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Foreword

Workspace is very pleased to have sponsored this valuable contribution to 

understanding the role of small businesses in driving economic growth in London. 

The statistics make stark reading; whilst the number of small businesses in the 

UK’s cities has grown by 43 per cent since the year 2000, the number of large 

businesses has fallen by 30 per cent.  As a result, in London, small businesses now 

account for 97 per cent of all businesses and 50 per cent of the Capital’s 3.4 million 

jobs.  

 

It is clear that it will be small businesses which lead the economy to new growth.  

It is also clear that small business growth policy formulation by both national and 

local government needs to be far more targeted to produce the required results.  

Our regular customer and market research tells us that London’s small businesses 

want occupational flexibility, business networking opportunities and high quality 

and reliable telecommunication services.  These are not within direct remit of the 

public sector. 

We, at Workspace, are in the privileged position of being at the heart of the 

strongest and fastest growing business sector in the UK. The policy challenge 

is how to engage with the private sector to develop policies to promote small 

business growth.

Jamie Hopkins

Chief Executive

Workspace
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Executive summary

National and local government are increasingly focused on growing levels of 

enterprise to support economic growth, but current policies are often too generic  

to be fully effective.  They fail to reflect two important issues: first, only a small 

proportion of firms will be responsible for a significant share of employment growth 

and second, business decisions are influenced by the location of other firms.  Unless 

policies reflect this, they are unlikely to achieve the growth in enterprise for which the 

government is hoping.

This report investigates how enterprise policy needs to change by analysing the 

role small firms play in the city with the highest start-up rate in the UK and the most 

high growth firms - London.1  It reviews the implications of the composition and 

geography of London’s small business base for enterprise policy, not just in London 

but also in other city economies.

The report finds that small firms, with fewer than 50 employees, have played an 

increasingly important role in city economies across the UK over the past decade.  

On average, small firms accounted for 96 per cent of all businesses and just over half 

of all jobs in UK cities in 2010.  In London, small firms accounted for 97 per cent of 

businesses and half of the city’s 3.4 million jobs.  

Specific findings include:

 Business density in London is highest in the city’s core because of the benefits 

firms derive from being located close together.  In 2010 the City of London 

housed on average 26 small firms in a parcel of land the size of a football pitch.  

In Barking and Dagenham the same area of land housed less than one small 

firm on average.  

 Small firms that need to be near local consumers (small B2C firms) are spread 

across London matching the geography of their customer base.  These firms 

account for 82 per cent of London’s small firm base.

 Small firms trading with other firms in London, nationally and internationally 

(small B2B firms), are concentrated in two areas: London’s core and to the 

west, near Heathrow and national motorway links.  These firms account for just 

18 per cent of all London’s small firms but have the greatest potential to make 

a significant contribution to future jobs growth.

The popularity of the central core of the city has grown, leading to the city 

centre expanding into former ‘fringe’ areas.  There is also pressure to convert 

commercial space into high value residential space in these areas.

The report also finds that generic enterprise policies are unlikely to support business 

growth in London because they do not reflect the significant differences in location 

and type of business across the capital.  

The challenge for policy makers is to respond to this varying geography and firm 

type, and proactively manage competing demands for residential and commercial 

1 Swinney P & Smith R (2012) Open for business: the shape of business, enterprise and entrepreneurship across the UK’s cities London: 

Centre for Cities and Swinney P et al (2010) Firm Intentions: cities, private sector jobs and the Coalition London: Centre for Cities
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space across London while supporting the provision of a business environment which 

enables the highest growth potential small B2B firms to locate in London’s core.

The report highlights three ways policymakers can support higher levels of enterprise 

and economic growth by responding better to the different needs of small firms and 

the importance of location.  

First, national and London-based policymakers should prioritise policies 

which improve the business environment for small B2B firms.  This means 

targeting London’s core and authorities in the west, where the majority of these firms 

are concentrated: 

Recommendation 1: Public sector bodies with property assets in central 

and western local authorities should work with business accommodation and 

service providers to review their property assets and ensure appropriate spare 

buildings and space are made available to small firms.  

Recommendation 2: Local authorities in London’s core and to the west 

should seek to safeguard business accommodation occupied by small firms.  

Recommendation 3: The Greater London Authority should use ‘super-

connected cities’ funding to prioritise the provision of ultra-fast broadband and 

services to commercial property suitable for small firms in the west as well as 

in central London and its fringes.

Recommendation 4: Improve procurement practices to put firms of all sizes 

on a level playing field.  Rolling out CompeteFor across all tiers of Government 

is an excellent way to do this.

Second, in places where the business base is large but predominantly 

made up of small B2C firms, a different approach is needed.  This means:

Recommendation 5: Strike a balance between policies which directly seek 

to improve the business environment for small B2C firms and quality of place 

policies such as housing, public realm improvements and crime reduction 

schemes.

Recommendation 6: Remove unnecessary regulations which hamper small 

B2C firms by, for example, learning from the experiences of the two Local 

Enterprise Partnerships working with the Better Regulation Delivery Office.

Recommendation 7: Adopt a varied approach to planning, allowing 

commercial developments in areas which are becoming part of the core’s 

fringe area.

Third, for the group of local authorities in London where the business base 

is relatively small, the following approach should be taken:

Recommendation 8: Adopt flexible policies which focus on improving quality 

of place and supporting business where there is growth potential.  This will 

help maintain the local customer base small B2C firms rely on and reflects the 

primary role these places perform in the London economy. 



Introduction 

The importance of small enterprises to the recovery has been widely discussed.  

Much emphasis has been placed on the importance of small firms, those employing 

fewer than 50 people.  Some commentators highlight the volume of small businesses 

– small firms account for 96 per cent of firms and 52 per cent of jobs in the UK’s 

cities.  Others emphasise the dynamism, resilience and adaptability of small firms2 

or highlight that large innovative firms such as Google or Facebook were originally 

founded as small firms by university students.3 

In recognition of their importance, the calls for more support for small firms have been 

considerable.  The Government responded with its Plan for Growth, which aims to make 

the UK “one of the best places in Europe to start, finance and grow a business”.4

However, while there is much to commend in the Plan for Growth, it and other 

enterprise policies fail to sufficiently consider two key traits of the small firm business 

base.  First, it is likely that only a small proportion of the UK’s small businesses will 

drive future employment growth – just six per cent of all the UK’s firms generated 

half of the net new jobs created between 2005 and 2008 and 84 per cent of these 

employed 10 to 49 people.5 Second, whilst location is a critical factor influencing 

where a business is based, policy is not currently tailored to take account of this.  

The report sets out how policy can be improved to better take account of these two 

factors, both to support the small business base and to enable more small firms to grow.  

The report looks first at the role of small firms in city economies across the UK, 

examining specifically their role now and how this has changed over the last decade.  

Second, it takes a more detailed look at London, which has the largest number of 

businesses of all UK cities as well as the highest number of start-ups,6 to understand 

the impact that geography has on small business.  The number of local authorities 

that make up London allows us to conduct a much more detailed analysis of 

business location decisions than would be possible in other cities.  Finally, the report 

considers the implications for enterprise policy and makes recommendations in light 

of this. 

Clearly many factors influence small firms’ ability to grow – ranging from the state 

of the national and global economy to the quality of a firm’s management and 

workforce.  To respond to this Government has already implemented, or is planning 

to introduce, a range of different policies such as creating more favourable tax 

conditions, improving access to finance and credit, improving access to business 

mentors, and supporting workforce skills development.  

