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Executive Summary

1 This report sets out the findings of the evaluation of the Business Gateway Fife Start-up Service undertaken on behalf of Scottish Enterprise Fife (SEF).  The evaluation was undertaken by Alan Brazewell Economics Limited and IBP Strategy and Research during August 2004.  It covered the period from April 2001 until March 2004.  

2 Business Gateway Fife has assisted over 1,800 start-up businesses over the three years.  This is 12% higher than the target for start-up numbers set three years ago.  Survival data is incomplete but it might reasonably be assumed that about 1,460 of these start-ups are still in business.  

3 The average turnover is £63,000 with two jobs per business.  Surviving businesses show a reasonable propensity to grow.  Nearly 40% of sales are generated from beyond Fife and displacement is low.  Overall (in ‘gross’ terms), these businesses generate £91.1m in turnover and have created 2,840 jobs.  The service has cost £1.55m to deliver over the period covered by the evaluation.  

4 The number of start-ups in Fife is growing steadily.  This is true of all parts of Fife, though there is particularly good growth in the North East sub-region.  There is a good presence of start-ups in business services, which may go some way towards meeting the gap in this sector in Fife which previous research has identified.  

5 Growth in numbers among women and those originating in Social Inclusion Partnership (SIP) areas has been steady, but there has been especially good growth in numbers among the under 30-year-old age group.  There has, however, been a small decline in the proportion of total new starts who are women.

6 The reasons for wishing to start in business have changed over the years; relatively few take this option now as a response to unemployment (though some still do) with many taking the route for more positive and ambitious reasons; many are also setting up in business in an area of activity which they are already familiar with.  One third now start up in business on their own for lifestyle reasons.  

7 Taking all these factors together suggests that there has been at least a partial shift in culture, with the motivation and origins of start-ups likely to be considerably different from what would have been the case some years ago.  

8 That said, lack of finance, risk and lack of confidence, all of which are related to one another, continue to be the biggest barriers.  

9 Many businesses which cease to trade do so for positive reasons, for example, the owner deciding to return to full time employment.  No matter what the reason for ceasing to trade, people generally seem to find the experience of starting up in business a positive one principally because of the boost to self-confidence which it provides.  The majority would ‘have a go’ again.  Skills and attitudes are acquired which will generate other benefits in the local economy.  

10 Most of the elements of the start-up service are well-regarded, and this is especially true of the Adviser support.  The Adviser support should continue to be the bedrock of the service.  Technical seminars are also appreciated.  

11 Clients appear to have been less convinced about the marketing of the service so far than about other elements, though it should be noted that there have been significant recent developments in this respect.  And while most do not feel they require more support, there is a significant minority who would like continuing contact after start-up.  

12 The service is especially highly appreciated among the younger age client group, amongst whom additionality is also higher.    

13 Additionality overall is comparable with other similar forms of intervention, though it has to be recognised that a proportion of the activity, and the benefits, would probably still occur were there to be no Business Gateway start-up support service.    

14 Net impacts are £16m to £21m in new turnover in the Fife economy and between 690 and 920 jobs.  Cost per net job is between £1,700 and £2,200, very much at the lower end of an acceptable range.  

15 Overall, SEF can be pleased with these figures.  Even despite relatively low additionality (though not out of line with other similar interventions) it appears that the Business Gateway Fife Start-up Service has made a significant contribution to the development of the small business economy in Fife at reasonable cost.  

16 The way that the service is currently developing will make it more responsive to the needs of the businesses judged to possess greater potential; thus, many items which might have appeared in recommendations from this evaluation have probably been covered in the new arrangements.  

17 On the basis of the results of the evaluation, there is not much evidence of need for any further radical overhaul.  There is no evidence from this evaluation which would question the fundamental value of providing support from public agencies to start-up businesses.  That said, there are several recommendations for action.

Promotion.  Within the context of the national Business Gateway marketing framework, SEF and Business Gateway Fife should continue to tailor marketing to the conditions in the local area and especially to pursue the development of marketing material which might be more appropriate for:

· [image: image2.jpg]


women (start-ups led by women have fallen slightly as a proportion of the total in recent years)  

· younger people, and 

· people from a disadvantaged background, or those who are looking to start-up as a way out of unemployment.   
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Finance.  This appears to be a major barrier to start-up, affecting confidence and potentially putting some people off.  Advisers should recognise the importance of this hurdle and develop the existing links with Banks to improve the supply of start-up finance and reassurance to the potential new business.  
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Younger people.  Under-30s seem particularly receptive to the support provided.  It might be worthwhile to develop more specialist effort, especially in relation to:

· promotional activity – continuing the specialist promotional activity currently being developed

· more targeted and supportive aftercare

· recruitment/identification of advisers who might particularly be able to relate to younger people.  
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Aftercare.  This is now to be put on a more structured footing with a more targeted and segmented market.  We support this.  It is important to let businesses know that in some cases, and if appropriate, aftercare support is present (many appear not to know this).  Raising the awareness of aftercare opportunities should be a priority.  SEF might also consider the extent to which other resources (for example European Regional Development Fund) might be levered in to support aftercare.  
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Targeting.  There is enough evidence from the survey to suggest that there is a group of higher growth businesses within the recipients of the service.  Seeking them out and delivering the more hands-on ‘enhanced’ support to them would be productive.  Many will be in local service sectors or construction, but given the low displacement figures, this should not put Business Gateway Fife off assisting these businesses.   
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Partnership.  While the relationship between the Business Gateway in Fife and the banks is currently good, advantage should be taken of the offer from the banks to collaborate more with them on a case-by-case basis.  This could especially apply to the higher growth businesses.   
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Information.  The data on survivability has had to be subject to considerable qualification.  This is an important variable by which to judge performance and the contribution of start-up businesses to the Fife economy.  SEF should look at practice in other LECs (possibly in conjunction with Scottish Enterprise National) to develop a system of collecting survival information which is more robust. 

1:
Introduction

1.1 This report sets out the findings of an evaluation of the Business Gateway Fife Start-up Service undertaken on behalf of Scottish Enterprise Fife (SEF).  The evaluation was undertaken by Alan Brazewell Economics Limited and IBP Strategy and Research during August 2004.  The terms of reference required the consultants to provide:

 an analysis of results achieved and or expected by assisted start-ups

 quantitative and qualitative analysis to help inform the development of SEF support to this customer group in future

 a structured analysis of the programme over the three year period from April 2001 to March 2004, quantifying the caseload handled, resource inputs, outputs and impacts including:

 new jobs 

 cost per gross and additional new start

 cost per gross and additional job generated by new start

 survival and failure rate, with some qualitative information on reasons for failure.  

 qualitative assessment of the customer experience in terms of service provision, access to development support and additional benefits derived by the individual business.  

1.2 In this report, Chapter Two looks at the type of business assisted and the quality of the service as viewed by its customers; Chapter Three covers business performance and the main items of economic impact; and Chapter Four contains a summary, main conclusions and recommendations.  This Chapter looks briefly at the nature of the service itself and the methodology used in the evaluation.    

The context for support to start-ups

1.3 SEF has undertaken a considerable amount of research into the Fife economy.  This was summarised in an SEF Board Paper of April 2003
 and has subsequently provided a backdrop to the policy for economic development which appears in the Strategy for the Business Gateway as well as spatially-orientated strategies such as the Central Fife Action Plan.  Some of the key conclusions of the research were as follows:

 Fife has 20% fewer businesses per 10,000 residents than the Scottish average

 the number of businesses in the service sector in Fife, while growing, still lags behind the representation in Scotland and the rest of the UK

 Fife is reliant on a small number of large manufacturing employers

 the level of ‘churn’ – the birth and failure of new businesses – is below the Scottish average and well below the UK’s most dynamic economies

 Fife has one of the lowest business birth rates in the UK; this is a major reason for relatively low rate of employment growth in the area

 there are few high growth businesses among the Fife start-ups

 all this said, the creation of new firms is the main source of new jobs in Fife

 research across the UK suggests that displacement among new firms is not as great as had previously been suspected.

1.4 The paper concluded that the ‘single most significant conclusion from the research’, which covered all aspects of the Fife business economy, was the low business birth rate in Fife, and that significant long term effort was likely to be required if major inroads were to be made in this area.  Some of these issues have helped to direct the areas of search for the evaluation.

1.5 The above findings are now recognised in SEF policy documents.  Similarly, the promotion of business start up as an option and the shape of the services to start-up businesses are also changing to reflect some of the issues identified.  Set out next is a brief description of the current and changing service provided to start-ups in Fife.    

