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Foreword

The 2006 London Annual Business Survey (LABS) is the fourth annual survey of private
sector businesses in London undertaken by the London Development Agency (LDA).

LABS is based on a robust and representative sample of businesses in London. 5,600

businesses took partin the survey, which was conducted by telephone between October
and December 2006.The report outlines the key findings that emerged from the data in
2006 and also assesses how businesses and the environment in which they operate have
been changing over time by comparing the data from 2006 with previous years’surveys.

The 2006 survey showed significant improvements in business performance. The balance
of businesses reporting increases in employment, turnover and profitability all rose in
2006 from 2005, with the balance of businesses increasing employment higher than

in any previous survey.

In terms of the major challenges that businesses in London face, availability of skilled
employees continues to be the most serious reported problem, although it has not
increased significantly as an issue compared with 2005. Transport within London,
particularly over the past year, and availability of affordable housing are also given

as serious problems. These problems are, however, not faced equally by all businesses
and LABS enables us to identify those businesses that have particular problems.

LABS provides a comprehensive overview of the profile of businesses in London and
the nature of the issues that they face. This information enables the LDA to improve
the effectiveness of the support that they give to businesses in London and to ensure
that London maintains its position as a leading global location for business.

Manny Lewis
Chief Executive
London Development Agency
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Introduction

1.1 Objectives of the survey

The 2006 London Annual Business Survey (LABS) is the fourth annual survey of private
sector businesses in London undertaken by the London Development Agency (LDA).

The objectives of the annual survey are to:

collect indicators of the performance of private sector businesses in London,
to allow the factors that influence business performance to be analysed, and
assist in the development of LDA policies and activities

analyse the impact of London’s physical and social infrastructure on businesses
identify issues faced by businesses where help and support may be beneficial
monitor the change in these factors over time

This survey is widely used by organisations in the Greater London Authority (GLA)
group to look at issues affecting businesses in London. LABS is also used by the LDA
to monitor progress on London’s Economic Development Strategy (EDS).

1.2 Methodology
Survey methodology

The survey covers all types of private sector businesses except for the self-employed. The
survey is telephone based and aimed at the CEO/MD, other director or senior manager.
Thefieldworkforthe 2006 survey was undertaken between Octoberand December 2006,
with 5,600 businesses being interviewed. The survey was undertaken on a quota sample
basis. This approach involves over-sampling certain sizes of businesses, sectors and

sub-regions in order to obtain statistically robust sample sizes for these categories, and
then re-weighting these categories back to the actual population of businesses in London.

The 2006 questionnaire contained 78 questions' covering:
1. Business profile (q1-17)

2. Workforce (q19 -25)

3. Turnover, profit and productivity (q26-31)

4. Investment and access to finance (q32-41)

5. Sales and purchasing (q42-45)

6. Barriers and enablers (q46-48)

7. Information technology and innovation (q49-52)

8. Research & Development and collaboration (q54-62)
9. Business practice and advice (q63-69)

10. Management competencies (q74-78)

"There were no questions 18, 20, 22, 53,70, 71,72, 73 and 77 in the final survey
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Analysis of results

LABS is a comprehensive survey but care should always be taken in the interpretation
of any survey results. We can only say that certain results are likely to be true. We have
therefore used formal statistical tests throughout this report to show how confident we
arein any results. The tables in this report have been colour coded to show where we are
95% confident that the percentage of businesses in a sub-category giving a particular
answer is significantly different from the answers given by other businesses. This gives
us a clear guide on what differences we should be concentrating on.

We have also used formal statistical analysis to look at how different factors affect

the performance of businesses in terms of the growth in their employment, turnover,
productivity and profitability. Many factors affect the performance of businesses and

it is important to separate out the influence of these different factors. For example,
businesses in the Financial Services sector tend to be larger than business in other sectors
but we want to know to what extent their better performance is due to the sector they
operate in or their size; and controlling for these differences, what other factors such as
their business strategies may affect their performance. The results of this analysis are
given at the end of each chapter.

1.3 Report structure

The report divides into three sections:

- Economic performance of businesses in London
— Structure of businesses in London
—The operation of businesses in London
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Section 1

Economic performance of
businesses in London

2 Employment, turnover, productivity and profitability




Chapter 2

Summary

e The balance of businesses reporting increases in employment, turnover and
profitability all rose in 2006 from 2005. The balance of businesses increasing
employment was higher than in any previous survey. The balance of businesses
stating that turnover had increased nearly reached the peak level reached in
2004; however the balance reporting an increase in profitability rose less strongly.
The balance of firms reporting an increase in productivity showed only a small
fall from the figures reported in 2004 and 2005.

e Businesses are optimistic about employment, turnover, productivity and profitability
over the next year, with more businesses anticipating increases than decreases in
these measures. The balance of businesses anticipating increases in turnover and
profitability is slightly higher than in 2005, but the balances for employment and
productivity is slightly lower. Compared with 2004, the balances for increases in
employment and turnover are similar, though those for productivity and profitability
are lower. The balances on all measures are much stronger than in 2003.

e The reason most often given by businesses in LABS 2006 for increasing employment
was simply to meet higher demand for their products/services. The next most
common reason given by businesses was that they required new staff with specific
skills, then that they had introduced new products/services and then because of
general restructuring of the business. This ranking of reasons given for increasing
employment is very similar to that given in LABS 2004 and 2005.

e The main reason given by businesses for decreasing employment was that there had
been a fall in demand for their particular product/service. General restructuring of
the business, increasing competition and shortage of skilled workers were the next
most common reasons given, with a higher percentage of firms citing these reasons
in 2006 than in 2005, and with shortage of skilled workers moving above pressures
on cash flow/bad debt in the ranking.

e The four main reasons given for achieving productivity gains were an increase in
demand, greater IT use, flexible working patterns and installation of technologically
advanced equipment. Among these the proportion of businesses citing greater IT
use has risen compared with 2005.

e Asin 2004 and 2005, a fall in demand for products or services was the main reason
that firms gave for falling productivity, followed by government regulations and
inability to recruit skilled labour. However there was a sharp drop from 2005 in
the proportion of firms citing each of these reasons, particularly for government
regulation and recruitment.
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Employment, turnover,

productivity and profitability

Contents

2.1 Introduction
2.2 Employment
2.3 Turnover

2.4 Productivity
2.5 Profitability
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Chapter 2

2.1

Introduction

This chapter looks at the economic performance of businesses across London in terms
of changes in their employment, turnover, productivity and profitability. LABS asks

the businesses surveyed each year how their employment, turnover, productivity and
profitability has changed over the previous 12 months and also asks about the reasons
for changes in employment and productivity. The survey also asks businesses each year
how they expectemployment, turnover, productivity and profitability to change over the
next 12 months and therefore provides an indication of the likely performance of the
London economy in the short term.

Multivariate analysis has been used to analyse the effect that different factors have on

businesses’performance and the results are covered at the end of each relevant chapter.
The reasons for productivity and employment changes discussed in this chapter are those
reasons given by the businesses themselves.

Table 2.1: The performance of London’s businesses

Decreased Remained Increased Don't know Balance of +ve
same over—ve
03 04 05 06 /03 04 05 0603 04 05 06|03 04 05 06|03 04 05 06
% % % % % % % % % % % % % % % B % % % %
Employment| 123 105 127 105|714 723 674 708|153 162 188 182/ 09 1.1 11 05 30 57 61 77
Turnover 199 194 267 229|343 328 284 27.2|33.1 414 397 438|127 64 53 53132 220 13.0 209
Productivity | 64 64 7.8 83|576 543 509 514|242 340 352 34.0/118 54 60 60/ 177 276 274 256
Profitability |20.6 19.7 253 235|384 353 339 384|243 383 33.1 357|167 67 77 77| 37 187 7.8 122

Source: LABS 2003, 2004, 2005, 2006
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Employment, turnover,

productivity and profitability

Graph 2.1: Business performance 2003 -2006 Difference between
percentage of businesses saying increase and those saying decrease
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Productivity

Table 2.2: The anticipated performance of London’s businesses

Profitability

To decrease To remain Toincrease Don't know Balance of +ve
the same over —ve
03 04 05 0603 04 05 06|03 04 05 06|03 04 05 06/ 03 04 05 06
% % % % % % % % % % % % % % % B % % % %
Employment| 25 3.1 41 39/654 594 559 606|276 340 366 340/ 45 35 35 1.5 251 309 325 30.1
Turnover 63 65 87 85/343 255 276 247|441 594 578 602/ 153 86 59 6.7/37.8 529 49.1 51.7
Productivity | 29 29 39 40495 43.1 494 495|328 473 406 398148 67 6.1 6.7 300 444 367 358
Profitability | 68 63 100 10.1/37.8 27.7 322 29.1/37.3 579 503 53.3/18.1 80 7.5 7.5/304 516 403 433

Source: LABS 2003, 2004, 2005, 2006
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Chapter 2

2.2 Employment
Changes in employment in the previous 12 months

More businesses experienced an increase in employment than a decrease in 2006.
8% more businesses reported an increase in employment over the previous 12 months
than reported a decrease. This continues the year-by-year trend since 2003 of higher
balances of firms reporting employment increases. In 2003 the balance reporting an
increase in employment was 3%, rising to 6% in 2004 and 2005. The higher balance
reporting increases in 2006 was largely a result of a decrease in the proportion of
firms reporting employment decreases.

Graph 2.2: Percentage businesses reporting increase/decrease/no change
in employment in previous 12 months

80

70

60

50

% 40

30

20

10

0 - — [ ]

Decreased | Decreased Remained Increased Increased Don’t
by more by up to the same by up to by more know
than 10% 10% 10% than 10%

Source: LABS 2006
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Employment, turnover,

productivity and profitability

Reasons given by businesses for changes in employment

The reason most often given by businesses in LABS 2006 for increasing employment was
simply tomeethigherdemandfortheir products/services.The next mostcommonreason
given by businesses was a requirement for new staff with specific skills, followed by the
introduction of new products/services and the general restructuring of the business. This
ranking of reasons for increasing employment matches that of the 2005 survey, however
the proportion of businesses reporting an increase because of general restructuring rose
to 28% in 2006 from 22% in 2005.

Graph 2.3: Main reasons given by businesses for increase in employment
in previous 12 months
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General business restructuring

Introduction of flexible working patterns (e.g. job share)
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Chapter 2

The main reason given by businesses for decreasing employment was that there had
been a fall in demand for their product or services. General restructuring of business
was the next most common reason given, followed by competition, shortage of skilled
labour and pressure on cash flow/debts. The pattern of reasons given for decreasing
employment has changed slightly since LABS 2005, with general business restructuring,
competition, shortage of skilled labour, Government regulation and lack of suitable
premises all reported by a substantially larger percentage of businesses experiencing
decreasing employment.

Graph 2.4: Main reasons given by businesses for decrease in employment
in previous 12 months
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Employment, turnover,

productivity and profitability

Anticipated changes in employment over the next 12 months

A majority (61%) of businesses in LABS 2006 expect their employment to remain
the same over the next year. Around 34% of businesses expect their employment
to rise over the next year, with 24% of businesses expecting increases of over 10%.
Very few businesses (4%) expect employment decreases. With 95% of businesses
expecting stable or rising employment these results are similar to those reported

in 2004 and 2005, but more optimistic than those reported in 2003.

Graph 2.5: Percentage businesses expecting increase/decrease/no change
in employment in next 12 months
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Chapter 2

2.3 Turnover
Changes in turnover in the previous 12 months

A larger proportion of businesses in LABS 2006 reported increases in turnover than
decreases. 21% more businesses reported an increase in turnover than reported a
decrease. This figure is significantly higher than the balance in 2005 and in 2003,
when around 13% on balance reported an increase in turnover, and approximately
the same as the balance in 2004.

Graph 2.6: Percentage businesses reporting increase/decrease/no change
in turnover in previous 12 months
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Anticipated changes in turnover over the next 12 months

Most businesses are optimistic about turnover change in the next 12 months. 60% of
businesses expect turnover to increase, with over 36% anticipating growth of over 10%.
Of the remaining businesses, most expect turnover to remain the same (25%), whilst
around 4% anticipate falls of up to 10% and a further 5% expect falls of greater than
10%. These figures indicate that businesses are marginally more optimistic than they
were in 2005, marginally less optimistic than they were in 2004 but significantly more
optimistic than in 2003.
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Employment, turnover,

productivity and profitability

Graph 2.7: Percentage businesses expecting increase/decrease/no change
in turnover in next 12 months
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2.4 Productivity
Changes in productivity in the previous 12 months

A substantial number of businesses experienced an increase in productivity in the
12 months prior to the 2006 Survey. 26% more businesses reported an increase in
productivity over the previous 12 months than reported a decrease. Overall 34% of
all businesses had productivity gains and only 8% saw productivity decline. 15% of
businesses achieved increases of up to 10% and 19% experienced increases of over
10%. Just over half of all businesses saw productivity remain the same over the last
12 months. These results are marginally weaker than in 2004 and 2005, when 28%
and 27% respectively more businesses reported increases in productivity than
decreases, but considerably stronger than 2003, when the balance was only 18%.
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Chapter 2

Graph 2.8: Percentage businesses reporting increase/decrease/no change
in productivity in previous 12 months
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Reasons given by businesses for changes in productivity

The main three reasons given for achieving productivity gains were increases in demand
for products or services, greater IT use and flexible working patterns. The importance of
greater IT use and recruitment of more skilled staff as factors that raise productivity have
risen from 2005, but the importance of flexible working patterns has fallen.
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Employment, turnover,

productivity and profitability

Graph 2.9: Main reasons given by businesses for increase in productivity
in previous 12 months
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As in 2005, a fall in demand for products or services was the main reason that firms
gave for decreasing productivity, but there was also a marked fall from 2005 in the
percentage of firms who suffered a drop in productivity (42%) citing this factor. There
were also decreases in the percentage of firms citing government regulations (29%),
inability to recruit skilled labour (16%) and a decrease in capital expenditure (10%)

as reasons behind falling productivity. However the percentage giving competition
as a reason rose (9%).
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Chapter 2

Graph 2.10: Main reasons given by businesses for decrease in productivity
in previous 12 months
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Anticipated changes in productivity over the next 12 months

A large majority of firms are optimistic about productivity in the next 12 months,
with 40% expecting increases, and a marginally larger share of these businesses
expecting productivity to increase by more than 10%. 50% of businesses anticipate
that productivity will remain the same in the next 12 months, and only 4% of
businesses believe that productivity will fall next year, yielding a positive balance
of 36% of businesses anticipating an increase in productivity. This positive balance
on expectations of productivity increases has changed little from 2005, but remains
below the level reached in 2004. However, the balance of expectations about
productivity increases has risen significantly from the level in 2003.
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productivity and profitability

Graph 2.11: Percentage businesses expecting increase/decrease/no change
in productivity in next 12 months
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2.5 Profitability
Changes in profitability in the previous 12 months

More businesses enjoyed rising rather than falling profitability in 2006. 12% more
businesses in LABS 2006 reported an increase in profitability than reported a
decrease. This figure is significantly higher than the balance in 2005, when 8%
more businesses reported an increase than reported a decrease, and in 2003 when
the balance was 4%, but well below the 2004 figure of 19% more businesses
reporting an increase than a decrease.
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Chapter 2

Graph 2.12: Percentage businesses reporting increase/decrease/no change
in profitability in previous 12 months
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Anticipated changes in profitability over the next 12 months

A majority of firms anticipate an increase in profitability in the next 12 months. 53% of
all firms expect profitability to rise over the coming 12 months, with 28% of businesses
anticipating an increase of more than 10%. In 2005, firms were slightly less optimistic
about profitability, with 50% of businesses anticipating rises over the next 12 months.
In 2004, firms were more optimistic than in 2006, with 58% expecting an increase

in profitability. In contrast, in 2003 firms were much less optimistic, with only 30%
expecting to enjoy an increase in profitability.
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productivity and profitability

Graph 2.13: Percentage businesses expecting increase/decrease/no change
in profitability in next 12 months
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Chapter 3

Summary

According to LABS, there were an estimated 349,513 businesses in London in 2006,
employing (full-time or part-time) 3,266,117 people.

Larger employers account for the majority of jobs in London. 60% of business
employment is in organisations employing 50 or more people, and only 16% of
business employment is in organisations employing four or less people. The tendency
for smaller firms to dominate the population of organisations and larger firms to
dominate in terms of employment, results in a mean employment size of 9.2.

Organisation size varies considerably across the different sectors of the London
economy. There are proportionately more small businesses (1 -49 employees) in
Construction, Other Community Services, and Business and Professional Services.
There are significantly more businesses belonging to larger organisations in the
Transport and Communications, Hotels and Restaurants and Banking and Finance,
Wholesale and Retail and Manufacturing (excluding Publishing) sectors.

Total business turnover in London in 2006 is estimated at £600 billion.

One in 25 of London’s organisations reported turnover below £50,000, and so
well below the VAT threshold. Over one in 10 organisations enjoyed turnover in
excess of £50m.

Business and Professional Services and Wholesale and Retail, account for more
than six out of 10 of London’s businesses, with Business and Professional Services
alone accounting for over 41% of all businesses in London.

Banking and Finance only accounts for 3% of all London businesses, but the
large average firm size of 23 employees gives an estimated 262,716 jobs in the
sector, 8% of all business jobs in London.

The geographic spread of business is uneven across London. Of the five LSC areas,
London Central contains most businesses, 35% of the total, while London South (15%)
and London North (11%) have the fewest.

Half of London’s businesses have been opened since 2000, with 6% created in the
12 months prior to the survey. These 22,063 new business openings are estimated
to have created 140,068 jobs in London.

A significantly higher than average percentage of black-owned, other/Chinese-
owned and Asian-owned businesses have been established in the 12 months prior
to LABS 2006.
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Size, sector, location

and age of businesses

Effects on business performance

e Organisation size was an important influence on employment growth in 2006,
with organisations employing over 10 people significantly more likely to have
experienced employment growth. Organisation size also had an influence on
growth in turnover, productivity and profits.

e The age of businesses had a significant impact on business performance.
Businesses established in the 2000- 2005 period were significantly more likely
than average to have experienced growth in employment, turnover and productivity.
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Chapter 3

Contents

3.1 Introduction

3.2 Size

3.3 Sector

3.4 Location

3.5 Age of businesses

3.6 Differences in business performance by size,
sector, location and age of business

3.1 Introduction

The chapter examines London’s businesses in terms of size, sector, location and age.
As well as describing the main types of businesses in London, it also explores how the
different types of businesses perform.

LABS 2006 surveyed 5,600 private sector businesses in London. Grossing up from this
sample it is estimated that there are 349,513 businesses in London in 2006, employing
3,226,117 people (full-time or part-time), including owners, partners and directors.

The majority of businesses in London are small single site operations, that is, they are
not part of a larger organisation that has a number of individual sites within London and
beyond. In a departure from reports on the previous year’s LABS, the discussion in this
chapter on size of business looks at the size of the organisation as a whole rather than
the sizes of individual sites.

3.2 Size

Most businesses in London are small and are part of organisations that employ less than
50 people. 66% of businesses with operations in London are part of organisations that
are very small employing less than five people and only 12% are part of organisations
that employ 50 or more people (Graph 3.1).

However, larger employers do account for the majority of jobs in London. 60% of
business employment is in organisations employing 50 or more people, and only
16% of business employment is in organisations employing four or less people. The
tendency for smaller firms to dominate the population of organisations and larger
firms to dominate in terms of employment, results in a mean employment size of 9.2.
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Size, sector, location

and age of businesses

Graph 3.1: Percentage of businesses and percentage of business employment
in London by size
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Total organisation size, taking account of both employment in London and elsewhere,
varies considerably across the different sectors of the London economy. There are
significantly more very small organisations (1-4 employees) in Construction (80%),
Other Community Services (83%), and Business and Professional Services (70%).

In terms of larger organisations (250+ employees), there are significantly more in Transport
and Communications (15%), Hotels and Restaurants (16%), Banking and Finance
(15%), Wholesale and Retail (12%) and Manufacturing, excluding Publishing (11%).
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Size, sector, location

and age of businesses

Total organisation size also varies with country of ownership. A much larger percentage
(69%) of organisations with less than five employees are UK-owned. Significantly more
organisations with more than 100 employees are foreign-owned (42%) or joint UK-
foreign-owned (37%).

