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Making Small Firms Work:  

Policy Dimensions and the Scottish Context 

 

Gavin C Reid* 
 

 

Introduction 

With the Scotland Bill (1997) provision was made for establishing a Scottish 

Parliament and an associated Scottish Administration.  Thus the most significant 

constitutional change in the UK for nearly three hundred years was enacted.  Many 

economic powers mentioned in that Bill are subject to ‘reservation’,
1
 with the notable 

exception that the basic rate of income tax for Scottish taxpayers may be increased or 

reduced by not more than 3 per cent from that determined by the UK Parliament.  

Despite this apparently limited scope for economic policy, Scotland continues to be 

subject to a sophisticated and long-standing regional economic policy framework 

from the standpoint of the stimulation of enterprise.  The concern of this paper is with 

the impact this framework has on small firms. 

   The plan of the paper is as follows.  I start by briefly establishing the European 

context, and then by considering small firms in both a UK national and regional 

(specifically Scottish) context. Two sample periods, 1985-8 and 1994-7, are 

considered for samples of small firms in Scotland.  Then evidence on factors 

influencing the performance and survival of these small firms is examined.  Grant and 

subsidy schemes are shown to have little influence on either.  Evidence is presented 

suggesting that performance was superior in the second sample period, though both 

related to similar macroeconomic conditions.  The evolution of institutions for 

stimulating enterprise is considered next, by reference to the Scottish Development 

Agency (SDA), Scottish Enterprise (SE) and the Business Birth Rate Strategy.  The 
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end of the first sample period related to the end of the SD, and just pre-dated the 

formation of Scottish Enterprise in 1988.  The start of the second sample period just 

post-dated the Business Birth Rate Strategy, launched in 1993.  Thus each sample 

period related to a distinct policy regime.  It is shown that this offers the opportunity 

for relating performance over each sample period to efficacy of policy regime. 

  The broad theme of the paper, in terms of industrial policy, is to contrast the use of 

grant and subsidy regimes with the use of so-called ‘incubator institutions’ to 

stimulate enterprise.  It will be shown that phases of the macroeconomic cycle were 

similar over the comparison periods 1985-8 and 1994-7, yet the survival and 

performance of small firms were considerable superior in the latter period.  Statistical 

analysis suggests this is not due to grant and subsidy regimes.  Therefore, the differing 

institutions for stimulating enterprise over these two periods, essentially pre- and post-

SDA, must be considered seriously as possible causes of these performance 

differences. 

 

The small firm within the economic fabric 

Although large firms tend to receive most attention both in the public eye and indeed 

in economics itself, small firms are the typical enterprise form and play a major role 

in the economic fabric of a society in terms of employment creation and innovation.  

At the start of 1996, according to the latest DTI figures for the UK economy, 99 per 

cent of businesses in all but one sector (electricity, gas and water supply) were SMEs, 

defined as enterprises with fewer than 250 employees.  These latest estimates take 

account of very small businesses that do not appear on the official business register.
2
  

They are estimated using survey data, and whilst they have less reliability for the 

smallest size class, they help to provide a more complete picture.  Of the3.7 million 
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active businesses in the UK in 1996, over 2.5 million were of size class zero, being 

sole traders or partners without employees. 

   The statistical presence of these small firms is just as dominant in Europe.  Across 

all Union member states, SMEs employ 70 million persons, which is 70 per cent of 

the working population.  In 1995, micro-firms (fewer than ten employees) contribute 

one-third of employment and one-quarter of total turnover.  By contrast, big 

businesses (more than 500 employees) contributed just 29 per cent of jobs and 31 per 

cent of turnover. 

   Within Scotland itself, similar patterns prevail.  As compared to the UK, the small 

business sector is somewhat smaller.  For example, in 1986 (the first sample period 

discussed) SMEs in manufactures with fewer than 200 employees had a 26 per cent 

employment share in Scotland compared to a 30 per cent employment share in the 

UK; and the corresponding shares of SMEs in manufacturing output for Scotland and 

the UK were 20 per cent and 23 per cent, respectively. 

 

Estimates of chances of staying in business 

A model of small firm survival is developed in Reid (1993, ch.9). Profit, net of exit 

costs (π*) is expressed as a function of market (M) and financial (F) variables, and 

many other independent variables.  Then a long-run requirement for staying in 

business is that π* ≥ 0.  Although π* is unobserved, violation of this condition is 

observed, so the indicator S = 1 for staying in business and S = 0 for exiting from 

business is defined. 