The Business Gateway Fife service to start-ups

1.6 This evaluation covers the three years from April 2001 until March 2004.  The start-up service is continually developing.  The main elements in the service provided over the period covered by the evaluation, as well as new developments about to be implemented, are described next.

1.7 The principal means of support to start-ups is delivered through the Business Gateway service.  This is provided in Fife by Small Business Gateway Fife Limited, a joint venture between SEF and Fife Council.  It has been in operation since April 2001 and is a company limited by guarantee with a Board of Directors from SEF and the Council, chaired by the private sector.  The Business Gateway covers support to existing businesses and the Business Information Service as well as support to start-ups.  There is a team of Advisers dedicated to start-up support.

1.8 The contract between SEF and Small Business Gateway Fife is not output related, as is the case in some other Local Enterprise Company (LEC) areas where the contractor is paid for each business which actually starts up.  SEF believe that the system they operate allows for more flexibility to deliver a service customised, within limits, to the needs of each individual business.   

1.9 Business Gateway Fife operates within the framework set by Scottish Enterprise National through the Business Gateway Procedures Manual.  There is also nationally branded Business Gateway marketing.  The ‘Universal Service’ for start-ups is intended to be available in a fairly uniform way throughout Scotland to any person considering setting up a business or becoming self employed within the Scottish Enterprise area.  In Fife, the system from the client’s perspective has so far been as follows.

 Prospective start up phones 0845 number

 Call is picked up by Customer Service Team who do first screening

 Client is passed on to Information Adviser who informs client about:

 the courses/seminars available

Ideas Generation – for people who wish to start in business but do not have a product idea

Think Plan Do – for people who may have an idea but need to put the first building blocks in place

Technical seminars on specialist subjects - bookkeeping, tax, and sales development

 the web based tools (of which there are two – ‘On line Tutorial’ and ‘Ask the Adviser’)

 a meeting with a Business Adviser – the Information Adviser may suggest that client does other things first – but a meeting is never refused.

1.10 Support is delivered through five ‘outreach’ centres, located across Fife.  Up until now, once contact is made with Business Adviser, it has been up to the Adviser to use his/her judgement about how much time to devote to each client, balancing time available overall with the likely prospects for the client. The process so far has, however, basically been driven by the client.  Further development of the system of support is being introduced in September 2004, where the allocation of scarce resources will be driven more by the Adviser.  The Adviser now puts clients into three categories based on an initial appraisal:

 High growth (expected turnover up to £0.75m after three years and/or 15 plus employees) – refer to SEF High Growth Team. 

 Aspirational (expected turnover up to £0.25m after three years) – client entitled to three days support up until end of first year’s trading.  Particular in depth support in preparation of business plan.  

 Volume (the rest) – entitled to one meeting with client, though this can be flexible – as well as all the other items (seminars, on line tutorials etc).  

1.11 The rationale is to identify more high growth businesses and allocate resources to them disproportionately, while not neglecting other legitimate start-ups.  This evaluation clearly covers the previous system since the new one was not in operation over the period covered.  

1.12 As well as setting a more clearly delineated framework for support, recent policy papers in SEF have put emphasis on the need to stimulate new enterprise through effort concentrated in new areas of potential such as the clients of further and higher education and Careers Scotland as well as enterprise education in schools.  Existing (and continuing) priority areas have been women, younger people and the socially excluded, all of which are identified as targets for Business Gateway Fife.  

1.13 Business Gateway Fife was subject to a Value for Money Audit conducted by external consultants in January 2004.  The conclusion was that it ‘meets its contractual commitments, is managed effectively and is cost-effective.  Within the constraints of the brief, Business Gateway Fife represents value for money.’

Monitoring and information

1.14 Good records on each individual start-up are kept on the SEF Nesica database, which has been used for the analysis of existing performance which follows.  In addition, there are a series of follow up surveys which provide information on aspects of the service.  

 a ‘Striving for Excellence’ survey is undertaken by CCA, covering customer satisfaction performance across the whole of Scotland.  This is done quarterly and covers mainly those who have just started up in business.  It is a 10% sample across Scotland; it will cover a small number of start-ups in Fife every month and asks about items such as such as ‘overall assessment of service’, ‘ease of contacting the Business Gateway’, ‘staff knowledge and skills’ etc.  
 Since 2002, ABTEL have been commissioned to undertake follow up calls to businesses to check on survival and produce evidence on survival rates.  Since April 2004, this survey has been extended by prompting businesses about the possibility of further support through the workshops and seminars or, in appropriate cases, a visit from an Adviser.    
Costs of the service

1.15 The brief requires an assessment of cost per job created.  This is provided in Chapter Three.  This clearly requires information on the costs of delivering the service, which is provided next.  Costs are based on data provided to the consultants by SEF.  The main components and totals over the financial years 2001-02 to 2003-04 are in Table 1.1.  Total overall cost over the period amounts to £1.55m.

	Table 1.1: Approximate total costs of delivering the service to start-ups (£,000)

	
	01/02
	02/03
	03/04
	Total

	Business information service (pro rata)
	60
	60
	60
	180

	Operational costs of the service 

(staff salaries, expenses etc)
	135
	170
	195
	500

	Start-up grants
	65
	115
	150
	330

	Enterprise promotion 

(advertising, events, branding etc)
	50
	40
	30
	120

	Think Plan Do workshops
	40
	40
	40
	120

	Fife Council contribution (pro rata)
	100
	100
	100
	300

	Total
	450
	525
	575
	1,550

	Source: Scottish Enterprise Fife 


Overall start-up performance in Fife
1.16 The Nesica database shows that 1,833 businesses started up during the three-year period covered by this evaluation
.  The Nesica data overall show that:

 the number of supported start-ups has increased dramatically (by 35%) over the past three years (Table 1.2)

 achievement is 12% higher than the target for start-up numbers set three years ago 

 the number of female start-ups has increased by nearly 30% in absolute terms, though it has declined slightly as a proportion of the total

 the number from SIP areas has increased by 50% in absolute terms and has increased slightly as a proportion of the total

 the number of start-ups where the founder was aged 30 or under has more than doubled and has also increased as a proportion of the total – though this at least partly reflects a definitional issue since until recently, the Nesica database only recorded under-25s separately.  It has recently been changed to record only under 30s separately, so the definition of ‘younger person’ now covers a wider age group.  This will partly explain the increase, but is unlikely to explain it all.      

	Table 1.2: Start-up numbers and characteristics by year

	
	2001/2002


	2002/2003


	2003/2004


	Total



	Total start-ups
	532
	583
	718
	1,833

	(Targets)
	(500)
	(550)
	(590)
	1,640

	Start-ups in SIP areas
	61 (11% of total)
	52 (9%)
	91 (13%)
	204 (11%)

	Female start -ups
	181 (34% of total)
	181 (31%)
	230 (32%)
	604 (32%)

	Start-ups under 30 years old
	37 (7% of total)
	47 (8%)
	93 (13%)
	177 (10%)

	Source: Business Gateway Fife Nesica database
	


1.17 SEF and Business Gateway Fife can take some satisfaction from these figures.  We are aware from work done some time ago that targets before 2001-02 were somewhat below 400 per annum, so considerable progress has been made in increasing the start-up rate.  It is also encouraging that the number of start-ups in the key target groups has also increased, especially in the case of younger people.  

1.18 The sector distribution of start-ups shows a significant orientation towards the service industries, with social, personal and other services most prominent (Table 1.3).  There is a very heavy presence of business services, covering all aspects including computer/IT (6%), financial services (5%) and technical services – which we have defined to include consultants, public relations and so on (12%).  It would appear that with growing numbers of start-ups, some inroads may be being made into the gap areas, especially business services, identified in the Business Customer Research Project paper. There are significant numbers of businesses in construction, an area of considerable growth at the moment.  

	Table 1.3: Start-up businesses by business sector

	Business sector
	2001-2004

	Agriculture, forestry, fishing
	1%

	Mining, quarrying and extraction
	0%

	Manufacturing
	6%

	Electricity, gas and water supply
	0%

	Construction
	13%

	Motor vehicles, retail, hotels, tourism  
	20%

	Business services (including transport & communication)
	27%

	Social, personal and other services 
	33%

	Total
	100%

	Source: Business Gateway Fife Nesica database
	


1.19 Female entrepreneurs are very heavily concentrated in social, personal and other services as well as in retail and wholesale.  This was true of the sample of businesses interviewed as well as the population of business as a whole.  However, the in catch-all category of ‘business services’, female and male representation is more or less equal.  