Table 3.1b: London’s organisation size by country of ownership

All businesses ~ UK-owned Foreign-owned  Joint UK-foreign  DK/Refused

% % % % %
Size
1-4 65.7
5-9 10.3
10-49 104
50-99 32
100-249 20
250+ 6.6
Don't know 1.80
Unweighted sample 5,600 5,020 456 81 43

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Single and multiple site businesses

Only a quarter of businesses in London have more than one operating site (Table 3.2).
On average there are 5.4 people employed at single site businesses in London compared
with 9.2 per site for all businesses.

Businesses in Publishing (88%), Construction (85%), Other Community Services (84%)
and Manufacturing, excluding Publishing (819%) are significantly more likely to operate
from a single site, with Banking and Finance (60%), Hotels and Restaurants (65%),
Education, Health and Social Work (66%), Wholesale and Retail (70%) and Transport
and Communications (70%) significantly more likely to operate from multiple sites.
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and age of businesses

Turnover
Turnover at site

Total business turnover in London in 2006 is estimated at £600 billion and mean
turnover per site was £1.7 million. Mean turnover per site was highest in Banking
and Finance (£5.4 million) and Transport and Communications (£4.0 million) and
lowest in Other Community Services (£0.6 million) and Construction (£0.9 million).

Turnover by organisation

Around one in 25 (4%) of organisations responding to the questions on turnover,
reported turnover levels below £50,000 (Graph 3.2), suggesting that at least 14,600
organisations in London operated below the VAT threshold of £61,000 in 2006.

At the opposite extreme, 11% of organisations enjoyed turnover in excess of

£50 million in London.

Graph 3.2: Percentage of number of businesses in London by turnover band
of organisations as a whole
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Source: LABS 2006
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3.3 Sector

Two sectors, Business and Professional Services (41%) and Wholesale and Retail

(20%), make up over six out of 10 of London’s businesses (see Graph 3.3 and Table 3.5).
On average Business and Professional Services firms employ 7.3 people, resulting in an
estimate of total employment of 1,063,893 in the sector in 2006, 33% of total business
employment. Wholesale and Retail businesses have an average employment size of 8.5
and are estimated by LABS 2006 to employ 582,952 people, or 18% of total business
employment. Thus these sectors account for nearly 51% of all London’s business jobs.

The Banking and Finance sector only accounts for 3% of all London businesses, but the
large average firm size of 22.8 employees per site gives an estimated 262,716 jobs in the
sector, 8% of all business jobs in London. Less than one in eight of London’s businesses
are in industries other than services — with 3% in Manufacturing, excluding Publishing
and 6% in Construction. With an average of 12.2 employees per site, Manufacturing,
excluding Publishing is estimated to employ 148,266 people, or only 4% of total business
employment in London.

Graph 3.3: Percentage of number of businesses and percentage of business
employment in London by sector
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Table 3.5: Organisation size by sector

All 1-4 5-9 10-49 50-99 100-249 250+ Don't
businesses know
% % % % % % % %
Primary & Utilities 0.2 0.2 0.2 03 0.1 00 0.1 00
Publishing 20 2.1 28 26 0.8 1.5

Manufacturing 33 30 38 43 25 36
(excluding Publishing)

Construction 6.1
Wholesale & Retail 19.5
Hotels & Restaurants 6.7 g ‘ . . 159 20.5

Transport & Communications 36 3.0 32 . . . 82
Banking & Finance 33 23 34 f . b 74 6.7
Business & 415 4338 427 X { . 17.3 26.3

Professional Services

Education, Health 3.8 24 6.5 43 3.6

& Social Work

Other Community Services 10.0 126 6.1 53 28 30 50 2.1
Unweighted population 5,600 1,325 1,016 1,486 310 258 1,026 179

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

3.4 Location
LSC areas

The geographic spread of businesses is uneven across London. Of the five LSC areas,
London Central contains most businesses with 35% of the total, while London South
(15%) and London North (11%) have the fewest. London East contains 21% of
London’s businesses and London West 17%.

Assignificantly higher percentage of London central organisations are in the employment
size ranges covering 5 - 249 employees and a significantly higher percentage of businesses
in London West employ more than 250 employees.
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Table 3.6: Location of London organisations by employment size

All 1-4 5-9 10-49 50-99 100-249 250+ Don't
businesses know
% % % % % % % %
LSCarea
London Central 349
London North 11.1
London South 15.1
London East 215 182
London West 174 176 15.7 19.0
Unweighted population 5,600 1,325 1,016 1,486 310 258 1,026 179

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Head office location

The majority of multiple site businesses in London (59%) also have London head
offices or are the head office. Under one in 10 businesses in London (8%) have
head offices outside the UK.

Table 3.7: Head office locations for London businesses

Head office location %
This is the head office 320
Elsewhere in the borough 7.1
Elsewhere in London 203
Elsewhere in south east 104
Elsewhere in the UK 203
Elsewhere in EU 2.7
Elsewhere in Europe 06
USA 38
Rest of the world 1.2
Don't know 1.6
Unweighted sample 2,110

Source: LABS 2006
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3.5 Age of businesses

Half of London’s businesses (50%) have been established since 2000 and account for
36% of business jobs. 6% of London'’s businesses were opened in the 12 months prior to
the survey (see Graph 3.4), down from 8% in 2005 and 9% in 2004. The new business
openings are estimated to have created 140,068 jobs in London. This is equivalent to
4% of total employment.

Graph 3.4: Percentage of number of businesses and percentage of business
employment in London by age of business
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A significantly higher percentage of Hotel and Restaurant businesses (12%) have been
established in the 12 months before LABS 2006, but a significantly lower percentage of
Wholesale and Retail businesses (4%) have been established in the 12 months before
LABS 2006.
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and age of businesses

There are no statistical differences between the percentage of businesses established
in the last year when analysed by country of ownership.

Table 3.8c: New London businesses by country of ownership

Don't know/
All businesses  UK-owned Foreign-owned  Joint UK-foreign refused
% % % % %
Opened since 1996 6.3 64 5.6 20 18
Unweighted sample 5,600 5,020 456 81 43

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

A significantly higher percentage of majority male-owned businesses were opened in the

12 months before the survey was undertaken, compared with majority female or joint
male/female-owned businesses.

Table 3.8d: New London businesses by gender of ownership

Majority 50:50 Majority
All businesses female male/female male Don't know
% % % % %
Opened since 2006 63 5.1 49
Unweighted sample 5,600 593 867 3,118 1,022

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

A significantly higher percentage of black-owned (17%), other/Chinese-owned (16%) and
Asian-owned businesses (9%) have been established in the 12 months prior to LABS 2006.

Table 3.8e: New London businesses by ethnicity of ownership

Other/  Don't know/

All'businesses ~ White Black Asian Mixed Chinese refused
% % % % % % %
Opened since 1996 6.3 55 174 9.5 15.5 19
Unweighted sample 5,600 3,706 236 629 49 115 865

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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3.6 Differences in business performance by size, sector, location
and age of business

Organisation size was an important influence on employment growth in 2006 (see
Table 3.9), with organisations employing over 10 people significantly more likely to have
experienced employment growth. Very small organisations, employing less than five
people were significantly less likely to have enjoyed employment growth. Organisation
size also had an influence on growth in turnover, productivity and profits. Organisations
with over 10 employees were significantly more likely to have experienced growth

in turnover and profitability, although only organisations with over 100 employees
were significantly more likely to have experienced growth in productivity. However,
organisations with less than five employees were significantly less likely to have seen
growth in turnover, productivity or profitability.

The age of businesses had a significant impact on business performance. Businesses
established in the 2000 -2005 period were significantly more likely than average to
have experienced growth in employment, turnover and productivity.
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Table 3.9: Sector, size, location and age of businesses effects on performance

Odds ratio
Structural variables Growth in Growth in Growth in Growth in
employment turnover productivity profits
Size of business
1-4 0.29 0.68 0.55 0.78
5-9M 1.00 1.00 1.00 1.00
10-49 1.09
50-99 1.31
100 -249
250+
Sector
Primary & Utilities 0.52
Publishing 0.59 0.62 0.66 0.50

061

Manufacturing 063

(excluding Publishing)

Construction

Wholesale & Retail

Hotels & Restaurants

Transport & Communications 0.86 0.66 0.75 0.73

Banking & Finance 1.05 093 1.37 148

Business &

Professional Services' 1.00 1.00 1.00 1.00

Education, Health & Social Work 0.65 0.71 0.68 0.71

Other Community 061 0.65 0.68 0.75
Age of business

Established in 2006 223 - - -

Established in 2000 -2005 2.06 235 1.69 1.81

Established in 1990 —1999' 1.00 1.00 1.00 1.00

Established before 1990 0.99 096 087

Source: LABS 2006

- Likelihood that variable significantly affects growth at 10% significance level
- Likelihood that variable significantly detracts from growth at 10% significance level

™ Denotes reference category
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Summary

The vast majority of businesses in London are UK-owned, with only 4.6% of
London’s businesses being foreign-owned and 1% being joint UK/foreign-owned.
Larger businesses are more likely to be foreign-owned. Foreign ownership is most
common in Banking and Finance and Transport and Communications, and least
common in Construction.

Just over half (51.5%) of London’s businesses trade as private limited companies,
while four out of 10 (40.6%) trade as either sole proprietorships or partnerships.
Only 4% of businesses trade as public limited companies.

Majority female-owned businesses account for one in six (16.3%) of London’s
businesses. While majority female-ownership increased from 2003 to 2005,
majority female-ownership in 2006 remained comparable to the 2005 figure (16.7%).

Female-owned businesses are more likely to be smaller than other businesses.
20.7% of organisations with 1 -4 employees are majority female-owned compared
with just 1.2% of organisations with 250+ employees.

More black-owned businesses are majority-owned by women than average, with
over one quarter being majority female-owned (25.6%), versus 16.3% on average and
only 10.1% for Asian-owned businesses.

Almost one in five of London’s businesses are majority-owned by minority ethnic
communities (19.5%). This compares with almost one in three of London’s population
(29%) classified as being from minority ethnic communities in the 2001 census.

11.9% of businesses were Asian-owned and 4% of businesses were black-owned.
Asian ownership is almost identical to the proportion of London’s population that
is Asian (12%), but black ownership is much less than the proportion of the total
population that is black (10.9%).

Asian-owned businesses make up a significantly higher proportion than average of
the Wholesale and Retail (21.8%) and Transport and Communications (21.2%) sectors,
while black-owned businesses make up a significantly higher proportion than
average of the Banking and Finance sector.

Ownership by ethnic minorities had decreased slightly between 2003 and 2005.
However, in the 2006 survey ethnic minority ownership rose (to 19.5% in 2006

from 16.5% in 2005). The majority of this rise in ethnic minority business ownership was
driven by a three percentage point rise in Asian business ownership. The percentage
of black-owned businesses had risen between 2003 and 2005 but fell in 2006 (to 4%
from 5.2%).
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e Very few businesses have disabled owners, with only 1% being majority-owned by
people classified as disabled. However, 2.7% of all London businesses had one or
more disabled owner.

e Peoplein their thirties set up over one third of businesses (37.9%), with a further fifth
(22.6%) of businesses being set up by people in their forties. Less than onein 10 (7.8%)
were set up by people under 25 and slightly more than one in 10 (11.1%) were set up
by people that were over 50.

e A desire for independence or to be one’s own boss was the most commonly cited
reason (20.5%) for setting up a business. This was followed by a desire to make money
(14.1%) and trying to fill a gap in the market (11.1%).

Influence on performance

e Improved growth in turnover, productivity and profits were all associated
with franchise businesses, with growth in productivity also linked to female-
owned businesses. Foreign-owned businesses were linked with lower growth in
employment and profits. Black-owned businesses were associated with lower
growth in turnover.
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Contents

4.1 Introduction

4.2 UK/foreign-owned

4.3 Legal status

4.4 Gender of owners

4.5 Ethnicity of owners

4.6 Disability

4.7 Age of owners

4.8 Reasons for setting up businesses

4.9 Differences in business performance by type of ownership

4.1 Introduction

Ownership characteristics of businesses vary considerably. Differences in ownership
characteristics may be associated with differences in performance and require variation
in the approaches adopted by business support organisations.

This chapter examines London’s businesses in terms of their ownership characteristics,
including the extent to which ownership is in the UK or abroad, the types of legal
structures of ownership that are used, and variations in gender, ethnicity, disability and
reasons for setting up the business. Differences in business performance by types of
ownership are also investigated.

4.2 UK/foreign-owned

The overwhelming majority of businesses in London are UK-owned (93.7%), with
around 4.6% being foreign-owned. Larger businesses are more likely to be foreign-
owned. Less than 2% of organisations with less than 10 employees are foreign-owned,
compared with 26.5% of those with 250 or more employees.

Businesses in the Banking and Finance (18%) and Transport and Communications
(9.1%) sectors are more likely to be foreign-owned. Foreign ownership is least common
in the Construction sector (0.5%).
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4.3 Legal status

Just over half of London’s businesses (51.5%) trade as private limited companies
(Graph 4.1), while 28% are sole proprietorships and a further 12.7% are partnerships.
Public limited companies make up 4% of the stock of London businesses.

Graph 4.1: Percentage of number of businesses in London by legal status
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Source: LABS 2006

4.4 Gender of owners

16.3% of businesses in London are majority female-owned and 16.8% are 50:50 male-
female-owned. Majority female-owned businesses tend to be smaller than average, with
20.7% of organisations with 1-4 employees being majority female-owned compared to
1.2% of organisations with 250+ employees. Not surprisingly, the larger the business the
less certain were respondents on the gender profile of the owners, with less than 1% of
organisations with 1-4 employees being uncertain compared to 64.9% for those with

250+ employees.
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Table 4.2a Gender of business owners by size of organisation (employment)

All Don't
businesses 1-4 5-9 10-49 50-99 100-249 250+ know
% % % % % % % %

Majority male 57.8 60.2 61.9 63.8 596 534 295
50:50 male-female 16.8 18.2 204 176 15.6 6.3 44

Majority female 16.3 13.8 76 5.1 49 1.2
DK/Refused 9.1 ] 39 11.0 19.8 354 64.9
Unweighted sample 5,600 1,325 1,016 1,486 310 258 1,026 179

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

There are clear differences in the incidence of majority female-ownership by sector.
Majority female-owned businesses made up alower than average percentage of businesses
in Construction (4.6%), Transport and Communications (7.5%), Manufacturing, excluding
Publishing (8.9%) and Banking and Finance (7.6%). However, majority female-owned
businesses account for a significantly higher percentage of businesses in the Education,
Health and Social Work (31.6%), and Other Community Services (27.3%) sectors.

The analysis by country of ownership is affected by the large number of do not know/
refused responses in foreign-owned organisations (41.2%). However, for those businesses
that did respond foreign-owned businesses were less likely to be majority-owned by
females than other businesses (3.3%).
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Ownership of businesses

Black-owned businesses were significantly more likely to be majority female-owned
(25.6%) than average. Asian businesses were significantly less likely to be majority
female-owned than average (10.1%). The level of 50:50 male-female ownership
amongst Asian businesses was also well below average (10.7%).

Table 4.2d Gender of business owners by ethnicity of owners

Other/  Don't know/

All businesses White Black Asian Mixed  Chinese refused
% % % % % % %
Majority male 578 59.3 55.6 : 70.2 559
50:50 male-female 16.8 10.7
Majority female 163 256 10.1

DK/Refused 9.1 4 2.1 1.8
Unweighted sample 5,600 3,706 236 629 49 115 865

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

The proportion of majority female-owned businesses had increased steadily between the
2003 and 2005 surveys, from 9.7% to 16.7% of businesses. However, in the 2006 survey,
the level of majority female ownership stabilised at 16.3%.
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Table 4.3 Evolution of female ownership

2003 2003

- unweighted estabs

% n

Majority female 9.7 275
50:50/majority male 79.0 2,877
Don't know/refused 11.2 921

2004 2004

- unweighted estabs

Majority female 114 347
50:50/majority male 84.1 3,245
Don't know/refused 4.5 416

2005 2005

- unweighted estabs

Majority female 16.7 376
50:50/majority male 756 2,878
Don't know/refused 7.7 748

2006 2006

- unweighted estabs

Majority female 16.3 593
50:50/majority male 746 3,985
Don't know/refused 9.1 1,022

4.5 Ethnicity of owners

In the 2006 survey a total of 19.5% of London businesses were majority-owned by
minority ethnic communities. 11.9% of London businesses were Asian-owned which
is in line with the proportion of London’s population classified as Asian in the 2001
Census of Population (12.1%). Black-owned businesses accounted for 4% of London
businesses which is much lower than the proportion of London’s population classified
as black in the 2001 Census of Population (10.9%).

Black-owned businesses were slightly smaller than Asian-owned businesses. In terms of
size of organisation, black-owned organisations were more likely to have 5 -9 employees
than average, while Asian-owned organisations were more likely to have 50-99
employees than average.

Asian-owned businesses account for a significantly higher than average proportion of
businesses in the Wholesale and Retail (21.8%) and Transport and Communications
(21.2%) sectors, and account for a significantly lower than average proportion of
businesses in the Construction (4.6%), Banking and Finance (5.9%) and Publishing
(6.3%) sectors. Black-owned businesses have a significantly higher than average
proportion of businesses in the Banking and Finance sector (7.8%), but are significantly
under represented in the Other Community Services (1.4%) and the Wholesale and
Retail (2.7%) sectors.
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Chapter 4

Foreign-owned businesses were morelikely to have an ownership profile by ethnicity that
wasunknown orrefusedthanaverage.Foreign-ownedbusinesses werealso morelikely to
beother/Chinesemajority-ownedthanaverage.Foreign-ownedbusinesseswerelesslikely
to be white, black and Asian majority-owned than average.

Table 4.4c Ethnicity of business owners by country of ownership

Don't know/
All businesses ~ UK-owned  Foreign-owned  Joint UK-foreign refused
% % % % %

White 718 735

Black 40 4.2

Asian 1.9 1.9

Mixed 1.1 09

Other 249 24

DK/Refused 869

Unweighted sample 5,600 5,020 456 81 43

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

There was increase in the proportion of London businesses that were owned by minority
ethnic communities in the 2006 survey from 16.5% in 2005 to 19.5% in 2006. This was
due to an increase in the proportion of Asian-owned businesses from 8.9% in 2005 to
11% in the 2006 survey. There was a reduction in the proportion of London businesses
that were black-owned from 5.2% in 2005 to 4% in 2006.
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Table 4.5 Evolution of ownership by ethnicity

Ownership of businesses

2003 - % 2003 - Unweighted Estabs
White 67.0% 2,494
Black 3.0% 72
Asian 11.9% 319
Mixed 5.0% 224
Other/Chinese 1.7% 83
Refused / Don't know 11.4% 881
2004 - % 2004 - Unweighted Estabs
White 71.6% 2,687
Black 4.9% 139
Asian 10.7% 374
Mixed 4.1% 242
Other/Chinese 2.8% 98
Refused / Don't know 5.9% 468
2005 -% 2005 - Unweighted Estabs
White 77.1% 2,882
Black 5.2% 140
Asian 8.9% 287
Mixed 0.3% 1
Other/ Chinese 2.1% 106
Refused / Don't know 6.4% 576
2006 - % 2006 - Unweighted Estabs
White 71.8% 3706
Black 4.0% 236
Asian 11.9% 629
Mixed 1.1% 49
Other/Chinese 2.5% 115
Refused / Don't know 8.7% 865
4.6 Disability

According to the 2006 survey, 1% of London businesses are majority-owned by people
classified as disabled and 2.7% of London businesses have one or more disabled owner".

Medium sized businesses employing 50 - 99 people were significantly more likely to have
at least one disabled owner (4.7%) than average. Businesses with at least one disabled
owner were significantly more likely to be in the Other Community Services (6.6%),
Education, Health and Social Work (4.8%) and Wholesale and Retail (4.2%) sectors than
average. Businesses with at least one disabled owner were significantly less likely to be in
the Banking and Finance (0.5%), Transport and Communications (0.8%) and Business
and Professional Services (1.7%) sectors.