There is also a set of policies that need to be reviewed to ensure they are not 

hampering the growth of small firms. For example, the Chancellor announced in 

his 2012 Autumn Statement that a grace period on Empty Property Rates would be 

2. ‘See for example UK Economy: Dolphin T (2012 ) SME’s Key To Economic Recovery Institute for Public Policy Research

3. See for example ‘Big and clever’, December 11th 2011, Economist, http://www.economist.com/node/21541826

4. HM Treasury & Department for Business Innovation and Skills (2011) The Plan for Growth London: HM Treasury

5. Anyadike-Danes M et al (2010) Measuring business growth high growth firms and their contribution to employment in the UK London: NESTA
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granted on newly completed buildings. The Government should consider extending 

this to cover existing buildings converted to small business space. 

There are also policies that do not apply to London, such as the National Insurance 

holiday for new businesses on their first ten employees, that should be reviewed and, 

if appropriate, amended to include businesses based in London. While all of these 

wider factors and policies are important they are outside the remit of this report.

“Whilst 

location is a 
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influencing 

where a 

business is 

based, policy is 

not currently 

tailored to take 

account of this”



1.  Small firms in city economies 

Small firms are increasingly important to city economies.  Since 2000 

the number of small firms in UK cities has grown by 43 per cent, from 691,800 to 

992,000.  In contrast, the number of medium-sized firms increased by just four per 

cent and the number of large firms actually declined by 30 per cent.  This meant that 

by 2010, 96 per cent of private sector firms were small in size.  This change is also 

reflected in a reduction in average firm size – in 2000, the average firm in the UK’s 

cities employed 15 people; by 2010 this had reduced to 10 people.

Small firms also provide more jobs than they did a decade ago.  Over the past 

decade, despite the number of private sector jobs in the UK’s cities shrinking by two 

per cent, the number provided by small firms actually grew by 10 per cent.  This meant 

that by 2010 they provided just over half of all private sector jobs in the UK’s cities – a 

six percentage point increase.

But the recession hit small firms hard.  From 2008 to 2010, the number of small 

firms in city economies fell by 10 per cent.  In contrast, the experiences of medium and 

large firms were slightly more positive; these businesses experienced smaller declines 

of four per cent and six per cent, respectively. 

Jobs growth is driven by a relatively small number of firms.  Research by 

NESTA showed that just six per cent of all the UK’s firms generated just over half of the 

2.4 million net new jobs created by existing firms between 2005 and 2008.7 Of these 

‘high growth’ firms, 84 per cent (or 9,700 firms) employed 10 to 50 people and together 

they accounted for 32 per cent of the new jobs created (or 337,900 jobs) by high growth 

firms during this three-year period.8 High growth firms also contribute to productivity 

7. NESTA (2009) The vital 6 per cent: How high-growth innovative businesses generate jobs and prosperity London: NESTA The study 

looked at survivor firms with at least 10 employees

8. Anyadike-Danes M et al (2010) Measuring business growth high growth firms and their contribution to employment in the UK London: 

NESTA
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Figure 1: The changing make-up of the business base, 2000-2010

Source: TBR Observatories, 2000 and 2010 data
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improvements by ensuring that the resources of displaced weaker firms are utilised by 

more successful firms.9 

Box 1: Estimating the number of small firms and the jobs they provide

Small firms are defined as those with fewer than 50 employees.10

A dataset provided by TBR Observatories, which we utilise throughout this paper 

unless referenced otherwise, provides this breakdown.  This allows examination of 

the number of small firms and the number of people they employ at different points in 

time.  TBR data may provide different estimates to other publically available datasets.  

A key reason for this is that the TBR data captures some of the smallest firms often 

not picked up in other datasets.

The data also provide a snapshot of the smaller firm population at different points in 

time, allowing us to examine changes in the size and make-up of the business base.  

It does not, however, track the growth and decline of specific businesses.  

Box 2: What is a high growth firm?

There a number of ways in which high growth firms can be defined.  The most 

commonly used definition, provided by the OECD, is “an enterprise with average 

annualised growth greater than 20 per cent per annum over a three year period.  

Growth can be measured by the number of employees or sales”11 although the 

research referred to in this paper looks at employment growth.

This definition is applied to firms with more than 10 employees.  This is because 

looking at the growth of firms with very few employees can be misleading.  For 

example, an owner-manager taking on his or her first employee would be recorded as 

having grown by 100 per cent.  

This means it is likely that only a subset of small firms will drive future jobs 

growth.  Previous research analysed small and medium-sized firms and found that, 

although 80 per cent intended to grow over the next three years, just 19 per cent had 

actually experienced employment growth over the previous three years.12 

Three factors are likely to explain this finding.  First, not all firms aspire to grow.  Some 

enjoy the non-financial benefits of being ‘their own boss’, and do not wish to be 

responsible for employees.  Others feel the business is unable to grow based on an 

analysis of its prospects, or are focused on survival.13

Second, although many do aspire to grow, the ‘economic climate’, which includes 

the impact of the recession, and the “actions of customers” clearly affect their 

businesses performance.14

9. Mason G et al (2009) Business growth and innovation the wider impact of rapidly-growing firms in UK city-regions London: NESTA

10. See: http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm 

11. OECD (2007) Eurostat-OECD Manual on Business Demography Statistics Paris: OECD Publishing

12. TBR Observatories et al ((2012) Business growth ambitions amongst SMEs London: Department for Business Innovation and Skills 

13. This analysis defines ‘no growth firms’ as those with lower or static levels of turnover compared with three years ago.  This is 

a tighter definition than one based on employment change as many firms achieved turnover growth without taking on more staff.  

Nevertheless 61 per cent of firms still fell into this category.

14. TBR Observatories et al ((2012) Business growth ambitions amongst SMEs London: Department for Business Innovation and Skills



Third, the size of the target market will also govern future growth.  The majority of small 

firms tend to serve customers within their vicinity.  Although significant employment 

growth is possible – by opening a chain of enterprises this type of firm may achieve 

high growth status, for example – on the whole growth is likely to be constrained by the 

size of their local market.  

Implications for policy

Identifying and targeting public sector support towards high growth small firms, or 

those with the potential to become high growth, will always be challenging and costly.  

Even if support could be perfectly targeted, it is likely that only a small proportion of this 

subset would achieve ‘high growth’ status.  

If the goal of enterprise policy is to encourage employment growth then it 

should principally focus on providing a positive business environment for 

small firms not limited to selling their goods or services to their local area 

i.e. small firms that could sell to customers on a regional, national and international 

scale.  Studies, for example a report by Experian, suggest that firms engaged in 

international activity had greater growth potential.15

To understand what these insights might mean in a city context, the next chapter 

looks in detail at the size, make-up and geographical spread of London’s business 

base, paying particular attention to small business to consumer (B2C) and business to 

business (B2B) firms (see Box 3 for a definition of both types).  We focus on London 

because a) the city houses many of the nation’s small B2B firms – those with the 

greatest potential to become high growth firms – and b) it is the largest city in the UK, 

making the spatial footprint of the business base extensive.  

Box 3: Defining ‘business to consumer’ and ‘business to business’ firms

Typically businesses that serve local markets only are customer facing.  For 

this reason we describe them here as B2C businesses.16 Businesses that sell 

to customers on a regional, national or international scale tend to, although not 

exclusively, sell to other businesses.  For this reason we refer to these firms as B2B.17 

‘Business to consumer’ (B2C) firms predominantly provide local consumer 

markets with goods and services.  Examples of small B2C firms include a newsagent 

selling papers, magazines and basic perishable goods to local residents or a café 

selling lunchtime foodstuffs to nearby workers and residents.  Large firms can also 

be locally focused – a large city centre restaurant, for example, will cater for residents, 

workers and tourists.  