1.20 The distribution by Fife sub-region show that there has been substantial growth in start-up numbers in all three sub-regions over the three years (Table 1.4).  However, the most dramatic growth, with over 60% increase in numbers, has been in North East Fife.  There is no dramatic sector bias to explain this, though there tend to be somewhat more tourism and ‘other services’ businesses in this sub-region compared with the others, and fewer construction businesses.  In the sample of businesses interviewed (as opposed to the population figures from Nesica) there was a heavy concentration of construction businesses in South West Fife.  There was a heavier than average concentration of all forms of services in Central Fife.  

	Table 1.4: Start-up numbers by Fife Sub-Region

	
	2001/2002


	2002/2003


	2003/2004


	Total



	
	
	
	
	% change 2001-2004

	Total start-ups
	532
	583
	718
	35%

	Central
	213
	227
	251
	18%

	North East
	92
	120
	150
	63%

	South West
	227
	236
	317
	40%

	Source: Business Gateway Fife Nesica database


Survival rates

1.21 The survey for the evaluation cannot report on survival rates since interviews in the main took place with surviving companies.  We did note, however that 8% of the businesses that we contacted for interview that had been recorded as ‘still trading’ on the Nesica database turned out not to be.  

1.22 Business Gateway Fife themselves undertake an analysis of survival rates based on the ABTEL post start-up survey, augmented by their own knowledge about what has happened to some businesses.  The most recent results showed that 76% of businesses which started up during 2000-01 still appeared to be trading at the end of 2003.  These figures look encouraging but need to be qualified since they are based only on those firms which responded to the survey to state either that they were or were not trading.  Those which did not respond to the survey were assumed to be still trading.  Should the opposite assumption be made (that those who did not respond are not now trading) survival rates drop to 41%.  This is the assumption which Scottish Enterprise National (SE) prefer to see used.  Clearly, the most likely outcome is somewhere within this range.  SE might wish to undertake some research to establish evidence on which of the above two assumptions is the most reasonable one to make.   

1.23 It is important to be able to quantify the population of surviving business.  Among other things, this is necessary for the economic impact calculations in Chapter Three.  The quality of information on survival rates is varied, as noted above.  Survival rates will vary depending on the length of time which has passed since businesses were first set up.  The figures above, for example, show survival rates three years after start-up.  Survival rates would be expected to be higher for businesses which started-up two years ago, and higher again for those which started up one year ago. 

1.24 In order to arrive at some form of estimate, we have taken the figures from Nesica for start-up numbers in each of the last three years and applied survival rates which look reasonable, given that the only actual information shows a range of 41% to 76% for three year survival rates.  The outcome suggests that over 1,460 of all the firms that started up some time since April 2001 could still be in business, an overall survival rate of 77% (Table 1.5).  

	Table 1.5: Assumed survival rates and numbers

	
	No. of start-ups 
	Assumed Survival rate 
	No. of surviving businesses 

	2001-2002
	532
	66%
	351

	2002-2003
	583
	80%
	466

	2003-2004
	718
	90%
	646

	Total
	1,833
	
	1,463


1.25 Later on, we report on a small survey of businesses which are no longer trading and it is clear that many are in this position for what might be termed positive reasons (found a job, finished with one business and started on another) and that even where a business has not succeeded, the experience is often a positive one for the individual concerned.    

Evaluation method

1.26 Nearly 230 interviews were undertaken with start-up businesses.  The great majority were undertaken over the telephone by IBP interviewers; nearly 20 were undertaken by the more experienced consultants in the team.  Contact information for the businesses was taken from the Nesica database of businesses thought still to be still trading.  However, as noted, 19 of those contacted from this database (8%), were found actually to be no longer trading.   This left 211 still trading who were interviewed.    

1.27 The survival rates analysis suggests that 1,460 businesses are still likely to be trading.  The 211 interviews therefore constituted a 14.5% sample of this population of still-trading businesses.  This provides us with confidence limits of +​/- 6.24%, well within acceptable norms for analysis.  

1.28 The comparison of the sample with the population by sector is covered in more detail in the next section, but is also reasonable.  We  were also keen to see a sample which reflected certain other characteristics.  The outcome (Table 1.6) suggests a reasonable fit between the sample and the population in relation to:

 Fife sub-region

 male / female split.    

1.29 However, the sample does appear to under-represent the start-ups from SIP areas.  The SIP areas were over represented among those we contacted who turned out to be no longer trading (16%), so we might surmise that the failure to reach the target interviews from SIP area businesses reflects that fact that more than average are now no longer trading.  Overall, however, we are happy that the sample is a reasonable fit with the population and that the results are correspondingly robust.   

	Table 1.6: sample/population comparison

	
	sample
	population

	Male/female split
	
	

	Female owner 
	25%
	33%

	Male owner
	64%
	67%

	Equal partnership
	11%
	n.a.

	SIP/non-SIP area
	
	

	SIP area  
	5%
	11%

	Age
	
	

	30 or under
	9%
	10%

	31+
	91%
	36%

	Age unknown
	
	54%

	Part of Fife 
	
	

	South West 
	50%
	43%

	Central
	28%
	38%

	North East
	22%
	20%

	Sources: consultant survey and BG Nesica database


1.30 Other interviews were undertaken with:

 Business Gateway Fife Start-Up Advisers

 some businesses no longer trading (to establish the reason and current circumstances)

 banks and accountants in Fife, to establish the extent of start-up activity outwith the Business Gateway support network

 two other LECs with output related contracts.  

1.31 The results have contributed to the analysis which follows. 

Chapter overview

 There has been a big increase in start-up numbers in Fife over the past three years.  Targets have been over-achieved by 12%.

 Growth in numbers has been apparent in all three sub-regions of Fife, but is especially apparent in North East Fife.

 The number of start-up businesses among younger people (under 25s and under 30s) appears to have grown both in absolute terms and as a proportion of the total; the number of female start-ups has grown in absolute terms but has declined slightly as a proportion of the total.

 Most new starts are in the service industries and a significant proportion are in business services; this may help to make up for the relative gap in such businesses in the Fife economy.

 The shape of the service to start-ups in Fife is developing; the evaluation covered support provided under the earlier arrangements.  

 The service to start-ups has been delivered at a total cost of £1.55m.  

2:
Characteristics of start-up businesses and the support received

Start-up characteristics and motivation
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Over 210 businesses were interviewed.  The bias is clearly towards those who started up since April 2003 (Figure 2.1), but this is only to be expected given the substantial increase in annual start up numbers in recent years and the fact that survival rates will be lower in earlier years.  
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Most of the businesses were sole traders (Fig 2.2).  However, there has been a steady trend in the increase in limited companies since 2001 (21% to 28%).  This might reflect the preferential tax treatment for limited companies, but possibly also an increase in the size and ambition of start-ups.  

1.34 The structure of the sample by sector shows the same preponderance towards services as the population (Table 2.1).  There is somewhat more of a bias towards manufacturing businesses in the survey than in the population, but otherwise, the spread is reasonable.  

	Table 2.1: Businesses in the sample by sector

	Agriculture, forestry, fishing
	3%

	Mining, quarrying and extraction
	0%

	Manufacturing
	16%

	Electricity, gas and water supply
	0%

	Construction
	9%

	Motor vehicles, retail, hotels, tourism  
	13%

	Business services (including transport & communication)
	21%

	Social, personal and other services 
	33%

	Unwilling to say
	4%

	Total
	100%

	Source: Evaluation survey
	


1.35 Some other features of the sample were:

 25% female-led, 64% male-led and 10% equal partnership 

 9% under 30 years old and 20% over 50 years old

 6% had moved into Fife to start the business; 2% had the business in Fife but lived elsewhere

 64% worked from home; 36% worked from business premises

 3% franchisees.   

1.36 Clearly, the typical picture is of male leadership, middle aged, with the business based at home.  However, there is a significant and growing presence of female-led businesses and those started by younger people, even when looked at over the relatively short time span covered by the evaluation.  Had we been able to go back further, say ten years, it is likely that a radically different picture would have emerged.   

1.37 The biggest proportion of respondents had started up in a line of business related to the area they had previously been employed in (Fig 2.3).  This is a reasonably positive finding since this type of business is likely to be more robust than start-up businesses where people venture into an area of activity which is completely new to them.  

1.38 Only 16% of start-ups had an origin in unemployment or long-term sickness.  Again this is a significant shift from the days of the Enterprise Allowance Scheme, where a much higher proportion of assisted new starts would have a background in unemployment.  We undertook a similar evaluation in Glasgow six years ago.  The proportion of previously unemployed start-ups on that occasion was over 50%.   Thus, many more people are now starting up in business for positive reasons, rather then being led into it through unemployment or redundancy.  When start-up is a positive and conscious choice, the results are that much more likely to be encouraging.  That said, it may be that more can still be done to stimulate start-up among those who are or who have become unemployed – it is possible that the pendulum has swung too far in the opposite direction.  

