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Executive Summary

Among SMEs high growth is often episodic and not sustained. How can we
best support SMEs to achieve sustained growth? In this paper we review a
number of international support measures designed to give SMEs the
capabilities and resources to sustain fast growth. The paper draws on
evidence compiled in a recent international benchmarking exercise
undertaken by the authors with the OECD-LEED programme. Policy
guidelines emerge suggesting the need for partnership, for regionalised

delivery and the potential value of holistic supports for sustained growth.
Support measures are of three main types:

e Systemic measures which focus on informational or strategic
market failures and aim to remedy perceived weaknesses or

blockages in innovation or entrepreneurship systems.

e Holistic approaches — which combine business development and
leadership development. These schemes are either place-based or
based on a long-term and intensive relationship between support

scheme staff and SMEs.

¢ Functional or thematic approaches — which focus more narrowly
on financial support, on management and leadership development

or technology adoption or use.

Reviewing these schemes suggests seven design or implementation

guidelines for measures aiming to support sustained growth. These are:

1. Enabling effective self-selection - a strong element of self-
selection is inevitable in the provision of support for sustained
growth. Enabling effective self-selection by firms requires a clear
proposition from the scheme as well as a clear statement of

required commitments. The proposition needs to be both ambitious
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and emotionally engaging, participating in the scheme needs to

carry a certain cachet.

2. Selecting participants - a strong element of selectivity by the
scheme itself is also necessary as these programmes are typically
intensive and often involve peer-group and shared-learning

activities.

3. Recognising spill-overs - selectivity should include the notion of
‘national benefits’, positive spill-overs which may be stronger from

some SMEs than others.

4. Sustained engagement - schemes to support sustained growth are
likely to involve continued engagement with a business over a

period of years.

5. Holistic approaches - Supporting sustained growth is likely to
require a holistic rather than thematic support model, with a dual
focus on the development of the business and the capabilities of the

firm’s leadership team.

6. Partnership based - measures to support sustained growth should
be partnership based drawing on the expertise and networks of a

range of support organisations.

7. Delivery is likely to be regionally organised - a regional model
has proved valuable in facilitating attendance by firms at scheme
events and sessions and making face-to-face mentoring and peer-

group sessions more feasible.

Over the next couple of months ERC aim to develop concrete
proposals for improving the support for sustained SME growth in the

UK. We welcome comments or suggestions which we can consider.
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1. SME growth and the contribution to national job growth
1.1 Introduction

Numerous empirical studies have demonstrated the importance of growing
SMEs in creating new jobs and introducing and commercialising radical
innovations. One recent academic review of over twenty empirical studies
concluded that: ‘a few rapidly growing firms generate a disproportionately
large share of all net new jobs compared to non-high-growth firms. This is a
clear-cut result’. The evidence for different countries suggests that in
general terms around 4-6 per cent of fast growing firms produce around
half to three-quarters of all new jobs. One other result evident from the
research literature is that fast growing firms occur in all sectors with some
studies suggesting that they are over-represented in services. Their
potential to generate growth means that fast growing SMEs can act as
catalysts for change, helping economies to recover from recession and

rebalance.

In this Section we briefly review the UK evidence on the contribution of
growing firms to the UK economy in recent years. Subsequent Sections
focus on support measures for sustained growth drawing on evidence from
a recent international benchmarking exercise undertaken by the authors
with the OECD-LEED programme. The aim is to identify examples of
leading practice in supporting sustained growth which might aid the UK in
developing future policy support. The guidelines which emerge suggest the
need for partnership, for regionalised delivery and the potential value of
holistic approaches to business support which develop both the firm and its

leadership team.

Throughout the paper we focus on sustained growth as an alternative to
the more common focus on high-growth. This is a deliberate choice to
reflect our view that it is not only ‘high-growth’ firms — in the OECD sense —
which actually matter but that policy should consider a broader, and

therefore much larger group, of firms with the potential for sustained
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growth. Broadening the definition also allows us to include in the discussion
a range of international policy initiatives which would have been excluded if

we focussed on high-growth narrowly defined.
1.2 Growth firms and their contribution to jobs in the UK*

Deriving estimates of the contribution of growing firms to overall job growth
is complex and, as we shall see, different approaches suggest rather
different results. Applying the standard OECD definition of high growth in
particular suggests rather different results — or at least gives a rather
different impression of the dynamics of growth — than other approaches. In
the OECD definition a high-growth firm (HGF) is that the firm must be alive
at the beginning and end of the period of growth being considered and;

¢ has at least 10 employees at the beginning of the period;

e records an annual average growth of 20% in employment or

turnover over the period being considered.

The proportion of HGFs can then be calculated, dividing by the number of
firms (in the balanced panel) with 10 or more employees.

The first attempt to calculate the contribution of HGFs to job creation in the
UK economy showed that they represented only 6% of all UK firms
employing ten or more people (11,530 firms in 2008), and an even smaller
proportion of the total number of firms. However, HGFs generated a
majority of jobs (1.3 million out of 2.4 million new jobs created by
established businesses employing ten or more people in the previous three
years, or 54%).” Whilst this was useful in underlining the importance of this
small group of firms to job creation, this analysis tells only part of the story
both because of the specific method being used and because of the rather

narrow focus on HGFs.
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In terms of the approach being adopted, there are four plausible ways to

measure the proportion of jobs created by high growth (or growing) firms

with the key point being how the denominator - ‘all jobs created’ - is

measured. Should it be based on:

Definition 1 - Jobs created in all job creating firms including new

firms;

Definition 2 - Jobs created in all firms alive at the end of the period;

Definition 3 - Jobs created in all firms alive at the start of the period,;
or, Definition 4 - Jobs created in job creating firms alive at the start
of the period with 10 or more employees?

Calculating the contribution of HGFs to UK job creation using these four

different definitions of all jobs created suggests the following, very different,

results:

Definition 1: HGF contribution to job creation averages around 27%
from 1998/2001 to 2004/07, and from 2005/08 to 2007/10 the

average is 22%, five percentage points lower.

Definition 2: Excluding new firms, the HGF contribution to jobs
follows a similar path with a 44% average in the early period and in
the later period almost 10 percentage points down, at around 35%.

Definition 3: The time path for the share of HGFs in job creation by
the OECD balanced panel is very similar, essentially parallel to the
second definition, and the HGF share drops from an average of
47% in the early period to 38% from 2007/10.

Definition 4: Finally we have HGF job creation as a share of jobs
created by members of the OECD balanced panel with more than

10 employees. Here the figures are higher (as the denominator is

il
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smaller) but again the share is down ten percentage points, from

60% in the years and 50% in more recent years.

Two issues stand out here. First, the apparent contribution of HGFs to job
creation differs markedly depending on the approach adopted. Perhaps the
most intuitive of these measures, however, is the first one which suggests
that HGFs created on average 22-27 per cent of all new jobs over the
1998-2010 period. Specifically over the most recent 2007-10 period, HGFs
on the OECD definition accounted for 1 per cent of all firms but 22 per cent
of all new jobs created. Second, irrespective of the approach used the
proportional contribution of high growth firms to job creation fell significantly
post-2005 in the UK.

High growth is only part of the picture, however as rapid growth often
seems episodic for many firms. Two recent UK studies provide some
empirical evidence of the importance of this. One study which investigated
the growth profile of a group of 100 fast-growth UK firms which achieved
mean sales growth of 36 per cent p.a. between 1992 and 1996 concluded:
‘surviving gazelles grew by just 8 per cent between 1996 and 2001. Thus,
gazelle-like growth appears to be fragile, having failed to persist over a
decade, even in a period of impressive macroeconomic growth’®. Based on
a broader analysis of all UK firms, a second study reaches an essentially
similar conclusion: ‘Not only was the experience of high-growth relatively
rare, but multiple instances were even rarer, affecting only one-third of

high-growth firms™.
1.3 Emerging policy issues

Fast growth or high growth firms can make a substantial contribution to job
growth, particularly if growth can be sustained. Supporting sustained
growth, however, poses a number of policy issues. First, the relative rarity
of firms with significant growth potential poses problems in targeting

support on the ‘right’ firms. As we shall see in the policy examples
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considered later in this paper a number of different solutions have been

developed.

Secondly, it is worth considering what type (or types) of support is needed
to generate sustained growth? Are the key issues around finance, or
leadership skills, or both? Third, is the issue of the timing of support: When
is it best to intervene or offer business support? And, how do these support
needs change as the business grows and develops? Fifth, questions arise
about the level at which support should be undertaken. Is this best
delivered locally, in clusters, or nationally? Again the policy examples
presented later in the paper provide some examples of different

approaches.

Before considering these issues in more detail we consider the background
to SME growth policy in more detail in Section 2. In particular we examine
some of the contrasts between general SME policy and that targeted at
growth-oriented firms. Section 3 then presents a range of international
policy models focusing on systemic, holistic and thematic support
measures. Section 4 draws out some of the key themes and policy lessons

and Section 5 outlines some potential implications for future UK policy.

www.enterpriseresearch.ac.uk ‘
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2. Policy for SME growth®
2.1 Introduction

Government — in partnership with other stakeholders — can play a crucial
role in shaping the environment in which growing SMEs can flourish,
providing appropriate business information, supporting networks and skills
development, and ensuring the availability of suitable business finance.
Creating an enabling environment and effective support programmes for
sustainable growth is not easy, however, and as policy has developed
rapidly in recent years, the evaluation evidence from existing policy
programmes remains relatively limited.® Central to many support
programmes is the provision of business information and knowledge
transfer between firms, and between firms and universities/research
institutes. Network contacts and relationships with larger firms both
nationally and internationally are also often seen as important as SMEs
grow and develop. Beyond the start-up phase, managerial and marketing
skills allied with adequate financing and effective protection for intellectual

property rights is also vital to sustain innovation and growth’.

