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1 Executive summary

1.1 Background

The Cumbria Intelligence Observatory is supported by Cumbria County Council,
District councils, Cumbria LSC, Cumbria Tourism, Invest in Cumbria, Cumbria Vision,
and the Lake District National Park Authority.

Every two to three years the Cumbria Intelligence Observatory (or its predecessors)
commissions a survey of local businesses on a range of issues. The following is a
summary of the key findings and issues arising from the 2009 survey together with

some insights from a small number of in-depth interviews with some of Cumbri adés key
employers.

This Executive Summary sets out some key findings from the survey. It is followed by
a more extensive report of results.

1.2 The market

Mo s t organi sational decisions affecting Cumbr
Over 80% of decisions on each of business strategy, recruitment, investment,

marketing, purchasing and training are made in the county. This is hardly surprising 1

80% of business establishments in Cumbria are single-site operations and 4% are

headquarters of distributed organisations. At these sites, it would, of course, be

expected that business decisions are taken there.

In establishments which are the Cumbria branches or subsidiaries of wider
organisations, around 16% of the total, local decision-taking is lesser. Around 40%-
45% of strategy, investment, and marketing decisions are taken locally, with the
remainder taken outside of Cumbria. However, decisions on recruitment (72% locally
in branches/subsidiaries) and training (61% locally in branches/subsidiaries) are more
often retained in the county.

One key point of this analysis concerns the
adverse decisions taken by corporate organisations headquartered out of the county.

Figures suggest that on the key areas of business strategy and investment, around 1

in 10 business establishments in Cumbria are branches or subsidiaries subject to

external decisions on investment, growth (or, conceivably, closure). It is these
establishments, a few of which are major employers, which constitute (as in any local

economy) a possible source of vulnerability to external corporate strategy which

moves against the Cumbria operation.

A second key point concerns the converse. Whilst 10% of business establishments
are vulnerable to external decisions, 90% are not. When public business support
policy, in its widest definition, is undertaken, it can be confident that the great majority
of the countyds b usitionnte eespend indeperedently of externgl o
influence. This is particularly so in respect of labour market and skills interventions
since, even in the branch/subsidiary case, decisions on these issues are often a matter
for local decision.



In terms of markets, the survey suggests that Cumbria has a fairly strong reliance on

its internal market with 77% of sales being to customers in the county. Only around

2% o f t he <count y 0 stimated toabe direcuexgonist Thie feastelocally-

focussed sectors are primary and manufacturing industries and, via tourism revenues,

the accommodation and food services sector. One point of this analysis may be that in

gl obal downturn, as recentl vy, the economy m
recessi on @herte;h buh theeelmaye be a converse message that, as global

trade recovers, the county is less well-placed to benefit.

A key market group for Cumbria businesses is that of domestic consumers resident in

the county 1 76% of businesses sell to these customers i whilst 32% (particularly, of

course, in the accommodation and food, retail, and arts and recreation sectors) sell to

tourists. Whilst 29% of Cumbria businesses sell to commercial customers in the public

sector and 47% to commercial customers in the private sector, the impression is of an

economy with a considerablereiance on 61 ow t @ghehekdtdmaintaini but i o
Cumbr i a-&newn vioei lofl manufacturing and knowledge-based excellence as a
counterbalance is emphasised.

A further aspect of business markets which the survey addressed was the size of
businessdéds customer bases. Those Dbusinesses
or private sectors) were asked how many customers they had in the past year. The

survey showed that around 1 in 12 of them (8%) had 3 or fewer customers. This is an
additional factor in considering the o6évul nera
clearly, any business which has a very small number of customers is vulnerable to an

adverse purchasing decision oracust omer 6s trading difficulti
which assists diversification and market development may be especially valid in these

cases.

More directly, on marketing itself, the fact of being a Cumbrian business 1 with
products or services originating in the county i was used as a marketing tool by 51%
of businesses. There is obviously a fairly widespread belief, not just in the tourism
sector, that O6Cumbriabd conveys a positive mes

And in respect of a key marketing tool 7 the internet i the survey suggests that 58% of
businesses in the county have a website, up from 43% in 2007. The proportion is 50%
or above for nearly all business sectors and rises to 66% in the accommodation and
food services sector and to 67% in manufacturing. Construction remains a clear
6l aggarddé sector in this respect (no doubt r e
sub-contractor businesses in the sector). Only 33% of construction businesses in the
county have a website. The overall figures, encouraging in that they show growth in
adoption of this important marketing medium, are, perhaps, a stimulus to business
support to still wider adoption of internet technologies; with the focus perhaps moving
towards the net being used not just for marketing (via websites) but to sales. At
present, 35% of Cumbria businesses are able to take orders over the internet (49% in
the accommodation and food services sector), a proportion which needs to grow, given
the decisive shift in favour of internet buying which has occurred in recent years i
particularly by domestic purchasers and by tourists booking accommodation 7 key
customer groups, as noted above, for many Cumbria businesses.

However, growth may be inhibited by broadband speeds in the county. 19% of
respondents said they needed faster broadband speed, a higher proportion than two
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1.3

years ago. As demands on the internet grow there may be greater potential for
dissatisfaction with its limitations to also grow.

The business environment

As with markets, the survey revealed a very significant degree of local purchasing, but
not to the same extent as local sales. This discrepancy would be expected in most
local economies since sales to domestic customers or tourists cannot, of course, be
replicated in purchases. 56% of purchases are from Cumbria suppliers and only 6%
are directly purchased from overseas. However, these statistics are ambiguous since
global patterns of production ensure that many products bought from local distributors
are actually made overseas. It is difficult for any general survey, and this one is no
exception, to understand the extent to which a local economy is able to supply the
needs of its own businesses for goods and services.

When the survey turned to examine key measures of inputs to, and outputs from,
Cumbria business, the effects of recession were evident. More businesses said
domestic orders, volume of output, profit margins and cash reserves had declined than
said they had increased. Moreover, more said staff costs and prices charged to
customers had risen than said they had fallen. The impression is of businesses
struggling in difficult conditions but not necessarily able to control some costs 1 and
having to charge higher prices even in difficult markets.

