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Foreword

The 2005 London Annual Business Survey (LABS) is the third annual survey of private
sector businesses in London undertaken jointly by the London Development Agency
(LDA) and Business Link for London (BLA4L). The survey provides a detailed and
comprehensive overview of private sector businesses in London. It collects information
on the structure of businesses in London in terms of characteristics such as size, sector
and profile of ownership. It also assesses the areas in which businesses in London face
the greatest challenges.

LABS is based on a robust and representative sample of businesses in London. 4,002
businesses took part in the survey, which was conducted by telephone. The report
outlines the key findings that emerged from the data. As the survey is now in its third
year it has also become increasingly possible to assess how businesses and the
environment in which they operate have been changing over time.

We would like to thank the businesses who took part in the survey. Their information enables
the LDA and BLAL to effectively target and tailor our services in order to maximise the
effectiveness of the support we give to businesses in London and to ensure that London
maintains its position as a leading global location for business.

N Y

Manny Lewis Alison J White
Chief Executive Interim Chief Executive
London Development Agency Business Link for London
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Introduction

The 2005 London Annual Business Survey (LABS) is the third annual survey of private sector
businesses in London, excluding the self-employed, undertaken jointly by the London
Development Agency (LDA) and Business Link for London (BL4L). The survey was telephone
based and aimed at the CEO/MD, other directors or senior managers. The fieldwork for the
2005 survey was undertaken between October and December 2005, with 4002 businesses
being interviewed.

The objectives of the annual survey are to:

e collect indicators of the performance of private sector businesses in London,
and analyse the factors that influence business performance, to assist in the
development of LDA and BLAL policies and activities

» analyse the impact of London’s physical and social infrastructure on businesses
e identify issues faced by businesses where help and support may be beneficial
e monitor changes 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).

The analysis of the results from the 2005 survey shows a number of issues. In terms of
the major challenges that businesses in London face, availability of skilled employees
continues to be the most serious reported problem. The extent to which this issue is

a problem has also increased significantly since 2004. In addition, the industry sector
reporting the highest level of problems with this issue is the Construction sector.

LABS also suggests that the proportion of businesses that are owned by women has been
increasing. There is a mixed picture in terms of ethnic minority ownership, with the level
of black ownership having increased slightly, but the level of Asian ownership having
decreased slightly.

One of the key strengths of the survey is its ability to identify the key factors that
influence business performance. In terms of business strategy, those businesses that
had invested in IT, product/service development, training/re-training and had well set
up management systems were significantly more likely to have seen an improvement
in performance.

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 and BLAL to
effectively target and tailor their services in order to maximise 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.
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The survey is divided into three parts:

Sl i — Economic performance of businesses in London

SClailolsPA — Structure of businesses in London
— The operation of businesses in London

This summary provides an illustration of the key findings from each part of the survey.

The full survey is available on request from the London Development Agency and
can be found online at www.lda.gov.uk under the publications section.
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Section 1 — Economic performance of businesses in London

Chapter 2

Employment, turnover,
productivity and profitability

Summary

Growth in business turnover and profitability does appear to have slowed down

in 2005 after increasing significantly in 2004. The balance of firms stating turnover
or profitability has increased over those saying they decreased has fallen back to
around the levels reported in 2003. Businesses are also less optimistic about growth
in turnover and profitability over the next year than they were in 2004, although
they are still more optimistic than they were in 2003.

Changes in turnover and profitability usually take time to feed through to
employment levels and the balance of firms stating employment increased over
those saying it decreased has risen slightly, although not by as much as it did in 2004.
Businesses also continue to be as optimistic about employment growth as they were
in 2004 and they are again also significantly more optimistic than they were in 2003.

The balance of firms stating that productivity increased over those saying it
decreased has remained approximately the same as in 2004, although firms
do seem less optimistic about continuing productivity growth next year.

The reason most often given by businesses in LABS 2005 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 pattern of reasons given for increasing
employmentis very similarto that given in LABS 2004.