In the remainder of this Section we provide a brief overview of the rationale
for support measures for SMEs in general and the more specific rationale

for supporting sustained growth.
2.2 Policy for growth

SME growth remains something of an enigma. Numerous studies have
been undertaken over the years in an attempt to understand what
determines business growth, but attempts to conceptualise and statistically
model SME growth remain partial at best. The implication is that the
evidence base on which SME policy is based remains partial with a number
of contested areas. Some studies have focussed primarily on factors
internal to the firm - the background and characteristics of the entrepreneur
or owner-manager, the nature of the business itself and the strategies

adopted by the firm.2 Other studies have focussed more on the
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organisational and regulatory context within which the SME is operating,
suggesting that firms with similar entrepreneurial resources and
characteristics might perform very differently in different national
environments.® A firm’s location in a supportive entrepreneurial regional
innovation system may also be a potential stimulus to entrepreneurship
and contribute to innovation and business growth.* Social networks too
may be an important stimulus for growth, influencing the entrepreneur’s

ability to take advantage of market opportunities and external resources.

While some uncertainty remains about the best forms of intervention to
support SMEs there are clear arguments about why such intervention may
be important.*? First, it is argued that small firms play a unique role in the
economy creating jobs and stimulating market renewal. This suggests that
entrepreneurship generates positive externalities, meaning that the ‘social’
value of entrepreneurship is greater than its ‘private’ value. Decisions about
whether to become an entrepreneur or not, for example, are based only on
the private benefits and ignore wider social benefits. This represents a
‘market failure’ in that individual entrepreneurs are not able to capture all of
the benefits of being an entrepreneur — i.e. they are able to capture the
private but not the social benefits. Without government intervention to
capture the social benefits of entrepreneurship the number of
entrepreneurs in the economy will remain too low. Government intervention
to reduce the costs or risks of entrepreneurship is therefore justified to
raise the level of entrepreneurial activity to that closer to the social

optimum.

Similar types of market failures also exist which have been suggested as a
justification for government intervention to support SME development. For
example, SMEs may find it more difficult to obtain finance than larger firms
due to a lack of collateral, their unproven track record and the
proportionally greater cost of small transactions. SMEs may also find it
more difficult to adopt new technologies than larger firms due to their
greater need to use external technologies but their weaker internal

technical resources. In each case, the ‘market failure’ might justify

www.enterpriseresearch.ac.uk ‘
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government intervention to support SME lending, to help small firms adopt
new technologies or perhaps provide SMEs with marketing or export

information.

These arguments about market failure stem largely from neo-classical
economics, which some have argued provides only a weak basis for real
world policy making.”®*  Other perspectives, based on evolutionary
economics, provide a different type of justification for policy intervention,
arguing that government can develop a strategic vision for the economy or
a particular sector which individual SMEs cannot. Government may also
see other types of strategic priorities such as supporting high tech firms,
women’s entrepreneurship or entrepreneurship among disadvantaged or
ethnic minority groups. In each case, the policy justification is likely to be
strategic — or social — rather than depending on some narrowly defined

‘market failure’.

Once a decision has been made that a government should intervene to
support entrepreneurship or growth, the next question is what type of
intervention is appropriate? The first decision to be made is at what ‘level
intervention should take place. A useful distinction can be made between

four ‘levels’ of policy intervention:**

e Macro-economic conditions — these set the national context for
business development and include issues related to economic
stability and growth, national legislative frameworks, social and
political stability. Uncertainty about either future growth or policy
continuity, for example, may undermine individual’'s willingness to

invest.

e Framework conditions — provide the more specific context for
entrepreneurship and small business and relate, for example, to
resource and factor availability, regulation, legislation and property

rights as well as transport, environmental and regulatory systems.

www.enterpriseresearch.ac.uk ‘
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¢ Mainstream SME support — relates to broadly-based policy
initiative targeted to support entrepreneurship and small business.
This would include measures to support enterprise culture and
enterprise education as well as business and advice centres, and
grants, loans or guarantees aimed specifically at SMEs. Web-based
portals such as Singapore’s ‘EnterpriseOne’ provide this type of
mainstream support and an initial point of information and access to

government services.™

e Targeted SME measures — relates to narrowly-focussed initiatives
intended to support the development of a particular group of
entrepreneurs or SMEs. Examples would be support offered to
women’s enterprise through specialist advice services and business
centres while specialist support agencies such as Catalonia’s
ACC10 provide services to individual firms to support their growth

and development.®

Measures designed to support sustained growth fall into this latter category
— targeted measures — and in most countries are seen as complementary

to mainstream entrepreneurship and SME growth measures.
2.3 Delivering support for sustained growth

The decision to start any business and, in particular, a firm with a strong
growth aspiration requires a combination of opportunity, entrepreneurial
and innovative inclinations and capabilities. Perhaps the key starting point
in developing entrepreneurial inclinations is a business and
entrepreneurship-friendly atmosphere in which business success is seen
as positive and there are positive entrepreneurial role models.'” Creating
this type of environment is, of course, a long-term project requiring
engagement from a wide range of different organisations including the

education system. At best, these initiatives have involved a network of

www.enterpriseresearch.ac.uk ‘
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actors at regional and national level and generated valuable co-ordination

and partnering activity.

Alongside such general measures (which can be taken to promote a
positive climate for enterprise), specific measures have been adopted in
some countries to encourage start-up among different population groups.
In Ireland, for example, the Enterprise Start programme has proved
effective in encouraging those currently employed to move from

1.*¥ More

employment to business start-up often with high-growth potentia
generally measures designed to promote enterprise awareness and
entrepreneurship around universities may be particularly important in
stimulating high growth. The University of Waterloo, for example, situated
at the heart of Canada’s Technology Triangle provides a good example of
a university which focuses on supporting start-up businesses. Strongly
embedded within the regional community, dense co-operative networks on
technology and enterprise between the university and local community are
complemented by the university’s co-operative education programme. “The
rotation of students to industry and back to the classroom solidified already
tight relations with local industry. The reflexive relationship has allowed the
curriculum to keep up with the ever changing technological frontiers of
industry.”™® Over 250 spin-outs from the university have resulted in part
from the university policy of allowing ownership of intellectual property to
rest with its creator (faculty or student), encouraging both creativity and

enterprise.

High-quality business services also provide a key input to growing SMEs
particularly in the start-up and expansion phases. Such services may be
accessed privately by firms or may provide the mechanism through which
publicly funded support services are provided. In general, however, SMEs
experiencing or aspiring to rapid growth are likely to require more
sophisticated services than most start-up businesses and are more likely to
draw on private, and often internationalised, business services. Key areas
of importance are likely to be broadly based business development

services — dealing for example with legal or regulatory aspects of business

www.enterpriseresearch.ac.uk ‘

15



ERC/4

Enterprise Research Centre
Supporting Sustained Growth Among SMEs

start-up, technology-based services supporting R&D and innovation, and
support for internationalisation. Issues around IP may also be important for
technology-based firms. For most SMEs the difficulty lies in being able to
identify and access the appropriate services quickly and effectively. Public
sector agencies can play a key role here in brokering both public and
private sector services to SMEs and this is one of the key features of a
number of the programmes described later in this paper, particularly the
Danish Growth Houses.

Growing SMEs also have greater need and make greater use of external
sources of finance than other SMEs, with both debt and equity funding
being important.?’ Even in situations where loan and equity finance are
plentiful and legal structures are well established, however, it is widely
recognized that SMEs often have limited access to institutional finance.

Four main reasons for this have been suggested:*

¢ Lending to SMEs may carry higher risks than that attached to larger
and more established firms. Reflecting the ‘liability of newness’,
small firms generally have higher mortality rates than larger
companies and may be more vulnerable to market and economic

changes.?

e Banks and financial institutions may be institutionally biased
towards lending to large corporate borrowers. This may reflect prior
relationships — joint directorships, track record etc. — or simply a

preference for prestige clients.

o Transaction costs are likely to be proportionally higher on the
relatively small loans required by smaller firms. This is likely to
reduce the profitability of this type of lending and its attractiveness

to finance institutions.

e Finally, SMEs seeking loans may be unable or unwilling to provide
accounting records or securities or collateral for loans. This may —

either unintentionally or intentionally - create informational

www.enterpriseresearch.ac.uk ‘
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asymmetries which make it difficult for lenders to accurately assess

lending risk.?

SME financing issues arise not solely on the supply side, however, with
recent research also reflecting demand-side issues both in terms of the
reluctance of SMEs to take advantage of external finance and the
‘investment readiness’ of many SMEs.?* Pecking order models for
example, suggest that due to adverse selection firms prefer internal to
external finance and, where outside funds are necessary, firms prefer debt
to equity due to the lower information and dilution costs associated with
debt.?® Even where SMEs do want external finance, guestions have been
raised about the investment readiness of some firms in terms of the quality
of their business planning as well as financial management and
governance systems?®. The implication is that measures to promote SME
finance from the supply-side cannot be considered in isolation. The
willingness and readiness of SMEs to access external finance — particularly
equity — also needs to be considered.