1.39 A very small proportion of start-ups have come from full time education, the majority of these from a background in Further Education. 
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1.40 If it is a policy aim to improve the rate of business start-up, understanding why people start-up in business on their own in the first place is important.  It is bound to have some influence on the nature of marketing the support service as well as promoting the idea of going into business in the first instance.  The main factor among the businesses interviewed was ‘wishing to be my own boss’ (Fig 2.4).  Other motivations also reflected an ambitious outlook, such as having a product idea and seeing a gap in the market, looking for a better income or seeking a better working environment.  

1.41 Finding a way out of unemployment now accounts for less than one fifth.  Starting up in business is now a much more positive step for most people and is less likely to arise from being pushed into through unemployment or redundancy.   

1.42 Looking for a change in lifestyle was the motivation for one third of start-ups.  This too is likely to be a major increase compared to several years ago.  It was not even mentioned in the Glasgow work.  In the ‘other’ category were a reasonable number who believed that they could provide a better service than their existing employer and also a few who were turning a hobby into a business.  Overall, there was little change in the pattern over the three years covered.  
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1.43 Understanding what prevents people from starting up can also be helpful in pitching the effort to improve start-up rates. Barriers which turned out to be less important among the businesses surveyed were ‘not having the motivation’, ‘skills’ or ‘receiving no encouragement’ (Fig 2.5).  This is relatively positive.  Premises are also only a very small constraint, even though 30% or so of start-ups are in business away from home.  

1.44 The main barriers are ‘finance’, ‘risk’ and ‘confidence’, which are very likely to be closely related.  People are bound to be concerned about their income for the first year, unless they have accumulated wealth to draw on, and not all will be able to raise the capital to support a negative cash flow until the business is well established.  In some respects, the Enterprise Allowance Scheme, which provided a weekly income for six months, may have been working in the right direction.  It does appear that anything which reduces the financial risk to people will, other things being equal, help to convert more people with an idea into actual start-ups.  Simple lack of information about what to do to start-up a business was an important barrier.  
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Businesses were asked what, if any, were the particular constraints on their growth now that they are up in operation.  Nearly 30% of businesses found no constraints, and nearly 10% were constrained by the amount of time they were able to put into the business (Fig 2.6).  Finance continued to be a constraint for almost 30%, however, though this was significantly less than the number who had mentioned it as a barrier prior to start-up.  Only 11% appeared to be constrained by the market, a point returned to later which has some bearing on the analysis of displacement.  
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1.46 The rest of this Chapter looks at the services used and the levels of customer satisfaction.  

Business Gateway Fife services used

1.47 Word of mouth was the most important means through which businesses found out about the Business Gateway (Fig 2.7).  If ‘heard from another business’ is added to this, the proportion rises to over 50%, many more than found out through regular advertising channels and especially compared to those who heard from a bank or accountant or though the website.  The £500 grant appears to have had little influence as did the Personal Enterprise Shows (which admittedly have not been held in Fife for some time).  
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1.48 Both prior to start up and post start up, most businesses had benefited from one-to-one advice from a Start-up Adviser (Fig 2.8).  Almost 90% had had contact with an Adviser pre start-up and over 50% post start-up.  Contact with Business Gateway Fife tailed off after start-up, with nearly 40% of businesses having had no contact at all after start-up.  There was little use of the on line tools.  It may well be that not enough people are aware of them.  The new ABTEL follow-up survey will specifically refer start-ups to them so it will be interesting to see how far this stimulates usage.  The technical seminars (covering bookkeeping, tax and marketing) had been fairly well used both before and after start-up as had the Think Plan Do seminars before start-up.  There was fairly limited use of the Ideas Generation workshops.



1.49 These figures tally with the information provided to us by Business Gateway Fife from the Nesica database which confirmed the level of face-to-face contact with clients prior to start-up as well as the limited use of Ideas Generation workshops.  A constant figure of around 90% of clients have had meetings with an Adviser over the last three years.  

1.50 The average number of meetings by industry sector demonstrates that more meetings are held on average with clients in electronics, engineering and agriculture (in the latter case, reflecting Scottish Executive priority treatment to this sector) (Table 2.2).  Personal services and retail/wholesale start-ups tended to have a lower number of meetings on average; the number of meetings held with clients in these sectors has declined over the three-year period.  The figures confirm a pattern of scarce Adviser resources increasingly concentrated in sectors that might require more technical inputs with potentially a greater return.  

	Table 2.2: Average number of meetings held with clients in each sector



	Sector
	          2001/2002
	       2002/2003
	      2003/2004

	Agric/Forestry/Fishing
	1.6
	1.7
	2.3

	Biotechnology/Healthcare
	1.8
	0
	1.6

	Business Services
	2.3
	1.9
	1.5

	Construction
	2.1
	1.9
	1.5

	Chemicals
	0.0
	0.0
	2.0

	Educational Services
	2.8
	2.4
	1.5

	Electronics
	3.0
	4.0
	4.5

	Engineering
	3.5
	3.3
	2.9

	Food & Drink
	2.2
	2.0
	1.6

	Financial Services
	1.3
	1.8
	1.5

	Leisure
	3.0
	2.8
	1.4

	Multi-media
	2.3
	1.5
	1.8

	Other Manufacturing
	3.0
	3.9
	2.0

	Other Services
	2.4
	2.0
	1.9

	Personal/Domestic Services
	2.0
	2.0
	1.8

	Retail/Wholesale
	2.5
	2.3
	1.8

	Tourism
	9.2
	1.8
	1.1

	Source:  Business Gateway Fife 
	
	
	


Customer opinion

1.51 The survey was able to pick up views from those who used the service on the quality of what was provided as well as the influence it had on the business.  The scoring of each element is shown in Fig 2.9.  The figures set out mean, or average, ratings for responses to the questions. This is based on respondents’ ratings on a 5-point scale, where a ‘very good’ rating is accorded a score of +2, a ‘good ‘ rating a score of +1, a neither/nor rating a score of zero, a ‘poor’ rating a score of -1 and a ‘very poor’ rating a score of -2. Thus, if all respondents rated an aspect of the service as very good, a score of +2 would be achieved; if all rated the service as ‘good’ then a score of +1 would be achieved.

1.52 The figures demonstrate consistently good figures for the technical seminars and the one to one support.  More weight should be put on the findings for the one-to-one support since the number who benefited from this element of the service is so much higher then the others.  There are slightly higher scores for Adviser support pre start up compared to post start up but the survey also established that the positive score for post start up one-to-one support increased significantly since 2001.  



1.53 The findings are positive for Business Gateway Fife and demonstrate the continuing importance that start-ups attach to individual contact with an Adviser.  That said, the technical seminars also score well.  Ideas Generation and Think Plan Do also generate reasonable scores.  The low score for the on-line service needs to be interpreted with care given the very low levels of usage.    

1.54 Given the importance that people appear to attach to the one-to-one support, and the high level of use of this element, it was important to find out how start-ups rated different aspects of the support provided by start-up Advisers.  Using the same + 2.0 to – 2.0 scale, it appears again that the Advisers are rated very positively in all the main respects (Fig 2.10).   They are especially highly regarded in having a positive attitude, which is important given the fact that risk and confidence of the individual are serious barriers to start-up, and in being efficient to respond.  Nearly 90% of respondents ‘agreed’ or ‘strongly agreed’ that Advisers had an encouraging attitude.  Lower scores were achieved for more specialist items such as being knowledgeable about the business, but this is to be expected given that Advisers cannot be expected to be specialist in every area.  


1.55 A flavour of the types of responses (both positive and negative) which emerged can be provided by looking at some of the open-ended responses to the question about the quality/appropriateness of the service.  Some of the main themes can be illustrated as follows.
Positive comments

The start up advice was invaluable.  Helped to find my feet

Advisor was here if I needed help

Could not have done it without their support

Good to know it's there when you need it

Good to know I was on the right track

Very good and kept in touch so help was there when I needed it

Advisor had first hand knowledge of small business

Business advisor encouraged me every step of the way

…and less positive ones

It was OK but provided no information on expanding the business

Very good but more encouragement required after a few months

It was very good but not enough contact after start-up

Now need help on how to expand and grow don't feel that is available

They did not give much support or seem interested

More info on seminars and courses would be helpful as would more communication

Did not get enough information about specific needs of my business.                                                                                  

One to one was good, group sessions were not specific enough.