   The dataset on which this model was applied was a sample of 73 small firms in 

Scotland.  They were analysed by fieldwork methods over the period 1985-8 using 

two administered questionnaires and a semi-structured interview in face-to-face 
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meetings with the owner-manager.  The sample was drawn from the case loads of a 

special type of business incubation unit in Scotland called the Enterprise Trust (see 

below).  The typical firm of this sample was a micro-firm with eight full-time 

employees, sales of £85k (excluding VAT) and assets of £76k in 1985, at which time 

it was 42 months old.
3
  Three years later, about three-quarters (75 per cent) of these 

firms were still in business.  This is comparable with figures like 84 per cent for other 

Enterprise Agencies (the English equivalent of this incubator unit) and 66 per cent for 

all firms which were VAT registered over the same time period.  These last two 

figures suggest that these latter forms of business incubator units appear to be 

relatively successful in terms of promoting small business survival. 

  Table 1 reports on a binary probit estimate of the staying in business model, taken 

from Reid (1993, ch.9).  The following features of the probit are noteworthy: (a) firms 

in services had better prospects of survival than those in manufactures (Igp); (b) 

extreme product differentiation with marked ‘elbow room’ (ElbRoom) in pricing, and 

sophisticated advertising (AdvForm) related negatively to staying in business, 

probably because such firms produced highly customised or bespoke products; (c) on 

the other hand, generic advertising (Adv) worked in favour of survival, as did size 

measured by assets (Passet); (d) the most powerful negative indicator of staying in 

business was the gearing ratio (Pgear), typically the owner-manager’s bank loan 

divided by his or her personal financial injection.  This presumably was caused by 

risk exposure and proneness to debt-servicing crises.  The first model on which I 

report here did not consider grant and subsidy influences. 

[Table 1 near here] 

  However, in 1994-7, I returned to the problem of analysing factors promoting small 

business survival, using a larger and more carefully selected sample of 150, again  
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Table 1 Binary probit model for 1985-8 data 
 

Variable Coefficient t-ratio Weighted Elasticity 

Pgear -0.71556.10
-2

 -3.3735
***

 -0.16181 

Passet 0.11129.10
-4

 1.7327
*
 0.11720 

AddDebt 0.10618 0.23822 0.15358.10
-1

 

Adv 2.4715 1.5280
†
 0.41776 

AdvForm -1.4921 -2.0415
**

 -0.54901 

DesComp -0.14309 -0.39203 -0.49855.10
-1

 

ProdDes 0.52472 1.2824 0.18412 

ElbRoom -0.37973 -2.2124
**

 -0.40114 

AddCost -0.16855 -0.30859 -0.36360.10
-1

 

Igp -1.3242 -2.2636
**

 -0.23596 

Constant 3.0744 2.8625 0.81277 

 

Notes:  Likelihood ratio test, χ
2
 = 31.8384 (χ

2
.001(10) = 29.6) 

  Cragg-Uhler R
2
 = 0.42652 

  McFadden R
2
 = 0.30836 

  Log-likelihood = -25.935 

  Survival probability = 0.7671 

  Legend: t.10 = 1.296
(†)

, t.05 = 1.671
(*)

, t.025 = 2.000
(**)

, t.010 = 2.390
(***)

 

 

Variables: Pgear   = gearing (debt/equity) at time of interview in 1985 

  Passet  = assets in £000s at 1985 prices at time of interview in  

   1985 

  AddDebt = 1 if external finance (debt) used since starting  

   business, 0 if not 

Adv  = 1 if firm advertises, 0 if not 

  AdvForm = 1 for generic advertising, = 2 for rivalrous advertising, 

    = 3 for generic and rivalrous advertising 

  DesComp = 1 if competition is main market was intense, = 2 if  

   strong, = 3 if generally weak, and = 4 if weak 

  ProdDes = 1 if main product identical to rivals, = 2 is similar, = 3  

   if different 

  ElbRoom = 0 for no ‘elbow room’ in pricing, = 1 for 1 per cent  

   elbow room, = 2 for 2-3%, = 3 for 4-6%, = 4 for 7- 

   9%, = 5 for 10-15%, = 6 for more than 15% 

  AddCost = 1 if marginal cost calculable, = 0 otherwise 

  Igp  = 1 if firm in manufacturing or construction, = 0 if in  

       services or transport 
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drawn from the case loads of these Scottish incubator units called Enterprise Trusts.
4
 

