2.9% Scientific Research Services
2.0% Advertising and P.R.
30,024

35,121

1.2% Specialized Design Services

Source: Quarterly Census of Employment & Wages
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KEEP IT CLEAN, KEEP IT SIMPLE - ADMINISTRATIVE
SUPPORT AND WASTE MANAGEMENT
The industry comprises several
subsectors: office administrative
services (billing, recordkeeping,
human resources and logistics);
employment services (temporary
and contract workers); business
support services (document preparation, telemarketing, billings and
collections); investigation services
(security guards); services to buildings (janitorial and landscaping);
and waste collection (trash
hauling and disposal).

As projects are cancelled or delayed,
firms will need fewer contract
workers. Any uptick in manufacturing
will be handled with more overtime,
not bringing on temporary help.
Vacant office space doesn’t need to
be cleaned, but the landscaping must
be maintained to market the building.
The trash will still need to be taken
out and hauled away.

Employment services, which accounts
for one-third of all workers in this
industry, has already lost 3,600 jobs
since its August ’14 peak. An equal
number of layoffs are anticipated in
’16. Services to buildings, however,
has added 4,600 jobs, more than
offsetting the losses. The forecast
expects the pattern to continue, with
administrative support and waste
management netting 2,000 jobs by
the end of the year.

WE CAN FIX THAT – OTHER SERVICES
This sector includes people
employed in repair and maintenance
services, personal care services,
funeral services, dry cleaners, religious and nonprofit associations, and
professional associations. Employ-

ment growth in this sector is linked to
population growth. As noted earlier,
Houston’s population continues
to expand and aggregate income
continues to grow.

In boom times, the sector averages
3,500 new jobs a year; in lean times,
barely 1,000. The Partnership forecast sees ’16 as lean for this sector,
adding only 1,000 jobs in ’16.

METRO HOUSTON OTHER SERVICES OVERVIEW*
Business Establishments
Industry

#

% of Total

Employment
#

% of Total

Associations & organizations

1,741

11.8%

23,170

27.5%

Automotive repair

2,617

17.8%

19,023

22.5%

Personal care

1,732

11.8%

12,206

14.5%

Machinery & electronics repair

848

5.8%

11,846

14.0%

Miscellaneous services

7,019

47.7%

10,779

12.8%

Other personal services

594

4.0%

7,434

8.8%

Dry cleaning & laundry

660

4.5%

6,620

7.8%

Death care services

186

1.3%

2,765

3.3%

Total

14,723

100.0%

84,371

100.0%

* as of June '15

Source: Quarterly Census of Employment & Wages
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THE MIDDLE MEN – WHOLESALE TRADE
Wholesalers are the link in the supply
chain connecting manufacturers with
consumers. Wholesalers acquire
goods in bulk, hold them in warehouses, then redistribute them to
retailers, manufacturers, and other
businesses. About 32 percent of
all wholesale jobs in Houston are
tied to the distribution of industrial
machinery and equipment, 11 percent
to supplying grocers with food and
beverages, 8 percent to dealing in
metal products, and 6 percent to
providing household appliances. The
remaining jobs are scattered among

various sectors (chemicals, fuels,
lumber, furniture, etc.).
The wholesale industry lost 4,500
jobs in the first 10 months of the
year, the losses due primarily to
the downturns in energy exploration and manufacturing. The drop
in export sales impacted wholesale
employment as well.
The ongoing slowdown in manufacturing doesn’t bode well for local
wholesalers, who supply components
to the production process, as well
as purchase, store and distribute

finished goods. But as long as Houston’s population continues to grow,
consumer-oriented wholesale should
grow, helping offset losses elsewhere
in this sector.
In boom years, wholesale adds 7,000
to 9,000 jobs, in mediocre years, only
2,000 to 3,000. In years in which
manufacturing loses jobs, wholesale
tends to lose jobs as well. The forecast calls for wholesale employment
to lose 2,000 jobs in ’16; the losses
confined to the business-oriented
side of the sector.

HEAL ME – HEALTH CARE AND SOCIAL ASSISTANCE
Nearly one in nine job holders
in Houston works in health care,
and one in every three health
care workers can be found in the
Texas Medical Center. The TMC
continues to attract talent, patients
and research dollars to the region.
Employment there will continue to
grow regardless of what happens in
the rest of the economy.
It helps that Houston has a growing
population, and a growing population
translates into an ever expanding

consumer base. But two factors play
an especially important role in the
growing demand for health care
services—births and aging. More than
90,000 babies are born in Houston
each year, and more than 30,000
residents a year join the over-65
population. When do we consume
the most health care? Answer: When
we’re very young and very old. Think
of all the trips to the pediatrician for
well-baby checkups, vaccinations and
the like, and after age 65 the visits to

the specialists who deal with woes of
aging, arthritis, heart disease, and the
like. Both groups continue to grow
and both help drive the demand in
health care services.
The sector has added 48,300
jobs over the past five years, an
average of 9,660 per year. The
forecast anticipates that pattern will
continue and for health care to add
9,000 jobs in ’16.

TEACH ME – EDUCATIONAL SERVICES
The sector includes private institutions such as Rice University, University of St. Thomas, Houston Baptist
University, for-profits such as University of Phoenix, private and parochial
elementary and secondary schools,
and the various vocational and technical schools. Employees at public
schools, colleges and universities are
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classified as government workers.
Enrollment in higher education grows
during times of economic stress. The
unemployed return to school hoping
to better their chances of finding
employment. Those still employed
enroll to upgrade their skills and
reduce their chances of becoming

unemployed. The need for educators
won’t dissipate next year. Employment growth has averaged 2,400
jobs per year over the past five years.
The forecast anticipates that trend
will slow in ’16, the sector adding only
1,000 jobs by the end of the year.

PACK IT, STORE IT, MOVE IT – TRANSPORTATION,
WAREHOUSING, UTILITIES
The sector includes air, rail, water and
trucking services, freight forwarders
and customs house brokers, crude,
gas and product pipelines, warehouses and bulk storage terminals,
and electric, gas and water utilities.
The slowdown in exploration, manufacturing and wholesale activity will
impact the demand for transportation

services, especially trucking and
warehousing. Partially offsetting that
reduced demand is the need to move
more chemicals, plastics and refined
products through the region’s ports.
Pipelines are more capital intensive
than labor intensive, so expansion
of those systems won’t create many
local jobs. Utility growth depends

heavily on population growth, which
should continue in ’16.
In boom years, transportation,
warehousing, utilities adds 4,000 to
5,000 jobs. In lean years, only 1,000
to 2,000. The forecast assumes ’16
will be on the cusp of lean and create
only 2,000 jobs by the end of ’16.

METRO HOUSTON TRANSPORTATION & UTILITIES OVERVIEW*
Establishments
Industry

#

% of Total

Employment
#

% of Total

Support activities

1,212

25.9%

32,430

22.7%

Truck transportation

1,735

37.0%

25,438

17.8%

Air transportation

123

2.6%

21,518

15.1%

Utilities

474

10.1%

19,550

13.7%

Warehousing & storage

272

5.8%

12,238

8.6%

Pipelines

180

3.8%

10,608

7.4%

Couriers & messengers

335

7.2%

9,159

6.4%

Ground passenger transportation

223

4.8%

7,304

5.1%

Water transportation

104

2.2%

4,335

3.0%

Sightseeing

25

0.5%

219

0.2%

Total

4,683

100.0%

142,799

100.0%

*as of June ’15

Source: Quarterly Census of Employment & Wages
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LOOK, LISTEN, RUN – ARTS, ENTERTAINMENT, AND RECREATION
The sector prospers with a strong
economy and struggles in a weak
one. In boom times, Houstonians
have more time and money to spend
on opera and ballet tickets, going to

the movies, attending professional
sporting events, and joining a gym or
fitness center. In hard times, Houstonians stay home and watch television. The sector notches 200 to 500

jobs in lean times, 1,000 to 1,500 in
good times. The forecast assumes
the middle ground for ’16, the sector
adding 700 jobs next year.