The most obviously pressed sector was construction in which much higher proportions
of businesses saw decreases than saw increases in orders, output, and margins.
Prices charged in this sector had more often decreased, but even in these conditions,
more businesses reported higher staff costs than reported reductions.

For the future, however, expectations are more positive, with more businesses
expecting these various indicators to show growth than decline over the next year.
However, construction remains the most gloomy sector. Though building firms expect
business conditions to improve, they remain negative on balance about margins and
cashflow.

When business costs were examined in more detail, almost all businesses reported
some increases with more than half reporting increases in energy, prices of materials
and services, and transport costs. Manufacturing, construction, and tourism
businesses were particularly likely to report cost increases. Generally, it seems that
recession has affected sales and output in the county, but has not had deflationary
effects on some key business costs.

Reflecting the reasonably positive business expectations noted above, more
businesses were positive about investment in the next 12 months than negative. The
6net positived figures wer e, however,
development, training, and product development than for (perhaps more expensive)
investment in buildings and capital equipment. The manufacturing sector was
particularly positive in a number of these areas (excluding only investment in property)
but construction, no doubt chastened by its recent problems, remains the least positive
sector.

Recession also had impacts on financial aspects of Cumbria business operations.
42% of businesses reported increased price competition and 41% saw customer

7

hi gher



pressure on prices (though, as above, more businesses said they had actually
increased their prices than said they had reduced them). 32% had seen slow payment
from customers (with particularly frequent delays in manufacturing and construction)
and 24% had seen greater stringency from their bank (compared with only 11% who
reported increased bank supportiveness). Only 10% of businesses reported that their
staff had been willing to accept wage reductions or freezes.

When asked about other barriers to business performance, transport issues were most
frequently identified 7 parking, road access and congestion being the most important
aspects of the issue. Local planning and development control and difficulties getting
skilled and committed staff represented a second level of constraint.

Difficulty related to staff accommodation was identified as a barrier to business
performance by 7% of businesses. The cost of accommodation (to buy and rent) was
more frequently the source of difficulty than availability as such.

Businesses were also specifically asked if their current sites and premises were a
constraint on the business. Very few businesses, only 3%, thought this was the case.

The survey also investigated the effect of macro-economic or national factors as a
business constraint. As is frequently the case, legislation and red tape (a barrier for
51% of businesses) was the most frequent, followed by business rates (40%), the
value of the pound (35%), and interest rates (33%). Distance from markets, a frequent
concern of commentators on Cumbriads ec
barrier by only 10% of Cumbriads busin
earlier, that many Cumbria businesses sell only to local customers and clients).

When asked about possible future business strategies, the basic message is that
many businesses hope to increase sales and reduce costs. Thus, rather more (57%)
want to raise productivity than want to increase employment (37%). Nearly 4 in 10
(38%) want to introduce or raise a formal qualification standard. Smaller proportions
want to relocate (12%) or extend existing premises (20%). Minorities of businesses,
mainly small ones, intend to sell (12%) or close (9%) the business.

Overall, therefore, the survey shows some features consistent with previous surveys
(and those in other areas of the UK). Businesses are concerned about traffic and
congestion and they dineas$ iatkse Hdusirg dor staff |5 erd
occasional problem but, notwithstanding recent falls in house prices, affordability is a
more frequent aspect of the problem than availability.

Where this survey differs from previous surveys in Cumbria is in showing the
recessionds impacts on the | evel of bus
appear to have been negative over the past year. The problem appears not to have
had a wholesale downward pressure on wages, with more businesses reporting rising
staff costs than the reverse. One factor in this is that employment itself may not have
been badly hit (this will be considered in more detail later) given that more firms
reported that their workforce had risen than that it had fallen (although the survey
could not, of course, account for the disappearance of jobs from businesses or
branches which closed entirely in the past year).

For the future, businesses are more optimistic with more expecting growth and
investment in the coming year than saw actual growth and investment in the past year.

8
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1.4

Whilst this is a welcome indicator of returning business confidence it will be tempered
by recognition that businesses, on balance, usually err on the optimistic side when

they look ahead and by the fact that mostof Cumbr i ads businesses

not & mar k éwhetheathey gremiand invest will, in fact, often depend more on
a wider economic recovery than on individual business strategies.

Human resources

&kills gaps61 workers with less than full proficiency i are reported by 15% of
employers (with employees). For those with three or more employees, their incidence
has fallen from 21% in 2007, to 17% in 2009. It may be that the workforce has
become more skilled through training and development and/or that recession has
lessened labour turnover i which tends to increase skills gaps as new employees
adjust to their roles.

Skills gaps are more frequent in manufacturing and business and technical services
and occur more often in larger organisations (where larger workforces have more
scope for skills gaps and where processes may, on average, be more complex).

Skills gaps are found across the occupational spectrum but technical and skilled
manual occupations are a particular focus of difficulty. Much the most frequent type of
skills gap is lack of technical, practical or job-specific skills i that is, the core skills of
the jobs where skills gaps are located. Less frequently, skills gaps concern customer
relationship skills, general and professional IT skills, and problem-solving and
management skills.

11% of organisations report an increase in their workforce over the past year
compared with 10% which report a reduction. This slightly positive net balance reflects
larger positive net balances in some service sectors, particularly the public sectors,
counteracted by negative net balances in manufacturing and construction where more
firms reduced staffing than increased staffing.

Recruitment, of course, is not driven just by workforce growth (as in the 11% of cases
where staff humbers rose in the year) but by replacement of staff who leave. A
comparison shows that 37% of businesses recruited in the year prior to the survey in
2007, compared with 28% in the year prior to this 2009 survey. Clearly, economic
downturn has slowed recruitment.

Recruitment was strongest in the tourism sector, where seasonality and employment
instability are characteristic. Public expenditure, still rising even through recession, as
historic budget settlements played out, was a further key driver. The health and

education sectors had mu ¢ h t alance $dtweenn g e st

establishments increasing and decreasing their workforces. This effect carried through
into other sectors i those businesses with public sector customers were also more
likely to recruit than average.

