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It seems it never rains, but it pours for SMEs in the UK.
Having adapted to the market changes brought about
by Brexit, small business owners then had to navigate
the extraordinary impact and aftermath of the
COVID-19 pandemic.

Their reward? A prolonged period of high inflation hitting supply chain
costs, utility bills, and staff pay packets.

However, the resilience and adaptability of UK SMEs has always been
evident throughout our Small Business Monitor research. Results have
not only shown a remarkable ability to find opportunities in difficult
times, but also that owners and decision makers still retain their
parental instincts when it comes to looking after staff.

Our latest report sheds light on the pressures that rising costs
have created, as well as how SMEs have had to adapt the
recovery plans they put in place after the pandemic to navigate
the new financial world ahead. Their lasting commitment to
minimising the impact on employees is a bright note in this
research — where the value of flexibility, personal support and

a range of effective employee benefits are still popular tools in
this challenging time.
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Our latest report now
sheds light on the
pressures that rising
costs have created.
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Income & Costs

o 54% expect income to
increase in the next 12
months

O 19% expect it to stay
the same

O 25% expect income
to decrease

3% don’t know

85% expect
business costs
to increase when
energy price
rises kick in*

* These results were collated before the introduction of the
Government energy relief scheme for small businesses.
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Top 3 causes of stress

42% 41% 31%

Rising Increases Paying utility
inflation in energy / bills and rent
fuel prices
Operations

34% have sourced
cheaper products and
services from suppliers

o 32% are planning to do
so in the next six months
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Employees

Say they are concerned
about the impact of
the rising cost of living
on their employees’
personal finances

954

Say their employees have
come to them concerned

4 20/ about their salary not
O covering their living costs

1 from 30%

39%

Say their staff are
still raising mental
wellbeing issues
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Retention and Recruitment

549,

Are worried
about recruiting

1 from 28%

Are worried about
staff retention

Believed they would
be able to resolve

...or staff retention
problems
inside six months
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Believe salary
expectations from
potential candidates
to be the biggest
recruitment issue

460/0 Said losing

staff to competitors

offering better salary
and benefits was the
top retention concern
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The Road Ahead

Biggest impact on planned business growth

64%

Inflation and
the cost of living

CovID-19 Brexit

40%

Employee
benefit relief

Government support wish list

42%

VAT relief Lower
corporation tax

37%

High inflation

Top three concerns for the year ahead

37%

Rising energy /
fuel costs

Potential
recession
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INCOME AND COSTS

More than half of businesses now expect their income to increase in the next 12 months. Almost everyone expects energy

Despite the challenges they face, many SMEs are still positive about their income for the year ahead. prices to increase their costs.

Energy price rises have been big news this

In a big step forward from the last research, over half (54%) of senior SME decision makers believe the . ] -
year, with further increases on the horizon.

business’s income will increase in the next 12 months. This is significantly higher than the 39% from our H1
2022 study. Unsurprisingly, 85% of senior SME decision
makers expect their operating costs to increase

Only a quarter (25%) now expect their income will reduce or stop completely, down from 319% last time ) )
as further energy price hikes feed through.*

around. Nearly one in five (19%) think it will be unaffected.

Q: How do you expect your business income / turnover to change in the next 12 months? o . .
Q: Energy price increases are predicted in September

2022; compared to what you are paying now, how
much do you expect your operating costs to have
increased or decreased at that point?

Increase by 200% or more .

Increase by 100% - 199%

Increase by 51% - 99%:

Increase by 26% - 50%:

O 85% Increased
7% Stay the same

Increase by 1% - 25%:

The same (i.e., remain unchanged)

5% Reduce or stopped
O 3% Don't know

Reduce by 1% - 25%:

Reduce by 26% - 50%:

Reduce by 51% - 99%:

Stop completely (i.e., reduce by 100%)

B *These results were collated before the introduction of the Government's
Dontknow Energy Bill Relief Scheme for small businesses.

0% 5% 10% 15% 20%
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Q: What actions is your business taking, or planning to take, as a result of rising inflation / higher
living costs over the next six months?

