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INTRODUCTION AND SUMMARY

Context
The Central London Prospectus was published in October 2010 by Central London Forward (CLF). It presented a matrix of twelve topics grouped into three sections – economy, environment and population, as follows:  

	ECONOMY
	ENVIRONMENT
	POPULATION

	1   BUSINESS
	5   PLACE
	9   PEOPLE

	2   SECTORS 
	6   MOVEMENT
	10 WORK

	3   GEOGRAPHIES
	7   DEVELOPMENT
	11 EDUCATION

	4   OUTLOOK
	8   SUSTAINABILITY
	12 PROSPECTS


This paper is one of twelve prepared to inform the prospectus. A draft was circulated in March 2010. This revised version takes account of comments received over the summer from CLF member authorities, the GLA and others, and incorporates key announcements and data released between March and August 2010.
The twelve papers and the prospectus together make up the Central London Economic Assessment (CLEA). They describe the situation in May 2010, against the background of the UK economy returning to uncertain growth after eighteen months of falling GDP and the prospect of severe cuts in public spending. The May general election resulted in a coalition government taking over from Labour, and local elections in a change of political control in several boroughs. 
Underpinning the papers are statistical tables, showing data at local authority level and for the Central London sub-region, the Rest of London and All London. 
The Central London Prospectus (amended final version), topic papers and data sets are all available on the Central London Forward website: www.centrallondonforward.gov.uk.
Sources

Key sources, abbreviated in footnotes, are listed as an appendix to this paper. Other references are given in full. A schedule of frequently-used publications in the preparation of the Central London Economic Assessment can be found in the prospectus.
Definitions
In the text, Central London with a capital ‘C’ refers to the sub-region of London. This area includes seven of London’s thirty three local authorities: Camden, City of London, Islington, Kensington and Chelsea, Lambeth, Southwark and City of Westminster. References to these boroughs/local authorities are highlighted in the text. Central London Forward, the partnership which provides a voice for Central London, is led by the seven local authorities.

The City is used both as a brand name for international wholesale financial services in the UK and to refer to the physical concentration of markets and businesses within the Square Mile of the City of London. The extent of the various geographical areas referred to in the CLEA are shown in Maps 1 to 5 in the prospectus, and described in paper 3, Geographies (Figure 3.1). 

Summary
The next page provides a one-page summary of this paper and concludes with three challenges. The summaries of all 12 topic papers are included in the Central London Prospectus.

	1  
	BUSINESS – Central London’s Economy, May 2010        

	Characteristics  In 2008 there were 134,215 businesses (VAT-registered / PAYE units) and 2.02 million jobs (including self-employment) in Central London. Two-thirds of both businesses and jobs were located in three local authority areas: Westminster, Camden and the City of London. Between 1995 and 2007 the number of VAT registered businesses increased by two-fifths, compared with just over one quarter in Great Britain as a whole. The biggest proportional increases (three-fifths) were in Southwark and Lambeth, which have the smallest numbers. Most firms in London are British-owned and domestically oriented, providing consumer services locally or further afield within the UK. The minority of firms engaged in high-value international services, including wholesale financial services, are mostly located in Central London. Many are foreign-owned. Outside the Central Business District, micro, small and medium-sized enterprises (SMEs) dominate the area’s business structure, but to a lesser extent than in other parts of London. Women and minority ethnic groups remain under-represented on Boards and as owners of businesses. The number of directorships in the top 100 FTSE companies held by women was 12% in 2009, unchanged from 2008. A pre-recession survey found that 13% of businesses in central London excluding the City were owned by women (11% in All London). While almost a fifth (19%) of businesses were owned by someone from a minority ethnic group, only 4% of owners identified themselves as Black. (LDA, Business Link 2006) 
Productivity  London has seen strong growth in productivity by European standards over the past 20 years, based on openness to talent, trade and innovation. London hosts the headquarters of 73 of the world’s 2,000 largest firms (equal second with New York, but behind Tokyo). London’s most profitable services have a strong international focus. Many offer global expertise, notably wholesale financial services, where half of all sales go abroad. London accounts for one-third of all UK exports of services, of which three-quarters are currently destined for Europe and North America, but the import requirements of Brazil and Russia (and other expanding economies) are expected to grow rapidly, as well as India and China (the so-called BRIC countries). World-class higher education institutions provide the sub-region with a comparative advantage when it comes to applied research and innovation. However, the City remains integrated with domestic markets and the national economy, and is strongly affected by their fluctuations.
Business environment  As a location, Central London is ranked highly by businesses on key factors: access to markets, availability of skilled staff, comprehensive transport networks and favourable business environment. Perennial complaints relate to high costs and poor value around pay, premises, compliance with regulations and business rates. With the banking crisis and bailout have come new concerns: the effect on the reputation of the City, the prospect of higher taxes, and the certainty of reduced investment (CBI London Business Survey; European Cities Monitor).

Small businesses  The private sector, Business Link, enterprise agencies, higher education institutions and local authorities all offer services to help entrepreneurs develop and grow their business. SMEs have distinctive concerns, particularly securing loans to fund expansion. Public authorities and agencies can provide support by supplying affordable workspace, addressing business crime, assisting cash flow by prompt payment of invoices, opening up opportunities to tender for contracts and facilitating access to finance. Most Central London boroughs support SMEs indirectly, through enterprise agencies, some providing annual grants on the basis of a service-level agreement and others by commissioning particular activities. However, the quantity of services that are available and uncertainty as to how they relate to each other can be confusing for enterprises and agencies alike. 