Overall, 26% of businesses recruiting in 2009 had difficulty recruiting staff, a very
significant decline on the 40% of businesses recruiting in 2007 which had difficulty.
Again, rising skill levels in the labour pool may account for the change but it is
probable that a significant part of the effect is recessionary i with less competition for
staff, employers simply have more choice.

ar
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When recruiting, recruitment difficulty was more often experienced by manufacturing
businesses than those in other sectors, with their difficulties focussing on intermediate
level T craft i skills. The tourism sector (accommodation and food services) also had
above average difficulty but, here, problems were balanced between those affecting
intermediate occupations (chefs) and those affecting lower skilled, high turnover staff
(kitchen assistants, waiters, and so on).

Recession has also altered the reasons for recruitment difficulty. In 2007, the most
frequent reason was Ol ow number of applicants
required s kreasdnshave reverbdd éns2@09, with lack of skills being first

placed and lack of applicants falling to fourth place in a list of reasons for difficulty. A

0sl ackerdo | abour market is evident.

As above, recruitment needs are driven not just by growth but by replacement. The

survey established that 13% of employing businesses expected to lose one or more

staff in the next 12 months through retirement i a proportion which rises to 66% of
establishments with 100 or more staff. Occupationally, there is a significant focus of

retirement on managerial and professional staff (who may tend both to be older and to

have made financial preparation for retirement). Other focuses concern skilled manual

and sales and customer service staff. In the first of these cases, lack of security in
manufacturing and the replacement of &écraftéo
the number of young entrants at skilled manua
has tended to become older on average. In the second case, high retirement levels

may reflect the fact that sales and customer staff are most often female. The lower

retirement age for women may be part of the effect. Around a quarter of employers

expecting retirements also expect not to fill the vacancy thus generated.

The employment of migrant workers appears to have diminished a little. 4% of
organisations report employing migrant staff compared with 6% in 2007. However, key
focuses of their employment remain in the tourism sector (and therefore in South
Lakeland) and in the primary sector (which includes agricultural businesses). With
recession, the reasons given for employing migrants have changed somewnhat.
Employers now say more frequently that they employ them because they offer better
skills or performance and work ethic. They less often say they employ migrants simply
because they are the only source of labour or skills.

The proportion of organisations offering a range of flexibilities and benefits to their staff
has risen since 2007. They are, however, still much more frequently available in the
public than private sectors.

In summary, skills gaps, recruitment, and recruitment difficulty have declined in the last
2 years, as has the employment of migrant workers. A significant number of vacancies
created by retirements will not be filled. Recession is likely to be a significant factor in
these findings. Alongside these changes, however, Cumbria has shared in national
trends which favour greater flexibility in working conditions with, particularly, more
support to the employment conditions for parents caring for children.

Training

58% of Cumbria employers provided training for their staff in the year prior to survey,
including 8% providing only off-the-job training, 17% providing only on-the-job training,

10



and 33% providing both. However, only 24% of employers have a formal budget for
training and most training budgets are modest. The 58% proportion is the same as
that of a decade ago. Training is most likely in public, business, and financial services
sectors and least likely in manufacturing, construction, retail and accommodation and
food services sectors.

Larger employers are more likely to supply training than small ones (with a threshold
such that the proportion of employers with 11 or more staff providing training is over
double that of employers with 10 or fewer staff). However, when the numbers of
individuals trained are brought into the analysis, small employers, provided they train
at all, are likely to train at least as high a proportion of their workforces as larger ones.

Key forms of training include training in core skills appropriate to particular occupations

but health and safety -mmaddudtrisvi tayiéd ttrraa inninngg
frequent. Below these, a wide range of generi egeorer bsémitypes

(customer service skills, personal skills, communications skills and so on) are
frequently provided. Basic literacy and numeracy are each provided by 10% of
employers which supply training.

7% of respondents reported employing at least one Apprentice, with the construction,
manufacturing and education sectors being most likely to do so.

Over half (54%) of employers supplying training employ private training companies,
28% wuse Cumbri abds FE Co |lJdolegee sutside notl Cudiirta
(Preston, Lancaster and Newcastle, and Blackpool Colleges being the most frequently
used of the latter).

In choosing external providers, employers are most frequently driven by the sense that
a particular provider has the necessary specialist capability but proximity, cost,
flexibility and quality are also important.

Only 7% of employers report problems in providing training (with problems being
reported most frequently in the public sectors which train most, not in other sectors
which train less). Where problems do (infrequently) occur, the main issues appear to
be lack of locally-available provision and the cost of training.

Overall, therefore, the propensity to supply training appears, despite humerous public
endeavours to increase employer engagement, to be a fairly stable quantity and one
which remains distributed in favour of the public sector.

A substantial proportion of training, too, is not directly valuable to productivity T it
increases workforce or customer safety rather than the quality or volume of output or
makes up for the deficiencies in personal or communication skills, or in literacy and
numeracy.

Where Cumbriads employers do not train
mainly not because they face barriers which prevent or limit training.

us e

or

Whil st no doubt, there is a need to conti

analysis suggests that employers are likely to continue to adjust their training levels in
the light of business needs as they see them rather more than in line with external
influences.
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1.6 Employer profile

The economic structure of Cumbria is weighted in terms of numbers of establishments
(though not necessarily in terms of employment) to businesses in wholesale/retail and
6profdssiscnentific and technical activitiesbo.

This structure (again in terms of establishments) does not vary greatly between
Cu mb r Disriots

Most establishments i 85% 7 employ 10 or fewer staff and only 1% employ 100 or
more people.

53% of the workforce are women. Traditional gender biases remain strong with most
service sectors having significant majorities of women and most production sectors
(primary industries, manufacturing, and construction) having significant majorities of
men.

65% of the workforce works full-time and 35% works part-time.

80% of private busiheéset66®wrarésbnghehes or s
are headquarters. Branches or subsidiaries are particularly frequent in retail and
financial services.

15% of private businesses have been established in the last 3 years with high
proportions of new businesses in the 6accommo
businesses are more frequent in primary and manufacturing sectors.
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2 Introduction

2.1 Background

The Cumbria Intelligence Observatory is supported by Cumbria County Council,
District councils, Cumbria LSC, Cumbria Tourism, Invest in Cumbria, Cumbria Vision,
and the Lake District National Park Authority.

