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Executive Summary

i. The  Economic, Energy and Tourism Committee (EET) recommended that Scottish Enterprise (SE) and Highlands and Islands Enterprise (HIE) explore whether there is a significant ‘service gap’ between SE/HIE and the Business Gateway.  This reports responds this request.  
ii. The project is seeking to identify the existence (or otherwise) of a service gap and to quantify the scale of such a gap. This research will inform a task team looking at the issue, involving the Scottish Government, SE, HIE and the Business Gateway.  
iii. The research responds to a view, held by some, that ‘many’ businesses are missing out on business support.  This view has emerged more strongly since the economic downturn. The research seeks to balance short term, or cyclical explanations of business support needs with the longer-term economic growth needs of businesses and the economy, which remains the over-arching Government policy objective.
iv. The review is largely a quantitative analysis. It draws on the latest published statistical datasets, Companies House data on firms and recent research. More qualitative data is also being gathered by the EET. The review reflects on changes in the business base of the economy, the current business support landscape and business support needs.

The Changing Business Base – Highlights
v. Over the last decade Scotland’s business base has grown significantly. There are now 307,770 enterprises in Scotland, almost 70,000 (30%) more than in 2000, driven by the rise in sole traders.  The stock of businesses with no employees has almost doubled over this time.  
vi. There are also now more unregistered businesses than registered ones for the first time and labour has moved from paid employment to self-employment. By contrast, there are only 5% more businesses with employees in 2010 than in 2000. 

vii. The increase in businesses with employees occurred during the period of economic growth, peaking between 2005 and 2008 where there was a 5% rise, some 7,000 new businesses.  Scotland has since lost 1.7% of its registered businesses base, around 2,600 businesses.  
viii. The economic downturn has affected the number registered new start businesses which in 2009 fell to the lowest level since 2004. The number of new business accounts opened in 2010 were less than two thirds of those in 2007. Whilst there has been a continuous rise in unregistered businesses, many are very informal enterprises.
ix. Within registered businesses, it is business services that have grown most rapidly over the last decade and these have contracted less rapidly as a result of the recession. They comprise the largest proportion of businesses that have grown in the last three years. The increase in numbers has been in all businesses sizes, and greatest in those employing less than 50.
x. Other sectors, notably construction, grew rapidly in the period of economic growth and have since contracted more quickly. Businesses connected with the public sector (notably health and education) increased in number in the early half of the decade but have fallen back since then.
xi.  The manufacturing sector continues to decline across all sub-sectors and of all sizes. Scotland has lost almost half its businesses employing more than 250 since 2000 (-46%) and a quarter of those employing between 50 and 249.  Losing manufacturing firms is significant. With 22 employees per business, they employ more on average than all other sectors (outside utilities and mining/extraction and the large financial and public sector institutions) and they have the highest average turnover and GVA per head bar these.

xii. Across Scotland, the majority of businesses are small and micro-businesses and 70% of (registered) firms have a turnover of less than £250,000 per annum. The proportion of businesses with very low turnover levels rises far higher when unregistered businesses are included. The 30% turning over more than £250,000 per annum represents 35,000 businesses in Scotland.
xiii. Geographically, business size varies, and business support policy needs to reflect this. In all, 28% of registered businesses in the Highlands and Islands have a turnover of less than £50,000 and the proportion is 21% in the South of Scotland.  This compares to the all Scotland average of 18%.  The effect of the energy sector is clear, with the Aberdeen and Shire economy having the highest proportion of firms with a turnover of more than £5m (3%, 590 firms).
xiv. Export performance between 2002 and 2009 was positive. Small and medium sized firms have increased the value of exports by 44% and 36% respectively. There is a time lag in the data and so it remains to be seen whether growth has continued in 2010 and 2011. Exporting businesses have a proportionately greater impact on the economy.
xv. Similarly, High Growth Firms
 generate a disproportionate number of jobs. NESTA reports that in the three years to 2008, high growth companies generated 1.3million of the 2.4million new jobs generated by firms employing 10 or more (54% of the total).  Around 7% of registered businesses in Scotland with 10 employees or more are High Growth Firms.  Whilst heteregenous, these firms are more typically younger, service-based businesses with a strong sales element and market awareness. They are globally oriented and raise external finance. HGFs make considerable use of government programmes although their links to Scotland are weak.

xvi. Despite the increase in the micro-business base, very few will have strong growth potential.  Only 3% of start-up firms reach a turnover in three years of £1m. This proportion tends to remain unchanged. It is important that business support policy reflects where the greatest economic returns (supporting high growth firms) whilst providing a service to the growing numbers of small and low growth companies.  

xvii. Despite the growth in unregistered businesses, overall levels of entrepreneurship in Scotland are lower than the UK. In 2010, 6% of the working age population expect to start a business in the next 3 years, below the UK of 7.3%. However this was considerably higher than in 2009. 
xviii. Growing businesses are typically between 5 years and 25 years old. Almost 8 in 10, businesses with a turnover of between £200,000 and £5m per annum (and with known growth trends) are in this age range. Very few, 1%, are less than 5 years old. At the same time, 20% of all growing businesses are more than 25 years old.
xix. Where hotels and restaurants businesses have grown, these have been larger businesses with a turnover of more than £1m and £5m. This is also the case for manufacturing companies. 
xx. The proportion of businesses growing has however fallen in the last 3 years compared to the last 5 years and the pool of growing businesses is smaller. The levels of growth have also been relatively low, with the majority growing by less than 10% over three years. 
Business Support
xxi. Businesses access a wide range of public and private sector support, and the more successful businesses make more use of external support than others.
xxii. SE/HIE and the Business Gateway are the two largest sources of public sector business support. SE works with 9,000-10,000 businesses per annum through a variety of mechanisms. HIE is account managing some 500 businesses and social enterprises.  SE/HIE support is typically focused where the greatest economic return can be secured for each £ of investment. The support is more targeted than volume business support programmes. 
xxiii. SE/HIE account managed ‘growth’ companies comprise 75% of all account managed businesses. More than a third are in energy and enabling technologies/ICT and a further 12% are in food and drink. More than half of account managed businesses have a turnover of less than £5m. Just over a third of the total (36%)l have a turnover of more than £5m, 30% of all businesses in this cohort and this reflects their importance to the economy.  
xxiv. Many account managed businesses will access other support, including additional support delivered and managed by SE and HIE. Other signfiicant programmes include the Scottish Manufacturing Advisory Service (more than 1,500 enquiries handled per year) and the Business Mentoring Scotland Programme, managed by Scottish Chambers, which matches 1,000 small businesses with growth ambitions to mentors per year.
xxv. In all, the 9,000 SE supported businesses equates to 6% of the registered business base and 9% of the business base employing 1 or more.
xxvi. The Business Gateway supports more than 10,000 volume starts per annum, and around 2,000 who can and do register for VAT.  In volume terms, this is the largest business support service provided in Scotland which operates in both lowland Scotland and the Highlands and Islands.
xxvii. The service also supports thousands of events for start-up and existing businesses, and works with both start-ups and existing businesses with growth potential.  The Business Gateway delivered almost 150 businesses into account management in 2010/2011, the majority of which were existing businesses.
xxviii. Overall, Business Gateway has supported an estimated 36,000 businesses over the 3 years since its transfer from the local authorities on the 1st April until April 2011.
xxix. There are further public sector support mechanisms. Scottish Development International povides intensive support for internationalising businesses and inward investors,  and has supported 960 businesses in Scotland to target new overseas markets in the last 3 years. It has recently launched the Smart Exporter, a free export assessment, receiving 1,500 delegates since its launch in September 2010. Local authorities and local chambers also provide a diverse range of support directly and through external funding including ERDF. Other significant support routes include PSYBT for young people seeking self-employmet and the new Just Enterprise to support the Third Sector.
Demand for Business Support

xxx. Some 60,000 Scottish SMEs have sought some form of (public or private) external assistance in the last 3 years (40% of all SMEs)
.  Around 30,000 (20% of all SMEs) have accessed some form of public sector assistance. 
xxxi. More growth oriented businesses seek formal support (46%) than survival oriented businesses (34%), and rapid growth businesses are the most likely of all to access support.  This is both private and public sector support. Survival businesses, new buisnesses, micro-businesses and women-led businesses are proportionately more likely to seek public sector support. More educated business owners/managers are more likely to seek support, and those with larger management teams.
xxxii. The research suggests some 42,000 may have latent demands for support, 21,000 being non-users who do not recognise their need for support, 14,000 non-users who recognise their need for support and 6,000 users with unmet needs.
xxxiii.   Overall, the analysis suggests (of users and non users of assistance) a relatively low proportion have recognised business support needs which are not being met (20,000 registered businesses or 13% of the total). 
xxxiv. Further, just 4% of the overall business base has received business support assistance and has other unmet needs. This is likely to be lower than expected and which does not suggest a signicant gap in business support for this group.
Summary Conclusions and Policy Messages
xxxv. The analysis suggests a number of important messages for business support in Scotland. The key points are:
xxxvi. Finding 1: Just 4% of the overall business base (6,000 businesses) have received business support assistance and has further other unmet busines support needs.  Further, the proportion only rises to 13% (20,000) when businesses with support needs who have not previously accessed assistance are considered.
xxxvii. Implication:  Central to this review, and whilst suggestive based on BIS research in England, the overall numbers of busineses accessing business support that do not have their needs met is low. At 4% of the registered businesses base, the evidence does not suggest that there is a major and fundamental gap in business support. 
xxxviii. Implication: There is a larger proportion of businesses (14,000 – or 9% of the total registered business base) that recognise they have support needs but who are not users of business support. For this group, increasing awareness of business support mechanisms (SE/HIE, Business Gateway and others) is the most important response. 
xxxix. Finding 2: There has been a strong rise in the number of unregistered businesses and an increase in the number of registered businesses with 0 employees. These will have support needs although labour market substitution is likely to be a significant factor and not all will remain as businesses if the economy strengthens.
xl. Implication: The Business Gateway is likely to be the main source of volume support for this group and very few are likely to have high growth potential. In many cases their support needs will be modest, and this cohort will not, largely speaking, be strong drivers of future economic growth. The Business Gateway and partners will however need to respond to the likely rise in demand. This will place an emphasis on the flexibility of support and in particular the effectiveness of one-to-many filtering so that businesses most likely to benefit (and to achieve growth in turnover/employment) are seen through 1-1 support.
xli. Finding 3: As well as a strong rise in the volumes of unregistered businesses and those with 0 employees, this cohort of businesses also have low turnover levels (and many have turnover levels of less than £50,000 per annum). 
xlii. Implication: Where a business in this cohort is willing and able to grow (and this may be a small proportion of the total), businesses may need support to take on an employee. This suggests that more support will be required to help businesses through recruitment and registering for PAYE (this is likely given such a large and continual rise in the cohort with 0 employees). Business Gateway support to help micro-businesses will be important here (and the proposed changes in the Business Gateway contracts to include PAYE is appropriate in the light of the evidence). Again, there will need to be effective filtering and an emphasis on ensuring that only those capable of growth are receiving this support.  
xliii. Implication: If the micro-businesses are to grow (where appropriate and where able) there needs to be a range of support mechanisms to facilitate and support this growth. Business Gateway clearly has a role here, as do support mechanisms which provide additional 1-1 support, include the Business Mentoring Scotland programme. Helping businesses to reach the £100,000 turnover threshold to access this support is important.
xliv. Finding 4: There are fewer growth businesses and in some sectors the proportion of businesses experiencing growth has fallen significantly in the last couple of years.  There are, however, still more businesses reporting growth in the three years since the latest accounts than those declining.  
xlv. Implication: The lower proportions experiencing growth will be reducing the pool of growth companies and whilst the evidence is less clear cut, the levels of growth for most businesses are also lower. This suggests policies/instruments that reflect the lower levels of growth are appropriate, including the introduction of the sub-growth pipeline through the Business Gateway since the economic downturn (and the proposed changes to defining growth businesses through lower growth thresholds for benefiting from advisory services).  That said, it remains important that the 1-1 business support focus firmly remains on those businesses that are capable of growth (in order to achieve the greatest economic impacts and ‘return’ from the advisory services). Again this requires effective one-to-many filtering. As and when the economy strengthens, the pool of growth businesses may again increase and so it is also important that flexibility introduced allows for raising of growth thresholds in the future.   
xlvi. Finding 5: The geographic variation in the proportions of businesses in each turnover and employment sizeband is clearly demonstrated. The Highlands and Islands and to a lesser extent the south of Scotland have higher proportions of micro-businesses. 
xlvii. Implication: The proposed changes to the Business Gateway to increase flexibility in defining growth businesses by area seems appropriate to reflect this variation.
xlviii. Finding 6: There are fewer businesses employing 50-249 that are growing than either those employing 11-49 and more than 250. This is an important cohort given their importance to the economy. The absolute number of businesses employing 20 and 49 has also fallen. 
xlix. Implication: This is an important cohort for the economy. In all, 44% of SE account managed businesses are in this the group, which is good representation, although arguably the proportion could be higher. The NESTA analysis suggests that the average high growth firms trebled its employment from 60 to 170 which places the average growth firm in this cohort, further reinforcing its importance to the economy.  
l.  Finding 7: In some sectors, it is businesses of a certain scale that are growing. Those more likely to be growing in the tourism sector are the established sector businesses with turnover of more than £1m per annum; similarly this is the case for manufacturing.

li. Implication: The finding may be contrary to some existing views of the growth trends in these sectors and further work may be required to review the approach to supporting businesses of this scale in these sectors to ensure their needs are being met.

lii. Finding 8: High Growth Firms have specific characteristics and represent a small proportion of the overall business base. These businesses are globally oriented with a strong sales focus. They are also medium and larger sized businesses that grow through step changes, many of which are existing businesses. They have strong management teams and make good use of external support.
liii. Implication: The important Brown and Mason study on HGFs suggests guarding against prejudging where HGFs will come from. Growing export sales – and faciliating this expansion through finance and management expertise – is a significant route to high growth. The recent focus on exports through a range of channels is an appropriate response.  
liv. Finding 9: High growth firms created 54% of all net new jobs in firms with 10 or more employees over the three years prior to the research, whilst comprising only 7% of all firms employing more than 10.  

lv. Implication: There is clearly a correlation between the highest growth firms and proportionately higher employment/GVA growth. Innovation is a clear defining feature of growth firms. There is a continuous need to identify and work with high growth firms (and other strong growth companies) where the returns for public sector investment are highest. This challenge is and should remain the long-term objective of business support regardless of the current point of the economic cycle. 

lvi. Finding 10: Eight in 10 firms that are growing are between 5 and 25 years old and this is a key group to be supported. At the same time, 20% of growth businesses are more than 25 years old.
lvii. Implication: Any assumption that mature and established businesses do not grow should be challenged, although there is no direct evidence that this is the case.
lviii. Finding 11: The manufacturing business base continues to contract in all sizebands, and the numbers of businesses employing between 50 and 249 employees has fallen by a quarter in the last decade.  Businesses in this sector have proportionately more employees and a higher turnover than most other sectors outside the public sector and large utility and financial institutions.
lix. Implication : The importance of the sector is underlined in the analysis, as are the challenges faced by the sector. The Scottish Manufacturing Advisory Service is a well regarded (and relatively well resourced) support mechanism. The need for SMAS type intervention is clear. 
lx. Finding 12: Up until the most recent statistics (2009) Scotland’s businesses have performed well in relation to exports, and companies in almost all sectors and sizebands have increased volumes of exports. The link between global sales presence and High Growth Firms is also demonstrated.
lxi. Implication: The recent focus on exports is well conceived and should be a major role for business support agencies providing this support and organisations signposting businesses to this support. Businesses being supported to help boost their exports should also be supported with the range of skills required to achieve export growth (e.g. management capacity, finance, legals, production capacity, overseas sales etc.).
Concluding Remark
3.1 Overall, the analysis undertaken for this review suggests there is no significant gap in business support, certainly not on any large scale. If and where a gap exists, this may apply to around 20,000, or 13%, of the 260,000 or more registered micro, small and medium-sized enterprises across Scotland. These are businesses with (self) recognised support needs that are not being met. At the same time, the response is not about creating more business support – it is clear between the various support mechanisms there is a wide range of support available – rather the issue is largely about raising awareness of what is available and ensuring the right businesses access the right forms of support.