‘Business to business’ (B2B) firms tend to sell goods and services that can be 

purchased by firms located not only within their own city but also in other cities both 

nationally and internationally.  As with B2C firms, B2B firms can be either small or 

15. A study by Experian found that high growth SMEs were, amongst other things, more likely to be small firms (5-49 employees) and 

involved in international activity.  Experian (2010) Tomorrow’s champions: finding the small business engines for economic growth 

Nottingham: Experian

16. Academics call this category of firm ‘non-tradables’.  In Open for Business we described them as ‘local-facing’.

17. Other phrases used to describe this category of firms include ‘tradables’ and ‘externally focused’ businesses.

“The majority 

of small firms 

tend to serve 

customers 

within their 

vicinity”



large.  Producers of manufactured goods such as computer components would be 

included in this category, as would insurance and pension companies providing their 

services to other firms nationally and globally.

These B2B businesses tend to be more productive than B2C businesses.  A study of 

American firms of all sizes found that value added per person in B2B firms in 2008 

was around $120,000 per job, compared with $80,000 for B2C firms.18 

For this research we have defined B2C and small B2B firms using Standard Industrial 

Classification (SIC) Codes.  A full list of how each sector has been allocated can be 

found in an online appendix: www.centreforcities.org/openforbusiness.  The definitions 

we have used are based on the markets firms serve, not their supply chains.  

It should be noted that while the examples given above are clear cut, data limitations 

mean that in some cases it is challenging to define B2C and B2B firms using SIC 

Codes.  For example, some accountancy businesses may only serve the local 

business base, whereas others may have a national or international reach.

18. Spence M & Hlatshwayo S (2011) The evolving structure of the US economy and the employment challenge Working paper, New 

York: Council on Foreign Relations.  Note: the study looked at firms of all sizes
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2.  Small firms in London

London is the UK’s most enterprising economy.  As we showed in Open for 
Business, the city is an excellent business location with a start-up rate in 2010 of 65 

new businesses per 10,000 population, compared with the UK average of 38.19 

Small firms have become increasingly important to London’s economy.  

Between 2000 and 2010 the share of the business base accounted for by small 

firms grew by two percentage points to 97 per cent of the total business stock.  This 

meant that in 2010 there were 337,800 small firms in London.  The share of jobs that 

small firms accounted for also grew, by six percentage points over the same period, 

meaning that by 2010, half of London jobs were in small firms.  

Box 4: Using the Primary Urban Area definition for London

The analysis in this paper uses data for Primary Urban Areas (PUAs), a city-level 

definition used by the Department for Communities and Local Government in the 

State of the English Cities report.  PUAs are an aggregate of local authorities that 

make up the ‘built-up’ area of a city, defined as having a population of 125,000 or 

more.  This is the primary unit of analysis used in Centre for Cities’ research.  

The PUA definition of London used throughout covers 46 local authority districts, 

which is more extensive than the 33 local authorities that make up Greater London.  

A reference map with the names of the local authorities in the London PUA can be 

found in Annex A.

Further information can be found at: http://www.centreforcities.org/puas

Central London is the ‘core’ of the city’s economy.  As Figure 2 shows, businesses 

are concentrated in central locations such as Westminster, Camden and Islington.  Here 

the ‘core’ refers to the Central Activities Zone (CAZ), which comprises the inner parts of 

central London local authorities but also fringe areas – the places adjacent to the CAZ but 

also in inner London local authorities.20 In contrast, business density is considerably lower 

in places towards the outskirts of the city, such as Epping Forest and Havering.  

The benefits of proximity or ‘agglomeration’ explain why central London is 

the heart of the city’s economy.  This term refers to the benefits firms derive from 

being near to one another.  As Box 5 explains, these benefits include the ability to 

access highly skilled labour and share knowledge and ideas face-to-face.  

London’s core is also the ‘location of choice’ for many small firms.  

Illustrating this, the City of London had the highest density of small firms in 2010, 

housing on average 26 small firms in every parcel of land the size of a football pitch.  

In contrast, in Barking and Dagenham, towards the outskirts of London, the same 

area of land housed less than one smaller firm on average.21

19. Swinney P & Smith R (2012) Open for business: the shape of business, enterprise and entrepreneurship across the UK’s cities 

London: Centre for Cities

20. See Greater London Authority (2011)  London Plan: spatial development strategy for Greater London London: Greater London 

Authority for a definition of the Central Activities Zone

21. TBR Observatories 2010 data and Census 2001 data
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“Agglomeration 
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Clearly agglomeration effects – excellent transport links and the potential for face-to-

face contact, for example – have made London’s core the best place for many small 

firms to do business.

Box 5: What are ‘agglomeration effects’?

‘Agglomeration effects’ describe the benefits firms draw from being located near to 

one another.  There are three main benefits: 

 Matching: Access to a wide pool of highly skilled labour makes it more likely 

that business can find employees with the specific skill set they require.  

Similar matching benefits occur between suppliers and buyers.  

 Knowledge sharing: Opportunities for face-to-face contact help diffuse 

knowledge and skills.  With many firms nearby, workers find it easier to 

switch jobs, taking their knowledge and skills with them.  

 Shared resources: Access to shared resources such as transport 

infrastructure and educational facilities.  Access to a shared labour pool also 

helps firms specialise.  

There are also disadvantages associated with agglomeration, which can include:

High rents: If demand for business accommodation is not matched by an 

increase in supply, prices will go up.  Similarly, if workers are attracted to 

a city because of the volume and quality of jobs on offer and the supply of 

housing does not increase, prices can rise.

Congestion: As more and more businesses are drawn into a small area, 

congestion, which costs both business and workers time and money, can 

become a problem.  

Total business 

density per 

hectare

0.1 - 1.0

1.1 - 2.0

2.1 - 5.0

5.1 - 12.0

12.1 - 45.0

Source: Contains Ordnance Survey data © Crown copyright and database right 2012, TBR Observatories, 2010 data and Census 

2001 data

Figure 2: Total business density in London
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Positively, the importance of the CAZ is recognised in the Mayor’s strategic 

documents.22 More specifically, the London Plan states that “in appropriate 

parts of the CAZ and the related area in the north of the Isle of Dogs, ensure that 

development of office provision is not strategically constrained.”23

Why do London’s small firms locate where they do?

Small B2C firms benefit less from clustering

82 per cent of small firms in London are B2C firms.  This type of small 

firm provides essential goods and services to local consumers and includes local 

convenience stores, hairdressers, restaurants, coffee shops and estate agents.

As, by definition, these small firms sell their goods and services primarily to local 

customer markets, being near to consumers who are not already served by rivals is 

critical and outweighs other benefits associated with clustering in one area, such as 

access to a large pool of labour and opportunities for knowledge sharing.  

As local consumers can be found right across London, so too can small B2C 

firms. In 2010 the local authority with the highest small firm density was the City of 

London (40.4 small firms per hectare) while Epping Forest had the lowest (0.1) resulting 

in a difference of 40.4 small firms per hectare. For small B2C firms this difference 

narrows to 26.8, demonstrating that small B2C firms are more spread out across London. 

Unsurprisingly, locations with larger consumer markets, and particularly 

with larger daytime populations, support more small B2C firms.  As Figure 3 

22. Greater London Authority (2010) The Mayor’s economic development strategy for London and (2011) London Plan: spatial 

development strategy for Greater London London: Greater London Authority

23. Greater London Authority (2011) London Plan: spatial development strategy for Greater London London: Greater London Authority
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Source: TBR Observatories and London Datastore, 2010 data. Note data is only available for 33 London boroughs

Figure 3: Daytime population and small B2C firms, 2010
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shows, Camden, with one of the largest daytime populations, made up of residents, 

workers and tourists, houses just over 15,500 small B2C firms.  Harrow, on the other 

hand, has a daytime population less than half the size of Camden’s and, as a result, 

the size of the small B2C firm base is also less than half as large.