The main reason given by businesses for decreasing employment was that there had
been a fall in demand for their particular products/services. General restructuring

of the business, increasing competition, pressure on cash flows/debt and shortage of
skilled or suitable workers were the next most common reasons given. The pattern
of reasons given for decreasing employment has changed since LABS 2004 and
there has been a significantincrease in the number of businesses giving increasing
competition and shortages of skilled or suitable workers as a reason for the decrease
in employment.

The three main reasons given for achieving productivity gains were increase in
demand for products or services, greater IT use and flexible working patterns.
The importance of flexible working patterns and greater use of IT as factors that
raise productivity has risen from 2004.

As in 2004, fall in demand for products or services was the main reason that firms
gave for falling productivity. However, there has been a marked increase from 2004 in
those firms stating government regulations, inability to recruit sufficiently qualified
staffand falls in capital expenditure, as reasons behind their businesses experiencing
decreasing productivity.
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Table 2.1: The performance of London’s businesses

Decreased

Remained same

Increased

Don’t know

Balance of +ve
over —ve

2003 2004 2005

2003 2004 2005

2003 2004 2005

2003 2004 2005

2003 2004 2005

%» % %

% %K %

% %K K%

%

%

%

% %K %

Employment |123 105 127|714 723 674|153 162 188 09 11 11| 30 57 6.1
Turnover 199 194 267|343 328 284|331 414 397|127 64 53132 220 130
Productivity 64 64 78|576 543 509|242 340 352|118 54 60177 276 274
Profitability 206 197 253|384 353 339|243 383 331|167 67 77| 37 187 78

Source: LABS 2003, 2004, 2005

London Annual Business Survey 2005 Summary 5



Chapter 2

Employment, turnover,
productivity and profitability

Graph 2.8: Reasons for increase in productivity in previous 12 months
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Graph 2.9: Reasons for decrease in productivity in previous 12 months
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Section 2 — Structure of businesses in London

Chapter 3

Size, sector, location
and age of businesses

Summary

According to LABS 2005, there were 338,726 businesses in London in 2005, employing
3,270,413 people (full-time or part-time), including owners, partners and directors.

Most businesses are small and employ less than 50 people. 76% of businesses are micro
businesses employing less than five people and only 2.7% of businesses employ 50 or
more people. However, bigger employers do account for the majority of jobs in London.
50.5% of business employment is in businesses employing 50 or more people, and only
26.2% of business employment is in businesses employing 10 or less people.

Business size varies across sectors. Construction, other Community Services and
Business and Professional Services have the biggest proportion of small firms,
with over 90% of businesses in these sectors employing less than 50 people.

The majority of businesses in London are not only small but are also single site
operations, i.e. are not part of a larger organisation. 78 % of businesses are single site
operations. In multiple site businesses London employment accounts for around 25%
on average of employment within the organisation. Nearly two thirds of multiple site
businesses are also totally based in the UK (65%) compared to 35% with operations
atsites outside the UK.

Total business turnover in London in 2005 is estimated at £533 billion.

20% of London’s businesses reported turnover below £50,000, and so well below the
VAT threshold, and only 0.7% of businesses enjoyed turnover in excess of £50 million.

The London economy is service oriented. Business and Professional Services and
Wholesale and Retail make up over six out of 10 of London’s businesses. Business
and Professional Services alone accounts for over 40% of all businesses in London,
but because of the smaller average firm size in this sector, it accounts foronly 30%
of employment by businesses.

Banking and Finance only accounts for 3.3% of all London businesses, but the large
average firm size of 32.8 employees gives an estimated 364,197 jobs in the sector —
11.1% of all business jobs in London.

Nearly one quarter (23.9%) of London’s businesses (80,845 in total) can be
classified to the Creative Industries sector, accounting for 14.6% of London’s
jobs in businessesin 2005.