3.2 In concluding there is no major gap in provision, it would be unwise not to take some account of the changes in the economic landscape. Whilst the downturn is likely to be a cycle from which the economy emerges, and whilst the long-term objective must remain rightly on growth and high impact interventions, this is not to say the current economic climate has not introduced some new dynamcis to be considered.

3.3 There is clearly a rise in unregistered and micro-businesses, and there are signs businesses generally are growing at slower rates. There are more survival-oriented businesses whose needs should not be ignored. Against a backdrop of reduced public sector expenditure, the response requires highly effective filtering to ensure that the higher numbers seeking can be accommodated within the fiscal constraints, and that those with growth prospects are provided with the available advisory services and products. Within the wide range of business support, effective communication between organisations is critical.  In pursuing the collective goal of long-term growth, supporting innovation and wealth generating firms remains integral to the role of business support.  
1
Introduction

1.1. The debate around the ‘gap’ in business support, and whether this exists or not, has principally arisen as a result of the economic downturn, with (arguably) fewer businesses able to grow in the ways that were evident pre-recession.  Whilst the economy has returned to growth, the levels of economic growth are very weak, with the outlook somewhat uncertain.
1.2. Scotland is still producing growth companies, the question is how many and at what levels. When the Business Gateway contracts were developed in 2007, there was an expectation that the Business Gateway could act as a ‘feeder’ for accessing Scottish Enterprise (SE)/Highlands and Islands Enterprise (HIE) Products and Services which in turn would lead to eligibility for Account Management. The principle was established that businesses meeting the potential to achieve pre-determined growth thresholds (£400,000 over 3 years in lowland Scotland and, later, £200,000 over 3 years in HIE) would be adopted onto the Business Gateway ‘Growth Pipeline’, with companies meeting the criteria accepted into Client and Account Management on acceptance by SE/HIE.
1.3. As the contracts matured (now under the auspices of local authorities following the transfer in April 2008 in lowland Scotland and 2009 in Highlands and Islands), Business Gateway contractors/ deliverers found that identifying sufficient numbers of growth companies was proving challenging. This was not a universal pattern (some areas have been more successful than others due, at least in part, to local circumstances), yet the economic climate certainly appears to have been a factor. The view of SE (as stated to the Inquiry) has been that growth companies exist (and SE have their own routes for identifying/supporting companies and do not rely solely on the Business Gateway). 
1.4. The view of Business Gateway, alternatively, has been that there are growth companies, just not at the levels that were seen pre-2008. It is for these companies that are growing, but not at £400,000 over 3 years, where it is argued that a gap in support exists as they are not able to access SE support services.
The Economy, Energy and Tourism Committee Review
1.5. The data analysis seeks to clarify the situation through a review of the evidence.  Specifically, the research relates to an issue raised in the recent review of the Enterprise Networks by the Economy, Energy & Tourism Committee of the Scottish Parliament, which recommended that SE and HIE explore whether there is a significant ‘service gap’ between Scottish Enterprise (SE) and the Business Gateway.  
1.6. This project is seeking to identify the existence (or otherwise) of such a gap and to quantify the scale of such a gap. This research will inform a task team looking at the issue, involving the Scottish Government, SE, HIE and the Business Gateway.  
1.7. The work of the Task team is to gain a deeper understanding of the perception and reality of this gap, including how to use the existing suite of services available from SE, HIE and the Business Gateway to address the gap by improving the profile of the current suite of services or improving cross-referrals.

1.8. Alongside the quantitative analysis to be carried out, the Task Team has undertaken consultations with relevant representative business groups and with relevant bodies engaged in delivery in this area.  An important outcome will be to clarify the ‘offer’ from the public sector partners to SMEs (especially those with growth aspirations), including suggested improvements to service delivery.
1.9. The Task Team is aiming to produce the following:
i)
An assessment of the scale and nature of the ‘gap’ in service provision between SE/HIE and the Business Gateway, with recommendations on actions that will produce greater impact and a contribution to the goals of the Government Economic Strategy;

ii)
Recommendations in terms of communications and referrals processes between the Business Gateway and the Enterprise Networks; and

iii)
Recommendations on the new Memoranda of Association/Service Level Agreements to be used in the new set-up for the Business Gateway to be introduced following the re-tender in 2012.  

1.10. The review seeks to identify the characteristics of growth companies, the services/support they currently access and the potential business benefits from support. It is not possible to come to a definitive answer, yet the study specifically focused on the question seeks to take forward the understanding of the issue.
Structure of the Report 
1.11. The report is presented in the following way:

· Chapter 2 is an analysis of the dynamics of the business base in Scotland, including its scale, profile and characteristics, including a review of the available evidence on growth firms;

· Chapter 3 reviews the business support currently available to the business base; and

· Chapter 4 presents a summary of the findings and draws conclusions from the research.

2
The Business Base

Introduction
2.1 This chapter reviews the business base, both as it currently stands and as a changing picture over the last decade.  The analysis draws on a range of published data-sets and FAME data held by SE which provides some additional intelligence on business change. Data sources are cross-referenced to build a picture of the dynamics of the business base, particularly over the last five years that has seen growth (pre-2008) and decline/slow recovery (post 2008).
The Change in the Business Base
2.2    Scottish Corporate Statistics reports that in 2011 Scotland’s business base consisted of 307,770 enterprises
, an increase of 69,940 enterprises (29%) since 2000 (237,830).  As Table 1 shows, this increase has been almost exclusively driven by sole traders, with the stock of businesses with no employees rising by 47% over the same time period.
Table 1: Change in Scottish Business Base (2000-2011)

	Number of employees
	2000
	2011
	Change
	% Change

	0-49 Employees
	232,235
	301,915
	69,680
	30%

	50-249 Employees
	3,350
	3,625
	275
	8%

	250+ Employees
	2,245
	2,230
	-15
	-1%

	
	
	
	
	

	Total
	237,830
	307,770
	69,940
	29%

	
	
	
	
	

	0 employees
	144,040
	211,420
	67,380
	47%

	1+ Employees
	93,790
	96,350
	2,560
	3%


Source: Scottish Corporate Statistics

2.3 For those businesses employing one or more, there have been some considerable changes in the nature of the business base in the five years to 2010
 and the profile of the business base has changed. There are more businesses with less than 20 employees (at 76,300, there were 7.8% more businesses employing between 1 and 9 in 2010 than in 2006, a 12% increase in those employing 5 and 9 and an 18% increase in those employing 10 and 19), and fewer businesses with 20-49 employees, falling by 5.4% over the five years to 2010, with the greatest reduction in the last two years. 

2.4 Over the same period, there was a rise in those with 50-199 employees (+5.5%). Those employing more than 200 in 2010 returned to 2006 levels, with the number of large employers falling in the two years to 2010.  

2.5 This change in the number of businesses in each employment sizeband indicates some fluidity in the business base which has increased during the economic slow-down. The falling number of businesses employing between 20-49 (which may be a key group seeking ‘growth-related’ business support) may be due to businesses moving upwards out of this group (there are more employing 50-199) yet there may have been greater numbers leaving the 20-49 group due to downsizing.

2.6 The total of 307,770 enterprises in 2011 includes a combination of registered and unregistered businesses (49% of the total are registered).  Registered businesses are those enterprises that are registered for VAT and/or PAYE and are included in the Inter Departmental Business Register (IDBR).  The figure for unregistered businesses, those without employees and with a turnover of less than the VAT threshold, is estimated using a combination of data sources and sector ratios including the Labour Force Survey and the Survey of Personal Incomes.
2.7 Through the first half of the 2000’s, the Scottish business base was relatively static, with approximately 148,000 registered businesses.  Between 2005-2008, the business base increased by 7,700 new businesses (5%) before declining slightly in the following three years as the economic downturn impacted globally (Figure 1). The most recent information from the Scottish Corporate Statistics, released in October 2011, suggests that the number of registered Scottish businesses has fallen to 152,000. This means the Scottish economy has lost 2,605 registered businesses since 2008, a fall of 1.7%. In the last year, 2010-2011, the economy lost 1,425 registered businesses. 
2.8 During this time period, the number of unregistered businesses in Scotland has continued to rise and most recent statistics suggest that in 2011, for the first time, the number of unregistered businesses in the country now exceeds the number of registered businesses. 
Figure 1: Scottish Registered Businesses (2000-2010). 
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Source: Scottish Corporate Statistics and IDBR (2011)

Current Business Base Characteristics
Sector Profile

2.9 Analysis by broad sector highlights that real estate, renting and business activities sector was the largest sector in 2011 by overall business stock (44,245), more than double any other sector in Scotland).  This sector also experienced substantial growth during 2000-2011, rising from 28,870 to 44,245; an increase of 53%. Construction and education both reported more modest growth of 30% over the time period while the retail trade and repairs business base contracted by -28% (Figure 2).
Figure 2: Change in Scottish registered businesses by sector (2000-2011).
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Source: Scottish Corporate Statistics.
Note: Electricity, gas and water supply has been omitted so as not to skew the layout of the graph.  The sector grew by 1,486% over the time period, from a small base of 35 businesses.  In addition, this is likely to be impacted on by changes in 2011 in the classification of the sector.
Recent Changes 2006-2011
2.10 Figure 3 shows the significant increase in unregistered businesses during 2006-2011, with particular growth since 2008.  This is likely to be closely correlated to rises in unemployment over the same period, with the rise in unregistered businesses constituting labour market substitution from former employed status to unregistered business owner.
Figure 3
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Source: Scottish Corporate Statistics
2.11 It is interesting to note that in the last 3 years, unemployment in Scotland has risen by close to 59,000 (a 72% rise).  In September 2008 the national unemployment rate was 2.4% reflecting 82,300 unemployed individuals.  By September 2011, this rate had risen to 4.1% (140,000). There was an increase of close to 30,000 unregistered businesses in the same period, suggesting a proportion of those becoming unemployed established an unregistered business.
Figure 4: Change in Scottish registered businesses by sector (2006-2011)
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2.12 There are some interesting sectoral changes in the last five years compared to the last 10 years. The growth in public sector dependent/related businesses (education and health) was all in the first half of the decade (+30% and +14% respectively) whereas the 2011 numbers of businesses are virtually the same now as the 2006 levels.  The growth in construction businesses has been checked, growing by nearly 20% over the last five years which was all prior to the credit crunch and subsequent recession from 2008 onwards, with the sector contracting since then. 
Manufacturing

2.13 Manufacturing declined by -6% during 2008-2011, with business stock declines evident in almost every manufacturing sub sector.  Only the Repair and Installation of Machinery and Equipment experienced an increase in the business base, where it more than doubled in size, rising by 320 businesses and 112%.  However, 69% of this increase was in the self employed category. The largest contracting sub sectors by actual numbers and by proportion of stock were:
	Largest decline in terms of actual numbers:

	· Printing and Reproduction of Recorded Media         -120

	· Manufacture of Machinery and Equipment Not Elsewhere Classified  -110

	· Manufacture of Computer, Electronic and Optical Products    -95

	

	Largest declines in terms of % of stock:

	· Manufacture of Coke and Refined Petroleum    -50%

	· Manufacture of Motor Vehicles, Trailers and Semi-Trailers   -37%

	· Manufacture of Other Transport Equipment    -26%

	


Current Stock By Employment SIzeband

2.14 Table 2 breaks down the current business stock by employment sizeband.  This shows that only 4% of Scotland’s registered businesses employ more than 49 employees.  The data also indicates that there are quite different profiles by sector. More than 50% of those involved in the largest sector of business activities, real estate and renting have no employees, reflecting high numbers self-employed (accountants, legal, consultants etc.) whereas the proportion with no employees is as low as 10% in tourism (where most businesses have at least 1 employee). Many self-employed will have no aspirations to grow and to take on employees, although a significant number will want to grow the business.1
2.15 Other sectors with high numbers of registered businesses with no employees are the transport sector, principally drivers (36%) and construction (36%), likely to be predominantly ‘lifestyle’ businesses. In all, 30% of retail/wholesale businesses have no employees, and 27% of registered manufacturing businesses.  
2.16 The sector with the largest proportion of businesses employing between 1 and 49, is hotels and tourism, where more than 87% of the business base is in this segment. Although the 1-49 bracket may offer the greatest growth potential (e.g. to move into the 50+ employee bracket) the vast majority of tourism businesses will not be seeking to expand significantly. Two thirds of all retail sector businesses employ between 1 and 49.  In all 62% of manufacturing businesses employ between 1 and 49; a sector of focus for business support given its significance in employment and GVA terms to the economy and one of the groups most likely to be receiving targeted business support. 
Table 2:  Scottish Business Stock by sector and employee sizeband (2011) 

	
	0 employees
	1-49 employees
	50-249 employees
	250+ employees
	Total Enterprises

	Business activities, renting, real estate
	22,925
	19,950
	815
	560
	44,245

	Wholesale/retail trade; motor repairs
	7,445
	16,470
	610
	520
	25,040

	Construction
	6,485
	11,095
	285
	140
	18,000

	Agriculture, forestry and fishing
	9,850
	7,440
	20
	5
	17,315

	Hotels and restaurants
	1,230
	10,815
	270
	125
	12,440

	Other community, social, personal serv.
	2,395
	9,110
	225
	100
	11,835

	Manufacturing
	2,185
	4,980
	605
	255
	8,030

	Health and social work
	340
	5,120
	355
	135
	5,950

	Transport and storage
	1,780
	2,855
	220
	145
	4,995

	Education
	455
	1,080
	90
	55
	1,680

	Financial intermediation
	340
	1,120
	80
	130
	1,665

	Electricity, gas and water supply
	170
	320
	30
	30
	555

	Mining and quarrying, incl. oil extraction
	75
	140
	25
	35
	280

	Total
	55,680
	90,495
	3,625
	2,230
	152,030


Source: Scottish Corporate Statistics
2.17 Aside from the mining and quarrying sector in which there are few businesses overall, it is the manufacturing sector that has the largest proportion of businesses employing between 50 and 249 employees (7% of the sector business base and 605 businesses) and this will be a mix of long-established businesses and growing businesses. Aside from education (6%) and health (6%), it is only the financial services sector that has 5% or more of the business base employing more than 50. Education and health will be strongly related to the public sector. For the majority of the other sectors there are less than 2% employing between 50 and 249. 
2.18 Amongst the very largest employers, those employing at least 250 employees, 60% of these businesses are business activities, retail and manufacturing sectors. 
2.19 Table 3 provides closer analysis and highlights the change in business stock by sector and employment sizeband. This again illustrates the changing profile of the registered business base. Over the eleven year period to 2011, for example, there are 1,745 fewer manufacturing businesses, with a considerable decline in those employing more than 50.  The sector has lost almost half of all manufacturing companies employing more than 250 (46%) and a quarter of all those employing between 50 and 249.  

