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Businesses in the UK are currently facing an increasingly uncertain future as markets across the globe
reflect heightened volatility and variable sentiments. In fact, these dynamics are especially acute for small
and medium sized enterprises (SMEs).

SENTIMENT, CONFIDENCE
AND BARRIERS

The small and medium enterprises (SME) segment is the backbone of the UK economy and is currently
facing a level of uncertainty not seen in recent times, exacerbated by the somewhat unexpected events
of 2016 including Brexit and the US election. Considering what 2017 may hold with Brexit negotiations,
key elections throughout Europe and an increasing protectionist sentiment concerning global trade, it is
likely that this uncertainty will deepen further in the near term, which does not bode well for these
businesses or the UK economy at large.

According to the research, a somewhat surprising insight was uncovered in that UK importers and exporters turning over
up to GBP£100 million per year have a higher level of confidence regarding international versus domestic trade conditions.
The smaller the business size, the higher the level of confidence on international trade, with micro businesses
(£1-5million annual turnover) reporting an average confidence score of 1.78 on a reverse scale of 1-5. This micro score is
19 points higher than lower corporates (£20-100 million annual turnover) 1.97 and 11 points higher than their Small and
Medium size Enterprises (SME − £5-20 million annual turnover) counterparts 1.86. This notable outcome infers a strong
willingness to engage with customers in new offshore markets by businesses that are new to international markets and
who have traditionally had lower levels of export participation relative to larger enterprises.

It has therefore never been more important to support SMEs with the necessary resources from both the
public and private sector including intellectual and human capital, financial, technological and information
resources that they need to navigate these turbulent times.
Western Union Business Solutions engaged industry research firm East & Partners to execute an
independent research programme across seven global markets focussed to better understand SME
experiences and sentiments in the current environment. The study was conducted shortly after the
Brexit referendum and included interviewing close to 8,000 businesses that trade internationally. Although
this was a focused study, it marks the 14th semi-annual study of international SMEs that Western Union
has been sponsoring into the UK market.

Of all UK importers and exporters, 48.5 per cent believe international trade conditions will improve over the
next 6-12 months by an average of 7.8 per cent. While lower corporates are more optimistic with 64.5 per cent
anticipating improved trading conditions, smaller businesses are more bullish in regards to their average volume
forecast with SMEs indicating an 8.4 per cent forecast increase next to corporates forecast of 6.6 per cent.

INTERNATIONAL RATHER THAN DOMESTIC MARKETS TO BOOST GROWTH
Almost one in two UK businesses expect growth in their business’ international activity over the coming 6-12 months
(47.8 per cent) with a mere 5.5 per cent expecting to see their international activity contract in the twelve months to
September 2017. This signifies a 54.2 per cent increase over the last two years in expected growth from international
activity as well as a marked decrease in those expecting either declining or static movement over the same time
period (45 per cent and 20.8 per cent respectively).
Larger businesses are far more pragmatic than smaller importers and exporters when it comes to growth from
international activity with 58.5 per cent planning for static growth over the coming year. This is in contrast to the 55
per cent of micro businesses who believe their business will see growth from their international activities over the
coming twelve months.
Domestic market growth aspirations are far more subdued across all sub GBP£100 million businesses with
the majority, 53.1 per cent, predicting a stagnant growth environment. Just under 10 per cent of corporates see their
business’ domestic growth contracting by 3.5 per cent, again smaller businesses are the most bullish with 42.9 per
cent of micro’s anticipating improved growth of 4.5 per cent.
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MAKING SENSE OF UNCERTAINTY

CASH FLOW, CURRENCY AND INTERNATIONAL INVOICE CONCERNS
Cash flow was cited as the number one concern and threat to growth currently facing UK businesses, followed
by late payments and debt recovery, currency volatility and international regulation and compliance. These concerns
are vastly different from those facing businesses last year where the main concern keeping UK companies up at
night was the overall health of the global economy and cheaper competitors were just as much of a concern as currency volatility.
Currency volatility is the third most cited concern for UK businesses, ahead of credit availability, regulation and
competitors. One in five firms are negatively affected by volatile currency markets while 37.4 per cent are successfully
managing their exposure to the extent they are positively impacted by movements. Larger corporates experience more
positive impacts than their smaller peers due to higher levels of FX risk management and hedging, while exporters will
be enjoying greater benefits than their importer colleagues due to the weaker currency.
According to the research, CFOs and corporate treasurers spend an average of 24.1 hours on international
payment issues per week. This number rises to 49.8 hours per week for corporates and falls to 11.8 hours for micro
businesses. While corporates spend over double the amount of time on international payments than their smaller
counterparts, the value achieved is clear with nearly half (45.6 per cent) benefiting from currency movements and
the majority (54.8 per cent) fixing the cost of foreign invoices at the time they receive it. This contrasts with micro
business’ preferred method of simply checking currency markets regularly and reacting as appropriate.
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NAVIGATING THE NEW WATERS
The research highlighted the rapidly increasing impact technology is having on businesses bottom line with
the market saying a little over 10 per cent (10.8 per cent) of their revenues are threatened by competitors due to rapid
changes in technology. This figure more than doubles for bigger corporates who say 25.5 per cent of their revenues
are at risk of being adversely affected.
There has never been a more important time to embrace and adopt technology and UK firms are not standing on
the sidelines as their revenues are threatened, with nearly 60 per cent (58.9 per cent) increasing investment into the
business over the coming six months by an average of 8.5 per cent. Smaller businesses are the most proactive in
terms of additional investment into the company with 61.4 per cent looking to increase investment by 8.7 per cent.
Less than 10 per cent of businesses market wide are looking to decrease investments with very little variance by
business size.
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As the British Pound moves in favour of exporters, an increasing percentage of overall business is being derived
from exports with over a quarter (27.6 per cent) of current business revenue coming from exports, an increase of
18.5 per cent from two years ago. Strong forward dated guidance will add to this percentage with 53.3 per cent of
UK businesses expecting to increase their proportion of export earnings relative to their overall revenue by
around 8.3 per cent.
Unsurprisingly exports make up a larger share of the pie for bigger corporates with companies turning over between
£20-100 million per year indicating that a significant 37.5 per cent of their business revenue comes from exports.
While this figure has stayed relatively static for the majority of them over the past twelve months, 50.7 per cent see
this proportion of export revenue increasing over the upcoming year.
As exports rise in importance and make up ever larger proportions of business revenue, the role of government,
policy makers and financial providers will also rise in importance. As UK businesses step firmly onto the global stage
they require consistent and ongoing support, education and innovation to not only grow but to thrive.