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

Over half (53.6%) of London’s businesses have been in existence since before 2000.
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Effects on business performance

e Business size was an importantinfluencer of employment growth in 2005, with
businesses with more than 10 employees showing a significantly greater likelihood
of adding additional jobs. Large businesses with over 250 employees were the most
likely to have enjoyed profits growth.

e Reflecting trends in the macroeconomy sector of activity played a significant role in
determining relative growth in 2005, with Hotels and Restaurants performing poorly
in terms of turnover, productivity and profits growth.

e QOlderbusinesses, established before 1990, added significantly fewer jobs than
younger businesses (established in 1990-1994), while new businesses, started since
1999, were more likely to have performed strongly across all aspects of growth.
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Chapter 4

Ownership of businesses

Summary

e The overwhelming majority of businesses in London are UK-owned. It is estimated
from LABS 2005 that 16,826 (5%) of businesses in London are foreign-owned
and are estimated to employ 398,777 people, equivalent to 12.1% of total business
employment. Foreign ownership is also more common in Banking and Finance
and Transport and Communications and least common in Construction.

e Justover half(52.7%) of London’s businesses trade as private limited companies,
while four out of 10 (41%) are either sole proprietorships or partnerships. Public
limited companies only make up 4.2% of the stock of London businesses.

e Family ownership iscommon. Nearly half of all businesses (48.7%) classify
themselves as family-owned, accounting foraround 1 million jobs, just under
one third of estimated business employment.

e Majority female-owned businesses account for one in six (16.7%) of London’s
businesses in 2005. The percentage of businesses that are majority female-owned does
also appearto be growing and has increased from 11.4% in 2004 and 9.7% in 2003.

e Female-owned businesses are however more likely to be smaller than male-owned
businesses. The average size of majority female-owned businesses is 3.8 employees
compared with 7.7 for majority male-owned businesses.

¢ Black-owned businesses are more likely to be run by women than businesses in other
ethnic groups. Women run around one quarter of black-owned businesses (25.5%),
compared with 18% of white-owned and only 11.7% of Asian-owned businesses.

e Atotal ofoneinsix (16.5%) of London’s businesses are majority-owned by
ethnic minorities.

e There are more Asian than black-owned businesses and the number of black-owned
businesses is particularly low compared to the size of the black population in London.
30,147 businesses orone in 11 (8.9%) of London’s businesses are Asian-owned
compared to 12.1% of London’s population classified as Asian. Atotal of 17,614 or just
overonein 20 (5.2%) of London’s businesses are black-owned compared to0 10.9% of
London’s population classified as black.

e Asian-owned businesses are particularly well represented in certain sectors.
On average 8.9% of businesses are Asian-owned, but some 21.1% of Transport and
Communications and 16% of Wholesale and Retail businesses are Asian-owned.

e Black-owned businesses are more likely to be small. Only 4.1% of black-owned
businesses have more than 10 employees, compared with 12.6% of white-owned
businesses and 8.4% of Asian-owned businesses.
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There does appear to have been arise in the proportions of both white and black
ownership, and a fall in the proportion of Asian ownership, although changes to the
format of the question on the ethnicity of owners may explain this to some extent.
White ownership has trended higher, increasing from 67% of businesses in 2003

to 77% in 2005. Ownership by ethnic minorities as a whole has fallen from 21.6%

in 200310 16.5% in 2005. Black ownership has risen as a proportion of the total

from 3% in 2003 to 5% in 2005 and Asian ownership has fallen from 12% to 9%.

Very few businesses have disabled owners. 2% of businesses have a majority of
owners that are disabled. There were 10,681 businesses in London (3.6%) with one
or more disabled owners, employing 78,265 people. These businesses were more
likely to employ less than five people than the average for all London businesses.

Asignificant number of businesses appear to be set up for what might be called
lifestyle reasons. The most common reasons given for setting up a business were
a desire forindependence (23% of respondents). This reason was given by almost
the same percentage as gave the desire to make money (19%).

Effects on business performance

e Family-owned businesses are significantly more likely to have suffered low
employment, productivity and profits growth in 2005. London, South East or
UK headquarters were associated with lower relative turnover growth, as were
single site and Asian-owned businesses.