2.20 In business services there has been growth in all sizes of companies however the largest increase has been in those employing less than 50, up by 54% over the decade.  In a number of sectors there has been a fall in the numbers of businesses employing less than 50 and a rise in the number employing more than 50.  This has occurred in the retail sector and in personal services, although in both cases the growth in the number of larger firms has been modest.

2.21 The boom in the construction industry over the last decade, at least until the recession, is also clearly illustrated. There was a 30% increase in businesses employing less than 50 and a 30% increase in firms employing between 50 and 249.

Table 3: Change in business numbers by employment sizeband and by sector (2000-2011) 

	
	Employment Sizeband

	Sector
	0-49
	50-249
	250+

	Agriculture, forestry and fishing
	-5,685
	-25%
	5
	33%
	0
	0%

	Mining and quarrying, incl. oil extraction
	-10
	-4%
	-15
	-38%
	-10
	-22%

	Manufacturing
	-1,325
	-16%
	-205
	-25%
	-215
	-46%

	Electricity, gas and water supply
	475
	2375%
	25
	500%
	20
	200%

	Construction
	4,060
	30%
	65
	30%
	5
	4%

	Motor trade
	-505
	-11%
	-5
	-6%
	-10
	-18%

	Wholesale trade
	-425
	-7%
	-45
	-13%
	-15
	-8%

	Retail trade and repairs
	-5,800
	-29%
	20
	10%
	35
	13%

	Hotels and restaurants
	-355
	-3%
	65
	32%
	35
	39%

	Transport, storage and communication
	-830
	-15%
	10
	5%
	-30
	-17%

	Financial intermediation
	180
	14%
	5
	7%
	-30
	-19%

	Business activities, real estate, renting
	14,955
	54%
	235
	41%
	185
	49%

	Education
	420
	38%
	-15
	-14%
	-10
	-15%

	Health and social work
	610
	13%
	80
	29%
	25
	23%

	Other community, social, personal serv
	-2,620
	-19%
	55
	32%
	10
	11%

	Total
	3,130
	2%
	275
	8%
	-15
	-1%


Source: IDBR
By Average Employment and Turnover

2.22 The largest employers are in mining and quarrying employing more than 100 per business. Average levels of employment per business in financial services and the utilities are also above 50. In the manufacturing sector, average employment is 22 employees per business. The average number of employees in the services sector is typically lower, averaging around 8 in business and personal services and 12-14 in tourism and retail. In all these sectors the average would be lower when unregistered businesses are included. The lowest averages are for construction (7) and in agriculture (3) per registered businesses.

2.23  Despite only accounting for only 0.2% of Scotland’s business stock, the mining and quarrying sector accounted for £36 billion turnover in 2011, the third highest turnover of all the sectors.  This represents an average turnover per business of £129 million.  In addition, the average number of employees per company in the sector is 112.  
2.24 The variation in average turnover per business across the sectors is wider than that for employment, and reflects that the scale of operation (and productivity) varies quite dramatically. The average turnover per manufacturing company is some £5.4m, whereas it is just £0.5m in the tourism sector.  In the largest sector of wholesale/retail/repair the average turnover is £2.3m per business – suggesting the sector has a number of very significantly scaled businesses as well as micro-businesses, whereas the average turnover per businesses is just £800,000 per businesses in business services, the second largest sector (and fastest growing sector over the last decade).
2.25 Overall, the average number of employees per business is 12 and the average turnover £1.6m.
Table 4: Total Employment and Turnover by Broad Sector (2011) ranked by average employment per business 
	
	Employment
	Average Employment per business
	Turnover in £ millions
	Average Turnover in £millions per business

	Mining and quarrying, incl. oil extraction
	31,260
	112
	36,078
	128.9

	Financial intermediation
	90,770
	55
	NA
	

	Electricity, gas and water supply
	29,310
	53
	19,995
	36.0

	Education
	63,250
	38
	2,033
	1.2

	Health and social work
	145,030
	24
	5,103
	0.9

	Manufacturing
	178,810
	22
	43,136
	5.4

	Transport and storage
	91,190
	18
	10,070
	2.0

	Business activities, renting, real estate
	683,980
	15
	34,574
	0.8

	Wholesale/retail; motor repairs
	357,820
	14
	57,379
	2.3

	Hotels and restaurants
	156,440
	13
	6,426
	0.5

	Other community, social, personal serv
	91,420
	8
	9,941
	0.8

	Construction
	125,700
	7
	16,416
	0.9

	Agriculture, forestry and fishing
	51,770
	3
	4,262
	0.2

	Total
	1,781,560
	12
	245,413
	1.6


Source: Scottish Corporate Statistics
2.26 In terms of turnover, a further picture of the Scottish business base is reflected in a breakdown by turnover sizeband.  As Figure 5 shows, 70% of Scottish businesses have an annual turnover of less than £250,000 (VAT registered businesses only).  Only 9% of the business base report annual turnover in excess of £1 million.  
Figure 5: Scottish Business Base by Turnover Sizeband (2011)
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2.27 The following Figure provides a detailed breakdown by turnover sizeband and sector. This reinforces the pattern of a mixed business profile across the sectors. Almost half of all business services firms have a turnover of less than £100,000 (latest 2011 IDBR data), which is the largest sector by number of business. By contrast, in the wholesale/retail sector, 25% of the business base have a turnover below £100,000. In manufacturing, around one third have a turnover of less than £100,000.  Although not shown here given the small number of firms in the sector, some 47% of the mining/quarrying and oil extraction sector have a turnover of £1m or more per annum.
Figure 6: Scottish businesses by sector and turnover sizeband (2011)
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2.28 There are just under 31,000 registered businesses in the turnover brackets that may suggest a company is established but still immature – those with a turnover with between £250,000 and £1m per annum. There are a further 10,000 businesses in Scotland with a turnover between £1m and £5m. In all, there are 35,000 businesses nationally turning over more than £250,000 per annum. 
2.29 By sector, there are 1,680 manufacturing firms turning over between £250,000 and £1m and a further 1,625 businesses with a turnover of more than £1m. These will be key companies to the Scottish economy given their productivity and importance within supply chains. These 3,305 firms are just 2.3% of the overall business base and it is clear other businesses both make a contribution to the Scottish economy and have business support needs. In all, 30% of wholesale/retail businesses have a turnover between £250,000 and £1m per annum, more than 7,000 firms.  Although only 1 in 8 (13%) of business services firms turn over between £250,000 and £1m per annum, this is still more than 5,500 businesses given the size of the sector.
Table 5: Scottish businesses by sector and turnover sizeband (2011)

	
	Turnover (£ thousands)

	
	0-99
	100-249
	250-999
	1,000+
	Total

	Manufacturing
	2,480
	1,665
	1,680
	1,625
	7,450

	Construction
	6,755
	5,115
	3,845
	1,655
	17,370

	Wholesale, retail and repairs
	5,995
	7,285
	7,090
	3,285
	23,655

	Hotels and restaurants
	2,790
	4,835
	3,535
	655
	11,815

	Transport, storage and communication
	1,850
	1,155
	990
	580
	4,575

	Business activities, renting, real estate
	21,390
	12,565
	5,695
	2,555
	42,205

	Other community, social, personal serv
	5,185
	3,120
	1,635
	435
	10,375


Source: IDBR
2.30 As expected, the geographic concentration of businesses in the country is focused on the surrounding areas of Edinburgh and Glasgow, with the East and West of the country accounting for 57% of all businesses.  The Highlands and Islands has the highest proportion of businesses with turnover below £50,000 (28% of all registered businesses), reflecting the smaller target markets open to businesses in rural areas and the prevalence of sectors with higher levels of self-employment including agriculture. The next most rural region, the South of Scotland, also has higher than average numbers of businesses with a turnover of less than £50,000, at 21% of the business base, compared to the average of 18%. 
Figure 7: Scottish businesses by turnover sizeband and geographic area (2011)
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2.31 Overall, the two most rural areas have significantly fewer proportions of their businesses with a turnover of more than £1m. In both these areas the proportion is 6%, compared to between 9% and 10% in all other areas. 
2.32 The relative strength of the Aberdeen and the Shire economy as a result of the wealth generated by the energy sector is illustrated; the region has the highest proportion of businesses with turnover of more than £5m, 590 firms and 3% of all the region’s businesses. 
 Table 6: Scottish businesses by turnover sizeband and geographic area (2011)
	 
	Turnover (£ thousands)
	 

	Region
	0-99
	100-249
	250-999
	1,000+
	Total

	Aberdeen and the Shire
	7,745
	6,420
	3,465
	1,985
	19,615

	East of Scotland
	14,955
	10,805
	7,975
	3,360
	37,095

	Highlands and Islands
	9,615
	5,140
	3,675
	1,245
	19,675

	South of Scotland
	4,390
	3,115
	2,405
	670
	10,580

	Tayside
	4,410
	3,370
	2,595
	1,030
	11,405

	West of Scotland
	17,425
	13,560
	10,580
	4,715
	46,280

	Total
	58,540
	42,410
	30,695
	13,005
	144,650


Source: IDBR
International Trade and Exports
2.33 International trade and exports provides a major opportunity to attract and embed wealth generation in Scotland, and growth firms do not rely on domestic markets alone. The most recent data are from 2009 via the Global Connection Survey. Exports increased from both small and medium sized firms to 2009, by 44% and 36% respectively, with a minor fall (5%) from large companies, principally from production and construction.  There have been considerable increases in export volumes from both the primary and services businesses of all sizes.  It remains to be seen whether these positive trends have extended into 2010 and 2011. 
Table 7: Total Exports from Scotland by Broad Sector and Company Size (2002-2009)
	Sector & Company Size1
	Total Exports
	(£million) 
	 

	
	2002
	2009
	Absolute change (2002-9)
	Per cent change (2002-9)

	Primary2
	470
	1,015
	545
	116

	Large
	285
	560
	275
	96

	Medium
	85
	240
	155
	182

	Small
	105
	215
	110
	105

	Production3 & Construction
	14,640
	13,310
	-1,330
	-9

	Large
	11,440
	9,250
	-2,190
	-19

	Medium
	2,465
	3,140
	675
	27

	Small
	735
	920
	185
	25

	Services
	4,135
	6,725
	2,590
	63

	Large
	1,310
	2,590
	1,280
	98

	Medium
	1,095
	1,575
	480
	44

	Small
	1,730
	2,560
	830
	48

	Total Exports
	19,315
	21,140
	1,825
	9

	
	 
	 
	 
	 

	Total Large
	13,030
	12,395
	-635
	-5

	Total Medium
	3,645
	4,955
	1,310
	36

	Total Small
	2,570
	3,695
	1,125
	44


Source: Global Connections Survey
2.34 Within the 9% increase in exports there has been growth in the majority of sectors. Even where exports have fallen in the manufacturing sector this masks growth in all sub-sectors except for clothing manufacture (textiles has been hit hard by competition overseas) and a 70% fall in electrical and instrument engineering exports. 
Table 8: Total Exports from Scotland by Detailed Sector (2002-2009)
	 
	Total International Exports (£million)
	

	 
	2002
	2009
	Change
	% Change

	Agriculture,  Forestry & Fishing
	215
	300
	85
	40%

	Mining, Quarrying & Petrol extraction
	325
	805
	480
	148%

	Total Manufacturing
	14,595
	13,220
	-1,375
	-9%

	Electricity, Gas & Water Supply
	0
	0
	0
	0%

	Construction
	40
	90
	50
	125%

	Wholesale1, Retail/Repairs, Hotels/ Rest.
	1,060
	1,395
	335
	32%

	Land, Water & Air Transport 
	500
	800
	300
	60%

	Post & Telecommunication
	40
	180
	140
	350%

	Financial Intermediation
	705
	940
	235
	33%

	Real Estate & Renting of Equipment
	135
	335
	200
	148%

	Business Services2
	1,450
	2,675
	1,225
	84%

	Education
	175
	365
	190
	109%

	Other Services3
	70
	40
	-30
	-43%

	Total International Exports 
	19,315
	21,140
	1,825
	9%


Source: Global Connections Survey

Key Points: Business Base Changes and Growth

· The bulk of growth in the business base has been amongst sole traders/micro enterprises below the VAT threshold – there are only 5% more businesses with employees in 2010 than in 2000 and 38% more sole traders.

· The growth in businesses with employees occurred primarily between 2005 and 2008 and has remained largely static since the recession from 2008. 

· In the last five years, the profile of the business base has changed: there are more businesses with less than 20 employees, and fewer businesses with 20-49 employees, although there has been a modest rise in those with 50-199 employees.  

· This indicates some fluidity in the business base – the data suggests some small/medium businesses (20-49) are growing but greater numbers in this group have downsized.

· Latest data shows the number of registered businesses (152,030) has fallen again in 2011.  The scale of the economic downturn is clearly illustrated.  The 1% fall in the number of registered businesses in 2011 equates to a loss of 1,425 firms.
· The growth in the business base largely over the last decade has been driven by business services (+45%), construction (+21%), education (+21%) and health/social care (16%).  Manufacturing fell by 7% and retail, which has been significantly affected by the recent recession, by 24%. 
· By sector and sizeband, the decline in manufacturing firms is most pronounced in those employing more than 50.  Business services firms of all sizes have grown. By far the greatest level of decline in the retail sector has been in businesses with fewer than 50 employees. 