Exploring cheaper means of sourcing goods and

The costs of goods and services are key, both in services needed to run the business

terms of what SMEs sell and what they need to buy. Increasing the cost of some of our products / services

SME decision makers are looking at making changes over Putting on hold plans to invest in the busin_
the coming months in response to inflation rising, mainly

focused on direct ways to offset these costs through their Increasing (at least some) employees’ salaries and benefits

supply chain. Almost a third (32%) are looking to source

cheaper products and services from suppliers, while a Reducing (at least some) employees’ hours
further 32% plan to increase the cost of their products and

services in the next six months. Giving up office space or stopping using whole office(s)

Higher costs can also prevent companies from funding Downsizing or giving up some office space
business growth. Almost a quarter (23%) of SMEs are
putting their plans to invest in the business on hold, with a
further 12% intending to scrap these plans altogether.

Increasing (at least some) employees’ hours

Decreasing the cost of some of our products / services

On the employee side, there are positives and negatives.
Some businesses still face staff-related concerns, such

as reducing employee hours (16%), not paying bonuses
(12%), reducing pay (11%) and not paying salary
increases (10%). On a brighter note, one in six (16%) plan
to increase at least some salaries and benefits, and 14%
intend to increase employee hours. Reducing (at least some) employees’ salaries and benefits

Not paying (at least some) employees’ bonuses this year

Scrapping plans to invest in the business altogether

Making some employees redundant

Not actioning (at least some) employees’ annual pay
increases

Other

Not taking any action, as a direct result of rising
inflation / higher living costs

0% 5% 10% 15% 20% 25% 30% 35%
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Costs going up is the biggest Q: Which, if any, of the following issues are causing you (personally) the most stress right now?
cause of stress, above any
employee-related worries. Rising inﬂat_
As expected, when asked what's Increases in energy / fuel prices
currently causing the most stress, Paying utility bills and r_

inflation heads the list of concerns (42%),
followed by rising energy and petrol costs
(41%) and other bills and rent (31%). Helping employees manage the rising cost of living

Potential recession

Employee concerns are still a factor for UK political instability
a minority of businesses, with helping
them manage the rising cost of living

the highest staff-related factor (27%). Increased pay and benefit demands from employees
Recruitment and retention, and pay and

benefit demands are both notable at
around 18%. Rising business / National Insurance rates

Recruiting and retaining employees

Supply chain challenges (eg., sourcing raw materials/stock):

Having to lay off staff

Falling number of sales / decreased demand

Being able to pay employees

Keeping employees safe from COVID-19

Rising COVID-19 rates, leading to restrictions

Keeping up with business growth

Servicing business debts

Access to foreign labour / markets post-Brexit

n

Nothing : :
0% 5% 10% 15% 20% 25% 30% 35% 40% 45%
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Almost all businesses are concerned This is reflected in the concerns from staff themselves.

. ,
on their employees’ behalf. We always ask respondents which concerns staff are actually coming to them with, and again

Such is the scale of the cost of living issue for it's clear what the biggest worry is.

employees, that it was always bound to become

o More than fourin 10 (42%) senior SME decision makers say their employees have discussed the
a hot topic in the workplace too.

issue of their salary not being able to cover higher living costs - up from 30% in Spring 2022.

In fact, 95% of senior decision makers in SMEs

say they are concerned to some degree about the
impact of rising living costs on their staff. Only 4%
say they are not concerned by the living costs issue.

But it's not simply the direct link between salaries and bills. Thirty-nine per cent said employees
had raised issues relating to mental wellbeing, while 26% said staff have raised concerns about
childcare and caring for elderly relatives.

Twenty-two per cent have issues around physical wellbeing, perhaps showing the lingering issues
Q: How concerned are you about the impact of remote working and COVID-19 are still having an impact on a section of SMEs.
of the rising cost of living on your employees’

personal finances? Q: What, if any, worries/concerns have one or more of your employees discussed with you since March 20227?

Their salary not being enough to cover higher living costs

Their mental wellbeing

Their personal finances

Their families, childcare or looking after elderly family

Their physical wellbeing

Losing their jobs

Contracting Covid-19 by going to work
50% Very concerned A lack of training and development opportunities

O 45% Somewhat concerned Being asked to return to the physical workplace

Being asked to work remotely permanently

4% Not concerned
O 0.5% Don’t know None - they haven't approached us with any worries

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%
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RECRUITMENT AND RETENTION

Four out of five businesses say they have
issues recruiting and/or retaining staff.