They were younger (just 21 months) at the time of initial interview (cf. 42 months for 

previous sample), and on average employed just three full-time workers (cf. eight full-

time workers for previous sample).  Most of the owner-managers (78 per cent) had 

received a grant or subsidy (Grant) at the time of launching their firms, and this had 

had an average value of £4k. This was often in the form of Enterprise Allowance. 

Other forms included Enterprise Trust grants or interest-free loans and Regional 

Enterprise grants.  Because I only know for some firms what grants or subsidies have 

been received, I have not classified them.  Instead, in estimation, the Grant variable is 

a dummy variable.  The respondents were also asked whether they found this 

assistance to be helpful. Most replied affirmatively, their ratings being: crucial (34 per 

cent), important (17 per cent) and helpful (43 per cent).  Naturally, it is of concern to 

know whether this perceived helpfulness translated into performance. 

   To answer this, it is helpful to turn to the work of Reid and Smith (1996), which 

uses statistical cluster analysis to develop a performance ranking of these firms based 

on growth, profitability and labour productivity. It shows that the high-performing 

firms (7 per cent) had the least access to grants and subsidies (67 per cent), compared 

to medium (82 per cent) and low-performing (78 per cent) firms.  The latter appeared 

in proportions 33 per cent and 61 per cent.  In a binary probit model with a large 

number of control variables (see Table 2), the Grant variable was insignificant (t-ratio 

= 0.461).  Important positive influences on staying in business included advertising 

(Advert), access to trade credit (TrCredit), allocating time to planning in a week 

(TimPlan), and having previously been financed by a bank loan (FinBank).  Important 

negative influences included carrying debt (Debt), using extended purchase 

commitments (ExtPur), and precipitate product and process innovation (ProdInn, 
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ProcInn). In a more refined estimation procedure (ordered logit with selection), 

another grant-related variable (FinGrnt), which measured whether firms had 

previously been financed by a grant or subsidy, was insignificant (Prob. level = 26 per 

cent).  In the selection equation the other grant measure (Grant) was also insignificant 

(Prob. level = 51 per cent).  Though this evidence, taken together, is by no means 

definitive, it is a caution against the presumption that grants and subsidies have been 

efficacious for new businesses in Scotland. 

[Table 2 near here] 

   The survival rate for this 1994-97 sample was 78 per cent, which is very close to the 

77 per cent of the 1985-8 sample.  In comparing these figures, interpretations must be 

handled carefully, mainly because the firms in the first sample had progressed further 

along the early life cycle, being older and larger (by two years, and by five full-

timers) than firms in the second sample.  Indeed, as survival rates are known to rise 

monotonically with age,
5
 the 1994-7 sample has to have been judged to have superior 

performance to the 1985-8 sample.  The first question to be asked is whether this may 

be due to a clearly superior macroeconomic environment in the case of the 1994-7 

sample, before turning, in the next section, to the possible role of institutional 

arrangements for enterprise stimulation. 

   This is an issue which is difficult to resolve definitively, but the evidence points to 

both periods, 1985-88 and 1994-7, as being favourable phases of the business cycle. 

For example, over 1985 to 1988 the annual rates of growth in real GDP were 3.8, 4.3, 

4.8 and 5.0 per cent in each year.  The index of industrial production had annual 

growth rates of 5.5, 2.4, 4.0 and 4.8 per cent for each year in this time interval and, as 

a percentage of GDP, fixed capital formation stood as high as 17.0, 16.9, 17.8 and 

19.4 per cent, respectively.  All of these are cyclically high figures.  Thus, in the 
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recession that followed, by 1992 real GDP was actually falling (-0.5 per cent per 

annum), as was the index of industrial production (-0.4 per annum) and fixed capital 

formation as a proportion of GDP was lower, at 15.7 per cent.  Figures are not yet 

available in final form for the period 1994-7, but it is clear that again the 

macroeconomic conditions were good. Recovery began in 1993, largely driven by 

consumption, but accompanied by rising exports.  In 1994 real GDP grew by 4.0 per 

cent, comparable with performance over 1985-8, and good by European standards.  