· The average number of employees per business across all sectors is 12 and the average turnover £1,700,000.  In 2010, the decade’s growth sectors of business services and construction (registered businesses) had an average of 8 and 7 employees respectively and turnovers of £800,000 and £1.1m.
· The manufacturing sector has higher average levels of turnover per businesses than all other sectors bar mining and utilities. At an average of £5.1m per business, this reinforces its value to the Scottish economy.   
· More than 50% of those businesses in the business services sector have no employees, higher than all sectors bar farming. This part of the sector has grown by 45% over the last decade, an increase of 12,500 businesses.
Business Births and Deaths
2.35 The ONS publication, Business Demography, provides annual analysis on the number business births and deaths according to statistics from the Inter Departmental Business Register (IDBR), as well as survival rates for new businesses.  
Business Births

2.36 In 2009, a total of 14,725 new businesses were identified in Scotland, with Glasgow (1,950) and Edinburgh (1,745) reporting the largest increases.  As Figure 8 shows, this was the lowest total for Scotland since 2004 (14,375).
Figure 8: New Businesses in Scotland (Total and % of new UK businesses)
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Source: ONS, Business Demography

2.37 However, despite new businesses falling during 2007-2009, this reflected the overall pattern in the UK brought on by the global economic crisis, with Scotland’s share of new business starts remaining relatively static at 6%. The trend of declining new businesses starts is supported by statistics from the Scottish Clearing Banks, which document the opening of new business accounts.  Although not all new business accounts will represent new businesses, they are a useful proxy for new business creation. 
2.38 In 2010, a total of 15,439 new business accounts were opened.  The number of new business accounts has declined year on year since 2007 with the 2010 figure representing only 62% of the equivalent 2007 figure (Table 9).   
Table 9: New Business Bank Accounts (2006-2010). 

	
	2006
	2007
	2008
	2009
	2010

	Aberdeen City and Shire
	2,157
	3,096
	2,410
	1,693
	1,604

	East of Scotland
	6,556
	6,726
	5,516
	4,711
	4,664

	Highlands and Islands Enterprise
	2,182
	2,334
	1,795
	1,503
	1,599

	South of Scotland
	1,315
	1,231
	879
	728
	723

	Tayside
	1,637
	1,751
	1,627
	1,235
	1,158

	West of Scotland
	9,621
	9,903
	7,801
	5,856
	5,691

	Total
	23,468
	25,041
	20,028
	15,726
	15,439


Source: Scottish Clearing Banks
2.39 The difficult economic circumstances over the last few years are also reflected in the number of business deaths, which have increased by 28% during 2007-2009 from 12,020 to 15,440.  Similarly to business births however, the Scottish share of UK business deaths has held relative stable between 5.5%-6% over the last six years (Figure 9).

Figure 9: Businesses deaths in Scotland (Total and % of UK business deaths)
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Source: ONS Business Demography

Survival Rates
2.40 Survival rates are a measure of the percentage of new starts are still trading one, two, three, four and five years after they are initially recognised as beginning to trade.  Figures 10 and 11 show comparison at the one-year and three-year levels between Scottish and UK survival rates and demonstrate the strong performance of Scottish businesses.   In recent years, the Scottish one year survival rate has been seen to closely mirror, and in the last two years exceed, the UK average, demonstrating the strong survivability of Scottish businesses. 
Figure 10: One year business survival rate (2004-2008) 
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Figure 11: Three year business survival rate (2004-2006)
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Source: ONS, Business Demography

2.41 Comparison at the three year level reflects a somewhat similar pattern.  Although the Scottish average has been consistently below the UK level, this gap has only been a maximum of 1% and has narrowed over the last two years.  
High Growth Firms in Scotland

2.42 High growth firms (HGFs) are defined as ‘enterprises with average annualised growth in employees or turnover greater than 20% per annum, over a three year period, and with more than 10 employees in the beginning of the observation period’. They are widely thought to be a key driver of economic growth. 

2.43 The major review by Brown and Mason (2009) found 825 HGFs over the three year period to April 2009, 4.1% of Scottish companies, although the level of HGFs may be as high as 7%-8% (the 2009 NESTA report
 estimates that HGFs represented 6% of all UK firms employing 10 or more and 7% of all firms in Scotland over the period 2005-2008). 
2.44 HGFs were characterised as:

· Medium and larger-sized enterprises;

· Less than 25 years old, although only a small proportion were less than 5 years old;

· With largest proportion in services and with weak representation in high technology sectors, although most are knowledge-based and innovative, focused on selling knowledge and ‘solutions’ rather than tangible products and services;

· Privately owned with a significant proportion (39%) in foreign ownership;

· Team-based starts with visionary, sales oriented and motivated management teams, with a focus on market positioning. HGFs typically have their own IP (brand names, copyrights) but technological innovation is not associated with growth;

· Strong recrutiment/HR pratices and employment empowerment;

· Having ‘stepped growth’, particularly where this is acquisition, which is an important mechanism for growth;

· Often ‘pre-incubated’ in existing firms (and so not always de novo start-ups);

· Often started by serial enterepreneurs;

· Globally oriented (which is another reinforcement of the Scottish Government focus on exporting), with only a minority selling exclusively in the Scottish market. HGFs also sell to other businesses, not consumers;

· Partnership as a key buisness model (including joint ventures and collaborations);

· Having raised external finance to fund growth or facilitate ownership change; and

· Located in Scotland only as a consequence of where their founders live, rather than being embedded, and research and recruitment links to Universities is weak.

2.45 The research indicates the heterogenous nature of HGFs which ‘provides a warning against prejudging where HGFs will emerge’. That said, there are clearly a range of characteristics that typify HGFs.  The work also identified the important role of Government – the findings indicate the fast growth firms make extensive use of government business support and, from the primary research, the majoirty of HGFs had received financial support from government, of which early stage finance and overseas market entry support was most significant. Government policy through creating markets (e.g. privatisation, deregulation) and expanding markets (regulation, procurement, climate change policy) also had a considerable indirect effect. 

2.46 HGFs are by no means all start-up companies and overall a very small proportion of start-up businesses are high growth. Work by SE with Aston University suggests that as few as 3% of start-up businesses reach a turnover of £m in three years.

Profile of Entrepreneurs

2.47 In all, 27% of working age adults in Scotland had thought about starting a business (31% UK) which although lower than the UK average is higher than the 19% in 2002.  One in four (25%) thought there was a good opportunity to start a businesses (27% UK). 44% have knowledge/skills to start a job (47% UK) and 43% of working age adults in Scotland (who thought there were good opportunities for starting a business) stated that fear of failure would prevent them from starting a business, up from a low of 31% in 2007. This compares with 36% in the UK.
2.48 GEM indicates that Scotland’s Total Early-Stage Entrepreneurial Activity (TEA)
 rate in 2010 was unchanged at 3.7% on a like-for like basis with 2009 (3.6%). This is significantly lower than the UK rate of 5.6%. However, in 2010, there was no significant difference in the proportion of individuals who expected to start a business or of established business owner managers between Scotland and the UK. GEM also estimates that 6% of the working age population expect to start a business in the next 3 years (7.3% in the UK), up from 4.3% in 2009.  18% of founding business owners are repeat entrepreneurs; repeat entrepreneurs are 0.6% of the working age population compared to 0.9% in England, and typically male, older (30 years+) and educated. 
2.49 The GEM survey comments that “the distribution of TEA by age in Scotland is unusually flat, with TEA rates of both males and females in their thirties being slightly lower than that of people in their forties”. The survey states that in all other home nations of the UK, TEA rates peak strongly in the mid-thirties for both males and females and that “this represents a lost generation of entrepreneurs for Scotland”. It states however that there is ”no evidence from GEM surveys that Scotland’s entrepreneurs are any less (or more) ambitious, innovative or technology focused than those in benchmark countries”.
2.50 Entrepreneurial activity among young adults in Scotland appears to have recovered from a negative reaction to the recession in 2009. However, young adults in Scotland are more likely to report lack of interest as a major barrier to starting a business or becoming self-employed than in other UK home nations.
2.51 Fifty-six percent of young (aged 18 to 29 years) early-stage entrepreneurs surveyed in Scotland between 2003 and 2010 thought that there are adequate sources of start-up finance in their region, compared to 46% in England, 30% in Wales, and 35% in Northern Ireland. Young nascent entrepreneurs, particularly in Scotland, rely more on family than other individuals as sources of external funding. But a third of young Scottish nascent entrepreneurs also expect funding from banks and government agencies. In all, 34% of nascent entrepreneurs in Scotland would look to government programmes for (21% in England and in Wales) although this drops to 14% for older nascent entrepreneurs, much more in line with other home nations. 
2.52 Young entrepreneurs in Scotland value close family and social ties as sources of advice more than their peers in other home nations. Entrepreneurs who have started more than one business have higher entrepreneurial capability and commitment than first time entrepreneurs, and they tend to create more jobs than a first time entrepreneur. The GEM report however states that “unfortunately Scotland has fewer of them both absolutely and relatively than most of its benchmark nations”.
2.53 From 2006 to 2010, 55% of Scottish nascent entrepreneurs (49% across the UK) expected to fund all the start-up costs themselves
. Expectations of external funding appear to have peaked in 2008, with greater expectations in Scotland than in the UK as a whole, but since then there has been less expectation, especially in Scotland, of external sources of funding. The median expected start-up cost in Scotland and the UK was £10,000.
Business Births and Deaths Key Points

· Rates of new business start up are 20% down on the 2007 peak (IDBR) or 35% down (clearing bank data).

· Business failures a third higher than in 2008 and now higher than new starts.

· High growth firms are very much in the minority, at 4%-8%. These have particularly characteristics including strong management teams, a sales focus which is globally oriented, knowledge-based and innovative. The majority are service rather than technology based and firms are typified by stepped growth, selling to business, partnering and access to government support. 

· At the same time HGFs vary in their age, size, ownership and sector which makes predicting where HGFs will emerge difficult. The extent to which they are embedded in Scotland is also limited, typically a result of the residence of the founder, rather than any particular business rationale.  Links to Universities are limited.
· HGFs are by no means all start-up companies and overall a very small proportion of start-up businesses are high growth. Work by SE with Aston University suggests that as few as 3% of start-up businesses reach a turnover of £m in three years.
FAME Analysis
2.54 The Fame database holds records for 142,449 active companies in Scotland and turnover data is available for two thirds of these companies (93,482). The analysis presented in this section is based on this sample, and sub samples of companies that have recorded growth or decline in the three years since their latest accounts. When interpreting this data it is important to recognise that the sample is based on complete data records in the database and is therefore not necessarily representative of the overall business base. 
2.55 Almost 22,000 of the companies have turnover of between £200k and £5m based on latest annual accounts (or estimates determined by sector, number of employees and the total value of assets). With over 7,800 companies, the largest group within this cohort is smaller SMEs with a turnover of between £200k and £400k. 
2.56 Within the different turnover sizebands, it is typically the larger companies where there is a greater proportion of companies experiencing growth, although the differences are slight between categories. Those businesses with a turnover of between £1m and £2m have the greater proportion of growing businesses (65%) and correspondingly the fewest declining (35%). Those with a turnover of between £2m and £5m are the next most likely to have experienced growth, followed by those with a turnover of between £600k and £1m. A smaller proportion of smaller businesses have grown, although there is a higher proportion of growing firms in the £200k-£400k category than in the £400-£600k group.
Table 10: Trends over three years since latest accounts by turnover size band 
	
	All companies
	Experiencing Growth
	Experiencing Decline

	Size Band
	Active
	With Records
	% of known records in the sector
	% of known records in the sector

	£200k-£400k
	7,878
	6,355
	62%
	38%

	£400k-£600k
	3,728
	3,079
	61%
	39%

	£600k-£1m
	3,878
	3,313
	63%
	37%

	£1m-£2m
	3,638
	3,161
	65%
	35%

	£2m-£5m
	2,722
	2,402
	64%
	36%


Source: Fame Database (as at 10th October 2011)
2.57 The following Figure illustrates the numbers in the table.

Figure 12 Trends over three years since latest accounts by turnover size band
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2.58 Examining the wider business base (including companies outside the £200k-£5m turnover size bands and where turnover data is not available), employment data is available for just over 93,000 companies in the database. As would be expected, the business base (for which employment records are available) is dominated by micro businesses with up to ten employees and the vast majority of businesses (99%) can be classed as SMEs with less than 250 employees. Corresponding with the trends by turnover size band, there has been varied growth patterns across companies of all sizes, in terms of the number of employees, over the three year period (since the companies’ latest accounts). 
2.59 Those companies with more than 50 employees and less than 250 employees are less likely to have experienced growth in the last three years than either those employing 11-49 and those employing more than 250. In all, just 55% of those employing between 50-249 experienced growth, with 45% declining.  By contrast, 62% of those employing 11-49 and more than 250 experienced growth in the last three years since the latest accounts.  The 50-249 cohort is important given the number of larger SMEs in this category that may be drivers of future growth. Those employing less than 10 employees also have proportionately fewer businesses that are growing, 56% of the total in the category, with 44% declining. 
Table 11: Trends over three years since latest accounts by employee size band 
	
	All active companies
	Experiencing Growth
	Experiencing Decline

	Size Band
	Number
	With Records
	% of known records in the sector
	% of known records in the sector

	0-10 employees
	85,775
	56,016
	56%
	44%

	11-49
	4,651
	4,113
	62%
	38%

	50-249
	1,811
	1,662
	55%
	45%

	250+
	811
	729
	62%
	38%


Source: Fame Database (as at 19th October 2011)
2.60 The large majority of companies with known growth trends have been trading for between 5 and 50 years, with the two largest cohorts by a considerable margin being those that have been trading for 10-25 years (42%) and 5-10 years (36%).
 Table 12: Trends over three years since latest accounts by Age of Company
	Companies with £200k-£5m Turnover with Known Growth Trends 

	Trading for
	Number 
	% 

	Over 100 years 
	79
	0%

	50-100 years 
	783
	4%

	25-50 Years 
	2,870
	16%

	10-25 Years 
	7,723
	42%

	5-10 Years
	6,668
	36%

	4 Years
	187
	1%

	Total 
	18,310
	100%


Source: Fame Database (as at 10th October 2011)
2.61  Across the overall cohort, there is a higher representation of younger companies (that have been trading for less than 10 years) amongst those which have a turnover of between £200k and £400k. This reflects the infancy of some of these companies and in the case of those which have been experiencing growth their stage of development (i.e. pre-growth). 
Figure 13: Growth Trends in the Three Years by Company Age
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2.62 The sectoral profile of the companies with known growth or declining trends is presented in the table below. The largest sectors are drawn from the financial, professional business services, followed by distribution, hotels and restaurants, construction and then manufacturing. 
2.63 Growth trends are varied across all sectors, and in line with trends across the overall cohort, a larger number of companies have been experiencing growth rather than decline within the majority of sectors. The only exceptions are transport and community and personal services.  
2.64 The financial, professional and business services sector is highly represented amongst the growth companies, accounting for 38% of these companies compared to 33% of total companies on the database. Sectors with above average representation amongst the companies which have experienced decline include construction, other community and personal services and manufacturing. 
Table 13: Trends over three years latest account by sector
	 