1 The term disabled owner is used to cover disabled owners, or partners in a business
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Table 4.6 Disabled business ownership

Businesses with one or Unweighted
more disabled owners sample
% n
All businesses 2.7 5,600
Size
1-4 32 1,325
5-9 24 1,016
10-49 1,486
50-99 310
100-249 258
250+ 1,026
Sector
Publishing 1.6 161
Manufacturing (excluding Publishing) 1.9 351
Construction 479
Wholesale & Retail 1,115
Hotels & Restaurants 622
Transport & Communications 434
Banking & Finance 327
Business & Professional Services 1,280
Education, Health & Social Work 415
Other Community Services 391

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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Ownership of businesses

4.7 Age of owners

Two out of five (37.9%) of those involved in setting up a business were in their thirties at
the time of establishment, with a further one fifth (22.6%) in their forties and another
fifth in their late twenties (19.6%). Less than one in 10 were under 25 (7.8%) and slightly
over one in 10 were over 50 (11.1%) at the time of establishing the business.

Organisations with 50— 99 employees were significantly more likely to have been
established by owners in their thirties than average. Organisations with 100 -249
employees were significantly more likely to have been established by owners in their
late twenties than average. Organisations with 250+ employees were significantly
more likely to have been established by owners in their forties than average.

Table 4.7a Age at establishment of business by size of organisation (employment)

All Don't
businesses 1-4 5-9 10-49 50-99 100-249 250+ know
% % % % % % % %
Under 25 7.8 77 9.7 63 9.0 48 6.0 13.1

25-29 196 19.8 193 20.8 127
30-39 379 37.1 39.1 39.7

40-49 226 226 22.7 225

50-64 10.8 11.6 84
65+ 04 04 05 0.1 00 00 00 00
Refused 0.2 0.2 0.2 0.5 0.5 0.0 0.7 00

Don't know 0.7 0.6 0.0 238 0.0 00 0.2 48
Unweighted sample 2,644 1,075 643 692 79 54 82 19

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Businesses set up by peoplein their early twenties were more likely than average to be in
the Wholesale and Retail sector. Those in their thirties who started a business (the largest
age group of business owners) were significantly more likely than average to have established
a company operating in the Business and Professional Services sector. Those in their
forties who set up a business were significantly more likely to have done so in the Banking
and Finance, Hotels and Restaurants and Construction sectors. Businesses set up by those
over 40 were also more likely to be in the Banking and Finance sector than average.
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Ownership of businesses

Foreign-ownedcompaniesweresignificantlymorelikelytohavebeenstartedbysomeone
aged 50 -64 and significantly less likely to have been started by someone aged 30-39.

Table 4.7c Age at establishment of business by country of ownership

All businesses  UK-owned Foreign-owned  Joint UK-foreign ~ DK/Refused

% % % % %
Under 25 78 79 85 08 00
25-29 196 193 204 207 09
30-39 379 381 653 990
40-49 226 230 163 26 00
5064 1076 104 16 00
65+ 039 04 00 00 00
Refused 025 02 03 00 00
Don't know 071 os  |IIEN 00 00
Unweighted sample 2,644 2,564 56 21 3

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Majority female-owned businesses were significantly more likely to be started by people

in their thirties (43.3%) or by those aged between 50 and 64 (16.3%). Majority female-
owned businesseswerelesslikelytobe started by peopleintheirlate twentiesthanaverage.

Table 4.7d Age at establishment of business by gender of owners

Majority 50:50 Majority
All businesses female male/female male Don't know
% % % % %

Under 25 78 85 7.2 79 23
25-29 19.6

30-39 379

40-49 226 20.7 257 222 237
5064 1076 9.1 96 39
65+ 039 0.1 03 0.5 0.0
Refused 0.25 0.6 03 0.1 0.7
Don't know 071 00 00 35
Unweighted sample 2644 397 572 1621 54

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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Majority black-owned businesses were significantly more likely to be established by
people in their thirties than average, while businesses with other/Chinese majority
ownership were significantly more likely to be established by those aged below 30.

Table 4.7e Age at establishment of business by ethnicity of owners

Other/ Refused/
All businesses White Black  Asian Mixed Chinese  dont know

% % % % % % %

Under 25 78 8.0 92 157 8.8 3.0
25-29 19.6 192 193 225 86

30-39 37.9 37.8 377 65

40-49 226 217 256 232 365

50-64 1076 11.8 328

65+ 0.39 0.4 1.1 00 00

Refused 0.25 0.2 0.0 0.0 0.0

Don't know 0.71 0.9 0.6 0.0 0.0

Unweighted sample 2,644 1,897 169 378 25 63 112

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

4.8 Reasons for setting up businesses

As shown in Table 4.9 the most common reasons for setting up in business were a
desire for independence (20.5% of respondents) and to make money (14.1%). Other
frequently cited reasons were the opportunity to meet a gap in the market, build on
past experience, a desire to start own business, and redundancy and difficulty finding
other work. The order of the top eight responses was the same as in the 2005 survey.
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Table 4.8 Motivation behind business start-up

Reasons for starting up in business %
Be my own boss / independent / tired of working for other people 20.5
To have an income / make money 14.1
Business opportunity /gap in the market 11.1
Experience of this type of work/has been in this business (inc. natural progression) 85
Wanted to start own business /it is what | want to do 9.2
Made redundant 6.1
Found it difficult to find work / needed to work/unemployed 6.3
Wanted a change of job /new challenge (inc. boredom) 44
Interest in subject /field 32
Freedom /flexible working / like to work from home 3.1
An ambition / for personal achievement 23
Family-based decision inc. family business / friend 2.1
Wanted to serve the community / help people 19
Think that the business could be run better / provide a better service 19
Provide a required service /asked to do it 17
Old business /company folded or went into liquidation 15
Have expertise in the field 14
Dissatisfaction with last job 13
The business /resource was offered by someone else (inc. partner) 1.1
Thought it was a good idea at the time 1.1
Branching out from /split with other /previous business 09
To expand existing business 0.8
Enjoyment of doing this type of job 03
Took over from previous owner 0.8
Other 47
Don't know 20

Source: LABS 2006
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4.9 Differences in business performance by type of ownership

The main characteristic associated with improved business performance is the business
being a franchise operation. These businesses have significantly above average growth
in turnover, productivity and profits. Majority female-owned businesses also have
significantly higher levels of growth in productivity and those that are global operations
have significantly higher levels of growth in profits.

The only characteristic that was associated with detracting from the growth of more
than one of the measures of performance was being foreign-owned, which was linked
to detracting from growth in both employment and profits. Detraction from growth in
turnover was also associated with majority black-owned businesses.

Table 4.9 Ownership influences on performance

Odds ratio

Growthiin Growth in Growth in Growth in
Structural variables employment turnover productivity profits
Foreign-owned m 0.99 1.04
Global operation 1.08 1.10 1.06
HQin London 203 299
HQ elsewhere in the south east 1.84 207 0.57 1.23
HQ elsewhere in the UK 1.01 215 057 1.53
HQ elsewhere in the EU 249 249 044 1.61
HQin the USA 0.66 1.32 044 0.90
HQ elsewhere in RoW 037 082 1.00
White-owned 1.00 1.00 1.00 1.00
Black-owned 0.74 061 1.06 0.75
Asian-owned 0.85 091 092 0.84
Mixed-owned 067 0.76 0.87 0.96
Other-owned 1.31 0.77 0.87 1.09
Female-owned 1.03 1.16 1.02
Franchise 0.89
Social business 1.04 0.90 1.05 0.89
Single site operation 212 267 048 1.13

Source: LABS 2006
- Likelihood that variable significantly affects growth at 10% significance level

- Likelihood that variable significantly detracts from growth at 10% significance level
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Workforce

Summary

e On the basis of LABS 2006, it is estimated that there are 3,226,117 jobs in private
sector businesses in London, including owners and partners.

e There are more males in the workforce of London’s private businesses. Males make
up 64% of the workforce compared with 36% for females. More jobs are full-time
(79%) than part-time (21%), but more females work in part-time jobs, 12%, than
males (9%).

e The mix of male and female workers tends to vary by organisation size, with the
proportion of female employees highest in organisations with 50 -99 employees.

e The proportion of women in the workforce differs across sectors, with the Education,
Health and Social Work and Hotels and Restaurants sectors reporting the highest
incidence of women in the workforce. Construction, Manufacturing (excluding
Publishing) and Transport and Communications are the sectors with the highest
percentage of male workers.

e Majority female-owned and joint male-female-owned businesses have a
significantly higher than average percentage of females in their workforce.

e In terms of ethnicity, Asian-owned businesses report the lowest percentage share
of female employees. Other ethnic-owned businesses have a higher percentage of
female workers than other businesses.

e The incidence of full-time working is below average in organisations with more
than 250 employees.

e The highest incidence of full-time employment is found in Construction, Publishing,
Banking and Finance, and Transport and Communications. The lowest is in Hotels
and Restaurants, Other Community Services and Education, Health and Social Work.

e In terms of gender of ownership, the incidence of full-time working is most
common in majority male-owned businesses and least prevalent in majority
female-owned businesses.

e In Asian-owned businesses full-time male employment is significantly above average
and full-time female employment is significantly below average. The incidence of
part-time female working is significantly below average in black-owned business,
but part-time male working is above average in these businesses.

Effect on business performance

e After controlling for other influences on business performance, the multivariate
analysis suggests that a higher proportion of part-time female workers is negatively
related to growth in profits.
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Contents

5.1 Introduction

5.2 Gender

5.3 Full-time/Part-time

5.4 Workforce effects on business performance

5.1 Introduction

The focus of this chapter is to analyse the profile of London’s workforce, particularly its
characteristics in terms of full-time (more than 30 hours per week) and part-time working
and in terms of the split of jobs between males and females. On the basis of LABS 2006,
it is estimated that there are 3,226,117 jobs in private sector businesses in London,
including owners and partners.

Graph 5.1: Employment in London’s private sector businesses by gender
and full-time/part-time working
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5.2 Gender

There is a higher proportion of males (64% of total) than females (36%) in the
workforce. The mix of male and female workers varies by organisation size, with
the proportion of female employees highest (48%) in organisations employing
50-99 people. Female workers make up 32% of total employment in very small
(one - four employees) organisations, but 44% of employment in the largest
organisations (those with 100 —249 and more than 250 employees).

The proportion of male and female workers varies by sector. Males account for more
than seven out of 10 of the workforce in Construction (80%), Manufacturing (excluding
Publishing) (75%), Publishing (72%) and Transport and Communications (72%), and
only in Education, Health and Social Work (62%), Hotels and Restaurants (44%) and
Other Community Services (40%) do females make up 40% or more of the workforce.

In regard to country of ownership, there is only slight variation in the mix of male
and female employees, with females accounting for a slightly larger proportion of
the workforce in foreign-owned and joint UK/foreign-owned businesses.

Table 5.1c: Workforce characteristics — by country of ownership

Allbusinesses  UK-owned Foreign-owned  Joint UK-foreign  DK/Refused

% % % % %
Full-time male 555 559 555
Full-time female 237 233
Part-time male 89 85
Part-time female 1.9 122
Unweighted sample 5,600 5,020 456 81 43

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level
- Significantly below all businesses figure at 95% confidence level

Majority female-owned businesses (62%) and joint male-female-owned businesses
(47%) have a significantly larger than average percentage of females in their workforce.
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Table 5.1d: Workforce characteristics — by gender of ownership

Majority 50:50 Majority
All businesses female male/female male Don't know
% % % % %
Full-time male 555
Full-time female 237
Part-time male 89
Part-time female 119
Unweighted sample 5,600 593 867 3,118 1,022

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

In regard to ethnicity, Asian-owned businesses (29%) report the lowest percentage of
female employees. Other ethnicity-owned businesses (45%) have a higher percentage
of female workers than other businesses.

Table 5.1e: Workforce characteristics — by ethnicity of ownership

Other/ Refused/

All businesses  White Black Asian Mixed Chinese  don't know
% % % % % % %
Full-time male 555 567 616 431

Fulltime female 237 236 155 [ 3o

Part-time male 89 “ 29.8
Part-time female 119 119 30 133 133
Unweighted sample 5,600 3,706 236 629 49 115 865

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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5.3 Full-time/Part-time

Full-time workers dominate the labour force. 79% of employees in London work full-time
(defined as more than 30 hours per week). However the incidence of full-time/part-
time working does vary across businesses and by gender. Even though females account
for a smaller proportion of the workforce than males, more females are in part-time
jobs than males. Females in full-time employment account for 23.7% of the workforce
compared with 55.5% for males, whereas females in part-time jobs account for 12% of
employment compared with 9% for males.

The incidence of full-time working is below average in businesses with more than 250
employees (74%). The incidence of female full-time working varies considerably by
organisation size and is lowest (20%) in very small firms, employing 1-4 people and
highest (43%) in firms employing 50 — 99 employees. A significantly higher proportion
of the workforce in businesses with 50+ employees are also part-time female workers.

Graph 5.2: Percentage of female employees by size of organisation
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The highest incidence of full-time employment is found in Construction (87%),
Publishing (86%), Banking and Finance (86%) and Transport and Communications
(85%). The lowest is in Hotels and Restaurants (67%), Other Community Services (70%)
and Education, Health and Social Work (71%). Full-time females make up 41% of the
workforce in Education, Health and Social Work and 27% of the workforce in Banking
and Finance, but only 13% of the workforce in the Construction sector. Male part-time
working is most common in Hotels and Restaurants (16%) and Manufacturing, excluding
Publishing (14%) and least common in Banking and Finance (3%) and Publishing (5%).
Female part-time working is most common in Education, Health and Social Work (21%)
and Other Community Services (17%) and least common in Manufacturing, excluding
Publishing (7%) and Construction (7%).

The incidence of full-time working is lower than average in foreign-owned businesses
(75%) but higher in joint UK-foreign-owned businesses (86%). Full-time female working
is however significantly above average in both foreign-owned businesses (29%) and
joint UK-foreign-owned businesses (31%).

In terms of gender of ownership, the incidence of full-time working is most common in
majority male-owned businesses (83%) and lower in majority female-owned businesses
(72%), where a fifth of employees (20%) are part-time female workers. Part-time female
working (17%) is also significantly above average in joint male/female-owned businesses.

In Asian-owned businesses full-time male working (62%) is significantly above average
and full-time female working significantly below average (16%). The incidence of
part-time female working is significantly below average in black-owned business (7%),
but part-time male working is above average (15%).
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Workforce

Graph 5.3: Percentage of female employees by gender of ownership
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5.4 Workforce effects on business performance

After controlling for other influences on business performance, the multivariate analysis
suggests that a larger than average part-time female workforce is negatively related to
growth in profits.

Table 5.2: Workforce influences on performance

Odds ratio
Structural variables Growth in Growth in Growth in Growth in
employment turnover productivity profits
Workforce
% female full-time 097 0.95 0.86 1.06
% female part-time 0.85 1.00 1.28 0.63

Source: LABS 2006
- Likelihood that variable significantly affects growth at 10% significance level

- Likelihood that variable significantly detracts from growth at 10% significance level
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Chapter 6

Summary

e According to London businesses, availability of appropriately skilled labour is
the highest rated problem to successfully running their businesses, followed
by transport within London, and then availability of affordable housing, which
increased significantly over its rating in previous years. The shortage of skilled
labour in London businesses is the main problem despite unemployment being
higher than in other regions.

e The other highly rated problems were transport in and out of London, crime and
the cost of current premises.

e The Construction industry reported the highest level of problems to being successful.
However, transport both within (mean score 3.3) and in and out of London (3.0) replaced
last year's availability and cost of labour as the most significant problems in the
Construction sector.

e The availability of appropriately skilled labour and crime have remained two of the
most significant problems facing businesses over the past four years. Over the last
two years, when transport issues have been split between within and in and out of
London in the survey, transport within London appears to have been a more important
problem than crime.

Effect on business performance

e Taking into account all other factors, problems in accessing finance were associated
with higher growth in employment and in turnover, while businesses reporting that
crime was a problem were significantly less likely to enjoy growth in profits.
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The effects of the business

environment in London

Contents
6.1 Introduction
6.2 The level of problems associated with different factors

6.3 The effect of the business environment on performance

6.1 Introduction

This chapter looks at the key external factors that affect successful running of a business
and what are considered to be current problems. This chapter also looks at how these
issues differ according to the characteristics of businesses. In deciding the most
appropriate policies to support businesses in London it isimportant to understand what
are perceived as the greatest external barriers to growth. The rating system was on a
scale of 1=not a problem at all to 5 = very significant problem and the mean score is
calculated by averaging the scores, excluding the “don’t know” responses. The Primary
and Utilities sector does not appear in the tables presenting the findings by sector this
year because no statistically valid conclusions may be drawn due to the low number of
responses received.

6.2 The level of problems associated with different factors

As in 2004 and 2005, the two biggest problems that businesses currently face in London
are the availability of appropriately skilled labour (mean score 2.7) and transport within
London (mean score 2.6). However, the continued rise in house prices has resulted

in the availability of affordable housing moving up to third place (mean score 2.5).
The shortage of skilled labour in London businesses is the main problem despite
unemployment being higher than in other regions.

At the other end of the scale, proximity to suppliers was rated the least serious problem
by far (mean score 1.7). Physical proximity to customers is also not considered a
particularly serious problem (mean score 2.0).

In Table 6.1, the percentage of responses for each rating (1 to 5) is also presented. When
looking at the proportion of respondents rating a problem as significant or very significant
(arating of 4 or 5), transport within London had the highest proportion, with 32.3%,
and the affordability of housing had the second highest proportion, at 30.2%. The
change in the order of problems according to this measure is due to a certain number
of businesses seeing these problems as significant or very significant even though they
are not generally seen as a problem among businesses.
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Table 6.1: Current problems for business

Not very Very Don't Mean
significant significant  know score
1 2 3 4 5
% % % % % %
Availability of appropriately 319 133 223 152 14.1 3.2 2.7
skilled employees
Transport within London 36.6 140 16.1 135 18.8 10 26
Crime 43.1 16.8 159 1.7 1.7 038 23
Cost of labour 350 16.9 253 1.7 79 33 24
Transport in and out London 40.2 15.1 16.1 12.1 146 19 24
Cost of current premises 412 154 176 10.1 122 34 23
Size of current premises 493 145 164 93 9.1 13 2.1
Proximity of customers or clients 50.5 16.5 17.5 73 6.9 13 20
Availability of affordable housing 45.1 9.5 1.3 9.6 206 39 25
Access to finance 494 15.2 156 73 9.2 32 2.1
Proximity to other companies 506 14.6 16.8 9.1 7.1 1.8 2.1
in the same sector
Proximity to suppliers 60.8 175 116 38 4.0 22 1.7
Unweighted population 5,600

Source: LABS 2006

Note: Mean scores exclude ‘Don’t know’

Asin previous years, very small businesses (1-4 employees) report less significant issues
with all types of problems. This is particularly true for the availability of appropriately
skilled employees, which was rated well below the overall average. The problems which
are significantly less of a problem for larger businesses (greater than 100 employees) are:
access to finance, transport within London, and transport in and out of London.
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environment in London

When looking at whether a business is foreign or UK owned, then jointly-owned
companies face more significant problems than either solely foreign-owned or
UK-owned businesses. In fact, these types of companies rate nine of the 12
issues as significantly above average, with availability of appropriately skilled
employees the highest rated (mean score 3.5). Wholly foreign-owned companies
report availability of appropriately skilled employees, availability of affordable
housing, transport within London and crime as significantly more of a problem
than the overall average. However, they also report significantly lower problems
with access to finance and proximity of other companies in the same sector.