	1
	Business – Challenges for Central London 

	1.1
	Repairing damage to London’s reputation for sound governance as a financial centre, operating within a stable business environment 

	1.2
	Supporting overseas investors to locate and expand, and to find appropriately skilled employees

	1.3
	Incentivising private capital to invest in established and growing small and medium sized enterprises (SMEs)


BUSINESSES AND JOBS – SNAPSHOT
Figure 1.1 presents a snapshot of the Central London economy at the height of the boom. 
Figure 1.1  
Businesses and jobs: a snapshot of Central London
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Businesses

 (2008. VAT registered/PAYE units) ²

24,375 13,800 13,550 12,375 11,305 12,845 45,965 134,215

Registrations/start-ups (births) 

12.6% 16.3% 14.4% 13.5% 16.5% 16.0% 15.2% 14.8%

Deregistrations/closures (deaths)

9.0% 8.0% 9.4% 9.6% 10.4% 10.2% 9.8% 9.5%

New business reg rate (% of registrations per 10,000 

resident aged 16+): NI 171 154.0% 3088.9% 121.9% 109.5% 82.8% 90.1% 339.7% 168.4%

% Small businesses employment growth: NI 172)

15.0% 17.8% 16.0% 14.1% 12.4% 14.6% 17.1% 15.7%

Transport Accessibilty: NI 176

91% 94% 89% 94% 88% 88% 91% n/a

Jobs

 (2008) Total jobs

307,000 348,000 205,000 131,000 140,000 245,000 639,000 2,015,000

Jobs

 (2008, Employee jobs) ³

275,800 311,800 187,700 110,400 126,900 172,200 596,200 1,781,000

Jobs density *

1.8% 37.0% 1.5% 1.1% 0.7% 1.2% 3.4% 1.9%

Full time

77.8% 87.4% 79.1% 70.1% 72.4% 73.1% 77.2% 78.1%

Part time

22.2% 12.6% 20.9% 29.9% 27.6% 26.9% 22.8% 21.9%

Jobs in services

93.1% 98.0% 93.8% 94.1% 95.1% 91.2% 96.0% 95.0%

Jobs in tourism #

9.0% 4.2% 6.3% 20.7% 7.2% 6.6% 13.3% 9.7%

Jobs in services

 (2008, Employee jobs) ª

256,800 305,600 176,100 103,900 120,700 157,100 572,200 1,692,400

Distribution, hotels & restaurants

16.6% 7.6% 11.9% 35.4% 18.2% 13.5% 25.9% 18.6%

Transport & Communications

8.0% 3.0% 11.8% 4.4% 4.8% 5.2% 4.2% 5.5%

Finance, IT, other business activities

39.8% 81.1% 43.2% 24.3% 27.9% 43.1% 38.9% 45.6%

Public admin, education & health

19.1% 3.8% 20.0% 19.8% 34.8% 22.0% 17.2% 17.3%

Other services

9.7% 2.4% 7.0% 10.2% 9.5% 7.4% 9.8% 7.9%
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Source: Data from National Statistics (Nomis Aug 2010), official labour statistics unless otherwise stated.

¹ Central London includes City of London Corporation, City of Westminster, London boroughs of Camden, Islington, Lambeth, Southwark 

and Royal Borough of Kensington and Chelsea

² Numbers are stock at end of year. Percentages are proportions of stock at end of year.

³ Primary source: Annual Business Inquiry, employee analysis. Employee jobs excludes self-employed, government 

supported trainees and HM Forces. Percentages are a proportionof total employee jobs.

* Density figures represents the ratio of total jobs to working-age population.

# Tourism jobs are a subset of "jobs in services"

ª Rounding of percentages means totals may not add up to the percentage of "jobs in services"


1. Characteristics 

In 2008 there were 134,215 businesses and 2.02 million jobs in Central London.

Jobs were overwhelmingly in services – 95 per cent, compared to 83 per cent nationally. Financial and business-related services were dominant, accounting for 45 per cent of jobs, over twice the UK figure. 
i) Number and size

The distribution charts below show that about two-thirds of both businesses and jobs in 2008 were located in three areas: Westminster, Camden and City of London.
· Businesses: Westminster (34 per cent) had the greatest concentration of businesses, followed by Camden (18 per cent) and City of London (10 per cent). Lambeth had the fewest, with just over 8 per cent.

· Jobs: Over one in three of jobs was located in Westminster (34 per cent) followed by the City of London (18 per cent) and Camden (16 per cent).  Kensington and Chelsea (6 per cent) and Lambeth (7 per cent) had the fewest.
Outside the Central Business District, micro, small and medium sized enterprises (SMEs) dominate the area’s business structure, but to a lesser extent than in other parts of London.
 
Figure 1.2
PAYE units/VAT registered businesses: by borough, 2008 
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Source:  ONS/Department of Business, Innovation and Skills.
Because businesses vary in size, the profile of businesses across Central London differs significantly from that of jobs. In 2008, the City of London had 10 per cent of businesses but these accounted for around 18 per cent of jobs in Central London. The Square Mile had two-fifths the number of businesses than Camden, but more jobs.