METRO HOUSTON ARTS & REC OVERVIEW*
Establishments
Industry

#

Fitness & sports centers

491

33.3%

10,264

27.3%

Golf courses & country clubs

106

7.2%

6,268

16.7%

Nature parks & similar institutions

33

2.2%

3,556

9.5%

Spectator sports

65

4.4%

2,706

7.2%

Museums

46

3.1%

2,188

5.8%

Zoos & botanical gardens

10

0.7%

1,513

4.0%

Amusement & theme parks

19

1.3%

1,447

3.9%

Theater companies & dinner theaters

23

1.6%

1,093

2.9%

Bowling centers

26

1.8%

1,077

2.9%

Other amusement & recreation

644

43.7%

6,998

18.6%

1,475

100.0%

37,540

100.0%

Total

*as of June ’15
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Employment

% of Total

Source: Quarterly Census of Employment & Wages

#

% of Total

EAT, DRINK, SLEEP – ACCOMMODATION AND FOOD SERVICES
Houston’s hospitality industry has
begun to feel the pinch from the
energy downturn. The energy
industry brings fewer employees to
Houston for conferences, training,
and seminars, reducing the demand
for meeting space, meals and hotel
rooms. The impact has yet to show
up in the employment numbers,
though. The accommodations sector
added 800 jobs during the first 10
months of ’15.

In a study released in ’12, Zagat
reported that Houstonians eat out
more than residents of any other
U.S. city. Though the study is three
years old, the increase in restaurant
employment—13,000 jobs over the
first 10 months of the year—suggests
that proclivity hasn’t changed.
Houston typically opens 300 net new
bars and restaurants each year. At
least 45 Houston hotels and motels
are scheduled to open in ’16. The

bars and restaurants will need wait
staff, cooks and dishwashers. The
hotels will need desk clerks, bell hops
and cleaning staff.
In boom times, the sector adds 9,000
to 14,000 jobs; in lean times 3,000
to 5,000. The massive hotel build
up needs to be factored in as well.
Balancing the weak economy against
the hotel openings, the forecast
calls for the sector to add at least
5,000 jobs in ’16.

HOUSTON'S HOTEL & RESTAURANT INVENTORY

Hotels and motels

Full-service restaurants

1,001

4,049

Limited-service restaurants

Snack and beverage bars (non-alcoholic)

3,862

989

Drinking places (alcoholic)

Food service contractors

635

251

Caterers

Cafeterias, grills, and buffets

187

161

Mobile food services

53
Source: Quarterly Census of Employment & Wages
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A FINAL NOTE
The Partnership’s forecast represents
the organization’s best effort to
explain the factors influencing job
growth next year. The employment
estimates are based on a set of
overall assumptions (outlined on page
2) along with the industry-specific
trends (noted in each section).
Like all economic outlooks, this prognosis runs the risk that outside events
and emerging trends might derail the
forecast. The risks to the forecast
can be positive, in this case yielding
higher job growth than projected, or
negative, in this case yielding lower
job growth than projected. Some
forecasts assign probabilities to those
risks. The Partnership feels it’s sufficient to note the major risks, which
are outlined below.

What Could Go Wrong? – The
Downside Risks to the Forecast
Additional global oil production
could come on line, exacerbating
an already glutted market. Analysts
point to Iran, which has up to 30
million barrels in storage and could
quickly deliver 500,000 barrels per
day to global markets once sanctions are lifted.
Oil prices could fall below $40 per
barrel, perhaps even below $30.
Any drop in oil prices would further
depress cash flows, reduce drilling
activity, result in more layoffs, and
speed some firms’ trajectory into
bankruptcy. Goldman Sachs has
even suggested oil in the mid-$20s
is a possibility.
The global economy could stagnate. The Brazilian and Russian
economies are contracting. Growth
has slowed in China. Europe’s
economy remains weak. The continent must also deal with a refugee
crisis and new terrorism threats. If
global growth weakens, so will the
demand for crude.
A stronger dollar could threaten U.S.
exports. With the Federal Reserve
16

certain to raise interest rates, the
dollar will appreciate in ’16. As the
value of the dollar rises, so does
the cost of U.S. exports. Foreign
buyers will likely look for less
costly alternatives.
The White House, concerned about
climate change, might issue an
executive order affecting the use of
fossil fuels. Though any mandates
would take years to implement and
likely be challenged in the courts,
the action would add uncertainty to
the outlook for the energy industry,
impacting share prices and further
erode the industry’s ability to tap the
credit markets.
Population growth could slow dramatically. Houston’s weak economy will
create fewer job opportunities and
make the region a less attractive
place to relocate.
A shortage of skilled workers could
result in Houston construction firms
missing their hiring targets.7 The
industry needs another 8,000-10,000
welders, pipefitters, electricians,
and the like in ’16. The forecast
expects hiring in chemical-related
construction to offset job losses in
other sectors.
The U.S. economy might start to
sputter. Most forecasts call for growth
of 2.0 percent or better next year, but
a terrorist attack, a cyberattack, or a
loss of business or consumer confidence could derail those forecasts.
Additional mergers are likely to
occur. Whenever a merger occurs
between two Houston firms, the
deal inevitably leads to reductions in
local headcount as some positions
become redundant.

and led to the rise of the Islamic
State of Iraq and the Levant (ISIL).
Conflict continues to simmer in Egypt,
Turkey, and Yemen.
OPEC could finally agree to moderate
production cuts to support higher oil
prices. The current price is below the
level many cartel members need to
balance their budgets, forcing several
to issue bonds to cover their deficits.
As the upstream energy industry
contracts, firms could close offices
in secondary cities and consolidate
operations into Houston. That’s been
the long-term trend. In the early
’90s, 19.4 percent of all U.S. jobs in
oil and gas extraction were based in
Houston. By October of ’15, the share
had risen to 28.8 percent.
Houston’s economy might prove more
diverse than we think. One shouldn’t
lose sight of the fact that other base
industries (logistics, refining, chemicals, and health care) are doing well.
The region has weathered worse
downturns and emerged stronger
than before. Since the depth of
the ’80s downturn, during which
this region lost one in seven jobs,
payroll employment and population have more than doubled,
and after accounting for inflation,
GDP has nearly tripled. That’s little
comfort to individuals who lost
their jobs or owners who lost their
businesses. But the historical fact
also offers hope that opportunities
will emerge to replace those lost
in the current downturn. Houston
remains an exceptionally attractive
place to live, work and build a business. The region just needs to get
through the current downturn so that
becomes a bit easier.