1.56 Overall, the comments were very positive in flavour.  Other aspects of the general provision of support were examined.  Using the same scale as above, the service scored well for being ‘pitched at the right level’ and ‘locally accessible’ (Fig 2.11).  However, it was notably less well regarded in relation to way it was advertised/promoted – which the open ended answers confirmed.  Clearly Business Gateway Fife has to conform to and be in line with Scottish Enterprise National Business Gateway marketing.  Some interviewees referred to the marketing so far being too general, and insufficiently geared towards the needs of specialist target groups such as women and younger people.  Businesses that started up three years ago had a higher regard for the quality of advertising/promotion then than was the case among those that started more recently.  There was quite a significant decline in this respect.  

1.57 This is an area which is being actively worked on by SEF and Business Gateway Fife with new marketing geared towards specific markets.  Within the framework of the national branding and ‘creatives’ there is scope for local differentiation in marketing.   We could therefore reasonably expect scores for the quality and relevance of promotion to be higher in the future.   



1.58 There appeared to be limited demand for more pre and post start-up support.   Most did not feel they required any, which suggests that the service is indeed pitched at the right level and that the move away from the ‘grant culture’ has been successful.  There was little change in the findings between businesses who started three years ago and those who have just started.  

1.59 Nonetheless, over 30% agreed or strongly agreed that they would have liked more post start-up support.  The views of this significant minority were reflected in the open-ended responses, some of which were set out above.  This may be another issue for Business Gateway Fife to consider, though there is no evidence that those looking for more post start-up support were any more likely to be businesses with higher growth potential.  With many businesses, an important contribution is to know that Business Gateway Fife is there to help if required.  

Influence of the support

1.60 This section looks at the how far businesses believed that the support provided had been important to them.  This is very much, though not entirely, to do with the question of additionality - the extent to which the Business Gateway Fife support has contributed to new economic activity over and above what would have occurred anyway.  This has an important bearing on the quantitative analysis of impact which appears in the next chapter.  Additionality can be looked at two levels – influence of the support on:

 the decision to start up in the first instance

 the businesses’ survival prospects. 

1.61 In both respects, influence need not be absolute – it is not an either/or with scope for degrees of influence as set out below.  

1.62 By far the great majority of businesses said that they ‘definitely’ or ‘probably’ would have started up whether there was any support or not (Table 2.3).  ‘Absolute additionality’ was therefore small.  

1.63 However, there has been a degree of influence on over half of the start-up businesses with 56% acknowledging at least some influence.  Furthermore, the proportion of those who would definitely have started up (at the same time on the same scale etc) was lower among those who started up recently than among those who started up three years go.  It could be that those with fresher memories about the process were more prepared to acknowledge a Business Gateway Fife contribution.  Where was a timing contribution (in 7% of cases) the date of start up was in most cases brought forward by more than six months.  We consider these to be reasonable results from the point of view of Business Gateway Fife and comparable with other initiatives.  

	Table 2.3: Start-up additionality 

	Definitely would have started up
	44%

	Probably would have started up
	42%

	Would have started up but at a later date
	7%

	Would have started up but on a smaller scale
	1%

	Probably would not have started up
	5%

	Definitely would not have started up
	1%


1.64 There is a somewhat higher degree of additionality around survival, with fewer prepared to say they would ‘definitely have survived’ than those who said that they would ‘definitely have started up’ (Table 2.4).  Again, there were higher ‘survival additionality’ scores among the more recent start-ups who may be better placed to talk about the influence of the support since they received it more recently.  Overall, the patterns of additionality are not out of line with those for other forms of business development intervention or other start-up activity which we are familiar with.  

	Table 2.4: Survival additionality 

	Business definitely would have survived as it is
	28%

	Definitely would have survived, but would be smaller or less successful
	5%

	Probably would have survived
	59%

	Probably would not have survived
	3%

	Definitely would not have survived
	3%


1.65 Additionality was somewhat higher among the under-30 year-old age group.  Otherwise it was fairly consistent across Fife sub-regions and between male and female entrepreneurs.  

1.66 This is not the only way to look at the influence of the support.  Start-ups were also asked to consider the impact of the support on certain important aspects of the business.  There were both significant and overall impacts in relation to ‘business planning capacity’ and ‘business confidence’ (Fig 2.12).  There has also been some impact in accessing finance, though this may reflect the existence of the £500 IT equipment grant, now discontinued.  Overall, these figures suggest higher influence than the bare additionality figures indicated.  



1.67 Finally, start-up businesses were asked about the importance of Business Gateway support to their business overall.  A clear majority, 62%, found the service ‘useful’ or ‘vital’.  Ten per cent found it marginal and 13% not important at all.  Given the ‘light touch’ nature of much of what is provided, these results too are positive.   

1.68 A significant finding, however, is that among the under-30 age group, one third found the support vital and nearly 60% found it useful (Fig 2.13).  There were no similar differences between Fife sub-regions or male / female.  



Chapter overview

 More businesses are starting up as limited companies than was the case three years ago.

 The most common background of start-ups is in the area of business in which they were previously employed; the great majority are coming from employment, with less than 20% coming from unemployment or redundancy.

 The main motivation is the desire to be one’s own boss but those choosing start-up for lifestyle reasons now constitute one third of all start-ups.

 Lack of finance, risk and lack of confidence (all likely to be related to one another) are perceived to be the main barriers.  

 Lack of finance is a constraint to the growth of some businesses, but many see no major constraints at all; market conditions appear to be a constraint for only a small minority.  

 There is significant use of start-up Advisers, but much more at pre than post start-up stages.  There is good use of the technical seminars and the Think Plan Do seminars.  There is little use of the Ideas Generation Workshops and the on line tools, both of which could possibly be promoted more aggressively.

 Adviser resources are increasingly being concentrated on sectors which are likely to be more technically demanding.

 Adviser support is scored very highly in customer satisfaction – this continues to be an important part of the service.  Advisers are valued for their encouraging attitude and speed of response.  The technical seminars are highly regarded too.  

 The marketing of the Business Gateway is ranked below other aspects.  Marketing is continuing to develop.  

 There is limited overall demand for more support, though a significant minority are looking for more post start-up support.  

 Overall additionality is reasonable and in line with other forms of intervention.  There is also good influence on some aspects such as business confidence and planning.  

 Influence and additionality are much higher among the under-30 age group.   

3:
Business performance and economic impact  

Turnover and employment

1.69 Of the 210 or so businesses which responded to the survey, 160 (75%) provided details of turnover and all provided details of employment.  The average turnover per business was £63,000 and average employment per business was 2.0 (Table 3.1).  Average turnover was highest in construction and lowest in personal services (leaving out agriculture within which there were very few businesses).  It was higher in South West Fife, reflecting the presence of a few high-turnover construction businesses from that area in the sample, and lowest in Central Fife, where there was a high proportion of personal services businesses
. 

	Table 3.1: Average turnover by sector and sub-region

	Sector
	Average turnover

£
	Average employment 

	Agriculture, forestry, fishing
	11,200
	1.2

	Manufacturing
	49,200
	1.9

	Construction
	110,700
	2.0

	Motor vehicles, retail/wholesale, hotels, restaurants, tourism
	69,300
	2.1

	Business services (with transport, storage, communication) 
	59,500
	1.7

	personal services and other services 
	25,100
	1.9

	Sub-region
	
	

	Central
	33,400
	2.0

	North East
	57,100
	2.1

	South West
	78,800
	2.0

	Overall average
	63,300
	2.0

	Base 
	160
	210


1.70 The average turnover figure from the Business Gateway Fife Nesica database was £62,000.  This is based on businesses' predictions of what they might achieve in the first year.  This is very similar to the figure emerging for the survey on actual business performance, suggesting that start-ups perhaps get their predictions right.  That said, some in the survey had been going for more than one year, so have had the prospects of a longer period of growth than would be the case with Nesica, but the two sets of figures are broadly comparable nonetheless.  

1.71 The distribution of turnover by bands shows the majority trading at less than £25,000 per annum (Fig 3.1).  Nonetheless, there are 18% trading at above £100,000 per annum and 7% trading at more than £250,000.  Over 20% of businesses have three or more employees and 4% have six or more employees (Fig 3.2).  The average overall is somewhat higher than would be the case if all that Business Gateway Fife were supporting was a series of ‘one person bands’.    



1.72 It appears that there is some scope to look for businesses with high growth potential.  This is reinforced by an analysis of the growth pattern of the businesses in the survey (Fig 3.3).  This shows the average change in turnover over the last few years for firms established two or three ago.  These businesses have on average grown steadily.  This demonstrates the dynamic picture created in the start-up business economy and shows that not all firms stand still; those that do survive have a tendency to grow.  