UK IMPORTING AND EXPORTING IN A POST-BREXIT WORLD
Since the UK’s vote to leave the EU, businesses have largely taken the outcome in their stride as far as their approach
to offshore market growth prospects is concerned. However, their approach to internal operations and particularly
supply chain management considerations have become more of a focus for them.
The vote elicited minimal reaction from UK importers and exporters in terms of how they focus on their international
operations, with a majority (59.8 per cent) reporting the international areas of their business are not a focus for
them in the aftermath of the Brexit vote. Contrary to what many believed in the immediate post Brexit environment,
internal operations are much more ‘front and centre’ for most UK importers and exporters.

SINCE 2014

While businesses showed little sign of increasing their focus on the company’s international operations or their
customers, the same cannot be said for their international vendors. Over 80.5 per cent of UK businesses
highlighted their increased focus on their international vendors and supply chain in the light of the Brexit vote
with a further 12.5 per cent saying there would be a considerable amount more focus placed on their vendors going
forward, emphasizing the shift towards foreign partnerships and alliances over having a direct presence abroad.
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THE RISING IMPORTANCE OF FOREIGN PARTNERSHIPS AND ALLIANCES
By the end of 2016 UK SMEs will be doing business with an average of nearly three countries each. The research
shows a clear variance by business size with larger importers and exporters conducting business in 7.1 countries
while at the smaller end of the scale, micro businesses report doing business in 1.9 countries. With growth coming
from exports expected to increase over the coming year the number of countries UK firms will be doing business
in by the end of 2017 is likely to be higher across the board.
At the same time however, UK businesses are reducing the number of countries that they are physically present in.
Just under a fifth (18.2 per cent) of business growth will be based on partnerships and strategic alliances with foreign
suppliers and customers rather than a direct presence in foreign markets. This shift is seen across all segments with
even small Micro businesses expecting 15.5 per cent of their growth to come through these new channels.
The move away from traditional methods of conducting business abroad means a heavy and increasing
reliance on technology. Innovation around new trading and communication tools will not only support such firms,
but will open up the conversation for those who are unaware of the opportunities, enabling these SMEs to reach new
markets that traditionally may have been unavailable to them.
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The research shows that currently, one in two UK businesses import from China (50.9 per cent), rating ahead
of the geographically closer European markets (47.8 per cent). This is a marked reversal from 2014 when as little as
38 per cent of importers conducted business with China and Europe was the clear front runner with over half (54
per cent) of all UK importers importing from the continent. The diversity of UK imports is shown with more than
a third (35 per cent) coming from the US and Canada, and India features strongly with 25.9 per cent. However, old
Commonwealth ties are limited as only 5 per cent of UK businesses import from Australasia.
China is also high on the list of importance for UK exporters with the recent Brexit vote likely to propel China
towards the top spot, fast approaching the current number one ranked destination of Europe. China was nominated
by 72.6 per cent of UK exporters as their most important export market, slightly behind Europe which was named by
75.3 per cent. Given the rapid escalation of China onto the global stage and into the minds of UK businesses, this is
likely to change over following rounds of reporting.
In another positive post Brexit reading, the research revealed over half (53.7 per cent) of all UK enterprises are
planning to expand into new trading markets over the next six months. India is the most popular new foreign
trade destination, followed by Hong Kong and Brazil, showcasing UK business’ ever expanding appetite for new
markets and desire to be part of, and successful on, a truly global stage.
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Today’s ever changing and volatile markets have given rise to an uncertain global economy. For businesses operating
in this environment the need for clear and innovative solutions has never been higher. If the UK is to have true and
lasting success on the world stage, the nation’s SMEs need to be encouraged and supported by, global governments,
financial providers, and policy makers to create a landscape that assists them in overcoming the many and varied trade
challenges. Get this right, and a world of opportunity awaits; SMEs will create richer economies, pain-free supply chains
and ultimately, more jobs in the future.
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METHODOLOGY
Research and analysis for the Western Union UK International Trade Monitor is independently conducted by leading industry firm East and Partners. For this round it was undertaken over a seven week period up to 26 August
2016, with 1,113 SME businesses with a turnover of up to GBP£100 million interviewed directly. The interviews
were conducted with the CFO, Business Owner, Corporate Treasurer or Company Accountant. The interview sample was spread geographically across the UK and the sector distribution sought to reflect, as accurately as possible, a natural sample of the UK population in these segments.
In reporting, the research segments these businesses by enterprise turnover bands:
Micro Business GBP£1-5m annual turnover
Small to Medium Enterprises (SMEs) GBP£5-20m annual turnover
Lower Corporate GBP£20-100m annual turnover
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