Not all locations fit the model.  Barnet stands out as having a higher than expected 

number of small B2C firms compared with its daytime population.  The reasons 

for this are unclear but may have something to do with the high levels of self-

employment.  In Barnet, 22 per cent of the working age population was self-employed 

in 2010, six percentage points above the London average.24

The variation in tastes and the types of goods that local consumers 

demand means that the type and nature of small B2C firms varies across 

London too.  Box 6 illustrates how the size and tastes of customer markets in the 

Royal Borough of Kensington and Chelsea differ from those in Lewisham and how this 

influences the size and structure of the small B2C firm base.

  

Box 6: Small B2C firms in the Royal Borough of Kensington and Chelsea 

and Lewisham 

86 per cent of small firms in both the Royal Borough of Kensington and Chelsea 

(RBKC) and Lewisham are B2C focused, which is a high share relative to other local 

authorities in London.  Yet despite having the same proportion of small B2C firms, the 

volume and profile of customers is quite different in the two areas.

The Royal Borough of Kensington and Chelsea

With a daytime population of 274,800 people, the customer base in the RBKC is large 

enough to support 7,700 small B2C firms.  

In the RBKC, small B2C firms serve high income customers (see key statistics below).  

They also serve visitors who are drawn to attractions such as the Natural History, 

Science and Victoria and Albert Museums, as well as famous shopping destinations 

such as Portobello Market, which offers antique, fashion and food stalls, and 

Knightsbridge, which houses high-end stores such as Harrods.  

As a result, many of the RBKC’s small firms are engaged in retail activities, much of which 

is high-end luxury retail.  Research on Kensington High Street, one of the area’s primary 

retail zones, found that 22 per cent of small shops cater for the higher end of the market, a 

figure that rises to 52 per cent on some of the more exclusive secondary shopping areas.  

A further 65 per cent cater for the middle of the market on the high street.25 

A large proportion of small firms in the RBKC are engaged in ‘other business 

activities’, which includes highly skilled occupations such as barristers, accountants 

and architects as well as some lower skilled activities such as cleaning.  The 

presence of luxury residential accommodation also means that many small B2C firms 

operate in the real estate industry.  

24. Annual Population Survey, 2010 data

25. Field research was conducted evaluating 70 shops in each of the Royal Borough of Kensington and Chelsea and Lewisham local 

authorities, in the primary and secondary retail areas defined by the local authorities’ core strategies.  



Lewisham 

Although Lewisham’s customer base is smaller than that of the RBKC, with a daytime 

population of 211,600, this is still sufficient to support 4,300 small B2C firms.

In Lewisham small B2C firms serve residents and workers on more modest wages 

and rates of deprivation in some parts of the local authority are comparatively 

high (see key statistics below).  There are fewer large visitor attractions in the local 

authority compared with the RBKC, although Goldsmiths, which is part of the 

University of London, draws in a student population.  

Like the RBKC a high proportion of small B2C firms in Lewisham are engaged in 

retail activities but they are more likely to be ‘mid-market’ and ‘value’ shops.  On 

Lewisham High Street these two categories make up 35 per cent and 65 per cent of 

small B2C firms respectively.  The range of shops includes value retail outlets such 

as ‘Style’ and ‘Fancy Footwear’, as well as low price food markets and newsagents.  

Fewer small firms are engaged in highly skilled ‘other business activities’ than in 

the RBKC.  

Key statistics RBKC Lewisham

Resident based wages N/A £25,100

Workplace based wages £27,600 £22,900

Daytime population  274,800 211,600

Mean house price £1.3m £269,200

Deprivation (1=most deprived) 98th 16th

Small B2C firms 7,700 4,300

“Like the 

RBKC a high 

proportion of 

B2C small firms 

in Lewisham 

are engaged in 

retail activities”

Figure 4: The make-up of the small B2C firm base, 2010

Source: Annual Survey of Hours and Earnings, resident and workplace based analysis, median annual earnings, 2011 data 

(RBKC resident based wage data is not available for 2011) London Data Store, 2010 data, Department for Communities and 

Local Government (house prices calculated as an average across four quarters), 2010/11 data. Rank of average rank for local 

authorities where 1=most deprived, 326 = least deprived, 2010 data and TBR Observatories, 2010 data.
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“Small B2B 

firms are 

mainly located 

in London’s 

core and to the 

west”

Small B2B firms benefit more from clustering

18 per cent of London’s small firms are B2B focused, meaning they sell their 

goods and services to other businesses within London but also to firms nationally and 

internationally. As set out in Box 3 earlier, because these small firms are relatively 

productive and have access to large national and international markets, they have the 

greatest potential to become high growth firms. 

 

Box 7: Small B2B firms

The majority of small B2B firms are in the service sector, which includes financial 

intermediation and ‘other business activities’ such as accountancy, management 

activities, urban planning and advertising.  These firms make up 12 per cent of 

London’s small business base.

Manufacturing small B2B firms constitute just six per cent of the London business 

base and as a result this report concentrates on the 12 per cent of small firms which 

are B2B focused and operate in the service sector.  

Small B2B firms are mainly located in London’s core and to the west.  

Figure 5 shows that the areas where small B2B firms make up a higher share of 

the total small firm stock than the London average of 12 per cent, shaded blue, are 

located either in the core or in west London.26  By contrast, places such as Havering 

and Barking and Dagenham on the eastern outskirts of London have a below average 

share of small B2B firms.  This has important implications for the Mayor of London’s 

goal to achieve social and economic convergence27 between the relatively deprived 

east of London and the west of London.

Figure 5: Location quotient comparing the share of small B2B service 

sector firms to the London average, 201028

26. In line with our findings, a study of businesses in London found high growth firms of all sizes to be concentrated in central and 

western London boroughs.  See Anyadike-Dames M et al (2010) Business demography and firm performance in London: 1889-2008 

Aston: Aston University

27. Greater London Authority (2011) London Plan spatial development strategy for Greater London London: Greater London Authority

28. A location quotient measures the concentration of small firms in B2B service sectors compared with the London PUA average.  

Local authorities with a value above one contain more B2B service sector small firms than the London average whilst those with a 

value below one contain fewer than average.  
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Source: Contains Ordnance Survey data © Crown copyright and database right 2012 , TBR Observatories, 2010 data



Small B2B firms benefit more from agglomeration effects than small B2C 

firms, whose location choices are primarily driven by where their consumer markets 

are.  This is why small B2B firms are concentrated in London’s core – similar to the 

footprint of the total business base - while small B2C firms are more evenly spread 

across London. Small B2B firms based in west London also benefit from being 

in close proximity to other firms such as Cisco and IBM, which are located at the 

Bedfont Lakes Business Park in Hounslow.

One reason why small B2B firms benefit from the agglomeration effects in 

London’s core is because they tend to be knowledge intensive.  As Figure 6 

shows, the share of workers that are highly skilled tends to be larger in places with a larger 

share of small B2B service sector firms.29 This indicates that these B2B firms are likely to 

be relatively knowledge intensive and can benefit from the knowledge spillovers (see Box 

5) which arise from the concentration of economic activity in London’s core.  

Furthermore, because they are knowledge intensive, access to skilled workers 

is important and excellent transport links in central London facilitate this.  

Small firms need to be located near to good transport links so they can attract and retain 

highly skilled workers who do not live locally.  Box 8 illustrates this.

Transport links are also valuable as they allow small B2B firms to 

reach national and international customers.  The M3, M4, M40 and the M1 

motorways, as well as Heathrow and Luton airports, are all located out towards the 

west and north west of London.  This is another reason why small B2B firms are over-

represented in west London locations such as Hounslow.

29. The correlation between the share of highly skilled workers and small B2B firms is 0.6, while the correlation between this and the 

share of small B2C firms is -0.5.

