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1 Summary

1.1 This report presents findings from the Annual Small Business Survey (ASBS) 2007/08. The survey interviewed 7,783 UK SME businesses with between 1 and 249 employees (Small and Medium-sized Enterprises (SME) Employers) between December 2007 and February 2008.

1.2 Overview of the findings. The 2007/08 ASBS findings show improvements in some areas since the 2006/07 survey, although in many areas the findings are similar to those from 2006. Growth ambitions have increased slightly during 2007, while perceptions of the threat from overseas competition have decreased. The state of the economy is increasingly seen as an obstacle to business success. However, the timing of the survey preceded the downturn in economic conditions that occurred during 2008.

1.3 Past growth. One in five SME employers (20 per cent) reported that their employment level had increased in the 12 months prior to the survey, while 15 per cent had seen their employment level decrease. These are the same proportions as found in the ASBS 2006/07. The proportion of SME employers reporting growth in financial turnover has increased since 2006/07, from 40 per cent in 2006/07 to 42 per cent in 2007/08, and the proportion reporting declining turnover has fallen from 21 per cent to 20 per cent in 2007/08.
1.4 Growth ambitions. The data showed a small improvement in the proportion of SME employers planning to grow their business over the two to three years following the 2007/08 survey, with 67 per cent of respondents planning to grow, compared to 65 per cent in 2006/07 and 56 per cent in 2005. As was the case in 2006/07, the likelihood of growth aspirations increased with the size of business. Just over a quarter of SME employers (27 per cent) anticipated closing down or transferring ownership of their businesses in the five years subsequent to the 2007/08 survey; this is the same proportion as in ASBS 2006/07, and markedly higher than the six per cent reported in the 2005 survey.

1.5 Sustained growth. The findings show that the proportion of SME employers experiencing sustained growth, that is both an increase in employment during the 12 months prior to the 2007/08 survey and an expectation of increased staff numbers in the coming year, was eight per cent.
1.6 Innovation. Just under half (46 per cent) of SME employers had introduced new or significantly improved products or services in the 12 months prior to the 2007/08 survey. Of these, a quarter (26 per cent) said that the product or service was completely new, with the remainder saying it was new to the business. One third (33 per cent) of SME businesses said that they had introduced new or significantly improved processes in the 12 months prior to the survey. Of these, 18 per cent said that the process was completely new, and the remainder said it was new to the business. These proportions are very similar to those in 2006/07, when 48 per cent of businesses had introduced new products or services, and 33 per cent had introduced new processes.

1.7 Obstacles to achieving business success. The majority of SME employers perceived at least some degree of challenge to their success; only two per cent did not report any obstacles. The most reported biggest obstacle to business success was the economy, cited by 16 per cent of SME employers, followed by competition (14 per cent); tax, VAT, PAYE, NI, and business rates (12 per cent); regulations (12 per cent); and cash flow (nine per cent).

1.8 There has been some change in the rankings of the biggest obstacles since last year (2006/07). ‘The economy’ has risen in the rankings from fourth in 2006/07 to first in 2007/08, while ‘competition’ has fallen from first to second, and ‘regulations’ has slipped from second in 2006/07 to fourth in 2007/08.

1.9 Regulations as an obstacle to success. One third (32 per cent) of the SME employers that reported regulations to be an obstacle cited Health and Safety regulations as the main area of difficulty. Employment and tax regulations were each mentioned by 17 per cent of employers, while sector-specific regulations were mentioned by 13 per cent of employers, and regulations relating to the environment were mentioned by ten per cent. Just over one in ten (11 per cent) of employers that reported regulations as an obstacle were unable or unwilling to identify a primary concern.

1.10 Competition from overseas. One fifth of SME employers (20 per cent) felt threatened by overseas competition, down from 22 per cent in 2006/07, with 11 per cent seeing this as a serious threat to their business (13 per cent in 2006/07).

1.11 Managing cash flow. Fluctuating patterns of income were the most commonly reported cause of cash flow problems, with 71 per cent of SME employers citing them as a problem. However, over half (56 per cent) of respondents that reported cash flow to be an obstacle to the success of their business cited late payment as being a key element of these problems.

1.12 Access to finance. Just under a quarter (23 per cent) of SME employers had tried to obtain finance for their business in the previous 12 months, the same proportion as 2006/07. Nearly three quarters (73 per cent) of SME businesses who sought to raise finance had no difficulties doing so from the first source they approached. Slightly over half of those that did experience difficulties, representing 14 per cent of all SME employees that had tried to obtain finance, were unable to secure any external funding. The most common type of finance sought was bank loans, sought by 46 per cent of those seeking external finance.

1.13 Seeking business advice. Just over a quarter (27 per cent) of SME employers had sought general advice and information about running their business in the 12 months prior to the survey, similar to the proportion in 2006/07 (26 per cent).

1.14 Contact with and use of government services. Seven out of ten SME employers (71 per cent) reported that they had contact with government departments or agencies in the previous 12 months. Respondents were generally more satisfied than they were in 2006/07, although satisfaction with planning permission processes was still very low.

1.15 Characteristics of SME employers. The characteristics of SME employers surveyed were very similar to those in the ASBS 2006/07.

1.16 The majority of SME employers were led by men. Only 14 per cent were led by woman or a management team mostly comprised of women, while 24 per cent were equally led by men and women. Women-led SME employers tended to be smaller than average.

1.17 Fewer than one in ten SME employers (eight per cent) were led by a member, or mostly by members of, a minority ethnic group (MEG).

1.18 Eleven per cent of SME employers had partners or directors with a long-standing illness or disability.

1.19 Just over two thirds (69 per cent) of SME employers were family-owned.

2 Survey method and report structure

Aims of the survey

2.1 This report sets out the key findings from the Annual Small Business Survey 2007/08. The research involved a large-scale telephone survey conducted by IFF Research Ltd between November 2007 and March 2008.

2.2 The main aims of the survey were to:

· monitor key trends in the characteristics and perceptions of small business owners and managers

· serve as a ‘listening exercise’ among small businesses; gauging their intentions, plans, needs, concerns and the obstacles they face to fulfilling their potential

· act as a sounding board for possible government actions and interventions to support and assist small businesses.

Survey method

2.3 A total of 9,362 Small and Medium-sized Enterprises (SMEs) were interviewed. For the purposes of the survey, an SME was defined as any business with fewer than 250 employees.