A range of different mechanisms have been used to support the availability
of finance and a number of the schemes reviewed later in this White Paper
involve the provision of finance, sometimes alongside other support.
Credit, loan or export guarantee schemes, for example, may help meet the
potentially higher debt capital requirements of growing SMEs and their
need to invest in advanced technologies. Equity investment may also be
important, particularly in sectors where rapid growth is anticipated and
defensible (typically IP-based) such as in ICT and biotechnology.
Experience has shown here that both supply-side and demand-side
measures can be effective. On the demand side, measures can be taken
to strengthen firms’ investment readiness, with a potential role for banks
and agencies in helping businesses to assess and develop their business
plans and propositions.?” On the supply side, the policy focus has been on
equity gaps (or market failures) and trying to ensure adequate financing for
SMEs at different stages of development. Here, there is a need to

recognise the potential value for SMEs of both informal and formal private
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equity funding. Informal private equity funding (primarily through business
angels) may be important for firms in the early stages of development;
policy can play a role in encouraging angel investment and facilitating

angel networks.?®
2.4 Support for SME growth —the local dimension

Justifications for local SME support mirror those at national level around
either market failures (such as the needs of SMEs not being adequately
met by the private sector) or system failures (such as a sub-optimal level of
university-SME collaboration). At local level, a fear of displacement from
SME growth might be significant, i.e. some firms grow fast but simply by
displacing economic activity in other local companies. It is possible to
minimise such local effects where firms are exporting outside the local area
but to date there have been few robust evaluations of localised SME

initiatives.?®

A distinction has been made between ‘enabling’ and ‘targeted’ local
policies for growth SMEs.** Enabling policies relate primarily to framework
conditions and would include education policy and local labour market
policy. Education policy is often influenced or shaped locally and can be
important in increasing the inflow of ambitious entrepreneurs or contributing
to the development of local entrepreneurial and leadership capabilities
(Boxes 2.1 and 2.2). Entrepreneurship education at schools and
universities may also provide a boost to local growth aspirations, although
the evidence base for this type of effect is under-developed. In terms of
labour market policy, some elements are determined nationally — social
security regimes, for example — but local active initiatives around job

seeking or child care may have impacts on local entrepreneurial activity.
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Box 2.1: LEAD (Leading Enterprise and Development) Programme,
Lancaster University Management School,

Institute for Entrepreneurship & Enterprise Development®

Developed and delivered by the Institute for Entrepreneurship and
Enterprise Development — part of Lancaster University’s Management
School — the LEAD programme ran from October 2004 to March 2006 and
was designed to offer a leadership and management development
programme, specifically targeting micro-businesses in North-West England.
The programme received £861,000 of funding from the Northwest
Development Agency through the Alliance and Skills for Productivity

initiative, and was delivered through Business Link Lancashire.

A feature of the LEAD programme was its recognition of the crucial role of
leadership — specifically that of the owner-manager — in the success of
SMEs, and therefore, the success or failure of the regional economy. As a
result, the personal and professional development of the individual

remained a consistent focus through the duration.

Engaging the management school’'s experience of the problems and
challenges faced by small businesses in the region, the 10-month
programme marketed itself as a ‘test-bed’ for ‘innovative combinations of
delivery through a truly integrated model of learning’.** The model provided
participants with both taught and informal learning, as well as the
opportunity to draw upon a strong peer network which many found to be
the most valuable resource offered to them by the programme. Other
elements included master classes and tutorials, one-on-one coaching
consultancy, action learning and teambuilding days, and peer interaction

and mentoring.

Participants were recruited according to their suitability based on a series
of criteria. For example, applicants were required to demonstrate a desire
to grow; be sole manager or shareholder; be established for over four

years and employ between 4 and 20 individuals; and have a clear market
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proposition. Furthermore, individuals had to commit themselves to two days
a month for ten months. Following a series of interviews, 65 SMEs were
selected to take part in the programme on the understanding that non-

participation would result in a £15,000 forfeit.

No control group evaluation was conducted although the LEAD report,
written a year after the programme ended, claimed that the average
increase in turnover as a result of the LEAD programme was approximately
£200,000 per annum. A fifth of participants claimed to have embarked upon
new ventures since finishing the LEAD programme, and a further 80 per

cent reporting a significant increase in confidence.

Box 3: Goldman Sachs 10,000 Small Businesses Programme?

The Goldman Sachs 10,000 Small Businesses Programme is a targeted
support programme for small firms with high growth potential. The
programme was launched in 2010. Target businesses have a turnover of
typically around £0.3-2.0m. The programme involves the development of a
detailed business growth plan, 12 one-day curriculum sessions spread over
four months and facilitated peer-group learning. The programme has over
500 alumni to date and is delivered by Leeds, Manchester Metropolitan,
Aston, UCL and Said Business Schools. The 10,000 Small Businesses
programme runs for four months and is free for businesses with costs

covered by the Goldman Sachs Foundation.

Early indications of impact from the UK programme are that participants
reported an average increase of 23 per cent of employment relative to
when they started and an increase in turnover of 16 per cent. 92 per cent of
recipients reported that they are now more confident in growing their
business.
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Other targeted local policies for growth SMEs would include incubators and
cluster formulation, and examples of both types of policy are included in the
policy models included later in this White Paper. Incubation first emerged in
the US in the mid-1980s to support start-up development and tackle
problems associated with lack of capital, poor management and insufficient
market understanding. In general terms, business incubators provide
support for high-growth ventures during their early years when they are
most vulnerable. Typically “the role of business incubators is to provide a
supportive environment, where new entrepreneurs receive training and
assistance in business management and marketing, various other business
services, and access to seed capital.”** It has been suggested that
incubators add value to their tenants in four areas: diagnosing business
needs, selecting and monitoring their tenants, providing access to business
networks, and providing of access to capital. It has also been suggested
that incubators may enhance the entrepreneurial culture of an area and act
as a magnet for highly skilled individuals looking to benefit from the

services provided by the incubator.®

Two key success factors emerge from the incubator literature. First, the
context in which the incubator is located is a very significant influence on its
success. In the Israeli case, for example, research has shown that
incubator success rates increase sharply where they are closely related to
venture capital provision.*® The example of Oxford Innovation in the UK
highlights a similar point emphasising the importance of business
incubation and support alongside the provision of appropriate capital. The
implication is that incubators can form a valuable part of a systematic
approach to supporting SME growth and development but are unlikely to
succeed in isolation. Second, the evidence suggests that the management
and operation of the incubator itself can also be a significant determinant of
its success with different forms of incubation service of value to different

types of company.*’

Incubators can also play an important role in assisting with cluster

formation and development, with entrepreneurial activity crucial at the early
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stage of cluster formulation. Key ideas here are reflected in the
‘competence bloc’ approach which recognises both the internal and
external enablers of SME growth and distinguishes four stages in business
development: idea development, commercialisation, rapid growth and
stagnation®. In this view, the role of local government and support
agencies is to enable the process of development, supporting the
engagement of different actors as the business develops. Figure 2.1
summarises the process of business development and the main (local)
actors involved in any phase of development.

Figure 2.1: Local actors involved during the business development process
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3. Models of support for sustained growth
3.1 Introduction

Although there is widespread international concern with policy for fast or
high growth businesses, there is little commonality to the policy approaches
being adopted. In this section we outline a range of different policy models
from across the OECD. Profiles of each scheme draw on longer and more
detailed accounts published originally in a report from the OECD-LEED
Programme (2012) ‘An international benchmark analysis of public
programmes for high-growth firms’, Paris. The authorship of each of the
original scheme profiles is acknowledged at the beginning of each scheme

profile.
Three main approaches can be identified in the schemes reviewed:

e Systemic measures — focus on informational or strategic market
failures and aim to remedy perceived weaknesses or blockages in
innovation or entrepreneurship systems. The Danish Growth
Houses provide diagnosis and action planning services to SMEs to
help firms overcome informational barriers to accessing external
support. The US Jobs Accelerator adopts a more interventionist
approach providing a range of business supports to overcome
strategic deficits and assist with cluster development.®

e Holistic approaches— these schemes are either place-based such
as the Swedish National Incubator Programme and Ontario MaRS
or based on a long-term and intensive relationship between support
scheme staff and the SMEs in schemes such as the Companies of
Scale scheme and the Dutch Growth Accelerator. One key
advantage of this type of approach is the intimate knowledge which
the support provider has of the SME and its support needs. Perhaps
the other key advantage is the opportunity to build trust between the
enterprise and support staff, something which is crucial to firms’

willingness to accept advice. Interestingly, the evidence suggests
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that while trust is important in the provision of business advice and
support this effect is strongest where a contractual relationship also
exists between the firm and the advisor.®® This is perhaps most

strongly exemplified in the Dutch Growth Accelerator.

e Functional or thematic approaches — a number of SME support
measures focus on financial support either through grants or equity
(e.g. the German High-Tech Grinderfonds (HTGF) and
Commercialisation  Australia). Other measures focus on
management and leadership development such as the Irish
Management for Growth programme and the UK’s Growth
Accelerator. Approaches differ here too however, with the Irish
scheme seeking to develop a broadly-based set of managerial
competencies while in the UK Growth Accelerator firms can access
help with business development and strategy execution, access to

finance, commercialising innovation or leadership development.

