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The Institute of Directors today releases the results of its Business Opinion Survey for the second quarter of 2002. The survey shows a further slippage in company performance - the worst since the current IoD survey started in March 1996. A fallback in optimism, slower output growth and a modest weakening of order books were also recorded. The survey indicates a general retrenchment in activity, optimism and expectations since the first quarter survey, which had been reasonably upbeat about prospects. 

The second quarter slippage in company performance extended the continuous slide since June 2001. 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 61 per cent in June compared with 67 per cent in March, 72 per cent last December, 76 per cent last September and 80 per cent last June. Business optimism also slipped back in June after recovering in March from last December’s slump (which was largely attributed to the effects of the terrorist attacks of 11 September). The balance of companies which were more, rather than less, optimistic about their company’s prospects (relative to the previous quarter) in June was 23 per cent compared with 40 per cent in March. The June figure was back to pre 11 September levels. 

Output growth is also down with the balance of directors reporting higher output minus those reporting lower output recorded at 29 per cent in June, the lowest since December 1998, compared with 36 per cent in March. Forward indicators, both total order books and export order books, were modestly weaker. The survey results for whole economy profits were broadly unchanged and fairly weak.

Price pressures remain weak, with many more respondents reporting increased costs than increased prices – putting a squeeze on margins. Average settlements were around 3.6 per cent in June compared with March’s 4.0 per cent and December’s 4.6 per cent. 
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Manufacturing industry continues to under-perform the general economy but, on balance, the gap between manufacturing and the rest of the economy is narrowing. 

Ruth Lea, Head of the Policy Unit, said:

"Our latest survey is disappointing and suggests a weakening business sector in the second quarter. The results for company performance and output growth are especially disappointing. Given that the overall economy showed very little growth in the first quarter, this does not auger well for GDP growth in the second quarter – though, of course, we would always caution about translating business survey evidence simplistically into overall economic growth. The possibility of the Chancellor’s growth forecast for 2002 of 2 to 2 ½ per cent being achieved looks remote indeed.

“Even though we still expect some recovery in the world economy this year, it is likely to be a rocky year. Second quarter GDP growth in the US is highly unlikely to match the first quarter figure and growth seems to be faltering in the Eurozone. Moreover, the continuing bursting of stock market bubbles, exacerbated by a partial loss of confidence in parts of the US corporate sector in the wake of Enron and WorldCom (to name but two), is hanging over the business sector and can only damage business confidence further.” 
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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. 

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):

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


	’01 Q2
	’01 Q3
	’01 Q4
	’02 Q1
	’02 Q2

	
	
	
	
	
	
	
	
	
	
	

	Company performance
	82
	78
	76
	75
	78
	80
	76
	72
	67
	61

	- of which manufacturing
	73
	68
	70
	59
	72
	72
	76
	63
	58
	51

	Optimism
	57
	49
	39
	35
	28
	28
	23
	10
	40
	23

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

	Cap utilisation 
	-10
	-17
	-8
	-6
	-13
	-22
	-7
	-21
	-29
	-25

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

	Order books (total)
	35
	23
	24
	27
	20
	9
	11
	6
	7
	-2

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

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

	- of which manufacturing
	14
	15
	5
	-11
	6
	-20
	-21
	-26
	3
	-8

	Employment (reported)
	37
	31
	22
	25
	22
	18
	28
	11
	12
	13

	- of which manufacturing 
	17
	27
	26
	12
	5
	-7
	18
	-2
	-2
	-3

	Output (reported)
	58
	48
	41
	43
	40
	40
	38
	33
	36
	29

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

	Costs (reported)
	42
	43
	36
	38
	35
	31
	26
	14
	23
	19

	- of which manufacturing 
	38
	44
	35
	48
	31
	18
	21
	2
	26
	16

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

	- of which manufacturing 
	-7
	-6
	-3
	-5
	0
	-1
	2
	-19
	-5
	-21

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

	- of which manufacturing
	-3
	16
	17
	6
	14
	8
	19
	6
	-8
	5

	Pay (per cent)
	3.9
	4.6
	4.1
	4.6
	4.1
	4.1
	4.3
	4.6
	4.0
	3.6