2.4 Interviews were conducted across the UK with a stratified random sample as follows:

· An initial target of 6,326 interviews was distributed evenly across the nine regions of the UK, Scotland, Wales and Northern Ireland.

· Boost samples were included for Scotland, the North East, the North West, and the South West.

· Within each country, targets were set for businesses with no employees (17 per cent) and for employers of different sizes (micro 33 per cent, small 33 per cent and medium 17 per cent). However, in those English regions that elected to boost, targets were fixed at the regional level to ensure that these regions would have sufficient sample of their own in each size band.

· The sample was randomly drawn across all commercial sectors of the economy.

2.5 The survey findings have been weighted to reflect the total UK SME population in terms of region and size band. The data have not been weighted to represent the different sectors of the economy, although random selection across all sectors has delivered a sample which is broadly representative of the UK SME employer population across sectors.

2.6 The size of the sample means that findings can be reported with a relatively high degree of statistical reliability. At the overall level, the statistical error for a finding of 50 per cent (the most statistically sensitive or unreliable level of finding) is ±1.0 per cent. We can be more statistically confident in findings reported for micro and small-sized business employers than for the medium-size band, and more confident for findings among employers in England than among those in Wales, Scotland or Northern Ireland (see Table 2.1).

Table 2.1: Statistical confidence in survey findings

	
	Sample size
	Standard
error
	
	Sample size
	Standard
error

	Overall 
(including those 
with no employees)
	9,362
	±1.0
	England
	7,902
	±1.1

	Micro
	3,529
	±1.6
	Wales
	264
	±6.0

	Small
	2,950
	±1.8
	Scotland
	1,032
	±3.1

	Medium
	1,304
	±2.7
	Northern Ireland
	164
	±7.7


2.7 The survey has been conducted on an annual basis since 2003, although from now on it will be conducted biennially. The samples in each of the preceding years have also been sizeable which means that relatively small changes in findings can be statistically significant. Where possible and appropriate, the report makes time series comparisons with previous waves of the survey.

Report structure

2.8 The structure of this 2007/08 report is similar to that of the report for 2006/07, in that only findings relating to SMEs with employees are reported. These are referred to throughout the report as SME employers. A total of 7,783 such employers were interviewed, and they represented 83 per cent of the total sample
. The findings relate to the whole of the UK unless otherwise specified.

2.9 The remainder of the report is set out as follows:

Section 3: Size and structure of the SME sector and characteristics of business owners

Section 4: Recent growth performance and future growth ambitions

Section 5: Perceptions of the obstacles to business success

Section 6: Factors associated with growth:

· financing the business

· innovation

· exporting

· training

· use of ICT.

Section 7: Business advice and contact with government

Section 8: Regional analyses

Section 9: SME employers in deprived areas.

3 Size and structure

Size and structure

3.1 There were an estimated 4.68 million private sector enterprises in the UK at the start of 2007. Between 2006 and 2007 the number of private sector enterprises increased by four per cent.

3.2 Small and medium-sized enterprises (SMEs), businesses with zero to 249 employees, accounted for 99.9 per cent of all enterprises. The vast majority of these are businesses with zero employees − sole proprietorships, partnerships comprising only the self-employed owner-managers, or companies comprising only an employee director. Just over a quarter (26 per cent) are SME employers, and of these just over one million are micro employers (with fewer than ten employees), 167 thousand are small-sized employers (with between ten and 49 employees), and 27 thousand are medium-sized employers (with 50 to 249 employees). The report focuses on these 1.2 million SME employers.

3.3 In total, SMEs employ 9.68 million people, or 30.55 per cent of the total workforce in employment in the UK (Labour Market Trends), and have a combined turnover of approximately £1,200 million, or 44 per cent of the total turnover of UK private sector enterprises of £2,800 million.

3.4 Looking at the legal status of SME employers, nearly six out of ten (59 per cent) are companies, while a quarter (26 per cent) are sole proprietorships, and 15 per cent are partnerships.

Characteristics of business owners

3.5 The official SME Statistics are a valuable source of information on the size and profile of SMEs in the UK. However, they cannot tell us much about the characteristics and views of those who own, run and manage small businesses in the UK. The ASBS series has been designed, in part, to fill some of these gaps. Based on data from the 2007/08 survey, this section describes the proportion of business owners who ran new businesses, and the characteristics of business owners in terms of gender, ethnicity, disability, and age, as well as the prevalence of family-owned businesses.

New businesses

3.6 The Survey defines new businesses as those trading for less than four years or those which have changed ownership in the last three years. Based on this definition, fifteen per cent of all SME employers are new businesses, and nine out of ten (89 per cent) of these were micro employers with fewer than ten employees, compared to 83 per cent of established businesses. Women-led businesses were more likely than others to be new businesses, 21 per cent compared to 14 per cent respectively.

Gender

3.7 Table 3.1 summarises SME leadership broken down by gender, and shows that most SME employers were owned by men, or led by a management team with a majority of men. In 2007/08, only 14 per cent of SME employers were women-led (defined as led by a woman or having a management team made up mostly of women). This is the same proportion as in 2006/07.

Table 3.1: Leadership by gender

	Business Leadership
	2007/08
%
	2006/07
%

	Majority-led by women
	14 
	14 

	Equally-led
	24 
	26 

	At least 50 per cent female leadership (majority-led by women & equally led)
	39 
	40 

	Women in a minority
	8 
	7 

	Entirely male-led
	53 
	52 


Base: Business with Employees (weighted data); unweighted N=7,783.

3.8 Women-led businesses tended to be smaller than other businesses. Nine out of ten (90 per cent) women-led SME employers were micro-businesses, compared to 83 per cent of those not led by women.

MEG

3.9 Eight per cent of UK SME employers were MEG-led; that is led by a member of a minority ethnic group or a management team with at least half of its members from minority ethnic groups. This is the same as the proportion in 2006/07.

3.10 MEG-led businesses were more likely than others to be micro-businesses, with 91 per cent being micro-sized compared to 84 per cent of those that were not MEG-led. MEG-led businesses were also more likely than others to be sole proprietorships and less likely to be companies. Just over one third (35 per cent) of MEG-led businesses were sole proprietorships and 48 per cent were companies, while for those businesses that were not MEG-led the proportion of sole proprietorships was 29 per cent and the proportion of companies was 55 per cent.

