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Dear Jeff

ECONOMIC PROSPECTS: A Surrey Snapshot – September 2009
On behalf of the Surrey Economic Partnership, I am pleased to provide the Surrey Economic Prospects report for September 2009.
1. SUMMARY OF ECONOMIC CONDITIONS

Section 1a – Business Trends

Outline of the headline economic conditions in the region in the previous month concentrating on sales, investments, employment and wages, as well as the key underlying drivers.

Surrey Business Barometer (Surrey Economic Partnership, July/Sept 2009)

71% percent of businesses say that the current state of the UK economy is having a negative impact on their business (42% report a significantly negative impact).  Similarly, the South East Business Monitor (quarterly survey of business owners conducted by the region’s Business Link providers) finds that 54% of Surrey SMEs feel that they have been negatively affected by the recession (compared to a region-wide figure of 50%).

The Surrey Business Barometer finds that business turnover and domestic orders are being hit hardest.  56% of businesses have seen their sales decrease compared to the same month in 2008.  While the overall trend continues to be flat or decreasing across all indicators, there are still businesses (almost one quarter) which have seen increased domestic orders and increased turnover over the last three months.
In terms of business confidence (i.e. predictions for the next 3 months), the Surrey Business Barometer finds some evidence of growing confidence with 41% predicting an increase in turnover and 39% predicting an increase in domestic orders.  Plans to invest in staff, R&D or capital investments generally remain on hold.
South East Business Monitor (Business Link Quarterly Survey of Business Owners)

Turnover declined for 46% of Surrey SMEs (38% of South East SMEs), but 43% expect it to stabilise in the coming 12 months.  The most significant challenge in Surrey, as elsewhere, is finding new clients and markets.  Over three quarters (77%) of Surrey SMEs are confident of surviving the recession and two thirds believe they have taken all the actions they can to make sure of this.  65% think they are well placed to take advantage of the recovery.
Section 1b – Headline Economic Conditions for Surrey – Unemployment
Unemployment (i.e. JSA claimants) remains at 2.1%
 in Surrey (NOMIS figures, August 2009).  The rate has remained at 2.1% since May 2009.  The rate for the South East (August 2009) is 3.1% and 4.2% for the UK as a whole.  On-flow continues to increase but so does off-flow which suggests that people are succeeding in finding jobs.  Notified vacancies at JobCentres continue to increase also.
	Date
	JSA Claimants

(% of resident working age population)
	Off-Flow
	On-Flow
	Notified Vacancies

	August 2008
	5,844 (0.9)
	2,054
	2,665
	6,051

	June 2009
	14,048 (2.1)
	3,145
	3,206
	3,594

	July 2009
	13,985 (2.1)
	3,865
	3,846
	3,817

	August 2009
	14,378 (2.1)
	4,218
	4,608
	4,658


By examining the age profile of JSA claimants in Surrey it can be seen that young people continue to be hard hit by unemployment.  18-24 year olds make up 12% of the total working age population in Surrey
 and yet, in August, the age group accounted for 27% of all JSA claimants (in total 3,870 18-24 year olds claiming JSA).  While the overall rate of unemployment (as measured by JSA claimants) has stabilised at 2.1% in Surrey since May 2009, the rate has continued to rise for the 18-24 year olds and now sits at 4.6%.
	Date
	Claimant Count

(age 18-24)
	As a % of total population aged 18-24*

	August 2008
	1,580
	1.9%

	June 2009
	3,310
	3.9%

	July 2009
	3,485
	4.1%

	August 2009
	3,870
	4.6%


* Using mid-year population estimates (2007)
At Surrey Connexions, they are also continuing to see rising numbers of NEET 16-18 year olds compared with the same month in previous years.  At the end of June, the figure stood at 1,052.  They are also seeing a higher proportion of the NEET cohort remaining NEET for longer periods of time, with 24.4% of the NEET cohort being NEET for greater than 6 months last year rising to 28.4% this year.