Every two to three years the Cumbria Intelligence Observatory (or its predecessors)
commissions a survey of local businesses on a range of issues. Areas of investigation
include:

i Economic performance;
I Business confidence;

9 Skills/training needs;

9 Business support needs.

The 2009 Business Survey was conducted by BMG Research Ltd (which also carried
out similar surveys for the Observatory in 1998, 2000, 2002, 2004 and 2007).

2.2 Method

Telephone interviews with 2,020 employers were conducted in August 2009, with an
average interview length of about 25 minutes. Respondents included directors or
proprietors or other senior managers who have knowledge of the issues investigated.

A quota sample was designed, based on the | oc
workforce size structure. The survey data has been weighted (using information about
the local economy from the national Annual Employer Survey), so that the findings are
properly representative of Cumbriads empl oyer

Results from the total sample may be presumed accurate within a maximum sample
error of £2.2%. However, the margin of error on sub-sets of the total sample is larger,
depending on the unweighted number of respondents.

In addition, a small number of in-dept h i nterviews with some o
employers were undertaken. Insights from these interviews are added to the survey
analysis at appropriate points.

13



3 The Market

3.1 Keyissues

Most organisational decisions affecting Cumbr
Over 80% of decisions on each of business strategy, recruitment, investment,

marketing, purchasing and training are made in the county. This is hardly surprising 1

80% of business establishments in Cumbria are single-site operations and 4% are

headquarters of distributed organisations. At these sites, it would, of course, be

expected that business decisions are taken.

In establishments which are the Cumbria branches or subsidiaries of wider
organisations, around 16% of the total, local decision-taking is lesser. Around 40%-
45% of strategy, investment, and marketing decisions are taken locally, with the
remainder taken outside of Cumbria. However, decisions on recruitment (72% locally
in branches/subsidiaries) and training (61% locally in branches/subsidiaries) are more
often retained in the county.

One key point of this analysisconcerns the vulnerability of t
adverse decisions taken by corporate organisations headquartered out of the county.

Figures suggest that on the key areas of business strategy and investment, around 1

in 10 business establishments in Cumbria are branches or subsidiaries subject to

external decisions on investment, growth (or, conceivably, closure). It is these
establishments, a few of which are major employers, which constitute (as in any local

economy) a possible source of vulnerability to external corporate strategy which

moves against the Cumbria operation.

A second key point concerns the converse. Whilst 10% of business establishments

are vulnerable to external decisions, 90% are not. When public business support

policy, in its widest definition, is undertaken, it can be confident that the great majority

of the countyds businesses are in a positiol
influence. This is particularly so in respect of labour market and skills interventions

since, even in the branch/subsidiary case, decisions on these issues are often a matter

for local decision.

In terms of markets, the survey suggests that Cumbria has a fairly strong reliance on

its internal market with 77% of sales being to customers in the county. Only around

2% of the countyds tot al out put is estimated
focussed sectors are primary and manufacturing industries and, via tourism revenues,

the accommodation and food services sector. One point of this analysis may be that in

gl obal downturn, as recentl vy, the economy m
recessi oné than el sewher e; but there may be a cr
recovers, the county is less well-placed to benefit.

A key market group for Cumbria businesses is that of domestic consumers resident in
the county 1 76% of businesses sell to these customers i whilst 32% (particularly, of
course, in the accommodation and food, retail, and arts and recreation sectors) sell to
tourists. Whilst 29% of Cumbria businesses sell to commercial customers in the public
sector and 47% to commercial customers in the private sector, the impression is of an
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economy with a considerable reliance on 61l ow
Cumb r i a-&newn voei lofl manufacturing and knowledge-based excellence as a
counterbalance is emphasised.

A further aspect of business markets which the survey addressed was the size of
businessds customer bases. Those Dbusinesses
or private sectors) were asked how many customers they had in the past year. The

survey showed that around 1 in 12 of them (8%) had 3 or fewer customers. This is an

addi tional factor in considering the O6vulner s
clearly, any business which has a very small number of customers is vulnerable to an

adverse purchasi ng deci si on or a customerdés trading
which assists diversification and market development may be especially valid in these

cases.

More directly, on marketing itself, the fact of being a Cumbria business i with products
or services originating in the county i was used as a marketing tool by 51% of
businesses. There is obviously a fairly widespread belief, not just in the tourism
sector, that O6Cumbriabd conveys a positive mes

And in respect of a key marketing tool i the internet i the survey suggests that 58% of
businesses in the county have a website, up from 43% in 2007. The proportion is 50%
or above for nearly all business sectors and rises to 66% in the accommodation and
food services sector and to 67% in manufacturing. Construction remains a clear
6l aggarddé sector in this respect (no doubt r e
sub-contractor businesses in the sector). Only 33% of construction businesses in the
county have a website. The overall figures, encouraging in that they show growth in
adoption of this important marketing medium, are, perhaps, a stimulus to business
support to still wider adoption of internet technologies; with the focus perhaps moving
towards the net being used not just for marketing (via websites) but to sales. At
present, 35% of Cumbria businesses are able to take orders over the internet (49% in
the accommodation and food services sector), a proportion which needs to grow, given
the decisive shift in favour of internet buying which has occurred in recent years i
particularly by domestic purchasers and by tourists booking accommodation 7 key
customer groups, as noted above, for many Cumbria businesses.

However, growth may be inhibited by broadband speeds in the county. 19% of
respondents said they needed faster broadband speed, a higher proportion than two
years ago. As demands on the internet grow there may be greater potential for
dissatisfaction with its limitations to also grow.

Location of businesses

The distribution of businesses across Cumbria is summarised in the figure below. The
figure shows relatively high numbers of businesses in South Lakeland (25% of all
businesses) and Carlisle (20%) and relatively few businesses in Barrow-in-Furness
(11%) and Copeland (12%).
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Figure 3.1: Distribution of business population by area (all respondents)  Unweighted sample base = 2,020

Carlisle
20% Copeland

12%

Barrow-in-Furness

11% Eden

15%

Allerdale
17%

South Lakeland
25%

Cumbria has designated four areas for the organisation of regeneration programmes in
the county. These are West Cumbria, which comprises Allerdale & Copeland; Barrow
(Barrow-in-Furness); Carlisle; and Eden & South Lakeland. The largest of these areas
in terms of business population is the latter, Eden & South Lakeland (40% of the
business population). The composite West Cumbria is second largest in this respect
(29%).