Disability

3.11 Eleven per cent of SME employers had partners or directors with a long-standing illness or disability.

Age

3.12 The owners of SME employers were most commonly aged between 35 and 44 (22 per cent) or between 45 and 54 (33 per cent). One in three owners were aged 55 and over (28 per cent aged 55 to 64 and eight per cent aged 65 and over), while eight per cent were aged under 35 years.

3.13 Growing businesses generally had younger owners than those that were not growing, as Figure 3.1 shows (growers are businesses that either grew in the previous year or aspire to grow in the coming year; non-growers are those that have neither grown nor plan to grow).

Figure 3.1: Age of business owner and business growth
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Base: All SME employers (weighted data); unweighted N=7,783

Family businesses

3.14 The majority of SME employers were family owned
. Family-owned businesses accounted for 69 per cent of all SME employers, and smaller businesses were more likely to be family-owned than were larger businesses, with 71 per cent of micro-sized businesses being family owned, compared to 61 per cent of small and 49 per cent of medium-sized businesses.

3.15 Looking at legal status of SME employers by family ownership, 78 per cent of partnerships and 72 per cent of sole proprietorships were family owned, compared to 65 per cent of companies.

3.16 Seven out of ten businesses (70 per cent) that were family owned were ‘first generation’, while 20 per cent had been passed down to the second generation, and the remaining ten per cent had been owned by the family for three generations or more.

4 Growth performance

4.1 This section explores the extent to which SME employers had grown over the previous 12 months, in terms of employment and financial turnover and reports their ambitions for future growth.

Growth in the past 12 months

4.2 The survey explored the extent to which SME employers had experienced growth in the previous 12 months in terms of both employment and turnover.

4.3 Overall, one in five SME employers (20 per cent) reported employment growth in the previous 12 months, while 65 per cent said their employment level had stayed the same, and 15 per cent reported a decline in employment. Figure 4.1 describes the variation in employment performance by size of SME employer, and shows that larger businesses were more likely to have experienced employment growth, with 39 per cent of medium-sized businesses growing compared to 18 per cent of micro-sized businesses.

Figure 4.1: Employment growth in past 12 months
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Base: All SME employers (weighted data); unweighted N=7,783

4.4 These findings are very similar to the result from the 2006/07 survey, and the proportion of growing businesses was the same as in 2006/07, at 20 per cent.

4.5 Approximately twice as many SME employers had experienced turnover growth as had experienced employment growth. Table 4.1 shows that, overall, 42 per cent of SME employers had seen turnover increase, while 35 per cent reported it had stayed the same, and 20 per cent had experienced a fall in turnover (the remaining three per cent were unable or unwilling to give an answer). The proportion of employers reporting increased turnover is slightly higher than the 2006/07 figure of 40 per cent.

Table 4.1: Change in turnover in last year

	
	2007/08
%
	2006/07
%

	Increased
	42
	40

	Stayed the same
	35
	35

	Decreased
	20
	21

	Unsure/unwilling
	3
	4


Base: All SME employers (weighted data); unweighted N=7783

4.6 As was the case with employment trends, medium-sized employers were more likely to have experienced increasing turnover (61 per cent), compared to small (50 per cent) and micro-sized employers (40 per cent).

Growth ambitions

4.7 As well as exploring recent performance, the survey sought to understand the future growth aspirations of SME employers. To assess growth intentions, the survey asked employers whether or not the business aimed to grow over the next two to five years.

4.8 Overall, two thirds (67 per cent) of SME employers were aiming to grow their business, a slight increase on 2006/07, when 65 per cent aimed to increase their business, and a large increase on the 56 per cent reported in 2005

4.9 As was the case in 2006/07, the likelihood of growth aspirations increased with the size of business; 65 per cent of micro-sized businesses were aiming to grow, compared to 77 per cent of small businesses and 88 per cent of medium-sized businesses.

4.10 New employer businesses were much more likely to anticipate growth (84 per cent) than were older businesses (64 per cent).

4.11 Nearly nine out of ten SME employers (85 per cent) were registered for VAT.

4.12 These businesses were asked at what stage they registered. The majority registered before or at the time they started, with ten per cent registering prior to start-up, and 58 per cent at time of start-up or when VAT was introduced. Just under one in ten (nine per cent) registered within their first year of operating, while six per cent registered after one year but no more than four years, five per cent registered after four years, and 11 per cent did not know when they registered.

4.13 Just under two fifths (37 per cent) of SME employers with a turnover of less than the official VAT threshold of £64,000 were registered for VAT − this can be read as another sign of ambition.

4.14 In total, just over a quarter (27 per cent) of SME employers anticipated either closing down (8 per cent) or transferring ownership (19 per cent) of their businesses in the next five years. A further eight per cent did not know whether the business would close or transfer ownership in that timeframe.

4.15 The smaller the business, the more likely was its anticipated closure or transfer. Twenty eight per cent of micro-sized employers anticipated sale or closure, compared to 25 per cent of small employers and 19 per cent of medium-sized employers.

Growth trajectories

4.16 By combining measures of past employment growth and ambitions for future growth, it is possible to define four categories that broadly describe the extent of dynamism amongst SME employers. These are:

· Sustained growth − those with more employees than they had 12 months previously and who also anticipated increasing staff numbers in the next year.

· Contained growth − those with more employees than they had 12 months previously but who did not anticipate increasing staff numbers in the next year.

· New-growth businesses − those that had not experienced employment growth in the previous 12 months, but who anticipated growth during the next year.

· The remainder of businesses that show no growth.

4.17 Around two thirds of businesses (65 per cent) fell into the ‘no growth’ category. New-growth businesses made up 15 per cent of all SME employers, contained growth businesses comprised 11 per cent, and sustained growth businesses made up eight per cent of all SME employers (Figure 4.2). These are similar to the proportions in 2006/07, when nine per cent of employers were sustained growth, 12 per cent were contained growth, and 14 per cent were new growth.

Figure 4.2: Growth trajectories
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Base: All SME employers (weighted data); unweighted N=7,783

4.18 The proportion of sustained growth increases with employment size, from seven per cent of micro-sized businesses, to 15 per cent of small and 23 per cent of medium-sized businesses.

5 Obstacles to business success

5.1 However they define success, businesses tend to encounter a range of obstacles as they work to achieve their objectives. As in previous ASBS surveys, respondents to the 2007/08 survey were first asked to spontaneously cite obstacles and then read a list of potential obstacles and asked to indicate if any of these were also relevant to their business. Respondents who cited more than one obstacle were subsequently asked to identify the biggest obstacle to their business success.