Figure 1.3
Employee jobs by borough 2008
[image: image5.emf]Total jobs by borough: 2008
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Source:  Annual Business Inquiry 2008. ONS, December 2009.
The proportion of part-time jobs in Central London (22 per cent) is relatively low compared to the Rest of London (30 per cent), but increasing.

ii) Formation and survival 

London is the most entrepreneurial of the UK regions due to its unique mix of skilled workers, diverse communities and large, concentrated markets. 

Between 1995 and 2007 the number of VAT registered businesses (net) in Central London increased by two-fifths, compared to just over one quarter in Great Britain as a whole (Figure 1.4). The percentage increase, 39.5, was almost two percentage points greater than for the Rest of London. 

Insolvencies like unemployment are a lagging economic indicator. Both rose markedly after downturns in 1974, 1980 and 1990. In order to reduce the number of insolvencies in the wake of  the 2008-09 recession, the government introduced the enterprise finance guarantee scheme, which ensured payment of 75 per cent of a bank loan to eligible companies, and allowed businesses to defer payment of tax.
Figure 1.4  
VAT registered businesses: by area, total increase 1995 to 2007
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Source:  ONS. The above series has been discontinued. From 2008, data includes PAYE units and VAT 
registrations and is therefore not comparable with previous years. 

Figure 1.5 shows the percentage increase year-on-year of VAT registered businesses in London and across Great Britain. In the late 1990s the Central London rate was consistently above that for the Rest of London, and considerably above the GB rate. Since the bursting of the dot.com bubble in 2001-02 the three rates have been in closer alignment, with the Rest of London outperforming Central London in 2007.

The City of London and Westminster have by far the highest rates of business formation of any part of the UK, with two other Central London areas – Camden and Kensington and Chelsea –

 in the national top ten. 

Between 1995 and 2007 Tower Hamlets experienced the greatest growth in number of businesses of any borough, mainly due to the consolidation of financial services in Canary Wharf.  
Figure 1.5
VAT registered businesses: by area, year-on-year increase 
1995 to 2007
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Source:  ONS. The above series has been discontinued. From 2008, data includes PAYE units and VAT 
registrations and is therefore not comparable with previous years. 

Within Central London, the biggest proportional increase was in Southwark, the number of its businesses increasing by 5 to 6 per cent between 1997 and 2000 and from 3 to 5 per cent between 2001 and 2007 (Figure 1.6). However since 2004, the percentage increase has been greatest in Lambeth, which has the smallest stock. Both boroughs have benefited from the expansion of the Central Business District to include the south bank, with supply-chain businesses attracted by cheaper rents to locate south of the river.

Figure 1.6  
VAT registered businesses: by borough, cumulative increase 

1995 to 2007
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Source:  ONS. The above series has been discontinued. From 2008, data includes PAYE units and VAT 
registrations and is therefore not comparable with previous years. 

iii) Sectors

Figure 1.7 shows where the jobs are across Central London. The length of the bars indicates the proportion of businesses by sector located in the area covered by the local authority, relative to the total number of businesses in that sector within Central London.  

The number of businesses varies considerably between local authority areas (see Figure 1.3). The dominance of Westminster is apparent across most sectors, and the City of London in financial and insurance businesses.
Figure 1.7  
Business sectors: proportions in Central London by borough, 2008
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Source:  ONS / Department of Business, Innovation and Skills.`
iv) Ownership and management
Most firms in London are British-owned and domestically-oriented, that is providing consumer services locally or further afield within the UK.
 There is a minority of firms engaged in high value international services, often foreign-owned and most located in Central London.
The number of directorships in the top 100 FTSE companies held by women was 12 per cent in 2009, unchanged from 2008. Around 15 per cent of new appointees to FTSE companies in 2008 were women.
 

Before the recession the percentage of businesses in London owned by women was only 11 per cent, though two percentage points higher in central London (excluding the City).
  A survey in 2007 found that that 20 per cent of new franchises were operated by women.

Almost a fifth (19 per cent) of businesses in London were owned by someone from a minority ethnic group.
 This is significantly lower than the proportion of the resident population (29 per cent). The Black community was particularly under-represented as it comprised 15 per cent of central London’s population but owned only four per cent of businesses. While many businesses will have been owned by residents outside the sub-region, the degree of the disparity suggests that BAME entrepreneurs faced additional challenges. 

Social Enterprise 
Social Enterprises are organisations which trade in goods or services for a social purpose.  The sector consists of around 62,000 businesses in the UK, mostly but not exclusively small or medium-sized, that is with less than 250 employees. The Social Enterprise Commission has set out a manifesto targeting markets in which government has a stake and some leverage, including: public services, community development and regeneration; welfare and employment; and environment and climate change.

For all that politicians have enthused about social enterprise in recent years, local authorities and NHS primary care trusts have been generally reluctant to offer contracts. 

2. Productivity 

Growth in an economy’s income per head depends on the ability to raise productivity, that is to produce more for a given level of resources.  
Absolute productivity levels in London are around average for European cities but London has had strong levels of productivity growth (particularly when compared to other European cities) over the past 20 years.

Its strength lies in the relative youth, education and skills of its workforce, the diversity of its economy and its responsiveness to market opportunities. 

Key determinants of this drive to higher productivity are access to markets, openness to trade and innovation.

i) Access to markets 

London is the base for the headquarters of 73 of the world’s 2000 largest firms (equal second with New York, but behind Tokyo).

