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Key findings

Most executives are optimistic about the revenue growth of their businesses over the last year and  
short-term contract visibility allows for that sentiment to continue over the next 12 months.  
Some of that growth has flowed through improved margin. Productivity growth is most cited as source.

Performance has been positive, and this has been achieved in a difficult environment where customers 
continue to exert downward pressure on prices. Costs, particularly labour, also continue to rise. Brexit has 
served to increase uncertainty in this business climate.

Most businesses have focused on leveraging low-hanging fruits from technology refreshes and 
transformations to make processes more efficient and increase productivity. However, productivity gains 
are often overestimated and there is significant scope for longer-term business model and technological 
innovation to stay ahead of the curve.
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To understand more clearly the pressures and opportunities facing the 
UK Business Services sector, EY and the Business Services Association (BSA) 
have collaborated to conduct the first of an ongoing and annual survey of the sector. 
The aim of this “state of the union” survey is to take the pulse of the sector to then 
share thoughts and stimulate ideas. This report summarises the key results from our 
inaugural survey.

We surveyed 116 businesses, from large multinationals to SMEs, across facilities 
management, business process outsourcing, professional services, logistics, 
engineering and IT services; across the public and private sector, to understand:

 ► Recent (2015–16) and future revenue growth and underlying drivers of change

 ► Margin trends and key impacts of regulatory, economic and political change

 ► Key structural initiatives underway to drive performance

 ► What Brexit means for the sector and how businesses are preparing

The results show a sector that is performing relatively strongly and that has reasons 
to be optimistic about the near term. 57% of respondents reported a year-on-year 
increase in margins over the last 12 months and 62% of respondents anticipate 
a margin increase over the next 12 months. Mid-sized businesses appear to be in 
the strongest position within the sector and are the most optimistic about future 
performance. This is explained by the fact they tend to operate with the right mix of 
specialty and scale relative to larger diversified businesses or SMEs. 

Despite the relatively strong sector performance, respondents expect that margins 
will remain under threat from underlying cost inflation and from customers (in paring 
back on their own costs), continuing to squeeze price.

Clearly the regulatory remuneration changes (National Living Wage and 
Apprenticeship Levy in particular) have and are expected to continue to impact 
performance. The continued ratcheting of labour costs and the availability of 
labour were frequently cited as driving factors adding pressure on margins. Some 
businesses are addressing these pressures positively by entering new markets and 
actively launching new products and services. Our analysis does however reveal 
some room for improvement, particularly when it comes to embracing opportunities 
for further technological and business model innovation. 

It is interesting to note that we found services companies (typically operating at 
mid- to high- single digit margins) are not investing substantially in technology 
to drive performance improvement as much as we would have expected when 
compared to other sectors. The overall view expressed in the survey is a sector 
focused predominantly on short-term cost improvement, with both customers and 
service providers seeking to manage margins predominantly through cost. This lack 
of investment appetite offers the prospect of third party disruption from mid-market 
and specialist operators who are seeking to out-innovate established businesses and 
drive differential growth. 

Beyond this, respondents are considering whether more steps should be taken to 
prepare for Britain’s exit from the EU. Although Article 50 is yet to be triggered, 
our survey shows the impacts are already quite real, but many companies are yet to 
take action.

On balance we see a sector poised to continue recent revenue and margin growth 
but where uncertainty and cost control may be restricting change at a time when 
change is undoubtedly necessary to react to a dynamic market.

Introduction

Isabelle Bailey 
Partner, EY

Caroline Artis 
Senior London Partner, EY

Mark Fox 
Chief Executive, BSA
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Solid revenue growth across the board
Revenue change over last 12 months, by company revenue

Key drivers of change in revenue

Average revenue change over last 12 months,  
by industry sub-sector

More than two-thirds of companies report that their UK revenue 
increased over the past 12 months, though in the case of mid-
sized businesses, it was nearly three-quarters. Revenue increases 
averaged a healthy 4–6% in an environment of 3% nominal UK GDP 
growth1, although some growth is attributable to M&A and sector 
consolidation1. 

Mid-size businesses are reporting the strongest revenue growth 
compared to their SME and large multinational peers. They are 
operating in the sweet spot between having the scale to be 
profitable and drive growth whilst staying specialised or vertically 
focused. This is married with the ability to stay agile in dealing 
with a rapidly changing market environment without large legacy 
contract bases or institutional (and shareholder) inertia that many 
larger corporates must manage.

Regardless of their size and sector specialism, companies 
experiencing significant revenue growth attribute it primarily 
to new market entry and winning contracts via new service 
and product launches. That’s a good sign for the sector, more 
productive than taking market share from peers, which is a zero 
sum game. 