5.2 This section first considers the biggest obstacles to business success and then the overall incidence of reported obstacles. This is followed by further discussion of those obstacles most frequently reported by respondents.

Biggest obstacle to achieving business success

5.3 Table 5.1 shows the survey responses to the biggest obstacles to business success, for 2007/08 and also for 2006/07.

Table 5.1: Biggest obstacles to business success

	Rank
	Obstacle
	2007/08
%
	2006/07
%

	1
	The economy
	16
	10

	2
	Competition in the market
	14
	15

	3
	Taxation, VAT, PAYE, National Insurance, business rates
	12
	12

	4
	Regulations
	12
	14

	5
	Cash flow
	9
	10

	6
	Recruiting staff
	5
	6

	7
	Shortage of skills generally
	4
	4

	8
	Obtaining finance
	3
	3

	9
	Availability/cost of suitable premises
	3
	4

	10
	Shortage of managerial skills/expertise
	1
	1

	
	No obstacles
	2
	2

	
	No opinion
	2
	2


Base: All SME employers (weighted data); unweighted N=7783

5.4 The most frequently reported biggest obstacle was the economy, cited by one in six SME employers. Competition was the next most frequently cited (14 per cent), followed by taxation and business rates, regulations (both 12 per cent), and cash flow (nine per cent). Only two per cent of SME employers reported no obstacles to achieving business success.

5.5 There has been a change in the ranking of the biggest obstacles since 2006/07, with the proportion of employers mentioning the economy increasing from 10 to 16 per cent, and the proportions mentioning competition and regulations decreasing slightly, causing competition to slip from first to second, and regulations to slip from second to fourth in the ranking of obstacles.

Overall incidence of obstacles to business success

5.6 Many respondents listed multiple obstacles to success. Combining results for all obstacles reported (either with or without prompting by the interviewer), the most frequently reported obstacles were:

· the economy (64 per cent of SME employers)

· taxation, VAT, PAYE, National Insurance, Business Rates (62 per cent)

· regulations (59 per cent)

· competition in the market (55 per cent)

· cash flow (47 per cent).

The economy as an obstacle to business success

5.7 The economy was mentioned as an obstacle to business success by nearly two thirds (64 per cent) of all SME employers, as well as being the most frequently cited biggest obstacle. This is a significant rise since the 2006/07 ASBS, where just over half (53 per cent) mentioned the economy as a barrier to business success. The view was widely held with no real differences across different types and sizes of business.

Regulations as an obstacle to business success

5.8 Respondents who cited regulations as an obstacle to business success were asked which specific regulations they considered to be an obstacle, and it what ways.

5.9 Table 5.2 shows the regulations that were most commonly mentioned as obstacles to business success. Health and safety regulations were most frequently mentioned, with one third of employers who perceived regulations to be an obstacle citing these. They were followed by employment and tax regulations, each mentioned by 17 per cent of respondents; sector specific regulations, mentioned by 13 per cent; and environmental regulations, mentioned by 10 per cent. One in ten (11 per cent) SME employers who reported that regulations were an obstacle to business success did not identify specific regulations.

Table 5.2: Regulations which are considered to be obstacles to business success (unprompted)

	Rank
	
	2007/08
%
	2006/07
%

	1
	Health and safety
	32
	37

	2
	Employment
	17
	16

	3
	Tax and tax related
	17
	15

	4
	Sector specific
	13
	12

	5
	Environment
	10
	11

	6
	Planning, development etc
	5
	7

	7
	National minimum wage
	3
	4

	8
	Providing information and record keeping
	2
	3

	9
	Trading standards
	2
	2

	10
	Regulations relating to anti-discrimination
	1
	2

	
	No specific regulations or all regulations
	11
	13


Base: All SME employers that consider regulations to be obstacles to business success (weighted data), unweighted N=4,907

5.10 There tended to be little consistent variation in response between employers of different sizes. However, employment regulations were more frequently cited by medium-sized employers (30 per cent), than by small (24 per cent) or micro-sized businesses (15 per cent). Medium-sized employers were also more likely than smaller ones to mention sector-specific regulations.

5.11 Respondents were asked the ways in which specific regulations acted as an obstacle to business success, and the responses concerning the main obstacles are summarised in Table 5.3 For most regulations, the difficulties fell into three main categories:

· difficulty, time and effort in deciding how to comply with the regulation

· administration and paperwork associated with complying, and

· the costs of complying.
Table 5.3: Why regulations are obstacles

	Reason why an obstacle 
(percentage of respondents)
	Regulations 
in general
	Health 
and Safety
	Employment
	Tax
	Environment
	Planning/
building
	National minimum 
wage

	Difficulty/time/effort in deciding how to comply
	40
	33
	24
	17
	23
	26
	8

	Paperwork/administrative procedures
	32
	31
	23
	16
	14
	23
	4

	Costs of making changes to ensure compliance
	24
	24
	24
	28
	38
	23
	51

	Uncertainty about whether or how regulations apply
	6
	12
	13
	4
	8
	6
	5

	Difficulty/cost in obtaining advice 
	6
	5
	4
	8
	4
	5
	4

	Competition from businesses that don't comply
	3
	3
	2
	2
	3
	1
	3

	Lack of consistency
	2
	2
	1
	*
	*
	8
	4

	Restrictive/intrusive/no flexibility
	1
	4
	10
	3
	7
	17
	5

	High level of taxation
	2
	*
	*
	30
	*
	*
	

	Base (unweighted): All SME employers citing 
each regulation as main obstacle
	563
	1,217
	578
	415
	273
	188
	95


5.12 There was also some degree of uncertainty about whether the employer needed to comply, and how to go about complying, with health and safety, and employment regulations.

Managing cash flow

5.13 Managing cash flow was perceived as an obstacle to business success by 47 per cent of SME employers, slightly higher than the proportion in 2006/07 of 44 per cent.

5.14 Fluctuating patterns of income were the most commonly reported cause of cash-flow problems, with 71 per cent citing them as a problem, and 21 per cent citing them as the main cause of cash-flow problems
. Late payment was mentioned by over half of all employers; 56 per cent cited late payment from businesses (27 per cent cited it as main cause of difficulty), and 56 per cent cited late payment from individual customers (17 per cent cited it as main cause).