“Small B2B 
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Figure 6: Share of highly skilled workers and the proportion of 

small B2B service sector firms, 2010



Box 8: Small B2B firms require access to skilled workers

Public Transport Accessibility Levels are a key locational determinant for the business 

accommodation provided by Workspace.  A survey of their customers found that ‘good 

transport links (e.g. roads, rail and airport)’ were the second most important factor 

determining their location decision.  This was because half of employees working in 

office or studio accommodation were travelling in from at least five miles away, and a 

quarter from over 10 miles away.30 

Box 9 looks in detail at the importance of location for small B2B firms housed in 

Hounslow and Westminster.  

Box 9: Small B2B firms in Hounslow and Westminster 

Hounslow and Westminster local authorities are similar in that they both house a 

relatively large share of small B2B firms (15 per cent and 13 per cent respectively).  

The factors driving location decisions in these places are very different however.

Hounslow

Strong national and international transport links are likely to be one of the main 

reasons that small B2B firms locate in Hounslow – 36 per cent are engaged 

in transport related activities.  Heathrow Airport is just seven miles away from 

Hounslow town and the M3, M4 and M40 motorways are nearby too.  In addition, 

the Piccadilly tube line and rail routes link the area to other parts of London, 

allowing firms to draw on the extensive pool of labour the capital offers.

Although business density in the local authority is relatively low, proximity to other 

firms is still likely to have played a role in the location choices of these small B2B 

firms. For example, global firms such as IBM are located in the area and some small 

firms will be in supply chains serving Heathrow Airport.

 

Westminster

For small B2B firms in Westminster, proximity to other firms conducting related 

activities is important as this facilitates knowledge spillovers.  61 per cent of 

small B2B firms and 56 per cent of medium and large B2B firms in Westminster 

are engaged in financial intermediation.  Seven of Insight’s Global 500 Company 

Headquarters – which includes BP and the Rio Tinto Group – are located in the area.31 

Small B2B firms in Westminster also benefit from London’s extensive public 

transport network, which allows them to draw on a wide pool of highly skilled 

labour.  Indeed, looking at commuting within London, only 10 per cent of people working 

in Westminster also live in the local authority.  Other workers travel in from nearby 

locations including Lambeth and Southwark but also more distant locations such as 

Barnet and Haringey in the North, Ealing to the West and Lewisham to the South.32 

30. Travel time data refers to businesses in office and studio accommodation.  Cambridge Economic Associates (2011) Workspace 

Group: Economic Impact Assessment Cambridge: Cambridge Economic Associates

31. City of Westminster (2011) City of Westminster Economic Report Local Economic Assessment Baseline Study London: City of Westminster

32. Annual Population Survey, 2004 data

“For small 

B2B firms in 

Westminster, 

proximity to 

other firms 

conducting 

related activities 

is important as 

this facilitates 

knowledge 

spillovers”



Key statistics Hounslow Westminster

Workplace based wages £29,000 £33,700

Small B2B firms 1,000 5,200

Total business density per hectare 1.2 17.9

Commuting in from London PUA 64 per cent 90 per cent

Other factors are also important:  Proximity to other firms is clearly an important 

factor determining small firms’ location choices, but other factors which influence 

location choices include:33

 Image of an area:  Some business owners prefer to set up in vibrant locations 

such as Shoreditch and Soho in London.

Location of the founder’s home:  For some people working only a short 

distance from their home is critical and some owner-employer firms may actually 

operate from home.  This is likely to be one of the reasons why many small firms 

chose to locate on the fringes of London’s core.

Availability of flexible and affordable business accommodation:  For 

small firms the cost of accommodation can make up a large share of their 

revenue so low cost space is important.  Flexible space is also key as they may 

need to up or down-size at short notice.

Local authority charges and business rates: Charges such as waste 

collection and environmental permits can have a significant impact on the cost 

of locating in a particular area for both small B2B and B2C firms.  

33. London Chambers of Commerce and Industry May/June Survey, Business Link ‘Choosing the right premises for your business’ and 

Cambridge Economic Associates (2011) Workspace Group Plc Economic Impact Assessment Cambridge: Cambridge Economic Associates

“For small 
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Figure 7: The make-up of the small B2B service sector firm base, 

2010
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Proximity to local services such as a bank or post office: For some small 

firms proximity to services like a bank to enable them to bank their takings each 

day is important.  

Delivery restrictions:  This is likely to be of most relevance to small firms such 

as a small grocery store which requires regular deliveries of stock.

Clustering:  Some small firms, mainly B2B, benefit from proximity to their 

competitors and peers. Others, mainly B2C, prefer to locate in areas where there 

is less direct competition to maxmise their share of the local consumer market. 

Characterising the footprint of London’s business base

The size and make-up of the business base varies across London:  Based on 

the analysis above London can be divided into four groups according to: 

 The current size of the total business base compared with the London average; 

 The current share of firms that are B2B and operating in the service sector 

compared with the London average.34

Figures 8 and 9 set out the different characteristics of the four groups, using these two 

criteria, and the local authorities which fall into each group.  In reality the footprint of 

London’s business base is more nuanced than presented here.  The data we use is 

at the local authority level and therefore masks differences in the size and make-up 

of the business base within different local authorities.  Not all of Tower Hamlets, for 

example, has the same business density as Canary Wharf.

Figure 8: The spatial footprint of London’s business base

34. Median size of the total business base = 6,150 firms and the average share of small firms that are B2B and operating in the 

service sector = 12 per cent

“The size and 

make-up of the 

business base 

varies across 

London”

Source: Contains Ordnance Survey data © Crown copyright and database right 2012 , TBR Observatories, 2010 data

Group A: large business base, high share of small B2B firms

Group B: large business base, low share of small B2B firms

Group C: small business base, low share of small B2B firms

Group D: small business base, high share of small B2B firms



Group A: Large business base and large share of small B2B firms

Local authorities in central London house many firms.  Westminster, for instance, housed 

41,200 firms in 2010, which was nearly seven times the size of the average business 

base in London’s local authorities.  Local authorities to the west also house many firms, 

although these places are less dense than their central London counterparts.  

While the business base is mainly made up of small firms (95 per cent) in Group A local 

authorities, it also houses the largest share of medium and large firms.  For example, 

nine per cent of firms in the City of London and five per cent in Tower Hamlets were 

medium and large, compared with the London average of three per cent.  

Local authorities in Group A also contain a higher than average share of small B2B 

firms operating in service sectors.  On average 15 per cent of small firms were of this 

type in Group A – rising to 30 per cent in the City of London – compared with the 

London average of 12 per cent.  

“Local 

authorities in 

central London 

house many 

firms”

Figure 9: Characterising London’s business base

Characterisation

Group

Size of 
the total 
business 

base

Share of 
small B2B 

service 
sector 
firms Local authorities

Group A Large Large City of London

Harrow

Hounslow

Islington

Richmond upon Thames

Southwark

Tower Hamlets

Westminster

Group B Large Small Barnet

Brent

Bromley

Camden

Croydon

Ealing

Enfield

Hackney

Hammersmith and Fulham

Hillingdon

Kensington and Chelsea

Lambeth

Merton

Redbridge

Wandsworth

Group C Small Small Barking and 

Dagenham

Bexley

Broxbourne

Dartford

Elmbridge

Epping Forest

Epsom and Ewell

Gravesham

Greenwich

Haringey

Havering

Lewisham

Newham

Sutton

Waltham Forest

Watford

Group D Small Large Dacorum

Kingston upon 

Thames

Mole Valley

Runnymede

Spelthorne

Three Rivers

Woking



Group B: Large business base and small share of small B2B firms

Local authorities in this group are concentrated on the periphery of London’s core as 

well as spreading out to the west.  They include places such as Barnet, Brent, Bromley 

and Croydon.  

The vast majority of firms in these local authorities are small (on average 97 per cent), 

and in Barnet, Harrow and Redbridge this rises to 99 per cent; just three per cent of 

firms are medium or large in these authorities.  

Small firms in these places are predominantly B2C focused, serving the needs of the local 

population.  As a result, a smaller than average share of small firms were B2B orientated.  