Inflation was less than 3 per cent and unemployment was cyclically low at 9 per cent.  

One concludes tentatively that in both the sample periods examined, 1985-8 and 

1994-7, macroeconomic conditions were good. 

  If differences in macroeconomic conditions do not explain performance regimes of 

firms between these two time periods, and grant and subsidy regimes do not appear to 

affect performance and business longevity, we may logically seek an explanation for 

what was happening in the regimes for supporting enterprise over the time periods in 

question.  This takes me into considerations of institutional evolution which are 

difficult to quantify, but may well be playing a significant role. 

 

The evolution of enterprise stimulating institutions 

I would argue that the institutions for stimulating enterprise or, more simply, the 

‘enterprise system’, is  public good, in the same way as James Buchanan (1989) once 

argued that the work ethic is a public good.  As such, it is subject to the usual 

problems of provision by private voluntary action.  The provision of this system of 

enterprise, in terms of its extent and quality, is determined by the design of 

institutions, of market and non-market forms, which are the delivery mechanisms of 

enterprise.  A proper treatment would be lengthy and complex, but here I want to  



 10 

Table 2 Binary probit with large set of control variables 
 

Variable Coefficient t-ratio Weighted Elasticity 

Advert 1.311 3.120
***

 0.125 

Trcredit 0.902 2.070
**

 0.089 

Debt -1.365 -2.065
**

 -0.103 

Outeq 3.974 0.063 0.185.10
-5

 

Bankloan -0.467 -0.500 -0.028 

Grant 0.489 0.461 0.073 

Gearst -0.458.10
-4

 -0.059 -0.001 

Gearnow -0.855.10
-4

 -0.142 -0.003 

Extpur -1.826 -2.493
***

 -0.023 

Hirpur 0.757 1.352
+
 -0.025 

Leasepur 5.304 0.089 0.104.10
-5

 

Grfixass -0.110.10
-4

 -0.851 -0.031 

Netfixass 0.707.10
-5

 0.526 -0.015 

Impact 0.787.10
-4

 0.518 0.002 

Sicdum -0.184 -0.439 -0.017 

Owncash 0.248.10
-4

 0.943 0.030 

Rapidocc 0.291 -1.037 -0.077 

Stkass -0.017 -1.831
*
 -0.027 

Othbus 1.517 1.754
*
 0.016 

Procinn -0.249 -1.348
+
 -0.062 

Prodinn -0.456 -2.332
**

 -0.095 

Prodgrp 0.023 0.361 0.015 

Timplan 0.076 1.850
*
 0.088 

Timdeal -0.023 -0.710 -0.021 

Hrswk 0.748.10
-3

 0.066 0.007 

Secschl -0.026 -0.131 -0.021 

Runbef 0.148 0.373 0.014 

Finown -0.610 -0.721 -0.101 

Finbank 2.009 1.959
*
 0.142 

Fingrnt -0.169 -0.181 -0.023 

Nprass 0.006 1.210 -0.008 

Constant 0.491 0.323 0.087 

 

Notes:  Likelihood ratio test, χ
2
 = 51.7 > χ

2
0.1(31) = 50.9 

  Cragg-Uhler R
2
 = 0.516; binomial estimate = 0.815 

Sample size (n) = 135; percent correct predictions = 86%  

Critical t-values: t0.10 = 1.289
+
, t0.05 = 1.658

*
, t0.025 = 1.980

**
, t0.010 = 

2.358
***

 

For definitions of variables, see Appendix 
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focus on just three simple examples to display the key issues at stake. They involve 

three institutional alternative: an indicative planning system; a mixed indicative 

planning and market-driven system; and a largely market-driven system.  These are 

considered within the Scottish context and involve the emergence and development of 

three bureaucratic organisations: the Scottish Development Agency (SDA); the 

Enterprise Trusts (ETs); and Scottish Enterprise (SE).  The first sample period of this 

paper, 1985-8, relates to the SDA era, and the second sample period, 1994-7, to the 

SE era. 