Large areas of Cumbria are rural including the mainly rural Lake District National Park.
A third (33%) of the business population is based in a rural area. 15% of Cumbria
businesses operate within the National Park.

3.2.1 Location of key decision-making

Respondents were asked to consider a number of key business issues i strategy,
recruitment, investment, marketing, purchasing and training i and to say where
decisions about these issues are made. Answers to this question allow the degree of
autonomy in the local economy to be understood.

The majority of respondents, between 80% and 90%, reported that these decisions are
made at their site in Cumbria. Where decisions are made elsewhere they are most
likely to be made elsewhere in the UK but outside of Cumbria and the North West.
The proportion of businesses reporting key decisions made outside of the UK is very
small.

This shows a high degree of autonomy locally and suggests that business response to
local economic development and business support initiatives is usually a matter for
local decision, rather than being dependent on out-of-Cumbria influence.
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The figure below summarises these findings across all businesses.

Figure 3.2: Summary of location of key decision-making (all respondents)  Unweighted sample base = 2,020

m At this site B Elsewhere in Cumbrit u Elsewhere in the North Wes
m Elsewhere in the Uk m Elsewhere in Europe u Elsewhere in the world
83%
404,
Business strateg) %305
3
90%
i v
Recruitment D%
08
83%
iy 0
Investment 40 904
iy
84%
4%,
Marketing %304
*0f
) 86%
Purchasing 08%
%
) 88%
.-
Training %
%

*denotes less than 0.5%

Public sector and voluntary/non-profit-making establishments are less likely than
private sector businesses to make decisions locally. This is a reflection of the fact that
public sector and voluntary/non-profit-making establishments are more likely to be part
of a larger organisation with a central office elsewhere and/or to be subject to
government decisions and agendas.

Where businesses only operate from one site, all decisions, of course, are made at
that site. The vast majority of those which are headquarters report decision making at
that site, while the extent to which branches/subsidiaries have local autonomy varies
greatly depending on the issues involved T recruitment and training decisions are more
frequently made locally by branches and subsidiaries whilst strategy, investment, and
purchasing decisions are more frequently made at head office.
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Table 3.1: Location of key decision-making amongst multi-site organisations; percentages
Unweighted sample bases: Branches/subsidiaries = 345; Headquarters = 60

Business

Recruitment Investment Marketing Purchasing Training
Strategy

saLeIpIsqns
/sayouelg
saLeIpIsqns
/sayouelg
saLeIpIsqns
/sayouelg
saLeIpIsqns
/sayouelg

%)
c @
o =
2 5
Q0
=
2o
oL

slalenbpeaH
salrelpisqns
/sayoueig

slalenbpeaH
slayenbpeaH
slauenbpesH
slalenbpeaH
slalenbpeaH

At this site 28 91 62 98 28 93 33 94 38 96 52 96

Elsewhere in 13 6 10 0 11 4 10 4 10 2 9 2
Cumbria

Elsewhere in

the North West 15 0 7 0 15 0 13 0 12 0 10 0

Elsewhere in 41 1 19 0 42 1 40 0 38 0 28 0

the UK

Elsewhere in 1 0 * 0 1 0 1 0 1 0 * 0
Europe

Elsewhere in 5 2 * 2 2 2 2 2 1 2 * 2
the world

More detailed, sector differences in respect of the location of decision-making are
largely dependent on the extent to which multi-site organisations are represented
within different industries. This is shown by lower levels of site-level decision-making
within public administration and health services (the former to a greater extent than the
latter). Despite mainly belonging in the public sector, education has high levels of local
decision-making reflecting devolution of budget management to establishment level.

Wholesale and retail and financial intermediation sectors have relatively low levels of
local autonomy as a consequence of the higher propensity of businesses in these
sectors to be distributed across multiple sites.

Of course, for large employers (those interviewed in depth), the location and impact of
decisions can vary widely. The public sectors and both BAE Systems and the
Sellafield operation are clearly very strongly impacted by important national decisions
on levels of public expenditure, defence priorities, and the future and distribution of the
UKO&s nucl ea Many of thess decisiores semain to be taken and operations in
Cumbria await their outcome. For other large employers, as with businesses in the
wider survey, the key factor is whether the business is independent or is
headquartered outside Cumbria. The independent businesses we talked to held their
businessesd future i n their own hands.
international corporates were confident that they had corporate support into the
medium term but accepted, of course, that long term corporate planning might not
support the local operation if their advantages (often of skills and the high value of in-
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situ plant and equipment) were outweighed by the low labour costs of production
elsewhere.

3.3 Customers

3.3.1 Customer location

Respondents from private businesses were asked for an approximation of the
geographical distribution of customer sales.

Around half the private sector businesses (49%) report that all their sales are from
customers based in Cumbria. A further quarter (26%) report that more than half but
less than 100% of their sales originate within Cumbria.

Customers based outside of Cumbria are of lesser significance overall. Just a third of
businesses report sales within the North West region (outside of Cumbria) (33%)
and/or the rest of the UK (outside the North West) (34%). The proportion reporting
customer sales within the EU (outside the UK) is modest (8%) and those reporting
sales outside the EU is slightly smaller again (6%).

Of course, some organisations sell across all these markets, or within a combination of
two or three. Generally, however, the significance of the health of the local economy
to private sector businesses based in Cumbria is clear.

Figure 3.3: Summary of location of customer sales Unweighted sample base = 1,772 private sector only

Within the North West region 15008 9% 5410

E0% m1-10% m11-25% m26-50% m51-75% m76-99% m 100%

Within Cumbria 4%£%496%7%  19%

Rest of the UK G 1113908 7%6%5% %

Within the EU

Outside the EU

*denotes less than 0.5%

The following table presents the average proportion of sales by value by businesses in
local authority Districts, types of area, sectors and company size bands. It can be
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seen that Eden and South Lakeland have the lowest proportion of sales within
Cumbria and, correspondingly, t hat 6rural 6 Lk
Cumbria than urban businessesd6 sal es. Thi s
Districts to the south of the county with greater prospects of markets in the North West

ia factor which is shown by t he DistiictchAs O6Nort
would be expected, primary and manufacturing industry sell their products more widely

than average, naosd adtoeosn Gafcdc ofmbmod servicesd whi
tourism on these activities; and, of course, larger firms tend to be less dependent on

local markets.