Section 4 draws out some common themes. Each of the measures we
discuss fits, of course, within a national range of macro-economic policies,
general measures designed to support SME growth and other targeted
initiatives. Nonetheless each measure suggests potentially transferrable

policy lessons for the UK.
3.2 Systemic Approaches
3.2.1 Danish Growth Houses™

The five Danish Growth Houses (GHs) were established in 2007 and are
organized as independent, commercial, non-profit foundations. The aim of
the GHs is to sustain and support the growth potential of start-ups and
growth businesses. The GH programme targets ‘new and small businesses

142

with growth ambitions and growth potential™, independent of age, sector,

business ownership, and market orientation etc. The GH initiative was

created to address a market failure of insufficient supply and demand in the

www.enterpriseresearch.ac.uk ‘

24



ERC/4

Enterprise Research Centre
Supporting Sustained Growth Among SMEs

consulting market.* Around half of the client companies of the GHs are

micro firms.

The GH service is designed like a house with three floors. The ground floor
of the house builds the foundation of how ‘the GHs assist enterprises in
mapping their growth potential, make a growth plan and refer enterprises to
public or private business service that can help firms to realize their growth
potential’.** The first floor of the house emphasises the GHs as ‘the main
hub in an integrated system of services where the GHs generate
collaboration between actors and are the ‘drivers’ of ... a growth culture as
well as growth on the part of the enterprises’.* The purpose of the GHs is,
in this respect, to guide companies in the right direction and thereby
decrease information asymmetries and search costs, while reducing the
potential market failure of insufficient supply and demand in the consulting
market.*® The top floor of the GH indicates that the GHs can be operators
on various regional projects that create growth possibilities for businesses,
for instance, projects financed by municipalities, regions, the state or EU.*’

Enterprise selection is based on the advisors’ view of whether an individual
enterprise, over a period of one year, will be able to increase employment
at least 10%, its turnover at least 15% and its exports at least 10% in
comparison to control groups of similar characteristics.*® Enterprises with
high growth potential are subjected to a business diagnosis based on
which a tailored growth plan is developed. Subsequent to the diagnosis
programme advisors refer enterprises to the most appropriate business

service based on the business diagnosis and the growth plan.

Annual evaluation of the GHs is undertaken using a control group
approach. Results have generally been very positive. A 2013 value for

money evaluation suggested a net present value of 2.6 over two years™®.
3.2.2 The U.S. Jobs and Innovation Accelerator Challenge®

In May 2011, as part of its regional cluster initiative, the Obama

Administration launched the Jobs and Innovation Accelerator Challenge
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(Jobs Accelerator). The program provides a mix of funding and technical
expertise to regional partnerships that identify existing industrial strengths
upon which to build. The stated objectives of the Jobs Accelerator program
are to: (1) create jobs; (2) expand economic activity; and, (3) enhance the
global competitiveness of U.S. manufacturers.® In September 2011, $37
million was awarded to projects in 21 states, covering industrial activities
ranging from bioscience to interactive media. A further $26m was awarded
through the Advanced Manufacturing Jobs Accelerator program in 2012.
The Jobs Accelerator program consists of simultaneous investments by five
agencies in each chosen high-growth cluster covering cluster development,
standards development, R&D assistance and demonstration project efforts
and training. These funds generally support project durations of three
years.

Two major market failures motivate the Jobs Accelerator. First, it is argued
that gaps have emerged in the national innovation system that the market
alone has been unable to bridge particularly in commercialisation
processes. Second, it is observed that much advanced manufacturing
activity is occurring in localized industrial clusters, in which small- and
medium-sized enterprises (SMESs) interact with large firms, academia,
training institutions that produce appropriately trained workers, as well as
other organizations. Collectively, these represent “industrial commons” in
which firms can compete, collaborate, share ideas, and ultimately enhance
each other's productivity.”> Since individual firms cannot reap the full
benefits of this complex clustering of organizations of various kinds, it's
strengthening and enabling presents a collective action problem to which

government can respond as a co-investor and convener.

Applications are accepted from regional partnerships that focus on
advanced manufacturing, as defined above. Targeted clusters are those
with the opportunity to produce goods and technologies that can compete
in the global marketplace. Partnerships are evaluated and selected on the
basis of key criteria which include the careful identification of the regional

economic ecosystem and cluster, including major organizations and their
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roles; a project concept that integrates the investments of each agency in a
complementary manner; detailed agency-specific scopes of work including
costs; clear definitions of project impact and measurable outcomes; and an

analysis of the sustainability of the project outcomes over the long run.

Because the Jobs Accelerator program is relatively new, and projects
typically span three years, there is currently no evaluation of programme

impacts.
3.3 Holistic Approaches
3.3.1 Sweden’s national incubator program®

A number of incubator programmes have operated in Sweden in response
to a perceived weakness in the number of academic spin-offs. Sweden’s
first national incubator programme was initiated in 2003. This was named
the National Incubator Programme (NIP), and run by VINNOVA, the
Swedish Governmental Agency for Innovation Systems. Based on
experiences in NIP a second national incubator programme - IBIP,
Innovationsbrons Incubator Programme — was launched in 2008. This was
replaced by the third programme BIG (Business Incubation for Growth) in
the autumn of 2011.

The number of incubators with financial support increased from 14 in the
NIP programme (2003) to 21 in the IBIP programme (2010) and 24 in the
BIG programme (2012). In BIG the annual budget is approx. 60 MSEK. In
total the BIG incubation program includes 46 incubators, but only 24 of
these have been granted performance-based funding. The remaining 22
participate in meetings and educational activities. Besides supporting the
incubators themselves, the Innovationsbron also offers seed financing for

ventures in the incubators.

All three national incubator programs have targeted the best performing
Swedish incubators and offers them performance-based funding. Thus, the

number of high-performing incubators has increased from 14 to 24 during
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the ten years. To obtain performance-based funding the incubator must
also have co-financing (at least 50%). The financed incubators are
supposed to deliver top-class business coaching to prospective growth
companies. The majority of incubators with national funding are either
focusing on technology businesses (36.8% of the incubators) or
medical/life science firms (21.1% of the incubators). In general, the high-
performing Swedish incubators use a “picking-the-winners” selection
strategy accepting around one-sixth of applications. Most often there is a
rigorous evaluation process with multiple criteria and a high reject rate
(over 80% in many cases).

There is huge variation in the services offered to client firms. At the lower
end of the scale there are incubators with minor interventions that are
initiated by the entrepreneurs. At the other end are a few incubators acting
as venture capital investors (including ownership of the firm and active
participation in the management of the firm). In between these extremes
the majority of the incubators have a support system in terms of a
structured step-wise programme, which incubatees are obligated to follow.
Typical areas covered are financing issues, business support, marketing
assistance, networking and coaching. A few incubators also offer help with

human resources and internationalization.
3.3.2 Ontario's Medical and Related Science Discovery District (MaRS)>*

MaRS was founded to build the commercialization capacity of the province
of Ontario. MaRS has three strategic goals: (a) to build great companies;
(b) to develop a vibrant innovation hub; and (c) to strengthen Canada’s
global innovation brand. Established in 2005, MaRS is located in Toronto,
Ontario, which is the largest centre of science and engineering research in
Canada. MaRS is now active in five areas: (a) advanced materials and
engineering; (b) cleantech; (c) information technology, communications
and entertainment; (d) life sciences and health care; and (e) social

innovation. MaRS was initially an acronym for “Medical and Related
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Sciences,” but when the organisation’s mandate expanded, the acronym

became its full name.

MaRS is constituted as a not-for-profit corporation and is funded by the
municipal, provincial and federal governments, high net worth individuals
and private foundations, non-profit organisations such as universities and
hospitals, and private sector organisations such as banks, law firms,
pharmaceutical companies, telecommunications providers, and IT

companies.

MaRS is located in a renovated 750,000 square foot heritage building,
where roughly 2,300 people currently work. Space in the building can be
rented, and includes a mix of laboratories, office space and events space.
Construction has begun on a MaRS Centre Phase 2, which is scheduled to
be completed in September 2013. The new 20-storey building will provide
an additional 780,000 square feet, 60% of which is designed as lab space
and 40% as office space. MaRS clients are early-stage organisations in
one of its five focus areas. MaRS provides advisory services, the JOLT
technology acceleration service for high growth potential web and mobile
companies, and the Investment Accelerator Fund (IAF) which invests up to
$500,000 in companies that have the potential to be global leaders and

provide sustained economic benefits to the province of Ontario.

While some financial monitoring data is available for MaRS there has been
limited quantitative evaluation of its impacts. Even were these to be
available, they may underestimate the benefits of the organisation as one
of the strategic objectives of MaRS is to create a vibrant innovation hub
and its physical space is an asset in this regard. It is a well-used venue for
innovation-related events, some run by MaRS, such as the upcoming two-
day Social Finance Forum, and some run by other entities, such as the

Canadian Innovation Exchange (CIX).
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3.3.3 The Dutch Growth Accelerator®

The Dutch Growth Accelerator programme was introduced in 2008.
Following a national competition a delivery contract was awarded to the
High Growth Stars Consortium, a group of five parties including PwC
(finance and organization), De Baak Management Centre (personal
development), AKD (law), Philips Innovation Services (lean management)
and Port4Growth (platform for fast growing companies). The first
companies started participating in the programme in 2009. The total public
investment in the programme for the five-year programme is five million
Euros used primarily for programme development.®® Beneficiary firms
contribute a fixed amount of 75 thousand Euros to take part in the 5-year
programme. After the first five-year-period, the programme will be self-

sustainable and be directly funded via beneficiary firms’ contributions.