5.15 All SME employers were asked subsequent questions about late payments and the extent to which they were a problem for the business. Half of all businesses were not affected by late payments, either reporting that they were not a problem (44 per cent) or that they did not extend credit to customers (7 per cent). Just under a third (31 per cent) of employers reported that late payment was a small problem, and 18 per cent said that it was a major problem, In 2006/07, 32 per cent of employers reported that late payment was a small problem, and 16 per cent reported that it was a major problem. Micro-sized employers were less likely to report late payment as a problem; 47 per cent of micro-sized businesses said that it was a problem compared to 58 per cent of small and medium-sized employers.

5.16 Of those SME employers who extended credit to customers, 72 per cent were aware of the legislation dealing with late payment. Of these, seven per cent had taken legal action using the late payment legislation in the last 12 months. The larger the business the more likely they were to have taken action. These are very similar to the proportions reported in 2006/07.

5.17 Of the SME employers that provided credit to their customers, 28 per cent of micro-sized businesses had taken a customer to court for not paying their debts, with the proportion rising to 46 per cent of small and 55 per cent of medium-sized employer businesses.

5.18 Timing of tax payments was biggest cash flow challenge for six per cent of businesses, and was mentioned as an obstacle by 37 per cent.

6 Factors associated with growth

6.1 This section looks at factors associated with growth, and explores:

· access to finance, types of finance sought and any difficulties obtaining finance

· innovation

· exporting and competition

· training

· ICT.

Access to finance

6.2 Just under a quarter (23 per cent) of SME employers had tried to obtain finance for their business in the previous 12 months, the same proportion as 2006/07. One in six (16 per cent) had tried to obtain finance once, and seven per cent tried more than once; again these are the same as 2006/07.

6.3 The larger the business the more likely it was to have tried to obtain finance. Four out of ten (40 per cent) medium-sized employers had tried to obtain finance, compared to 32 per cent of small- and 21 per cent of micro-sized businesses.

6.4 The main reasons given by SME employers for attempting to obtain finance were:

· working capital/cash flow, 43 per cent (35 per cent in 2006/07)

· acquiring capital equipment or vehicles, 26 per cent (31 per cent in 2006/07)

· buying land or buildings, ten per cent (14 per cent in 2006/07)

· Improving buildings, eight per cent (seven per cent in 2006/07).

Types of finance sought

6.5 The most common types of finance sought were bank loans (44 per cent of employers who had tried to obtain finance sought this type of finance), followed by bank overdrafts (26 per cent), and leasing or higher purchase (ten per cent). These proportions are very similar to those in 2006/07, when 46 per cent of employers sought bank loans, 22 per cent sought overdrafts, and 11 per cent sought leasing or hire purchase.

6.6 The amount of finance sought by businesses varied widely (see Figure 6.1). Just under one in four businesses (24 per cent) were seeking between £10,000 and £25,000, whereas in 2006/07 one in five (20 per cent) were seeking similar amounts. Fewer employers than in 2006/07 were seeking amounts in excess of £500,000 (seven per cent, compared with nine per cent in 2006/07).

Figure 6.1: Amount of finance sought in the past 12 months
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Base: All businesses that sought finance in past 12 months (weighted data); unweighted N=2,247. Don’t know and refused to answer = 12 per cent.

Difficulties obtaining finance

6.7 Nearly three quarters (73 per cent) of SME employers who sought to raise finance had no difficulties doing so from the first source they approached. Just over one in ten (11 per cent) obtained finance but with some difficulty, with seven per cent obtaining all the finance they sought but with difficulty, and four per cent obtaining some but not all of the finance they were seeking. One in seven (14 per cent) of the businesses that had sought finance were unable to obtain any.

6.8 In 2006/07 75 per cent of SME employers had no difficulties obtaining finance; and in 2005, 79 per cent had no difficulties.

6.9 Women-led and MEG-led businesses were more likely than other SME employers to experience difficulties obtaining finance; 36 per cent of women-led and 32 per cent of MEG-led had problems raising finance (either unable to raise any finance at all, or could raise some but only with difficulty).

6.10 The main reasons given for experiencing difficulties obtaining finance were insufficient security, mentioned by 13 per cent of respondents, no or short business credit history, and risky business sector, each mentioned by eight per cent of respondents.

6.11 The responses differ somewhat from last year (2006/07), in that insufficient security and risky business sector were more frequently cited, while lenders asking for high returns and poor personal credit history were less frequently cited.

Table 6.1: Main reasons for difficulties obtaining finance

	
	2007/08
%
	2006/07
%

	Insufficient security
	13
	9

	No credit history/not in business long enough
	8
	6

	Business sector too risky
	8
	4

	Poor business performance/profit margins
	7
	6

	Poor business credit history
	6
	7

	Funding reached available limit
	5
	5

	Not eligible
	5
	-

	No security
	4
	6

	Time consuming administrative procedures
	4
	4

	Applied for too much
	4
	3

	Poor personal credit history
	3
	6

	Asking for high returns
	2
	6

	Business is too small
	2
	2

	Still under negotiation
	2
	-

	Regulations 
	1
	3

	Wrong business sector
	1
	3

	Inadequate business plan
	1
	2


Base: All businesses which had difficulty seeking finance in the past 12 months (weighted data); unweighted N=474

Innovation

6.12 Just under half (46 per cent) of SME employers had introduced new or significantly improved products or services in the past 12 months. Of these, a quarter (26 per cent) said that the product or service was completely new, with the remainder saying it was new to the business.

6.13 One third (33 per cent) of SME employers said that they had introduced new or significantly improved processes in the past 12 months. Of these, 18 per cent said that the process was completely new, and the remainder said it was new to their business.

6.14 These proportions are similar to those in 2006/07, when 48 per cent of businesses had introduced new products or services, and 33 per cent had introduced new processes.

6.15 As Figure 6.2 shows, innovation tends to increase with the employment size of businesses. This was also the case in 2006/07.

Figure 6.2: Innovation rates by size of businesses
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Base: All SME employers (weighted data); unweighted N=7,783

6.16 Innovation was a common motivation for attempting to raise new finance, although it has become slightly less common since 2005, with 41 per cent of businesses seeking new finance to fund new products, markets or technologies, compared to 43 per cent in 2006/07 and 44 per cent in 2005.