Table 4.4: Evolution of female ownership

2003 2004 2005

% % %

Majority female 9.7 114 16.7
50:50/majority male 790 84.1 756
Don’t know /refused 11.2 4.5 77
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Chapter 5

Workforce

Summary

On the basis of LABS 2005, it is estimated that there are 3,270,413 jobs in private
sector businesses in London, including owners and partners. Of those employed in
London businesses, 9.7% can be categorised as owners or partners.

Businesses in London still employ more men than women. Male workers on average
make up 63.9% of employment in businesses. This applies across all business sizes,
but the balance shifts towards female workers as business size increases.

The proportion of women in workforces does vary markedly by sector, with on
average over 60% of jobs in Education, Health and Social Work businesses and over
40% in Hotels and Restaurants sector businesses undertaken by women. In contrast
under 20% of jobs in Construction businesses are undertaken by women.

Businesses controlled by females have markedly more women employees. In the
case of majority female-owned firms, women make up 70% of the workforce
compared with only 22.2% for majority male-owned firms. The higher percentage of
women employees in female-owned businesses is also largely full-time employment.

Asian-owned and other ethnic group-owned businesses tend to have low proportions
of women in their workforces (31.5% and 28.9% respectively), compared to the
average across all London businesses of 36%.

On average just over four out of five jobs (80.8%) in businesses are full-time (greater
than 30 hours per week). Female workers on average make up around one quarter of
this full-time workforce.
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Section 3 — The operation of businesses in London

Chapter 6

The effects of the business
environment in London

Summary

According to London businesses, out of all the business environment factors

listed, the most important to running a successful business is the availability of
appropriately skilled labour. The second most important factor is the cost of labour,
followed by the cost of premises.

Businesses were also asked about their level of problems associated with different
factors. The highest levels of problems were associated with the availability of
appropriately skilled labour and transport within London, followed by crime and the
cost of labour.

Construction businesses rate the availability of appropriately skilled labour more
highly as a problem than other businesses. The cost of labouris also more of a
problem for construction businesses.

The availability of appropriately skilled labour and the issue of crime have been
considered two of the most significant problems facing businesses in each of the
last three years of the survey. However, the level of problems associated with the
availability of appropriately skilled labourincreased significantly in 2005 compared
to earlieryears.

Effects on business performance

Businesses reporting problems with the cost of labour significantly under
performed in terms of all indicators, namely growth in employment, turnover,
productivity and profits.

Faster growing businesses perhaps not surprisingly reported greater problems
with the availability of skilled labour and the size of premises.
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Chapter 6

The effects of the business
environment in London

Table 6.4: Current problems for the business (2003-2005)

Mean score 2003 Mean score 2004  Mean score 2005

% % %
Avdilability of appropriately skilled employees 21 22 28
Transport within London Not asked Not asked 26
Crime Not asked 23 26
Cost of labour 20 21 26
Transport 19 22 Not asked
Transport in and out London Not asked Not asked 25
Cost of current premises 21 20 23
Size of current premises 20 20 22
Proximity to customers or clients 18 18 22
Availability of affordable housing 19 19 22
Access to finance Not asked 21 22
Proximity to other companies in the 1.7 19 19
same sector
Proximity to suppliers 16 1.7 1.8

Source: LABS 2005

Note: Mean scores exclude ‘Don’t know’
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Chapter 7

Strategies adopted by businesses

Summary

e Businessesin London state that the quality of the product or service, customer
relations and the reliability of the product or service are their three most important
priorities in determining their competitiveness. These three areas were also
identified as the highest priorities in 2004.

e Aswasthe casein 2004, low prices were considered least important, with just over
a fifth of companies stating that this was a very high priority for the competitiveness
of their business.

* |nterms of strategies actually undertaken, over 80% of businesses had enhanced
relationships with customers in order to improve their competitiveness. This was
also the most common strategy adopted in 2004. Launching new products or
services, improving IT, and undertaking advertising/marketing were also common
strategies adopted (by nearly half of all businesses).