   The SDA was established through a public (rather than private) sector initiative, as 

embodied in the Scottish Development Agency Act of 1975.  Its form had origins in 

earlier smaller, but relatively successful, institutions for stimulating enterprise, such 

as the Scottish Council and the Small Industries Council, and also, arguably, in earlier 

attempts at indicative planning by development boards and corporations.  In this 

sense, the SDA was of an evolutionary institutional design, in that its form bore the 

unmistakable imprint of earlier institutional forms.  By contrast, Enterprise Trusts 

were established through a private sector initiative, and provide an example of 

conscious institutional design, with evolutionary features absent. ETs were first 

established in Scotland in 1982 as part of an initiative by Scottish Business in the 

Community (ScotBIC, now called SBC). This aimed to foster a partnership between 

the public and private sector (for example, between corporations and local 

authorities).  Whilst an earlier institution for attending to the needs of small firms had 

existed in the shape of the Small Industries Council (SICRAS) (for Rural Areas in 

Scotland), this Council’s functions had been taken over by the Small Business 

Division of the SDA, which then extended its function to urban areas, and greatly 

modified its form.  Again, the SDA’s development in this respect was evolutionary.  
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But rather than follow these institutional models, the ETs were designed by ScotBIC 

as alternatives to what were perceived to be the failures of existing institutions (for 

example, in terms of remoteness from clients and slowness of response), especially at 

the local level.  We have, therefore, a public initiative leading to an institutional 

design which was evolutionary; and a private initiative leading to an institutional 

design which was conscious.  The synthesis of these influences is indicated in the 

centre of Figure 1: it is Scottish Enterprise. 

[Figure 1 near here] 

  Institutional speaking, the roots of Scottish Enterprise lie in two White Papers of 

1988: Employment for the 1990s; and Scottish Enterprise: a new approach to training 

and enterprise creation.  In terms of policy implementation, this date of 1988 lies at 

the end of the first sample period, and hence these arrangements cannot have 

influenced the survival of performance of small firms over 1985-8.  The genesis of 

Scottish Enterprise was not entirely institutionally driven, and arose through the 

efforts of a Falkirk businessman, Bill Hughes.
6
 Working outside of conventional  

 

 

 

Figure 1 The emergence of Scottish Enterprise 
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channels, he took his scheme to the newspapers directly.  He bypassed the SDA 

without consultation and gained direct access to Downing Street.
7
  He was 

subsequently invited to a meeting at Chequers.  There, he met the Secretary of State 

for Employment,
8
 who had already been influenced by the Director of Employment 

and Training Policy in Massachusetts, who was proselytising for the concept of 

Private Industry Councils (PICs).  These PICs allowed the business community to 

take an active role in spending training funds of the US Federal Government.  

Business could play a role in enterprise stimulation, which included the design of 

training schemes and even extended to influence over school curricula.  These PICs 

were moderately successful in cities like Atlanta, New York and Boston. 

   A new institutional arrangement was proposed, with two features: (a) it allowed the 

private sector a greater leadership role than previously, rather than being dominated 

by the SDA; and (b) it facilitated training at the local level in a way which was felt to 

be superior to the more centralised management of the old Manpower Services 

Commission (MSC). 

   Having set the scene with these three key institutions (SDA, SE, ET), let me now 

turn to the evolving institutional forms.  First, consider the centralised, indicative 

planning model displayed in schematic form in Figure 2. At the top (or ‘centre’) is the 

Scottish Development Agency (SDA).  As a type of indicative planning body, the 

SDA adopted a strategic sectoral approach.  Good sectors for this, in view of their 

developmental potential, were thought to be microelectronics, biotechnology, food 

processing, advanced engineering, textiles and fashion.  The centre (the SDA) 

encouraged exploitation of high value-added niches.  It had an institutional advantage 

in terms of its large scale of involvement.
9
  However, it was necessarily remote from 

local conditions. 
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Figure 2 Indicative Planning 

 

 

   Recognition of this in policy circles in the 1980s led to an increased commitment to 

the development of new (and, especially, small) firms and to the fostering of 

entrepreneurship.  There was thus a transition from an indicative planning orientation 

to a market orientation.  This commitment was still expressed in a sectoral form with 

the emphasis being put on targeted activities, such as electronics and offshore 

engineering.  Evolving out of the Small Industries Council [for Rural Areas in 

Scotland] was the Small Business Division (SBD).  The SBD went on to set up 

various specialist small business advisory services.  At the same time the Enterprise 

Trusts sprang up, under the ScotBIC umbrella, and partially independently of the SBD 

(though funded 50 per cent by it).  The transition of public policy to a market 

orientation, and the attendant institutional reconfiguration are displayed in Figure 3. 