Group C: Small business base and small share of small B2B firms

This group of local authorities also has a comparatively small business base and 

includes places to the east, such as Barking and Dagenham and Greenwich and 

places to the south west such as Sutton.  

Because these places are primarily residential in function, the small firms located 

there are mainly B2C focused, serving the needs of the local population.  

Group D: Small business base and large share of small B2B firms

The six local authorities in this group are located on the outskirts of London.  As the 

business base is relatively small - on average 3,400 firms per local authority – these 

Group D areas have a higher than average share of B2B service sector small firms, 

although they are relatively few in number.  As shown in Figure 10, their key net 

contribution to the wider London economy is their supply of workers to businesses in 

Group A. 

Different places perform different roles

As Figure 10 shows, Groups A, B, C and D do not operate in isolation and are in fact 

dependent on one another, with each performing a different role within the London 

economy. For example, businesses located in Group A depend heavily on workers 

from Groups B and D.  Group A is the only group to draw in more workers than 

commute out, with the other three groups having smaller workforce populations than 

resident populations. 

The next chapter uses this typology to look at how London’s core has evolved over 

time, and considers the implications of this for the city’s small firms

“The six local 

authorities in 

Group D are 

located on the 

outskirts of 

London”



Figure 10:  Net flows of commuters between local authority groups, 

2004

Source: Annual Population Survey, 2004 data
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3. London’s core has been expanding

Strong demand for commercial space in London’s core means business 

density has increased over time.  As Figure 11 shows, total business density has 

increased most significantly in central London local authorities while outer London 

locations have seen comparatively slower growth.  

Illustrating this, the increase in total business density from 2000 to 2010 in Group A 

local authorities - where small B2B firms are concentrated - was 1.4 businesses per 

hectare, while the average increase in density in Group D local authorities - where the 

business base is relatively small - was just 0.1 businesses per hectare.

Figure 11: Change in total business density, 2000-2010

Source: Contains Ordnance Survey data © Crown copyright and database right 2012 , TBR Observatories, 2000 and 2010 data

High demand for space has also caused the Central Activities Zone (CAZ) 

to expand into once marginal fringe locations, mainly in Group A but also 

in some Group B locations.  Research has shown that, between 1998 and 2005, 

although the CAZ saw a seven per cent increase in employment levels, fringe areas 

actually experienced growth of 20 per cent.35  

More recent work also showed that office activity has been expanding beyond the 

central core to colonise new markets.36 Many of the fringe developments contributing 

to this have been in former industrial locations such as King’s Cross and Paddington.  

Elsewhere, the South Bank has become a popular business location. Similarly, the 

Tower Bridge Business Complex – formerly a biscuit factory – was renovated in 2002 

and has seen a 50 per cent increase in customers across a similar floorspace area. 

Strong demand also means the Complex is set for future expansion.37

35. GLA Economics (2008) London’s central business district: its global importance London: Greater London Authority

36. Ramidus Consulting and Roger Tym and Partners (2012) London Office Policy Review 2012 London: Greater London Authority

37. Cambridge Economic Associates (2012) Tower Bridge Business Complex economic impact assessment final report Cambridge: 

Cambridge Economic Associates

“High demand 

for space has 

also caused the 

CAZ to expand 

into once 

marginal fringe 

locations”

Change in total business 

density, 2000 to 2010 

(firms per hectare)

0.0 - 1.0

1.1 - 2.0

2.1 - 3.0

3.1 - 4.0

4.1 - 5.0

5.1 - 6.0

6.1 - 15.4



High rents are one reason why the CAZ is expanding.  High demand for space 

in places in the heart of Group A has contributed to higher rents. This is one of the 

reasons why some firms, both large and small, have chosen to locate in cheaper 

fringe locations.  In September 2012 prime rents were £95 per square foot in central 

locations such as Mayfair and St James’ and £80 per sqare foot in Soho.  In contrast 

prime rents in fringe areas such as Euston and Holborn were relatively lower at £55 

per square foot.38

‘Image’ is another reason why some firms have located in fringe areas.  The 

fashionable warehouse style space and the area’s creative culture are some of the 

oft-quoted reasons why the ‘Tech City’ area of Shoreditch and Old Street, on the 

fringes of the CAZ, has grown its business base.39 Some firms are even willing to pay 

more to locate in these vibrant areas.

There is also strong demand in the core for residential property.  Housing 

commands comparatively high values in central London – the average house price 

in Group A was £509,000 in 2011/1240 - making the conversion of commercial 

property to housing a very attractive proposition.  

Map A

Map B

38. GVA, prime rents, September 2012 data

39. See for example Savills Research (Spring 2012) London Occupier Focus: TMT  London: Savills; Whitehead R et al (2012) A tale of 

tech city: the future of inner east London’s digital economy London: Demos

40. Department for Communities and Local Government, Land Registry, mean annual house prices, 2011/12 data
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Figure 12: Office to residential conversion sites and office 

floorspace lost as a share of total office floorspace
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Source: Contains Ordnance Survey data © Crown copyright and database right 2012 , London Office Policy Review 2012, 2009 to 

2012 data.  Note: Data is provided for 33 London boroughs only.  A similar pattern was observed when looking at B1 floorspace losses



As Map A in Figure 12 shows, the majority of office to residential conversion sites

were in local authorities in London’s core - 40 per cent were in Group A and further

46 pecent in Group B. Westminster alone accounted for 18 per cent of conversion

sites. In places such as Lambeth and Westminster around three per cent of office

floorspace was lost as a share of total floorspace from 2009 to 2012 (see Map B in

Figure 12).

Is the expansion of the core an opportunity or a threat?

There are several areas just outside the core, mainly in Group A but also in Group B, 

that have the potential to become part of the fringe and thus accommodate further 

expansion.41  These include places such as White City in Hammersmith and Fulham, 

where the removal of its designation as strategic industrial land has stimulated 

developer interest.  The presence of the BBC also has the potential to draw in 

creative media firms.42 

Hackney Wick is another potential fringe location.  Should rents in the Tech City area 

become too expensive as it increases in popularity, small firms may decide to locate 

in Hackney Wick, which has many of the characteristics of Shoreditch 15 years ago.  

However, as has been seen recently when government has tried to encourage Tech 

City firms to relocate to the Olympic Park, there are limits to the willingness of firms 

to move to alternative locations.43

Conversions from office to residential use are, over time, likely to impact 

negatively on firms of all sizes located in or on the fringes of Group A.  An 

obvious impact would be a reduction in overall levels of business accommodation, 

and in particular smaller units suitable for small firms, which has already been 

shown to be the case across London more widely.44 Reducing the supply of 

commercial space for small firms would also increase rents and ultimately reduce the 

concentration of firms in the core, thereby limiting the positive agglomeration effects 

they currently enjoy.

So, while in the short-term additional CAZ expansion can be accommodated in fringe 

locations, over the longer-term this expansion will need to be carefully managed.  

The challenge for policy makers is to balance these competing demands 

for residential and commercial space while retaining a strong focus on the 

provision of a business environment which enables small firms to locate in 

London’s core and fringe.  

The next chapter looks in more detail at enterprise policy in light of this report’s 

findings.

41. Ramidus Consulting and Roger Tym and Partners (2012) London Office Policy Review 2012 London: Greater London Authority

42. Bolton T et al (2012) Evolving London: the future share of the capital London: GVA.

43. Whitehead R et al (2012) A tale of tech city: the future of inner east London’s digital economy London: Demos

44. Ramidus Consulting and Roger Tym and Partners (2012) London Office Policy Review 2012 London: Greater London Authority
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4. Policy implications and recommendations 

Policymakers in both central and local government are increasingly keen to boost 

levels of enterprise.  As well as the political requirement for economic growth and job 

creation, future local government revenue will be in part determined by the growth of 

its business base.  