Keeping a team together and happy in their roles is a
key part of managing a recovery in times of difficulty,
but it can be tricky for SMEs to maintain that stability
when other pressures come into play.

This is evident here, where only one in five (20%) say
employee challenges around recruiting and retaining
do not apply to them at present.

More than half (54%) say recruitment is a concern,
almost double the 28% in our H1 study. Retention is
also a big worry, with 43% facing this issue.

Q: Do any of the following issues / challenges
apply to your business?

Challenges Challenges None of
recruiting retaining these
employees employees

WorkLife Small Business Monitor
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No quick fix to recruitment and retention challenges.

For those who identified a challenge with recruitment or retention, the vast majority believed this
issue would extend into 2023 — and, in some cases, far beyond.

In each case, more than three-quarters (77%) felt it would take longer than six months to resolve
these staffing issues, or that they will never be able to resolve them.

Some 20% believed they can solve recruitment or staff retention (20%) problems inside six months.

Q: How long do you expect these issues to impact your business for?

30% 25%
jo ﬁ
9%
16% oﬁS%
™ 8%
49% S RECRUITMENT —3%
5% [  RETENTION 4%
1o 6%
e 10%
%
24%

O 1 -3 months

4 — 6 months
7 — 12 months
1-2years

O 2 - 3 years
Over 3 years

Permanently

Don’t know
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Competition and candidate expectations impacting recruitment plans.

So, we know the majority of senior SME decision makers surveyed have identified staff resourcing as a concern, and that it is
unlikely to be quickly resolved for many. But what are the reasons behind this feeling?

In recruitment terms, the biggest worry was candidates’ salary expectations — and it's one that continues to grow. Almost half
(44%) of senior decision makers had experienced this, up from 34% in the first half of the year.

Other notable worries were competing with other businesses for talent (24%), not being able to offer attractive incentives
(22%), and not being able to offer flexible working (21%).

Away from the specific business-focused concerns, there are wider worries about whether the right people for the job are
out there. Sourcing quality talent with the right experience scored the second highest (44%), while more general labour
shortages are seen as a challenge for a third of SMEs (33%)).

Q: Which, if any, of the following do you see as the biggest challenges for your business, in terms of recruiting employees?

Not being able to meet salary expectations

Sourcing quality talent with relevant experience

Labour shortages

The cost of recruiting new talent

Competing with other businesses for high quality talent

Not being able to offer an attractive range of employee incentives
Not being in a position to offer flexible working

Sourcing quality talent remotely

We haven't experienced any challenges in recruiting employees

Don't know

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%
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Other opportunities and flexible working the sticking points for retention.

The COVID-19 pandemic caused a lot of employees to re-evaluate their career plans and work-life
balance, and it seems the rising cost of living has now compounded these issues further still.

The main concern when it came

to keeping staff was the threat of
competitors offering better pay

and benefits. Just under half of
respondents (46%) identified this
danger, up dramatically from 28% in
the previous study. Similarly, losing
employees who want to change
career is a worry for a third (33%) of
respondents, again well up on 21%
inH1.

Flexible working demands

have stayed on the agenda too.
Employees not wanting to return

to the physical workplace is now
the second highest concern and
impacts a third (33%) of senior SME
decision makers, while not offering
sufficient flexible working options to
meet employee demands is also a
growing worry (22%).
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Q: Which, if any, of the following do you see as the biggest challenges for your business, in terms of retaining employees?

Competitors offering better pay and benefits
Employees not wanting to return to the physical workplace
Employees wanting to change career

Poor staff morale

The cost of rewarding and incentivising
existing staff in line with their expectations

Not offering the required flexible working
Retaining employees who have concerns around job security

Not being able to offer career progression

A lack of understanding around how employees
want to be rewarded and incentivised

Keeping employees engaged remotely

We haven't experienced any challenges in retaining employees
Other

Don't know

0% 5% 10%

15% 20% 25% 30%

35%

40%

45%

50%
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Living costs and inflation are seen as far more Changes to tax rates preferred to wider support.

damaging than COVID-19 and Brexit. Due to this challenging situation in the UK, many businesses are looking to the

With such a focus on immediate pressures, it can be hard for Government for support in dealing with the inflation crisis.

businesses to confidently plan for the long term. Tax reliefs proved to be the most popular choice. Four in 10 believe VAT relief or a lowering

When asked about which significant factor most impacts of the rate (42%) is needed, while a similar number (40%) feel tax relief on employee
long-term growth plans, almost two-thirds (64%) said high benefits would be useful to help support the options they can offer staff.

inflation and cost of living levels. Perhaps surprisingly given its
significance over the past two years, only 22% cite COVID-19
as the most impactful. Eleven percent chose Brexit.