[Figure 3 near here] 
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Figure 3 Transition to market orientation 

 

 

   The SDA as the centre remained dominant, and the Small Business Division’s local 

offices flourished.  This regional involvement by the SBD was ‘interlaced’ with the 

activities of the ETs.  Unfortunately, the brief of the SBD was unsatisfactory, if not 
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and equity investment were to be subject to commercial disciplines.  Not surprisingly, 

those projects which were ‘selected against’ by the private sector ended up on the 
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overall rate of return on the SBD’s own investment was negative. 
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   The genesis and development of the Enterprise Trusts (ETs) was happier.  The 

Enterprise Trust (ET) movement has quickly proved to be remarkably successful in 

promoting and supporting the growth of new small firms.  Enterprise Trusts, local 

examples of which, in my locality, include GET and NEFET, provide information 

which is independent, and predominantly free of charge, to any existing or potential 

small firm.  The ET is a small local organisation manned by personnel with some 

technical expertise and considerable business experience.  Since the inauguration of 

the first ET in Scotland, the Ardrossan-Saltcoats-Stevenson Enterprise Trust 

(ASSET), in 1982, more than 40 further ETs have been established.  To judge by their 

successful proliferation in such a short space of time, ETs have successfully 

discovered appropriate niches, as types of small firms themselves.  Apart from the 

funding involvement of the SDA in sponsoring ETs, vertical control (that is, control 

from above by the SDA) was slight.  The ETs were largely ‘horizontally’ controlled 

by the mission of ScotBIC (namely, the need for active involvement of industry and 

commerce in local communities). 

   By contrast, the role of the SDA, like that of its offshoot, the Small Business 

Division, was less than happy.  Whilst the sectoral strategy had worked in special 

cases, for example, woollen textiles and oil and gas, it had not worked in electronics 

and health care, and in general did not work with indigenous high-technology 

industries.  For the successful few cases which were regarded as sectoral, it was clear 

that they could as easily have been interpreted as regional: the Borders for textiles; 

and Aberdeenshire for oil and gas.  Sectoral strategy appears to have been too 

strongly driven by trends in demand to the neglect of the supply side.  A fundamental 

weakness of the sectoral approach is that it lacks meaning at the company level.  
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Supply-side effects which particularly impinge on companies include skills, property 

and finance, and these tend to be cross-sectoral in incidence. 

[Figure 4 near here] 

  To conclude this story, we return to the Hughes Initiative. Borrowing much from the 

Massachusetts ‘growth coalition’ idea, Hughes initially proposed a system much more 

decentralised than even the Enterprise Trust movement.  It would have involved some 

70 local enterprise units based on small travel-to-work areas.  The conception was 

bold and deliberately intended to be the polar opposite of the indicative planning 

model.  The successful experience of the Enterprise Trusts was draw upon, but the 

Trusts were not themselves explicitly involved (indeed, hardly anyone was explicitly 

involved, including the chief executive of the SDA).  Direct contact was made with 

the Scottish Office and, through the IDS, a White Paper was drawn up which started 

the formal implementation of Scottish Enterprise in 1988.  It abandoned the very local 

travel-to-work areas and aimed to keep intact the Enterprise Trusts at the local level 

(see bottom of Figure 4).  A middle or second tier of Local Enterprise Companies was 

created (see middle of Figure 4).  An example of this type of institution was Scottish 

Enterprise Tayside (chaired by William Low).  The main aim was to achieve 80 per 

cent delegation to the regions.  Thus the centre would become attenuated, and the 

regional level predominant.  Within each region, local enterprise companies (LECs) 

were to be created (cf. TECs in England).  SDA and Training Agency functions would 

be combined and then devolved, with training occurring at the LEC level.  Enterprise 

Trusts played a significant role in forming the boards of the LECs, often working with 

the Chambers of Commerce.  They were an umbrella organisation that acted as a 

catalyst for Scottish Enterprise.  In the new arrangements they were more fully 

integrated into the enterprise network than previously (compare Figure 4 with Figure  
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Figure 4 Market-driven institutions 

 

3).  Technically, the Local Enterprise companies are their paymasters, but they remain 
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Regional level 
(predominant) 

level 

Enterprise Trusts (ETs) 
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Local Enterprise 
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the LEC was encouraged to make whatever emphasis it wished, as appropriate to its 

local circumstances.  The contractual form was loose, to avoid constraining a LEC in 

a way which might limit its flexibility to adapt to local conditions. 