As for businesses where revenue has declined, external economic 
headwinds are regarded as the overwhelming barrier to growth. 
The economic climate will impact factors such as pricing as well. 
Pricing, along with regulatory change, is seen by respondents as 
impacting their margins more than their revenue.
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Survey results
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Operating margins ticked up in kind

Pricing pressure is forcing businesses to focus on productivity 
and communication of their added-value

While revenue growth has been resilient, margin and profit is 
where most businesses are judged. “My board sets targets for me 
based on what our business earns not on revenue”, said the CEO of 
a facilities management company. Most businesses in our survey 
generate single digit EBITDA margins. However, increased revenue 
over the last year has translated into margin growth in the range 
of 1.2 to 1.6 points. Again, mid-sized businesses consistently 
outperform the sector as a whole. 

Despite this positive outlook on margin growth, respondents 
report continued margin pressure. This pressure is coming largely 
from a continued push by customers on pricing (being asked to 
provide more for less) whilst costs, predominantly labour, continue 
to ratchet upward. Labour availability and a shortage of skilled 
workers were frequently cited as driving factors pushing up wages. 
The need to attract new workers and retain high performing talent 
were seen as key to maintaining a competitive edge. “The biggest 
threat to our business has been consistent wage inflation”, said 
one engineering services CEO. 

As we would expect, companies are focusing on productivity to 
address margin pressures. Improved productivity is offered as the 
strongest driver for the businesses that achieved greatest margin 
growth (though as we see later in the report, companies tend 
to overstate the effect of productivity gains). Here, technology 
is cited as key. “We are trying to work smarter to deliver the 
same solution at a lower cost”, one senior executive reported. 
“Technology is part of it, particularly gathering and using data to 
make better decisions, but I’ll admit we are still in the early stages 
of capitalising on this as an opportunity.” This latter point is we 
believe, very important. Whilst there is a sector wide recognition 
of the need for new technologies, as a whole the sector is yet to 
embrace this opportunity (and threat) wholeheartedly. 

In addition to focusing on productivity, businesses are also 
designing more profitable contracts including payments that are 
value-based. “We have focused on demonstrating the increased 
value for our clients and increasingly they are willing to reward 
us for it”, said the CEO of a major UK soft FM services provider. 
Some respondents indicated they have plans to move in the same 
direction: “We’ve been thinking about making our value add clear 
to our clients”, one energy business services respondent said. 
“They need to know what they’re getting over and above the 
standard set of services.” 

Weighted  
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pp change +1.2 +1.6 +1.4
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Key drivers of change in operating margin
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“ Technology is part of it, particularly gathering and 
using data to make better decisions, but I’ll admit we 
are still in the early stages of capitalising on this as an 
opportunity.” 
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Whilst price has always been a focus for customers, the sector 
has reported that this pressure has only continued to grow over 
the last 12 months. This pricing compression is often seen as 
customers themselves weeding costs out of their business, leading 
to setting ever lower price expectations for their service providers. 
The other main customer behaviour change seen through the 
survey results is risk aversion. The knock on effect for business 
services companies is tighter contracting, more stringent terms 
and conditions, and a tendency to push risk onto the service 
provider. “There is a general trend where risk transfer to the 
contractor is increasing and it might lead to poor risk management 
overall”, noted one facilities management executive. “We’re not 
always best placed to manage that risk”, he admitted. Whilst open 
book and cost plus contracting remains the norm, the longer-
term shift towards output-based risk-sharing contracts seems 

to be continuing, and respondents expect it to develop at an 
increased rate as data collection and integration allows for better 
performance monitoring.

In terms of the customer environment, uncertainty about 
economic and regulatory conditions in the medium term were 
felt as the driving factors leading clients to contract for shorter 
time frames (1–2 years in sectors where 3–5 was historically 
commonplace). Customer contracting decisions are increasingly 
being left to procurement departments, (which can be less flexible 
with contract terms, show less interest in past relationships, and 
be overly price-conscious at the expense of more subjective, 
innovative or long-term assessments of value), with respondents 
according it significantly higher importance on a relative index.

Customers are laser focused on price and risk

Changes in customer behaviour over last 12–24 months

Q:  How has customer purchasing behaviour changed over the last 12–24 months in relation to the following factors?