2. KEY CHALLENGES AND HOTSPOTS
Section 2a – Key Challenges (and responses to those challenges)
Business constraints (Surrey Business Barometer, June/Sept, 2009)

	Constraint
	Constrained
	Not constrained

	Skills shortages
	24%
	76%

	Lack of finance
	53%
	47%

	Lack of market demand
	73%
	27%

	Non-payment (i.e. bad debts)
	42%
	58%


Lack of market demand continues to be the key constraint for businesses followed by lack of finance.  Although only 22% of businesses are experiencing difficulties accessing lines of credit, most businesses are avoiding credit altogether at the current time.

Calls to Business Link Surrey reveal some of the issues facing small businesses in Surrey:

· Calculating employee holiday entitlement
· Knowing how much holiday pay to give to your staff
· Calculating the statutory redundancy due to your employees
· Creating a written statement of employment
· Making an employee redundant
· Preparing a business plan
· When to register for VAT
· Maternity leave and pay
· Grants: The basics
· Hours, rest breaks and the working week

In addition to these more general queries, Business Link Surrey has experienced a noticeable increase in more technical questions such as resolving partnership disputes, company structures queries, and legal issues facing companies.

The Surrey Business Barometer asks businesses how they are responding to the challenges facing them at the current time.  The chart below lists the top 10 strategies adopted by businesses in the survey.
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Businesses appear to be split into two types - those that are taking positive steps to improve their service/responsiveness to customers, diversifying their markets and introducing new products/services; and those that are focusing on cutting costs by reducing overheads, tighter controls on cashflow and freezing pay/recruitment.  Over a quarter (27%) of businesses have cut the price of their products or services.
These findings are echoed by the South East Business Monitor (Business Link Quarterly Survey of Business Owners) which found that Surrey SMEs tend to be offering discounts to customers (45%).  One third have implemented new waste management procedures to cut costs and 10% have moved/downsized premises.
Staffing/Training

Just over 30% of businesses surveyed in the Surrey Business Barometer have implemented a recruitment freeze and the same number have frozen pay.  21% of businesses continue to invest in staff training and development.
The South East Business Barometer paints a more negative picture with 30% of Surrey SMEs having reduced their staffing levels (compared to 23% for the South East as a whole).  10% also expect to reduce staffing in the next 12 months (5% in the South East).  Half of Surrey SMEs have funded or arranged training in the last 12 months – lower than in other areas (57% regionally).  The most pressing skills need identified by Surrey SMEs to help them grow is ICT skills.

Local Authority Challenges

The annual Assembly meeting of Spelthorne Together - formerly the Local Spelthorne Partnership (LSP) – which took place on 21st September identified a number of key issues including:

· The high number of empty offices (providing the wrong kind of space – too big/not flexible enough)

· Concerns over empty shop units (with landlords holding out for higher rents)

· Business rates set too high for many businesses
· Knock-on effect of London job losses on residents of the Borough

· Curb on public sector spending will delay a number of regeneration projects

· 11% of working age population employed at Heathrow.  Therefore risk to both individuals and the businesses that rely on the Heathrow aviation sector.

Section 2b – Areas and Sectors Most at Risk

Voluntary and Community Sector
A recent survey by Surrey Community Action of the voluntary, community and faith groups in Surrey asked about the affects of the current recession.  For 70% of organisations, the recession has had a negative impact.  Key factors include loss of funding and reduction in interest lost on reserves.  However, some organisations (19%) did report an increase in funding.

Staffing levels have largely been affected.  Unfortunately some groups have had to decrease paid staff hours, although more have had to increase them due to demand.  Thankfully, few are reporting a reduction in volunteers.  In fact, 26 organisations reported an increase in volunteer numbers (anecdotally because many new volunteers want to learn/use new skills, wishing to keep occupied until they can return to paid work).

54% of groups reported that their clients have more complex needs than they had previously.  Many of those increased needs relate directly to the recession (e.g. debt, being out of work, about to go out of business).  An interesting comment from a community building point of view was the increase in wedding bookings as people cannot afford hotels (not sure if this is a positive or negative point!)