1.73 The total turnover of all the businesses interviewed amounts to £10.13m.  It was noted earlier that we might reckon that 1,460 start-up businesses assisted by Business Gateway Fife are still trading.  Assuming the sample to be representative of this population, the total turnover in the population of still trading businesses currently should amount to £91.1m.  This is not, of course the actual contribution to the Fife economy.  This is covered in the next sections.  

1.74 Total employment in the sample of businesses interviewed was 316.  If this too is ‘grossed up’ from the sample to the population, the total actual employment in start-up businesses in Fife supported through Business Gateway Fife amounts to 2,840.  

Markets 

1.75 The survey also looked at some aspects of the markets in which the start-up businesses are trading.  Over 60% of business is generated from within Fife (Fig 3.5); correspondingly, 37% is from outside Fife, with 16% exports from Scotland and 5% exports from the UK.   This too seems to be reasonable performance and compares well with the findings in the Glasgow survey undertaken in 1998.  

1.76 Businesses gave a view on the extent to which the market they were in was growing, static or declining.  Eighty per cent believed that they were in a growing market; 13% in a static market and 5% in a declining market (with 2% don’t knows).  We have to take on trust that people know what the market that they are in is like.  These figures are very important for the analysis of displacement which follows.  

Net economic impact

1.77 The top line figures for gross impact look very impressive.  However, it is necessary to take account of three factors to convert ‘gross’ to ‘net’:

 additionality 

 displacement

 multipliers.

Additionality

1.78 This was discussed in the previous Chapter where figures for additionality were presented.  The analysis needs to be able to apply a factor to the gross impact which will reflect the extent of ‘non-additionality’ that is, the amount of activity by the start-ups which would (hypothetically) have taken place had there been no public sector intervention.  To do this, an additionality factor has been applied to the turnover of each business to reflect the answers to the start-up and survival questions (with some account also taken of the businesses which said that there had been significant impact on some aspects of the business – as in Fig 2.12).  The factor will range from 1.00 where the additionality of the support has been absolute to 0.0 where it had no effect at all – with various steps in between to reflect degrees of influence (on start up timing or probability of survivability etc)
.  

1.79 Taking all these factors together reduces the gross turnover in the sample from £10.13m to £1.92m, a reduction of over 80%.  This is comparable with other start-up evaluations.  It puts into perspective the contribution of the support but may underestimate it given the tendency of people to wish to believe that they would definitely have done it all under their own steam.  As was noted, those with freshest memories attached highest importance to the support provided.  

Displacement

1.80 Displacement occurs when support to one business generates benefits for that business at the expense of another in the same geographical area.  It is likely to be higher at the Scottish level than at the LEC level.  It is commonly perceived that start-up programmes demonstrate high levels of displacement because of their propensity to operate in local service markets, the window cleaning business being the over-used example of this.  In the survey, businesses were asked about the extent to which they believed that their earnings had been at the expense of other businesses, either in Fife or in the whole of Scotland (including Fife).  

1.81 The resultant displacement figures are very low: 12% in Fife and 15% for the whole of Scotland.  This is based on what business actually believe about the market they are in, and suggests that in relatively few cases has their success has been at others’ expense.  As has been explained:

 most believe that they are in growing markets 

 many are trading outside Fife (and outside Scotland), and 

 most believe that markets are not a constraint on their growth. 

1.82 The evidence from the Fife Business Customer Research Project mentioned that research from elsewhere in the UK suggested that displacement among start-ups was not as great as had previously been expected.  As justification for these very low displacement figures, we can mention anecdotal evidence of the growth in local service markets, with difficulties throughout Scotland in securing childcare or local maintenance trades.  Many of the Fife start-up businesses are in areas of activity which are completely or relatively new, and where competition is likely to be weak, for example, services to the disabled or personal training.  Finally, other research into start-up support has dealt with displacement either by using standard values, not based on local empirical research, or simply by asking firms where their competitors are located, which takes no account of the possibility of growing local and national markets.  Both of these methods are likely to provide an incomplete answer.  

1.83 That said, we do believe that some businesses may have underestimated the extent of local competition and particularly the extent to which business from somewhere else in Scotland might have been displaced.  We have therefore looked at each individual response to this question and suggested an alternative interpretation where it seems to us possible that displacement has been underestimated
.  The results suggest alternative displacement figures overall of 20% at the  Fife level and 32% at the Scotland level.  Even these figures are not high.  

1.84 Together with the figures quoted earlier, a range of displacement values is therefore possible.  We believe that it is necessary to be careful about displacement so as not to overestimate net economic impact.  It also helps to be able to recognise that displacement might not be confined to one single market but that the business generated in a beauty salon might displace trade from a hairdresser.  

Multipliers

1.85 We were conscious of the need not to overburden the businesses taking part in the survey.  We therefore used standard values for supplier and income multipliers (derived from Scottish Enterprise
) as follows:

	
	Local level
	Scottish level

	Supplier multiplier
	1.10
	1.20

	Income multiplier
	1.05
	1.25


Gross and net impact

1.86 Impact figures are summarised in Table 3.2.   The main conclusions are:

 Gross impact over the programme as a whole amount to £91.1m in sales and 2,840 jobs
 Net impacts, taking account of non-additionality; the range of displacement figures; and multiplier effects amount to between:

 £16.2m - £17.7m in turnover and 692 – 755 jobs at the Fife level  

 £17.0m - £21.1m in turnover and 745 – 925 jobs at the Scotland level
.  

	Table 3.2: Gross and net impacts of business start-up support

	
	
	
	
	

	
	Sample
	Population

	Gross impact
	
	

	Sales 
	£10.13m
	£91.1m

	Jobs 
	316
	2,840

	
	
	
	
	

	Net impact**
	

	
	Fife
	Scotland
	Fife
	Scotland

	Sales 
	£1.80m - £1.96m
	£1.89m - £2.35m
	£16.2m - £17.7m
	£17.0m - £21.1m

	Jobs 
	77 - 84
	83 - 103
	692 - 755
	745 - 925

	**The range in the net impact figures reflects the two different values calculated for displacement as explained in the text.  


Cost effectiveness

1.87 A crude measure of cost effectiveness compares the net job creation figures with the cost to the public sector of supporting the programme.  This type of analysis takes no account of the benefits which cannot be expressed simply in terms of sales generated, such as learning, confidence generated and so on.  Nonetheless, all the non-sales factors should come down to sales ultimately, so crude as it is, the cost per net job ratio does provide an indication of the extent to which the programme is efficient in its use of funds.    

1.88 It was noted earlier that the net cost to the public sector of the programme over the three years of the evaluation was calculated as £1.55m, based on information provided to the consultants by SEF.   When net job creation figures are applied to this, the resulting cost per net job ratios are between £1,680 and £2,240, depending on the displacement assumption used and the geographical area (Fife or Scotland) under consideration.  

1.89 These figures are at the lower end of the range which we have seen for this type of programme.  They are crucially dependent on:

 the ratio used to ‘gross up’ from the sample to the population.  We have used a population figure of 1,460, based on survivability assumptions.  If the actual number of still-trading businesses is lower than this, impacts will correspondingly be reduced and cost per net job will be higher

 displacement – this has been discussed above and is an issue that perhaps needs to be considered in a wider forum.  It is possible that displacement is higher than we have estimated and it may be worthwhile looking at how it has been examined in other similar studies. If it is higher, this too would reduce impacts and increase cost per net job.

 a complete and accurate consideration of costs.

1.90 Even with these caveats, it seems clear that the support provided by Business Gateway Fife is a cost effective use of public money in relation to job creation.  This takes no account of other benefits to the Fife economy including provision of new services, diversification and so on.  One possible area to examine is the effect that the support has on individuals whose businesses are no longer trading.  This is covered next, along with two other concluding items, the views of banks and accountants on the Business Gateway service and delivery comparisons with other LECs.

The experience of businesses no longer trading

1.91 Survival rates were discussed earlier in this report.  Some businesses do not survive past their first year and especially up to the third year.  However, as also noted earlier, the idea of ‘churn’ in a local small business economy is often seen as an indication of economic dynamism.  There are good indications from the survey that there has been something of culture change with more start-ups among younger people and women as well as an increasing number of people going into business on their own for lifestyle reasons.  

1.92 An important element of culture change would be if starting up in business and then ceasing to trade were seen to be:

 nothing to be ashamed of if the business had ‘failed’ for market reasons

 a generally positive experience for the individual concerned, no matter what the reasons for ceasing to trade.

1.93 This is a subject which deserves research on its own, but as part of the research undertaken for this evaluation, eight businesses which had ceased to trade were interviewed to pick up an impression of the reasons and the nature of the experience
.  This is by no means a representative sample, so the results are only impressionistic and should be treated with some care.  