   This new system, as compared to its predecessor, was much more decentralised, 

more responsive to local needs, and better represented the interests of business. It was 

especially through the composition of representation on the board of LECs that this 

was brought about.  Boards had to have a two thirds membership from the private 

sector and a one-third membership from the public sector.  By a clever series of 

manoeuvres, the form of enterprise stimulation was transformed from an indicative 

planning system to a market system of regionally based enterprise companies, under 

which was a further layer of very local Enterprise Trusts. 

   Building on this decentralised-enterprise stimulating system, SE embarked on its 

new Business Birth Rate Strategy in 1992, which aimed to bring Scotland up to the 

UK average so far as new business inception and performance were concerned.
10

  

After a career spent in Silicon Valley in California, Crawford Beveridge returned to 

Scotland as chief executive of Scottish Enterprise.  He instituted research programmes 

which inquired into finance, performance in key areas, attitudes to going into business 

and so on.  This work concluded that a key Scottish problem was conversion, that is 

the translating of entrepreneurial interest into action.  The strategy was launched in 

1993, with action directed towards the financial community (for example, access to 

loan and equity finance), the education system (in schools and universities), the media 

(to improve coverage of entrepreneurship and status of entrepreneurs), and business 

support networks (of which SBC and ETs are a part).  By 1995 the numbers of those 

trying to start a business had doubled;
11

 and of those expressing an interest in start-up 

had increased by a quarter. Over a hundred new initiatives were taken to stimulate 
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entrepreneurship: improved access to stock markets, of women to new starts, of 

business education within schools, and the creation of a network of Entrepreneurship 

Centres within five universities along the model of Babson College and driven by the 

educational philosophy of Professor Bill Bygraves.
12

  Thus the second sample period, 

1994-7, immediately followed the start of the Business Birth Rate Strategy. 

 

Conclusion 

Neat conclusive results are hard to reach in a policy context, so what is said here is 

necessarily tentative.  The basic framework of the discussion revolved around samples 

of Scottish small firms for the periods 1985-8 and 1994-7.  It was shown that both 

related to similar (prosperous) phases of the macroeconomic cycle.  Further evidence 

indicated that grant and subsidy regimes appeared not to be major determinants of 

survival and performance.  However, performance was better for the second sample 

period. The evolution of institutional design for stimulating enterprise was 

documented and dated, and it was shown that the two sample periods lay in two 

distinct policy regimes, the first involving sectoral indicative planning and the second 

involving decentralised enterprise stimulation.  It is suggested that at least a part of 

the superior performance of small firms in the second sample period was attributable 

to the new institutional framework. 
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Notes 

 
1
  In a blanket sense, this includes fiscal, economic and monetary policy. More 

specifically, in an industrial policy context, it includes: wide forms of business 

association; the regulation of anti-competitive practices and agreements; the abuse 

of dominant market position; monopolies and mergers; and intellectual property. 

2
  These estimates were compiled by the DTI using a variety of sources, of which the 

main one was the Inter-Departmental Business Register administered by the Office 

for National Statistics.  The published DTI source is the statistical bulletin Small 

and Medium Enterprise (SME) Statistics for the UK, 1996. The statistics of the text 

were extracted from the DTI Web site (17 July 1997). 

3
  These were all average figures. 

4
  Enterprise Trusts were common to both sample periods, thus the effects of this 

institution are washed out in cross-sampling comparisons. 

5
  See, for example, Reid (1993, Ch.9). 

6
  From correspondence with Charles Skene, Group Chairman of the Skene Group, it 

is now evident that he too had an important influence through his 1987 paper to the 

SCUA Industry Committee on ‘Educating Scotsmen and Women for Life in a 

Competitive Industrial Society’. 

