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The Institute of Directors released the results of its Business Opinion Survey for the second quarter of 2001 today. Most of the forward indicators, including order books, point to a resumption of slowdown in forthcoming months, although the survey did show healthy company performance and a halt to the slide in business optimism and reported output growth that had been evident through 2000. 

Profits were weaker and capacity utilisation lower in the second quarter, which indicated an underlying deterioration in business conditions. Inflationary pressures remained remarkably benign, but the manufacturing sector continues to under-perform the economy as a whole.

The survey found that business optimism was stable in the second quarter after showing four consecutive quarters of decline since March 2000. The balance of companies that were more, rather than less, optimistic about their company’s prospects (relative to the previous quarter) in June was 28 per cent, unchanged from the previous March but this compared with 35 per cent in December, 39 per cent in September, 49 per cent in June and 57 per cent in 

March 2000. The data on reported output growth were also unchanged. 

However, orders, including export orders, were significantly weaker (especially in manufacturing). And employment balances; expected output balances; capacity utilisation; and profits balances also deteriorated. Investment intentions were broadly weaker – especially for investment in training and plant and machinery. However, the deterioration in the survey results should be kept in some perspective. Most respondents reported that their companies were still performing well, with the balance of those companies performing well, minus those performing badly, little changed (slightly up) at 80 per cent. This indicator has been virtually flat since the beginning of last year. 

Price pressures remained weak, with many more respondents reporting increased costs than increased prices – putting a squeeze on margins. Average pay settlements were around 

4.1 per cent, unchanged from March and down on December’s 4.6 per cent.
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Manufacturing industry continued to under-perform the general economy but the survey suggested that there were some positive features of the sector’s performance. There was a partial recovery in optimism after March’s collapse and the output growth balances were comfortably positive. But both total and export orders slumped in June after looking quite firm in March, which bodes badly for manufacturing in the near term. 

The fieldwork for the survey was centred on the first 2 weeks in June. 

Ruth Lea, Head of the Policy Unit at the IoD, said:

"Our latest survey suggests that reported output growth and general business optimism may have stabilised in the second quarter after slipping for the previous four quarters. But there were some more worrying indicators. Both total and export orders were down – as were profits and growth expectations. And job creation was weaker. This all suggests that the economy is set for further deceleration. The overall picture is one of a still growing economy - but a slowing economy - with a manufacturing sector which continues to under-perform the rest of the economy. One bright spot is that inflationary pressures remain benign.

“We remain concerned about the downside risks to the British economy. Even though we remain optimistic that a hard landing can be avoided in the US, there still has to be a risk of a serious downturn. The downgrading of Euroland’s growth prospects since the beginning of the year has been very disquieting – Germany’s near term prospects are especially worrying. And the economic performance of the Far East, in general, and Japan, in particular, is disappointing. In addition to the deteriorating international environment, nervous equity markets and the cumulative knock-on effects of the Foot and Mouth epidemic can only continue to damage confidence and economic activity. 

“In 1998 we were confident that the British economy would cope with the market turbulence of that year – and it did. But this year an insidious combination of adverse events is increasing the prospect of significant slowdown. Even though our central case is still one of growth stimulated by fiscal expansion and cuts in interest rates, the risks are on the downside – despite a seemingly buoyant housing market and positive retail sales.”   

Ends
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Copies of the Business Opinion Survey are available from the IoD Press Office.
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Contact points:

Ruth Lea, Head of the Policy Unit, office tel: 020 7451 3291; home tel: 020 8346 3482 

  pager number: 07626 241749

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 some 70,000 members world-wide, 54,000 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

	
	
	
	
	
	
	
	
	
	
	

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

	- of which

manufacturing
	61
	66
	52
	47
	73
	68
	70
	59
	72
	72

	Optimism
	40
	29
	52
	50
	57
	49
	39
	35
	28
	28

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

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

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

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

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

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

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

	Employment (reported)
	26
	18
	24
	25
	37
	31
	22
	25
	22
	18

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

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

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

	Costs (reported)


	25


	24


	31


	35


	42


	43


	36


	38
	35
	31

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

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

	- of which

manufacturing 
	-28
	-12
	-12
	-10
	-7
	-6
	-3
	-5
	0
	-1

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

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

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

	Investment (build’gs)
	13
	14
	19
	14
	17
	21
	21
	13
	13
	12

	Investment (P&M) 


	36
	26
	28
	34
	37
	44
	35
	38
	34
	28

	Investment (R&D)
	41
	27
	30
	36
	39
	41
	36
	37
	31
	31

	Investment (training)
	53
	44
	44
	44
	54
	54
	44
	50
	48
	40