The objectives of the Growth Accelerator Programme over the 2009-2014
period are: (a) to support and facilitate the growth of two hundred SMEs
from a turnover of approximately two million Euros to a turnover of twenty
million Euros in a period of five years; and (b) to ensure that each company
has a Strategic Picture, a Growth Strategy and Growth Path, including

milestones, and a Personal Development Plan.

Firms are very carefully selected for the programme on the basis of past
growth, ambition and willingness to commit to the five year duration of the
programme. A new group of participants (15-20 companies) starts once or
twice a year. The average firm participating in the programme is five to ten
years old at the beginning of the programme, has fifteen employees, and
has turnover of around €3.6m in a fast-growing sector such as IT, Services,
High-tech industry, and Healthcare. It has a highly ambitious Director-
Manager of approximately 40 years old on average who has full ownership

of the company.

The Growth Accelerator programme is based on the idea that there are no
better advisors for fast growing companies than colleague entrepreneurs

who have been or are going through the fast growth process themselves.>’
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Thus, companies are supported by their colleagues, and in addition to this,
by experienced professionals from the consortium partners on a number of
growth related topics. Another characteristic of the programme is that it is
not only centred on business development, but also on personal

development of the companies’ Director-Managers.

The Growth Accelerator programme consists of four phases: Year 1 is
devoted to the development of a strategic picture for the growth of the firm
and a personal picture for the development of the CEO. Based on the
outcomes of year one, the firm is prepared for growth via six different
knowledge modules per year (in years 2 and 3) associated with the chosen
focus. This is accompanied by mentoring, peer group learning sessions
and leadership master-classes. Year 4 is marked by some re-assessment
of the firm’s growth strategy and the completion of other modules. Year 5

follows an essentially similar pattern.

In 2011, results of the participating companies were compared to a control
group based on a number of performance indicators.® Programme
participants’ performance was better than the performance of companies in
the control group. Firms that started the programme in 2009 had a 22 per
cent higher gross turnover increase than firms in the control group. Other
results showed an eight per cent average employee increase and a 55 per

cent higher foreign sales increase.
3.3.4 Scotland's ‘Companies of Scale’ programme®®

Originally launched in 2005 as a pilot programme the Companies of Scale
(CofS) programme provides bespoke, specialist support, targeted at
Scottish companies whose current turnover exceeds £10m and who have
ambitions to become £100m plus businesses. The CofS programme is
wholly operated and managed by Scottish Enterprise and draws on the
resources within Scottish Enterprise for support in areas such as support

for innovation, internationalisation and organisational development.
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To be eligible for participation in the CofS programme companies must
demonstrate considerable growth ambition. The main focus of the
programme is to provide an intensive form of “account management”®
support, which provides a strategic challenge to the firm’s top management

team to help the business upscale and achieve further rapid growth.

The CofS programme is designed to work with a small number of (currently
16) successful businesses to help accelerate their existing growth
performance through transitional growth “triggers”.®* These growth triggers
can be things like ownership changes (e.g. management buy-outs etc.),
new product development or the entry into a new market. A common
feature of the programme’s support is to help grow these businesses
internationally (as well as domestically). At present, the majority of the
businesses participating on the programme are technology-based
businesses, particularly software companies, which focus on business-to-
business customers. There are also a large number of energy-related firms

on the programme, given Scotland’s growing Oil & Gas sector.

The CofS programme does not have a “fixed” offering, instead participating
firms work with Scottish Enterprise to identify bespoke packages of
support. Before embarking on the CofS programme, each participating firm
is required to undergo a comprehensive strategic review conducted by
CofS staff. This review covers all aspects of the firm and its performance,
with a focus on company leadership, firm strategy and organisational
structure. The CofS programme’s strength lies in its flexibility and ability to
provide holistic business development and growth. Business support falls
into three main areas: leadership, strategy and structure. The CofS
programme also actively facilitates peer-to-peer networking between CofS
companies and other high growth businesses in Scotland, through events
(e.g. “CEO Forums” and the “CofS Conference”), personal contacts and

participation in the GlobalScot®® programme.

Evaluation of the pilot phase of the CofS programme (2005-07) yielded

positive results although there has yet to be a full economic impact
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evaluation. An independent interim review conducted in 2011, however,
found that the firms that took part in the review were very positive about the
nature of the programme and the support they had received. Many of the
companies mentioned the fact that participation on the programme requires
a high level of commitment on the company’s behalf but this is worth it for

the perceived value the firm’s obtain from the programme.
3.4 Thematic measures
3.4.1 Germany's high-tech grunderfonds®®

The High-Tech Grinderfonds (HTGF) was introduced in 2005 with the aim
of financing young technology or innovation-oriented companies that face
serious risks because of their early phase of development. By
concentrating on a relatively small number of promising business concepts
and ventures — compared to the overall number of firms in Germany -
HTGF pursues a strategy of “picking winners”. The HTGF is a public-
private partnership with the German Ministry of Economics and Technology
as the main investor or stakeholder, followed by the KfW, and several
private German companies. From 2005 to 2011, €272 million were invested
(Gruinderfonds 1), the second phase started in October 2011 (Grinderfonds
II) with funds of €288.5 million.

Programme design is based on the assumption that there is a market
failure in the seed phase of high-technology companies in Germany which
results in an investment gap as profit-oriented VC companies or informal
investors like business angels tend to shy away from taking technology and
market risks in this particular phase. This is why the programme has been
designed as a public-private partnership with important companies as
stakeholders, which guarantees market conformity at the same time.
Concrete investment objectives have been formulated: 40-50 seed
investments per year are planned, which is equivalent to €16-22.5 million.
No quantitative specifications have been set concerning the return on

investment.
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The High-Tech Griunderfonds focuses on young, technology-oriented
companies which carry out one or more R&D projects. As a rule, the
companies are younger than 12 months (with operating activities) and have
already been formally founded. There are some exceptions where the
companies have not yet been founded but a business plan (and a concrete
business idea) already exists. Regardless of the formal establishment of
the company, the financing period is less than 18 months. The HTGF
invests seed capital solely in limited liability companies (predominantly
GmbH). Liability is therefore limited to the company’s assets and the
founders do not have to provide security. HTGF also offers firms the
potential for coaching and mentoring with an approved list of business
coaches. This is not a condition of funding, however.

The selection process is crucial for the programme’s success and a
transparent four-step process has been developed prior to the investment
decision. A central element in this selection process is the business plan,
which serves as the main document for further decisions. Once the
business plan or draft concept has been positively evaluated, the HTGF
offers the company a “Term Sheet” outlining the investment terms. Due
diligence is undertaken once the term sheet has been signed. The
company’s concept is analysed in detail in this phase. A key constituent of
the decision-making process is a presentation by the start-up team to the

investment committee.

The HTGF has been successful in terms of the amount of start-up
investments, the high growth of the companies supported and the VC
market as a whole. By investing in young and technology-oriented
companies, the HTGF has significantly stimulated the German market for
seed investments. In the period 2007-2011 the HTGF had always a share
of the total seed-investments in Germany between 30-40%. “Crowding-
Out” effects caused by the HTGF are not evident. Experts consider the

programme as a guarantor for financing interesting start-ups independent
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of economic cycles, which is particularly important in periods of recession

due to the pro-cyclical tendencies of the VC market.
3.4.2 Commercialisation Australia®

In October 2009 the Australian Government announced Commercialisation
Australia, including its funding profile of $278 million for the five years to
June 2014 and on-going funding of $82 million per year thereafter. The
program opened to applications in January 2010. Commercialisation
Australia aims to build the capacity of, and opportunities for, Australia’s
researchers, entrepreneurs and innovative firms to convert ideas into
successful commercial ventures, enhancing Australia’s participation and
competitiveness in the global economy and generating commercial returns

from Australia’s significant investment in public sector research.

Commercialisation Australia offers funding for commercialisation projects
through four different components, which can be accessed by applicants in
the order and combination that suits their needs. Support is provided
through four grant components, tailored to the growth and
commercialisation needs of individual applicants: Skills and Knowledge
(S&K) grants of up to $50,000 for expert advice and services; Experience
Executives (EE) grants up to $350,000 over two years to engage an
experienced CEO or other executive; Proof of Concept (POC) grants from
$50,000-$250,000 to assist with testing the commercial viability of a new
product, process or service; and, Early Stage Commercialisation (ESC)
grants of $50,000 to $2 million to assist with taking a new product, process
or service to market. Commercialisation Australia employs highly
experienced business builders and entrepreneurs as Case Managers, who
assist program applicants in identifying the most appropriate support

strategy.

Applicants must demonstrate a clear and convincing market opportunity,
value proposition and execution plan in order to be competitive against
other applicants. Most program patrticipants are small, privately owned

companies limited by shares. On average, they have 4.5 employees.
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Applicants for an S&K, POC or EE grant must have annual turnover of less
than $10 million, and must aim to commercialise a new, clearly identified
product, process or service. Main sectors covered are ICT and
biotechnology although there are no restrictions. Applicants must also
contribute at least 50% of the funding required to complete their
commercialisation project (with the exception of Skills and Knowledge
applicants, who only need to contribute 20%).

Of the 300 participants to the end August 2012, 69 have completed their
Commercialisation Australia project. Most of these (50) were satisfied with
project outcomes and have either entered the market, or are progressing
towards entering the market, with their new product, process or service.
Only four projects failed and will not proceed, while 16 were at least
partially successful and commercialisation may still occur but additional

work will be required.