Around 99 per cent of the world’s business activity takes place in locations in time zones that overlap with London’s working day (more than any other city in the world).
 This means that internationally-oriented firms located in London have access to networks that can help them do business in worldwide markets across different business sectors. 

Contrary to claims that Central London became disconnected from the rest of the UK in the 1990s, the City remains strongly integrated with domestic markets and the national economy, and is strongly affected by its fluctuations.

ii) Openness to trade 

The UK operates an open economy in terms of capital and labour. Ownership of companies, assets and land is not restricted or protected from foreign purchase. Since the Big Bang (1986)   there has been radical restructuring in the City and large-scale transfers of control to non-UK based institutions.
 

Most of London’s most profitable services have a strong international focus, particularly within the financial services sector. Many offer global expertise notably ‘City-type’ wholesale financial services, where about half all of all sales go abroad.
 Others offer a particular kind of product and marketing specialisation, often to foreign or migrant-owned businesses with ties to particular overseas markets. 

Within the UK, London is exceptional with a proportion of sales exported that is about half as large again as in any other region and double the national average in specialised service activities.
 
London’s main exports of services are fund management, monetary finance and other financial and business services products, management consultancy, computer and information services as well as business and leisure tourism (personal travel and air transport).  

In 2009, almost three-quarters of all UK exports of services were destined for Europe and North America but UK and London’s export markets are likely to change over time. Over the last two decades far higher rates of annual output growth have been achieved in China and India than in the developed economies of North America, the European Union or Japan. 

The import requirements of emerging markets are likely to play an increased role in London’s exports in the future This rapid growth is expected to continue - in Brazil and Russia, as well as India and China (the BRIC countries), and in economies such as Indonesia, Turkey and Mexico.
iii) Innovation 

Innovation, the successful exploitation of new ideas, is a vital ingredient in raising the productivity, competitiveness and growth potential of economies.  

London’s record on innovation is less strong than in the rest of the Greater South East in terms of inputs into innovation, such as levels of research and development. However, it performs well against the government’s only measure of the outputs of innovation: the percentage of turnover from products new to the firm or significantly improved. 

	Sector
	Export share

 % of sales
	Innovation

 % of product/service type

	Finance 
	11%
	11%

	Business services
	11%
	6%

	Leisure (hotels / catering)
	6%
	6%

	Media (creative) 
	12%
	9%

	Manufacturing (excluding creative)
	11%
	11%


Source:
2007 London Annual Business Survey / LSE 2009, p.39.
The City of London continually innovates in the development of financial products and this has been a critical driver of the central London economy in recent decades. The City argues that its competitive advantage over cheaper, rival locations can be sustained only through development of new products, alongside improvements to tried and tested ones. The Intellectual Property Office (formerly the Patent Office) is based in the City. 
The number of Higher Education institutions in Central London provides the sub-region with a considerable comparative advantage when it comes to applied research, innovation, and opportunities for enterprises to work alongside academics and others. Enterprises that use universities as a partner are likely to increase their range of goods and services, open new markets or increase market share, improve the quality of their goods and services, and reduce unit labour costs.

There are a number of programmes in the sub-region which link universities with the business community, for example:
· The London BioScience Innovation Centre (www.biolondon.org.uk)
· The Innovation Centre, Central St Martins, Southampton Row (www.csm.arts.ac.uk)

· NHS Innovations, Euston Road (www.nhsinnovationslondon.com)
· British Library Business and IP Centre (www.bl.uk/bipc).
In 2007, the Treasury commissioned a report from Lord Sainsbury into the UK science and innovations system, and the government responded with a commitment to:
· Support schools science, including incentives for science graduates to retrain as physics, chemistry or maths teachers

· Help new businesses attract equity finance

· Use public procurement to drive innovation

· Fund ‘business-facing’ universities to consolidate their links with SMEs.
   

3. Business environment

i) The attractions of London for business
Since the mid-1990s, London has offered an exceptionally favourable and internationally competitive business environment.

The 2009 European Cities Monitor, carried out by real estate consultant Cushman & Wakefield, ranked London as the top European city in which to locate a business, for the 18th consecutive year.
 London was ranked highly in those factors that businesses believe to be most important, namely:

· Access to markets (discussed above)

· Availability of highly skilled staff (see paper 9, People)
· Internal and external transport networks (see paper 6, Movement)
· A favourable business environment.

London’s business environment is enhanced by:
· Language: The fact that English has established itself as the international language of business works in London’s favour 
· Stability: The independence of its legal system, and stability of its political environment, allows businesses to have confidence that their actions (for example in making investment decisions) will not be unfairly or unduly affected by the government or other parties 
· Probity: The UK has a reputation for demanding high standards of conduct in public life
· Employment policies: London (and the UK more generally) provides businesses with a high degree of flexibility regarding employment decisions.
 
· Taxation regime: The UK has maintained internationally competitiveness. The tax rates most important to business have generally been below OECD and EU 15 averages in the UK.
 The UK’s tax-wedge for high earners is also competitive by international standards.
 
	Box 1-A 


London’s business environment: the business perspective, December 2009

London as a place to do business

· 86 per cent of respondents rate it as a good or very good, reflecting a slight upturn from the all time low reported in April 2009.

London’s future as a world city in five years

· Opinion is divided: half the respondents say London’s status will remain the same, a quarter say it will diminish, and a quarter say it will improve.

