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The Institute of Directors released the results of its Business Opinion Survey for the first quarter of 2002 (March) today which showed a slippage in company performance, lower capacity utilisation and weaker profits, despite better output growth over the past three months and a sharp recovery in optimism. However, all the forward indicators improved, especially export orders and expected profits. The IoD attributed some of the improvement to a generally better business climate and part to a recovery from the first instinctive reaction to 11 September events in the final quarter of last year.

The IoD said that business optimism jumped in the first quarter to its best level since the second half of 2000, after slumping in the previous quarter. The balance of companies which were more, rather than less, optimistic about their company’s prospects (relative to the previous quarter) in March was 40% which compared with 10% in December and 23% in September. The collapse in December, in retrospect, did seem to be an instinctive reaction to the 11 September terrorist attacks in the US.

Reported profits, however, were the worst since December 1998 as cost increases continued to outstrip price increases, and company performance slipped further even though the majority of respondents reported that their companies were still performing well. The balance of those companies performing well, minus those performing badly, was 67% compared with 72% in December, 76% in September and 80% in June. But output growth recovered a little after slipping for much of the previous two years. The balance of directors reporting higher output minus those reporting lower output was 36% in March compared with 33% in December and 38% in September. 

Forward indicators were all better. Both total order books and, especially, export order books were higher. The improvement in export order books was especially sharp and followed a very nervous slump in the final quarter of last year. The balance of those companies reporting above normal order books minus those reporting below normal order books was +4% in March compared with –17% in December and –1% in September. 
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Price pressures remained weak, with many more respondents reporting increased costs than increased prices – putting a squeeze on margins. Average settlements were around 4.0% in March, down on December’s 4.6%. 

Manufacturing industry continued to under-perform the general economy but the gap between manufacturing and the rest of the economy was narrower after widening significantly in December. Export order books staged a significant recovery. 

Ruth Lea, Head of the Policy Unit, said:

"Our latest survey, on the whole, suggests that the economy is recovering despite some weaker numbers for company performance. Business optimism has ‘perked up’ after collapsing in December – though we believe that much of December’s slump was a instinctive reaction to events of 11 September so the figures should be interpreted with some caution. The improvement in export orders is especially encouraging. Another encouraging feature is the sign that manufacturing may be picking up after, what has undoubtedly been, a nasty recession. Margins throughout the economy are, however, still being squeezed by cost increases outstripping price increases.

“We now expect GDP growth of around 2% this year, with growth coming from both the public and the private sectors, and inflation, on the whole, should remain benign for the rest of the year. But, given buoyant consumers, a hot housing market and assuming a fairly neutral budget, we expect higher interest rates this year. The first hike is likely before the end of June.”   
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Contact points:

Ruth Lea, Head of the Policy Unit, tel: 020 7451 3291; pager: 07626 241749









home: 020 8346 3482

Graeme Leach, Chief Economist, tel: 020 7451 3366

Steve Reardon, Director of Communications, tel: 020 7451 3263

mobile and out of hours: 07881 626330

Richard Taylor, Press Officer, tel: 020 7451 3264

 mobile and out of hours: 07721 734886

e-mail: press@iod.com
Notes to Editors

The Institute of Directors is a non-political organisation with 55,000 members in the UK, whose aim is to help directors to fulfil their leadership responsibilities in creating wealth for the benefit of business and society as a whole. To this end the IoD provides an effective voice to represent the interests of its members to government and opinion-formers, and to bring the experience of business leaders to bear on the conduct of public affairs. 
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The main results of Business Opinion Surveys since 1999 first quarter are shown in the table below (all the data related to balances expect for pay settlements which relate to an average):

	
	‘99 Q1
	‘99 Q2
	‘99 Q3
	‘99 Q4
	‘00 Q1
	‘00 Q2
	’00 Q3
	‘00 Q4
	’01 Q1


	’01 Q2
	’01 Q3
	’01 Q4
	’02 Q1

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Company performance
	73
	71
	74
	69
	82
	78
	76
	75
	78
	80
	76
	72
	67

	- of which manufacturing
	61
	66
	52
	47
	73
	68
	70
	59
	72
	72
	76
	63
	58

	Optimism
	40
	29
	52
	50
	57
	49
	39
	35
	28
	28
	23
	10
	40

	- of which manufacturing
	18
	23
	32
	45
	44
	40
	38
	22
	3
	19
	16
	12
	32

	Cap utilisation 
	-12
	-15
	-23
	-16
	-10
	-17
	-8
	-6
	-13
	-22
	-7
	-21
	-29

	- of which manufacturing 
	-35
	-16
	-34
	-22
	-21
	-32
	-27
	-31
	-18
	-42
	-4
	-34
	-39

	Order books (total)
	15
	9
	22
	18
	35
	23
	24
	27
	20
	9
	11
	6
	7

	- of which manufacturing 
	5
	-1
	12
	2
	20
	19
	22
	20
	16
	-10
	6
	-1
	-4

	Export order books
	-7
	-12
	-1
	4
	11
	20
	2
	0
	7
	0
	-1
	-17
	4

	- of which manufacturing
	-19
	-27
	-17
	3
	14
	15
	5
	-11
	6
	-20
	-21
	-26
	3

	Employment (reported)
	26
	18
	24
	25
	37
	31
	22
	25
	22
	18
	28
	11
	12

	- of which manufacturing 
	10
	7
	13
	7
	17
	27
	26
	12
	5
	-7
	18
	-2
	-2

	Output (reported)
	37
	33
	44
	42
	58
	48
	41
	43
	40
	40
	38
	33
	36

	- of which manufacturing
	16
	28
	27
	28
	45
	41
	39
	43
	24
	25
	31
	20
	28

	Costs (reported)
	25
	24
	31
	35
	42
	43
	36
	38
	35
	31
	26
	14
	23

	- of which manufacturing 
	-1
	14
	30
	30
	38
	44
	35
	48
	31
	18
	21
	2
	26

	Prices (reported)
	-2
	5
	4
	4
	4
	6
	7
	8
	9
	8
	2
	-1
	4

	- of which manufacturing 
	-28
	-12
	-12
	-10
	-7
	-6
	-3
	-5
	0
	-1
	2
	-19
	-5

	Profits (reported)
	17
	16
	25
	17
	23
	21
	19
	18
	23
	17
	21
	13
	9

	- of which manufacturing
	2
	3
	0
	10
	-3
	16
	17
	6
	14
	8
	19
	6
	-8

	Pay (%)
	4.4
	4.0
	4.1
	4.1
	3.9
	4.6
	4.1
	4.6
	4.1
	4.1
	4.3
	4.6
	4.0