Table 6.2c: Mean scores for the current problems of London’s businesses —
by country of ownership

Allbusinesses  UK-owned Foreign-owned Joint UK-foreign DK/Refused
% % % % %

Availability of appropriately 2.7 26 29 35 3.1

skilled employees

Transport within London 26 26

Crime 23 23

Cost of labour 24 24 24
Transport in and out of London 24 24 25

Cost of current premises 23 23 23
Availability of affordable 25 25
housing

Size of current premises 2.1 2.1 2.1
Proximity to customers 20 20 20

or clients

Access to finance 2.1 2.1

Proximity to suppliers 17 1.7

Proximity of other companies 2.1 2.1

in the same sector

Unweighted population 5,600

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

When analysed by gender of ownership, there is little overall difference. Majority
male-owned businesses did rate most issues slightly higher than majority female-owned
businesses and 50:50-owned businesses rated half of the issues significantly below

average. However, majority female-owned businesses did rate access to finance (mean
score 2.3) as a significantly above average problem.
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Table 6.2d: Mean scores for the current problems of London’s businesses -
by gender of ownership

Majority 50:50 Majority
All businesses female male/female male Don't know
% % % % %

Availability of appropriately 2.7 26 26 2.7 2.8
skilled employees

Transport within London 26 26 2.7 2.7
Crime 23 22 24 24

Cost of labour 24 23 25 24
Transport in and out of London 24 24 25 25
Cost of current premises 23 23 23 24

Availability of affordable housing 25 24

Size of current premises 2.1 20

Proximity to customers or clients 20 21

Access to finance 2.1

Proximity to suppliers 17

Proximity of other companies 2.1

in the same sector

Unweighted population 5,600

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

As in previous years, when differences by ethnicity of ownership are considered,
minority owners report facing significantly more problems than white owners. Black
and Asian-owned businesses have a higher average score for many problems compared
to white-owned businesses. Black-owned businesses find access to finance (mean score
3.3) their biggest problem, but also find all three proximity issues and cost of labour
significantly more of a problem than the average. For Asian-owned businesses availability
of appropriately skilled employees (mean score 2.9) was the highest rated problem.
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Table 6.2e: Mean scores for the current problems of London’s businesses —
by ethnicity of ownership

All Other/ Don't know/
businesses White  Black Asian Mixed Chinese  refused
% % % % % % %

Availability of appropriately 2.7 26 28 29 37 24 2.8

skilled employees

Transport within London 26 2.7 28 25
Crime 23 23

Cost of labour 24

Transport in and out of London 24

Cost of current premises 23

Availability of affordable housing 25

Size of current premises 2.1

Proximity to customers or clients 20

Access to finance 2.1

Proximity to suppliers 17

Proximity of other companies 2.1

in the same sector

Unweighted population 5,600

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Table 6.3 compares the mean ratings given by businesses over the last four years for
the various problem issues that they were asked about. The availability of appropriately
skilled labour is one area that remains at or near the top in every year of the survey.
Crime was rated lower in 2006 but also remains a persistent problem. However, transport
issues, both when asked as one question in 2003 and 2004 and when asked as separate
guestions on transport within London and transport in and out of London in 2005 and
2006, have increased as an issue over time, with transport within London in particular
being highly rated as a problem (mean score of 2.6) in both 2005 and 2006. The third
highest rated problem in 2006, availability of affordable housing, was one of only two
issues that saw their overall rating rise in 2006 compared to 2005, helping account for
its relative rise from a middle ranking to a higher ranking problem. Proximity to other
companies in the same sector was the other factor that was seen as more of a problem
in 2006 than 2005.
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Table 6.3: Current problems for the business (2003 - 2006)

Mean score Mean score Mean score Mean score

Factor 2003 2004 2005 2006

% % % %
Availability of appropriately 2.1 2.2 2.8 2.7
skilled employees
Transport within London Not asked Not asked 26 26
Crime Not asked 23 26 23
Cost of labour 20 2.1 26 24
Transport 19 22 Not asked Not asked
Transport in and out of London Not asked Not asked 25 24
Cost of current premises 2.1 20 23 23
Size of current premises 20 20 22 2.1
Proximity to customers or clients 1.8 18 22 20
Availability of affordable housing 19 19 22 25
Access to finance Not asked 2.1 22 2.1
Proximity of other companies 1.7 19 19 2.1
in the same sector
Proximity to suppliers 1.6 17 1.8 17
Unweighted population 4,073 4,008 4,002 5,600

Source: LABS 2006

Note: Mean scores exclude ‘Don’t know’
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6.3 The effect of the business environment on performance

Taking into account all other factors, problems in accessing finance were associated
with higher growth in employment and in turnover, while businesses reporting that
crime was a problem were significantly less likely to enjoy growth in profits.

Table 6.4: The effect of the business environment on performance

Odds ratio
Growthin Growth in Growth in Growthin
employment turnover productivity profits
Factors affecting growth
Cost of premises a problem 0.88 1.00 1.01 0.86
Size of premises a problem 1.05 0.98 0.97 1.15
Labour costs a problem 0.95 0.88 0.88 1.06
Availability of appropriately skilled
labour a problem 1.04 1.03 097 0.98
Transport within London a problem 1.03 093 091 113
Transport in and out of London
a problem 0.89 0.97 117 0.93
Availability of affordable housing
aproblem 1.00 1.03 1.15 1.12
Proximity to customers or clients
aproblem 1.01 0.84 1.02 1.00
Proximity to suppliers a problem 0.92 118 098 1.02
Proximity to competitors a problem 0.94 097 1.11 1.08
Crime a problem 0.94 1.1 0.96 0.83

Source: LABS 2006
- Likelihood that variable significantly affects growth at 10% significance level

- Likelihood that variable significantly detracts from growth at 10% significance level
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Summary

e In the 2006 survey, businesses in London stated that the quality of the product or
service (mean score 4.7), customer relations (mean score 4.6), the reliability of the
product or service and established reputation (both mean score 4.5) were the four
highest priorities for determining their competitiveness.

e The ranking of the top priorities has remained the same as in both 2004 and 2005,
with low prices continuing to be rated as the lowest priority (mean score 3.2).

e In general the Publishing and Business and Professional Services sectors were the
ones with the lowest ratings of business priorities.

e The Manufacturing, excluding Publishing, Construction and Hotels and Restaurants
sectors all tended to have higher than average ratings for business priorities than
other sectors.

e The breakdown by ethnicity of owners shows that black-owned businesses rated
the majority (10 of the 12 priorities) significantly above average.

Effect on business performance

e Businesses that prioritise marketing are significantly more likely to have seen growth
in both productivity and profits. Those businesses that prioritised customer relations
or knowledgeable and experienced staff were significantly more likely to have
experienced growth in employment.
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Contents
7.1 Introduction
7.2 Priorities of businesses

7.3 The effects of businesses’ priorities on performance

7.1 Introduction

The focus of this chapter is to understand where the priorities for businesses in London
lie in ensuring that their businesses are competitive in the market place. Businesses
were asked to rate various factors on a scale of 1=very low priority to 5=very high
priority and the mean score was calculated by averaging the scores, excluding the
“don’'t know"” responses.

7.2 Priorities of businesses

In the 2006 survey, businesses in London stated that the quality of the product or service
(mean score 4.7), customer relations (mean score 4.6), the reliability of the product or
service and established reputation (both mean score 4.5) were the four highest priorities
for determining their competitiveness. The ranking of the top priorities has remained the
same as they were in both 2004 and 2005, with low prices continuing to be rated as
the lowest priority (mean score 3.2).
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Table 7.1: Business priorities

Very low Very high  Don't Mean
priority priority know score
1 2 3 4 5
Multiple response % % % % % % n
Quality of product or service 09 1.0 49 16.3 76.3 0.7 47
Customer relations 14 17 7.2 16.0 733 04 46
Reliability of product or service 19 1.2 7.1 19.3 69.7 0.8 45
Established reputation 2.1 1.6 70 179 710 04 45
Knowledgeable staff 40 24 84 20.0 629 2.2 44
Speed of delivery 8.1 54 164 252 419 3.1 39
Unique product or service 73 6.9 188 249 404 1.6 39
Product or service range 7.5 838 23.1 26.0 320 27 37
Design* 106 9.0 205 247 317 35 36
Low cost base 8.0 10.1 2838 215 289 27 35
Marketing 13.0 144 230 225 25.7 15 33
Low prices 11.7 17.5 318 17.0 194 26 32
Unweighted population 5,600

Source: LABS 2006 *Full description —improving innovation and the technical performance of products and services

Note: Mean scores exclude ‘Don’t know’

When analysed by size of organisation, a noticeable difference was that the largest
businesses (250+ employees) had the highest or joint highest average rating for eight out
of the 12 priorities. In particular, they rated product or service range (mean score 4.0) and
marketing (mean score 3.7) significantly higher than other businesses.

The next largest size of company (100 — 249 employees) had the lowest or joint lowest
average rating for seven of the 12 priorities, with customer relations (mean score 4.3),
established reputation (mean score 4.2), knowledgeable staff (mean score 4.1) and low
prices (mean score 3.0) in particular, rated significantly lower than other businesses.

80 London Annual Business Survey 2006



Strategies adopted

by businesses

Table 7.2a: Business priorities by size of organisation as a whole (employment)

All Don't
businesses  1-4 5-9 10-49 50-99 100-249 250+ know
% % % % % % % %
Quality of product or service 4.7 4.7 4.7 ! g 4.7 4.7 47
Customer relations 46 46 46
Reliability of product or service 45 46
Established reputation 45 46
Knowledgeable staff 44 44
Speed of delivery 39 39
Unique product or service 39 38
Product or service range 37 36
Design* 36 36
Low cost base 35 35 37 36 3.1 33 37 34
Marketing 33
Low prices 32
Unweighted population 5,600

Source: LABS 2006 *Full description — improving innovation and the technical performance of products and services
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

When looked at by sector, in general the Publishing and Business and Professional
Services sectors were the ones with the lowest ratings of business priorities, with
Publishing rating only speed of delivery (mean score 4.2) significantly above average
while Business and Professional Services only rated marketing (mean score 3.4)
significantly above average.

Manufacturing,excluding Publishing, ConstructionandHotelsand Restaurantsalltended
to have higher average ratings than other sectors. Manufacturing, excluding Publishing,
rated eight of the 12 priorities significantly above average and none significantly below.
Construction businesses also rated eight of the 12 priorities significantly above average,
but also rated unique product or service (mean score 3.6) and marketing (mean score 3.2)
significantly below.
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In terms of country of ownership, foreign-owned companies rated improving innovation
and the technical performance of products and services (mean score 3.9) and marketing
(mean score 3.6) significantly higher than average but rated low prices (mean score 2.8),
low cost base (mean score 3.2) and knowledgeable staff (mean score 4.2) significantly
lower than average.

Joint UK-foreign-owned companies appear more product or service driven than other
businesses. They rated speed of delivery (mean score 4.3), unique product or service
(mean score 4.3), product or service range (mean score 4.2) and marketing (mean
score 3.5) as significantly higher than average.

Table 7.2c: Business priorities by country of ownership

All businesses  UK-owned Foreign-owned Joint UK-foreign DK/Refused

% % % % %
Quality of product or service 47 47 46 48 50
Customer relations 46 46 46 47 39
Reliability of product or service 45 45 45 4.7 48
Established reputation 45 45 46 47

Knowledgeable staff 44 44 . 45 4.2
Speed of delivery 39 39

Unique product or service 39 39

Product or service range 37 37

Design* 36 36

Low cost base 35 36

Marketing 33 33

Low prices 32 32 d . 34
Unweighted population 5,600

Source: LABS 2006 *Full description —improving innovation and the technical performance of products and services
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

On a gender basis, majority female-owned businesses seem to be more product or service
driven, with reliability of product or service (mean score 4.6), established reputation
(mean score 4.7) and unique product or service (mean score 4.0) all rated significantly
higher than average, although they also rated quality of product or service (mean
score 4.7) significantly below average. Majority male-owned businesses rated quality
of product or service (mean score 4.6), established reputation (mean score 4.5) and
knowledgeable staff (mean score 4.3) significantly below average.
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Table 7.2d: Business priorities by gender of ownership

Majority 50:50 Majority
All businesses female male/female male Don't know

% % % % %
Quality of product or service 4.7
Customer relations 46
Reliability of product or service 45
Established reputation 45
Knowledgeable staff 44
Speed of delivery 39 39 39 38
Unique product or service 39 39 38 38
Product or service range 37 38 36 39
Design* 3.6 35 36 3.6 36
Low cost base 35 35 35 36 35
Marketing 33 34 31 35
Low prices 32 3.1 32 3.1 33
Unweighted population 5,600

Source: LABS 2006 *Full description —improving innovation and the technical performance of products and services
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

The breakdown by ethnicity of owners shows that black-owned businesses rated the
majority (10 of the 12 priorities) significantly above average. Asian-owned businesses
rated six of the 12 priorities significantly above average, but also quality of service (mean
score 4.6), established reputation (mean score 4.5) and knowledgeable staff (mean score
4.2) significantly below average.
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Table 7.2e: Business priorities by ethnicity of owners

All Other/ Don't know/
businesses  White  Black Asian Mixed Chinese refused
% % % % % % %
Quality of product or service 4.7 4.7 47 4.8 46

Customer relations 46 46

Reliability of product or service 45 46
Established reputation 45 46
Knowledgeable staff 44 44 43 4.2 39 44 44

Speed of delivery 39 4.1 46 43

Unique product or service 39 4.5

Product or service range 37 3.9

Design* 36 39 47 38

Low cost base 35 42

Marketing 33 37 4.2

Low prices 32 d 3.6 29

Unweighted population 5,600

Source: LABS 2006 *Full description — improving innovation and the technical performance of products and services
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

7.3 The effects of business priorities on performance

Businesses that prioritise marketing are significantly more likely to have seen growth
in both productivity and profits. Those businesses that prioritised customer relations or
knowledgeable and experienced staff were significantly more likely to have experienced
growth in employment.

On the other hand, those businesses that had prioritised their product or service
range or the reliability of their product or service were significantly less likely to have
experienced growth in employment.
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Table 7.3: The effects of strategies adopted by businesses on performance

Odds ratio
Growth in Growth in Growth in Growth in

Structural variables employment turnover productivity profits
Business priorities (past 12 months)

Low prices 0.98 1.04 0.98 1.00

Unique product or service 1.09 1.03 1.03 0.89

Quality of product or service 0.94 0.94 0.85 1.02

Improving innovation and the technical 0.89 1.05 0.92 092

performance of products & services

Speed of delivery 1.12 1.03 1.06 0.99

Product or service range/portfolio 0.96 114 0.99

Marketing

Customer relations

Knowledgeable/experienced staff

Reliability of product or service

Established reputation 0.87
Low cost base 0.95 1.01 0.95 1.14
Source: LABS 2006

- Likelihood that variable significantly affects growth at 10% significance level

- Likelihood that variable significantly detracts from growth at 10% significance level
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Geographical markets

Summary

e On average, businesses in London generate nearly two thirds (62.9%) of their sales
from within London and 19.8% from the rest of the UK, with the remaining 17.3%
coming from abroad.

e The proportion of overseas sales also grew at the expense of sales to the rest of the
UK, with most of the increase in the share of overseas sales coming from sales to
elsewhere in the EU, while the share of sales to the rest of the south east accounted
for most of the decline in sales to the rest of the UK.

e Banking and Finance was the sector that generated the largest share of sales overseas
(34.9%).The proportion of sales generated overseas by this sector doubled compared
with 2005, with the largest increase coming from sales to elsewhere in the EU.

e Just over half of all purchases (52.2%) made by businesses located in London are
made from within London. A further 34.5% are made from elsewhere in the UK,
with the remaining 13.3% coming from abroad.

e The pattern of purchases for different types of businesses was broadly similar to the
pattern of sales although foreign-owned businesses did have a somewhat different
pattern of purchases from sales, making more purchases from overseas and the rest
of the UK but less from London.

e London businesses could be considered net exporters abroad in 2006 with 13.3%
of purchases coming from abroad compared to 17.3% of sales being made abroad.
This marks a change from London being a net importer in both 2004 and 2005,
although it did appear to be a net exporter in 2003.

e Inregard to London’s trade with the rest of the UK, it was a large net importer,
as the rest of the UK accounted for 19.9% of sales but 34.5% of purchases.

Influence on performance

e Growth in employment was significantly greater for businesses that had their
largest customer base elsewhere in the world (outside the UK, the rest of Europe,
and the USA), in the UK (outside London and the south east) and in the borough
where the business was located. Growth in turnover was significantly higher for
those businesses which had their main customer base in the rest of the EU.
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8.1 Introduction
8.2 Sales

8.3 Purchases

8.4 Export-imports

8.5 The effects of geographical markets on business performance

8.1 Introduction

The focus of this chapter is to understand the sales and purchasing patterns of
businesses located in London.

8.2 Sales

Businesses in London generated 62.9% of their sales from within London, with the share
from within their own borough being 35.9%. Overseas sales accounted for 17.3% of
total sales. The share of London sales was the same as in 2005, but the share from within
their own borough increased to 35.9% from 33.7% in 2005. The proportion of overseas
sales also grew at the expense of sales to the rest of the UK, with most of the increase in
the share of overseas sales coming from sales to elsewhere in the EU, while the share of
sales to the rest of the south east accounted for most of the decline in sales to the rest
of the UK.
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Table 8.1a: Destination of sales by market area

and size of organisation (employment) Scaled by turnover

All

businesses 1-4 5-9 10-49 50-99 100-249 250+

% % % % % % %
Borough 359 522 330 27.1 282 230 27.1
Elsewhere in London 269 206 310 323 380 238 294
London 629 728 64.0 594 66.2 46.7 56.5
Elsewhere in the south east 82 5.7 9.1 1.9 12.0 109 64
Elsewhere in the UK 1.7 37 10.1 18.2 10.8 14.1 18.1
SE + elsewhere in the UK 199 94 19.1 30.1 228 250 244
Elsewhere in the EU 9.2 128 4.0 59 50 10.1 9.1
Elsewhere in Europe 1.1 0.2 16 05 1.1 43 1.1
USA 2.1 23 13 1.0 1.6 28 29
RoW 49 26 102 30 3.1 11.0 59
Total overseas 173 179 171 104 108 28.1 19.1

Source: LABS 2006

Construction (75%) was the sector that was most reliant on London for sales, followed
by Hotels and Restaurants (74.4%) and Education, Health and Social Work (72.2%).

As in 2005, Manufacturing (excluding Publishing) remained the sector with the lowest
(38.5%) proportion of their sales generated from within London. Manufacturing
(excluding Publishing) was also the sector with the highest level of sales generated
from elsewhere in the UK outside London (41.9%).

Banking and Finance was the sector that generated the largest share of sales overseas
(34.9%). The proportion of sales generated overseas by this sector doubled compared
with 2005, with the largest increase coming from sales to elsewhere in the EU, up to 16.5%
from 3.4% in 2005. There was also a large change in 2006 in the proportion of overseas
sales generated by the Other Community Services and the Education, Health and Social
Work sectors. Other Community Services (which includes theatres and other leisure
services) saw almost a doubling in overseas sales from 14.1% in 2005 to 24.9% in 2006,
while Education, Health and Social Work saw a threefold increase from 3.1% to 10.2%.
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UK-owned businesses sold 64.5% of their goods and services within London. London’s
share of foreign-owned businesses sales was only 38.2% and their sales abroad were
only 30.6%. Foreign-owned businesses also had the highest share of sales to the rest
of the UK at 31.2%.

In terms of foreign-owned businesses, sales to London fell by more than eight percentage
points and sales abroad fell by more than 10 percentage points, as sales to the rest of the
UK jumped from 18.4% to 31.2% in the latest survey.

Table 8.1c: Destination of sales by market area
and country of ownership Scaled by turnover

Allbusinesses  UK-owned Foreign-owned Joint UK-foreign DK/Refused

% % % % %
Borough 359 300 16.6 67.2 69.0
Elsewhere in London 269 344 216 10.7 156
London 629 64.5 382 778 846
Elsewhere in the south east 82 9.7 103 26 32
Elsewhere in the UK 1.7 129 209 0.7 56
SE + elsewhere in the UK 199 226 312 33 88
Elsewhere in the EU 9.2 50 135 17.5 16
Elsewhere in Europe 1.1 09 25 0.2 03
USA 2.1 1.8 6.0 0.1 0.5
RoW 49 53 85 1.0 4.2
Total overseas 17.3 13.0 306 18.8 6.6

Source: LABS 2006

Majority female-owned businesses generated a slightly higher than average proportion
of sales from elsewhere in London but a markedly lower than average share of sales
from within the borough, leaving overall London sales below average (54.3%). Majority
female-owned businesses had a share of sales overseas (5.3%) that was less than one
third of the average, but a proportion of sales to elsewhere in the south east and the
UK (40.4%) that was over twice the average.