Yet despite this enthusiasm for enterprise, most policies are too generic and 

ineffective, driven by political motivations rather than reflecting two important issues.  

First, only a tiny proportion of small firms are likely to become high growth firms; and 

second, the way in which business decisions are influenced by location varies across 

different firms.

This rest of this chapter uses the spatial characterisation in Chapter Two to consider 

how policy could better respond to these issues to provide a more positive business 

environment for London’s small firms and help to grow the number of jobs they provide.  

Policies to support small firms in Group A 

Our analysis has shown that small B2B firms in the service sector are concentrated 

in Group A.  Yet it also showed that, because London’s core is an attractive business 

location, the CAZ has densified and expanded into fringe areas.  High demand for housing 

in this area also means there is also pressure to convert existing commercial space to 

residential uses.  

Given these trends, policymakers need to proactively manage the competing demands 

for space within Group A authorities while supporting the provision of a business 

environment which enables small B2B firms to locate in London’s core and its fringes. 

Recommendation 1: Public sector bodies with property assets should 

continue to review whether these are being used efficiently. Working with 

providers of business accommodation, any appropriate spare space in central 

and western local authorities should be made available to small firms.  

 Although central Government has announced that some of its properties that are 

vacant will provide space for small firms, none are in Group A.45

 Public sector bodies should exert a renewed focus on reviewing and keeping a 

comprehensive register of their property assets.  This should be done by working 

closely with private and third sector business space providers to understand small 

firms’ needs.  In line with this Lord Heseltine recently advised that the Government 

Property Unit work with local authorities to publish details of surplus and derelict 

public sector land on the ePIMS database.46

To support this process, the Greater London Authority (GLA), working closely with 

London Councils and individual local authorities, should co-ordinate a London-wide 

approach to the promotion and disposal of public sector assets in London.  The Mayor 

of London has committed to establishing a Single Property Unit whose main functions 

45. Connect house in Wimbledon (Merton local authority) is the only Government building in London which will provide space for SMEs http://

news.bis.gov.uk/Press-Releases/Government-reveals-first-empty-buildings-to-become-available-for-start-up-businesses-67ac4.aspx

46. Rt Hon Lord Heseltine (2012) No stone unturned in pursuit of growth London: Department for Business, Innovation and Skills
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will be to increase transparency and speed up the release of land held by the GLA and its 

functional bodies to support economic growth and regeneration.47 Ideally the Unit should 

also advertise assets held by central Government and local authorities in London.  

Box 10: Small firms need flexible and affordable business accommodation

A number of providers of commercial space offer small and medium-sized firms 

flexible and affordable accommodation.  Bizspace, Evans Easyspace and Workspace 

all offer affordable space with short-term flexible leases.  Network Rail also provides 

small firms with flexible space by offering a three month notice period.  Bruntwood, 

another provider of commercial property, even offers space by the hour.

Workspace accommodates over 4,000 of London’s small firms.  In the financial 

year ending 2012, 38 per cent of new lettings were to customers expanding or 

contracting.48 A survey of Workspace customers by Cambridge Economic Associates 

in 2011 found the availability of affordable/low cost space to be one of the most 

important factors influencing firms’ location choices.49 

The survey also found good IT and communications infrastructure to be a key 

determinant of firms’ location choices.  Related to this, technological advances and 

firms’ need for high quality telecommunications infrastructure have changed the 

types of space small firms demand.  As a result, companies such as Evans Easyspace 

and Workspace both offer co-working drop-in space.  

Recommendation 2: Group A local authorities should seek to safeguard 

the volume of business space occupied by small firms.  

As the CAZ continues to become denser and to expand, policymakers should take 

a strategic approach to ensure that, across the range of developments taking place 

in their area, the proportion that is commercial property, and the share of this that is 

suitable for small B2B firms, is safeguarded.  

The desire of most Group A local authorities to maintain the provision of sufficient 

accommodation for small firms and reconcile demands for competing uses is reflected 

in most of their core strategies.  To further support this desire, local authorities should:

 Regularly review the supply of business space available for small businesses and, 

in response, allocate in the Local Plan sufficient appropriate business space with 

good Public Transport Accessibility Level scores.  

Ensure the Local Plan explicitly favours schemes that incorporate floorplates of a 

range of different sizes (small to large), type and quality.  This will help protect the 

volume and range of business space suitable for small firms.  

Be flexible when promoting and permitting development, recognising that 

small firms need accommodation which offers flexible space and contracts. 

This is particularly important in fringe locations, as in some instances a mix 

of uses – residential, commercial, cultural and retail – could help increase the 

overall attractiveness of fringe areas.  

47. 24th May 2012, Investment and Performance Board, Single Property Unit

48. Workspace

49. Cambridge Economic Associates (2011) Workspace Group Plc Economic Impact Assessment Cambridge: Cambridge Economic Associates
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Only allow commercial space occupied by small firms to be converted to higher 

value residential use where there is a clear, evidenced, economic case which 

considers both the short and long-term effects.50 If conversion is permitted, local 

authorities should require replacement commercial property to be provided in 

appropriate business locations. 

To support local authorities in this, the next London Plan should: 

Support the continued densification of the CAZ and its expansion into 

fringe areas in Group A.  This will enable more firms of all sizes to locate in 

London and enjoy positive agglomeration effects.

Stress the importance of providing appropriate business 

accommodation for small firms in Group A authorities.

Recommendation 3: The GLA should use ‘super-connected cities’ 

funding to prioritise the provision of ultra-fast broadband in business 

accommodation suitable for small firms in Group A.51 

In addition to flexible and affordable space in the right location, small B2B firms also 

require high quality, flexible and affordable communications packages.  Providers 

of business accommodation should work with telecommunications providers to 

take advantage of new laws which cut red tape around planning permission for the 

installation of broadband infrastructure52 to ensure existing and new employment 

land and business accommodation has high quality broadband. The GLA should also 

encourage providers to consider offering telecommunicatons packages tailored to 

small firms’ needs.

Recommendation 4: Improve procurement practices

As Open for Business53 showed, the public sector could better support small 

firms through procurement.  The public sector procures around £230 billion of 

goods and services each year54 but awareness of this amongst small firms can be low.  

And, even when awareness is strong, small firms can struggle with the complex nature 

of tendering and may lack the skills and knowledge to bid successfully.55 

All public sector bodies should record the size of firms bidding for and 

winning contracts and use this information in two ways.  First, if few small firms are 

bidding, the public sector should work with business representative groups and others 

to more widely publicise opportunities.  Second, where few small firms are awarded 

contracts, the public sector and business representative groups should continue to 

actively signpost support organisations such as East London Business Place (ELBP) 

which helps firms become ‘fit to bid’.  

50. The National Planning Policy Framework (2012, Department for Communities and Local Government) states that local planning 

authorities ‘should normally approve planning applications for change to residential use and any associated development from 

commercial buildings (currently in the B use classes) where there is an identified need for additional housing in that area, provided 

that there are not strong economic reasons why such development would be inappropriate.’

51. London will receive £25 million in Government funding to support its transformation to a super-connected city.  

52. See http://www.culture.gov.uk/news/media_releases/9331.aspx

53. Swinney P and Smith R (2012) Open for business: the shape of business, enterprise and entrepreneurship across the UK’s cities 

London: Centre for Cities

54. Lord Young (2012) Make business your business.  Supporting the start-up and development of small business  London: Department 

for Business, Innovation and Skills

55. Federation of Small Businesses (2012) Local procurement making the most of small businesses London: Federation of Small Businesses
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CompeteFor has had considerable success in helping small firms access 

opportunities and should be rolled out across all tiers of Government.56 Some 

public sector bodies have been working to improve their procurement practices.  The 

GLA, Tower Hamlets and Westminster already advertise contracts on CompeteFor, as 

do some central Government departments, such as DEFRA and Transport for London 

and Crossrail.57 That said there is still scope to extend the use of CompeteFor for both 

prime and sub-contracts to reduce the range of tendering methods and portals used by 

different arms of the public sector and level the playing field for firms of all sizes.58

Ideally tendering requirements across the public sector as a whole should 

be simplified.  Pre-qualification questionnaires are notoriously complex and multiple 

tendering systems are used by different arms of the public sector in London – and 

removing unnecessary constraints would put firms of all sizes on a level playing field.  