7
  Gaining a private audience with the prime minister of the day, Margaret Thatcher. 

8
 Who at that time was Norman Fowler. 

9
  For example, this was important in encouraging foreign direct investment by large 

multinational firms though Locate in Scotland (LiS).  LiS is one component of the 

earliest SDA which has survived, by mutation and adaptation, but without it basic 

function being modified.  It has been a highly successful component of the 

evolving enterprise stimulating institutions, and works by a variety of methods, 

including tracking down prominent overseas business persons who are part of the 

Scottish Diaspora.  One of its most conspicuous recent successes has been to 

attract Cadence Design System to Livingston.  The attractive features to Cadence 

included the Scottish legal system (which has no history of litigious conduct over 

intellectual property) and the technological expertise of leading Scottish 

universities (Glasgow, Edinburgh, Strathclyde and Heriot-Watt Universities are 

involved in a consortium arrangement with Cadence).  To paraphrase, the 

attraction was ‘manpower and courts’.  System level integration (SLI) will be used 

to develop systems on a chip (SoC) technology.  This is the next generation of 

microchip, with which an entire computer’s circuitry can be reduced to the size of 

a single chip. 

10
  See Deakins et al (eds) (1997). 

11
  The Business Birth Rate Strategy: Update Scottish Enterprise (1996). 

12
  Again the name of Charles Skene enters the picture, as it was he who, through 

having attended the Babson course, made recommendations to Crawford 

Beveridge (Chief Executive, SE) and Sir Donald McKay (Chairman, SE) about 

introducing the programme in Scotland.  I am grateful to Charles Skene for 

personal communication, in written and oral form, on the genesis of the 

programme. 
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Appendix: Definition of variables used in Table 2. 

 

Advert  = 1 if firm advertised, otherwise 0 

Bankloan = 1 if a bank loan was used to launch the business, otherwise 0 

Debt  = 1 if business had debt, otherwise 0 

Extpur  = 1 if firm had extended purchase commitment, otherwise 0 

Finbank = 1 if firm had previously been financed by a bank loan, otherwise 0 

Fingrnt  = 1 if firm had previously been financed by a grant/subsidy, otherwise  

   0 

Finown = 1 if firm had previously been financed by the owner-manager,  

   otherwise 0 

Ftime  = number of full-time employees  

Gearnow = gearing (e.g. debt/equity) ratio at time of interview 

Gearst  = gearing ratio at launch of business 

Grant  = 1 if grant or subsidy was received at launch, otherwise 0 

Grfixass = gross value (£) of fixed assets 

Grprof  = gross profits (£) for last financial year 

Grsales = gross sales (£) for last financial year 

Hirpur  = 1 if firm had hire purchase commitments, otherwise 0 

Hrswk  = number of hours per week devoted to the business 

Impact  = number of months entrepreneur looked ahead in evaluating impact of  

   decisions 

Inbus  = number of months firm had been in business 

Leasepur = 1 if business had any lease purchasing commitments, otherwise 0 

Loan  = size of bank loan (£) at launch of business 

Netfixas = net value (£) (after depreciation) of fixed assets 

Netprof = net profits (£) for last financial year 

Nprass  = Netprof ÷ Netfixas 

Othbus  = 1 if respondent runs any other business, otherwise 0 

Outeq  = 1 if business has any outside equity, otherwise 0 

Owncash = cash (£) put in by inside equity holder(s) at launch 

Procinn = 0 (no change), =1 (slight change), =2 (significant change), =3  

   (important change) in process innovation since starting business 

Prodgrp = number of product groups produced 

Prodinn = 0 (none), =1 (1-5), =2 (6-10), =3 (11-20), =4 (>20) new products  

   since starting business 

Ptime  = number of part-time employees 

Rapidocc = 0 (not at all), =1 (moderately), =2 (very) important to rapidly occupy  

   a market niche 

Runbef  = 1 if entrepreneur had run a business before, otherwise 0 

Secschl = number of years spent at high school 

Sicdum = 1 if firm was in manufacturing (01 ≤ SIC ≤ 59) and 0 if it was in  

   services 

Stkass  = ratio of value of stocks to net fixed assets 

Timdeal = proportion of time spent doing deals in a week 

Timplan = proportion of time spent planning in a week 

Trcredit = 1 if business has trade credit arrangements, otherwise 0 

Wagerate = wage-rate (£) for best-skilled full-time workers per month 