More than a third (36%) of senior SME decision makers would like to see Government grants
to help offset these costs

Q: Which of the following do you think has had - or Q: What additional support do you think is needed from the Government to help SMEs manage
will have - the biggest impact on any of your planned rising inflation, supply chain issues and labour shortages?
long-term business growth?

Lower National Insurance contributions

VAT relief or reduced VAT rate

Moretaxrefief on employee bene_

Grants to help offset higher
inflation / higher operating costs

Lower corporation tax rate

Incentives to offer inflation-linked salary
increases / bonuses

o 64% High inflation / the cost of living crisis
O 22% The COVID -19 pandemic

() 11% Brexit
0.3% Other | do not think further support is needed

Easier access to labour within the
EU e.g., work permits

Other

—

O 3% Nothing Don't know

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%
12 WorkLife Small Business Monitor



THE ROAD AHEAD

SMEs expect current financial
pressures to remain the biggest
challenges in the year ahead.

As expected, worries about rising costs
dominate responses looking at the

year ahead. Energy and fuel costs, and
inflationary pressure again scored highest
(37% each).

A focus on employees still remains
though, alongside these immediate
and pressing financial worries. Helping
staff cover living costs (22%), recruiting
and retaining talent (17%), and helping
staff manage their wellbeing (14%) are
all still identified by a consistent group.
However, many of these figures are lower
than the previous research, perhaps
signifying just how much attention has
turned to current financial pressures.
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Q: What do you foresee being the top three challenges facing your business over the next 12 months?

Rising energy / fuel costs

High inflation

Potential recession

Helping employees manage the rising cost of living
Recruiting and retaining talent

Helping employees manage their wellbeing
Increased demands in terms of pay and benefits
UK political instability

Sourcing and recruiting quality talent

Supply chain complexities
(e.g., sourcing raw materials and stock)

Rising business rates / National Insurance contributions
Slowing consumer demand

Accessing foreign markets post-Brexit

Helping staff transition back into office working

Paying back COVID-19 support loans

The introduction of more COVID-19 restrictions

Getting access to finances, such as loans and overdrafts

Other

=

Nothing
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Despite facing some of the most challenging business
conditions in recent memory, it’'s once again encouraging to
see so many SMEs expecting business income to grow in the
months ahead.

There were also some other positives mixed within the results, particularly
where companies were actioning salary increases and wider support to
help staff combat rising living costs.

In fact, the commitment to looking after employees, that had been a
hallmark of our previous research, was once again a feature. Despite day-
to-day cost pressures dominating results, we have still seen continued
focus on staff wellbeing, their personal finances and the need for
flexibility within the respondents’ priorities.

With some employers fearing losing potential recruits and existing staff
to competitors, the importance of a cost-effective and tailored benefits
package can make all the difference to the attractiveness of the
company and employees’ feeling of being valued at work.
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Despite day-to-day cost
pressures dominating
results, we have still
seen continued focus

on staff wellbeing
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ABOUT WORKLIFE
AND THE SURVEY

Powered by OpenMoney, WorkLife is a digital platform on a mission
to help businesses of all sizes to improve employee wellbeing.
And in so doing, improve their retention and attraction of talent.

Top of the range financial wellbeing services are core to WorkLife's proposition.

It combines regulated financial advice and market-leading benefits with low cost
and transparent fees, allowing SMEs to reward their employees with the same great
perks as those traditionally only enjoyed by employees at larger companies. The
platform enables companies to take an holistic approach to employee wellbeing,
making sure they are covered across all the financial, mental, social, physical and
environmental aspects of their life.

@ worklifebenefits.co.uk
m WorkLife by OpenMoney
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About the survey

WorkLife's Small Business Monitor is based on research carried out by 3Gem ‘ ‘
between 17th and 26th August 2022 among 750 senior financial and , ,
HR decision makers in UK SME companies.

The platform’s main
5 and 250 employees. focus is employee
This report was produced by MRM. We"being.

For this purpose, SMEs are considered as businesses with between
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