Effects on business performance

e Having controlled for all other business characteristics, those businesses that stated
that having knowledgeable/experienced staff was a high priority, were significantly
more likely to see growth in employment. Those businesses that stated that low prices
were a high priority were significantly more likely to see lower growth in profits.
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Chapter 8

Geographical markets

Summary

e Onaverage, businesses across London generate nearly two thirds (62.9%) of their
sales from within London and 23.3% from the rest of the UK, with the remainder
coming from abroad.

e Justunder half (42.6%) of all purchases by businesses located in London are made
from within London. Afurther36% are made from elsewhere in the UK, with the
remainder being made from abroad.

e London businesses could be considered as net importers, with 21.4% of purchases
coming from abroad, compared to 13.9% of sales being made abroad. Thisis in
contrast to the 2004 results, when they were a marginal net importer from the
rest of the world and 2003, when they were a marginal net exporter to the rest
of the world.

® |n 2005, London businesses were net importers from the rest of the UK, as was the case
in 2004, butin contrast to 2003 when they were a net exporter to the rest of the UK.

Effects on business performance

e The analysis shows that when all other factors are controlled for, businesses that
export were significantly more likely to have seen lower growth in turnover during
2005. Businesses that mainly export to the rest of Europe were more likely to have
seen decreases than those that mainly export to the USA or the rest of the world.
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Chapter 9

Investment and access to finance

Summary

e The majority of businesses reported that spending on most categories of expenditure
had remained the same over the last 12 months.

* QOver 40% of businesses reported increasing investment expenditure on IT during
the last year, which corresponds closely to the results from the 2004 survey.

* Micro businesses were the least likely to have increased spending over the last year.
Forexample, on balance, 31% of micro businesses had increased spending on IT
compared to over 50% of businesses employing more than 100 people.

e Few businesses expect to increase expenditure over the next 12 months, with 37.3%
reporting spending on IT will rise.

® QOver 40% of businesses stated that they had not been able to invest as much
capital as they would have liked over the last 12 months. The most commonly
stated problems were the same as those found in 2004 and were — market/demand
conditions, problems accessing external finance and decreased profitability.

e Athird of all businesses reported that they had approached external sources for
fundingin the last 12 months.

e Banks were by far the most popular source, with 59.2% of companies who sought
external finance approaching them, followed, some way further back, by credit
cards (4%).

e Justunder65% of all businesses were successful in theirapplications for finance
from banks.

® Businessesthatsaid problems with accessing external finance had prevented them
investing as much as they wanted were also asked what specific problems they had
experienced in accessing external finance. The three most common problems were
the lender not understanding the applicants business needs (49.5%), not being able
to obtain a large enough amount (48.9%) and lack of advice about options/sources
available (48.1%).

Effects on business performance

e Those businesses which had successfully approached banks were significantly more
likely to have seen growth in employment. Businesses investing in IT or spending
on product/service development, training/retraining and average salary per worker
were significantly more likely to have seen growth in performance.
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Chapter 10

Research & Development,
innovation and IT

Summary

e Nearly a third (31.4%) of all businesses reported that R&D activity had been undertaken
during the previous year, this compares to around a quarter in the 2004 survey.

* The average (mean) spending figure on R&D is just over £4,600 per employee.

® 49.5% of businesses undertaking R&D did this in some form of collaboration,
with larger businesses being more likely to engage in collaboration.

e 35% of businesses sought advice on technical, innovation and R&D activity internally
or from the head office, with the next most popular source being other firms, such as
suppliers or other companiesin the group.

e Half(50.1%) of all businesses engaged in some form of innovation and there is a
positive relationship between innovation and business size.

e Broadband technology is now widely used by businesses in London (84.1% using
computers on daily basis do so). This has risen from around six out of 10 businesses
in 2004 and four out of 10 in 2003.

e Over50% of businesses using computers on a daily basis made online purchases
butonline sales are less common.