Some organisations are looking at how to meet those demands and 42% reported that they are entering into partnerships with other organisations.  Surrey Community Action has also noticed an increase in payroll and finance services working on behalf of other organisations over the past 18 months where they want to reduce back office services.

In the main, medium to large voluntary organisations receive funding from various sources including local authorities, grant making trusts and directly from the public.  All three sources have been affected by the recession.  Local authorities are facing increasing demands.  Grant-making trusts often rely on giving away the interest rather than the capital and with almost negligible interest rates they have had less to give away; and lastly the public have many demands on them so less likely to give.

Infrastructure organisations such as Surrey Community Action, in partnership with Borough and District Councils of Voluntary service, will continue to support organisations across the sector to meet increasing demands and find additional resources or means of reducing costs.  Working together will be one of the key responses to this current problem.

Service Sector

Some service sector businesses (e.g. hair, beauty, nails) report that spending has increased recently.  Many people postponed their annual holidays this year and have chosen to ‘treat themselves’ instead.
Retail

Business Link Surrey report:

Surrey’s retail sector continues to report suppressed demand.  Discounting and offers are still dominant with multiples offering huge discounts to clear seasonal stock.  Businesses still trading should have reduced inventory commitments for Christmas trading which should prevent overstocking and need to discount as heavily.  On-line retailers report expectations of a bumper year as consumers seek ‘best value’ on comparison goods.

Some feedback from town managers that smaller landlords are at last starting to do deals to attract retailers; the prospect of vacant units over Christmas seems to have galvanised some into being more flexible on terms or offering incentives.  The institutional landlords, however, are still in the main refusing to reduce base rental levels only offering rent-free periods.  Retailers are still wary of these deals.

Car dealers, as in August, are still reporting demand through the scrappage scheme - smaller cars still more popular, although one dealer reported interest in the top marques from the super-rich not overly affected by the recession.  One dealer reported steady demand for their hire fleet, from occasional but regular users who have decided that rental is better value than ownership with low use.

Other reports

In Reigate Town Centre, vacant units are being filled.  In Guildford, more than £330k is to be spent on improving North Street in Guildford town centre.  Guildford Borough Council has brought forward an enhancement scheme that was previously part of Westfield’s stalled Friary redevelopment.  About £75,000 has been earmarked to clean up the town’s bus station
Hotels, pubs and restaurants

Contrary to the national picture of 52 pubs closing every week, we have heard some positive input from the high quality gastro-pub sector where they have seen an increase in covers, especially at weekends when the weather improved.  High quality but good value food, speciality beers and ciders and extensive wine lists seem to be the key attractions.  Traditional ‘boozer’ pubs report the contrary with a number of closures.

Property

Large amounts of office space still remain vacant across the county.  At the Spelthorne Together assembly, the issue of vacant office space was highlighted – reasons given included the fact that existing space is not what businesses require (i.e. flexible and small size).  Smaller, easy-in, easy-out units with facilities (if they are high quality) continue to attract tenants, although for landlords there is no security of tenure and high potential churn of tenants.  Older buildings that do not meet modern business requirements are static and attracting no interest.
The residential property situation mirrors that seen in August - high demand for quality houses, agents fighting over these, in some cases sacrificing fees in favour of potential turnover.  Reports that agents are significantly reducing spend on newspaper advertising, placing more properties on the key websites such as Right Move and Prime Location.  Rental yields, especially for flats, are still down, due to over-supply of buy-to-let.
Tourism

Business Link Surrey reports that conference facilities and hotels had a very poor August but an uplift in September, with increased bookings for the last quarter of the year.  There is still a lack of long-term forward booking for 2010 which is giving concern to wedding and conference venues which are used to a significantly better forward position.  Hotels relying on corporate business report a less good picture with poor occupancies.
There has been some evidence that the ‘staycation’ phenomenon, although much overplayed by the media, did cause an uplift in UK-based holidays.  Many Surrey attractions report an uplift in visitors, especially those with weatherproof elements.  Purely open air attractions experienced less of an uplift. 