Exporting and competition from overseas

6.17 The proportion of SME employers exporting their products and services was the same as 2006/07, at 24 per cent. As was the case last year (2006/07), exporting activity increased with the size of business, from 22 per cent of micro-sized businesses, to 33 per cent of small- and 43 per cent of medium-sized businesses.

6.18 Four out of five exporters (79 per cent) were aiming to grow their business over the next few years, compared to 63 per cent of non-exporters.

6.19 One in five SME employers (20 per cent) reported being threatened by competition from overseas, down from 22% in 2006/07. Just over half (11 per cent) of SME employers who said they were threatened by competition from overseas said it was a serious threat. Exporters, and medium-sized SME employers, were more likely than other SME employers to report competition from overseas as a threat.

6.20 Looking at the other side of the coin, 20 per cent of SME employers reported that they benefit from increased globalisation, with 13 per cent reporting they benefit a bit, and seven per cent benefiting a lot. Exporters (44 per cent), and medium-sized SME employers (31 per cent), were more likely to report benefits of globalisation than were other SME employers.

Training

6.21 More than half (57 per cent) of SME employers had funded or arranged training or development for their staff during the previous 12 months, including informal on-the-job training. This is slightly lower than the proportion in 2006/07 of 60 per cent. Nearly all (95 per cent) medium-sized employers had arranged training, compared to 86 per cent of small-sized employers, and 52 per cent of micro-sized employers.

6.22 SME employers that had arranged training for their staff were asked whether any of the training led to a formal qualification. Just under three in ten (29 per cent) reported that most of the training they arranged led to a qualification, while two in ten (20 per cent) said that some of the training led to a qualification, and half said that none of the training led to a qualification. The larger the number of employees the more likely the employer was to arrange training that led to a formal qualification.

6.23 Just under three in ten (28 per cent) SME employers provided leadership or management training to their management team, and fewer than half of these, only 11 per cent of all SME employers, provided training for all of their management team.

6.24 Over two thirds of medium-sized employers trained their managers, compared to 46 per cent of small employers and 24 per cent of micro-sized employers.

Use of the Internet

6.25 Only one in six (17 per cent) SME employers reported that they did not use the Internet at all. Use of the Internet increased with employment size, from 81 per cent of micro-sized businesses up to 95 per cent of small- and 99 per cent of medium-sized businesses. Women-led and MEG-led business were significantly less likely than other businesses to use the Internet, with 28 per cent of both groups not using the Internet at all.

6.26 The main purposes for which the Internet was used were:

· email (96 per cent)

· business website (72 per cent)

· purchasing (71 per cent)

· selling over the Internet (41 per cent)

· research (13 per cent)

· banking (4 per cent).
7 Business advice and contact with government

Seeking advice about business matters and regulations

7.1 SME employers were asked a series of questions about the extent to which they sought advice. They were asked whether they had sought general advice about running their business and what organisations they had sought advice about regulations from.

General advice and information

7.2 Just over a quarter (27 per cent) of SME employers had sought general advice and information about running their business. One quarter (25 per cent) of micro-sized employers had sought advice, compared to 34 per cent of small-sized employers and 38 per cent of medium-sized employers.

7.3 New businesses were more likely than established ones to have sought general advice, with 32 per cent of new businesses having sought advice compared to 26 per cent of older businesses.

7.4 Growing businesses were more likely to have sought advice than those who had neither grown nor planned to grow, with 39 per cent of sustained-growth businesses, 34 per cent of new-growth businesses, and 32 per cent of contained-growth businesses having sought advice, compared to 22 per cent of businesses in the ‘no growth’ category.

Advice concerning regulations

7.5 The survey specifically explored the advice that SME employers sought and received concerning regulations. Overall, 61 per cent of SME employers had consulted some source of advice about regulations in the 12 months prior to being interviewed. New businesses were more likely to have sought advice about regulations than were established businesses.

7.6 The most commonly used sources of advice about regulations were accountants, and trade and business associations, used by 16 per cent and 11 per cent of SME employers respectively (Table 7.1). There was little variation in sources used between new and established businesses.

Table 7.1: Sources of advice consulted on regulations

	
	All
%
	New businesses
%
	Established businesses
%

	Accountant
	16
	18
	16

	Trade, business associations
	11
	10
	11

	Consultant
	5
	5
	6

	Solicitor
	5
	5
	5

	Business Link/Business support orgs
	4
	5
	4

	Local authority
	4
	5
	4

	Other regulators (HSE, Environment Agency, etc)
	4
	4
	4

	DTI, SBS, BERR, other government
	3
	3
	3

	Bank
	2
	3
	2

	Customers, suppliers, SME, friends, family
	2
	3
	2

	Chamber of Commerce
	2
	2
	2

	All government sources
	20
	22
	20

	None
	38
	35
	39

	Library, press
	2
	1
	2

	Govt website – DTI/SBS/BERR
	4
	5
	4

	Other website
	3
	4
	3

	Business Link.gov website
	2
	2
	2

	HMRC
	1
	2
	1

	Enterprise Agency/Trust
	1
	1
	1

	Other 
	3
	4
	2

	Base: all SME employers (weighted data)
	7,783
	1,025
	6,758


Advice amongst start-ups

7.7 Around two thirds (64 per cent) of recently established SME employers had sought advice at the time of starting or taking over their business.

7.8 The most commonly used source of advice for new businesses was accountants, used by 24 per cent of recently established SME employers. Other popular sources were banks (13 per cent), lawyers and solicitors (12 per cent), and local or government support agencies (ten per cent).

7.9 In addition to these formal sources, 13 per cent of SME employers also drew on informal advice from friends or family, and a small numbers of employers also used the Internet, other small businesses, and previous owners of the business.

7.10 When recently established SME employers had sought advice, they had mostly found it. However, one in ten (ten per cent) experience some problems in trying to seek information or advice.

7.11 Recently established businesses that were partnerships or companies were significantly more likely than sole proprietors to seek advice, ie 67 per cent of new partners and 72 per cent of new company owners sought advice, compared to 51 per cent of sole proprietors. New partners and company owners were also much more likely than sole proprietors to seek advice from accountants.

7.12 Women-led recently established businesses were significantly less likely than other new businesses to seek advice (only 55 per cent did so). MEG-led new businesses were more likely to seek advice (66 per cent compared to 63 per cent for non MEG-led businesses) and were significantly more likely to seek informal advice from friends and family (29 per cent, compared to 13 per cent for non MEG-led businesses); they were also much less likely to seek advice from banks (one per cent, compared to 14 per cent for non MEG-led businesses).