	Total
	Experiencing Growth
	Experiencing Decline

	Size Band
	Number
	%
	Number
	%
	Number
	%

	Financial, Prof,  Business Services
	6,004
	33%
	4,426
	74%
	1,578
	26%

	Distribution, Hotels,  Restaurants 
	3,807
	21%
	2,315
	61%
	1,492
	39%

	Construction 
	2,394
	13%
	1,219
	51%
	1,175
	49%

	Manufacturing 
	1,636
	9%
	901
	55%
	735
	45%

	Other Community, Personal Serv.
	1,504
	8%
	698
	46%
	806
	54%

	Agriculture, Fishing and Mining 
	1,219
	7%
	960
	79%
	259
	21%

	Public Sector 
	753
	4%
	442
	59%
	311
	41%

	Transport 
	532
	3%
	259
	49%
	273
	51%


Source: Fame Database (as at 10th October 2011)
2.65 These sectoral differences also apply when looking at growth trends over the five years since the latest accounts. Over the five year period the proportion of financial and business services is growing in the last 3 years (38%) is higher than for the last 5 years (35%). The proportion of construction sector businesses declining has increased to 17% over the last three years from 15% over the last 5 years and just 8% over the last 8 years. For manufacturing, the proportion experiencing growth at 8% over the last three years is lower than the 9% growing over the last five years.
2.66 The following Table below illustrates the slowdown in growth over the 3 years compared to growth over 5 years. Aside from the electricity sector (of which there are only around 50 companies in Scotland), all sector have seen a reduction in the proportion of businesses indicating growth (and a corresponding increase in those declining).  The financial, professional and business services sector has proven the most resilient, with a 1.6% percentage point (pp) drop in the proportion growing (and still one of the strongest growth sectors), however even in this growth sector there has been a drop in the proportion growing. In some sectors, notably construction (-11.5pp) but also in manufacturing (-8.3pp) there is a marked slowdown in the proportion growing. 
Table 14: Proportion of businesses in each sector experiencing growth in the last 3 and 5 years 
	 
	3 years
	5 years
	Change in growth rate

	 
	Growth
	Growth
	

	Electricity 
	86.5
	79.5
	7.1

	Agriculture, Fishing and Mining 
	78.8
	80.8
	-2.1

	Financial, Prof,  Business Services
	73.7
	75.3
	-1.6

	Unknown 
	71.9
	70.8
	1.1

	Distribution, Hotels,  Restaurants 
	60.8
	66.8
	-6

	Public Sector 
	58.7
	64.6
	-5.9

	Manufacturing 
	55.1
	63.4
	-8.3

	Construction 
	50.9
	62.4
	-11.5

	Transport 
	48.7
	59.7
	-11

	Other Community, Personal Serv.
	46.4
	49.9
	-3.5


Source: Fame Database (as at 10th October 2011)
2.67 While data is available for eight year growth trends, records are only available for a limited number of companies (just over 1,000) and the sectoral breakdown in skewed to certain sectors. It is therefore not possible to compare these trends. 
2.68 In terms of how these companies and trends relate to company size (in terms of turnover), the trends are largely consistent across each turnover cohorts. There are two main exceptions: 
· The financial, professional and business services sector is more highly represented amongst smaller companies with turnover of less that £1m and in particular between £200k and £400k; and 

· In contrast, the manufacturing and distribution, hotels and restaurants sector is more highly represented amongst larger companies with a turnover of between £1 and £5m. 

2.69 These exceptions are evident across both the companies that have been growing and also those that have been declining.
Table 15: Companies with known growth trends by sector and turnover size band
	Sector
	£200-£400k
	£400-£600k
	£600k-£1m
	£1m-£2m
	£2-£5m
	Total

	Financial, Prof, and Business Services
	39%
	33%
	32%
	25%
	26%
	33%

	Distribution, Hotels and Restaurants 
	17%
	21%
	21%
	24%
	26%
	21%

	Construction 
	13%
	13%
	13%
	14%
	12%
	13%

	Manufacturing 
	7%
	9%
	9%
	11%
	11%
	9%

	Other Community and Personal Services 
	9%
	9%
	8%
	7%
	7%
	8%

	Agriculture, Fishing and Mining 
	5%
	6%
	7%
	9%
	8%
	7%

	Public Sector 
	4%
	4%
	3%
	5%
	4%
	4%

	Transport 
	3%
	3%
	3%
	3%
	2%
	3%

	Unknown 
	2%
	2%
	3%
	2%
	2%
	2%

	Electricity 
	0%
	0%
	0%
	0%
	0%
	0%

	Total 
	100%
	100%
	100%
	100%
	100%
	100%


Source: Fame Database (as at 10th October 2011)
Rates of Growth, Value of Jobs and Net Employment Creation
2.70 Unfortunately, the FAME data does not provide sufficient records to allow analysis of the rates of growth, although those records that do exist suggest the majority of firms have grown by less than 10% over the three years.  The Brown and Mason onwork on HGFs states that it is the rate of growth that helps determine its economic contributon, a view expressed in the NESTA report ‘The Vital 6 per cent: How High-Growth Innovative Businesses Generate Prosperity and Jobs”.  
2.71 The NESTA work in particular relates the firms’ rates of growth to employment creation. It is the high growth firms (i.e. those who experience average annual growth of employment of 20 per cent or more over three years) that are generating a disproportionate number of jobs.  In the three years prior to the study (2005-2008) high growth companies generated 1.3million of the 2.4million new jobs generated by firms employing 10 or more. (54% of the total).  
2.72 The NESTA work also mirrors the FAME analysis in Scotland carried out for here which indicates that relatively similar proportions of businsses grow as decline, and that the levels of growth are modest.  By contrast, the NESTA research indicates that the average high-growth company in the UK tripled its employment over the three years to 2008 from 60 employees to 170. 

2.73 GVA per employee, the usual proxy for productivity, also varies by sector. Of the Government Economic Strategy key sectors, energy has the highest GVA per employee, at £180,420 (2008 data), followed by lifesciences at £62,184.  Food and Drink, at a little under £60,000 and Creative Industries at £50,000 are also relatively high value added sectors.  Tourism, at £20,241 per employee, generates less value added per employee, although in keeping with all sectors this had steadily increased from previous years.

Characteristics of Growth Firms

· Smaller SMEs with an annual turnover of £200k-£400k have variable growth characteristics – 62% grew in the past three years although most of these grew by less than 10% (FAME – note small cohort so may not be representative). Just over a third of firms shrunk. 
· 43,715 firms have an annual turnover of more than £250,000. Of these, 42% are in two sectors – wholesale/retail and business services. In all, 70% over registered firms have turnover less than £250,000.

· FAME data analysis also indicates that over the last three years a lesser proportion of businesses employing 50-249 and those employing less than 10 have experienced growth. 
· Younger companies are much more likely to be growing than those that have been established for more than 25 years.  Eight of 10 growth companies are less than 25 years old.
· NESTA research indicates that high growth firms created 54% of all net new jobs in firms with 10 or more employees over the three years prior to the research whilst comprising only 6% of all firms employing more than 10.  
· A higher proportion of financial and business services sector firms are experiencing growth than the all sector average, comprising 38% of all growth businesses compared to 33% of all businesses.  Those that are growing are typically those with a turnover of less than £1m and particularly less than £400,000 per annum.

· One fifth of tourism/restaurant businesses are growing although a higher proportion of declining, reflecting the churn in the sector. Those more likely to be growing are the established sector businesses with turnover of more than £1m per annum;

· In all, 8% of manufacturing businesses are growing, however 11% are declining. Those that are growing are more typically those with a turnover of £1m per annum, indicating a degree of scale is required to achieve further growth.
· The recent challenges facing the construction sector are evident; the proportion of businesses declining has risen to 17% over 3 years compared to 8% over 8 years. 

· The proportion of businesses recording growth in all sectors has slowed, bar utilities. In each sector of the economy a smaller proportion of businesses experienced growth over the last 3 years when compared to the last 5 years.
3
Supported Businesses

3.1 This section reviews the business support landscape, summarising the key support mechanisms and volumes and seeking to understand the characteristics of those seeking, and benefiting from, government-funded and private sector support. It covers the range of Scottish Enteprise (SE) and Highlands and Islands Enterprise (HIE) support, the Business Gateway and other forms of business support, such as those through the Scottish Government, Scottish Development International and the Scottish Chambers. Given the time and budget available for the work, this is a high level analysis. 
Scottish Enterprise Support 

3.2 The SE Annual Report estimates the Agency works with 9,000 businesses per year.  This covers the whole range of SE support measures, from Designated Relationship Management (DRM) to intensive sector or other specialist support such as the Scottish Manufacturing Advisory Service (SMAS) to less intensive forms of support.  This represents 6% of the registered business base and 9% of the registered business base with 1 or more employees.
SE Designated Relationship Management

3.3 Information from SE’s CRM system shows that almost 2,000 Scottish businesses are currently being account managed (1,967).  More than 75% of these are classified as ‘Account Managed Growth’ (Table 16). The category with the next highest number of businesses are those ‘Important to the Economy’, of which there are 345 companies.  There are 59 companies identified as ‘Early Stage Growth’ companies.  SE’s account management targets companies where, with SE’s help, they can raise their annual sales by over £3m after 3 years (or 10%+ of current turnover is £20m+).
Table 16: SE Account Managed Businesses by Region and Segment

	
	Account Managed Growth
	Corporate Scotland
	Early Stage Growth
	Important to the Economy
	Total

	Aberdeen and the Shire
	230
	3
	9
	30
	272

	East of Scotland
	399
	3
	32
	78
	512

	South of Scotland
	95
	0
	1
	41
	137

	Tayside
	149
	3
	3
	35
	190

	West of Scotland
	634
	3
	14
	161
	812

	Total
	1,507
	12
	59
	345
	1,923


 Source: SE CRM system
3.4
Given the predominance of high turnover businesses located near Glasgow and Edinburgh, it is no surprise to find that the majority of SE’s Account Management portfolio is located in these areas.  Over 40% of account managed businesses are located in the West of Scotland.  The distribution of account managed businesses is close to the overall distribution of businesses across SE regions. 
3.4 SE’s Account Management portfolio is well aligned with Government policy, with close correlation with the priority sectors within the Government Economic Strategy (GES).  Just over a third of Account Managed businesses are in the energy and enabling technologies/ICT sectors (35%), with a further 12% in the food and drink sector.  
Table 17: Account Managed businesses by Sector

	Sector
	Number of Account Managed companies
	% of Account Managed companies

	Energy
	346
	18%

	Enabling Technologies/ICT
	342
	17%

	Food and Drink
	245
	12%

	Construction
	154
	8%

	Life Sciences
	148
	8%

	Financial Services
	112
	6%

	Tourism
	108
	5%

	Creative Industries
	74
	4%

	Chemical Sciences
	73
	4%

	Textiles
	70
	4%

	Aerospace, Defence and Marine
	67
	3%

	Forest Industries
	36
	2%

	Further and Higher Education
	28
	1%

	Non sector
	160
	8%

	No information
	4
	<1%

	 Total
	1,967
	 100%


Source: SE CRM system

3.5 Grampian’s specialisation in the energy markets of oil and gas is reflected in the fact that two thirds of account managed businesses in the region trade in this sector, and Grampian accounts for 52% of all account managed energy businesses in Scotland. 
3.6 SE’s Account Management portfolio has a large proportion of businesses employing less than 50 employees (52%).  As Figure 14 reports, only 12% of the portfolio report employing more than 250 employees.  At the same time, 19%, or almost one in five, account managed businesses employ less than 10. These may be firms with future growth potential or businesses important to the local economy or of sector significance. In all, 44% of the businesses SE account manages employ between 21 and 250, key businesses for the economy and the ones most likely to be High Growth Firms i.e. medium and larger sized (see 2.43). More than two third (69%) of account managed businesses employ more than 10.
Figure 14: SE Account Managed Companies by Employment Sizeband
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3.7 The spread of account managed businesses across turnover sizebands is relatively even, with between 10-13% of businesses in each of the turnover sizebands identified (Figure 15).  The exception to this is the £2 million - £5 million sizeband, which represents a slightly larger share (17%).
Figure 15: SE Account Managed Companies by Turnover sizeband
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 Source: SE CRM system
3.8 Thirty six percent of SE’s account managed portfolio reported annual turnover of at least £5 million.  Taking into account the earlier IDBR statistics which identified 3,000 businesses in Scotland with a turnover of £5 million or more, SE account manages approximately 30% of this cohort.
3.9 A large majority of Account Managed businesses are existing businesses, rather than young, start up businesses (68%).  In addition, a further 20% are existing investors linked to Scottish Development International (SDI) (Table 18).  
Table 18: SE Account Managed businesses by customer subtype 
	Customer Sub Type
	Number of Account Managed companies
	% of Account Managed companies

	Existing Business
	1,339
	68.1%

	SDI Existing Investor
	384
	19.5%

	Volume startup 
	111
	5.6%

	High Growth Startup
	68
	3.5%

	SE Marketing Prospect
	9
	0.5%

	Pre Start
	6
	0.3%

	SDI Prospects
	4
	0.2%

	BG Prospect
	3
	0.2%

	Intermediary
	2
	0.1%

	No information
	41
	2.1%

	Total
	1,967
	100%


Source:  SE CRM System
3.10 Given SE’s focus on growth, rather than start up, this is not unusual.  A study by Mason and Brown
 into Scotland’s stock of High Growth Firms (HGFs) found that only 3% of the cohort were established in the five years prior to the study.
3.11 The evaluation of Client and Account Managed businesses carried out in 2009 concluded that businesses valued the support from SE, and that they generated significant impacts for the economy. The review validated the account management approach. The evaluation found that “SE seemed to be able to have a positive impact upon GVA for establishments that were smaller, younger and had better qualified staff” and that “there might be merit in working with older companies that SE already has a relationship with, that export and spend above average amounts on innovation”. These are major emphases of business support for SE.  The focus on innovation also responds to the NESTA work indicating that innovation drives growth.  
3.12 The Client and Account Managed business review however was unable to prove that the relationship between impacts in these firms and SE support was causal; it also stated additional impacts might be limited as there may be few companies with these characteristics that SE is not already working with. Given this, report stated that “the key challenge would seem to be to identify the types of companies that it is possible to impact on and channel more resources to them”. The review also stated that “even if such companies can be identified, there may be a danger that any more support to those that are already in the programme could not be absorbed”. 
3.13 The review was a comprehensive study, and its conclusions were that “even if more could be absorbed there may not be any proportional increase in impacts” and that “if there is a desire to provide support to companies that are not already in the Account and Client Managed portfolio then the danger may be that there are few such companies, given the current size of the portfolio”.  
3.14 SE employs prospecting managers to help identify businesses with growth potential and for possible account management. The prospecting managers consulted for this review do not report difficulties in identifying and recruiting growth companies, although they state that there are always ways in which awareness of SE’s offer can be more widely communicated (including via public and private sector partners). 