Majority female-owned businesses saw a sharp fall in the proportion of sales made within
London compared to 2005 and saw the proportion of sales made to the rest of the UK
rise. Majority male and 50:50 male/female-owned businesses saw arise in the proportion
of sales generated within London and a fall in the proportion of sales made to the rest
of the UK.
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Table 8.1d: Destination of sales by market area

and gender of owners Scaled by turnover
Majority 50:50 Majority ~ Don't know/
All businesses male male/female female refused
% % % % %
Borough 359 413 29.7 242 28.0
Elsewhere in London 269 240 39.1 30.2 30.1
London 629 65.3 68.8 543 58.1
Elsewhere in the south east 82 76 9.7 16.1 76
Elsewhere in the UK 11.7 86 125 243 15.2
SE + elsewhere in the UK 199 16.2 222 404 227
Elsewhere in the EU 9.2 103 56 26 88
Elsewhere in Europe 1.1 06 0.5 03 23
USA 2.1 27 1.0 04 15
RoW 49 47 20 20 64
Total overseas 173 183 9.2 53 19.0

Source: LABS 2006

In regard to ethnicity of ownership, black and Asian-owned businesses reported the
highest proportion of sales in London, 77.9% for black-owned businesses and 74.8%
for Asian-owned businesses compared to 59.8% for white-owned businesses. However,
the percentage of sales by these two groups to the rest of the UK were below average.
Black-owned businesses also reported a lower than average percentage of their sales
overseas, although the reported percentage of overseas sales was slightly higher than
average for Asian-owned businesses.
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Table 8.1e: Destination of sales by market area

and ethnicity of owners Scaled by turnover
All Other/ Don't know/
businesses ~ White  Black Asian Mixed Chinese  refused
% % % % % % %
Borough 359 273 431 624 389 26.2 26.8
Elsewhere in London 269 325 347 124 314 277 300
London 629 59.8 779 748 703 540 56.8
Elsewhere in the south east 82 115 5.7 32 96 17.5 6.2
Elsewhere in the UK 11.7 14.1 73 25 137 205 153
SE + elsewhere in the UK 199 256 130 56 233 38.0 215
Elsewhere in the EU 9.2 6.3 36 156 39 17 9.2
Elsewhere in Europe 1.1 0.7 00 0.2 20 20 26
USA 2.1 3.1 0.1 0.1 0.2 1.0 23
RoW 49 46 55 33 04 32 72
Total overseas 173 14.7 9.2 19.2 64 8.0 214

Source: LABS 2006

8.3 Purchases

The proportion of purchases from within London in the 2006 survey was 52.2%,
with the share from within the borough accounting for almost half of this at 22.3%.
The share of purchases made from elsewhere in the UK was 34.5% in 2006, while
the share of purchases made from overseas was only 13.3% in the latest survey.

The pattern of purchases for different types of businesses was broadly similar to the
pattern of sales although foreign-owned businesses did have a somewhat different
pattern of purchases from sales.

There has been an increase in the proportion of purchases from within London, which
have increased by almost ten percentage points from 42.6% in 2005. The main source
of increased purchases in the capital came from an increase in purchases from within
the borough, which rose from 13.2% in 2005 to 22.3% in 2006. The share of purchases
made from elsewhere in the UK fell only marginally from 36% in the 2005 survey to
34.5% in 2006, with the share of purchases from overseas falling substantially from
21.4% to 13.3%.
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In general, the larger the organisation, the lower the share of purchases from London,
mainly due to the share of purchases within the borough being lower. Companies with
1-4 employees make by far the highest share of purchases within the borough (36.8%),
with larger organisations making progressively lower shares (down to organisations with
250+ employees making the lowest proportion at 12.9%). There is a slight tendency for
the share of purchases from the rest of the south east and the UK to be higher the larger
the organisation. In terms of overseas purchases, there is a general trend for smaller
organisations to have higher levels of overseas purchases, with organisations with 1-4
employees having the highest proportion of purchases from elsewherein the EU (11.2%)
and organisations with 5-9 employees having the highest share of purchases from the
rest of the world (9.8%).

Table 8.2a: Geographical source of purchases

by size of organisation (employment) Scaled by turnover

All

businesses 1-4 5-9 10-49 50-99 100-249 250+

% % % % % % %
Borough 223 36.8 174 14.3 18.3 134 129
Elsewhere in London 299 293 312 274 305 353 322
London 522 66.1 487 4.7 488 487 452
Elsewhere in the south east 14.7 11.2 1.7 152 204 19.7 147
Elsewhere in the UK 198 9.6 212 274 18.7 234 316
SE + elsewhere in the UK 345 209 329 426 39.1 43.1 46.3
Elsewhere in the EU 82 1.2 59 6.9 76 47 45
Elsewhere in Europe 0.2 0.1 038 0.2 03 0.2 04
USA 1.1 0.2 18 08 04 20 08
RoW 3.7 1.7 9.8 77 3.7 1.2 29
Total overseas 133 133 183 15.7 120 8.1 85

Source: LABS 2006

Hotels and Restaurants (67.2%) was the sector with the highest share of purchases from
London, followed by Education, Health and Social Work (64.4%). Publishing is the sector
that stands out in relation to purchases from the south east and the rest of the UK, as it
has a share of 61.6% of purchases versus an overall average of 34.5%. Wholesale and
Retail (46.7%) and Manufacturing, excluding Publishing (41%) were the sectors with
the second and third highest share of purchases from the south east and rest of UK.
Wholesale and Retail (30.1%) and Manufacturing, excluding Publishing (34.1%) are
also the sectors with the highest share of overseas purchases by far, with the rest of the
EU and rest of the world the top sources.
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Foreign-owned companies make an above average proportion of purchases from
overseas (20%), make a substantially below average proportion of purchases from
London (39.3%), and make a slightly above average proportion of purchases from
the rest of the UK (40.6%). Joint UK-foreign-owned businesses make a slightly above
average proportion of purchases from overseas (14.5%) and make a substantially
above average proportion of purchases from London but make a well below average
proportion of purchases from the rest of the UK.

Table 8.2c: Geographical source of purchases
by country of ownership Scaled by turnover

All businesses  UK-owned Foreign-owned Joint UK-foreign DK/Refused

% % % % %
Borough 223 15.5 11.1 48.0 18.2
Elsewhere in London 299 340 282 20.5 19.8
London 522 494 393 68.5 380
Elsewhere in the south east 147 15.3 178 11.2 179
Elsewhere in the UK 19.8 244 228 55 328
SE + elsewhere in the UK 345 39.7 40.6 16.6 50.7
Elsewhere in the EU 82 54 9.8 14.2 1.0
Elsewhere in Europe 0.2 0.2 0.5 00 00
USA 1.1 14 1.8 0.1 38
RoW 37 39 79 0.2 6.6
Total overseas 133 109 20.0 145 1.3

Source: LABS 2006

Majority female-owned businesses made a below average proportion of purchases
from the same borough (14.3%) and an above average proportion of purchases
from elsewhere in London (37.1%). Majority female-owned businesses also made a
substantially above average proportion of purchases from elsewhere in the UK (34.6%)
but a below average proportion of purchases from elsewhere in the south east (9.7%).
However, overseas purchases by majority female-owned businesses were below
average (4.1%).
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Table 8.2d: Geographical source of purchases

by gender of owners Scaled by turnover
Majority 50:50 Majority Don't know/
All businesses male male/female female refused
% % % % %
Borough 223 279 217 143 109
Elsewhere in London 299 294 335 37.1 286
London 522 573 55.2 515 395
Elsewhere in the south east 147 13.1 15.0 9.7 19.8
Elsewhere in the UK 19.8 156 154 346 277
SE + elsewhere in the UK 345 2838 303 443 47.5
Elsewhere in the EU 82 80 75 26 10.2
Elsewhere in Europe 0.2 0.2 04 0.1 03
USA 1.1 1.2 08 0.2 13
RoW 3.7 46 59 1.2 16
Total overseas 133 14.0 146 4.1 134

Source: LABS 2006

Majority ethnic minority-owned businesses tended to buy more from London (black
65.7%, Asian 62.9% and other 57.5%) than average. These businesses tended to make
a below average proportion of purchases from the south east and rest of the UK, but
varied on their level of overseas purchases (black below average on 11.4%, but Asian
16.4% and other 23.5% above average).

Table 8.2e: Geographical source of purchases

by ethnicity of owners Scaled by turnover
All Other/ Don't know/
businesses ~ White  Black Asian Mixed Chinese  refused
% % % % % % %
Borough 223 16.8 219 416 7.5 244 9.7
Elsewhere in London 299 347 439 213 26.0 331 29.2
London 522 515 65.7 629 335 575 389
Elsewhere in the south east 14.7 144 102 115 478 9.7 196
Elsewhere in the UK 19.8 220 12.7 89 17.3 9.2 30.2
SE + elsewhere in the UK 345 363 229 20.5 65.2 189 49.8
Elsewhere in the EU 82 56 26 13.1 00 10.1 78
Elsewhere in Europe 0.2 03 0.8 0.1 04 0.1 0.2
USA 1.1 17 0.7 0.2 00 0.0 13
RoW 37 44 74 3.1 09 133 20
Total overseas 133 12.1 114 164 13 235 114

Source: LABS 2006
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8.4 Export-imports

Sales and purchasing patterns on a geographical basis can be used as a guide as to
whether London was a net importer or exporter. Graph 8.1 presents this data for 2006
and shows that London was a net exporter to the rest of the world and a net importer
from the rest of the UK. Graph 8.2 shows London’s balance of imports/exports with
the different geographical areas over time. London has been increasing its net imports
from the rest of the UK since 2004. It has also been increasing its net imports from the
rest of the world from 2003 through to 2005 but again became a net exporter to the
rest of the world in 2006.

Graph 8.1: Sales and purchases of the London economy
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Graph 8.2: Location of sales/purchases — net sales 2003 — 2006
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8.5 The effects of geographical markets on business performance

When controlled for all other factors, growth in employment was significantly greater for
businesses that had their largest customer base elsewhere in the world (outside the UK,
the rest of Europe, and the USA), in the UK (outside London and the south east) and in
the borough. Growth in turnover was significantly higher for those businesses which had
their main customer base in the rest of the EU. As in previous years, those businesses
that undertook any exportsin 2006 were significantly more likely to have lower growth in
turnover. Growth in productivity was also likely to be significantly reduced in businesses
with their main customer base outside of Europe.
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Table 8.3: The effects of geographical markets on business performance

Odds ratio
Growth in Growth Growth in Growth
Structural variables employment inturnover  productivity in profits

Market orientation (location
of largest customer base)

In the USA 1.51 2.10 0.61 0.54
Elsewhere in the world
Elsewhere in the UK

Business exports

In this borough 1.18

Elsewhere in Greater London 142 1.20 0.89 083
Elsewhere in the south east 145 1.15 0.98 0.70
Elsewhere in the EU 117 085 068
Elsewhere in Europe (outside the EU) 1.05 1.68 2.00 0.52

Source: LABS 2006
- Likelihood that variable significantly affects growth at 10% significance level

- Likelihood that variable significantly detracts from growth at 10% significance level
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Investment and access to finance

Summary

e The majority of businesses reported that investment and other (non-investment)
expenditure on most items had stayed the same over the last 12 months.

e The exception to this was investment expenditure on IT and spending on marketing
and salaries. Nearly 40% of businesses reported increasing investment expenditure
on IT during the last year. Similarly around two out of five businesses reported
increasing expenditure on marketing and salaries.

e Very small organisations (with less than five employees) were the least likely to have
increased spending over the last year. For example, on balance 30% of very small
organisations (employing 1 -4 people) had increased spending on IT, compared with
around 40% of organisations employing over five people. A similar picture emerges
for other business expenditures. For example, a balance of just 16% of very small
organisations had increased spending on training/re-training compared to a balance
of 49% for organisations employing over 250 people.

e Few businesses expect to decrease expenditure over the next 12 months, with 36%
reporting spending on IT will rise and 53% stating that spending on average salary
per worker would also rise.

e The balances of businesses expecting to increase spending on IT, equipment
(excluding IT), average salary per worker, marketing, and training/re-training
are higher in LABS 2006 than they were in 2005. Only the balances of businesses
expecting to increase spending on premises and product/service development
have declined when compared with the LABS 2005 results.

e The largest organisations, those employing more than 250 people, on average
invested around £2,900 in capital for every worker. In contrast very small
organisations (1 -4 employees) on average invested just over £33,100 per worker.

e Over 40% of businesses reported that they had not been able to invest as much in
capital over the last 12 months as they would have liked to. For these businesses the
key constraints on investment were market conditions/demand (44%), a decrease
in profitability (35%) and problems accessing external finance (33%).

e Just over a quarter of all businesses reported that they had approached external
sources for funding in the last 12 months, with nearly two-thirds of these businesses
approaching banks.
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e Two-thirds of all businesses seeking external finance were successful in their
applications to banks. There are, however, some noticeable differences across
ethnic groups. Nearly three-quarters of white-owned businesses were successful
in obtaining bank finance. This compares with under three out of 10 black-owned
businesses and under three out of five Asian-owned businesses.

e The three most common problems experienced by businesses that were unable
to access external finance were lack of collateral (45%), not being able to obtain a
large enough loan (42%) and the lender not understanding the applicant’s business
needs (40%). Lack of advice about options/sources available was much less of a
problem in 2006 than in 2005.

Effects of investment and access to finance on business performance

e After controlling for all other business characteristics, the multivariate analysis shows
that spending on IT is significantly related to growth in turnover, while spending on
equipment excluding IT is significantly related to growth in profits. Use of an equity
partner/venture capital is associated with significantly below average employment
growth, while use of a factoring institution is associated with below average growth
in employment and productivity.
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Contents

9.1 Introduction

9.2 Investment spending

9.3 Access to external finance

9.4 The effects of investment and access to finance on business performance

9.1 Introduction

The focus of this chapter is to understand investment spending and other forms of
expenditure undertaken by London businesses, in both the last 12 months and the
expected expenditure in these categories for 2007. The chapter also examines the
sources of external finance that businesses in London have sought and how successful
they were in obtaining funds. It also examines the constraints on investment that
businesses face and the problems that they have encountered in accessing finance.

9.2 Investment spending

Businesses were asked about changes in investment expenditure over the last 12
months. The majority of businesses reported that spending had remained the same
across most categories of investment spending. The exception to this was that nearly
40% of businesses reported increasing spending on IT (Table 9.1), while around one
quarter increased spending on other equipment (excluding IT) (27%) and premises
(24%). Looking at the percentage of businesses saying different categories of spending
have increased over those saying they have decreased during the past year, this pattern
corresponds very closely to the results from the 2005 survey (Graph 9.1).

In terms of other (non-investment) expenditure, around two out of five businesses
reported increasing expenditure on marketing (38%) and salaries (40%). These figures
are again similar to the 2004 and 2005 findings.
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Table 9.1: Change in investment expenditure by category on-site
during previous 12 months

Expenditure category Increased Remained Decreased Don't Decisions Not Balance
the same know made applicable/ of +ve
elsewhere continued over-ve
to be zero
expenditure
% % % % % % %
Investment spending
IT 39.1 420 5.1 1.1 1.1 11.6 339
Equipment (excl IT) 26.7 525 7.2 1.5 0.8 1.3 19.5
Premises 244 61.3 4.1 14 08 79 20.2
Vehicles 144 392 44 0.8 0.7 40.5 10.0
Other spending
Product/servicedevelopment 324 46.2 20 22 09 16.2 304
Training/re-training 253 426 17 1.0 0.7 286 236
Marketing 376 397 53 1.1 1.2 15.0 323
Average salary per worker 400 420 70 33 0.8 6.8 330

Source: LABS 2006
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Graph 9.1: Balance percentage of businesses saying different categories of spending
have increased over those saying they have decreased over previous year
(LABS 2006 and LABS 2005)
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Very small (one to four employees) organisations were the least likely to have increased
spending over the last year. For example, on balance 30% of very small organisations
had increased spending on IT, compared with around 40% of organisations employing
over five people. A similar picture emerges for other business expenditures. For example,
a balance of just 16% of very small organisations had increased spending on training/
re-training compared with a balance of 49% for organisations employing over 250 people.
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Table 9.2a: Balance percentage of businesses saying categories of investment
spending have increased over those saying they have decreased over the past year -
by size of organisation (employment)

Balance of +ve versus -ve busi/r:!sses 1-4 5-9 10-49 50-99 100-249 250+ Er?c?vt
% % % % % % % %

Investment spending

IT 339

Equipment (excluding IT) 195

Premises 20.2

Vehicles 10.0
Other spending

Product/servicedevelopment 304

Training/re-training 236

Marketing 323

Average salary per worker 330

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

There are considerable differences in the pattern of increases in investment spending
and other spending between sectors. The Education, Health and Social Work and Hotels
and Restaurants sectors showed atendencytowardsabove averageincreases onbalance,
while the Manufacturing excluding Publishing sector showed a tendency towards below
average increases on balance.

Sectors which had above average increases on balance of spending on IT were Education,
Health and Social Work (43%), Banking and Finance (43%), Publishing (41%), and Business
and Professional Services (40%). A number of sectors had significantly lower than average
increases on balance of spending on IT; Manufacturing, excluding Publishing (29%), Wholesale
and Retail (27%), Hotels and Restaurants (23%) and Other Community Services (26%).

The balance of businesses reporting increases in spending on training/retraining was
significantly above average in the Education, Health and Social Work (43%), Banking
and Finance (35%) and Hotels and Restaurants (32%) sectors, but significantly below
average in the Wholesale and Retail (17%), Construction (21%) and Manufacturing,
excluding Publishing (23%) sectors. Sectors with the highest increases on balance in
terms of average salaries per worker were Hotels and Restaurants (45%), Education, Health
and Social Work (40%), Wholesale and Retail (40%), and Banking and Finance (39%).

Foreign-owned businesses reported a significantly lower than average balance of
businesses increasing spending on IT, equipment (excluding IT), vehicles and marketing,
but a significantly higher than average balance of businesses increasing spending on
product/service development, training/retraining and average salary per worker.

106 London Annual Business Survey 2006



[9AS] 3DUBPYUOD %66 18 2InbY sassauisng ||e mojaq Ajxuedyiubig I
[9AS] 2OUIPYUOD 966 1o InbBY sassauisnd ||e aroge Apuedyiubis I

900¢ SgV1:921n0S

oss Jaxiom Jad Asejes aberany
€Ce bunayew
9€T Buiuien-ai/buluies
o€ 1USWdOIPAIPIDIAIS/1INPOId
Buipuads 1oy10
0ol SIPIYSA
7oz S9sIWId
g6l (11 Buipnpxa) Juswdinby
6'€E 1

Buipuads Juswisanu|

% % % % % % % % % % %
SIDIAISS SIOAN [B1DOS S3DIAIDS Bulysignd
Alunwwod g yesH [euoISsaj0.d SdUBU{  SUOREDIUNWIWIOD) SlUeINeIsaY  [1e1dy g Buipnpxa
B_YI0 ‘uonednpy g ssauisng 13 bupjueg 19 1odsues| 9S|PI0OH  9[eSS|OYM  uondnisuo) buunioejnuely  bulysiignd  sassauisng ||y 9A- SNSI9A 9A+ JO BdURjRY

101035 AQ — 1eak 1sed ay3 190 paseasdap aney Aayl buihes 3soyl JSAO pasealdul aney
Buipuads Jusawisanul Jo sa110ba1ed buikes sassauisng jo sbejuadiad aduejeg :qz'6 9|gel

London Annual Business Survey 2006 107



Chapter 9

Table 9.2c: Balance percentage of businesses saying categories of investment
spending have increased over those saying they have decreased over the past year -
by country of ownership

Balance of +ve versus -ve All businesses UK-owned Foreign-owned Joint UK-foreign  DK/Refused
% % % % %

Investment spending

IT 339 339
Equipment (excluding IT) 195 19.7
Premises 20.2 204
Vehicles 10.0 103
Other spending
Product/servicedevelopment 304 299
Training/re-training 236 227
Marketing 323 324
Average salary per worker 330 318

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Table 9.2d: Balance percentage of businesses saying categories of investment
spending have increased over those saying they have decreased over the past year —
by gender of ownership

Majority 50:50 Majority ~ Don't know/
Balance of +ve versus -ve All businesses female male/female male refused
% % % % %

Investment spending

IT 339

Equipment (excluding IT) 195

Premises 20.2

Vehicles 10.0

Other spending

Product/service development 304

Training/re-training 236

Marketing 323 337

Average salary per worker 330 343 335

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

108 London Annual Business Survey 2006



Investment and

access to finance

The balance of majority female-owned businesses reporting increases in IT investment
andinspendingonproduct/servicedevelopmentandtraining/retrainingwassignificantly
below average. Majority male-owned businesses reported below average increases in
spending on balance on training/retraining and average salary per worker.