Priorities for the Mayor 

· Maintain the levels of transport investment – 67 per cent

· Promote London internationally – 44 per cent

· Strengthen business support for skills – 31 per cent.

Most attractive features of doing business in London

· Proximity to customers – 69 per cent

· Talent pool – 61 per cent

· Communications – 41 per cent.

Major business concerns

· Lack of government action to address the main issues – 48 per cent

· Reduced public sector investment – 46 per cent

· Tax regime – 43 per cent.

Source:  London Business Survey. CBI, KPMG, December 2009. Survey carried out between 21 September 
and 9 October. Based on 124 responses, of which 47 were from SMEs.




International competitiveness 
In 2009 London retained its position as the European city most attractive to foreign investors to work and live in. However, for the first time since the index of Global Financial Centres started in 2007, London shared the top worldwide ranking with New York. Between 2008 and 2009 the gap between these two centres and Hong Kong and Singapore had narrowed.
 
ii) Old concerns
Perennial complaints about doing business in Central London revolve around issues of high costs and poor value.
Pay
Wages in London are amongst the highest in the world.

Although higher wages make London an attractive place for highly skilled workers, higher staffing costs can be a deterrent for businesses considering where to locate or expand their operations. Cushman and Wakefield consistently rank London’s staffing costs as amongst the highest of the European cities it compares. 

Premises

Office accommodation is also a significant cost for businesses. London has long been one of the most expensive cities in the world for renting office space.  While the top three most expensive locations remained constant in 2009, rankings changed, with London (West End) 
 moving from third to second, behind Tokyo; and Hong Kong falling from first to third.
 Rental levels in London (West End) and Dubai DIFC are almost on a par with each other but service charges and property costs are higher in the UK capital. In terms of expense, Dubai DIFC has overtaken London (City) and Moscow, where rents fell by 33 per cent in 2009. 
Overall in the city centre (here defined as the City of London and the West End), office rents declined in excess of 20 per cent in 2009 (compared to 11 per cent in all Europe). As in Madrid, Dublin and Oslo within Western Europe, central London suffered a sharp fall in supply in the first half of the year but supply levels began to stabilise between October and December. In the city centre, vacancy rates were static in the fourth quarter, as letting activity was boosted by a flurry of large deals and development completions were comparatively low.

In the short term, the fall in the pound relative to other currencies has reduced the costs of doing business in London for some multinational firms. Looking ahead, it is unlikely that London will become a cheaper place to do business compared to other global cities. 

Regulation
The economic development priority of the City of London Corporation and Westminster City Council, the two authorities most closely involved with financial and related business sectors, is the business environment, both in its physical and regulatory aspects, and how to ensure that central London can compete internationally as a location of choice. 

	‘Our strategic aim is to strengthen the competitiveness of the City and neighbouring communities, generating sustainable economic activity, and maintaining the position of the City as the leading international centre for financial and related services.’ 
City of London Corporation. Economic Development Office Business Plan, February 2008.

‘There is little need to for the Council to make traditional inward investment interventions in the area as the economy largely looks after itself. Instead, the focus of the council’s economic development attention is in creating and maintaining the right environment for businesses to continue to want to locate in the West End.’ 
Westminster City Council. Economic Development Strategy 2008-2011. March 2008.



All the local authorities in the Central London sub-region recognise the importance of appropriate and consistent regulation, across a range of council and other services (including planning), to create an environment in which businesses will want to stay. Measures include promotion of Business Improvement Districts and management of town centres. (See paper 5, Place.) On business grounds, some turnover or churn is desirable - successful micros, for example, may want to move on but the motivation should be to expand, not to escape.

Business rates 
The five-yearly revaluation of business rates, due in 2010, will see the capital's contribution rise from £5.77 billion to £6.33 billion of the total of £23.45 billion for the English regions. Currently, London contributes £400 million more in business rates than it receives in public spending.
 
The Valuation Office claims that, as a result of the revaluation and the government's two million pound relief scheme, one million businesses will pay less in rates in 2010/11. However, according to London, 20,000 London businesses will still experience a 30 per cent increase over two years and Westminster City Council anticipate average business rates rises of 37 per cent by 2012/13, while companies in the West End, Mayfair and Paddington could see their rates double.
 
iii)  New Threats

The banking crisis, consequent recession and the measures introduced or anticipated to reduce the public debt, have brought other concerns.

Reputational damage

In 2009, the international reputation of the UK as a leader in standards of conduct in public life has been damaged by exposure of the conduct of bankers, competence of financial regulation and the probity of Members of Parliament. This can be overstated. Perhaps surprisingly, the UK's ranking fell from 16th in 2008 only to 17th in 2009, in a survey of the perceptions of corruption in 180 nations by ‘international experts and institutions’.

Higher taxes 

Business organisations and representatives have argued against surcharges that they claim will threaten the viability of businesses and could damage Central London’s international competitiveness. 

Three measures came into effect in the first quarter of 2010:

· On 1 January 2010 the government reversed the cut made in VAT in December 2008 from 17.5 per cent to 15 per cent, amid predictions of an inevitable rise to 20 per cent rates in the medium term

· From 1 April 2010 the government introduced a new 50 per cent tax rate. Coming on top of the £30,000 levy on non-domiciled persons, some claim that it will lead to the brightest and best emigrating, prove a barrier to entrepreneurs and will increase unemployment.
  