Commercialisation Australia underwent an interim evaluation in 2010. The
Interim Evaluation found that stakeholders are highly satisfied with the
program. The type and level of assistance provided by Commercialisation
Australia is considered appropriate and there is high demand for each
individual program component. The program is reaching its target market of
small innovative start-up companies; however uptake from the university

and research sector has been slower than anticipated.
3.4.3 England's Growth Accelerator®

Launched in May 2012 the Growth Accelerator scheme provides structured
coaching for SMEs’ leadership teams. Delivery of the Growth Accelerator
programme was the subject of an open tender and is delivered across
England by four main private sector partners (Grant Thornton, Pera, Oxford
Innovation and Winning Pitch) working with a range of specialist local
partners®. The scheme aims to assist 26,000 firms over a three-year

period, with public investment in the scheme approaching €250m (£200m).
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The Growth Accelerator Programme relates only to England, other
arrangements for supporting high-growth firms exist in other parts of the
UK.

To be eligible for the programme firms must either be: SMEs with 10 or
more employees with the potential to increase turnover or employment by
an average rate of 20% over three years; SMEs with fewer than 10
employees that over three years have the potential to increase employment
by at least 7 employees or annual turnover by £0.75m; or start-ups with
potential to achieve turnover of at least £1m within three years of starting
trading, or to have at least 10 employees within three years. Firms may be

from any sector.

The scheme uses a structured approach — and proprietary assessment
tools - to assess firms prior to accessing the programme and being
allocated a business coach. The scheme provides an average of 7 days
coaching over a 12-18 month period, and firms are expected to pay a
contribution to the cost of coaching. However, both the costs to the firm
and the actual number of days coaching each firm receives varies with firm
size. Micro firms with up to 9 employees pay £600, small firms with 10-49
employees pay £1,500 and larger firms with 50-249 employees pay £3,000.
By contrast, on the basis of the scheme budget and anticipated take-up,
the average public investment in the programme (per intervention) is
expected to be around £7,500%". The network of 800 Growth Accelerator
business coaches across the country is employed on a freelance basis to

work with participating companies.
Development activities are focussed on four main themes:

e Commercialising innovation — helping SMEs to identify new
opportunities for innovation, providing support for commercialising

and obtaining finance for innovation;
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e Business planning — help SMEs to create and implement a high
growth strategy with coaching support, tailored training and

facilitating network access;

e Access to Finance — help SMEs to improve their investment

readiness and ability to attract growth finance;

e Developing leadership skills — through coaching help SME leaders
to develop their management skills. Funding of up to £2000 is
available (on a matched basis) for specific training needs.

It is too early in the life of the Growth Accelerator programme to have any
evidence of impact or effectiveness although illustrative company success
stories have been publicised (www.growthaccelerator.com). Ex ante
assessments of the likely impact of the programme, however, suggest that
it might create 55,000 jobs (an average of 2.1 jobs per planned
intervention) and generate £2.2bn in terms of additional gross value added.

3.4.4 Ireland's Management 4 Growth Programme®®

The Management 4 Growth Programme was initiated by Enterprise Ireland
which is the government organisation responsible for the development and
growth of Irish enterprises in world markets. The aim of the programme is
to develop a cohort of world-class, highly competent and confident
management teams who can, through the development of the productivity,
innovation and competitiveness of their firms, grow their businesses
internationally. The ultimate ambition of the programme is that it will
support participating SME management teams to further develop their
strategy, operations and people management practices to drive sales and

export growth.

The programme is open to the management teams of SME client
companies of Enterprise Ireland that are classified by Enterprise Ireland as
‘established’ and are seen as having export growth potential. Firms can

come from any industry sector, with particular attention being given to
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companies in the Food, Services, Software, Life Sciences, Clean Tech,
Electronics, Construction and Consumer industries. The maximum
participation per company is limited to three individuals (CEO plus 2 senior

managers).

The Management 4 Growth Programme comprises: Executive education
learning modules specifically geared towards companies ready to make a
more significant footprint in international markets; (b) Appointment of a
business advisor/coach working directly with each participating
management team to apply the tools and techniques to their own business
challenges; and, (c) Peer networks established to support participants and
encourage peer to peer learning. There is also signposting to other

Enterprise Ireland services and management development supports.

The Management 4 Growth Programme is delivered in partnership with
Dublin City University and the Irish Management Institute, with independent
end-to-end evaluation facilitated by the University of Limerick. International
experts from a range of academic and training institutions (from Ireland and
abroad) contribute to the programme which is subsidised by Enterprise
Ireland. If three staff from one business are attending, the programme cost
is around €27,000 with the company contributing €12,000. No formal

evaluation of the programme has been undertaken to date.
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4. Policy for fast growth — cross-cutting themes
4.1 Introduction

The policy models outlined in the previous section clearly provide a range
of different types of support for sustained growth. A number of cross-cutting
themes emerge, however, which suggest learning points for the
development of new fast support measures and the development of
existing measures. We discuss these below in five sections dealing with:

e Firm selection;

e Timing of support;

e Business and leadership development;
o Peer group or shared learning; and

e Evaluation.

Before considering these themes, however, it is worth noting one other
feature common to most of the schemes — and central to some initiatives
such as the Danish Growth Houses — business diagnosis and action
planning. The rather limited evidence here suggests that such business
planning activities are positively linked to subsequent growth and survival
but that these effects are strongly conditional on the characteristics of the
firm.*® This too provides a potential learning point for new or revised

measures.
4.2 Firm selection

A major issue for each fast-growth scheme is the selection of businesses to
receive what is often an expensive intervention with restricted scope. A
number of alternative approaches were discussed in previous sections
each of which has consequences for the subsequent impacts of the
scheme. Targeting support on ‘better’ firms, for example, may help to

maximise impact but may also make the evaluation of scheme outcomes
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more difficult. Targeting may also influence crowding out or displacement
as subsidised businesses increase their competitiveness at the expense of
other businesses’. Rules such as a focus on exporting firms can, however,

help to minimise such effects as in Commercialisation Australia.

In each of the policy models considered here, firm selection does involve
the issue of ‘picking winners’ and is almost always based on a combination
of quantitative performance assessment and a more subjective
assessment of growth ambition. In the five year long Dutch Growth
Accelerator programme, for example, where the scheme requires
considerable time commitment from the firm and a willingness to engage in
peer-learning, selection involves a number of questions designed to assess

eligibility and suitability:*
¢ What were the turnover results from the past two years?
o Does the company have a healthy balance sheet?
e How is the business performing?
¢ Does the company/Director-Manager have growth ambitions?

e To which extent is the company/Director-Manager prepared to

participate in peer-review?

e What is the growth potential of their core business?

No ‘hard criteria’ are used to measure either growth ambition or the growth
potential of the business. Instead, these are assessed by a selection
committee on the basis of a presentation from potential participants and
data on average performance in the sector in which the firm is operating.
The assessment is therefore based on a combination of the financial health
and prospects of the business as well as the Director-Manager’s motivation
and determination. In the Dutch scheme the requirement that participants

make a contribution of €75,000 also secures their long-term commitment.
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An essentially similar approach is adopted in the Scottish Companies of
Scale scheme where participation hinges primarily on a subjective
assessment of the growth potential of each business, the likelihood that the
business will be able to achieve their specified growth targets, and their
willingness to engage in the programme and closely interact with other

companies on the programme. '

Other measures which depend less on peer-group learning place less
emphasis on the commitment of firms to the programme.
Commercialisation Australia, for example, assigns each applicant a Case
Manager who guides the applicant through the application process and
prepares final papers for the Commercialisation Australia assessment
board. Baseline conditions are that firms must meet eligibility criteria (size
and legal status) and also be able to provide evidence that they have
access to the matched funding (generally 50 per cent of the project cost)
required by the scheme. If these criteria are satisfied applicants are
assessed against the ‘Merit Criteria’ which are used to prioritise

applications. These are:

¢ Need for funding - applicants must demonstrate that they do not
have sufficient funding to complete the project and that there is little
likelihood that funding would be available from other sources;

e Market opportunity — the size and scale of the market opportunity
needs to be clearly defined;

e Value proposition — a compelling proposition needs to be outlined
focussing on why a customer would want the new product or

service;

o Execution plan — applicants are required to outline a clear execution

plan with a defined path to;

e Management capabilty — applicants must demonstrate an

appropriate level of managerial expertise;
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¢ National benefits — projects must offer significant public benefits and
positive externalities to the wider community. This may relate to
potential exports or spill-over benefits in terms of the diffusion of
knowledge skills, diffusion of new products or services or increased
collaboration between businesses and/or businesses and research

institutions.

The latter of these ‘Merit Criteria’ is particularly interesting — and
surprisingly uncommon among the schemes considered here’. The
emphasis here is on the social or societal rather than private or scheme
benefits of any project, relating directly to the justifications for public
intervention discussed earlier. Particularly in terms of technology focussed
programmes, such as Commercialisation Australia, these positive
externalities or spill-overs have been shown to be significant.” The benefits
of increased connectivity between firms and between firms and universities

may also have significant national benefits.”