Contact with and use of government services

7.13 Seven out of ten SME employers (71 per cent) reported that they had contact with government departments or agencies in the previous 12 months. Contact increased with the size of employer, from 69 per cent of micro-sized businesses to 80 per cent of small- and 85 per cent of medium-sized businesses.

7.14 Three quarters (76 per cent) of companies reported having contact with government departments or agencies, compared to 67 per cent of partnerships and 62 per cent of sole proprietorships. SME Employers which had grown or planned to grow were more likely to have had contact with government departments or agencies than businesses in the ‘no growth’ category.

7.15 Women-led and MEG-led businesses were significantly less likely than others to have had contact with government services, with less than two thirds of each group having had contact.

7.16 There was significant variation with SME employer satisfaction with government services, as Table 7.2 shows. Companies House was viewed most positively, as it was in 2006/07, while satisfaction was lowest for planning authorities.

Table 7.2: Satisfaction with government and its agencies
(satisfaction score +200 to -200)

	
	Score 
2007/08
	Score 
2006/07

	Companies House
	122.1
	116

	Patenting
	101.8
	81

	Employee related
	93.8
	85

	Obtaining business advice
	84.1
	77

	VAT processes
	77.0
	80

	Other taxes
	63.2
	63

	Consultations or surveys
	55.1
	63

	Regulation enforcement
	45.9
	49

	Claiming grants
	34.9
	7

	Planning permission
	5.9
	-7


Base: All SME employers who had contact with government agencies in the past 12 months (weighted data)

7.17 Employers were also asked the extent to which they felt the government takes into account the concerns of small businesses. Just over one third (35 per cent) felt that government did not take account of their concerns, while half felt that government took account of their concerns ‘a little’, ten per cent felt that government took account of their concerns ‘quite a lot’ or ‘very much’, and five per cent were not sure.

7.18 Medium-sized businesses were more likely than small- or micro-sized businesses to feel that government takes account of concerns of small businesses.

Public procurement

7.19 Relatively few SME employers had either expressed an interest in, or bid for, public contracts, with nine per cent having bid in the previous 12 months; three per cent expressed an interest but did not bid. Medium-sized employers were more likely to have bid; 22 per cent had done so, compared to 17 per cent of small and seven per cent of micro employers.

7.20 A quarter (26 per cent) of SME employers had done some work for the public sector in the previous 12 months. As with bidding for public contracts, medium-sized firms were more likely to have done work for the public sector, with 42 per cent having done work compared to 35 per cent of small and 24 per cent of micro.

7.21 Women-led SME employers were significantly less likely than other employers to have expressed interest in or bid for public contracts, or undertaken any work for public sector customers.

7.22 The majority of SME employers that had done work for the public sector had done so for a local authority (59 per cent). Fourteen per cent had done work for the health service, and ten per cent had done work for further or higher education institutions.

8 Regional and spatial analysis

8.1 This section discusses key differences and trends across the English regions and devolved administrations.

Characteristics of SME employers across the regions

8.2 SME employers in Wales and Scotland were more likely than those in England to be women-led (20 per cent in Wales, and 18 per cent in both Scotland and Northern Ireland, compared to 14 per cent in England). There were only minor differences across the English regions.

8.3 SME employers in London were much more likely than those elsewhere to be MEG-led (24 per cent compared to eight per cent overall). Indeed, London, and the West Midlands (nine per cent MEG-led) were the only regions in which the proportion of MEG-led SMEs was above average; in all other regions the proportion of MEG-led businesses was eight per cent or lower.

8.4 SME employers in London, the South East and the North East were much less likely than those in other regions to be family owned.

Business growth and aspirations across the regions

8.5 SME employers in the South East were more likely than those in other regions to be aiming grow their business in the future, with 71 per cent aiming for growth compared to 67 per cent overall, and as low as 64 per cent in the East of England and the North West.

8.6 SME employers in the West Midlands and Wales were most likely to fund any planned growth using external finance only (16 per cent and 15 per cent respectively, compared to 11 per cent overall).

8.7 SME employers in Northern Ireland and Wales were less likely to envisage a full transfer of their business or its closure in the next five years than those elsewhere (17 per cent in Northern Ireland and 19 per cent in Wales, compared to 27 per cent overall).

Obstacles to business growth

8.8 Although the overall hierarchy was broadly the same, there were some regional variations in SME employers’ reporting of obstacles to business success. SME employers in Wales faced particular difficulties in managing cash flow (58 per cent, compared to 47 per cent overall) and obtaining finance (31 per cent, compared to 22 per cent overall). Recruiting staff, and perceived shortages of managerial skills, were particular issues for SME employers in Scotland and Northern Ireland, while the availability and cost of suitable premises was a particular challenge to SME employers in London. Competition in the market was most frequently mentioned by SME employers in Yorkshire and Humber (62 per cent, compared to 56 per cent overall) and least frequently mentioned by those in the South West (51 per cent).

Financing the business

8.9 SME employers in Wales were the most likely to have sought finance for their business in the last 12 months (30 per cent compared to 23 per cent overall). Those in the South East were the least likely, with 80 per cent having not sought finance compared to 76 per cent overall.

8.10 When employers in Wales had sought finance, this was more likely to be for acquiring capital equipment or vehicles (45 per cent, compared to 35 per cent overall).

8.11 SME employers in the East of England and North East were more likely than their counterparts elsewhere in the UK to have sought finance to buy land or buildings (both 15 per cent compared to ten per cent overall).

8.12 Employers in London, the North East and the East Midlands were most likely to report difficulties or inability to obtain external finance, with 38 per cent of employers in London, and 37 per cent of those in the North East, reporting that they were unable to obtain any finance, or obtained finance with difficulty, compared to 25 per cent overall.

8.13 Late payment was a particular problem for SME employers in Wales and the West Midlands, with 24 per cent and 23 per cent of employers respectively describing it as a big problem, compared to 18 per cent overall.

Use of the Internet

8.14 SME employers in London and the South West were most likely to be making use of the Internet in their business (87 per cent in London, and 86 per cent in the South West, compared to 83 per cent overall). Employers in Scotland and Northern Ireland were least likely to use the Internet, with only 78 per cent of employers in each country not using the Internet.

