


Weathering the storm: a survey of business responses to the recession

Summary of results

Business and economic performance

The survey shows there are positive and negative factors affecting business prospects and performance. These
are listed below:

Positive outlook for business performance
Trends in turnover and profit anticipated in . _ .
next 12 months A key measure of economic performance is businesses

turnover increase

Jstay same 58% One piece of good news from the survey is:

38% * despite the recession, less than half of
companies are predicting falling sales and
profits: although the United Kingdom has been in

decrease

!

Pr°§istt;’;£§;5§ _ 589% recession for nine months, only two fifths (38%) of
companies are predicting falling sales over the next
decrease 34% 12 months, and just a third (34%) are predicting

falling profits.

Base: all respondents (200)

Negative outlook for business performance
Impact of economic downturn on capital

Another key measure of economic performance is
investment/M&A and R&D

businesses investment intentions. These are not so
positive as prospects for revenues and profits:
Activity
(@To]=% M&A * recession is leading to static or falling
investment: with just 1in 10 companies increasing
their strategic investment including capital
investment; M&A activity, or R&D in the face of the
UK recession. Unsurprisingly, it is those companies
that are expecting an increase in turnover and
No change 50% 53% 55% profits where this investment is taking place;

Change

Base: all respondents (200) [don’t know/refused to sum to 100%)] . expectation of need for further redundancies:

although 50% of businesses do not foresee the
need to make redundancies over the following six
months, nevertheless, nearly two fifths (37%) of all
respondents said their organisation is likely to make
Bl 50% ro (further) redundancies in the next 6 months. This
W 37% yes finding is consistent with the normal recession
[ 13% don't know/ pattern of redundancies continuing after it is

refused ‘declared’ that recession is over. It will result from
cost cutting by larger businesses feeding through to
smaller companies in the supply chain.

Likelihood of redundancies in the next six
months

Base: all respondents (200) [don’t know/refused to sum to 100%)]
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Main business pressures

These positive and negative factors of company performance reflect a series of pressures which businesses are
under during the recession. These are as follow:

assessment of their prospects for revenues and profits.

. . . * reduced demand from customers: one third (33%)
Factors having the biggest impact on

. . of respondents say the biggest impact on their
business as result of recession ) o
business as a result of the recession is reduced
reduced demand

0, .
from customers 33% demand from customers;

increase in terms

» more onerous borrowing terms: around half (49%)
for bank borrowing

of all the companies in the survey rely on bank
loss of business

confidence borrowing and of these almost a third (31%) say

the terms associated with those borrowings have
slower payment

by customers increased over the last six months with this proportion

rising to more than half (55%) of the largest
exchange rates

companies with turnover in excess of £100m. More

Base: al respondents (200) than a quarter (26%), expect those terms to

increase still further over the next six months;

« additional pressure on final salary pension schemes: only 35 companies in the survey (18%) have a final
salary scheme in place for employees of which only 10 of these are still open to new members. More than half
(57%) of companies with these schemes are taking actions to limit their pension fund liabilities. This is most
commonly through increasing employee contributions (37%) and basing pensions on the average career salary
rather than the final salary (20%);

 more aggressive competitors and infringements of intellectual property: nearly half (46%) are
currently experiencing increased aggression from their competitors, much of which is put down to the current
economic downturn, for example, a visible increase in the amount ‘knocking copy’ in advertising. One in 10
respondents anticipates more infringement of the company’s IP by competitors in the next 12 months, which
in the event of breaches of the rules could convert into full blown legal disputes.

Internal factors helping businesses thrive through recession

Some businesses have a head start in navigating their way through the stormy waters of recession from having
some innate advantages in the way they are structured. Two of these factors are:

¢ cushioning against falling revenues from
Whether reliance on public sector/being

exposure to the public sector: more than a third
international helps alleviate impact of downturn

(38%) of companies surveyed rely on the public

reliance on public 44% sector to some extent of which nearly half of these
sector helps

(48%) say this is helping them weather the

g : downturn;
being international 60% -
helps

* cushioning against falling revenues by being
W e D o internationally diversified: of the more than half
Y (55%) of companies that operate internationally to

some extent, one third (36%) say this area of
diversification is acting as a cushion from the worst
effects of the recession.
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Strategies businesses are deploying to survive the recession

In response to these pressures the businesses in our survey employ a wide range of measures to help them
survive and thrive, indicating the resilience which businesses are showing in the face of the economic downturn.