Leading practice in terms of selection for fast growth schemes therefore
remains a combination of quantitative metrics and subjective assessment
of growth potential and ambition. Including merit criteria along the lines of
those of the ‘National Benefit’ criterion used in the Commercialisation
Australia scheme seems an obvious extension to this approach. Ex ante
approaches to this type of national benefits or spill-overs are themselves,

however, inevitably subject to considerable uncertainty™.
4.3 Timing of support

The point at which a firm receives support can be crucial to its growth
trajectory and the receptiveness of management to outside help. Most of
the programmes have eligibility criteria which in some sense constrain the
timing of support often in the form of turnover or employment guidelines. In
the LEAD programme, for example, participants had to have been
established for over four years and employ between 4 and 20 individuals,
while the Goldman Sachs 10,000 Small Businesses programme has no

eligibility criteria in terms of time established but targets businesses with a
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turnover of typically around £0.2-1.0m. Other schemes are inevitably
focussed on a particular stage of development given their orientation. The
German HTGF scheme for example provides equity funding and related
advisory support for start-up companies and therefore limits support to
firms which have been operating for 12 months or less at the time of
application.”” The Swedish National Incubators Programme also focuses
on very early stage businesses with an emphasis on technology and

medical/life sciences firms.

One particularly interesting approach is that operated in the Scottish
Companies of Scale programme based on the notion of ‘tipping points’ or
‘trigger points’ which may instigate a period of rapid growth or threaten
sustained growth.”® Tipping points, for example, have been defined as
‘binary occasions that challenge the extant operational strategic orientation
of an organisation invoking a re-evaluation and reappraisal where the
option is to stay the same or fundamentally change’.”® Similar discussion
of ‘critical junctures’ has suggested that these might “characterise the

» 80

transitions between different phases of development Trigger points

might include:

‘... the acquisition of a company by a new owner, changes in
ownership of a company via management buy-outs (MBOSs) or
management buy-ins (MBIs), new product development or entry
into a new geographical or product market. These trigger points
appear to occur between phases of a company’s development,
denoting that they are, in fact, precursors to changes in growth
rate... While some trigger points may arise from chance events
(e.g. regulatory change), others will be deliberately planned and
opportunistically executed by the firm (e.g. entry into a new joint
venture). A key point to make is that, while offering firms a valuable
opportunity to grow (and sometimes upscale), these trigger points
might also cause firms added difficulties in terms of their abilities to

manage or absorb growth’.
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Thus tipping points may be exogenous to the firm, internally initiated or
endogenous, or co-determined as Table 4.1 suggests. Either way tipping
points offer a potential stimulus for business change and transition, both of
which may benefit from external support and advice. In the Scottish
Companies of Scale scheme such tipping points have often been the entry
point for firms to the scheme either in order to deal with product failures or
take advantage of strategic or product growth opportunities.®*

Notions of tipping points or trigger points may therefore provide an
alternative type of selection criterion for SME support to the more
traditional vintage or scale criteria. Issues then arise of course about how
to identify which firms are experiencing tipping points and whether these

are likely to have the potential for significant growth.

Table 4.1: Classification of growth trigger points

Endogenous Exogenous Co-Determined

New product/service | Technological

offering development Entry into a joint venture

Change in  company
ownership (e.g. MBO, | Government regulatory | Acquisition by another
MBI, employee-share | issues firm

ownership etc.)

Major new capital

Acquisition of another firm | Macroeconomic changes | .
Investment

Change in management
or Board personnel

Adoption (or adaptation)

Changes to public policy of new business models

Access to public sector
Development of a new | assistance (e.g. R&D or | Injection of risk capital or
production process capital expenditure | new bank funding

grants)

Receipt of a major
contract or obtaining a
new customer

Implementation of new | Product failure in the
management systems marketplace

Source: Brown, R and Mawson, S (2013) “Trigger Points and High Growth Firms:
A Conceptualisation and Review of Public Policy Implications’, Journal of Small
Business and Enterprise Development, Table 1.
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4.4 Business and leadership development®

Effective leadership is crucial to the success of any business and it might
be argued that because of their dynamic nature, effective and flexible
leadership is more important in SMEs than the majority of firms. It is clear
for example, that the traits and behaviours that predict entrepreneurial
success may change over the life cycle of the firm. Extraversion, for
example, may matter more in the expansion phase than in the start-up
phase, because this stage involves motivating sub-ordinates to work hard
to effect organisational growth. Similar differences might be observed for

supervisory leadership and strategic leadership.

The implication is that growing SMEs may require different forms of
leadership, and, by implication, different forms of leadership support
relative to firms with stable sales or employment. In addition, growing firms
may need to adjust leadership styles and behaviours in different life cycle
stages, as their organisational conditions and challenges evolve rapidly.
Fast growth ventures, for example, tend to go through a succession of
management changes as they grow, so a key challenge is in ensuring that
the right skills are in place when required. The discussion above suggests
that policy measures designed to support leadership development will need

to adapt to the changing needs of the venture as it grows.

Measures such as the LEAD programme outlined earlier clearly have a
specific focus on developing leadership competencies (Box 2.1).
Leadership development - alongside the development of the business itself
- is also a key part of some of the other schemes reviewed here. In the
Companies of Scale Programme, for example, leadership development is
achieved through executive coaching, targeted input from international
experts, networking and company visits. An essentially similar approach is
adopted in the Irish Management for Growth programme with the
programme typically involving two or three members of the senior
management team of a business. This facilitates both individual learning

and discussion between team members about how learning can be applied
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to the individual firm. Perhaps the most explicit personal development
objectives, however, are found in the Dutch Growth Accelerator scheme
where the personal development of the business leader is seen as equally
important as the development of broader business capabilities. This
process starts with the development of a ‘Personal Picture’ — alongside a
‘Strategic Picture’ for the business itself - which represents where the
entrepreneur sees himself or herself in five years. Throughout the
programme this Personal Picture is then updated and developed as part of
the peer-learning process.

To date, there have been few, if any, evaluations of the effectiveness of
different policy interventions in terms of their ability to contribute to
leadership development in growth businesses. Indeed, distinguishing the
effect of leadership development from, for example, the resource
mobilisation effect in any given support initiative would probably be
impossible. One recent paper based on a review of a number of leadership
development schemes suggests the following ‘tentative recommendations’,

however®?:

e Selectiveness - developing leadership capabilities is resource
consuming and takes a sustained effort so attention should be focussed

on those ventures that have the most potential to achieve rapid growth.

¢ Hands-on approach — the evidence suggests that initiatives with the
strongest engagement with businesses achieve the broadest leadership

development impact.

e Participation in upside returns as well as downside risk. Given that
leadership development takes sustained effort, it is important to ensure
long-lasting, committed partnership between high-potential new

ventures and their stakeholders.

e From picking the winners to retaining winners - multi-stage selection
processes may help to solve the ‘Picking the Winners’ problem and

ensure that support efforts are targeted at the right recipients.

www.enterpriseresearch.ac.uk ‘

47



ERC/4

Enterprise Research Centre

Supporting Sustained Growth Among SMEs

e Combination of skills transfer and skills development - developing
internal capabilities takes time, so combining skills transfer with skills
development might well prove helpful in addressing both short-term and
long-term leadership development needs.

e Mentoring, but with care - when implementing mentoring initiatives it
appears important to ensure that the ventures are linked with mentors
that have the right leadership skills.

4.5 Peer group learning

Peer group learning has a relatively long tradition in entrepreneurship
education, with a widely held view that entrepreneurs and business leaders
are often more willing to accept advice from other business leaders or
those with a similar background.®* Peer group learning or shared learning
has a number of potential benefits, summarized in one recent paper as the

ability to:

e Challenge and structured critical reflection from different

perspectives.

o Different perspectives can bring in new concepts (or old concepts

which are new to the learner).

e Shared experimentation can reduce perceived and actual costs

risks in trying new things.

e Sharing experiences can provide support and open new lines of

inquiry or exploration.

o Shared learning helps explicate systems principles, seeing the

patterns—separating ‘the wood from the trees’.

e Shared learning provides an environment for surfacing assumptions

and exploring mental models outside of the normal experience of

www.enterpriseresearch.ac.uk ‘

48



ERC/4

Enterprise Research Centre

Supporting Sustained Growth Among SMEs

individual organizations—helps prevent ‘not invented here’ and

other effects’.®

A number of the models considered here embrace peer group learning as

a significant part of their programme:

The Dutch Growth Accelerator model focuses strongly on peer-
group learning with participants assigned to small learning groups
early in the programme and remaining in these groups as they
progress. Indeed, individuals’ willingness to engage in peer-review

type processes is one of the selection criteria for the programme.

The Scottish Companies of Scale programme actively facilitates
peer to peer networking among programme participants and
graduates and other high growth firms in Scotland through CEO
Forums and a Companies of Scale Conference.

The Irish Management 4 Growth also has the creation of peer group
networks as a specific objective with the aim of encouraging peer to
peer learning during the programme and sustained business
networks afterwards. The Goldman Sachs 10,000 Small Businesses
programme has a similar aspiration running alumni events for

current and past programme participants.

In other programmes the peer learning or shared learning components of

the programme are less prominent with the potential loss of some of the

benefits outlined earlier. Indeed, there is growing empirical evidence which

suggests that learning networks may have advantages in terms of both

growth and survival, emphasizing the importance of this element of

scheme design particularly where participants are younger firms.®

4.6 Evaluation

The majority of the programmes profiled here are relatively new —

introduced often in the 2009-11 period. At this point, due primarily to the

need to wait some time before impacts are identified, rigorous evaluation
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evidence on the effectiveness of most of the measures is lacking. Indicative
evidence referred to in the brief scheme profiles is almost always positive,

however, with take-up generally high.