· In April 2010 the Mayor introduced a levy – essentially a business rate supplement – across all 33 boroughs to raise £4.1billion for Crossrail to be paid by 46,500 medium and large firms, half of them based in Westminster, the City of London and Canary Wharf. The ratable value threshold for the charge is £55,000. It will be imposed for up to 31 years.

Investment halted

London has seen significant catch-up investment relative to other global cities, especially in transport systems, since the Millennium. 

This rehearsal of old threats and new concerns highlights the need for targeted investment in business-efficient infrastructure, even in tightened national circumstances, to ensure the long-term attractiveness of Central London to both business and people. 
4. Small businesses 

Britain, including London, has large and small companies but very few medium sized ones of the type common in Germany, for example. Over 97 per cent of British firms employ fewer than 20 people. 
Small and medium sized enterprises (SMEs), which have grown rapidly in the last decade, account for half of all turnover by British companies, provide 60 per cent of private sector jobs and register 60 per cent of all commercial innovations. 

	Box 1-B 


Enterprise: priorities for Central London, 2008

· Increase supply of fit-for-purpose workspace, especially for new, small enterprises

· Take advantage of the large Higher Education sector in central London to support enterprise development and innovation

· Encourage procurement contracts for local business, particularly BAME enterprises

· Educate younger central London residents about the opportunities of entrepreneurship and provide the necessary skills

· Address business crime concerns - virtual as well as physical.
Source:  A World Class Economy: Sustaining and sharing success. Central London Partnership, 2008.



SMEs have distinctive problems, where the GLA, LDA and local authorities can make a difference. In particular, through:

· Targeting support, including supply of affordable workspace
· Addressing business crime
· Assisting cashflow, opening up opportunities
· Improving access to finance.
 

 i) Strengthening business support

The private sector, Business Link, enterprise agencies and local authorities all offer services to help entrepreneurs develop and grow their business.  However, the sheer quantity of what is available and how they relate to each other can be confusing for enterprises and agencies alike. 

Most boroughs support SMEs indirectly, though enterprise agencies, some providing annual grants on the basis of a service-level agreement, or through the commissioning of particular activities. Long-established enterprise agencies include Centa Business Services (Camden) and Portobello Business Centre (Kensington and Chelsea). Other agencies have emerged to complement major commercial development programmes, notably Paddington First (Westminster) and King’s Cross Business Forum (Camden/Islington). The City of London Corporation, through the City Fringe Partnership, supports SMEs to the north and east of the City.  

Some councils participate in activities such as Enterprise Week in November which provide encouragement and advice to new and would-be entrepreneurs. Several councils, including Lambeth, operate a business awards scheme. Some, such as Southwark, knock on doors rather than wait for distressed businesses to contact them, by which time rescue may be too late. 
Since November 2008, more than 900 small and medium business owners from across London have attended the ten free business seminars organised by the LDA in conjunction with KPMG, PWC, Deloitte, Ernst & Young and others. A further six seminars are planned for 2010. LDA has also been working with RBS, Barclays, HSBC and Lloyds to strengthen their work with Business Link in London.
 
In March 2009, London Mayor Boris Johnson announced the release of £29 million of European Regional Development Fund money in grants to 32 projects that provide advice to small companies across the capital.
Workspace

A lack of quality, fit-for purpose, and affordable workspace for micro and small enterprises (SMEs) in central London has emerged as a priority in some Local Development Frameworks, including Camden’s, along with the need to protect employment space.  

The City of London Corporation provides workspace for SMEs on easy terms but for most councils, their role is enabling activity, rather than as developer or manager. The demand is generally for serviced office space.

	Box 1-C 


Premises: problems experienced by smaller businesses, 2008

· Contract-binding leases over the medium or long term 

· Move-on strategies by workplace providers which require a business to make way for a newer one after a set period

· Risk assessment discrimination by developers against start-up businesses

· Shortage of affordable, larger premises for growing small businesses to move into after becoming established

· Accessibility, parking and personal security

· Staff and client retention issues for businesses which, having had to move out of the sub-region to expand, are less accessible for qualified staff and key customers.

Source:  A World Class Economy: Sustaining and sharing success. Central London Partnership, 2008.



As commercial applications of academic research are discovered, spin-off companies can be created which may evolve into independent entities. At first, these organisations often need accommodation in close proximity to the universities, in the form of incubator units.

There can be a problem with planning permission where universities wish to provide support and space for incubators to encourage business development. Under the Planning Use Classes Order, a university is classified as an ‘educational’ use but an incubator as a ‘business’ use. 
ii) Addressing business crime

Security is a major consideration in business location decisions.  

Many businesses, including retailers, feel there is a lack of co-ordinated programmes to address business crime and to support business affected by petty theft, credit card fraud and violence.   The British Retail Consortium carries out an annual retail crime survey in which over four fifths of shopkeepers complain that the government is failing to address retail crime adequately.
 Some Business Improvement Districts have chosen to apply resources, including staff patrols, to help meet local concerns.  

BT offers businesses better technology to deal with credit card fraud and also offers to install broadband between businesses to help specific business communities become more secure. 

Central London local authorities have established partnerships with the police to tackle issues of business crime specific to their area.

iii) Assisting cashflow, opening up opportunities 
Cashflow is the bane of SMEs, particularly in difficult times. 