Black-owned and Asian-owned businesses reported above average increases on balance
ofspendingon product/servicedevelopmentand on marketing.Black-ownedbusinesses
also reported significantly above average increases on balance of spending on training/
re-training. However, a lower than average balance of both black-owned and Asian-
owned businesses reported increases in spending on average salary per worker.

Table 9.2e: Balance percentage of businesses saying categories of investment
spending have increased over those saying they have decreased over the past year
- by ethnicity of ownership

All Other/ Don'tknow/
businesses ~ White  Black Asian Mixed Chinese refused
% % % % % % %

Investment spending

IT 339
Equipment (excluding IT) 19.5
Premises 20.2
Vehicles 10.0
Other spending
Product/servicedevelopment 304 29.1
Training/re-training 236 224 53
Marketing 323 331 9.2 233
Average salary per worker 330 34.1 -11.5

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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Anticipated changes in investment and other spending over the next 12 months
Businesses were asked about anticipated changes in investment and other expenditure
over the next year. Few businesses expect to decrease expenditure over the next 12
months. Within investment spending, IT is the area that businesses (36%) are most
likely to expect to increase their spending in next year, followed by other (non-IT)
equipment (32%). In terms of other (non-investment) spending, over half (53%) of all
businesses anticipate increasing their average salary per worker, while around four out of
10 businesses expect to increase their spending on marketing (44%) and product/service
development (36%) over the next year. Over a third of businesses expect to increase
their spending on training (34%).

Table 9.3: Percentage of businesses saying different spending categories
will increase/remain the same/decrease during the next 12 months

Increased Remained Decreased  Don't Not Balance
the same know applicable/ of +ve
continue to over -ve
spend nothing

% % % % % %

Investment spending

IT 36.2 487 39 14 9.8 324

Equipment (excl IT) 31.9 523 47 19 9.2 27.2

Premises 232 63.7 32 19 79 20.0

Vehicles 13.2 436 24 15 39.2 108
Other spending

Product/service development 355 45,0 1.5 23 15.8 340

Training/re-training 343 40.8 15 17 218 328

Marketing 436 384 28 16 136 408

Average salary per worker 529 335 30 4.2 6.5 499

Source: LABS 2006

The balances of businesses expecting toincrease spending onIT,equipment (excludingIT),
average salary per worker, marketing, and training/re-training are higher in LABS 2006
than they were in 2005. Only the balances of businesses expecting to increase spending
on premises and product/service development have declined when compared with the
LABS 2005 results.
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Graph 9.2: Balance percentage of businesses saying different categories of
spending will increase over those saying that it will decrease over the next year
(LABS 2006 and LABS 2005)
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Source: LABS 2006
Smaller organisations (5-9 and 10 - 49 employees) were the most optimistic about

increasing spending across all categories. Organisations employing 50 -99 people
were the least optimistic.
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Table 9.4a: Balance percentage of businesses saying categories of investment
spending will increase over those saying they will decrease over the next year —
by size of organisation (employment)

All Don't
Balance of +ve versus -ve businesses  1-4 5-9 10-49 50-99 100-249 250+ know
% % % % % % % %

Investment spending

IT 324
Equipment (excluding IT) 27.2
Premises 200
Vehicles 10.8
Other spending
Product/servicedevelopment 340 374 24.7 422 420
Training/re-training 328 46.8 446 399 478
Marketing 4038 . 4038 338 46.5 420
Average salary per worker 499 73.1 69.6 64.8 66.3

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

The Hotels and Restaurants sector was the most optimistic, with an above average
proportion of businesses in this sector anticipating increases in spending on balance in
all categories except IT. Business and Professional Services was also optimistic, with an
above average proportion of businesses anticipating increases on balance for spending
on IT, marketing and average salary per worker. Publishing and Construction were

the most pessimistic sectors, with the Construction sector reporting a below average
proportion of businesses on balance anticipating increases in spending in all categories
except vehicles.

Foreign-owned businesses reported an above average proportion of businesses
on balance anticipating increases in spending on product/service development and
training/re-training, while joint UK-foreign-owned businesses reported an above
average proportion of businesses on balance anticipating increases in spending
on IT and average salary per worker.
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Table 9.4c: Balance percentage of businesses saying categories of investment
spending will increase over those saying they will decrease over the next year —
by country of ownership

Balance of +ve versus -ve All businesses UK-owned Foreign-owned Joint UK-foreign DK/Refused
% % % % %

Investment spending

IT 324 325
Equipment (excluding IT) 272 275
Premises 200 20.2
Vehicles 10.8 1.3
Other spending
Product/servicedevelopment 340 338 36.8
Training/re-training 328 323 46.5
Marketing 40.8 1.3 35.2
Average salary per worker 499 49.5 546

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Joint male/female-owned businesses were the least optimisticin terms of the proportion
of firms on balance anticipating spending increases across the categories of expenditure,
although they had the highest proportion of firms on balance anticipating an increase
in IT spending. Except for the purchase of vehicles, where majority male firms were more
likely on balance to anticipate increasing spending, there was little difference in the
results for majority male and majority female-owned businesses.
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Table 9.4d: Balance percentage of businesses saying categories of investment
spending will increase over those saying they will decrease over the next year —
by gender of ownership

Majority 50:50 Majority ~ Don't know/
Balance of +ve versus -ve All businesses female male/female male refused
% % % % %

Investment spending

IT 324 336

Equipment (excluding IT) 27.2 28.2

Premises 200 200 19.1 206 177

Vehicles 10.8 96 93
Other spending

Product/service development 340 341 321 345 347

Training/re-training 328

Marketing 408

Average salary per worker 499

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Black-owned and other/Chinese-owned businesses were the most optimisticand white-
owned businesses the most pessimistic about anticipated increases in spending across
the categories of expenditure. Black-owned businesses reported a significantly higher
than average proportion of firms on balance anticipating spending increases across all
the categories surveyed. Other/Chinese-owned businesses also reported a significantly
higher than average proportion of firms on balance anticipating spending increases in
all categories except equipment (excluding IT) and vehicles. White-owned businesses
reported a significantly below average proportion of firms on balance anticipating
increases in spending on product/service development (31%), training/re-training
(31%) and marketing (38%).
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Table 9.4e: Balance percentage of businesses saying categories of investment
spending will increase over those saying they will decrease over the next year -

by ethnicity of ownership

All Other/ Don'tknow/
businesses ~ White  Black Asian Mixed Chinese  refused
% % % % % % %
Investment spending
IT 324 322 15.1 456
Equipment (excluding IT) 27.2 275 222 420 378
Premises 200 19.7 174 1.3 42.8
Vehicles 10.8 926 146
Other spending
Product/servicedevelopment 340
Training/re-training 328
Marketing 40.8
Average salary per worker 499

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Level of capital expenditure in 2006

The following tables show the level of capital investment per worker by business
characteristics. Although the absolute level of investment is positively related to firm
size (unsurprisingly larger organisations invest more in absolute terms), when investment
spending is expressed in terms of the amount ‘per worker’ a negative relationship
emerges. The largest firms, those employing more than 250 people, invest in capital on
average around £2,900 per worker. In contrast, very small organisations (one to four
employees) invest in capital on average over £33,000 per worker.

Other Community Services (£40,900) and Business and Professional Services (£39,100)
reported the highest levels of capital expenditure per employee. Spending levels in
these sectors were around four times the level of capital investment per worker found in
the Manufacturing, excluding Publishing sector (£10,600) and Hotels and Restaurants
(£11,500) sectors, which were the lowest spending sectors in relation to their number
of employees.

116 London Annual Business Survey 2006



900¢ S4V1:231n0S

7€C 6l¢C 09, 841 9s¢ e 65 8¢ 6C¢C 66 s6l'e a|dwies payybremun
/880 LL9EL LLL'6E [9€'S1 887'ClL ShS'LL 6/861 o0yl #0901 LSl (X414 99kojdws 4ad Juswisanul sbesany
% % % % % % % % % % %
SIDIAISS SO [eID0S SODIAISS Buiysignd
Aunwwiod) g yyesH [euolssajold SdUBU{  SUONEIIUNWWIOD) SIUBINRISDY  |1e1dY Buipnpxa
Y10 ‘uonednp3  gssauisng g bupjueg 19 1odsuel| ®S|PI0H  9[eS9IOYA  uondnisuo)  Buuniejnuely  Bulysiigngd - sassauisng |y

1031095 Aq — sansua1deIRYD Ssaulsng Aq
Syuow | snoiaaid ul 19xJom Jd 311S UO JuswWisaAUl |ende) :qg e 9|gel

900¢ Sgv1:924n0S

zilL zilL o€l 90C [yl 0/L 0€8 s6l's a|dwies payyBramun
816 816 179’ 555/ 86101 0L09L 860'€E 2Tt aakojdw Jad Juawsanu abesany
% % % % % % % %

mow| 1uoQ +0SC 6% - 001 66— 05 6v -0l 6-5 v-1 s3ss3UIsNq ||

(JuswAojdwsa) uonesiuebio Jo 3zis AQ — sd13s1I10eIRYD SSUISNg Aq
syiuow g | snoinaid ul 1axiom Jad 911s uo uswisaAul [ende) ieg'g 9|gel

London Annual Business Survey 2006 117



Chapter 9

UK-owned businesses reported higher levels of capital investment per employee than
foreign-owned and joint UK-foreign-owned businesses. This is partly explained by the
tendency for the smallest businesses, who report the highest levels of capital investment
per employee, to be UK-owned.

Table 9.5c: Capital investment on site per worker in previous 12 months
by business characteristics — by country of ownership

All businesses UK-owned Foreign-owned Joint UK-foreign  DK/Refused

% % % % %
Average investment per employee 28,272 29,201 12,458 21,065 3,666
Unweighted sample 3,195 2,892 248 44 1

Source: LABS 2006

Majority male-owned businesses tend to spend more on capital investment, averaging
£33,000 per worker, compared with £26,000 for majority female-owned businesses.

Table 9.5d: Capital investment on site per worker in previous 12 months
by business characteristics — by gender of ownership

Majority 50:50 Majority  Don't know/
All businesses female male/female male refused
% % % % %
Average investment per employee 28,272 25,795 36,916 33,140 15,147
Unweighted sample 3,195 1,878 514 349 454

Source: LABS 2006

Constraints on investment spending

Businesses were asked if they had been able to invest as much capital as they would have
liked over the last 12 months, and 35% said that they had not. 44% of businesses that
stated that they had not, said that this was due to market conditions/demand. Around
one-third of businesses also cited a decrease in profitability (35%) and problems accessing
external finance (33%) as constraints on investment spending.
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Graph 9.3: Constraints on investment
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Significantly more organisations with 5-9 employees (52%) cited market conditions/
demand as a constraint on investment than average. A significantly higher proportion
of organisations with 5-49 employees cited problems accessing external finance as a
constraint on investment and a higher percentage of organisations with 5-99 employees
reported shortage of skilled labour as a constraint on investment than average.
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Table 9.6a: Constraints on investment by type of business -
by size of organisation (employment)

All Don't
businesses 1-4 5-9 10-49 50-99 100-249 250+ know
% % % % % % % %
Market conditions/demand 438 449 m

Decrease in profitability 354 387 342 321 253

Problems accessing external finance 325 389

Shortage of skilled labour 114 149 235

Decisions made an another site 9.7 6 I 441

Inability to source appropriate 89 9.1

equipment

Other 6.8 74 53 6.7 9.5 88 43
Lack of funds/money 59 6.2 5.2 1.0 3.1 .n 00
Government legislation 13 14 23 0.2 00 0.1 00
Space/site restrictions 1.1 1.1 16 12 20 0.0 0.0 15
No time/ too busy 05 06 06 0.1 0.6 0.0 0.1 0.0
Closing/moving/end of contract 0.1 00 00 03 0.0 06 m 0.0
Unweighted sample 1,953 559 392 532 76 72 283 39

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Across the sectors only in Wholesale and Retail did a significantly higher percentage
of businesses than average report that market conditions/demand were a constraint on
investment. A significantly higher than average percentage of businesses in Business
and Professional Services cited problems accessing external finance as a constraint on
investment, while decreases in profitability were cited as a constraint on investment
significantly more often by businesses in Manufacturing excluding Publishing,
Wholesale and Retail and Hotels and Restaurants.

Foreign-owned businesses in general faced fewer constraints on capital investment
spending than UK-owned and joint UK-foreign-owned businesses.
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Table 9.6¢: Constraints on investment by type of business —
by country of ownership

All businesses UK-owned Foreign-owned Joint UK-foreign DK/Refused

% % % % %
Market conditions/demand 438 444 480 6.0
Decrease in profitability 354 357 50.7 345
Problems accessing external finance 325 329 4538 6.0
Shortage of skilled labour 114 1.7 00 6.0
Decisions made an another site 9.7 84 36.1 250
Inability to source appropriate 9.2 00 89
equipment 89
Other 6.8 6.7 9.8 0.0 524
Lack of funds/money 59 6.1 “ 0.0 0.0
Government legislation 13 13 00 00 00
Space/site restrictions 1.1 1.1 0.2 00 00
No time/ too busy 0.5 0.5 0.1 00 00
Closing/moving/end of contract 0.1 0.1 “ 00 00
Unweighted sample 1,953 1,798 126 19 10

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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There was little significant variation by gender of ownership on the constraints on
investment faced by businesses.

Table 9.6d: Constraints on investment by type of business -
by gender of ownership

Majority 50:50 Majority ~ Don't know/
All businesses female male/female male refused
% % % % %
Market conditions/demand 438 39.1 422 464 336
Decrease in profitability 354 30.1 387 375 19.6
Problems accessing external finance 325 323 28.0 352 134
Shortage of skilled labour 114 9.2 11.0 122 109
Decisions made an another site 9.7 28 4.1 564

Inability to source appropriate 84 11.3 88 5.1
equipment 89

Other 6.8 80 6.8 6.1

Lack of funds/money 59 6.2 4.7 64 23
Government legislation 13 00 24 15 0.1
Space/site restrictions 1.1 1.0 038 13 0.2
Unweighted sample 1,953 247 315 1,122 269

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Black-owned businesses (63%) reported substantially greater than average (33%)
problems accessing external finance. Asian-owned businesses (44%) reported
substantially greater than average (38%) problems with decreases in profitability,
which is probably due to the greater percentage of Asian-owned businesses in the
Wholesale and Retail sector which has generally reported greater problems with market
conditions/demand and decreases in profitability during 2006. A substantially higher
than average proportion of other/Chinese-owned businesses (27%) reported that
lack of funds/money was a constraint on investment, while a higher percentage of
Asian-owned businesses reported that government legislation was a constraint on
investment than average.
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Table 9.6e: Constraints on investment by type of business -
by ethnicity of ownership

All Other/ Don'tknow/
businesses White Black Asian Mixed Chinese refused
% % % % % % %

Market conditions/demand 438 46.8 49.8 296

Decrease in profitability 354 347 296 |RXS

Problems accessing external finance 325 33.2 68.8 209 313
Shortage of skilled labour 114 10.8 10.0 148 34

Decisions made an another site 9.7 M 8.1 25

Inability to source appropriate 89 8.1 1.8 1.2

equipment

Other 6.8 79 41 41 0.0 6.3 75
Lack of funds/money 59 59 54 00

Government legislation 13 0.7 1.1

Space/site restrictions 1.1 13 09 0.2 0.0 0.0 18
No time/ too busy 0.5 0.7 00 0.0 0.0 0.1 04
Closing/moving/end of contract 0.1 0.1 00 0.1 00 0.1 “
Unweighted sample 1,953 1,199 150 293 22 49 240

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

9.3 Access to external finance
Sources of external finance approached

All businesses were asked about their use of and sources of external finance. Just over
one quarter of all businesses (27%) reported that they had approached external sources
for funding in the last 12 months. Graph 9.4 details the sources of external finance
approached. Banks were by far the most popular source, with 64% of companies who
soughtexternalfinance approaching them.Othersources of finance were approached by
amuch smaller percentage of businesses, with the next most common sources being loan
funds (e.g. from a government agency) (6%), family/friends (4%) and (other) financial
companies (4%).
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Graph 9.4: Percentage of businesses approaching sources of finance
by source in the previous 12 months
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Levels of success in obtaining external finance

Two-thirds (67%) of businesses were successful in their applications for finance from
banks. As highlighted in previous years’surveys, there are some noticeable differences
when these results are compared across ethnic groups. Nearly three-quarters (74%) of
white-owned businesses were successful in obtaining bank finance. This compares with
under three out of 10 (29%) black-owned businesses and under six out of 10 (57%)
Asian-owned businesses. When compared with 2005 these results show a substantial
fall for black-owned businesses, with 44% of these businesses having been successful
in obtaining bank finance in 2005.

Table 9.7: Applications for bank finance in previous 12 months
and success rates by ethnic group

Approaching Unweighted Successful Unweighted

bank sample sample
% n % n
Source
All businesses 644 1,639 66.8 1,056
Ethnic groups
White 629 1,063 74.0 692
Black 684 124 294 88
Asian 65.6 261 58.1 183
Mixed 95.5 21 146 13
Other/Chinese 709 35 90.2 21
Don't know 596 135 717 59

Source: LABS 2006

Problems in accessing external finance

Businesses that said that problems with accessing external finance had prevented them
from investing as much as they would have liked to were also asked about the specific
problems they had experienced in accessing external finance. The three most common
problems were lack of collateral (45%), not being able to obtain a large enough

loan (42%) and the lender not understanding the applicants business needs (40%).

In comparison with 2005 lack of advice about options/sources available was much less
of a problem in 2006.

Most problems in accessing external finance tend to decrease as organisation size
increases. Lack of collateral particularly shows a tendency to decrease as a problem as
organisation size increases. Similarly the problem of the lender not understanding the
applicant’s business needs and lack of advice about options/sources available tend to
diminish with size.
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Table 9.8a: Problems in accessing external finance —
by organisation size (employment)

All Don't
businesses 1-4 5-9 10-49 50-99 100-249 250+ know
% % % % % % % %

Lack of collateral to guarantee loan 452 475 375 509 !:ﬂ 383 II!:I 70

Cannot obtain large enough amount 424 405 50.1 448 29.5 36.5 504 164

Lender does not understand 403 442 [PUEEE 363 26.5 390 187 64.8
applicants business needs
Lack of advice about options/ 322 338 PZNON 382 35.1 00 134 64.8

sources available

Cannot meet cost of repayment 22.1 233 230 21.7 13.7 10.7 133
Other 18.8 220 157 184 10.8 0.0
Decisions are made at head office/ 73 46 6.1 117 9.2 329 685 344

another site
Unweighted sample 794 233 196 259 35 16 49 6

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Lack of collateral was significantly less of a problem for businesses in the Hotels

and Restaurants sector, while inability to obtain a large enough amount of finance
was significantly less of a problem in the Transport and Communications sector, but the
inability of lenders to understand the applicant’s business needs was significantly more
of a problem in the Construction sector.

There were no significant differences in the problems faced by businesses in obtaining
external finance when analysed by country of ownership, although lack of collateral
was reported as a problem more often by joint UK/foreign-owned businesses. A lack of
understanding of business needs was reported as a problem less frequently by foreign-
owned and joint UK/foreign-owned businesses.
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Table 9.8c: Problems in accessing external finance -
by country of ownership

All businesses UK-owned Foreign-owned Joint UK-foreign DK/Refused

% % % % %
Lack of collateral to guarantee loan 452 449 489 709 00
Cannot obtain large enough amount 4024 423 534 275 00
Lender does not understand 413 17.0 6.6 00
applicants business needs 403
Lack of advice about options/ 322 324 325 47 585
sources available
Cannot meet cost of repayment 22.1 223 8.1 426 0.0
Other 188 194 0.7 15.1 154
Decisions are made at head office/ 73 6.8 244 47 26.2
another site
Unweighted sample 794 762 22 7 3

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Joint male/female-owned businesses were somewhat more likely to cite lack of collateral
as a problem.