What Could Go Right? – Upside
Risks to the Forecast
The ongoing turmoil in the Middle
East and North Africa could remove
oil production from the global market.
The civil war in Syria has spilled over
into Iraq, Turkey, Libya, and Lebanon

7
The Partnership is working to address the shortage
of workers through UpSkill Houston, a comprehensive effort to train Houstonians for “middle skill”
careers, those requiring more than a high school
diploma but less than a four-year degree. Details
of the program can be found at www.houston.org/
upskillhouston/

METRO HOUSTON JOBS GAINED/JOBS LOST
December ’15 – December ’16

Health Care

9,000

Construction

7,000

Government

5,000

Accommodation & Food Services

5,000

Retail Trade

5,000

Professional & Technical Services

4,000

Administrative Support, Waste Management

2,000

Transportation, Warehousing & Utilities

2,000

Other Services

1,000

Educational Services

1,000

Finance & Insurance

1,000

Arts, Entertainment & Recreation
Information
-1,000
-2,000

700
200

Real Estate
Wholesale Trade

-9,000

Manufacturing2

-9,000

Energy1

(1) Includes exploration and production and oil field services
(2) Includes oil field equipment manufacturing along with other sectors
Source: Greater Houston Partnership Forecast

This forecast was prepared by Patrick Jankowski with assistance from Jenny Philip, Allegra Ellis, Edith
Chambers, Sarah Chou, Josh Davis, Roel Martinez, Josh Pherigo and Kailin Xie.
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Houston has enjoyed four years of extraordinary growth. From ’09 to ’13, the region’s
gross domestic product grew by $141.9 billion, exceeding the combined growth of
Austin, Dallas-Fort Worth, El Paso and San Antonio over the same period. With GDP
at $517.4 billion, Houston now ranks as the nation’s fourth largest metro economy.1
Other indicators reflect this phenomenal growth as well.
• The Greater Houston Partnership has identified more than 1,500 significant
corporate relocations and expansions to the region since ’09. Significant is
defined as any project creating 50 or more jobs, leasing or constructing 20,000
or more square feet of office or industrial space, or investing $1 million or more
in capital improvements.
• The metro area has created 463,800 jobs since the bottom of the recession, or
three jobs for every one lost in the downturn. No other major metro area can
make a comparable claim.
• Houston realtors sold more than 425,000 homes in the past five years. The
region is on pace to record 91,000 closings this year, which would set a record.
Home sales are closing at the rate of one every six minutes.
TOTAL NONFARM PAYROLL, HOUSTON METRO AREA, ’04–’15
EMPLOYMENT (MILLIONS)

3.0

463,800 jobs created
since the bottom of the
recession

2.9
2.8
2.7
2.6
2.5
2.4
2.3
2.2
‘04

‘05

‘06

‘07

‘08

‘09

‘10

‘11

‘12

‘13

‘14

‘15

Source: Texas Workforce Commission

Two engines have driven Houston’s economy, exports and energy, with an octane
boost from population growth and a dose of good P.R.

Vroom, vroom,
vroom

For purposes of this forecast, the Houston metro
area consists of Austin,
Brazoria, Chambers, Fort
Bend, Galveston, Harris,
Liberty, Montgomery,
San Jacinto and Waller
counties.
1

The value of Houston’s exports grew 74.5 percent from ’09 to ’13. The region now
ranks as the top U.S. export gateway, overshadowing New York, Los Angeles, Seattle
and Detroit. A study by the BrookOIL WELLS DRILLED IN TEXAS
ings Institution found that exports
supported 307,000 Houston-area
21,870
jobs in ’10. Given that local exports
19,249
have grown 42.7 percent since then,
the number of export-supported jobs
likely exceeds 400,000 today.
In the first 10 months of ’14, 21,870 oil
wells were drilled in Texas, up from
5,392 in all of ’10. The energy sector,
defined here as exploration, oil field
services, equipment manufacturing,
and engineering, has added 93,400
jobs since January ’10, or one in
every five created in the recovery and
expansion.

10,936
6,208

5,860

5,392

5,380

'08

'09

'10

'11

'12

'13

'14*

*Through October
Source: Texas Railroad Commission
1

Octane
Boosters

Houston received a boost from population growth over the past four years. The
10-county metro has added more than 500,000 residents, 2 the equivalent of the
population of Spokane, over that period. Half arrived via the moving van and half
via the maternity ward. The population increase has driven new home construction, apartment rentals, retail sales, and just about any sector that thrives on an
expanding consumer market.
And Houston continues to garner accolades from the national media. The New York
Times recently rated Houston a “Top Destination for College Graduates,” Forbes
rated Houston among the “Most Competitive Metros in America,” CreditDonkey
scored Houston as one the “Best Cities for Young Entrepreneurs,” and U-Haul
recognized Houston as the top destination for relocations in ’13, the fifth consecutive year Houston has won that designation.

Global
Trends, local
impacts

Houston, however, is entering a new phase of the business cycle, one in which
growth is less certain.
Though Houston’s trade ties remain strong—exports via the Houston-Galveston
Customs District are up 5.8 percent in the first 10 months of this year—most of the
growth has been in refined products, an outlet for the massive volume of crude
being produced in Texas. Exports of plastics, chemicals and industrial machinery
are flat or down compared to last year.
The International Monetary Fund (IMF) forecasts global growth to slip next year
for eight of Houston’s top 25 trading partners and remain flat in seven others. In
a broader context, the IMF has trimmed its expectations for global growth from
4.0 percent to 3.8 percent in ’15. While the revision seems insignificant, each 0.1
percent drop equates to $776 billion in lost global GDP, the equivalent of one Saudi
economy. In addition, the value of the U.S. dollar has risen 9.5 percent over the past
12 months, making Houston’s goods and services more expensive overseas.
Falling oil prices pose a graver threat. From mid-June to the last trading day of
November, the spot price for West Texas Intermediate (WTI), the U.S. benchmark
for light, sweet crude, fell $41.80 a barrel, or 38.7 percent. If a 20 percent decline
defines a bear market, a 40 percent drop is an even more dangerous beast. Of
greater concern, there’s no indication how much further crude prices might fall in
coming months.
SPOT PRICE, WEST TEXAS INTERMEDIATE – 2014
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Houston has enough momentum going into ’15 for growth to continue, albeit at a
much slower pace. Construction will go forward on the ethane crackers, chemical
plants and liquefied natural gas terminals planned for the region. Houston will add
another 125,000 residents, driving consumer-related industries. Hobby Airport will
open its International Terminal in ’15, funneling more travelers through the region.
% ANNUALIZED GROWTH RATES, U.S. GDP
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Houstonians will continue to shop, dine out and visit the doctor, though not necessarily in that order. And school districts will boost hiring to handle the expanding
student population.
Though many Houstonians don’t like to admit it, the Energy Capital of the World is
still part of the U.S., and the U.S. economy is growing again, which will help Houston.
The nation added 2.7 million jobs in the past 12 months, 321,000 in November alone.
And U.S. GDP grew 3.5 percent or better for four of the previous five quarters.
Houston always benefits when the annual U.S. growth rate exceeds 3.0 percent.