3. BUSINESS SPECIFIC INTELLIGENCE
Business Intelligence (from SEEDA Area Team, Surrey Investor Development Manager and local press):

Confidential company-specific information provided by Surrey IDM direct to SEEDA.

Publicly available company news

IT workers at Fujitsu’s Staines office could be under threat from redundancy as the company plans to cut costs.  Staff at the firm’s Swan House headquarters, which currently has 244 people working in business IT services, are currently being consulted over proposals to trim 10% from the overall workforce.

Up to 65 new jobs are set to be created in Oxted as Waitrose brings one of its smaller convenience stores to the town.  The supermarket chain hopes to open a 7,000sq-ft store in early December.

McLaren Automotive has been granted planning permission to build its new road cars in a new manufacturing plant next to the group's headquarters in Woking.  By the time the new factory has been built, the automotive division should employ some 800 people and produce 4,000 cars per year.
Eli Lilly is planning to shed 5,500 jobs from its global pharmaceuticals workforce, which could affect some of the 1,600 staff in Windlesham, Speke and Basingstoke.

4. OPPORTUNITIES FOR ACTION / POTENTIAL POLICY RESPONSES
The English Rural Housing Association has just secured a £5 million loan to enable them to develop more rural affordable housing in Surrey and other areas.  The loan is from the Triodos bank which has a HQ in Holland and specialises in lending to the ethical and charitable sectors.

Brooklands College in Weybridge is aiming to use its position within the engineering and high-tech sector to help those who have lost their jobs in the recession to update their skills and find a new job.  The 6,500-student college has developed the courses in conjunction with a range of organisations, including Job centre Plus, to create a package called “Response to Redundancy.”

A new scheme has been launched in Surrey called the Guildford Community Job Club.  The job club, which came out of discussions between the Surrey Employment and Skills Board and leadership development professionals will be aimed at those in the 18 to 24 age bracket, who have struggled to find employment since leaving school.

Surrey Economic Partnership continues to work with partners to spearhead a number of recession-related response activities including:

· Employment and Skills Board activities outlined in the sections above
· Business Link Surrey offering flexible business start-up workshops

· Ongoing delivery of business advice and seminars in partnership with local authorities, business membership organisations and business support organisations

· Economic Situation Strategic Leadership Group (co-ordinating the support available to businesses in Surrey)

· Economic Summits (bringing together the public and private sector)

· Public sector response to the downturn report (County Council) has recently been updated and is now available through the SEP website
SUMMARY COMMENT
As in previous months, Surrey Economic Partnership continues to see a mixed picture for Surrey’s economy.  There is a split between the businesses which are struggling or have failed to survive the economic downturn and those that have been able to undertake the necessary restructuring to ensure that they maintain their productivity and the skills that will be needed to ensure future growth and success.  Business Link Surrey’s adviser teams report a crystallisation of businesses into three main categories:

1. Those ill-prepared for the recession and still hanging on but highly volatile and likely to fail, literally ‘flying by the seat of their pants’.

2. Those who have taken remedial action, are trading OK but cautiously, looking for a controlled gradual growth, and taking advice from agencies such as Business Link etc.

3. Those who, against recessionary climate, are trading very well, some reporting best ever performance, bucking trend and still expanding.

Casualties are expected from the first group who are highly vulnerable to any new market ‘blips’.  The second group have more resilience built in but still are vulnerable and the third group could be affected by a further downturn but are building reserves from the positive trading position.

Mark Pearson
Chief Executive
Surrey Economic Partnership Ltd

Surrey Technology Centre
40 Occam Road
Surrey Research Park
Guildford
Surrey GU2 7YG
Tel: 01483 685230
Fax: 01483 68523
Email: mark@surreyeconomicpartnership.org
� Unemployment rate is calculated using total number of claimants as a percentage of resident working age population estimates


� Using mid-year population estimates (2007)