1.94 There is one other source.  The telephone interviewers initially approached businesses which were believed by Business Gateway Fife to be still trading.  Eight per cent (19) of such businesses were found actually to have ceased trading – though they had not yet been recognised as such on the Nesica database.  These businesses were asked about the reason for the business ceasing to trade before the interview was brought to a close.  We can add these results to the findings from the survey of eight ‘ceased-trading’ businesses actually interviewed to generate a higher sample of businesses which were asked this one basic question. The results showed that 40% had given up because they had found employment (Fig 3.6), with market-related reasons such as insufficient sales around 20%.  The picture is relatively positive, with a minority of businesses actually ‘failing’.   



1.95 The small survey of eight allowed us to consider the reasons for ceasing to trade in more detail as well as the nature of the experience for the person concerned.  The business were all in services; located in Central or South West Fife; with three female and five male.  All bar one had had direct contact with an Adviser prior to start-up.  The reasons for ceasing to trade were wide and varied.  In three cases it related to insufficient sales but in another three it was to do with falling out with partners (in one form or another).  

1.96 In all instances bar one the people involved had found the experience to be a positive one.  Five intended to start up again and another would still consider it.  They found the start-up experience to be positive because it:

 improved their self-confidence (true in almost all cases)

 introduced them to new skills

 made them more comfortable with paperwork etc.  

1.97 Those who had ceased trading for market reasons believed that better planning, and especially more attention to marketing, would improve their prospects if they tried again.  In only one case did an individual end up in difficulty or debt as a result of the experience.  

1.98 The results of this small ‘toe-in-the-water’ survey would suggest that, overwhelmingly, people find the whole start-up experience a positive one.  Any rounded review of support to start-ups needs therefore to take account of the fact that even where survival rates might be low, there are benefits to individuals and to a local economy through the ones who cease trading.  New skills and attitudes have been acquired that will bring benefits further down the line.  

Financial intermediaries 

1.99 An important element of the support for business start-ups is the role of ‘intermediaries’ such as banks and accountants, particularly in terms of the relationship that exists with the Fife Business Gateway for the referral of clients.  In order to explore this relationship we conducted eight interviews with Fife-based representatives of each of the Scottish Clearing Banks and Fife accountancy firms. An important issue was how to interpret the figures provided by the Association of Scottish Clearing Banks, which apparently estimates that about half of start-up businesses in Fife do not contact Business Gateway Fife.  

1.100 In their general  view on the Business Gateway, there was a divergence in attitude between the banks and the accountants. The banks viewed the relationship with the Business Gateway very much as positive, placing a high value on the service provided to mutual clients both in terms of assistance with business planning in the start up phase but also on-going availability of support post start up.

1.101 While the level of contact by individuals looking to start up a business with the Business Gateway prior to a first meeting with a bank is quite low, estimated at 40%, all of the banks indicated that they referred some 80% to 90% of these individuals to the Business Gateway for assistance with business planning, marketing etc, prior to any financial support being provided by the bank.  On the basis of the results of this small survey, it therefore appears that the ASCB data considerably overestimates the number of start-ups which do not contact the Business Gateway.  

1.102 The small minority that are not referred to the Business Gateway are those that the banks believe to have the ability, knowledge and experience to take the business idea to start up with no external support.  These are normally people who have a business plan developed and have a strong understanding and knowledge of the market into which they wish to enter.  It appears to be normal practice for the banks to suggest that these people contact the Business Gateway post start up in order to avail themselves of the on-going support that is available.

1.103 The only areas of concern expressed by the representatives of the banks were:

 national promotion of the Business Gateway means that it has lost some of its local appeal:

“the national campaign and brand hides the fact that it is just round the corner”.
 the relationship between the Business Gateway and the banks could be improved if there were regular ‘formal’ meetings between advisers and bank staff as a method of information and knowledge exchange.  SEF and Business Gateway Fife are currently working with banks on this basis and intend to extend the contact.  

1.104 The attitude and views of the accountants interviewed was markedly different from that of the banks.  Within this group the relationship with the Business Gateway appears to be somewhat strained to the extent that one interviewee felt that: 


“the Business Gateway has gone too far and is competing for business: previously accountants did the business planning activity with start up supported through the Better Business Service (BBS) scheme”.

1.105 We can comment that, based on our experience of the BBS, the above statement is unlikely to be a true reflection of reality.  It is our opinion that accountants, even under a subsidised scheme such as BBS, are not able to provide the customised, objective and independent support to start-ups that the Business Gateway can.   

1.106 In terms of the volume start-ups, those interviewed noted there are very few first-off enquiries  to them; most go to the Business Gateway as a first port of call:


 “people seem to know that the Business Gateway is the place to go if you want to start up a business”

1.107 Where there are initial enquiries these tend to be referred to the Business Gateway when the start up proposal is a single person business.  Otherwise, the accountants look to retain their position as Adviser with no referral on.  Beyond the issues raised with regard to ‘interference’ in the market, the accountants raised concerns with the service of the Business Gateway in relation to the following:

 the advice provided is general in nature and does not challenge the proposition enough – if anything the advisers are too positive and encouraging

 advisers within the Business Gateway lack knowledge of specific sectors or markets

 the support provided is not flexible enough to meet the needs of individuals:  

“the proposition appears to be that one size fits all”

1.108 These views are reported as statements by some of the accountants and deserve to be treated with consideration.  They reflect some of the comments also made by clients about lack of sector specialisms among Advisers and lack of a challenging approach on some occasions.  We suspect that Business Gateway Fife are aware of these issues and would agree that they sometimes reflect the situation in practice.  As we noted, however, Advisers cannot be expected to be expert in every sector of business.  So while these comments are worth reporting, they do not in any way in our view undermine the value of the start-up support service overall (nor are they intended to).  As has been noted, start-ups were generally happy with the service offered.  

Delivery in other LECs

1.109 This short section covers a specific strand of the evaluation which was to look at practices in selected other LECs, to determine what could be learned from their experiences and to consider the implications of this for SEF. Telephone consultations were undertaken with SE Lanarkshire (SEL) and SE Renfrewshire (SER).

1.110 The process adopted by each LEC is broadly similar. Initial enquiries are taken and then passed on to a start up advisor who will arrange for the potential client to receive a ‘starter pack’ and will arrange to meet with the client. Work then ensues to help equip the client for starting in business, with the specific aspects of support being related to the client’s individual needs.  A similar approach is adopted by SEF.

1.111 Another common factor is the approach whereby firms are categorised according to their future potential; for example, into ‘lifestyle’, ‘aspirational’ and ‘growth’ firms. Critically, greater emphasis is placed on the latter firms although in practice this is driven by demand (aspirational and growth firms are more likely to be demanding of the advisers’ time). Again, SEF also adopt a stratified approach and whilst the details of the categorisation differ slightly, this has a limited effect in practice.

1.112 We did note that one LEC adopted a very sustained and proactive approach to its aftercare support, with resources being levered in from European funds to support this. SEF may wish to consider how it can resource a more structured approach to aftercare.

1.113 One distinction between all of the LEC areas was the contractual situation between the LEC and the provider. In SEF, the provider is a joint venture company between SEF and Fife Council. The provider is remunerated on the basis of the delivery of the service rather than on an output basis. In both of the cases we investigated, output based contracts are in place. In Lanarkshire the provider is a non-profit company formed from a merger of various enterprise trusts which operated historically. In Renfrewshire the contract is let by competitive tender to a commercial provider. 

1.114 The consultees we spoke to saw advantages and disadvantages to each approach. However, on the basis of these brief investigations we cannot conclude that one or other approach has greater performance benefits. In reality, the key driver appears to be the quality of working relationships between the LEC and its provider, irrespective of the contractual situation. There is nothing to suggest that SE Fife performance is hindered by the current arrangement. 

Chapter overview

 The average turnover of businesses assisted is £63,000.  There is a reasonable pattern growth among businesses which survive.  Average employment is two.

 Total turnover generated among surviving assisted businesses amounts to £91.1m with nearly 2,840 jobs.

 Nearly 40% of trade is outside Fife with 16% outside Scotland.  

 Most start-ups believe themselves to be operating in growing markets.

 There is a low level of displacement; other research confirms that displacement among new starts may previously have been over-stated.  

 Net impacts amount to between £16m and £21m in turnover and between 690 and 920 jobs

 Cost per net job created lies between £1,700 and £2,200, extremely favourable figures.

 It appears that previous estimates of the number of businesses which start up without any contact with Business Gateway Fife have been overstated.  

 Local banks would welcome more formal contact with start-up Advisers on a case-by-case basis, extending the contact which currently exists.     