Highlands and Islands Enterprise (HIE) Support

3.15 HIE similarly offers Account Managed services to Highlands and Islands businesses. HIE is currently working with 352 active businesses on account management basis, with 20 in relationship management and 29 identified as in the pipeline. 
3.16 In addition, HIE is account managing 129 social enterprises across the Highlands and Islands (H&I) , with a further 15 in the pipeline.  The importance of social enterprises to the H&I economy is reflected in the numbers supported by HIE.  Overall, this is 481 businesses supported through account management with a further 64 in the pipeline or benefiting from relationship management.

3.17 The account managed businesses are drawn from across the Highlands and Islands. This broadly reflects the demogprahic and business base of across the region. 

Table 19: HIE Account Managed businesses by area 

	Area
	Number of Account Managed companies*
	% of Account Managed companies
	Number of Account Managed Social Enterprises*
	% of Account Managed Social Enterprises

	Argyll and Bute
	70
	18%
	28
	19%

	Moray
	70
	18%
	16
	11%

	Inner Moray Firth
	60
	15%
	13
	9%

	Lochaber, Skye & Wester Ross
	51
	13%
	24
	17%

	Caithness & Sutherland
	50
	13%
	9
	6%

	Innse Gall
	35
	9%
	21
	14%

	Shetland
	33
	8%
	15
	10%

	Orkney
	23
	6%
	11
	8%

	Not recorded
	3
	1%
	8
	6%

	Total
	392
	100%
	145
	100%


Source:  HIE; * includes Relationship Management and pipeline companies
3.18 The account managed businesses are in a range of sectors and these reflect the business base of the H&I. Around 25% of businesses in account management are in the food and drink sector and a further 21% are in tourism and the creative industries (and these proportions will be higher when those businesses where the sector is not identified or is multiple sectors is included). Other energy and renewables businesses together comprise 11% of account managed businesses.
3.19 For social enterprises, there are more businesses where the sector is either not known or where the business operates across a number of sectors. Where given, however, the social enterprise account managed businesses are most frequently in the tourism and creative industry sectors.
Table 20: HIE Account Managed businesses by sector 

	Customer Sub Type
	Number of Account Managed companies*
	% of Account Managed companies
	Number of Account Managed Social Enterprises*
	% of Account Managed Social Enterprises

	Food and Drink
	99
	25
	2
	1

	Tourism
	52
	13
	18
	12

	Creative Industries
	32
	8
	15
	10

	Finance and Business Services
	25
	6
	1
	1

	Other Energy
	22
	6
	1
	1

	Renewables
	19
	5
	2
	1

	Lifesciences
	13
	3
	0
	0

	Other/No Key Sector/Multiple
	130
	33
	106
	73

	Total
	392
	100
	145
	100


Source:  HIE; * includes Relationship Management and pipeline companies
3.20 By expected turnover over the next three years as a result of HIE support (i.e. forecast rather than actual turnover levels), there is a wide spread of expected turnover levels.  Around 20% are expected to increase their turnover by more than £1m over the next three years, although 17% are expected in have a turnover of less than £200,000. This puts a third of businesses in the £200,000 to £1m turnover bracket. Information is not available for 30% of businesses. The expected turnover level increase in social enterprises is far lower. 

Table 21: HIE Account Managed businesses by expected turnover over 3 years 

	Turnover band
	Number of Account Managed companies*
	% of Account Managed companies
	Number of Account Managed Social Enterprises*
	% of Account Managed Social Enterprises

	£5m+
	13
	3
	0
	0

	£2m-£5m
	30
	8
	0
	0

	£1m-£2m
	35
	9
	0
	0

	£500,000 - £1m
	60
	15
	1
	1

	£200,000 - £500,000
	70
	18
	6
	4

	£100,000 - £200,000
	42
	11
	13
	9

	Less than £100,000
	25
	6
	82
	57

	Not known
	117
	30
	43
	30

	Total
	392
	100
	145
	100


Source:  HIE; * includes Relationship Management and pipeline companies
Other SE/HIE Support
3.21 There are a range of other projects and programmes delivered and managed by SE/HIE. Some of these will be taken up by DRM companies, many others will not be, reflected in the fact that the Agency helps support 9,000-10,000 businesses per year, of which 2,000 are account managed. Some of the more prominent programmes are highlighted below.

The Scottish Manufacturing Advisory Service

3.22 In the last 12 months, the Scottish Manufacturing Advisory Service (SMAS) has dealt with something in the order of 1,662 enquiries from 1,038 manufacturing companies across the country.  The statistics suggest that those supported are significant companies in terms of turnover.  Of the 444 companies that had provided turnover information, 399 reported an annual turnover of at least £400,000 and 336 of at least £1 million.  Five companies reported annual turnover in excess of £100 million per annum.  The average turnover of supported organisations (discounting those five in excess of £100 million), was found to be almost £8.3 million per business. 
Business Mentoring Scotland (funded by SE and delivered by the Scottish Chambers of Commerce)
3.23 Business Mentoring Scotland, delivered by Scottish Chambers, delivers 1,000 matches per annum, a volume that has steadily increases in recent years.  The eligibility critertra are that businesses must have a turnover of £100,000 per year and have ambitions to grow. For the Chambers, therefore, there is a requirement for businesses to be supported in sub-£100k categoryy in order for them to be able to benefit from the Mentor programme.

The Innovation Counsellors Advisory Support Service (ICASS)

3.24 On behalf of Scottish Government, SE manages ICASS which supports pre-start and early stage businesses to develop their ideas and to grow – including inventors. The pan-Scotland service including H&I provides advisory support and hold sessions with 2,000 business/individuals per annum. The service recevies referrals from a range of organisations including the Business Gateway and PSYBT and also refers those supported on to other forms of support. The service has been valued by customers (see for example the 2005 review) and has been running since 1999.
Other Sector-based Programmes

3.25 There are a range of other sector-based programmes, which support a range of businesses and sector-based R&D projects, many of which will not be Account Managed (although somwe will be). These reflects specialist projects in priority sectors of Life Sciences, Energy, Digital Media, Enablibng Technologies/ICT, Food and Drink, Tourism and Creative Indiustries.
Other SE Innovation Programmes

3.26 There are also a range of other innovation-related programmes, which support a range of businesses and pre-commercialisation projects, again many of which will not be Account Managed. These include initiatives seeking to stimulate greater innovation, such as the Winning through Innovation campaign along with non-sector based programmes such as SMART: Scotland (Grants for R&D projects by innovative start-ups). Other projects seek to stimulate entrepreneurial start-ups in growth sectors or technology (such as the Scottish Stem Cell Network or ProspeKT, which operates as part of the School for Informatics in Edinburgh University). 
Finance for Growth 
3.27 SE also supports a range of financial instruments. This includes commercial investment funelled through the Scottish Investment Bank, which the Scottish Seed Fund, the Scottish Co-Investment Fund and the Scottish Venture Fund providing equity funding, with the Scottish Loan Fund (SLF) providing significant loan funding. Established at the end of September 2011, the SLF provides finance of between £250,000 and £5m and is backed by £55m from the Scottish Investment Bank. These instruments are complemented by major grant programmes targeting capital investment – Regional Selective Assistance  - and R&D Grants. 
3.28 In the case of the West of Scotland Loan Fund and the East of Scotland Investment (ESIF), the scale of support is significant, with the West of Scotland Loan Fund supporting an estimated 1,100 businesses to date through a Fund worth £18m, and ESIF having a Fund worth £5m. Between them an estimated 5,000 new jobs have been created. 
The Enquiry Fulfilment and Research Service (EFRS)
3.29 SE also operates the Enquiry Fulfilment & Research Service (EFRS) which deals with all enquiries related to SE or Business Gateway.  Information provided for the period March-Sept 2011 shows that some 33,437 enquires were received during the previous seven months.  Of these, 7,000 were SE-related enquiries, 3,300 SDI enquiries and around 21,000 related to Business Gateway.
3.30 The following analysis is based on 7 months data grossed up to the full 12 months, and provides more detail on the Business Gateway enquiries handled. Evidence suggests that enquiries are overwhelming related to start-up activity with only one in every nine enquiries coming from an existing business.  Over 13,500 of the 16,400 annual enquiries are specifically classified by the EFRS as start-up related, with a further 1,000 unmarked.  Only just under 1,900 annual enquries are from existing businesses.
Table 22: EFRS enquires by enquiry type (7 months to Sept. 2011, extrapolated to 12 months)
	 
	Number
	%

	Business Gateway
	       8,287 
	50%

	BG Information Request
	       4,476 
	27%

	Events
	       1,980 
	12%

	BG BIO Request
	       1,293 
	8%

	Other
	          385 
	2%

	Total
	      16,421 
	100%


Source:  SE EFRS System
3.31 The concentration of population/businesses in central scotland is further reflected in the fact that at least 40% of all enquiries are from businesses or individuals located in the West of Scotland
.
Table 23: EFRS enquiries by region (7 months to Sept. 2011, extrapolated to 12 months)
	Region
	Number
	%

	West of Scotland
	6,737
	41%

	East of Scotland
	2,426
	15%

	Tayside
	2,102
	13%

	South of Scotland
	1,092
	7%

	Aberdeen City & Shire
	761
	5%

	Highlands & Islands Enterprise
	569
	3%

	(blank)
	2,734
	17%

	Grand Total
	16,421
	100%


Source:  SE EFRS System
3.32 Data in the EFRS system on specific sectors are limited, although this could partially be explained by the fact that many enquiries will be “light touch” interactions with individuals not yet set up in business.  Where data are available, the most common industries are construction, food and drink and tourism (Table 24). 

Table 24: EFRS enquiries by sector (seven months to September 2011, extrapolated to 12 months)
	Sector
	Number
	%

	Construction
	495
	3.0%

	Food and Drink
	456
	2.8%

	Tourism
	334
	2.0%

	Creative Industries
	281
	1.7%

	Financial Services
	147
	0.9%

	Energy
	98
	0.6%

	Textiles
	75
	0.5%

	Further and Higher Education
	34
	0.2%

	Forest Industries
	31
	0.2%

	Life Sciences
	26
	0.2%

	Aerospace, Defence and Marine
	17
	0.1%

	Enabling Technologies/ICT
	17
	0.1%

	Chemical Sciences
	9
	0.1%

	Non Sector
	5,789
	35%

	(blank)
	8,611
	52%

	Grand Total
	16,421
	100%


Source:  SE EFRS System
The Business Gateway

3.33 The EFRS enquiries information does not record the full number of business supported by the Business Gateway. EFRS records the enquiries related to Business Gateway, however this comprises between one third and one half of all those approaching the Business Gateway, which includes those responding to local marketing and/or those ‘walking-in’ or directly appraoching the local offices.

3.34 The Business Gateway review completed in the spring of 2011 indicated that the service supports more than 11,000 volume starts per annum. The service also supports around 2,000 VAT businesses or those capable of registering for VAT (VAT Pipeline). Several thousand events are also provided by the service. 
3.35 The Business Gateway also supports growth start-ups, including those capable of reaching a turnover of £200,000 to £400,000 over 3 years (the sub-growth pipeline, or £100,000 over 3 years in Highlands and Islands) and start-ups capable of entering SE/HIE Growth Pipeline i.e. £400,000 over 3 years in lowland Scotland (and £200,000 over 3 years in H&I). The Business Gateway also supports existing businesses with the potential to meet these growth thresholds (and the service is keen to remove any remaining perceptions that the Business Gateway is only for start-ups since this is not the case). The sub-growth pipeline was introduced to reflect the change in market conditions and the challenges in meeting target numbers for Account Management with higher growth levels.  The Business Gateway delivered almost 150 businesses into SE/HIE Account Management in 2009/2010 and 2010/2011. 
Table 25: Business Gateway Programme Performance to Dec 2010 
	 Output Target
	Actual 08/09
	Actual 09/10
	Actual 10/11
	Percentage of annual  target achieved

	Volume Start ups
	9,584
	10,580
	11,242
	107%

	VAT Pipeline
	n/a
	956
	930
	77%

	VAT + Start ups
	1,148
	974
	1,270
	80%

	Events - start ups
	4,567
	4,716
	4,836
	134%

	Events - existing business
	1,574
	2,317
	2,470
	98%

	Sub Growth Pipeline – Start up
	n/a
	n/a
	101
	135%

	Sub Growth Pipeline – Existing Business
	n/a
	n/a
	340
	83%

	Start ups in Growth Pipeline
	279
	247
	240
	101%

	Existing businesses into Growth Pipeline
	464
	427
	371
	70%

	Start ups into SE/HIE Account Management
	30
	32
	37
	66%

	Existing businesses in SE/HIE Account Manag’t
	96
	116
	106
	61%

	Source: Business Gateway 


3.36 Under the current arrangements, SE/HIE accepts companies onto Account Management following a referral by the Business Gateway. The business must meet the growth criteria and preferably be within one of SE’s Priority sectors.  While there have been difficulties in terms of the effectiveness of the handover process under the current Business Gateway set-up, recent improvements have increased the acceptance rate to over 90%, and work continues to further improve these processes.   

3.37 The Business Gateway has found it difficult to meet targets for companies into account management with the targets set prior to the recession. This has prompted the introduction of the sub-growth pipeline. Business Gateway has sought to recognise (and support through advisory services) companies that grow at levels beneath the DRM entry level growth criteria.  Business Gateway contractors are paid for each DRM company accepted. 

3.38 The Business Gateway has supported an estimated 36,000 businesses and start-up businesses in the three years since its transfer to the Local Authorities 1st April 2008 (based on the perfromance targets above).  This is the largest public sector business support programme in Scotland. The majority of these are volume business start-ups although the service is eligible to existing businesses, and is supporting an increasing number of existing businesses.  

Other Business Support

3.39 There are a range of other support mechanisms available to businesses.  This is both public and private sector support. 
Scottish Development International

3.40 One in five of the businesses SE Account Managers are designated as SDI Existing Businesses. In 2010/2011, from its Annual Results, SDI has supported 136 projects with a sales value of £405m over 3 years and 960 high potential Scottish companies target new international markets. These are intensive assists. SDI has also launced a free export assessment and supported 1,500 delegates through Smart Exporter events since September 2010. It has also supported 16,000 registrations through TalentScotland.