Table 3.2: Mean proportions of sales by location of sales; percentages

Unweighted Wi't\lf:)i:\trt]he
sample bases Withiq West (not Rest Within Outside
(prlve(t)tslys)ector Cumbria including of UK  the EU the EU
Cumbria)
Total 1686 77 7 11 1 1
Local Authority District
Allerdale 279 79 5 12 1 1
Barrow-in-Furness 180 88 4 5 1 *
Carlisle 332 76 7 11 1 1
Copeland 202 83 4 10 1 *
Eden 268 75 9 10 2 1
South Lakeland 425 69 11 13 2 2
Areatype
Urban 1082 80 6 9 1 1
Rural 602 71 9 14 1 1
Sector
Primary 91 62 16 11 5 2
Manufacturing 122 64 8 21 2 1
Construction 182 91 5 3 1 *
Wholesale and retail 351 82 6 8 1 1
Accommodation and food services 247 67 9 18 1 2
Transport and communications 130 76 8 8 2 2
Financial intermediation 36 74 3 17 0 0
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Within the

Unweighted North
sample bases Within West (not Within Outside
(private sector Cumbria . . the EU the EU
only) mcludmg
Cumbria)
Business/technical services 295 72 8 14 2 1
Public services 2 93 5 1 1 0
Education 68 75 11 10 2 1
Health Services 69 86 8 5 0 0
Arts, recreation 41 75 11 10 * 2
Other 52 93 3 2 * *

Organisation size

1-10 employees 1207 77 7 11 1 1
11-24 employees 291 78 9 10 1 1
25-99 employees 159 69 8 17 3 2
100+ employees 29 50 11 33 1 *

*denotes less than 0.5%

Variation in customer geography was, as would be expected, also found between large
employers interviewed in depth. For example, large public bodies in health and
government serve the local population whilst large manufacturers service global or
European markets. In between, substantial private sector operations in business
services, finance, or construction tend to serve mixed domestic and commercial
markets on a regional basis from networks of sub-regional offices.

3.3.2 Customer type

When respondents (including those in the public sector and voluntary/non-profit-
making organisations) were asked about the types of customer they sell or provide
services to, it is clear that many organisations operate in a range of markets.
However, domestic consumers, mostly resident in Cumbria (or nearby) are a market
for around three-quarters of businesses (76%). This proportion is significantly higher
amongst public sector organisations (87%) and within organisations based in urban
areas (81%, compared with 67% of those in rural areas).

Sectors in which domestic customers are significantly more likely than average to be
the target market include: construction (89%), wholesale and retail (87%), financial
services (92%) and health services (86%).

The next most significant customer group is that of @ther private sector businessesg to
which nearly half of all businesses (47%) sell or provide services. This customer
group is significantly more important than average in the production sectors (primary,
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manufacturing and construction) and in transport and communications and financial
and business/technical services.

Tourists, as a target market, are identified by 32% of all businesses, rising to 83% of
accommodation and food service businesses, 53% of arts, entertainment and
recreation businesses, and 46% of wholesale and retail businesses. Unsurprisingly,
tourists are a more significant group amongst businesses based within the Lake
District National Park (55%) compared with those based outside (28%), while the
reverse is true with regard to domestic consumers (65% of those based within the
LDNP, compared with 78% of those based outside).

A summary of these findings by industry sector is presented in the table below. (In the
table, percentages which are significantly higher than in at least four other sectors are
highlighted in bold.):

Table 3.3: Customer groupstowhichbusi nesses sell or;pprceotaggsde services t oOc¢
prompted, multiple response
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Domestic

consumers mostly
resident in 76 42 64 89 87 69 73 92 64 | 94 69 86 72 87
Cumbria or
nearby

Tourists visiting
Cumbria 32 13 17 10 | 46 83 | 27 11 18 | 30 3 18 | 53 | 41

Public sector
organisations 29 40 26 33 20 19 40 31 38 32 30 22 33 27

Other private
sector businesses 47 77 | 68 55 | 33 22 | 67 62 68 | 47 32 14 | 45 19

Unweighted sample

bases 2020 95 124 186 388 253 142 39 320 29 102 181 65 96

In terms of the most important group in terms of sales value, more than half of
establishments (57%) cite domestic consumers. Again, this proportion is significantly
higher within the public sector (69%) and amongst businesses based in urban areas
(63%, compared with 44% of those in rural areas).

@ther private sector businessesbare cited as the most important customer group in
terms of sales value by 23% of respondents. This proportion is low amongst public
sector (7%) and voluntary/non-profit-making organisations (5%).
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Not surprisingly, the | ocat i on wsdrimagy marketsis nelated 20dits most
important customer group. Those businesses whose primary market is within Cumbria
are significantly more likely to cite domestic consumers as their primary customer
group (64%, compared with 22% of businesses mainly trading further afield).
Businesses mainly trading outside of the North West region are significantly more
likely to cite other private sector businesses as their main customers (39%, compared
with 23% of those mainly trading within the North West). The most important customer
group for businesses in different sectors is shown in the next table. In the table,
percentages which are significantly higher than in at least four other sectors are
highlighted in bold:

Table 3.4: Main customer groupstowhichbusi nesses sel |l ormerqgemagasi de servicesé
prompted, multiple response
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Domestic

consumers mostly
resident in 57 15 | 43 72 72 41 52 66 42 72 62 74 60 71
Cumbria or
nearby

Tourists visiting
Cumbria

Public sector
organisations

Other private
sector businesses | 2° 65 | 48 | 19 | 13 3 34 |21 | 41 * 15 7 14 | 8

Unweighted sample

bases 2020 95 124 186 388 253 142 39 320 29 102 181 65 96

3.3.3 Customer numbers

One aspect of sales to domestic consumers and tourists is, of course, the relatively
high numbers and low average value of sales. More limited numbers of customers are
likely amongst businesses supplying organisations or businesses in the public and
private sectors, with each customer contributing higher average unit value as a result.