the ’15
forecast

The Partnership expects metro Houston to gain 62,900 jobs in ’15. Growth will be
strongest outside the economic base—construction, retail, professional services,
health care, food services and public education. Job losses will occur in exploration
and production, oil field services, and oil field equipment manufacturing. Even with
layoffs and slower growth, Houston will reach a milestone in ’15. The year should
finish with more than 3.0 million nonfarm payroll jobs.
Final note: Readers should consider that the primary value of any forecast lies not
in the accuracy of the numbers but in understanding the trends and discontinuities
driving the data. Armed with this knowledge, readers should be able to make better
informed decisions in the coming months. Now the details.
Energy
Three points underscore the importance of energy to Houston:
• The U.S. Bureau of Economic Analysis estimates that mining (in Houston, almost
entirely oil and gas extraction) accounted for $102.7 billion, or 19.8 percent of
Houston’s GDP, in ’13. Sectors that Houstonians typically identify as part of the
energy industry—chemicals, refining, oil field equipment manufacturing, fabricated metal products, pipelines and engineering—contributed another $83.9
billion, or 18.3 percent, to the total. Broadly defined, energy accounted for $186.6
billion, of 38.1 percent, of the region’s output in ’13.
• A recent McKinsey & Co. study conducted on behalf of the Partnership found
that 70 percent of Houston’s tradable sectors are energy-related. “Tradable”
3

refers to goods and services sold outside the region. Growth in tradable sectors,
also known as the economic base, spurs growth in the secondary sectors (e.g.,
retail, restaurants, health care).
• The average annual compensation in Houston’s mining sector was $185,000 in
’13, according to the Quarterly Census of Employment and Wages. Compensation for all other industries averaged $64,500. Translation: One energy job has
the purchasing power of three non-energy jobs in Houston.
Data Spud
Unfortunately, the industry has become a victim of its own success. By marrying
two technologies—directional drilling and hydraulic fracturing—U.S. energy firms
have unlocked the nation’s enormous, tight oil reserves. Domestic production has
grown from 5.0 million barrels per day (bbl/d) in November ’08 to 9.1 million in
November ’14.
ANNUAL U.S. CRUDE PRODUCTION, Millions of Barrels per Day
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The increase in domestic production has greatly reduced U.S. dependence on
foreign oil. The share of U.S. consumption met by imports fell from 60 percent in ’05
to 33 percent in ’13, and is expected to slip to 20 percent in ’15, according to the U.S.
Energy Information Administration (EIA). OPEC crude, once destined for the U.S.,
now travels elsewhere or goes into storage. OPEC’s surplus capacity now exceeds
2.1 million bbl/d and is projected to reach 2.7 million bbl/d in ’15.
When OPEC met in Vienna on November 27, U.S. oilmen hoped the OPEC ministers
would agree to production cuts and shore up oil prices. But the ministers took no
such action. Instead, they decided to let the market set prices. The day after OPEC
met, the price of North Sea Brent, the benchmark for crude traded on the global
market, fell from $77.75 to $70.15, and slipped to $68.07 in early December. The
price for WTI fell from $77.39 to $66.15 the day after Thanksgiving and has slipped
to below $65 since then.
The Wall Street Journal
reports that to balance
their budgets Venezuela
requires oil at $121/bbl,
Algeria at $121, Nigeria at
$119, Ecuador at $117, Iraq
at $106, Angola at $98,
Libya at $90, Kuwait at
$75, and the United Arab
Emirates at $70.
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OPEC hopes that a prolonged period of oil below $70 per barrel will shut down
high-cost production and balance global supply and demand. Much of that highcost production is in the United States. The strategy is not without pain for OPEC.
Nine of the 12 member nations need oil prices between $70 and $121 per barrel to
balance their domestic budgets. 3 It took 40 years for the day to arrive, but now the
U.S. creates havoc for OPEC. Unfortunately, the arrival is creating havoc for Texas
as well.

The Outlook
Wall Street has punished the industry for the drop in oil prices. Share prices for
publicly traded exploration and service firms have fallen 10 to 40 percent this year.
The nation’s 14 largest publicly traded exploration companies4 have lost a combined
$308.4 billion in market capitalization over the past six months.
Cash flow, already inadequate to fund the industry’s aggressive drilling program,
has shrunk. A barrel of WTI in December sells for $42 less than it did in June. Given
that Texas pumps about 2.0 million barrels every 24 hours, the price drop equates
to a loss of $83 million per day, or $2.5 billion each month, in potential revenue.
Falling oil prices are limiting the industry’s access to debt. From ’09 to ’13, the
industry outspent its cash flow by $272 billion and turned to banks, private investors,
and the bond market to fund exploration programs, according to IHS Herold. Merrill
Lynch, which closely tracks the $1.7 trillion high-yield bond market, estimates that 17
percent of these bonds, about $289 billion, were issued by the oil and gas industry
over the past few years. The door to new financing shut the day after OPEC met in
Vienna, notes Philip Verleger, president of independent consulting firm PKVerleger
LLC, and energy economist with the Ford and Carter administrations.
Certain Uncertainty
No one knows how far oil prices will fall in the coming months. The EIA forecasts WTI to average $77.75 in ’15. Most oil companies would be grateful if prices
remained that high. In early December, crude futures on the New York Mercantile
Exchange traded between $65 and $68 per barrel through the end of ’15. Recent
media reports suggested the Saudis would be content with Brent at $60 per barrel.
One thing is certain—the industry will drill fewer wells next year.
Moody’s Investor Services expects independents to cut their exploration budgets
by 20 percent. An analysis by Tudor, Pickering, Holt & Co. suggests exploration
budgets could fall 30 percent or more in ’15. Both Tudor Pickering and Simmons &
Co. anticipate the rig count to fall by 500 units by the end of ’15, which suggests a
dramatic cut in the number of wells drilled. Every basin will see a significant drop in
activity, even the Eagle Ford, Permian and Bakken.
For the past four years, conventional wisdom held that the breakeven point for
drilling a well in the Eagle Ford is $70 a barrel and between $50 and $80 in the
Permian. The EIA estimates the breakeven for the Bakken much lower at $42. Those
floors will be tested in the coming months.
As exploration firms pull back and the rig count falls, they will gain leverage to
negotiate cheaper rates which will lower break-even points. Land acquisition, a
significant upfront cost, will slow. Firms will work prospects already in their portfolios, focusing on wells that turn a profit at lower prices. Companies will utilize
technologies to increase production from existing wells and test whether wells can
be spaced closer without sacrificing overall production. The industry will adapt, and
consequently production growth will not slow as quickly as OPEC hopes. The U.S.
now produces 9.1 million barrels per day; EIA forecasts production will average 9.5
million in ’15. If Libya returns to Gaddafi-era production levels or sanctions are lifted
against Iran, the glut and subsequent low oil prices may linger.

Anadarko, Apache, BP,
Chesapeake, Chevron,
ConocoPhillips, Devon,
EOG, ExxonMobil, HESS,
Marathon, Noble Energy,
Occidental and Shell
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A shakeout in the industry will undoubtedly occur. That change began with the
pending Halliburton-Baker Hughes merger. Expect more mergers in the future.
Balance sheets will be as important as the economics of drilling individual wells.
Companies burdened with debt will fold, providing others with opportunities to
acquire assets at bargain prices. Service firms with offices in remote locations will
consolidate, most likely into Houston. That was the pattern in the ’80s and it should
repeat itself in the ’10s. Mega projects in their early stages will come under closer
scrutiny. Those well underway will continue. In a year or two, perhaps more, the
industry will emerge leaner and more efficient, and production growth will resume.
5

Employment Impact
Inevitably, layoffs will occur next year, the result of mergers, bankruptcies, weak
demand and the need to cut costs. Resumes of engineers with energy experience
have already begun to circulate in the community. If history is a guide, layoffs will
be more concentrated in oil field services (blue collar jobs) than in exploration
(white collar jobs). During the ’08-’09 swoon, oil fell from $145 to $32 a barrel, the
North American rig count fell 60 percent (1,155 rigs), oil field service employment
in Houston fell 23.8 percent (9,700 jobs) and oil and gas extraction 2.6 percent
(1,200 jobs). The Partnership does not anticipate as dramatic a drop in employment
in either sector. The hope that the glut is a short-term phenomenon will mitigate
layoffs, with the stronger production firms holding onto talent they know they will
need when the market rebalances. As a result, the Partnership anticipates a significant drop in oil field services (7,900 jobs) and a minor drop in oil and gas exploration (1,300 jobs) in ‘15.