Two particular issues arise in the evaluation of support for sustained
growth. First, in the majority of the schemes considered here there is a
strong selection element, the aim being to focus attention on those firms
with the strongest growth potential. Any evaluation of the effectiveness of
the scheme itself needs to control for this selection element in the process
to be able to isolate the value of the scheme itself. This is not
straightforward particularly given the likely difficulty of identifying a matched
control group. Second, even if selection could be effectively controlled for,
the schemes we profile are complex and often offer either holistic support
or at least provide a combination of support measures. Which of these
elements of the scheme is actually providing most benefit to the firm? This
is unlikely to be testable in any ex post quantitative approach.

One evaluation approach which may be able to provide an answer to both
guestions is a randomised control trial. This type of policy experiment can
help to avoid issues of selection and also, if sample sizes are large
enough, provide a means of testing the effectiveness of combinations of
alternative support measures. SMEs might, for example, be randomly
allocated to different types or combinations of support measures and then
outcomes compared. To date however we are not aware of any evaluation

of this type specifically oriented at SMEs.®’
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5. Re-imagining support for sustained growth
5.1 Introduction

As we indicated in Section 1, the evidence suggests both that the
contribution of high growth firms to job growth has fallen in the UK in recent
years and that for most individual firms high growth is episodic rather than
sustained. The implication is that the UK has lost some ground on its own
prior performance in terms of generating jobs from growth firms. How do
we redress this balance and create a more conducive business
environment which best supports SMEs to achieved sustained and fast
growth?

Government have often argued that the UK should provide a world-class
environment for doing business. This has shaped the broad framework
conditions for businesses of all sizes in the UK, and significant steps have
been made over the last couple of years in terms of finance, regulation, tax
and skills development. There has also been some development of
broadly-based supports for growth businesses such as the Growth
Accelerator and Growth Vouchers to be introduced in 2014. Both of these
measures reflect the evidence that businesses which take advantage of
external support and advice tend to grow faster than those which do not,
and that informational barriers exist which sometimes discourage firms
from using external advice or support. The evidence also suggests that
more intensive forms of public support — involving an in-depth diagnosis
and action plan development — are also cost-effective supporting the type

of intervention delivered through the Growth Accelerator.?®

The evidence from the schemes reviewed earlier, and the UK experience
with programmes such as the 10,000 Small Businesses and LEAD
programmes, suggests there is more that could be done, particularly for the
most strongly growth oriented SMEs. So what guidelines are suggested by
the international policy experience if we aim to best support sustained

growth in the most aspirational 5-10 per cent of UK small firms?
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5.2 Guidelines for implementation

First, it is clear from all of the schemes that a strong element of self-
selection is inevitable in terms of the provision of support for sustained
growth. Indeed, this is desirable with effective self-selection into pool of
applicants for a programme occurring where the costs, commitments and
benefits of schemes are transparent so firms can effectively assess the
cost-benefit balance. In the Irish Management for Growth programme firms
are only able to take advantage of the programme if they make a
commitment for the senior management team to attend each of the
development workshops. In return the quality of the programme is ensured
by a combination of reputable delivery partners and government
involvement. Similarly, in the Dutch Growth Accelerator a key element of
the self-selection criterion is that firms need to be willing to commit both
financial resources and time to the programme and be willing to participate
in peer-learning activities. The benefit in return is that the firm will receive
high-quality support from the staff of the industry leading organisations
which are part of the Growth Stars Consortium. Enabling effective self-
selection into fast growth schemes therefore requires a clear proposition
from the scheme as well as a clear statement of required commitments.
The proposition needs to be both ambitious and emotionally engaging;
participating in the scheme needs to carry a certain cachet.

The second guideline is that a strong element of selectivity by the scheme
itself is necessary for fast growth programme effectiveness as these
programmes are typically intensive and often involve peer-group and
shared-learning activities. This inevitably limits cohort size in any particular
programme with the Dutch Growth Accelerator working with cohorts of
around 15-20 firms at any one time and very similar cohort sizes at each of
the UK centres operating the Goldman Sachs 10,000 Small Businesses
programme. The limited size of each cohort may also be seen by firms as a
reflection that they belong to a small and elite group of firms. This aids both
programme commitment and individuals’ willingness to engage in shared-

learning activities. Alumni networks can also provide a valuable source of
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new business for participants. As one graduate of the Goldman Sachs

10,000 Small Businesses programme commented:

‘I'm now dealing with participants from outside of my particular
cohort, businesses that have been vetted by the 10,000 Small
Businesses network, people that have been through the same
application process, have been successful on the course and

understand my goals and objectives’.

A third guideline is that this selectivity should include the notion of ‘national
benefits’ as suggested by the example of Commercialisation Australia
(Section 3.4.2). Here the idea is that firms are selected not simply on the
basis of the value they are likely to derive from the programme, their
willingness to participate etc. but also on the basis of the social value (or
spill-overs) which might be gained from their participation. Such effects
may arise in a number of different ways reflecting the impact of training,
supply chain effects or the effect of innovative products on markets or the
guality of life. Another way of addressing the same issue is adopted by the
Goldman Sachs 10,000 Small Businesses programme which aims to
include a number of social enterprises in each cohort to generate positive

social as well as economic outcomes.

The fourth guideline is that schemes to support sustained growth are likely
to involve continued engagement with a business. For many owner-
managers much of the value is in the opportunity for reflection and the
ability — through a shared learning experience — to develop new
perspectives on the business. One participant in the Goldman Sachs

10,000 Small Businesses commented that:

‘For me | found the most valuable part was taking yourself out of the
business, and looking from the outside in. It gives you a much
greater sense of perspective, and you are able to criticise your own

business with like-minded people.’
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Short programmes such as the four-month Goldman Sachs 10,000 Small
Businesses programme and the Growth Accelerator offer a valuable
injection of insight and new knowledge and connections into a business
with positive outcomes. A key issue for many SMEs, however, is sustaining
growth through the medium-term and here the experience of the longer
Dutch Growth Accelerator programme and the Companies of Scale
programme provides valuable insight. The longest of the schemes
considered here is the Dutch Growth Accelerator programme which
requires a five-year commitment. The quid pro quo is that the programme
aims to help businesses to grow from around €2m to €10m over that
period. The Scottish Companies of Scale programme also involves
businesses for three or more years in general, aiming to provide similar
growth opportunities. It is also notable that firms are often in incubation
centres such as that offered by MaRS for 2-3 years so participation in
programmes of this length is not necessarily a significant barrier to
participation. Growth programmes implemented in the UK have, in general,
tended to be shorter. The LEAD programme required firms to engage over
a 10 month period while the Goldman Sachs 10,000 Small Businesses
programme is a more intensive 4 month programme. Both, however,
continue to work with scheme alumni after the end of the formal

programme.

A fifth guideline is that sustained growth is likely to require a holistic rather
than thematic support model, with a dual focus on the development of the
business and the capabilities of the entrepreneur. This is one of the guiding
principles of the longer duration schemes considered here — the Scottish
Companies of Scale measure and the Dutch Growth Accelerator — and also
underlies the holistic approach to support in the Goldman Sachs 10,000

Small Businesses and LEAD programmes.

Providing this type of holistic support requires expertise in both business
and leadership development and suggests the potential value of
partnership in the delivery of programmes intended to support sustained

growth. The Dutch Growth Accelerator, for example, is operated by a
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consortium of four industry leading groups and in the UK Growth
Accelerator a similar approach is adopted. Developing the capabilities of
business leaders has long been a key objective of business schools and
universities and this suggests a potential role for the UK’s universities in
partnerships to support sustained fast growth. This is, of course, an area
where there has been considerable discussion over recent months with the
interim report from the Witty Review suggesting that the UK is missing out
by not engaging business schools in supporting business growth and
development.

A sixth guideline might therefore be that measures to support sustained
fast growth should be partnership based. Business schools might provide
input on leading edge thinking, leadership development and the facilitation
of peer-group or shared learning; other partners such as the banks,
Chambers etc. might provide mentoring and other aspects of a support
package. A seventh — and related - guideline is also suggested by the
operational experience of a number of the schemes outlined here. This is
the value of regionally organised delivery. In the Goldman Sachs 10,000
Small Businesses programme, for example, a regional model has proved
valuable in facilitating attendance by firms at scheme events and sessions,

and making face-to-face mentoring and peer-group sessions more feasible.
5.3 Final remarks

The UK has a need to maximise its growth potential and fast growing small
firms will play a significant role in this growth. As the schemes described in
this paper suggest, internationally measures for supporting growth SMEs
vary widely including systemic, holistic and thematic measures. UK
measures such as the Growth Accelerator can play a significant role here,
but more intensive measures such as the Goldman Sachs 10,000 Small
Businesses programme suggest that for at least some firms more intensive,
holistic support may help maximise growth potential. The international
evidence suggests some guidelines which might underpin the development

of any such measures.
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Such measures are likely to be local (or more probably regional),
partnership based and provide sustained and holistic support over a
relatively long period of time. Finance providers have a key role to play
here in facilitating business development and helping firms to develop
appropriate funding strategies. We also believe, like the recent Business
Schools-Medium-Sized Business (MSBs) Task Force, that®:

‘We are failing to make the most of our world class business
schools. There is a widespread recognition that our society,
economy and universities are all diminished by a failure to
overcome the challenges of connectedness to this important sector.
The potential gains of overcoming these challenges are clear:
stronger, more resilient MSBs, increased graduate employment

opportunities and sustainable UK economic growth’ (p. 5).

Over the next couple of months ERC aim to develop more concrete
proposals for supporting sustained fast growth SMEs in the UK. We

welcome comments or suggestions which we can consider.
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