The following table s s h o w, for those sdelyseéll noedsnsestiovdri c h do
tourism customers (where customer numbers are inevitably high), how many
customers the business sold to in the past trading year. The main issue is that of
customer dependence 1T a small number of customers may imply a high degree of
vulnerability to customer decisions (and customer insolvency). The data shows,
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overall, that around 1 in 12 Cumbria businesses (excluding those solely in domestic or
tourism markets) have 3 or fewer customers but that most have considerably more
and, thus, less implied vulnerability. Variation between groups is not particularly
strong (and is subject to error variation from smallish sub-samples in some cases) but
manufacturing is less vulnerable to small customer bases than average:

Table 3.5: Numbers of customers to which businesses sell or provide services excluding those in
domestic and tourism markets); percentages

Barrow- South
Total Allerdale in- Carlisle Copeland Eden Urban Rural
Lakeland

Furness
1-3 8 5 6 5 11 12 8 7 9
4-10 12 13 15 11 11 9 14 9 17
11-20 13 13 14 11 14 12 17 14 13
21+ 59 60 58 65 55 62 54 62 54
Unweighted
sample 1040 168 108 214 131 170 249 648 390
bases
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1-3 10 5 8 7 20 7 4 6 0 2 11 17 12
4-10 12 3 17 5 3 14 3 19 7 16 12 4 0
11-20 22 14 20 7 10 8 9 17 1 10 4 14 10
21+ 51 71 46 70 61 64 72 53 87 64 61 54 75
Unweighted
sample bases 69 91 121 152 70 105 24 233 13 39 53 37 33
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17 10 11-24 25-99 Sole Any
staff staff  staff trader employees

4-10 13 6 10 1 15 11
11-20 15 8 4 8 16 13
21+ 57 72 73 73 51 62

Unweighted sample

698 197 116 29 233 807
bases

Depth interviews with large employers in Cumbria show, fairly obviously, that large
businesses are not immune to the vulnerability which derives from a small customer
base. As noted earlier, BAE Systems and Sellafield essentially have one customer i
the UK government i which will eventually determine the future scale of those
Cumbria operations. Other manufacturers, too, sell into commercial sectors (such as
the motor vehicles manufacturing sector) which have a small number of powerful
customers. Interviews revealed that some businesses which had hitherto had an
uncomfortable level of dependence on a very small customer base, had made
successful efforts to diversify the base. Clearly, however, the combination of external,
out-of-Cumbria decision-taking and small customer bases, is one which, as elsewhere
in the UK economy, introduces a continuing element of uncertainty into some key
areas of the countryds economy.

3.3.4 Use of Cumbria location in marketing

Half of all businesses (51%) say they promote the fact that their products or services
originate or have been processed in Cumbria in the belief that this is a positive or
attractive factor for customers.

This proportion is significantly higher in Copeland (58%) than elsewhere in Cumbria
and is lowest in Carlisle (44%).

It is as high as 72% within the accommodation and food services sector and,
correspondingly, as high as 71% amongst businesses whose primary customer group
is tourists (essentially the same businesses).

More widely, the proportion ranges from 42% (wholesale and retail) to 63% (financial
services).
3.4 Use of the internet

The internet is an efficient and accessible way of broadening markets. It is relatively
simple and inexpensive matter for businesses of any size to promote their products
and services to a wider audience without the need for travel or large scale advertising
and marketing budgets.

In 2007, the Cumbria Business Survey showed that 63% of private sector businesses
with an internet connection had a website. This equated to 43% of all private sector
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businesses and compares with 58% of all private sector businesses now. There has,
therefore, been considerable growth in the use of business websites in the last two
years.

A slightly lower proportion of respondents (52%) report that their business has an entry
on a general website for the area or their industry. The proportion is significantly
higher in accommodation and food services (62%) and business/technical services
(60%) sectors. It is particularly high amongst businesses whose primary customers
are tourists (71%) or public sector businesses (63%).

More than half of all businesses (55%) use the internet for business purchases. This
proportion is higher than average in the accommodation and food services (62%) and
business/technical services (67%) sectors and amongst those that also sell on the
internet (79%). Thus, the propensity to use the internet for business purchases
reflects the propensity to use it to sell products and services (and vice versa).

A third of private sector businesses (35%) take customer orders via the internet. This
proportion is significantly higher amongst businesses whose primary market is tourists
(63%) and those businesses with levels of turnover of half a million pounds or more
(48%).

Use of the internet is summarised in the tables below which provides breakdowns by
District, area, sector and business size. It can be seen that use is high in South
Lakeland and in the OAccommod ae effead of hoteld
and guest houses now being widely attuned to internet marketing. Sectorally,
construction appears to be somewhat of
course, likely to have company websites but it is intermediate-sized ones, those with
between 11 and 99 staff, which are most likely to take internet orders i again,
however, this is the size band into which many hotels and guest houses fit and it
seems likely that this is reflected in this statistic:

Table 3.6: Use of the internet; percentages

Barrow-

f ood

Total Allerdale in- Carlisle Copeland Eden =oflily Urban Rural
Lakeland
Furness
C'vg‘é‘;t"e"v” business 58 53 58 61 54 54 65 59 | 57
Have an entry on a
general website for the 52 51 48 49 57 53 55 52 53
area or industry
Make business
purchases via the 55 52 45 56 57 53 62 51 63
internet
Unweighted sample bases 2020 342 230 394 252 304 498 1341 676
JaKe cusiomerorders | 35 33 30 34 31 35 42 34 | 38
E}?ﬂ:{gfggg’f‘?ﬂﬁf) bases 1686 279 180 332 202 268 425 1082 602
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Have own business | 5, | g7 | 33 | 55 | 66 | 62 | 68 | 66 | 77 | 73 | 60 | 57 | 45
website
Have an entry on a
general website for 36 48 43 41 62 59 55 60 65 55 57 58 44
the area or industry
Make business
purchases via the 56 58 47 46 62 57 23 67 47 65 52 52 53
internet
ggs"gghted sample 95 124 | 186 | 388 | 253 | 142 39 320 29 102 | 181 65 96
Take customer
orders via the 27 46 19 33 49 45 28 36 0 39 22 31 28
internet
Unweighted sample
bases (private sector 91 122 182 351 247 130 36 295 2 68 69 41 52
only)

Have own business

17 10

staff

11-24
staff

25-99
staff

100+ staff

Sole trader

Any

employees

(private sector only)

website 35 75 84 93 47 63
Have an entry on a

general website for 51 60 63 48 49 54
the area or industry

Make business

purchases via the 55 54 53 59 59 54
internet

Unweighted sample bases 1363 387 226 44 469 1551
Take customer

orders via the 34 43 47 35 29 38
internet

Unweighted sample bases 1207 201 159 29 431 1255
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3.5 Broadband speeds
Most respondents (96%) gave a view on the sufficiency of broadband speeds.
Overall, around 1 in 8 (12%) said they did not need broadband at all.