Rents and other payments 
The recession resulted in owners and developers offering property on more favourable terms, including rent-free periods and shorter leases. However, these do not benefit occupiers on fixed, long leases, who may be experiencing trading difficulties. 

Invoice payment target

A Baker Tilley survey of over 100 finance directors of medium sized businesses in September 2009 found that late payments had affected 41 per cent of businesses over the previous six months compared to 19 per cent in the March 2009 survey.

London Councils has been encouraging councils to fast track payments to SME suppliers and contractors, suggesting a 10 day turnaround target for payment of invoices. 

Local procurement

Most councils support promotion of the use of local firms, particularly BAME enterprises, as local suppliers, but in practice find it hard to achieve. Often, this is often because local procurement and open procurement policies are in contradiction. Both the EU and the Olympic Development Authority operate open procurement policies, where the dominant principle is fair competition rather than strengthening local supply chains.

Typically, councils have a two-prong approach: simplified internal procurement procedures to ease the way for local (and other) SMEs to bid for work from the council; and support to SMEs to build capacity in their organisations to submit competitive tenders.
Research in 2008 revealed that City of London firms spent over £13 billion on goods and services every year but that only 4 per cent to 5 per cent of their procurement needs were being met by businesses based in the City fringes. Yet the researchers (Cebr) concluded that there was potential for around 13 per cent of City procurement to be met by firms in the City fringes.
Supply Cross River is an initiative, supported by the European Regional Development Fund and led by Cross River Partnership, to help build capacity in local SMEs to compete for contracts. Risk is transferred from SMEs to participating local authorities (Westminster, Lambeth and Southwark). 
Westminster is revising its procurement code to promote supply chain diversity and use of local labour. Lambeth has adopted an Open for Business branding with a programme of events marketed under the strap line Supply Lambeth. Southwark requires 10 per cent of contracts to go to local suppliers via targeted regeneration programmes. Camden and Islington are reviewing their procedures. King’s Cross Supply helps local businesses win local regeneration-related contracts and has held an event to encourage small businesses to bid for European contracts.

iv) Improving access to finance 

For small business firms there are few alternatives to bank finance and, despite some easing of the credit crunch, SMEs can still find loans hard to come by. Lending to companies decreased by six per cent over the 12 months to September 2009, according to the Bank of England.

Moreover, the recession has reduced competition among lenders and ‘when they do find a willing lender, small firms are paying through the nose’.

In November 2009, in a report commissioned by the then business secretary, Lord Mandelson, called on the government to provide funding in the £2 million to £10 million range which had become hard for SMEs to obtain. The author suggested that the easy availability of bank lending in recent years had obscured an underlying lack of capital provision. The market gap in venture capital was permanent rather than cyclical, although it had been exacerbated by the recession.
  The government responded with a commitment to develop a Growth Capital Fund to incentivise private capital to invest in established and growing SMEs. 
The LDA launched its £3 million Economic Recovery Loan Fund in June 2009, which ran until November. The scheme provided established businesses, unable to obtain finance from commercial banks, with loans of £10,000 to £50,000. 

An Equity Finance programme is under development at the LDA which will provide start-up/early stage funding matched by private sector investment. In the meantime LDA’s existing equity funds are still open to new investment in SMEs but are planned to close in July 2010.

Councils rarely operate loan schemes but in some parts of London, including Southwark, Greater London Enterprise
 acts as a credit-broker for SMEs.
KEY CHALLENGES
	1
	Business – Challenges for Central London 

	1.1
	Repairing damage to London’s reputation for sound governance as a financial centre, operating within a stable business environment 

	1.2
	Supporting overseas investors to locate and expand, and to find appropriately skilled employees

	1.3
	Incentivising private capital to invest in established and growing small and medium sized enterprises (SMEs)


Appendix:  Sources

References in the footnotes refer to publications, as follows:
	Reference


	Details of publication
	Date of publication

	CLP 2008 
	A World Class Economy: Sustaining and Sharing Success.
Central London Partnership
	March 2008

	GLA 2008
	London’s Central Business District. Its global importance. 

GLA Economics
	January 2008

	GLA 2009(1)
	Rising to the Challenge: The Mayor’s Economic Development Strategy for Greater London (Public Consultation Draft). 
Greater London Authority 
	October 2009  
[Final version May 2010]

	GLA 2009(2)
	Economic Evidence Base. 
Greater London Authority 
	October 2009
[Updated June 2010]

	GLA 2009(3)
	Third Economic Recovery Action Plan Update. Greater London Authority  
	November 2009  

	GLA 2009(4)
	Investing For Recovery – A New Deal For London. Greater London Authority / London Councils 
	December 2009  

	GLA 2009(5)
	London’s Economic Outlook: Autumn 2009 (GLA’s medium-term planning projections). 
Greater London Authority  
	October 2009

	GLA 2009(6)
	The London Plan: Spatial Development Strategy for Greater London (Consultation draft replacement plan). 
Greater London Authority 
	October 2009

	GLA 2009(7)
	Mayor’s Transport Strategy (Public Draft). 
Greater London Authority 
	October 2009
[Final version May 2010]

	LSE 2009
	London’s Place in the UK Economy, 2009-10. 
LSE for City of London Corporation
	October 2009 

	LSEB 2009(1)
	London Story (2009 update).
London Skills and Employment Board 
	December 2009 

	LSEB 2009(2)
	Strategy to 2014. 
London Skills and Employment Board 
	December 2009


All other publications are referenced in full in footnotes. 
A schedule of frequently-used publications in the preparation of the Central London Economic Assessment is included in the Central London Prospectus, p.26.
� Defined by the European Commission as enterprises with fewer than 10 employees and whose annual turnover and / or balance sheet turnover does not exceed €2 million.