Construction
Construction continues to do well in Houston.
• McGraw Hill reports that $25.1 billion in contracts were awarded in the metro
area in the first nine months of ’14. That compares to $9.1 billion awarded during
the same period in ’13.
• Construction permitting in the city of Houston totaled $8.5 billion for the 12
months ending October ’14, a 41.8 percent increase from the $6.0 billion issued
during the same period last year.
• Over the past two years, local voters have approved more than $5.3 billion in
school and municipal bonds.
• The U.S. Census Bureau reports that 32,649 permits for construction of singlefamily homes have been issued in metro Houston during the first 10 months of
this year, up 9.6 percent from 29,770 during the same period last year.
CITY OF HOUSTON BUILDING PERMITS, $ Billions
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With the slowdown in oil and gas, demand for new office space will abate. Similarly,
with a slowdown in manufacturing less industrial space will be needed. Construction will continue on the $100 billion in ethane crackers, chemical plants, and LNG
terminals announced for the Gulf Coast, helping to offset the decline in commercial construction. And Houston-area builders will probably start 33,000 to 35,000
single-family homes in ’15, up slightly from approximately 30,000 started in ’14,
according to David Jarvis with McAlister Investment Real Estate.
The Partnership calls for employment growth in construction to slow marginally, the
sector adding 8,200 jobs next year.
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Manufacturing
Manufacturing in Houston is a $96.7 billion industry and accounts for slightly less
than one-fifth the region’s GDP. Seventy percent of Houston’s manufacturing output
comes from nondurables (e.g., refined products, chemicals, plastics, food, apparel,
and paper goods) and 30 percent from durables (i.e., goods with a lifespan of three
or more years).
Much of Houston’s growth has been tied to the manufacture of oil field equipment
and fabricated metal products–the former to support the drilling boom, the latter
to support the construction boom. With the anticipated slowdown in exploration,
demand for oil field equipment will fall, taking employment with it. The Partnership
expects durable goods manufacturers to cut staff in ’15.
Growth in the U.S. economy will expand demand for chemicals, plastics and other
locally-produced nondurables, but it won’t be enough to offset losses associated
with the decline in oil field equipment and fabricated metals manufacturing. The
Partnership expects manufacturing overall to lose 3,300 jobs in ’15.

Wholesale Trade
The sector employs 156,200 Houstonians, making it larger than mining, transportation and utilities, or finance and real estate as an employer.
Wholesale trade is a hidden part of Houston’s economy because wholesalers don’t
deal directly with consumers. Instead, they supply retailers with goods to stock
their shelves; deliver bulldozers, oil field equipment and walk-in freezers to firms
that use them in their business; distribute nuts, bolts, paint and wiring to manufacturers who incorporate the components into final products; and broker goods and
commodities to buyers overseas.
Growth in ’15 will depend on what happens in the energy, retail and manufacturing
sectors, and on what happens in U.S. and overseas markets.
The anticipated drop in exploration next year will reduce the demand for oil field
equipment. Exports will slow if overseas economies continue to weaken. The
strengthening dollar will further reduce demand for U.S. exports. Durables manufacturing, in Houston heavily weighted to energy, will contract, but production of
nondurables will expand. Consumer purchases, driven by a growing population, will
increase. And the U.S. economy will continue to improve.
Though some sectors will struggle, there’s enough momentum in wholesale trade
for employment growth. The Partnership expects the sector to add another 3,500
jobs in ’15.

Retail
From ’09 to ’13, retail sales in Houston grew by $26.6 billion (30.3 percent), $17.4
billion (19.8 percent) when adjusted for inflation. The sector has three drivers: population, jobs and income. As noted earlier, Houston has gained more than a half-million residents over the past four years, $30.5 billion in wages and salaries over the
past four years, and more than 463,000 jobs since the beginning of ’10.
Strong retail growth has attracted scores of retailers in recent years. Grocers
entering the Houston market include Aldi, Fresh Market, Sprouts and Trader Joe’s.
Other retailers entering the market include 5.11 Tactical Series and Cabellas (sporting
goods), homeIDENTITY (furniture), Boston Proper, John Varvatos, Kate Spade, Polo
Ralph Lauren, Stag, Suitsupply and Top Shop (apparel), and Pet Supplies Plus.
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The Partnership foresees only a modest slowdown in retail hiring next year. Many
retailers have already signed leases or broken ground for stores that will open in
’15. H.E.B., Kroger and Whole Foods plan to open a combined 15 stores. Many wellknown retailers—Academy, Conn’s, Costco, Gander Mountain, Floor & Décor, HomeGoods, Nordstrom, Ross Dress for Less, Sam’s Club, TJ Maxx—are looking to expand
in Houston. And CBRE estimates 2.0 million square feet of retail space is under
construction, much of it to be delivered in ’15. As of Q3/14, another 6.8 million
square feet was proposed, though some of those plans undoubtedly will be put on
hold.
The uncertainty over oil prices may make retailers more cautious, but it won’t derail
their expansion plans. Houston’s population will continue to grow, new stores will
open, and those stores will need meat cutters and produce clerks, sales associates
and managers. The Partnership expects retail hiring to dip from recent trend, but
still add a healthy 6,600 jobs in ’15.

METRO HOUSTON RETAIL SALES, 4-QUARTER MOVING TOTAL
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Transportation, Warehousing and Utilities
Transportation comprises several modes—air, water, trucking, rail and pipeline
among them—plus support services, warehousing and utilities. Each sector has a
different driver.
• Air: business and leisure travel,
• Water: international trade,
• Trucking: manufacturing and wholesaling,
• Pipelines: oil and gas production,
• Warehousing: manufacturing and wholesaling,
• Support services: all the aforementioned, and
• Utilities: commercial and residential construction.
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HOUSTON AIRPORT SYSTEM TRAFFIC PASSENGERS (millions)
12 Months Ending
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Domestic
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1.7%