Increasing competition for contracts will also help ensure the tax payer receives the 

best value for money.  

Policies to support small firms in Group B

Local authorities in Group B, such as Hackney and Croydon, have relatively large 

business bases.  As these firms are predominantly B2C firms, proximity to customers is 

a main driver of their future success and policies should reflect this.  

Recommendation 5: Group B authorities need to strike a balance 

between policies which seek to directly improve the business environment 

for small B2C firms and quality of place policies, such as housing, public 

realm improvements and crime reduction schemes, which seek to make 

areas more attractive to residents, workers and visitors.  

Local authorities could consider encouraging local firms to form Business Improvement 

Districts (BIDs). There are already 25 BIDs across London, which charge firms an 

additional levy in return for collective actions to improve trading conditions.59 

Recommendation 6: Group B local authorities should remove 

unnecessary regulations which could hamper small B2C firms.  Although 

they are unlikely to experience significant employment growth, this will help safeguard 

the jobs they currently provide and enable them to continue serving local consumer 

markets.  It would also support any local small B2B firms.  To do this, Group B local 

authorities should learn from the experiences of the two Local Enterprise Partnerships 

working with the Better Regulation Delivery Office.60

They should also help small firms implement government legislation – drawing on the 

experiences of the Islington Business Partnership, for instance.  The Partnership hosts 

seminars which discuss how new and existing regulation affects firms’ business. An 

online enquiry service also answers members’ questions.61 

56. https://www.competefor.com/business/login.jsp and Greater London Authority MD1054 CompeteFor 

57. Greater London Authority MD1054 CompeteFor

58. For example some local authorities tender through portals such as London Tenders while others through Procure4London.

59. See http://www.london.gov.uk/business-improvement-districts

60. The Leicester and Leicestershire and Greater Birmingham and Solihull Local Enterprise Partnerships are the pathfinder areas.  For 

more information see here: http://www.bis.gov.uk/policies/economic-development/leps/lep-toolbox/helping-smes/local-regulation

61. See Islington Business Partnership
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Recommendation 7: Adopt a varied approach to planning.  Some locations 

in Group B, on the periphery of Group A, will experience more intense development 

pressure in the medium-term as they become part of the CAZ fringe area.  This will 

require local authorities in Group B to respond with flexible planning regimes, assessing 

projects on a case-by-case basis, which allow for commercial uses where there is 

sufficient demand.  Yet, not all areas in Group B will experience such pressures and in 

these places land should be primarily dedicated to residential uses.

Policies to support small firms in Groups C and D

Recommendation 8: Places in Groups C and D should focus on the role 

they play in providing places for people to live. This will help maintain the 

local customer base small B2C firms rely on. Commercial development 

should be supported, but only where there is clear, well evidenced demand.

This means focusing on quality of place policies – housing, crime, open and public 

space – that seek to make areas more attractive to residents, workers and visitors.  

By increasing the housing supply and making places more attractive, local consumer 

markets will grow, enabling more B2C firms to start up in the area.  

Although there will be areas where commercial development is viable and should 

be supported, overall, scope for significant future office development is likely to 

be limited.62  As such these local authorities should guard against zoning for more 

commercial property than there is likely to be demand for.63 Limiting land for housing 

and other uses will push up prices, making these places less affordable and attractive.

The implications of this research for other UK cities

London is a city-region and all city-regions across the country will have business bases 

that resemble London both in structure and spatial distribution.  Therefore there are a 

number of lessons applicable to London and all other cities:

 Public sector bodies need to conduct research to understand the size and 

make-up of the business base, including a focus on small B2B and B2C firms.  

The findings from this research should affect the priority they give to enterprise 

policies and the type they adopt.  

Places with a large share of small B2B firms should concentrate on the provision 

of a business environment which enables small firms to locate in their area to 

enable them to take advantage of agglomeration effects.  This means: 

  Making appropriate spare public sector property available to small B2B firms 

in ways which are attractive to small firms and private sector delivery partners.

  Facilitating commercial development and densification and favouring 

schemes which include floorplate sizes and formats suitable for small firms.  

  Seeking to provide high quality broadband infrastructure and related 

services.

62. Ramidus Consulting and Roger Tym and Partners (2012) London Office Policy Review 2012 London: Greater London Authority

63. Ramidus Consulting & Matrix Partnership (2010) Towards the new sustainable suburb: rethinking employment provision in the outer 

London boroughs London: Ramidus Consulting & Matrix Partnership
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Improving procurement practices by creating a level playing field which 

allows all firms to compete.

Places with smaller business bases should invest relatively less in enterprise-

specific policies, striking a balance between policies which seek to improve the 

environment for smaller B2C firms and quality of place policies.  This means:

Working to remove unnecessary regulations which hamper the existence 

of small B2C firms.

Implementing policies which improve the attractiveness of the area – around 

housing, crime and public space, for example – as a residential location.

Guarding against zoning for more commercial property than there is 

demand for.  

All local authorities and public sector bodies should seek to improve the business 

environment to support all firms, no matter whether they have high growth potential or 

not.  This means focusing in particular on skills and transport.  
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5. Conclusions

Small firms make up the vast majority of the overall business base – they account 

for 96 per cent of all businesses and over half of all jobs in the UK’s city economies.  

But in supporting small firm creation and growth policy must recognise that there is a 

distinction between the location decisions and requirements of small businesses.

By studying the geography of London’s business base this report has revealed a key 

distinction in the location decisions of the capital’s small businesses: 

Those businesses that can be classed as ‘business to consumer’, serving a 

local customer base, are broadly spread throughout London. This reflects their 

need to be near their customers.  

Those businesses that can be classed as ‘business to business’ are much more 

concentrated, mainly choosing to be in the capital’s core and to the west near 

Heathrow. This is because these firms derive benefits from being located near 

to each other, from being at the centre of large pools of workers, and from 

being close to national and international transport links.

It is the latter type of small firm that has the bigger growth potential.  As such 

enterprise policy should include a much bigger consideration of geography 

when looking to provide enterprise support to these types of businesses.  While 

it is important to provide the fundamentals, such as flexible planning and good 

infrastructure, to encourage enterprise across the capital, policies designed to 

support small business growth should be more focused in areas where those most 

likely to grow want to locate.

This means managing the effects of success in central London. The popularity 

of London’s core has led to strong demand for both commercial and residential 

property. As a consequence there is pressure to convert existing commercial space 

to housing.  The challenge for policy makers is to balance these competing demands 

to ensure London continues to provide a business environment which enables small 

firms to locate in London’s core.

This is not to ignore or downplay other parts of London and the role they have to play 

in city’s economy.  Places in London with fewer firms also have a key role in supporting 

London’s business base. But this role is primarily about providing housing for workers 

and successful high streets for local consumer-focused businesses.  As such these 

local authorities should look to create attractive places for people to live and shop.  

London is the UK’s most enterprising city with the highest start-up rate and largest 

number of high growth firms.64 By better tailoring policy to reflect the differing 

location decisions and requirements of small firms policymakers can support the 

continued success of the capital city. 

64 Swinney P & Smith R (2012) Open for business: the shape of business, enterprise and entrepreneurship across the UK’s cities 

London: Centre for Cities and Swinney P et al (2010) Firm Intentions: cities, private sector jobs and the Coalition London: Centre for 

Cities
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