� At the height of the boom, in mid 2007, home-based businesses employed almost a third of the total UK workforce. Consultancy Enterprise Nation, sponsored by BT. This survey also revealed that 70,000 people were earning a full-time living from selling goods on eBay.


� LSE 2009. 


� The female FTSE board report 2009, Cranfield School of Management, November 2009.


� London Annual Business Survey 2005. London Development Agency/Business Link for London, 2006. Note that Central London in the London Annual Business Survey excludes the City of London and includes Wandsworth.


� British Franchising Association and NatWest Franchise, October 2007.


� A minority-owned business is one where 51 per cent or more of the company is owned by a person or people from a Black, Asian or other minority ethnic (BAME) background. However, some BAME entrepreneurs are reluctant to disclose their background or to self-classify themselves in surveys, as they do not consider ethnicity to be an important feature of their business.


� No More Business as Usual. Social Enterprise Coalition, February 2010.


� GLA 2009(2), p.47.


� The Ernst & Young European Attractiveness Survey: Reinventing European growth. Ernst & Young, June 2009.


� GLA 2009(2), p.59.


� ‘The City’ refers here to the physical concentration of markets and businesses within the Square Mile of the City of London. The term is also used, subject to context, as a brand name for international wholesale financial services in the UK, to describe the geographical extent of the local authority area or to refer to the local authority itself, the City of London Corporation.


� ‘Big Bang’ refers to the day, 27th October 1986, when the riules of the London Stock Exchange's rules changed, ushering in the deregulation of financial markets. Measures included abolition of fixed commission charges and of the distinction between stockjobbers and stockbrokers, and the switchover from open-outcry to electronic, screen-based trading.


� LSE 2009, p.32.


� GLA Economics estimates that London’s total exports of goods and services totalled £58.7 billion in 2007, with London accounting for one third of all UK exports of services. GLA09(2), p.20.


� Knowledge City workshop at GLA Economics Conference, 8 November 2005.


� HM Treasury, October 2007.


� European Cities Monitor. Cushman and Wakefield, October 2009. 


� An OECD comparison found the UK’s employment protection legislation to be the least stringent of any EU nation, rating the arrangements as less than half as strict as that faced by businesses employing people in Germany, France and Spain. OECD Employment Outlook 2004. OECD, 2004.


� These are: top rates of personal income tax, corporate income tax rates, social security contributions, and consumption taxes. Important measures are the tax wedge and the average effective rate of corporation tax.


� GLA 2009(2), p.57.


� Global Financial Centres 7. Yen for City of London Corporation, March 2010. See also paper 4, Outlook, section 3 i) and section 3 ii). Country Attractiveness Survey - European Investment Monitor. Ernst & Young, June 2010.


� Prices and earnings. UBS survey, March 2008. In 2008 the average Londoner earned enough in 13 minutes to purchase a Big Mac, compared with 14 minutes for New Yorkers, 20 for Parisians and just over 30 minutes for employees in Warsaw.


� District of business and leisure activities to the west of the City, including Covent Garden, Soho, Mayfair and areas between Oxford Street and Marylebone Road, mostly in Westminster but partly in Camden.


� Office Space Across the World 2010. Cushman and Wakefield, February 2010.


� Evening Standard, 6 August 2009.


� Financial Times, 18 November 2009, p.4.


� Corruption perceptions index 2009. Transparency International, November 2009.


� Tax and entrepreneurship: how the tax system impedes the creation of new firms and decreases employment, (Public Finances Series No. 1). Taxpayers' Alliance, July 2009.


� The Local Authority Business Growth Initiative has been a significant source of funding.


� GLA 2009(3).


� In July 2007 the City of London Corporation launched an initiative to provide ‘flexible space’ for young creative start-up companies. Tenants are given flexible leases of up to a year instead of the customary 10–15 years and in premises on the edges of the Square Mile or on the city fringes, in Islington, Hackney and Tower Hamlets. Project Tech Hub plans to house in a building in Shoreditch about 140 people developing small internet businesses.


� Temporary premises, equipment or other facilities /support provided to assist a new business lacking capital.


� According to the Retail Crime Survey 2009, shoplifting rose by 34 per cent in 2008-09 across the UK and incidents of violence and abuse against staff had doubled. British Retail Consortium, January 2009.


� Financial Times, 2 November 2009.


� The Compete For website, which cost £5 million to set up, was designed to help small & medium sized enterprises compete for some of the business opportunities arising from the London 2012 Games. However, of the 880 contracts awarded by the ODA, only 140 of them were awarded through the website, while a third of contracts awarded by the ODA were to businesses based outside London and the South East. Guardian, 23 March 2009.


� Economist, 21.11.09.


� Provision of Growth Capital to UK SMEs, Chris Rowlands. Mr Rowlands was former chairman of 3i in Asia. Financial Times, 24.11.09


� A provider of services, products and investment in finance for business, enterprise development, business accommodation and consultancy services. GLE Group is wholly owned by the 33 London boroughs, yet is commercially and constitutionally independent and receives no public subsidy.
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