Local Authorities

3.41 Some LAs operate additional business support advisory services.  These are varied and diverse, and some of these are traditional in-house advisory services, others are externally funded (e.g. ERDF), or both.  These are too diverse to be captured accurately in this review.
Chambers of Commerce

3.42 A number of Chambers also deliver business support. In one case, this is part of a consortium to deliver the Business Gateway contract. In other areas, the Chamber offers some support (aside from delivering the SE Business Mentoring Scotland service detailed above).
Other Support Programmes
3.43 A number of other support programmes exist. Again, it has not been possible to fully quantify these as part of this review. These support programmes include:

· The Prince's Scottish Youth Business Trust (PSYBT) which promotes self-employment and business creation amongst young people aged 18 to 25 or between 26 to 30 with a disability, providing loans and mentoring support. PSYBT supports around 600 start-ups per annum. 
· The Supplier Development Programme (SDP), which now operates across 26 local authorities providing procurement support to a large number of businesses. Nearly 2,000 businesses attended SDP events, seminars and workshops in 2009/2010 and more than 2,750 small and medium sized businesses are registered with the programme.
· Shell LiveWIRE which is a Shell global community initiative to encourage young people to see starting a business as a desirable and viable career option.  The Business Gateway works alongside Shell LiveWIRE to support activities aimed at young entrepreneurs. 
· Scottish Institute for Enterprise (SIE) which runs programmes that aim to prepare students for success by teaching them essential skills. SIE includes all of Scotland's Higher Education Institutions as its partners in promoting enterprise and entrepreneurship to students.
· Just Enterprise which supports the enterprising third sector in Scotland. Supported by the Scottish Government, Just Enterprise assists social enterprises who show the greatest potential to grow and develop sustainably - that could be in terms of income, employment or contracts secured. This is a new programme of support recently introduced.
· Co-operative Development Scotland which was created, as a subsidiary of Scottish Enterprise, to enhance co-operation and employee ownership and promote the major forms of co-operative enterprise.   CDS offers specialist information, advice and training on issues encountered by co-operative enterprises. 
3.44 There are others too involved in enterprise and business support, including FE Colleges and Higher Education Institutions. The private sector is also a major source of business support via banks, accountants, lawyers and consultants. The take up of public and private sector business support is discussed in the following section.
Take-up of Business Support (Public/Private) and Barriers to Take-Up
3.45  In July 2011, BIS published a report on ‘research to understand the barriers to take up and use of business support
’. This drew on research from 1,200 businesses across England and, whilst the study did not survey companies in Scotland, the findings on general barriers to, and levels of, public and private sector business support take up will be broadly relevant and applicable. 

3.46 In the three years to the study, 40% of SME businesses made use of formal external assistance (which equates to around 60,000 SMEs in Scotland
). This was predominantly information only (22%) rather than strategic advice only (6%). The remaining 12% accessed both information and strategic advice. Around 19% of all businesses used the private sector only, 11% the public sector only and 9% both the public and private sectors (hence 20% used some form of public sector support, equivalent to 30,000 firms in Scotland).  
3.47 Reinforcing messages from elsewhere, growth oriented businesses are more likely to seek formal support (46% of growth oriented firms) than those survival oriented (34% of survival oriented firms), and rapid growth companies more likely still (48% of those growing by more than 50% in the last 3 years). 

3.48  At the same time, survival businesses, new businesses, micro-businesses and women-led businesses (28% used public sector support compared to 18% for men) are more likely to access public sector support as opposed to other forms of support. In all,  47% of those under 1 year old sought external support.  Those with larger management teams and more higher qualified managers were more likely to access public sector support.

3.49 Private sector source top 3 (and most typically face-to-face and via telephone):

	Information
	Strategic advice

	1. Accountants
	Consultants

	2. Consultants
	Accountants

	3. Banks
	Buyers/suppliers


3.50 As a study in England, Business Link was the most frequently used public sector source of support (likely to be the Business Gateway in Scotland given the numbers of businesses making some use of the service). In all, 47% of those surveyed had used informal assistance (friends, family, business acquaintances), and those were also more likely to use formal forms of support too. 

3.51 Just under 50% of information users considered that the support helped improve business performance (1 in 6 significantly); rising to 60% of strategic advice users (and 1 in 5 significantly).

3.52 In all, 28% had latent demand for assistance (around 42,000 in Scotland), comprising 50% non users that did not recognise their need for assistance (22,000 businesses in Scotland), 33% who recognised their need (14,000 businesses in Scotland), and 14% were users that had other unmet needs (6,000 businesses in Scotland).  The research found that non users who recognised their needs were more likely to be growth oriented younger businesses with less experienced managers. Non-users with unrecognised needs were typically survival oriented with older less well education managers.
3.53 In all, therefore, the BIS research suggests there are arout 20,000 non-users and users of business support who indicated their recognised needs were not being met. This is a relatively low proportion of the total number of businesses, around 13%, although a sufficiently high number for those providing business support to have encountered at least some businesses in this category. The analysis also suggests that just 4% of the overall business base had received business support assistance but also had other unmet needs. This is likely to be lower than expected and instructive for policy makers going forward.
SE Customer Tracking Data

3.54 Customer research from SE (September 2011) indicates that there are reasonable levels of awareness of business support in Scotland amongst different business segments although there is scope for awareness levels to rise further.  Amongst ‘intermediaries’ i.e. organizations such as banks, lawyers, accountants and business development consultants that are involved in signposting clients to business support, unprompted awareness of SE was around 60%, rising to 90% for Business Gateway. For the non-Account Managed/potential group (companies that have previously accessed some SE support but are not currently account managed, and companies which should be eligible to access SE support but have never done so) awareness of Business Gateway and SE is around 60%-70%.  For Account Managed companies, awareness of SE – as one would hope – is close to 100%. 
Figure 15: Unprompted Awareness of Key Business Support Organisations
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Source: SE Tracking Research September 2011

3.55 Although intermediaries are generally aware of SE and the Business Gateway this does not translate into the same levels of likelihood to contact either, as shown in Figure 16.  

Figure 16: Likelihood to Contact Key Business Support Organisations
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Source: SE Tracking Research September 2011

3.56 The tracking analysis by SE suggests that Account Managed companies have remained likely to contact SE for support over a sustained period of time, whereas for intermediaries and non-Managed companies the proportion likely to contact SE has declined over the last year.  The analysis (which it should be borne in mind is based on the 10,000 or so businesses eligible to access SE services) also suggests that there has been a decline in the proportion of businesses likely to contact the Business Gateway over the last year.
The Role of Business Support: Key Points

· Approximately 15,000 businesses have more than 10 employees with 5,900 businesses having 50 or more employees. There are now 300 more firms in employing 50 or more employees than in 2,000. Of the 5,900, nearly 1,000 are client managed by SE. 

· At 9,000 SE’s penetration rate overall is 9% of all registered businesses.  At 1,500 or so account managed businesses employing more than 10, this is 8% of the potential pool of businesses with more than 10 employees. This reflects the focus on high growth potential (only 4% of firms in Scotland have high growth characteristics).
· BG penetration of existing business base is 14% (based on the full BG offer). 
· BG sub-growth/growth pipeline of 1,276 firms supported since 2008 accounts for approximately 17% of all firms in the target size categories (excluding SE client managed).  

· SE’s Account Management portfolio is well aligned with Government policy, with close correlation with the priority sectors within GES.  Just over a third of Account Managed businesses are in the energy and enabling technologies/ ICT sectors (35%), with a further 12% in the food and drink sector.  
· Almost half (46%) of SE’s account managed portfolio reported annual turnover of at least £5 million.  Taking into account the earlier IDBR statistics which identified 3,000 businesses in Scotland with a turnover of £5 million or more, the data suggest SE account manages 30% of this cohort.
· There is a relatively low proportion of the total number of businesses (users and non users of assistance) with recognised business support needs which are not being met (20,000 registered businesses or 13% of the total). 
· Just 4% of the overall business base has received business support assistance and has other unmet needs. This is likely to be lower than expected and instructive for policy makers going forward. 
· Awareness of SE amongst those eligible for SE support is relatively high (above 60%) and almost as many (50%) are likely to contact SE.  Awareness of both SE and the Business Gateway is also high amongst intermediaries although far fewer are likely to contact either.  

· In crude terms, if 60,000 SMEs currently access external assistance, then the supply side data suggests that this number of businesses are currently being assisted (across SE/HIE, Business Gateway, EFRS and other interventions such as SMAS). This will however include double counting, with many businesses accessing more than one form of support.  Those businesses engaged with the public sector are more likely to know of other forms of public sector assistance.

4 Summary and Conclusions

4.1 The review of the data in relation to the ‘gap’ in business support presents a picture which has changed over the last decade, with an extended period of economic growth, and again over the last few years since the global financial crisis in 2008.  The dynamics of the Scottish economy are changing and not all of the changes make comfortable reading.  Beneath moderate overall changes in the numbers of businesses, there have been quite significant shifts in the compostion of the business base. That said, the Government Economic Strategy makes it clear that the priority has been, and remains, long-term economic growth, regardless of cyclical economic changes. 
Changes in the Business Base

4.2 The Scottish economy has more businesses than it did in 2005 – 152,00 compared to 148,000.  There was a rapid (5%) rise 2005-2008 (7,700 business) but this rise is in reverse, with a loss of 1.7% of its registered business base (2,606 businesses) since then. 

4.3 Within this, business services grew rapidly since 2000 and the sector has not contracted as rapidly as others post-recession. It comprises a greater proportion of businesses growing in the last three years since their last accounts.  The increases have been in businesses of all sizes, although greatest in businesses employing fewer than 50.

4.4 Other sectors, notably construction, grew rapidly and are now contracting quite quickly. Businesses connected with the public sector (notably in health and education) increased in number in the early half of the decade, but numbers have fallen in the last five years.  

4.5 The manufacturing sector continues to decline, and across all sub-sectors, and of all sizes. Scotland has lost almost half its businesses employing more than 250 since 2000 (46%) and a quarter of those employing between 50 and 249.  This decline is signifcant – outside the utilities and mining/quarrying/extraction, and aside from the large financial institutions and public sector organisations – manufacturing businesses employ the largest numbers of employees on average (22) and businesses have the highest turnover (£5.4m). Losing these firms impacts directly through employment and GVA loss and indirectly through the supply chain. 

4.6 Across the business base, 30% have a turnover of more than £250,000 per annum, which is 35,000 businesses across Scotland. A little under 10% of these are in manufacturing, 3,305 businesses, although this is just 2.3% of the overall registered buisness base. In all, 31,000 turn over between £250,000 and £1m, of which more than 7,000 wholesale/retail businesses and 5,500 in business services.
4.7 There are marked geographic differences in business sizes, and this needs to be reflected in business support policy.  In all, 28% of registered businesses in the Highlands and Islands have a turnover of less than £50,000.  The South of Scotland, the next most rural area, has 21% of its business base with a turnover of less than £50,000 – the all Scotland average is 18%.  Geographically, the effect of the energy sector is clear, with the Aberdeen and Shire economy with the highest proportion of firms with a turnover of more than £5m (3%, 590 firms).  The sector is also by far the most productive, generating some £180,000 per employee (compared to £62,000 per employee in the next highest priority sector of lifesciences).
4.8 There has been a year on year rise in unregistered businesses – which now comprise a greater share of the total than registered busiensses for the first time, as labour moves from paid employment to self-employment.

Exports

4.9 Exports are a major government focus of attention and exporting businesses have the potential to create wealth in Scotland. Growth firms do not rely on domestic markets alone. The performance of Scottish busnesses between 2002 and 2009 has been positive: small firms have increased export levels of 44% and medium-sized businesses by 36%. There has been a minor fall in the level of exports from the largest firms, by 5%. Within the 9% overall growth in exports over that period, there was an increase in all sectors, bar clothing and electrical engineering abd other services.  There is a time lag in the data, and it remains to be seen whether growth trends have continued into 2010 and 2011. 

Business Start-ups  

4.10 The number of new start businesses in Scotland in 2009 fell to the lowest level since 2004, 14,375 starts, although its share of the UK business starts has remained static at 6%.  Scottish Clearing Bank data indicates that new account in 2010 were 62% of those in 2007. Three year business survival rates, however, have come close to matching the UK.

4.11 Somewhere between 4% and 8% of businesses are high growth firms, those growing their employment or turnover by 20% of more and with 10 employees at the outset of the growth period. Not all of these are start-up businesses (a key finding from NESTA research too). These are a heterogenous group yet there are some typical characteristics, including being younger, service-based businesses with a strong sales element and market awareness. They are globally oriented and raise external finance. They work in partnership, often grow through ‘stepped change’ and have strong management teams, yet often started by serial entrpreneurs resident in Scotland. Their links to Scotland are typically weak although they make considerable use of government support programmes. 
4.12 Cross-referring the characteristics of High Growth Firms with the level of entreprenuership suggests raising the number of HGFs may be challenging given the lower proportion of serial entreprenuers in the country and lower levels Total Entrepreneurial Activity than the UK. In 2010, 6% of the working age population expect to start a business in the next 3 years, still below the UK of 7.3% but considerably higher than in 2009. This corresponds to the rise in unregistered businesses in recent years.  A third of nascent young entrepreneurs look to the government to help finance start-up costs, higher than average.

Business Growth Trends

4.13 In the three years since the latest account were posted at Companies House, within the different turnover sizebands, it is typically the larger companies where there is a greater proportion of companies experiencing growth, although the differences are slight between categories. Those businesses with a turnover of between £1m and £2m have the greater proportion of growing businesses (65%) and correspondingly the fewest declining (35%). Those with a turnover of between £2m and £5m are the next most likely to have experienced growth, followed by those with a turnover of between £600k and £1m. A smaller proportion of smaller businesses have grown, although there is a higher proportion of growing firms in the £200k-£400k category than in the £400-£600k group.
4.14 Growing businesses are typically between 5 years and 25 years old, with 78% of businesses of between £200k and £5m with known growth trends in this age range. Very few, 1%, are less than 5 years old. In all, however, the data indicates that 20% of all growing businesses are more than 25 years old.

4.15 The strength of the financial, professional and business services sector is again reflected in sectoral growth trends.  A greater proportion of businesses in the sector are growing and fewer declining.  Sectors with above average representation amongst the companies which have experienced decline include construction, other community and personal services and manufacturing. Growing financial, professional and business services businesses typically have a turnover of less than £1m and between £200,000 and £400,000k in particular. 
4.16 Where hotels and restaurants businesses have grown, these have been larger businesses with a turnover of more than £1m and £5m. This is also the case for manufacturing companies. This is perhaps contrary to expectations.  Looking over 5 years rather than 3, there has been a fall in the proportion of manufacturing businesses experiencing growth from 9% to 8%.  The number of construction companies declining is clear – just 8% were declining taking an 8 year period which has risen to 17% taking the latest three years. 
Business Support 
4.17 Businesses access a wide range of public and private sector support, and the more successful businesses make more use of external support than others. 