Table 9.8d: Problems in accessing external finance -
by gender of ownership

Majority 50:50 Majority  Don't know/
All businesses female male/female male refused

% % % % %
Lack of collateral to guarantee loan 452 448 64.7 246
Cannot obtain large enough amount 424 39.7 44.7 429 380
Lender does not understand 348 427 427
applicants business needs 403
Lack of advice about options/ 322 29.8 310 339 15.5
sources available
Cannot meet cost of repayment 22.1 20.2 288 220
Other 188 16.1 162 102
Decisions are made at head office/ 58 9.7 49
another site 73
Unweighted sample 794 106 153 479 56

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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Black-owned businesses were significantly more likely to report lack of collateral and lack
of advice about options/sources available as problems than other businesses. Asian-
ownedbusinesses were significantly morelikely to report problemswith obtainingalarge
enough amount and meeting the cost of repayments than other businesses.

Table 9.8e: Problems in accessing external finance —
by ethnicity of ownership

All Other/ Don't know/
businesses White Black Asian Mixed Chinese  refused

% % % % % % %
Lack of collateral to guarantee loan 452 448 50.3 13.1 356 208
Cannot obtain large enough amount 424 406 487 24 148 316
Lender does not understand 403 413 29.8 454 740 264 36.8
applicants business needs
Lack of advice about options/ 322 29.2 51.5 353 135 36.0 124
sources available
Cannot meet cost of repayment 221 16.6 232 50.2 06 127 155
Other 18.8 206 86 14.3 124 65.2 10.0
Decisions are made at head office/ 7.3 59 9.1 4.0 0.0 0.6
another site
Unweighted sample 794 454 103 142 11 17 67

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

9.4 The effects of investment and access to finance on business
performance

After controlling for all other business characteristics, the multivariate analysis shows
that spending on IT is significantly related to growth in turnover, while spending on
equipment excluding IT is significantly related to growth in profits. Spending on vehicles
is negatively related to growth in turnover and growth in profits.

The form of finance used can have a significant impact on growth. Use of an equity
partner/venture capital is associated with significantly below average employment
growth, while use of a factoring institution is associated with below average growth in
employmentand productivity. Grantfinanceisassociated with significantly lower growth
in turnover, while use of credit card finance is associated with lower growth in profits.
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Table 9.4: The effects of investment and access to finance on business performance

Odds ratio
Growth in Growth Growth in Growth

Structural variables employment  inturnover  productivity in profits
Investment (past 12 months)

Equipment excluding IT 1.15 0.88 1.02

IT 1.05 1.11 0.96

Premises 1.02 1.03 093 0.97

Product/service development 1.04 092 1.00 091

Vehicles 1.07 0.80 0.84

Training/retraining 1.10 1.13 097 0.96

Marketing 1.00 1.06 1.06 113

Average salary per worker 097 1.07 1.00 1.11

Finance (approached and successful)

Banks 107 093 107

Leasing or hire purchase company 0.96 0.70 0.88 0.82
Equity partner/venture capital 0.59 0.50 0.66
Loan fund 197 0.95 0.55 0.52

0.81

Grant 1.58 1.99

Factoring institution
Credit card

1.01 140

Source: LABS 2006
- Likelihood that variable significantly affects growth at 10% significance level

- Likelihood that variable significantly detracts from growth at 10% significance level
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Summary

e Just under one third of businesses in London reported that they had undertaken
R&D in the previous 12 months, broadly matching the level reported in LABS 2005,
but well above the figures for 2003 and 2004.

e The average median spending figure for R&D was just over £3,000 per employee.

e Although larger businesses have a higher propensity to engage in R&D, on average
they spend less on R&D per employee.

e Two out of five organisations undertaking R&D collaborated with other organisations.
The results from LABS 2006 show a decline in collaboration by organisations
undertaking R&D, to 40% from 50% in 2005. The 2006 result is, however, in line with
the 2004 figure and well ahead of the 2003 figure, when only 15% of organisations
engaging in R&D did this in collaboration with other organisations.

e Three out of five businesses reported seeking advice on technical, innovation and
R&D activity, with suppliers, consultants, companies in the same group, customers
and internal/head office being the most commonly used sources of advice.
Universities/higher education institutes were only consulted by 1.5% of businesses.

e Just under half (46%) of London’s firms introduced some form of innovation last
year. 17% of firms made product/service innovations only and 11% made process
innovations only, but 19% made both product/service innovations and process
innovations.

e Four out of five businesses had at least some staff that used a computer every day
and the use of broadband has continued to increase.

e Out of those London businesses that used a computer every day, six out of 10 made
online purchases and nearly three out of 10 made online sales. The use of online
purchasing had continued to increase, although the use of online sales has been
more limited.

Influence on performance

e Firms that had introduced major products/services were significantly more likely
to have seen growth in employment, turnover, productivity and profit. Those that
introduced major equipment were more likely to have seen growth in all four
performance measures except profits. Businesses that undertook R&D were more
likely to have seen growth in employment and productivity. Businesses that
introduced modified versions of existing products or services were more likely
to have seen a rise in productivity but were also more likely to have seen an
accompanying fall in employment.
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10.5 The effects of R&D on business performance

10.1 Introduction

The focus of this chapter is to understand how different characteristics of businesses
in London influence their application of Research & Development (R&D), innovative
practices and their use of information technology. The multivariate analysis examines
how R&D, innovation and IT have influenced business performance in London.

10.2 Research & Development
Involvement in Research & Development

Just under one third (31%) of businesses in London reported that they had undertaken
R&D in the previous 12 months, which broadly matched the level reported in LABS 2005,
but was well above the figure for 2003 (9%).

Involvementin R&D varied significantly by organisation size, but given that R&D is usually a
centrally controlled activity, itis not surprising that the“don’t know” category was generally
higher for larger companies which are more likely to be multiple-site organisations.

In terms of sector, firms operating in the Business and Professional Services (37%), Other
Community Services (36%) and Banking and Finance (36%) sectors were significantly
more likely to undertake R&D than average. Construction was the sector that was least
likely to engage in R&D activity (16%). In addition, significantly fewer businesses

in the Wholesale and Retail, Hotels and Restaurants, Publishing and Transport and
Communications sectors undertook R&D activity in the past 12 months than average.
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There were few significant differences between businesses in terms of R&D activity
by country of ownership and gender.

Table 10.1c: Businesses undertaking R&D in previous 12 months
by country of ownership

Don't know/
All businesses  UK-owned Foreign-owned Joint UK-foreign refused
% % % % %
Yes 305 305 332 303 17.2
No 67.2 67.6 64.3 679 315
Don't know 22 19 25 1.8 513

Unweighted sample 5,600 5,020 456 81 43

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Table 10.1d: Businesses undertaking R&D in previous 12 months
by gender of owners

Majority 50:50 Majority
All businesses female male/female male Don't know
% % % % %
Yes 30.5 294 315 304 318
No 67.2 68.6 674 68.5
Don't know 2.2 19
Unweighted sample 5,600 593 867 3,118 1,022

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
Majority Asian-owned businesses were significantly less likely to engage in R&D activity

than average which is probably due to the greater number of these businesses being
in the Wholesale and Retail sector. This is similar to the findings from the 2005 survey.
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Table 10.1e: Businesses undertaking R&D in previous 12 months
by ethnicity of owners

All Other/ Don't know/
businesses  White  Black Asian Mixed Chinese refused
% % % % % %
Yes 305 [ 326 | 300 284
No 67.2 65.8 67.2
Don't know 2.2
Unweighted sample 5,600 3,706 236 629 49 115 865

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Expenditure on research and development

Spending on R&D varies considerably. Measurement of average R&D spending per
employee is influenced by very high levels of R&D spend by a handful of businesses,
resulting in large differences between average (mean) (£158,000) and median levels
(£3,000) of R&D spend per employee. Larger businesses tend to spend larger absolute
amounts on R&D, but R&D spend per employee falls as organisation size increases,
from a median of £5,000 for businesses with 1-4 employees to £310 for businesses
with over 250 employees.

R&D spend per employee also varies by sector. Very high levels of spend by a few
organisations again results in high average (mean) levels of spend in Banking and
Finance, Publishing and Manufacturing excluding Publishing. There is less variation
in median levels of spend on R&D per employee, although organisations in Other
Community Services, Banking and Finance, Manufacturing, excluding Publishing,
Publishing, and Wholesale and Retail spend more on R&D per employee than the
median for all businesses.
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Median spend per employee on R&D by both foreign-owned and joint UK-foreign-
owned businesses exceeded the median R&D spend per employee for other businesses.

Table 10.2c: Spending per employee on research and development by businesses
undertaking R&D in the previous 12 months by country of ownership

Don't know/
All businesses UK-owned Foreign-owned Joint UK-foreign  refused
% % % % %
Average investment per employee 158,273 157,654 197,383 47472 10,503
Median investment per employee 3,000 2,857 5,000 3,571 3,571
Unweighted sample 1,225 1,108 91 21 5

Source: LABS 2006

Median spend per employee on R&D was higher in majority male-owned businesses
than for majority female-owned and 50:50 male/female-owned businesses.

Table 10.2d: Spending per employee on research and development by businesses
undertaking R&D in the previous 12 months by gender of ownership

Majority 50:50 Majority
All businesses female male/female male Don't know
% % % % %
Average investment per employee 158,273 70,292 10,887 27,899 1,335,080
Median investment per employee 3,000 3,000 1,500 4,000 12,500
Unweighted sample 1,225 717 197 128 183

Source: LABS 2006

Median spend per employee on R&D in other/Chinese and black majority-owned
businesses was higher than for other businesses.
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Table 10.2e: Spending per employee on research and development by businesses
undertaking R&D in the previous 12 months by ethnicity of ownership

All Other/ Don't know/
businesses ~ White  Black Asian Mixed Chinese  refused
% % % % % %
Averageinvestment peremployee 158,273 180,145 34,174 48209 3,675 31,853 156,759
Median investment per employee 3,000 3,000 5,000 1,667 3,000 8,333 6,250
Unweighted sample 1,225 885 55 93 18 19 155
Unweighted population 5,600

Source: LABS 2006

Collaboration on research and development

Two out of five organisations undertaking R&D collaborated with other organisations,
however larger businesses, with over 100 employees, were significantly more likely to
engage in collaborative R&D. Smaller organisations and particularly organisations with
5-9 and 50-99 employees that engaged in R&D were significantly less likely than
other organisations to do so collaboratively.

Theresults from LABS 2006 show a decline in collaboration by organisations undertaking
R&D, to 40% from 50% in 2005. The 2006 result is, however, in line with the 2004 figure
and well ahead of the 2003 figure, when only 15% of organisations engaging in R&D
did this in collaboration with other organisations.

In regard to sectors, Publishing had the highest level of collaboration on R&D activity
(69%). Education, Health and Social Work (55%) and Other Community Services (49%)
were the only other sectors that were significantly more likely than average to collaborate
on R&D. Businesses in Wholesale and Retail (22%) and Construction (28%) undertaking
R&D were significantly less likely to do so collaboratively.
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In terms of country of ownership, UK-owned companies that engaged in R&D were
least likely to do so collaboratively (38%). Foreign-owned businesses (61%) and
UK/foreign-owned businesses (81%) were significantly more likely to undertake R&D
on a collaborative basis than other businesses.

Table 10.3c: Businesses undertaking external collaboration for R&D
by country of ownership

Don't know/
All businesses  UK-owned Foreign-owned Joint UK-foreign  refused
% % % % %
Yes 398 38.0 61.0 80.5 89.3
No 59.0 60.9 36.5 155 0.7
Don't know 1.2 1.0 25 42 100
Unweighted sample 1,843 1,636 159 34 14

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level
- Significantly below all businesses figure at 95% confidence level

There were no significant differences in the extent of R&D collaboration by gender
of ownership.

Table 10.3d: Businesses undertaking external collaboration for R&D
by gender of ownership

Majority 50:50 Majority
All businesses female male/female male Don't know
% % % % %
Yes 398 372 41.0 378 556
No 59.0 61.5 588 61.8 36.6
Don't know 12 13 0.2 05 7.8
Unweighted sample 1,843 196 268 1,026 353

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Majority Asian-owned businesses undertaking R&D were significantly less likely (28%)
to have collaborated with external organisations than average.

London Annual Business Survey 2006 141



Chapter 10

Table 10.3e: Businesses undertaking external collaboration for R&D

by ethnicity of ownership

All Other/ Don't know/
businesses ~ White  Black Asian Mixed Chinese  refused
% % % % % % %
Yes 39.8 40.7 483 282 409 240 43.1
No 59.0 588 48,0 714 583 75.2 50.2
Don't know 1.2 0.5 38 03 1.0 09 6.7
Unweighted sample 1,843 1,281 73 144 25 28 292

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Advice on research and development

Three out of five (62%) businesses reported seeking advice on technical, innovation
and R&D activity. The most popular source of advice was suppliers (7.1%). The next
most popular source was consultants (7.5%), with other companies in the group ranked
third (7%). Customers were the next most used source (6%), followed by internal/head
office (5%). Universities/higher education institutions were only consulted by 1.5%

of businesses.
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Table 10.4: Sources of advice on technical, innovation
and research and development activity

% businesses
seeking advice

Multiple response
Suppliers 79
Consultants 75
Other companies in the group 6.6
Clients/customers 6.0
Internally/Head Office 54
Internet 52
Trade associations 50
Technical/trade press 45
Competitors 36
Family /friends 29
Business Link for London (BL4L) 29
Professional conferences, fairs and exhibitions 20
Universities/higher education 15
Industry operated or commercial laboratories/R&D enterprises 14
Technical standards and regulations 13
Government research labs 1.1
Local/Central Government 10
Private research institutes 038
Banks/accountants/financial companies 0.7
Professional bodies 0.7
Environmental standards and regulations 0.7
Joint ventures 06
Chamber of Commerce 0.2
Other 19
Don't normally seek such advice 379
Don't know 82

Source: LABS 2006
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10.3 Innovation

Just under half (46%) of London’s firms introduced some form of innovation last year.
17% of firms made product/service innovations only and 11% made process innovations
only, but 19% made both product/service innovations and process innovations. In total
25% of businesses had introduced new products or services, while 23% of businesses
had modified existing products or services. In terms of process innovations, about a fifth
of businesses had made major changes to equipment (17%) and 21% had made major
changes to working practices.

There was a positive relationship between firm size and innovation, with larger firms
more likely to undertake innovation of all types. The largest difference was in new
products or services, with 48% of companies with 250+ employees having innovated
in this way compared to only 19% of companies with 1-4 employees.

Businesses in Education, Health and Social Work (57%), Hotels and Restaurants (51%)
and Wholesale and Retail (51%) were significantly more likely to have undertaken
some form of innovation, although this was mainly the introduction of new products
or services. Businesses in construction (31%) were significantly less likely to have
undertaken any innovation.

Joint UK/foreign-owned (86%) and foreign-owned businesses (66%) were significantly
more likely to have introduced some form of innovation than other businesses.
Significantly more foreign-owned businesses introduced new products or services (42%)
and introduced innovation for existing products or services (50%) than average, while
jointUK/foreign-owned businesses were significantly morelikely to have introduced new
products or services (42%) and to have introduced major changes in working practices
(64%) than other businesses.

Table 10.5¢: Innovation in London’s businesses by country of ownership

Don't know/
All businesses UK-owned Foreign-owned Joint UK-foreign  refused
% % % % %
Any innovation 46.2 446 66.2 86.3 735
New products or services 245 235 415 423 204
Existing products or services 233 219 496 28.1 19.0

Major new equipment 17.2 16.7 19.1 209

Major changes in working practices 208 20.5 189

None of the above 538 554

Unweighted sample 5,600 5,020 456 81 43

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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Majority female-owned businesses were significantly less innovative than other
businesses with only two out of five (39%) of these types of businesses having
introduced any form of innovation. Joint male/female-owned businesses were
however significantly more likely to have introduced major changes in working
practices (26%) than other businesses.

Table 10.5d: Innovation in London’s businesses by gender of owners

Majority 50:50 Majority
All businesses female male/female male Don't know
% % % % %

Any innovation 46.2 394 49.1 458 56.2
New products or services 245 21.2 252 232

Existing products or services 233

Major new equipment 17.2

Major changes in working practices 208

None of the above 538

Unweighted sample 5,600 593 867 3,118 1,022

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Majority other/Chinese-owned businesses were significantly more likely to have
introduced some form of innovation (64%) than other businesses. Majority black (16%)
and majority Asian-owned (20%) businesses were significantly less likely to have
introduced new products or services, but majority black-owned businesses (31%)
were significantly more likely to have introduced major new equipment, while majority
Asian-owned businesses were significantly more likely (31%) to have introduced
innovations to existing products or services.
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Table 10.5e: Innovation in London’s businesses by ethnicity of owners

All Other/ Don't know/
businesses  White Black Asian Mixed Chinese  refused
% % % % % % %
Any innovation 46.2 454 48.2 455 18.7 64.2 50.8

New products or services 24.5 243
Existing products or services 233 21.7 14 188
Major new equipment 17.2 16.1 7.1 194 185

Major changes in working practices 20.8 20.2 245 21.1 114 229 239
None of the above 538 546 518 545 81.3 3538 492
Unweighted sample 5,600 3,706 236 629 49 115 865

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

10.4 Information Technology

Businesses were asked whether their employees used computers on a daily basis for their
job. Around 80% of all businesses had some staff that used a computer daily. Amongst
those companies where computers were used, broadband uptake was 88% in 2006.
This compares to 80% in the 2005 survey, just over 60% in the 2004 survey and 40%

in the 2003 survey. The use of online purchasing continues to increase as well, with
62% of organisations using this, up from 55% and 30% in the 2005 and 2004 surveys
respectively. In contrast, online sales growth has not increased much, rising to only 28%
in 2006 from 27% in 2005. Only 5% of businesses have no online access, down from
7% in 2005.

There is a positive relationship between the size of organisation and the use of broadband.
Not surprisingly, given the likelihood of there being more centralised purchasing,

that the larger the company the somewhat less likely it is that online purchasing is used.
There is a variable relationship between online sales and organisation size. The largest
companies (250+ employees) are the most likely to engage in online sales (35%).
However, businesses with 5-9 employees have the second highest percentage of
online sales (34%). Businesses with 100-249 employees have the lowest percentage

of online sales (24%).
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Research & Development,

innovation and IT

Businesses that used computers in the Hotels and Restaurants (13%), Wholesale and
Retail (12%), Education, Health and Social Work (12%) and Manufacturing, excluding
Publishing (10%) sectors were more likely than other businesses to have made no use of
dialup or broadband internet access or to have participated in online purchases or sales.

Joint UK/foreign-owned companies that used computers were significantly more
likely to make online purchases (84%) and sales (57%) than other companies.
Foreign-owned companies (45%) were significantly less likely to make online purchases
than other companies.

Table 10.6¢: Use of ICT by London’s businesses by country of ownership

Don't know/
All' businesses UK-owned Foreign-owned Joint UK-foreign  refused
% % % % %

Dialup 149 14.7 15.7 135

Broadband 877 879 87.0 916

Online purchases 624 63.0

Online sales 280 278 248

None 49 4.7 6.9

Unweighted sample 4461 3,975 386 66 34

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level
- Significantly below all businesses figure at 95% confidence level

Majority female-owned companies that used computers were significantly less likely to
use dialup internet access (10%), to make online purchases (54%) or to make online
sales (19%) than other companies, but 50:50 male/female-owned companies were
significantly more likely to make online purchases (70%) and online sales (35%) than
other companies.
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Table 10.6d: Use of ICT by London’s businesses by gender of owners

Majority 50:50 Majority
All businesses female male/female male Don't know

% % % % %
Dialup 149 ) 15.1 149
Broadband 87.7
Online purchases 624
Online sales 28.0
None 49
Unweighted sample 4,461 442 638 2476 855

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Majority white-owned businesses that used computers (66%) were significantly more likely
to make online purchases than other businesses, while majority Asian-owned businesses

were significantly more likely to make online sales (38%).