Dealings with government

8.15 SME employers in Scotland were most likely to have done business for the publics sector (30 per cent compared to 26 per cent for the UK as a whole).

8.16 There were also regional variations in satisfaction levels. SME employers in the East Midlands were generally more satisfied with government services than were employers in other regions, with above-average satisfaction levels for every service. SME employers in Wales and Northern Ireland were particularly satisfied about business advice and employee-related matters, and those in Northern Ireland had the highest satisfaction levels with processes over VAT and other taxes, and regulation-enforcement processes. Employers in Scotland and London had the highest satisfaction levels with grant-claiming processes, while those in London and the North West were the most positive about the planning permission process; those in the North West were also the most positive about consultations or surveys.

8.17 The regional differences in relation to the public sector organisations that SME employers sold their products and services to are presented in Table 8.1. The proportion doing business with local authorities was highest in the North East (71 per cent) and lowest in Northern Ireland (41 per cent). Trading with the health service is highest in the North West and lowest in the South West, and Scotland. SME employers in London were most likely to do business with government departments.

Table 8.1: Doing business with government organisations by region

	
	LA s
	Health
service
	HE/FE
	Government
depts
	Ministry
of
Defence
	Unweighted
base

	UK 
	59
	14
	10
	8
	4
	2,487

	East Midlands 
	62
	10
	13
	10
	2
	118

	East 
	66
	12
	10
	3
	7
	244

	London 
	56
	11
	10
	15
	2
	201

	North East
	71
	15
	8
	1
	2
	129

	North West 
	58
	21
	9
	5
	3
	433

	South East
	50
	17
	8
	11
	5
	196

	South West
	65
	10
	6
	5
	8
	484

	West Midlands 
	52
	11
	15
	11
	4
	103

	Yorkshire
and Humber
	64
	16
	8
	4
	4
	133

	Wales 
	63
	11
	14
	7
	5
	79

	Scotland 
	59
	10
	9
	9
	3
	321

	Northern Ireland 
	41
	17
	2
	16
	7
	46


Base: All SME employers that have worked for the public sector

Training

8.18 SME employers in Northern Ireland, the South East and Scotland were most likely to have arranged training for staff − the proportions of employers arranging training were 66 per cent, 64 per cent and 62 per cent respectively, compared to the UK average of 57 per cent.

8.19 Six out of ten employers who provided training in Northern Ireland and the North East provided training that led to qualifications, compared to the UK average of 50 per cent.

9 Deprivation

9.1 Businesses in deprived areas are thought to face different and sometimes greater obstacles to their success than those elsewhere. In this concluding section of the report we explore differences in the experiences and attitudes of SME employers in deprived areas
. Note that deprived areas are identified in England only.

9.2 Characteristics of SME employers in deprived areas:

· Employers in deprived areas were more likely to be MEG-led than those located elsewhere, as was the case in 2006/07. Fifteen per cent of SMEs in deprived areas were MEG-led, compared to the overall average figure of eight per cent.

· Just over half (54 per cent) of SME employers in deprived areas were family-owned, much lower than the national figure of 69 per cent.

Business ambitions and obstacles to growth

9.3 The proportion of SME employers in deprived areas that aimed to grow their business over the next two to three years was slightly higher than the national average, at 71 per cent compared to 67 per cent.

9.4 Those SME employers in deprived areas who were looking to grow were slightly more likely than those elsewhere to expect to rely only on external finance; 13 per cent of SMEs in deprived areas expected to use external finance only, compared to the overall average of ten per cent.

9.5 When looking at the obstacles to business growth reported by SME employers, there were slightly different patterns between those in deprived areas and those located elsewhere. Competition is the most frequently cited obstacle for SME employers in deprived areas, whereas overall, competition is second behind the economy, and SMEs in deprived areas were also more likely than other SMEs to report shortage of skills as an obstacle. However, SME employers in deprived areas were less likely than others to report taxation as an obstacle to business growth.

Innovation

9.6 SME employers in deprived areas were no more likely than the overall population of SME employers to have introduced new or improved products or services (49 per cent compared to 46 per cent). There were also no more or less likely than other SME employers to have introduced new processes.

Financing the business

9.7 SME employers in deprived areas were more likely that those located elsewhere to have sought external finance; 19 per cent had sought finance once, and nine per cent had sought it more than once, compared to the overall figures of 16 per cent and seven per cent respectively. In ASBS 2006/07, employers in deprived areas were less likely than other employers to have sought external finance. Thirteen per cent of SME employers in deprived areas that had sought external finance had applied for grants, compared to the overall figure of seven per cent, although it is noticeable that only a small minority of SME employers in deprived areas had sought grants relative to the availability of grants for such employers.

9.8 Where SME employers in deprived areas sought external finance, they were less likely to be successful than those in other areas. Sixty-nine per cent of SME employers in deprived areas had no difficulties obtaining finance, compared to the overall average of 73 per cent.

Use of the Internet

9.9 SME employers in deprived areas were no more likely than SME employers overall to make use of the Internet (19 per cent did not do so, compared to 17 per cent overall).

Sourcing business advice

9.10 There was little difference between SME employers in deprived areas, and those located elsewhere, in the proportions who sought business advice at start-up, ie 63 per cent of SMEs in deprived areas had sought advice at start-up compared to the overall proportion of 64 per cent.

9.11 As was the case in 2006/07, SME employers in deprived areas tended to rely more on informal sources of advice than did those located in other areas. One fifth (20 per cent) of SME employers in deprived areas sought advice informally from family and friends, compared to the overall figure of 13 per cent.

Training

9.12 SME employers in deprived areas were no less likely than those elsewhere to provide training for their staff, with 57 per cent of SMEs in deprived areas having arranged or funded training, the same as the overall average. Those SME employers in deprived areas that did provide training were more likely than other employers to have provided training leading to a qualification (55 per cent, compared to 49 per cent overall).
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Index of Multiple Deprivation 2007

�	The table presents the standard error, at the 95 per cent confidence level, associated with findings of 50 per cent.


�	The remainder were with businesses with no employees.


�	This is consistent with earlier UK research on the extent of family business ownership reported by Westhead and Cowling (1998).


�	The data in this section relate to those citing cash flow as an obstacle at start-up as well as in relation to business success. 


�	Deprived areas are defined as the 15 per cent most deprived Super Output Areas, based on the Index of Multiple Deprivation 2007.