4.18 Scottish Enteprise and the Business Gateway (now transferred to the Local Authorities) represent the two largest source of public sector business support. SE works with 9,000 businesses a year through a range of mechanisms.  HIE is actively supporting businesses and social 500 enterprises through account management. SE support 2,000 businesses through account management and through a number of sector and specialist support mechanisms.  SE/HIE support is focused on the businesses where the greatest economic return can be secured for each £ of investment and, as such, the support is typically more intensive business support. 
4.19 Of the DRM companies, 75% are Account Managed Growth companies, and these are well aligned with the Government’s priority sectors. More than a third in energy and enabling technologies/ICT and a further 12% in food and drink.  Grampian accounts for more than half of the account managed energy companies.  In all 69% of account managed businesses employ more than 10, although a significant proportion, one in five, employ less than 10.  The 1,500 or so number of account managed businesses by SE represents 8% of the total business base with 10 more employees.

4.20 More than half of account managed businesses have a turnover of less than £5m, although 36% of the total have a turnover of more than £5m, 30% of all businesses in this cohort. This reflects their importance to the economy.  The majority of account managed businesses are existing businesses (nearly 7 in 10) and a further 20% are SDI existing investors linked to embedding inward investors.  Start-ups account for 9.1%, comprisining 3.5% high growth growth start ups and 5.6% volume starts.

4.21 Many of those account managed will access other support, including other support delivered and managed by SE/HIE. Of the 9,000-10,000 businesses supported by SE other signfiicant support programmes are the Scottish Manufacturing Advisory Service which responds to more than 1,000 manufacturing sector enquiries per year and which covers a range of low and high intensity support to the sector and the Business Mentoring Scotland Programme, managed by Scottish Chambers, which matches 1,000 small businesses with growth ambitions to mentors per year.  The East of Scotland Investment Fund and the West of Scotland Loan Fund have also supported well in excess of 1,000 businesses with loan finance.
4.22 In all, 9,000 SE supported businesses equates to 6% of the registered business base and 9% of the business base employing 1 or more. 
4.23 The Business Gateway supports more than 10,000 volume starts per annum, and around 2,000 who can and do register for VAT.  In volume terms, this is the largest business support service provided in Scotland which operates in both lowland Scotland and the Highlands and Islands. The service also supports thousands of events for start-up and existing businesses, and works with both start-ups and existing businesses with growth potential.  The Business Gateway delivered 150 businesses into account management in 2009/2010, the majority of which were existing businesses. Since the economic downturn the Business Gateway has found it more difficult to identify the target number of businesses with the potential to grow their turnover by more than £400,000 over 3 years (£200,000 in H&I) and so the sub-growth pipeline has been introduced to reflect that a number of businesses are growing but at a lower rate. In lowland Scotland, the sub-growth pipeline supports start-up and existing buisnesses which can grow by £200,000 over three years. Overall, Business Gateway has supported an estimated 36,000 existing and start-up businesses since its transfer from the local authorities on the 1st April until April 2011.
4.24 There are further public sector support mechanisms. SDI povides intensive support for internationalising businesses and inward investors,  and has supported 960 businesses in Scotland to target new overseas markets in the last 3 years. It has recently launched the Smart Exporter, a free export assessment, receiving 1,500 delegates since its launch in September 2010.  Almost 2,000 businesses last year attended the Supplier Development Programme helping SMEs access public sector contracts.
4.25 Local authorities and local chambers provide a diverse range of support directly and through external funding including ERDF. These are too numerous to mention although individually. Other significant support routes include PSYBT for young people seeking self-employmet and the new Just Enterprise to support the Third Sector. 
Demand for and Take up of Business Support

4.26 Applying public and private sector business support take-up rates in England (where there has been a major recent study completed) to the situation in Scotland suggests some 60,000 Scottish SME seek some form of (public or private) external assistance (40% of all SMEs) in the last 3 years.  Around 30,000 (20%) of all SMEs have accessed some form of public sector assistance. 
4.27 More growth oriented businesses seek formal support (46%) than survival oriented businesses (34%), and rapid growth businesses the most likely of all.  This is both private and public sector support; survival businesses, new buisnesses, micro-businesses and women-led businesses are proportionately more likely to seek public sector support. Those more educated business owners/managers were more likely to seek support, and those with larger management teams.
4.28 Applying the survey data to Scotland, some 42,000 may have latent demands for support, 21,000 being non-users who do not recognise their need for support, 14,000 non-users who recognise their need for support and 6,000 users with unmet needs.  
4.29 The BIS research suggests a relatively low proportion of the total number of businesses (users and non users of assistance) have recognised business support needs which are not being met (20,000 registered businesses or 13% of the total). 

4.30 Further, just 4% of the overall business base has received business support assistance and has other unmet needs. This is likely to be lower than expected and instructive for policy makers going forward.

Conclusions and Policy Messages
4.31 The analysis suggests a number of important messages for business support in Scotland. The key points are:

Finding 1: Just 4% of the overall business base (6,000 businesses) have received business support assistance and has further other unmet busines support needs.  Further, the proportion only rises to 13% (20,000) when businesses with support needs who have not previously accessed assistance are considered.

Implication:  Central to this review, and whilst suggestive based on BIS research in England, the overall numbers of busineses accessing business support that do not have their needs met is low. At 4% of the registered businesses base, the evidence does not suggest that there is a major and fundamental gap in business support. 

Implication: There is a larger proportion of businesses (14,000 – or 9% of the total registered business base) that recognise they have support needs but who are not users of business support. For this group, increasing awareness of business support mechanisms (SE/HIE, Business Gateway and others) is the most important response. This is reinforced by SE Customer Tracking data which suggests more non-users of support could be made aware of the benefits of available support and thereby more likely to take up support.
Finding 2: The Scottish business base is dynamic and continues to change. There has been a strong rise in the number of unregistered businesses and an increase in the number of registered businesses with 0 employees. These will have support needs although labour market substitution is likely to be a significant factor and not all will remain as businesses if the economy strengthens.  
Implication: The Business Gateway is likely to be the main source of volume support for this group and very few are likely to have high growth potential (just 3% of new starts in the UK reach £1m turnover in three years). In many cases their support needs will be modest, and this cohort will not, largely speaking, be strong drivers of future economic growth. The Business Gateway and partners will however need to respond to the likely rise in demand. This will place an emphasis on the flexibility of support and in particular the effectiveness of one-to-many filtering so that businesses most likely to benefit (and to achieve growth in turnover/employment) are seen through 1-1 support. 

Finding 3: As well as a strong rise in the volumes of unregistered businesses and those with 0 employees, this cohort of businesses have low turnover levels (and many have turnover levels of less than £50,000 per annum). 

Implication: Where a business in this cohort is willing and able to grow (and this may be a small proportion of the total), businesses may need support to take on an employee. This suggests that more support will be required to help businesses through recruitment and registering for PAYE (this is likely given such a large and continual rise in the cohort with 0 employees). Business Gateway support to help micro-businesses will be important here (and the proposed changes in the Business Gateway contracts to include PAYE is appropriate in the light of the evidence). Again, there will need to be effective filtering and an emphasis on ensuring that only those capable of growth are receiving this support.  
Implication: If the micro-businesses are to grow (where appropriate and where able) there needs to be a range of support mechanisms to facilitate and support this growth. Business Gateway clearly has a role here, as do support mechanisms which provide additional 1-1 support, include the Business Mentoring Scotland programme. Helping businesses to reach the £100,000 turnover threshold to access this support is important.
Finding 4: There are fewer growth businesses and in some sectors the proportion of businesses experiencing growth has fallen significantly in the last couple of years. This is based on Companies House data and the number of businesses experiencing growth is likely to have fallen further when all 2010/2011 accounts have been audited.  There are, however, still more businesses reporting growth in the three years since the latest accounts than those declining.  
Implication: The lower proportions experiencing growth will be reducing the pool of growth companies and whilst the evidence is less clear cut, the levels of growth for most businesses are also lower. This suggests policies/instruments that reflect the lower levels of growth are appropriate, including the introduction of the sub-growth pipeline through the Business Gateway since the economic downturn (and the proposed changes to defining growth businesses through lower growth thresholds for benefiting from advisory services).  That said, it remains important that the 1-1 business support focus firmly remains on those businesses that are capable of growth (in order to achieve the greatest economic impacts and ‘return’ from the advisory services). Again this requires effective one-to-many filtering. As and when the economy strengthens, the pool of growth businesses may again increase and so it is also important that flexibility introduced allows for raising of growth thresholds in the future.   
Finding 5: The geographic variation in the proportions of businesses in each turnover and employment sizeband is clearly demonstrated. The Highlands and Islands and to a lesser extent the south of Scotland have higher proportions of micro-businesses. 

Implication: The proposed changes to the Business Gateway to increase flexibility in defining growth businesses by area seems appropriate to reflect this variation.

Finding 6: There are fewer businesses employing 50-249 that are growing than either those employing 11-49 and more than 250. This is an important cohort given their importance to the economy. The absolute number of businesses employing 20 and 49 has also fallen. 

Implication: This is an important cohort for the economy. In all, 44% of SE account managed businesses are in this the group, which is good representation, although arguably the proportion could be higher. The NESTA analysis suggests that the average high growth firms trebled its employment from 60 to 170 which places the average growth firm in this cohort, further reinforcing its importance to the economy.   
Finding 7: In some sectors, it is businesses of a certain scale that are growing. Those more likely to be growing in the tourism sector are the established sector businesses with turnover of more than £1m per annum; similarly this is the case for manufacturing.
Implication: The finding may be contrary to some existing views of the growth trends in these sectors and further work may be required to review the approach to supporting businesses of this scale in these sectors to ensure their needs are being met.
Finding 8: High Growth Firms have specific characteristics and represent a small proportion of the overall business base, between 4% and 8% of firms. These businesses are globally oriented with a strong sales focus. They are also medium and larger sized businesses that grow through step changes, many of which are existing businesses. They have strong management teams and make good use of external support.

Implication: The important Brown and Mason study on HGFs suggests guarding against prejudging where HGFs will come from. Growing export sales – and faciliating this expansion through finance and management expertise – is a significant route to high growth. The recent focus on exports through a range of channels is an appropriate response.  

Finding 9: NESTA research indicates that high growth firms created 54% of all net new jobs in firms with 10 or more employees over the three years prior to the research, whilst comprising only 6% of all firms employing more than 10.  

Implication: There is clearly a correlation between the highest growth firms and proportionately higher employment/GVA growth. Innovation is a clear defining feature of growth firms. There is a continuous need to identify and work with high growth firms (and other strong growth companies) where the returns for public sector investment are highest. This challenge is and should remain the long-term objective of business support regardless of the current point of the economic cycle. 
Finding 10: Eight in 10 firms that are growing are between 5 and 25 years old and this is a key group to be supported. At the same time, 20% of growth businesses are more than 25 years old.

Implication: Any assumption that mature and established businesses do not grow should be challenged, although there is no direct evidence that this is the case.

Finding 11: The manufacturing business base continues to contract in all sizebands, and the numbers of businesses employing between 50 and 249 employees has fallen by a quarter in the last decade.  Businesses in this sector have proportionately more employees and a higher turnover than most other sectors outside the public sector and large utility and financial institutions.

Implication : The importance of the sector is underlined in the analysis, as are the challenges faced by the sector. SMAS is a well regarded (and relatively well resourced) support mechanism. The need for SMAS type intervention is clear. 

Finding 12: Up until the most recent statistics (2009) Scotland’s businesses have performed well in relation to exports, and companies in almost all sectors and sizebands have increased volumes of exports. The link between global sales presence and High Growth Firms is also demonstrated.

Implication: The recent focus on exports is well conceived and should be a major role for business support agencies providing this support and organisations signposting businesses to this support. Businesses being supported to help boost their exports should also be supported with the range of skills required to achieve export growth (e.g. management capacity, finance, legals, production capacity, overseas sales etc.).
Concluding Remark
4.32 The analysis undertaken for this review suggests there is no significant gap in business support, certainly not on any large scale. If and where a gap exists, this may apply to around 20,000, or 13%, of the 260,000 or more registered micro, small and medium-sized enterprises across Scotland. These are businesses with (self) recognised support needs that are not being met.  At the same time, the response is not about creating more business support – it is clear between the various support mechanisms there is a wide range of support available – rather the issue is largely about raising awareness of what is available and ensuring the right businesses access the right forms of support.

4.33 In concluding there is no major gap in provision, it would be unwise not to take some account of the changes in the economic landscape. Whilst the downturn is likely to be a cycle from which the economy emerges, and whilst the long-term objective must remain rightly on growth and high impact interventions, this is not to say the current economic climate has not introduced some new dynamcis to be considered.

4.34 There is clearly a rise in unregistered and micro-businesses, and there are signs businesses are growing at slower rates. There are more survival-oriented businesses whose needs should not be ignored. Against a backdrop of reduced public sector expenditure, the response requires highly effective filtering to ensure that the higher numbers seeking support can be accommodated within the fiscal constraints, and that those with growth prospects are provided with the available advisory services and products. Within the wide range of business support, effective communication between organisations is critical.  In pursuing the collective goal of long-term growth, supporting innovation and wealth generating firms remains integral to the role of business support.  

� ones which grow their turnover or employment by 20% per annum and which have 10 employees at the start of the observartion period


� Applying Business Innovation and Skills research in England to Scotland


� Excluding central and local government. Inclusion of all public sector enterprises raised the total to 296,985 


� The more detailed employment sizeband analysis is from Scottish Corporate Statistics to 2010


� NESTA, 2009. The Vital 6 per cent: How High-Growth Innovative Businesses Generate Prosperity and Jobs”. 





� ‘total early-stage entrepreneurial activity’ (TEA), the proportion of people who are involved in setting up a business or owners-managers of new businesses.


� Nascent entrepreneurs are those individuals, between the ages of 18 and 64 years, who have taken some action towards creating a new business in the past year. In order to qualify in this category, these individuals must also expect to own a share of the business they are starting and the business must not have paid any wages or salaries for more than three months.


� High Growth Firms in Scotland


� Given that 17% of enquiries have no information on region, this is potentially an underestimation of the amount of enquiries from these areas. 


� The Centre for Enterprise and Economic Development Research (CEEDR) at Middlesex University Business School with BMG Research 


� Based on a business base of 149,795 SMEs in 2011 (IDBR)
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