Table 10.6e: Use of ICT by London’s businesses by ethnicity of owners

All Other/ Don'tknow/
businesses  White Black Asian Mixed  Chinese refused
% % % % % % %

Dialup 14.9 14.3 17.2 131

Broadband 87.7 86.3 88.8

Online purchases 624

Online sales 280 276 307

None 49 47 44

Unweighted sample 4461 3,005 182 437 41 79 717

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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innovation and IT

10.5 The effects of R&D on business performance

Controlling for all other factors shows that those firms that had introduced major
products/services were significantly more likely to have seen growth in employment,
turnover, productivity and profit. Those that introduced major equipment were

more likely to have seen growth in all four performance measures except profits.
Businesses that undertook R&D were more likely to have seen growth in employment
and productivity. Businesses that introduced modified versions of existing products

or services were more likely to have seen a rise in productivity but were also more
likely to have seen a fall in employment.

Table 10.7: The effects of R&D on business performance

Odds ratio
Growth in Growth Growth in Growth
Structural variables employment inturnover productivity  in profits

Research and development (last 12 months)
R&D undertaken 1.13 1.10

Introduced major products/services

Introduced modified existing products/services

Introduced major equipment

Introduced major changes to working 0.93 1.00 1.01 0.90
methods or workforce organisation
None of the above 1.06 0.94 0.87 1.07

Source: LABS 2006
- Likelihood that variable significantly affects growth at 10% significance level

- Likelihood that variable significantly detracts from growth at 10% significance level
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Summary

Around two out of five managers had some form of formal management qualification,
nearly half had undertaken a management training course, while three out of five had
received on the job/informal management training.

In general the larger the business in terms of employment the greater the likelihood that
managers possessed formal management qualifications, had undertaken a management
training course or had gained management experience in another company.

A significantly higher than average percentage of managers in Banking and Finance,
Hotels and Restaurants, Education, Health and Social Work and Transport and
Communications had some form of management qualification or had undertaken

a management training course, or had gained experience in another company.

The opposite was true for Construction and Manufacturing, excluding Publishing,
and also in these two particular sectors fewer managers than average had gained
management experience in another company.

Around a fifth of businesses did not have any of the four planning tools asked about.

The most common source of advice, for issues over and above that normally required
to run a business, was accountants with nearly one in six of all firms using them for
advice. This was also the case in 2004 and 2005. Other common sources were the bank
manager, solicitors and friends and relatives.

Businesses were most satisfied with the advice that they received from the Chamber
of Commerce (mean score 4.5 on a scale of 1=not at all to 5=very satisfied), followed
by another business owner, trade association and a regulatory body (all with mean
score of 4.3). Businesses were least satisfied with the advice they received from Inland
Revenue/HMRC (mean score 3.6) and the Bank managers (mean score 3.8).

For London businesses, managing finance (38%), business planning (31%) and coping
with government regulations (28%) were the three main types of advice received.

Around one third of businesses in London that received advice reported that it had
contributed to improved performance in terms of productivity and profitability, while
two out of five reported improved sales performance. These results for the impact on
performance were weaker than in 2005, which were in turn weaker than in 2004.
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Management issues

and business support

e Over one fifth of businesses had collaborated with external organisations in the 12
months prior to LABS 2006. Suppliers were the most likely collaboration partners, and
in general businesses tended to work with other firms rather than academia or other
specialist research organisations.

e The most common areas of collaboration were developing new products, services
or business processes, developing joint ventures or initiatives, extending a network

of contacts and sharing good business practice.

Effect on business performance

e Taking into account all other factors the multivariate analysis shows that businesses
with management accounts enjoyed significantly faster growth in turnover and in
productivity. Businesses where managers have taken management training courses
experienced faster growth in turnover, while businesses where managers have
received on-the-job/informal management training or where there are non-executive
directors enjoyed significantly above average growth in profits.
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Contents

11.1 Introduction
11.2 Management
11.3 Business support
11.4 Collaboration

11.5 The effects of management systems and business support
on business performance

11.1 Introduction

This chapter looks at the management and business planning tools used by businesses in
London and their effects on business performance. This chapter also considers the nature
of business support used. This includes looking at the sources of assistance used, the

main reasons for seeking assistance and the effect it has had on business performance.

11.2 Management
The structure and experience of management

Around two out of five (39%) managers had some form of formal management
qualification, nearly half had undertaken a management training course (47%), while
around three out of five (62%) had received on the job/informal management training.

In general the larger the business in terms of employment the greater the likelihood that
managers possessed formal management qualifications, had undertaken a management
training course or had gained management experience in another company.
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A significantly higher than average percentage of managers in Banking and Finance,
Hotels and Restaurants, Education, Health and Social Work and Transport and
Communication had some form of management qualification or had undertaken
a management training course, or had gained experience in another company.
The opposite was true for Construction and Manufacturing, excluding Publishing,
and also in these two particular sectors fewer than average managers had gained
management experience in another company.

Managers in foreign-owned and joint UK-foreign-owned businesses were more likely
to have some form of management qualification, to have undertaken a management
training course or to have gained management experience in another company.

Table 11.1c: Management team qualifications — by country of ownership

Foreign-  Joint UK- Don't know/

All businesses UK-owned  owned foreign refused
% % % % %
Some form of management qualification 387 374 76.8
Undertaken a management training course 474 46.0 72.1
Received on-the-job/informal management 61.5 61.1
training
Has gained management experience in 29.2 279
another company
Unweighted sample 5600 5020 456 81 43

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

There were few differences in management qualifications and experience by gender
ofownership,althoughmanagersinmajorityfemale-ownedbusinessesweresignificantly
less likely to have undertaken a management training course.
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and business support

Table 11.1d: Management team qualifications - by gender of ownership

Majority 50:50 male /

All businesses female female Majority male  Don't know
% % % % %

Some form of management 38.7 403 354 349 70.8
qualification
Undertaken a management 474 376 45,0 46.1 81.2
training course
Received on-the-job/informal 61.5 62.1 61.3 60.6 67.3
management training
Has gained management 29.2 30.0 269 26.7 B{0X0]
experience in another company
Unweighted sample 5,600 593 867 3,118 1,022

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
Managers in Asian-owned businesses were significantly more likely to have some form

of management qualification and/or to have gained management experience in
another company.
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Table 11.1e: Management team qualifications — by ethnicity of ownership

Other/  Don't know/
All businesses ~ White Black Asian  Mixed Chinese refused

% % % % % % %

Some form of 38.7 34.9 32.7 43.8 459 49.7 62.6

management qualification

Undertaken a 474 434 467 475 452 726
management training
course

Received on-the-job/ 61.5 610 58.1 593 522 67.6 69.1
informal management
training

Has gained management 292 304 40.6 337 45.1
experience in another
company

Unweighted sample 5,600 3,706 236 629 49 115 865

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

The use of management planning tools

Around a fifth (21%) of businesses did not have any of the four planning tools asked
about. Three out of five businesses (60%) use management accounts and over half
(53%) have a business plan, but only around two out of five businesses have marketing
plans (43%) or training plans (39%). These percentages are close to those reported in
LABS 2004 and LABS 2005.

Over a quarter of organisations with 1-4 employees have none of the mentioned
planning tools, compared with 8% of the largest businesses (250+ employees). The
existence of training plans is most clearly related to the size of the business, with 80% of
the largest businesses (100+ employees) possessing training plans compared with only
26% of the very smallest businesses (1-4 employees) and just over 60% of businesses
employing 10-99 people.
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The use of strategic planning tools was significantly below average in the Other
Community Services, Wholesale and Retail, Manufacturing, excluding Publishing
and Construction sectors.

Foreign-owned and joint UK-foreign-owned businesses were significantly more likely
to use strategic planning tools.

Table 11.2c: Existence of strategic planning tools — by country of ownership

Don't know/
Allbusinesses  UK-owned Foreign-owned Joint UK-foreign refused

% % % % %
Management Accounts 59.8 59.3
Sales & Marketing Plan 43.0 421
Business Plan 526 514
Training Plan 386 375
None 20.7 213
Unweighted sample 5,600 5,020 456 81 43

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level
- Significantly below all businesses figure at 95% confidence level

Majority female-owned businesses were significantly less likely to use strategic planning

tools than average with over one quarter (27%) reporting that no use was made of any
of the tools mentioned, compared with an average of 21% for all businesses.

Table 11.2d: Existence of strategic planning tools — by gender of ownership

Majority 50:50 Majority
All businesses female male / female male Don't know
% % % % %

Management Accounts 59.8 549 629 60.5 589
Sales & Marketing Plan 43.0 443 426

Business Plan 526 4938 536

Training Plan 386 410

None 20.7 199

Unweighted sample 5,600 593 867 3,118 1,022

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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and business support

In terms of ethnicity of ownership, white-owned (23%) businesses were significantly less
likely to use at least one of the four strategic planning tools, while black-owned businesses
were significantly more likely to use them. Black-owned businesses were significantly
more likely to have a sales and marketing plan, a business plan or a training plan.

Table 11.2e: Existence of strategic planning tools — by ethnicity of ownership

All White Black Asian Mixed Other/ Don't know/
businesses Chinese refused
% % % % % % %

Management Accounts 59.8 . y 525

Sales & Marketing Plan 43.0 ; b 482 525
Business Plan 526 ) b 67.0

Training Plan 386 . b 46.5
None 20.7
Unweighted sample 5600 3706 236 629 49 115 865

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

11.3 Business support
Sources of business advice

Businesses in London used a wide range of sources for advice over and above the normal
requirements of running a business (e.g. preparing annual accounts, routine banking, etc)
during the last 12 months. The most common source of advice was accountants with
over 17% of firms using them for advice. The next most common sources of this type
of advice were bank managers (6%), solicitors (4%) and friends and relatives (4%).

The responses on sources of advice for 2006 were similar to those obtained from
LABS 2005. But though solicitors remain the third most popular source of advice,
the percentage of businesses using this source has fallen to 4% from 6% in 2005.
The percentage of businesses using Business Link fell to 3% from 5% in 2005.

There were some noticeable differences between larger and smaller companies.
Organisations employing more than 100 people were significantly less likely to use an
accountant, and those employing over 250 people were significantly less likely to use
a bank manager. Organisations employing 5-49 people were significantly more likely
to use a solicitor, while the very smallest organisations with less than five employees
were significantly less likely to use a solicitor. The largest organisations (250+ employees)
were significantly more likely to use other government departments, the Inland
Revenue/HMRC, management consultants and employers federations (e.g. CBI) than
other businesses.
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Table 11.3: Sources of business advice in past 12 months by organisation size
(employment)

Don't
All businesses 1-4 5-9 10-49 50-99 100-249 250+ know
% % % % % % % %

Accountant 16.9 186 179 153 188 85

Bank manager 58 6.5 7.1 56 2.8 1.6

Solicitor 4.2 : J [0X] 5.7 59

Friends /relatives 39 48 46 13 1.6 1.1

Business link 33 37 33 37 0.7

Trade association 30 2.8 m 2.2 1.1

Another business owner 24 28 24 1.8 1.0

Customer/supplier 1.8 21 1.0 14 0.7 038 25 03
Other government 13 12 2.2 0.8 1.1 1.6

department

Inland Revenue/HMRC 09 0.7 1.1 12

Management consultants 0.7

Enterprise agency 0.5

A regulatory body (e.g. HSE/ 0.5

Environment Agency)

Employers'Federation 0.5 0.5 0.1 0.2 0.2 00

(e.g.CBI)

Chamber of Commerce 03 04 03 03 0.1 00 0.2 03
Other 83 8.1 82 10.2 6.3 58 100 54
Don't know 59 37 100 KR 78
Unweighted sample 5,600 1325 1,016 1486 310 258 1,026 179

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Table 11.4 details the level of satisfaction that businesses had with the advice they
received. Businesses were most satisfied with the advice that they received from the
Chamber of Commerce (mean score 4.5 on a scale of 1=not at all to 5=very satisfied),
followed by another business owner, trade association and a regulatory body (all with
mean score of 4.3). Businesses were least satisfied with the advice they received from
Inland Revenue/HMRC (mean score 3.6) and the Bank managers (mean score 3.8).
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Reasons for seeking advice

For London businesses, managing finance (38%), business planning (31%) and

coping with government regulations (28%) were the three main types of advice
received. Interestingly very few businesses received external advice on product design/
development or technical advice. These results were very similar to those reported in
LABS 2005.

Table 11.5: Types of business advice used most frequently

Don't
Allbusinesses 1-4 5-9 10-49 50-99 100-249 250+ know

%

Managing finance 38.0 40.5 31.6 17.2 27.2 13.7

Business planning 306 313 g 159

rce(;?jg?ixzh government 28.1 275 . 2 B 075

Sales and marketing 19.1 194 215 PN 83 96

Obtaining finance 15.8 166 194 [P 86 m

[T/computing 148 14.5 137 141 16.1

Advice about workforce training 1.3 93 164 13.0

Management training 105 o0 77 [N 208

Premises 96 86 12.6

Exporting 30 29

Legal advice 28 1.7 3.1

Don't know 49 58 20 38 1.2
General business advice 27 2.1 09 35 25 40
Human Resource / Personnel 26 20 0.5 22 05 00
Technical advice 1.8 23 19 20 1.0 00
Tax 13 09 07 21 o5 o6 [ oo
'Sr:tf;';z‘c’it?fnser"icy customer 04 02 11 09 00 00 05 00
Product design / development 04 0.0 03 00 14 04 00
Health and Safety 0.1 0.0 04 04 04 0.6 0.7 0.0
Feedback on services 00 00 00 0.2 0.1 00 0.1 00
Other 17 14 1.2 4.2 05 28 16 0.0
Unweighted sample 1,859 445 384 587 127 95 200 21

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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and business support

Firms with over 250 employees were significantly more likely to receive advice on IT/
computing, sales and marketing, workforce training, management training, premises
and tax than other firms. Businesses with 5 -9 employees were significantly more likely
than average to receive advice on managing finance and legal matters. Businesses

with 50 -99 employees were significantly more likely to receive advice on coping with
government regulations.

Perceived effectiveness of business advice

Businesses that had received advice were asked for their perceptions of its effectiveness.
Around two out of five businesses (22%) in London reported that the external advice
that they had received had contributed to improved sales, while almost one third said
that profitability (32%) and productivity (31%) had increased. These results suggest a
weaker impact from advice than reported in LABS 2005, particularly in relation to sales.
In turn the results in 2005 were weaker than in 2004 suggesting decreasing effectiveness
of advice through time, at least as perceived by the recipient businesses.

Advice had a significantly above average impact on sales for businesses with 10-49,
100 -249 and over 250 employees, while for productivity there was a significantly higher
impact on firms employing 5 -9 and more than 250 employees.

Table 11.6: Whether assistance contributed to increased business performance

All Don't
businesses 1-4 5-9 10-49 50-99 100-249 250+ know
% % % % % % % %
Increased sales 216 19.2 243
Increased profitability 322 312 371
Increased productivity 310 283
Unweighted sample 1,859 445 384 587 127 95 200 21

Source: LABS 2006
- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

11.4 Collaboration

Businesses were asked if they had collaborated at all with other organisations over the
last 12 months. Over a quarter of businesses (28%) reported that they had collaborated
with external organisations, which was similar to the results reported in 2005.

Businesses with 10— 49 employees were significantly more likely to have collaborated
with external organisations than average, and as in LABS 2005, there was a tendency
towards increasing collaboration with increasing organisation size.
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Businesses in the Education, Health and Social work, Business and Professional Services
and Banking and Finance sectors were significantly more likely to have collaborated with
otherorganisations,whilethoseintheConstruction,Manufacturing,excludingPublishing,
Hotels and Restaurants and Wholesale and Retail sectors were significantly less likely to
have collaborated with other organisations.

Foreign-owned businesses were significantly more likely to have collaborated with other
organisations than average.

Table 11.7c: Collaboration in the past 12 months - by country of ownership

Don't know/
Allbusinesses  UK-owned Foreign-owned Joint UK-foreign refused
% % % % %
Yes 27.8 269 g 292
No 705 718 4 61.8
Don't know 1.7 13
Unweighted sample 5,600 5,020 456 81 43

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Majority female-owned businesses were significantly less likely to have entered into
collaboration with other organisations than average.

Table 11.7d: Collaboration in the past 12 months — by gender of ownership

Majority 50:50 male / Majority
All businesses female female male Don't know
% % % % %
Yes 27.8 254 278
No 705 713
Don't know 17
Unweighted sample 5,600 593 867 3,118 1,022

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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Asian-owned businesses were significantly less likely to have collaborated with other
organisations than average.

Table 11.7e: Collaboration in the past 12 months — by ethnicity of ownership

Other/ Don't know/
All businesses White Black Asian Mixed Chinese refused

%
Yes 27.8 294 28.2

155 255

No 705 69.7 717
Don't know 1.7
Unweighted sample 5,600 3,706 236 629 49 115 865

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level

Businesses were also asked about the areas in which they collaborated with other
organisations. The most common areas of collaboration were developing new products,
services or business processes (41%), developing joint ventures or initiatives (17%),
extending a network of contacts (12%) and sharing good business practice (11%).
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Table 11.8: Areas of collaboration

All businesses
%

Development of new products, services or business processes 412
Developing joint ventures or initiatives 174
Extending your network of contacts 11.8
Sharing good business practice 11.1
Accessing new UK markets 10.6
Sharing workload or customers 89
Outsourcing / sub-contracting 76
Accessing overseas markets 76
Marketing /PR 4.0
IT / computer systems 3.1
Research 27
Sharing the costs of new equipment 2.1
Charitable work / fund-raising 16
Training 14
Legislation / regulations 12
Conferences /fairs / exhibitions 0.5
Other 156
Don't know 28
Refusal 0.8
Unweighted population 1,702

Source: LABS 2006
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Businesses collaborated with a wide range of organisation type. The most common
collaborators were other companies (suppliers) (19%), competitors (17%), other
enterprises within their group (15%) and other companies (customers) (15%). Less
than 4% of companies collaborated with higher education institutions, commercial
laboratories/R&D enterprises and private research institutes.

Table 11.9: Organisation collaborated with

All businesses
%

Other companies (suppliers) 186
Competitors 16.7
Other enterprises within your group 15.2
Other companies (customers) 15.2
Business consultancies 79
Trade or industry bodies 70
Local / Central Government organisations 6.2
Business support organisations 48
Higher education institutions 3.1
Charitable organisations 3.1
Commercial laboratories/R&D enterprises 20
Accountants / banks 19
Private research institutes 14
Other 13.1
Don't know 4.1
Unweighted population 1,702

Source: LABS 2006

11.5 The effects of management systems and business support
on business performance

Taking into accountall otherfactors, the multivariate analysis shows that businesses with
managementaccountsenjoyedsignificantlyfastergrowthinturnoverandinproductivity.
Businesseswheremanagers havetaken managementtraining courses experiencedfaster
growth in turnover, while business where managers have received on-the-job/informal
management training or where there are non-executive directors enjoyed significantly
above average growth in profits.

Businesses where there were staff training plans in place, where there had been
collaboration with other organisations, where no business advice had been sought in
the last 12 months, where advice had been sought from another business owner or
advice had been sought from an accountant all saw significantly below average growth
in employment.
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Table 11.10: The effects of management systems and business support on
business performance

Odds ratio
Growth in Growthiin Growthiin Growth in
Structural variables employment  turnover  productivity profits
Management systems/advice
Business plan in place 1.01 1.04 0.99 113
Staff training plan 0.96 0.89 1.09
Management accounts 1.04 0.96
No management systems in place 0.81 122 1.24 1.01
Manager’s have some form of 1.06 098 1.05 0.89
management qualification
Manager’s have taken management 1.05 1.21 1.15 1.04
training course
Manager’s have received on-the-job/ 0.94 1.04 117 1.24
informal management training
Manager’s gained experience at 0.98 0.95 1.05 1.07
another business
Business has non-executive directors 1.19 0.88 1.01
Business has collaborated with other 1.01 0.88 1.00
organisations
Business has regular external advisors 1.09 0.95 0.89 0.87
No business advice sought in the 097 1.02 0.90
last 12 months
Advice sought from Business Link 1.23 1.06 093 1.12
Advice sought from another business owner 1.29 092 0.99
Advice sought from a friend 0.99 1.19 134 1.1
Advice sought from a solicitor 1.08 084 1.02 0.77
Advice sought from an accountant 0.99 1.16 0.95
Advice sought from a bank manager 1.07 1.00 098 0.89
Advice sought from a solicitor 1.23 1.06 093 1.12
Advice sought from other source 1.09 091 0.96 091

Source: LABS 2006

- Significantly above all businesses figure at 95% confidence level

- Significantly below all businesses figure at 95% confidence level
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