These are below:

Companies considering M&A opportunities
in the downturn

see opportunities to
acquire weaker 42%
businesses

contemplating
a merger

8%

Base: all respondents (200)

Actions taken to avoid making/reduce the
number of redundancies in the last 12 months

freezing recruitment

freezing salaries

laying off
temporary staff

reducing rewards

cutting overtime
reducing staff benefits o

eg health cover 13%
offering sabaticals :I 12%

disposing of businesses :I 11%

t to short
resort to shor :|10%

term working

Base: those taking action (150)

Impact of downturn on outsourcing

no change 63%

renegotiate contracts

bring certain
processes back in-house

outsource more

* acquisition of weaker businesses: more than
two fifths (42%) of respondents say their company
sees opportunities to acquire weaker businesses,
perhaps out of insolvency, in the current downturn.
This finding shows a correlation with those
anticipating increases in turnover and profits
perhaps indicating early signs of a turning point in
emergence from recession;

 implementing alternatives to redundancies:
three quarters of companies (75%) have taken
actions in the last 12 months to avoid making, or to
reduce the number of, redundancies. Most
commonly mentioned actions include freezing
recruitment (56%); freezing salaries (48%); laying
off temporary/agency staff (45%), and reducing
bonuses (40%). Taking these actions makes good
business sense. Maintaining competitiveness is key,
as well as preserving morale and avoiding the delay
and cost of rebuilding the workforce when the
recovery arrives;

» reduction in IT costs: nearly half (43%) of
companies are taking actions to reduce IT costs
including 24% which are investing less; 23%
replacing equipment less frequently; 12%
outsourcing IT, and 10% making IT staff redundant.
We expect a large part of the next wave of
outsourcing to be particularly in the IT sector, for
those companies who don’t already outsource, not
just as a cost reduction measure but as a means to
preserve jobs;

* adjusting outsourcing strategies: although the
majority of companies (63%) anticipate no change
to their outsourcing strategies of those that are
expecting to make some changes, 26% will

renegotiate existing outsourcing contracts; 10% will

outsource more, and 10% will bring certain
processes back in house;
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* measures to reduce property costs: whilst the
majority of respondents (72%) expect the amount
of property their company occupies to stay the

53% same over the next 12 months, nevertheless, more

than half (59%) say their company is actively

looking at saving costs associated with the property
it occupies. Key savings measures are in the areas of
renegotiate lease :I 10% energy savings (mentioned by 53%), better space
utilisation (52%) and disposal of space (41%); with

a further 10% looking to renegotiate leases;

Actions to reduce costs associated with
occupying property

energy savings

better space
utilisation

52%

disposal of space

Base: those looking to make savings (118)

* sustaining reduction in their carbon footprint: of the more than half (58%) of companies in the survey
(rising to 84% of large companies with turnover in excess of £100m) that have a strategy for reducing their
carbon footprint the vast majority (87%) of these, remain committed to reducing this during the recession.
This shows businesses are not ‘paying lip service’ to playing their part in tackling climate change;

* ongoing commitment to Corporate Social Responsibility: a similar majority (91%) of companies
pursuing a CSR agenda (which is three fifths of companies overall, rising to 88% of large companies with sales
over £100m), will continue with their CSR programme in spite of the recession;

* continuing commitment to executive pay structures: few organisations say they are changing the
severance terms of their standard service agreements so that executives do not benefit from large payoffs.
Nearly four fifths (78%) say they have no plans to do this, despite Government's desire that business does not
reward failure;

. . ¢ investigating moving headquarters offshore:
Company considering moving headquarters approaching a fifth of the largest companies (16%)

offshore say their company has considered moving its

turnover £100m _ 16% headquarters offshore to benefit from a more

Uy 0 £20m to £100m :l 8% advan.tageous tax reg|m§, com.mentmg that thg
most important factors in leading them to consider

this were lower tax liabilities, overall cost, and better
cost control. Of the 8% of smaller companies considering this, six of these 16 businesses are still likely to make
this move, and four of them very much so.