59Price

Net 
importance

More importantLess important

Risk aversion

Driven by 
procurement

 Slightly less important  Much less important  Slightly more important  Much more important

Risk sharing

Cost plus

50

42

25

19
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When considering initiatives to improve productivity and address 
the margin challenge, investment in technology (where low-
hanging fruit exists) appears to be the main focus for these 
improvements. Survey participants report both IT refreshes and 
major transformations. “We’ve recently partnered with a Czech 
business because we think near-shoring will help us be more 
nimble with our digital strategy”, reports one energy services 
executive. However, there is an acknowledgement that more 
capital needs to be invested behind technological innovation. 
The low margin nature of the sector and lack of incentivisation 
from customers has allowed the sector to fall behind with little sign 
of this changing. There is a risk of technological disruption in the 
business services sector in the next 3–5 years by large technology 
businesses that understand the value of data, or start-ups nimble 
enough to steal a march. This risk is echoed in respondent 
commentary “We need to be smarter, more innovative with how 
we deal with technology collectively,” said a senior executive at a 
multinational outsourcing business. “It is a structural weakness 
of the sector that investment in innovation takes place only if 
customers contract for it and the return is immediate.” 

We saw earlier that entering new services, products and markets 
was a major source of revenue growth over the past 12 months, 

Technology investments for short term gains are front and centre 
but there is room for innovation

Internal initiatives/programs in the last 12 months

Q:   What major internal initiatives/programs have you run in the last 12 months? (Please select all that apply)

Tech investments to generate operational leverage IT transformation/refresh 36

27

26

12
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Adjacent product/service 
launch

Enter new geography

Emerging technologies

Changing revenue mix to improve margins

Driving out costs

“Pulling the plaster” — Exiting unprofitable contracts

Net% of mentions

“ We need to be smarter, more innovative with how 
we deal with technology collectively,” said a senior 
executive at a multinational outsourcing business.  
“It is a structural weakness of the sector that 
investment in innovation takes place only if customers 
contract for it and the return is immediate.”

vindicating those moves, which were made by 27% of those 
surveyed. New products and new markets require significant 
investments but can be seen to sustain pricing by driving 
competitive differentiation and allow for better management of 
labour costs and contract margins. Our results indicated that 
these strategies were pursued more aggressively by mid-sized 
businesses than others — larger businesses were more focused on 
cost reduction — potentially explaining the mid-sized businesses’ 
outperformance in revenue and margin growth.

Driving out costs has been almost as popular however. Businesses 
are passing on customer pricing pressure, squeezing their own 
suppliers and optimising labour costs where possible.
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Regulations, such as the National Living 
Wage, Apprenticeship Levy and pensions 
are cited as the driving factor for rising 
labour costs. Skills shortages are also 
having a marked impact. It appears that 
this skills shortage is more pronounced 
in certain pockets of the UK than others. 
“There is a severe shortage of skilled 
labour, particularly in the North,” one 
services senior executive reported. 
“The government has under-planned for 
attracting talent [to other regions] that is 
naturally drawn to London.” In terms of 
managing these cost increases, nearly 50% 
of respondents are passing these costs on 
but in at least 30% of cases, companies are 
accepting reduced margins. 

As highlighted earlier, productivity 
is clearly a major focus for companies to 
mitigate margin pressures. Success in 
this area we believe is being overstated 
perhaps as productivity is not well 
tracked by many companies on an on-
going basis. By our analysis on questions 
regarding changes in revenue and labour, 
productivity has improved 2%, not the 
4% companies report. This suggests 
there’s more room for improvement than 
companies realise.

Productivity efforts leave room for improvement

Labour models are being impacted by changes in regulations 
and skills shortages

Reported productivity change vs. implied 
productivity change

Q:   How has your employee productivity in the UK 
changed over the last 12 months?

 How did your company’s UK revenue over the 
previous year?

 How has your company’s workforce cost base 
changed in the last 12 months?
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Cost is driving changes to the labour model

Q:   What will be the major drivers of change affecting your labour 
model over the next 12 months? (Select all that apply)

Response to labour model drivers

Q:   What will be your response to these?

Weighted average  
% change 3.9 6.1

Apprentice- 
ship levy
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Despite uncertainty from Brexit, it is business as usual for most of 
the industry

Impact of Brexit

Q:   What impact has Brexit had on your business thus far?

Priority concerns as a result of Brexit

Q:   Please prioritise the top three areas of concern as a result of Brexit 
for your organisation over the next 12 months

Reaction to Brexit

Q:   What actions has your organisation taken as a result of Brexit?

Uncertainty

Revenue has 
declined

New business 
reduced

Employee 
churn

Margins have 
declined

23

48

21

13

11

Percent of mentions

Impact of Brexit No action 
taken

Managing 
headcount

Cut investment 
in UK

Assembled  
steering group

26

48

22

21

Actions

Uncertainty is mentioned as by far the most noticeable impact 
from the Brexit decision to date although for many respondents, 
business is continuing as usual. We would expect this given much 
of the business services sector is UK centric and therefore shielded 
to some degree from European contracts, and as yet the nature 
of Brexit is unknown. For those respondents who did indicate that 
they have been impacted by Brexit this is predominantly through 
fewer business opportunities and reduced margins when costs are 
not in sterling. 