4:
Summary, conclusions and recommendations

1.115 This evaluation has reported on the findings of the survey of start-up businesses assisted through Business Gateway Fife over the last three years.  Some of the main conclusions and the recommendations which follow, are set out next.

The start-ups 

1.116 Business Gateway Fife has assisted over 1,800 start-up businesses over the past three years.  This is 12% higher than the target for start-up numbers set three years ago.  It is hard to say how many of these businesses survive, since the data on this continues to be of variable quality, but we might surmise that about 1,460 are still in existence.  The average turnover is £63,000 with two jobs per business.  Surviving businesses show a reasonable propensity to grow.  Markets extend beyond Fife, more than might have been expected, and displacement is low.  Overall (in ‘gross’ terms), these businesses generate £91.1m in turnover and have created 2,840 jobs.  The service has cost £1.55m to deliver over the three years covered by the evaluation.  

1.117 The number of start-ups in Fife is growing steadily.  This is true of all parts of Fife, though there is particularly good growth in the North East sub-region.  There is a good presence of business services, which may go some way towards meeting the gap in this sector in Fife which previous research has identified.  Growth in numbers among women and those originating in SIP areas has been steady, but there has been especially good growth in numbers among the under 30-year-old age group.  There has, however, been a small decline in the proportion of total new starts who are women.

1.118 The reasons for wishing to start in business have changed over the years; relatively few take this option now as a response to unemployment (though some still do) with many taking the route for more positive and ambitious reasons;  many are also setting up in business in an area of activity which they are already familiar with.  One third now start up in business on their own for lifestyle reasons.  

1.119 Taking all these factors together suggests that there has been at least a partial shift in culture, with the motivation and origins of start-ups likely to be considerably different from what would have been the case ten years ago.  

1.120 That said, lack of finance, risk and lack of confidence, all of which are related to one another, continue to be the biggest barriers.  

1.121 Many businesses which cease to trade do so for positive reasons, for example, the owner deciding to return to full time employment.  No matter what the reason for ceasing to trade, people generally seem to find the experience of starting up in business a positive one principally because of the boost to self-confidence which it provides.  The majority would ‘have a go’ again.  Skills and attitudes are acquired which will generate other benefits in the local economy.  

The service

1.122 Most of the elements of the start-up service are well-regarded, and this is especially true of the Adviser support.  Not all clients are complimentary, but the big majority are.  The Adviser support should continue to be the bedrock of the service.  The technical seminars are also appreciated.  

1.123 The marketing of the service appears, however, to be limited in its effect with clients less convinced about this than about other elements, though it should be noted that there have been significant recent developments.  And while most do not feel they require more support, there is a significant minority who would like more aftercare.  

1.124 The service is especially highly appreciated among the younger age client group, amongst whom additionality is higher. There is little evidence that any of the start-ups are looking backwards in time to a ‘grant culture’.  

1.125 Additionality overall is comparable with other similar forms of intervention, though it has to be recognised that a proportion of the activity, and the benefits, would probably still occur were there to be no Business Gateway start-up support service.    

Impacts

1.126 Net impacts are £16m to £21m in new turnover in the Fife economy and between 690 and 920 jobs.  Based on a total cost of £1.55m to deliver the service over the three years of the evaluation, cost per net job is between £1,700 and £2,200, certainly at the lower end of an acceptable range.  

1.127 Overall, SEF can be pleased with these figures.  Even despite relatively low additionality it appears that Business Gateway Fife has made a significant contribution to the development of the small business economy in Fife at reasonable cost.  And while additionality may not be high, it is important not to underestimate the value of the confidence instilled in potential start-ups by the support provided and the reassurance provided by the service in being there to provide support when required.  Given the barriers, it is reasonable to conclude that Business Gateway Fife has had at least some influence on tipping people over the edge into business start-up and improving their prospects once the business is up and running.   

Recommendations

1.128 The way that the service is currently developing will make it more responsive to the needs of the businesses judged to possess greater potential; thus, many items which might have appeared in recommendations from this evaluation have probably been covered in the new arrangements.  On the basis of the results of the evaluation, there is not much evidence of need for any further radical overhaul.  There is too, limited scope for action, given the framework set by the Business Gateway at the national level.  There is no evidence from this evaluation which would question the fundamental value of providing support from public agencies to start-up businesses.  That said, there are a few recommendations for action for the client to consider.

Promotion.  Within the context of the national Business Gateway marketing framework, SEF and Business Gateway Fife should continue to tailor marketing to the conditions in the local area and especially to pursue the development of marketing material which might be more appropriate for:

 women (start-ups led by women have fallen slightly as a proportion of the total in recent years)  

 younger people, and 

 people from a disadvantaged background, or those who are looking to start-up as a way out of unemployment.   


Finance.  This appears to be a major barrier to start-up, affecting confidence and potentially putting some people off.  Advisers should recognise the importance of this hurdle and develop existing links with Banks to improve the supply of start-up finance and reassurance to the potential new business.  

Younger people.  Under-30s seem particularly receptive to the support provided.  It might be worthwhile to develop more specialist effort, especially in relation to:

 promotional activity – continuing the specialist promotional activity currently being developed

 more targeted and supportive aftercare

 recruitment/identification of advisers who might particularly be able to relate to younger people.  

Aftercare.  This is now to be put on a more structured footing with a more targeted and segmented market.  We support this.  It is important to let businesses know that in some cases, and if appropriate, aftercare support is available (many appear not to know this).  Raising the awareness of aftercare opportunities should be a priority.  SEF might also consider the extent to which other resources (for example European Regional Development Fund) might be levered in to support aftercare.  

Targeting.  There is enough evidence from the survey to suggest that there is a group of higher growth businesses within the recipients of the service.  Seeking them out and delivering the more hands-on ‘enhanced’ support to them would be productive.  Many will be in local service sectors or construction, but given the very low displacement figures, this should not put Business Gateway Fife off in assisting these businesses.   


Partnerships.  While the relationship between the Business Gateway in Fife and the banks is currently good, advantage should be taken of the offer from the banks to collaborate more with them on a case-by-case basis.  This could especially apply to the higher growth businesses.   

Information.  The data on survivability has had to be subject to considerable qualification.  This is an important variable by which to judge performance and the contribution of start-up businesses to the Fife economy.  Effort should be made, possibly by looking at practice in other LECs, to develop a system of collecting survival information which is more robust. 

1.129 This concludes the evaluation of the Business Gateway Fife Start-up Support Service.  
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Figure 2.12: Impact of support on some aspects of the business      





Figure 3.5: Geographical markets       





Figure 2.11: Scoring other aspects of support     





Figure 2.10: Scoring some aspects of Adviser support     





Figure 3.4: Growth performance of two-year-old firms      





Figure 2.9: Customer ratings of services used – pre and post start-up     





Figure 3.3: Growth performance of three-year-old firms      





Figure 2.8: Services used – pre and post start-up    





Figure 2.7: How start-ups found out about the Gateway   





Figure 3.2: Distribution by employment bands      





Figure 2.6: Constraints on growth   





Figure 2.5: Barriers to start-up   





Figure 3.1: Distribution by turnover bands      





Figure 2.4: Start-up motivation  





Figure 2.3: Origins of the start-up businesses  





Figure 2.13: Importance of support to the business; comparison under 30s / all businesses       





Figure 2.2: Business status 
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Figure 2.1: Year of start-up of businesses interviewed 




















Figure 3.6: Reasons for ceasing to trade       




















� Fife Business Customer Research Project; SEF Board Paper, 14 April 2003.


� We understand that a small number of the 1,833 are new businesses which have sought support from the Business Gateway post start-up but which were not assisted pre start-up.  The number is small enough not to make a significant difference to the conclusions, so we have stayed with the 1,833 as the ‘population’.  


� There was one business showing a very high turnover which may have distorted the picture to some extent.  If this one is removed from the analysis, average turnover falls to £57,000 and average turnover in the SW sub region falls to £66,000. 


� For example, ‘probably would have started up anyway’ was given an additionality factor of 25%; ‘probably would not have started up’, a factor of 75%; ‘would have started up but a year later’, a factor of 75%; and so on.


� For example, a business operating in a local trades based market (joiner, plumber etc) would have been given a suggested displacement factor of 10% in Fife and 30% over Scotland as a whole.  


� A Positive Guide to Evaluation; Scottish Enterprise.


� The reason for the Scotland figures being higher then the Fife ones is that the positive multiplier effects over the wider area exceed the negative displacement effects.  


� We had originally intended to undertake 10 such interviews but one to be interviewed turned out to be already trading and there were two ‘no shows’ which had been set up face-to-face interviews.  





PAGE  