¢ halting property moves: one in 10 of the companies in the survey say they have halted planned moves into

new premises. Most of these will remain where they are awaiting an improvement in the economic climate or
will reconfigure existing premises. One of these is considering moving abroad.
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Effectiveness of policy measures

The Government has introduced a series of policies aimed at shortening the length of the recession by targeting
help to different parts of the economy. The positive and negative verdicts of survey respondents on the range of

measures is summarised below:

Would Britain joining the Euro be beneficial to
the company in the current economic climate

no 63%

yes 24%

I

manufacturers

saying yes

international companies
saying yes

48%

34%

!

Positive verdict

« desire for more regulation: a majority (79%) of

respondents agree that increased regulation is a
price worth paying, to ensure greater stability of the
banking and financial system in the future.

Government stance on retaining EU Working
Time Directive opt-out: one third of businesses
indicate the directive would have an impact on their
business saying it will involve unacceptable disruption
as a result of requiring change in working patterns;

* ‘No’ to the Euro: just a quarter (24%) of respondents feel that Britain joining the Euro would be beneficial to
their company, in the current economic climate. Manufacturing businesses are most likely to be of this
opinion, and companies that are at least to some extent international in their operations.

Negative verdict

¢ reduction in the bank base rate: only two fifths say the reduction in the bank base rate has had a positive
impact on their business. Only one in 10 say ‘very much so’;

o fiscal stimulus package: although a quarter gave a qualified positive verdict saying the Government’s fiscal
stimulus package is working to some extent, none of the respondents to the survey give it a unanimous

thumbs up;

Factors in maintaining a competitive
international tax regime

tax rate 44%

level of
complexity

certainty
Fairness

Transparency

Base: all respondents (200)

* recapitalisation of the banks: the majority of

businesses surveyed say the lack of availability of
credit is the single biggest factor holding back
economic recovery with only 16% of respondents
saying it has been effective in making credit
available to UK businesses;

UK Government is struggling to maintain a
competitive tax regime: with almost half of
respondents who expressed an opinion giving this
answer even before the budget. This explains why
16% of larger companies and 8% of the total have
considered moving offshore with a quarter of these
saying they are very likely to make that move;

Impact of FSA review on City remuneration
and bonuses/whether severance terms changed

Extent to which review will impact on how execs rewarded

B 66% not at all

[ 18% not much

[ 14% to some extent
[] 2% very muchso

Whether severance terms have been changed

[ 78% no plans

[] 7% already changed
[] 6% planto

B 9% don't know

Base: all respondents (200)

Factors most important to improve current
levels of business confidence

availability of
more credit
stable banking
sector
improvement in
economic environment
more positive
media coverage
confidence in
the market
people spending
more

change of
government

E

L

Base: number of mentions (158)
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* review of executive remuneration through the
FSA: 84% do not believe the FSA review of City
remuneration and bonuses will affect the way their
organisation rewards its executives, with 78%
saying there are no plans to change the severance
terms of their standard service agreements so that
executives do not benefit from large payoffs. This is
disappointing in light of the Government’s desire
that business does not reward failure;

Confidence and grounds for optimism

Restoration of business confidence whilst only one of
the three factors economists tell us is needed to
restore economic prosperity, is clearly critical at this
current point in the recessionary cycle. The single
most important factor highlighted by 44 out of our
200 respondents as necessary to restore business
confidence is the availability of credit through a
normalised banking sector:

* availability of credit will make the biggest
single difference: asked what single factor would
improve current levels of business confidence, the
availability of credit was mentioned most by 44 out
of 200 respondents (22%). Next were a stable
banking sector (16 respondents or 8%), an
improvement in the whole economic environment
(8%), and more positive media coverage (6%).

« signs of recovery in the housing market: asked
whether they saw any grounds for optimism in the
economy, half (48%) said that they did.
Interestingly, those respondents interviewed after
the G20 summit answered rather more positively
(55% saying yes, compared to 44% before the
summit). When asked on what grounds they would
take this position, those expressing optimism most
frequently mentioned the improving housing
market.

* timing of the recovery: when asked when they
anticipate the UK recession ending, the majority
(63%) anticipate the recession will be over in 18
months, so by the end of 2010.