In terms of taking mitigating action for Brexit, we see a 50/50 
split in the response whether businesses have yet taken action. 
48% of respondents have not yet taken action whereas 52% have 
taken defensive action, including managing headcount, reducing 
investment in the UK and renegotiating contracts where possible. 
“We’re trying to keep contracts short, because we don’t want to 
sign into a contract where currency and fuel prices can negatively 
impact our business”, one logistics respondent said. “We’ve added 
break clauses into nearly all of our contracts.”

There was also positive feedback on Brexit with reference to the 
opportunities that might present themselves for business services 
companies. The declining pound makes UK service providers more 
affordable to foreign customers. And as some customers are more 
focused on risk management than they were before the Brexit 
vote, they may view outsourcing to reduce risk, and effectively 
manage their cost base.

Loss of new 
contract 

opportunities

More difficult 
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procurement

Reduced ability 
to serve EU-
wide (ex UK) 

customers

Greater 
financial risk

More onerous 
regulation

Reduced 
availability of 

low cost labour
Percent of mentions % mentions 

as primary 
reason

59 20

24

9

13

9

7

14

#1 #2 #3

59

37

36

35

34

33

“ We’re trying to keep contracts short, because we 
don’t want to sign into a contract where currency and 
fuel prices can negatively impact our business”, one 
logistics respondent said. “We’ve added break clauses 
into nearly all of our contracts.”

Percent of mentions
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Longer term growth outlook

Q:   How did your company’s UK revenue change over the  
previous year?

 How do you expect your company’s revenue to change over the 
coming year?

 What impact do you think Brexit might have on your growth over the 
next five years?

Businesses are generally bullish about the next 12 months, 
expecting revenue growth to be in line with the last year. As a 
whole, the sector has and is expected to continue to perform 
relatively well, especially mid-sized businesses. 

That said, some of this optimism for the future is cautious:  
“There will be 20,000 less civil servants in government next 
year, so there is a need for outsourcing”, one defense executive 
explained, “but the current administration has been slow to 
embrace outsourcing. If they change their stance, then I am bullish 
about the next year or two.”

For the medium term, not surprisingly, businesses expect 
growth will slow markedly as the date of Britain’s exit from the 
EU approaches (2019, possibly later). Almost a quarter of those 
surveyed expect revenue declines over the next five years.

The UK business services sector, as is the case in many sectors, 
is operating amid unprecedented turbulence from political, 
regulatory, economic and competitive forces. As revealed in this 
survey, the sector faces Brexit uncertainty, labour shortages, 
rising labour costs, ongoing pricing pressure, and continued 
technology innovation. These pressures offer huge opportunities 
but will make the sector more vulnerable to potential competitive 
disruption. Across the board there is a focus on productivity but 
our analysis suggests that productivity is not improving as much 
as the sector thinks it is. We believe there is a need to do more and 
an opportunity for businesses services companies to take more 
action particularly on technological and business model innovation 
to secure their competitive advantage.

Percent

% Increase 70 78 45

Weighted average  
% change 4.8 4.9 2.4

Outlook



10UK Business Services ‘State of the Union’ 2016 

100

80

60

40

20

0

Vice president

n=116

Director of strategy

Director of Business 
development

Sales, marketing or 
commercial director

Finance Director 
or CFO

Managing director,  
SVP or COO

Chairman, president 
or CEO

Director of investment

100

80

60

40

20

0

IT Services

Logistics & 
distribution

Engineering services

Professional services

Facilities 
management

Business process 
outsourcing

Other
n=116

B2B Software & Saas

100

80

60

40

20

0

More than £5bn 
£1bn–5bn

£500mn–1bn

£100mn–500mn

£50mn–100mn

£20mn–50mn

£10mn–20mn

£5mn–10mn

Less than £5mn

n=116

Respondents by Role Respondents by Sector Respondents by Business Revenue

The inaugural BSA and EY pulse survey was conducted over 
September and October 2016, surveying respondents from 116 
companies within the Business Services sector in the UK, including 
members of the BSA. Respondents hold senior management 
positions at their businesses and responded primarily for their 
businesses as a whole and with regards to performance in the UK. 
There was a spread of responses across sub-sectors and annual 
revenue for a mix of perspectives across the sector.

Respondents completed an online survey of over 40 questions 
with topics covering past performance, expected performance, 
employment and impact of Brexit. Some respondents were 
contacted by telephone for follow-up conversations to discuss 
business-specific and sector trends and themes in greater detail.
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