1.2%

4.4%

Source: Houston Airport System and Partnership Calculations

Factors impacting sector employment in ’15:
International momentum continues to build at Bush Intercontinental Airport. In the
past two years, Air China initiated service to Beijing; Korean Air to Seoul; Scandinavian Airlines to Stavanger; and Turkish Airlines to Istanbul. United is adding
flights to Tokyo, Munich, Santiago, and Punta Cana. Aeroméxico is adding flights
to Monterrey, and VivaAerobus to Guadalajara and Cancún. Spirit Airlines will add
service to Cancun, Los Cabos, Toluca, Managua, San Jose, San Pedro Sula and San
Salvador. By the end of ’15, Southwest Airlines will launch international service from
Hobby Airport. 5 As a result, international passenger growth is out pacing domestic.
Traffic through the Houston-Galveston Customs District will slow as the global
economy weakens and the dollar appreciates, making U.S. exports more expensive
in overseas markets.
The expected downturn in oil field services and equipment manufacturing will
reduce demand for trucking services (and alleviate some of the associated labor
shortages).
CBRE reports that 6.0 million square feet of industrial space was under construction at the end of Q3/14. The firms that operate in that space will need forklift
drivers, shipping clerks, stock handlers and truck drivers.
Analysts expect oil production to increase in the near term, even with lower prices.
On one hand, this production must be brought to market. On the other, capital to
build new pipelines will be hard to come by. Even in the best of times, pipeline transportation added only 200 to 600 jobs per year. Any employment growth next year
will be modest at best.
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Houston’s housing market remains tight. The Houston Association of REALTORS®
(HAR) reports only 2.8 months of inventory in its Multiple Listing Service (MLS)
database.6 The market is considered evenly balanced between supply and demand
when it has a six-month inventory. Developers have the incentive to build 30,000
or more homes in ’15, all needing utility hookups. The Partnership expects employment in utilities to grow, but at a substantially slower pace than in recent years.
The Partnership expects the transportation, warehousing and utilities sector, as a
whole, to add 2,600 jobs in ’15.

Information
Information includes newspapers, magazines, book publishers, radio, television,
cable, sound recording, movies, software, data processing, the Internet and telecommunications. Employment in the sector has trended downward for the last
decade. The Internet has transformed how consumers receive their news. More
radio stations rely on national feeds rather than local broadcasts. And advances
in technology reduce the need for telecom workers. The Partnership’s forecast
reflects these changes and calls for the sector to create only 100 jobs in ’15.

Financial Activities
At the end of Q3/14, Houston enjoyed a healthy real estate market. Residential
brokers sold nearly 70,000 homes over the first nine months and were on track to
sell more than 90,000 by year’s end, which would be a record for Houston. By the
time ’14 closes, sales volume should surpass $23.1 billion, netting nice commissions
for residential brokers and setting a dollar volume record.
Commercial real estate has also performed well. Through the first nine months, the
market has absorbed 4.7 million square feet of office, 5.8 million of industrial and
1.8 million of retail space. The Class A office vacancy rate was 8.3 percent, industrial
5.3 percent, and retail 6.6 percent, all respectable for Houston.
Residential activity shows no sign of slowing down. Pending sales at the end of
October were well above the 10-year average and the second highest level on
record for an October. Brokers can’t find enough homes to sell. At the current level
of sales, the market could handle another 30,000 listings.
There are signs of a slowdown in commercial real estate. Through the first nine
months of ’14, the five largest office leases absorbed 700,000 square feet of space,
compared to 2.0 million over the same period in ’13. Last year, lease transactions
above 100,000 square feet were common. Now leases under 75,000 square feet
are the norm. And developers have become more cautious, placing several speculative office projects, albeit smaller ones, on hold in recent weeks.
But Houston won’t see a repeat of the ’80s. For one, the office market is not overbuilt. From ’82 to ’86, the metro area added 71.7 million square feet of office space,
a 61.8 percent increase, much of it built on spec. Since Q1/10, the region has added
about 11.1 million square feet of office space with another 17.3 million square feet
under construction. The space added and under construction represents a mere
14.3 percent increase in the market, and two-thirds of the space under construction
is pre-leased. At the depth of the ’80s recession, the office vacancy rate in Houston
topped 30 percent. That would be equivalent to every building in the CBD and
Energy Corridor going empty—a highly unlikely scenario

That’s number of months
it will take to deplete current active inventory based
on the prior 12 months of
sales activity.

6

10

Second, Houston’s housing market remains tight. From ’82 to ’86, the region added
187,760 apartments and single-family homes while shedding 221,000 jobs. Since
Q1/10, Houston has built 189,575 apartments and single-family homes while adding
463,800 jobs. With a 2.8 month supply of homes in inventory, Houston is not in
danger of overbuilding, except for maybe apartments.

Likewise, the banking industry is healthier now. When oil prices fell in the ’80s,
the collapse hit Texas banks hard and the legislature opened Texas to interstate
banking. Venerable names like Texas Commerce, First City and Republic National
disappeared while stalwarts like JPMorgan, Wells Fargo, and Bank of America—
national banks with more resources—arrived in Houston. And the banks are more
closely watched now and have stricter capital requirements, thus preventing a
repeat of the ’80s.
Growth in financial services employment will depend on new banks entering the
market, the opening of additional branches by existing banks, interest rate increases,
and new financial products offered in the market. This will be tempered by regulations put in place by the Dodd–Frank Act and bankers wariness of lending to firms
linked to the oil patch.
The Partnership forecasts hiring in financial services—real estate, banking, insurance
and related services—to slow somewhat, with the sector adding 1,900 jobs in ’15.

Professional, Scientific, and Technical Services
The sectors that compose professional, scientific, and technical services include
accounting, advertising, architecture, computer systems design, engineering, law,
management consulting, marketing, public relations, scientific research and the
catch-all “other services.”
As the sector name indicates, these firms serve the business community. They keep
things legal, track cash flow, design systems, suggest ways to improve operations,
raise awareness for the company’s brand, and perform contract research.
Houston’s engineering firms have healthy backlogs. In good times and bad, every
business needs a CPA and sound legal advice. However, marketing and P.R. budgets
are often the first expenses cut in a downturn. The same goes for consulting
contracts. Work on new computer systems may be delayed until cash flow improves.
Bottom line: growth will slow. The Partnership forecasts the sector to add 9,300
jobs next year.

Administrative and Support and Waste Management and
Remediation Services
This sector contains a hodge podge of industries. It includes firms that support the
operations of other organizations by providing typical administrative functions—
clerical, human resource, janitorial, maintenance, laundry, and security—for a fee;
pest control, landscaping, carpet cleaning and laundry services; credit bureaus and
travel agencies; copy centers; temporary/contract employment agencies; and firms
that collect, haul, treat and disposal of waste.
Though the sector accounts for only one in 15 jobs in the region, the industry
accounts for one in 10 jobs added in the recovery, reflecting the long-running trend
toward outsourcing non-core functions. The Partnership expects that trend to
continue, especially as firms look for ways to cut costs next year. As a result, the
Partnership forecasts the industry to add 8,400 jobs in ’15.

Educational Services
This sector covers private education—vocational training, technical schools, private
universities, testing services and the like. Based on data from County Business
Patterns, the region has more than 1,600 private institutes of education. Perhaps
the best know are Baylor College of Medicine, Houston Baptist University, Rice
University, South Texas College of Law, University of Phoenix, and University of
St. Thomas. The region has 330 private and parochial elementary and secondary
11

education schools as well. Employment growth tracks the health of the general
economy. The Partnership expects the trend to continue, with the sector adding
1,200 jobs in ’15.