Effects on business performance

e Businessesthat had introduced major changes to working methods or to the
workforce organisation were significantly more likely to have seen growth in
both productivity and employment.

e Firms which had introduced major products/services or major equipment were
significantly more likely to have seen growth in profits.
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Chapter 11

Management issues
and business support

Summary

® Onaverage businesses employed 0.6 managers per employee or 0.2 per employee,
excluding the large number of micro businesses with less than five employees. The
number of managers per employee does decrease significantly in larger businesses.

e Around athird of managers had some form of formal qualification.

* 61% of businesses had management accounts, 43% had a sales and marketing plan,
52% had a business plan and 39% had a training plan. These percentages roughly
correspond to the results from 2004. Around a fifth (21.8%) of businesses did not
have any of the four planning tools.

e The most common source of advice used by businesses is accountants, with over 18%
of firms using them for advice. This was also the case in 2004. Other common sources
used are bank managers (6.8%), solicitors (6.1%) and Business Link services (5%).

e QOvereightout of 10 businesses paid for the advice they received from accountants
and solicitors, whereas three quarters of businesses that received advice from bank
managers did not pay for this advice.

e ForLondon businesses, managing finance (38.2%), business planning (33.9%) and coping
with government regulations (29.4 %) were the three main types of advice received.

* Around athird of businesses in London reported that the external advice they had
received had contributed to improved business performance. In particular30.9%
stated that sales had increased, 38 % that profitability had increased and 36.1%
stated that productivity had increased.

* 27% of businesses had collaborated in some way with an external organisation
in the last 12 months.

e Businesses were most likely to have collaborated over the development of new
products, services or business processes.

e 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.

Effects on business performance

e Takingintoaccountall otherfactors, the analysis showed that businesses that
had a business plan were significantly more likely to show growth in turnover and
productivity. Those businesses that had sought advice from a bank manager or
another business owner were significantly more likely to have seen growth in turnover.
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Other languages and formats

This document is also available in large print, braille, on disk, audio cassette
and in the languages listed below. For a copy, please contact:

Public Liaison Unit

London Development Agency
Palestra

197 Blackfriars Road

London SE11AA

T: 0207593 9000
Textphone: 020 7593 9001
www.lda.gov.uk

Arabic
ol il A el olia (e dimaad cudyi 13
O giall I AL g Cailgl) @By Jluasyl
solaf
Bengali

weifey I o ST @3 wfeEs afsfefer
(T 519, ©F 2T 6T P T9&@
1 fFFIT TR FE AT <5< |

Chinese

thar

S B A R R AL
IEECRLL TR RS EEH] T P ek B

Greek

Av Ba BEAATE Eva avTiypago Tou
TTapodvToC eyypdgou oTn yAwooa
0agG, TTAPOKOAW VA TNAEPWVACETE
OTOV GPIBUG ) VO ETTIKOIVWVATETE
oTnNV TTApakaTw dieubuvorn.

Gujarati

ol M AL ERUAXL A5A AHLTL HUMLHL
Aol el dl, guL 53 g otz Gur
SIS AL AL A HUS Wl
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Hindi

IR 319 39 AT F U ST 9w H = §,
@ o Ffofad R W ®mH W sgE =
T Tal R TEE B

Punjabi

7 3I7& fen oazTed ©f It IaEt miuet g
feg 9diet J, 37 J& oy 599 3 86 Id AT I&
foguz 3 gz I

Turkish

Bu brostirl Tirkce olarak edinmek
icin litfen asagidaki numaraya
telefon edin ya da adrese basvurun.

Urdu

Sz e 0L 1l S8 (S asbiss ol T ST
DS O s S5 a0 i p)S ol g8 et
oS @Bl o 25 ol

Vietnamese

Tiéng Viét

Néu ban mudn ban sao cia tai liéu nay bing
ngdn ngif cta ban, hily goi dién theo s6 hoic
lién lac véi dia chi dudi day.
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