Two-thirds of businesses (65%) needed broadband and reported its speed as
adequate.

Around one in five respondents (19%) expressed a need for higher speed broadband.
This proportion is higher amongst businesses in Copeland (25%) and it is significantly
higher in rural areas than in urban areas (26%, compared with 16%).

Business location might be expected to be the main determinant of insufficient
broadband speed. However, certain types of business may require faster speeds
simply because they are particularly reliant on the internet. The survey showed higher
proportions of businesses than average needing faster broadband in primary (34%),
accommodation and food services (22%) and business and technical services (22%)
sectors. However, sectoral differences are not great and mostly not statistically
significant.

Table 3.7: Satisfaction with broadband; percentages

EEE South
Total Allerdale in- Carlisle Copeland Eden Urban Rural
Lakeland

Furness
Need broadband
and speed 65 63 67 65 58 66 67 67 60
adequate
Broadband not
needed 12 13 9 14 13 12 10 12 10
Need faster
broadband 19 18 18 18 25 19 20 16 26
g”""eighted sample 2020 342 230 394 252 304 498 1341 676

ases
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and speed 53 61 70 60 62 61 58 68 77 79 68 54 60
adequate
Broadband not
needed 10 14 8 17 13 12 14 8 7 6 7 15 18
Need faster

34 20 17 16 22 23 23 22 16 13 20 18 15

broadband

Unweighted sample
bases

95

124

186

388

253

142

39

320

29

102

181

65

96

Compared with 2007 there would seem to are lower levels of satisfaction with internet
connection speeds. Of those with a broadband internet connection two years ago,
89% felt that the connection speed was sufficient compared with 61% this year.
Despite improvements in technology and the more extensive roll-out of broadband,
satisfaction levels have not improved. This may reflect the greater numbers of users
and rising expectations of broadband services.

While broadband speed is, as above, an issue for a significant minority of Cumbria
businesses, this is not the case for larger operations in Cumbria which have used their
internal technical resources and, sometimes, dedicated networks to ensure that inter-
plant communications within corporate enterprises are fully functional.
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4 The Business Environment

4.1 Keyissues

As with markets, the survey revealed a very significant degree of local purchasing, but
not to the same extent as local sales. This discrepancy would be expected in most
local economies since sales to domestic customers or tourists cannot, of course, be
replicated in purchases. 56% of purchases are from Cumbria suppliers and only 6%
are directly purchased from overseas. However, these statistics are ambiguous since
global patterns of production ensure that many products bought from local distributors
are actually made overseas. It is difficult for any general survey, and this one is no
exception, to understand the extent to which a local economy is able to supply the
needs of its own businesses for goods and services.

When the survey turned to examine key measures of inputs to, and outputs from,
Cumbria business, the effects of recession were evident. More businesses said
domestic orders, volume of output, profit margins, and cash reserves had declined
than said they had increased. Moreover, more said staff costs and prices charged to
customers had risen than said they had fallen. The impression is of businesses
struggling in difficult conditions but not necessarily able to control some costs 1 and
having to charge higher prices even in difficult markets.

The most obviously pressed sector was construction in which much higher proportions
of businesses saw decreases than saw increases in orders, output, and margins.
Prices charged in this sector had more often decreased, but even in these conditions,
more businesses reported higher staff costs than reported reductions.

For the future, however, expectations are more positive, with more businesses
expecting these various indicators to show growth than decline over the next year.
However, construction remains the most gloomy sector. Though building firms expect
business conditions to improve, they remain negative on balance about margins and
cashflow.

When business costs were examined in more detail, almost all businesses reported
some increases with more than half reporting increases in energy, prices of materials
and services, and transport costs. Manufacturing, construction, and tourism
businesses were particularly likely to report cost increases. Generally, it seems that
recession has affected sales and output in the county, but has not had deflationary
effects on some key business costs.

Reflecting the reasonably positive business expectations noted above, more

businesses were positive about investment in the next 12 months than negative. The

O6net positived figures wer e, however, hi gher
development, training, and product development than for (perhaps more expensive)

investment in buildings and capital equipment. The manufacturing sector was
particularly positive in a number of these areas (excluding only investment in property)

but construction, no doubt chastened by its recent problems, remains the least positive

sector.
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Recession also had impacts on financial aspects of Cumbria business operations.
42% of businesses reported increased price competition and 41% saw customer
pressure on prices (though, as above, more businesses said they had actually
increased their prices than said they had reduced them). 32% had seen slow payment
from customers (with particularly frequent delays in manufacturing and construction)
and 24% had seen greater stringency from their bank (compared with only 11% who
reported increased bank supportiveness). Only 10% of businesses reported that their
staff had been willing to accept wage reductions or freezes.

When asked about other barriers to business performance, transport issues were most
frequently identified 7 parking, road access and congestion being the most important
aspects of the issue. Local planning and development control and difficulties getting
skilled and committed staff represented a second level of constraint.

Difficulty related to staff accommodation was identified as a barrier to business
performance by 7% of businesses. The cost of accommodation (to buy and rent) was
more frequently the source of difficulty than availability as such.

Businesses were also specifically asked if their current sites and premises were a
constraint on the business. Very few businesses, only 3%, thought this was the case.

The survey also investigated the effect of macro-economic or national factors as a

business constraint. As is frequently the case, legislation and red tape (a barrier for

51% of businesses) was the most frequent, followed by business rates (40%), the

value of the pound (35%), and interest rates (33%). Distance from markets, a frequent
concern of commentators on Cumbriads economic
barrier by only 10% of Cumbr i a hefach assséen e s s e s
earlier, that many Cumbr