Health Care
Health care accounts for one in every 10 jobs in the region, 9.5 percent of local
payroll ($15.9 billion in ’13), and more than 48,000 jobs created since the end of the
Great Recession.
Health care, like retail, benefits from population and employment growth. An equally
important driver is demographics. In a typical year, Houston records more than
90,000 resident births—children under the age of five visit the doctor frequently
for checkups and vaccinations. And every year, Houston’s population 65 and older
grows by 15,000 to 20,000 residents—older residents require more health care to
deal with ailments associated with aging. Houston’s 65-plus population exceeds
600,000 residents, and it will expand as the baby boom generation ages.
While the demand for health care grows, it’s less certain how it will be paid for.
Provisions of the Patient Protection and Affordable Care Act (ACA) along with
mandates from private insurers pressure health care providers to cut costs and
reduce hospital stays. Critical care centers now see patients once handled in the
emergency rooms. Stand-alone dialysis and chemotherapy centers are now the
norm. As a result, employment in ambulatory health care is growing at three times
the rate of hospital employment.
Although the delivery of health care is changing, the need for it continues to grow.
The Partnership expects the sector to add 9,600 jobs in ’15.

Arts, Entertainment and Recreation
With just 29,500 employees, arts, entertainment and recreation is one of Houston’s
smallest employers, accounting for one percent of regional employment. Annual
payroll is just over $1 billion.
The major players include Houston’s cultural treasures (think Theater, Opera, Ballet
and Symphony) spectator sports (watch the Astros, Dynamo, Rockets and Texans)
and attractions (visit the Zoological Gardens and Space Center Houston). Houston
boasts more than 1,300 performing arts organizations, museums, sports teams,
and recreational facilities. However, half of these organizations employ five or fewer
workers.
Houston is unlikely to add a professional sports team, though the city could use
a hockey franchise. Employment in performing and visual arts depends on attendance, corporate support, and the munificence of wealthy donors—three uncertainties in light of next year’s economic prognosis.
A third of all “Arts and Rec” employees work at gymnasiums, fitness centers, tennis
clubs and swimming pools. That’s where the potential for growth lies. The need to
shrink waistlines will expand employment opportunities next year.
The Partnership forecasts an additional 700 jobs in this sector in ’15.

hotel

Accommodation
The sector is not a major employer—24,100 workers as of October ’14—but it
generates significant tax revenue. The City of Houston expects to collect $89.8
million and Harris County $35.7 million from the Hotel Occupancy Tax7 in the
current fiscal year. Since the tax is tacked onto hotel bills, it’s paid mostly by
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out-of-towners. As a result, non-Houstonians help service debt issued to construct
local sports venues and convention facilities. The hotel tax is also used to operate
Miller Theatre, the Houston Arts Alliance, and the Theatre and Museum Districts,
the operations of Houston First Corporation (which manages the city’s convention
facilities) and the Greater Houston Convention and Visitors Bureau.
The region hosted 353 conventions and trade shows in ’14, according to the GHCVB.
These trade shows brought in 758,040 delegates who booked 561,441 room nights
in local hotels. The GHCVB expects activity in ’15 to surpass that of ’14. Several major
conventions are already booked—American Bar Association, American Academy
of Allergy, Asthma and Immunology, Offshore Technology Conference, Texas High
School Coaches Association, Shiners International, and Society of Petroleum Engineers among them.
The number of casual visitors to Houston should grow as well. In October, Travel +
Leisure ranked Houston among the top five America’s Favorite Cities, a barometer
of what’s top-of-mind among travelers. Trip Advisor ranked Houston 12th on the
firm’s list of top 25 U.S. travel destinations. Royal Caribbean Cruises has agreed to
bring in larger vessels and expand service at the Port of Galveston in early ’15. And
as noted earlier, international service to Houston continues to expand.
PKF Consulting expects Houston to add more than 6,000 hotel rooms over the
next two years, all in time for SuperBowl LI in ’17. Even with the additional rooms,
average daily rates are projected to increase from $108.50 in ’14 to $113.00 in ’15.
The outlook for accommodation remains strong. GHP forecasts the sector to add
1,000 jobs in ’15.

Food Services
Food services could also be called “wining and dining.” The sector includes restaurants, cafés, fast food franchises, cafeterias, food trucks, and bars.
HOUSTON EATING & DRINKING ESTABLISHMENTS

Fast Food

3,702

159
643

959
Full-Service
Restaurants
The Hotel Occupancy Tax
is 17 percent, of which 6 percent goes to the state, 7 percent to the City of Houston,
2 percent to Harris County
and 2 percent to the Harris
County Houston Sports
Authority. The City uses its
share to fund Houston First,
the Houston Arts Alliance,
service convention and
entertainment facility construction bonds. The county
uses its portion to service
debt on the Astrodome
and facilities built by Harris
County Sports Authority.

Cafeterias

Bars

Snack Bars

3,392

7

Source: Quarterly Census of Employment and Wages

At mid-’14, the region boasted 159 cafeterias (e.g., Furr’s, Luby’s), 3,392 full-service restaurants (e.g., Pappasito’s, Landry’s), 3,702 limited service restaurants (e.g.,
Schlotzsky’s, Chick-fil-A), 959 snack and nonalcoholic bars (e.g., Starbuck’s, Jamba
Juice), and 643 alcoholic bars and drinking places (e.g., Anvil, Richmond Arms).
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Houston’s restaurant scene has developed a national reputation. No fewer than
67 Houston-area restaurants have been featured in national publications (Bon
Appetit, Esquire, Food & Wine, GQ, Maxim, National Geographic Traveler, Gourmet,
Texas Monthly, Travel + Leisure, Southern Living and Zagat) in recent years. In
April, Resonance Consultancy, a global travel marketing firm, ranked Houston the
sixth most popular destination in the U.S. for foodies.
Houston has 1,500 more bars and restaurants today than it did five years ago,
along with 36,000 new jobs in those eating and drinking places. A number of
factors drove the increase: consumer confidence, population growth, hectic lifestyles, the rising popularity of ethnic cuisines, the unwillingness to cook, and the
inability to cook. A number of factors may temper growth next year: cutbacks in
business entertaining, slippage in consumer confidence, and slower job growth.
New bars and restaurants will open next year, but not at the same pace as the past
five years. They will still need cooks, bartenders, staff, busboys and managers.
The Partnership forecasts food services and bars to add 8,300 jobs in ’15.

Other Services
Employees in other services work for a variety of areas: repair services (automotive, appliance, machinery), personal services (laundry, dry cleaning, funeral,
pet care, parking, dating) and associations (religious, grant-making, civic, business, professional). This is a small sector with barely 100,000 employees, or 3.5
percent of total employment for the region.
Employment in “other services” tracks the economy as a whole, adding jobs when
Houston prospers and cutting jobs when Houston struggles. The Partnership
expects slower growth in Houston next year, thus slower growth in this sector.
Expect it to add slightly more than 2,200 jobs in ’15.

Government
Government employment is divided into three sectors—federal, state and local.
State and local are subdivided into public education and the other governmental sectors.
Local education, with more than 200,000 teachers, instructional aides, crossing
guards, cafeteria workers and administrators, is one of the largest employers in
the region—a fact that may seem startling until one considers that the region’s
60 school districts educate more than 1.2 million students. Restated: One in five
Houston residents attends a local elementary, middle or high school.
School enrollments have grown by more than 200,000 students over the decade
(’03–’13), or about 20,000 students each year. The increase came as children relocated to Houston with their families or those children born here reached school
age. Over the same period, school district employment grew by 25,400 jobs, an
average of 2,540 per year.
Growth in enrollment doesn’t necessarily translate into growth in employment.
There may be more students on campus but funding determines the number of
teachers in the classrooms. Funding comes from three sources—local property
taxes, state allocations and federal grants—but mainly from property taxes.
Property tax revenues rise and fall with property values, which rise and fall with
the economy. But there’s always a lag. Employment in public education may
expand as the economy slides into recession, as was the case in ’09 (9,200 jobs
added) or slip as the economy recovers, as was the case in ’11 (8,100 jobs cut).
The good news is that property values have appreciated by $65 billion (all
local districts combined) over the past three years. Expanding enrollments, the
14

opening of new schools, and higher property values will support more teachers in
the classrooms and coaches on the fields. The Partnership forecasts the local public
education sector to add 7,700 jobs in ’15.
Modest growth, driven by a surging population and improved finances, will occur in
municipal and county employment as well. The Partnership expects the sectors to
add a combined 1,200 jobs next year.

Historic
Perspective

From ’94 to ’13, Houston created 970,000 jobs, an average of 48,600 jobs per
year. Obviously, Houston creates more jobs in robust years and fewer jobs in lean
years, but the average provides a decent benchmark against which to assess the
Partnership’s employment forecast—growth will be better in ’15 than the long-term
average but slower than in recent years. If one strips the outliers from the calculation, removing the three best years (’97, ’06, ’12) and three worst years (’02, ’03,
’09) for job creation, the average jumps to 58,400 jobs. Against that metric, next
year’s forecasted job growth seems normal for the region.
Readers should be advised that the current pace of job growth—120,000 jobs in the
12 months ending October ’14—is unsustainable. It’s also likely that this year’s job
growth will eventually be revised downward.
That’s because the monthly employment reports commonly cited in the media are
issued by the Texas Workforce Commission and come from a national survey of
businesses conducted by the U.S. Bureau of Labor Statistics, and as with all surveys,
the results are subject to sampling error. BLS revises its estimates once a year based
on unemployment insurance reports filed with state workforce agencies. These
“benchmark revisions” are released in March and often reflect significant revisions
to the original estimates. Readers shouldn’t be surprised if they see downward revisions to Houston’s employment data for ’14. The Partnership’s forecast for 62,900
jobs in ’15 should be seen in that context.
HISTORIC REVISIONS TO PAYROLL EMPLOYMENT, HOUSTON METRO AREA

Year

Original Estimate*

Benchmark Revision*

Difference From
Original Estimate

’05

42,500

89,200

46,700

’06

73,100

106,000

32,900

’07

59,800

89,100

29,300

’08

57,300

19,900

-37,400

’09

-92,500

-108,800

-16,300

’10

13,100

47,300

34,200

’11

75,800

80,500

4,700

’12

84,500

115,400

30,900

’13

82,000

76,200

-5,800

* Measured December to December
Source: Texas Workforce Commission and Partnership calculations
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conclusion

To better understand the outlook for Houston, it helps to put the current oil price
scenario in an historical context. On January 2, 1990, the WTI spot price was $22.88
per barrel. WTI flirted with the upper $30s at the onset of the First Gulf War then
fell to less than $12 later, averaging $19.73 for the decade.
In spite of prolonged low oil prices, Houston grew, adding more than 500,000 jobs
in the decade. No individual sector dominated Houston’s growth, though a few
stories stand out—the birth of COMPAQ, construction of the International Space
Station, a greater appreciation for the Texas Medical Center, a new focus on international trade, and Houston’s shift from blue collar to white collar employment.
Mark Twain once said, “History doesn’t repeat itself, but it sure does rhyme a lot.”
For the third time in three decades, Houston is about to enter an era of relatively
low oil prices. Yet by all measures Houston is better off now than it was in the ’80s,
’90s, or even the past decade. In the short term, growth may slow, but it always
rebounds. That’s always been Houston’s story. One doesn’t need Twain’s talent to
write it. Just look at the data.

OIL PRICES AND EMPLOYMENT GROWTH
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Patrick Jankowski, Jenny Philip, Jade Bennett, Allegra Ellis, Edith Chambers,
Josh Davis, Julia Gee and Roel Martinez contributed to this forecast.
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HOUSTON MSA NONFARM PAYROLL EMPLOYMENT FORECAST (000s)
Employment as of

Net Change

% Change

Dec '14 Dec '15

Dec '14 Dec '15

Dec '14 Dec '15

Industry
Total Nonfarm

2,961.6

3,027.3

121.5

62.9

4.3

2.1

Total Private

2,571.9

2,629.0

110.2

53.3

4.5

2.1

Goods Producing

582.4

578.1

30.5

-4.3

5.5

-0.7

Service Providing

2,379.1

2,449.1

90.9

67.2

4.0

2.8

117.1

107.9

9.7

-9.2

9.1

-7.9

Oil and Gas Extraction

64.1

62.8

4.2

-1.3

6.9

-2.0

Support Activities for Mining

52.4

44.5

5.6

-7.9

12.1

-15.1

Construction

201.5

209.7

12.6

8.2

6.7

4.1

Manufacturing

263.6

260.3

8.0

-3.3

3.1

-1.3

Durable Goods

173.4

169.0

1.9

-4.4

1.1

-2.5

Non-Durable Goods

90.4

91.5

6.3

1.1

7.4

1.2

608.2

620.9

21.0

12.7

3.6

2.1

Wholesale Trade

157.2

160.7

3.4

3.5

2.2

2.2

Retail Trade

307.7

314.3

9.3

6.6

3.1

2.1

Transportation, Warehousing, and Utilities

143.3

145.7

8.3

2.6

6.2

1.8

Information

33.7

33.8

0.8

0.1

2.5

0.3

Financial Activities

146.1

148.0

4.9

1.9

3.5

1.3

54.6

55.4

2.5

0.8

4.8

1.5

448.4

464.9

17.4

16.5

4.0

3.7

224.6

232.9

17.0

9.3

8.2

4.1

25.3

27.1

0.9

1.8

3.7

7.1

198.7

205.3

-0.3

8.4

-0.1

4.2

364.1

374.9

24.0

10.8

7.1

3.0

53.5

54.7

2.6

1.2

5.1

2.2

310.6

320.2

21.4

9.6

7.4

3.1

286.8

296.8

8.9

10.0

3.2

3.5

Arts, Entertainment, and Recreation

28.9

29.6

1.3

0.7

4.6

2.4

Accommodation and Food Services

257.9

267.2

7.6

9.3

3.0

3.6

Other Services

102.0

103.2

2.5

2.2

2.5

1.2

Government

389.7

398.3

11.3

9.6

3.0

2.5

Federal Government

27.3

27.3

-0.1

0.0

-0.4

0.0

State Government

73.1

73.8

0.3

0.7

0.4

1.0

39.5

39.9

0.3

0.4

0.8

1.0

289.3

297.2

11.1

7.9

4.0

2.7

202.3

209.0

8.1

7.7

4.2

3.8

Mining and Logging

Trade, Transportation, and Utilities

Real Estate and Rental and Leasing
Professional and Business Services
Professional, Scientific, and Technical Services
Management of Companies and Enterprises
Admin Support & Waste Mgmt
Educational and Health Services
Educational Services
Health Care and Social Assistance
Leisure and Hospitality

State Government Educational Services
Local Government
Local Government Educational Services

Note: Columns may not add up due to rounding and omission of residual categories.

Source: Greater Houston Partnership based on Texas Workforce Commission Data
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