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INTERIM REPORT

This interim report presents emerging conclusions
from an investigation into the state of enterprise in
the UK. The report has been produced by ESCP-EAP,
European School of Management for the
Conservative Party. Our main finding is that despite
a decade of policy initiatives attempting to promote
entrepreneurship, the UK is still not fulfilling its
potential to be a global leader.

• New businesses in the UK are increasingly
struggling to grow. For example, the proportion of
businesses that had achieved an annual turnover
above £1 million five years after their creation has
fallen dramatically from 29% in 1998 to 16% in
2006.

• The proportion of UK companies that have
turnover above £7m (€10m) 5 years after creation
is lower (6.8%) than the EU15 and EU27 averages
(16.3%). What’s more, the proportion reaching this
threshold in the UK has fallen by 9% since 2002,
while it has risen across Europe as a whole.

• Fear of failure is a major factor reducing the pool
of UK entrepreneurial talent. Politicians can lead
the cultural debate by celebrating wealth creation
and encouraging role models to emerge.

• A combination of poor skills, burdensome
regulation and rising taxation has created
significant barriers to small business growth in the
UK.

• The tax system for small businesses in the UK is
becoming significantly less competitive. The
changes to Capital Gains Tax announced in the
2007 Pre-Budget Report will further undermine
the attractiveness of the UK as a place to create
and grow a business. The long-term implications
for investment and job creation could be very
damaging.

The Final Report will present policy
recommendations based on empirical evidence and
a thorough analysis of experiences in other countries.
All of our recommendations will be based around the
guiding ambition of making the UK the enterprise
capital of the world.



Introduction

Despite a decade of policy initiatives attempting to
promote entrepreneurship, the UK is still not
fulfilling its potential to be a global leader. Policy
makers are focusing ever more on small and medium
sized enterprise (SMEs) as a key driver of economic
growth, and we intend to move this debate forward.
The main objective of this report is to develop a set
of policy recommendations that would improve the
culture of enterprise in the UK. These proposals will
specifically focus on entrepreneurs with high growth
ambitions that could substantially contribute to
economic development. Following an extensive
literature review, a series of industrial interviews with
entrepreneurs, venture capitalists and business angels
have been conducted to learn more about the state of
UK enterprise. This has been combined with new
empirical evidence (outlined in the Appendix) to
create a number of suggestions that are supported by
relevant verification.

The final report will be split into four sections.
Section 1 investigates the current state of
entrepreneurship in the UK, by looking at levels of
new firm creation and growth, and shows that it has
been falling over recent years. Section 2 looks at
entrepreneurial culture, and the role of ambition in
generating high growth companies. Section 3 surveys
these barriers to growth along four axes: access to
finance, human capital, regulation and taxation.
Section 4 will conclude by presenting policy
recommendations that have been validated by
experiences from other countries.

SECTION 1: CURRENT STATE OF
ENTREPRENEURSHIP IN THE UK

• The quality and speed of growth of new firms is
a more appropriate proxy for entrepreneurship
than number of new companies

• New businesses in the UK are increasingly
struggling to grow. For example, the proportion
of businesses that had achieved an annual
turnover above £1 million five years after their

creation has fallen dramatically from 29% in
1998 to 16% in 2006.

• There is a growth threshold: once companies
reach a certain size growth can become faster.
For companies with revenue above £250 million,
it took longer to grow from 0 to £1 million, than
to grow from £1 million to £250 million

Even though the stock of companies has been
growing steadily in the last 5 years, from 3.8 million
in 2001 to over 4.4 million in 2006 (CAGR 3%)1,
rates of entrepreneurial activity in the UK are in
decline. The growth in the number of companies has
been driven by the financial and primary sector
(CAGR 4% and 3%)2, and this can be seen by the
concentration of companies in the South East and
London: one third of companies are located there,
generating almost 40% of the total turnover3.
However the growth in absolute figures masks the
fact that it is population growth that is the main
driver, rather than people becoming more likely to
start a business. The start up rate per 1,000
inhabitants actually fell between 1997-20044, and the
Global Entrepreneurship Monitor reports that Total
Entrepreneurial Activity (TEA) - the proportion of
adults of working age who are either setting up or
have been running a business for less than 42 months
- has also fallen, from 7.7% in 2001 to 5.8% in 20065.

We challenge the notion that the number of new firms
is the most appropriate proxy for the status of enterprise
in the UK, arguing that more emphasis should be placed
on the quality and speed of growth of new firms. This
is for three main reasons. Firstly, it is well known many
new businesses fail (30% within 3 years) but of those
who survive, only 10% achieve high growth6. Secondly,
although medium and large sized companies account
for less than 1% of all firms, they are responsible for
63% of turnover and 53% of jobs in the economy
(Figure 1). And finally, high growth businesses (those
which have achieved an annual turnover growth of at
least 30% in the last 3 years) are only 0.5% of all
businesses, but are responsible for 3.2% of all the new
jobs created7. Current entrepreneurship policy is failing
to create healthy, ambitious companies that provide

1 DTI, Small Business Services, Statistics team 2006
2 Source: Huggins and Williams, “Enterprise and Public Policy: A Review of Labour Government
Intervention in the United Kingdom”, Enterprise and Regional Development Unit, University
of Sheffield, 2007
3 Source:DTI, Small Business Services, Statistics team 2006

4 Ibid
5 Harding, “Global Entrepreneurship monitor: United Kingdom”, Global Entrepreneurship
Monitor Consortium, London, 2006
6 Source:BERR NSO, Fast Track
7 Source: Fame database, ESCP-EAP team analysis



employment and growth.

These arguments demonstrate that the source of
growth and prosperity in the UK economy doesn’t lie
with solo projects (the majority of new firms), but
with companies that provide employment and grow
to achieve a turnover beyond a certain threshold. By
analysing the last 10 years of relevant data from the
Fame database of company accounts data, we found
that new businesses have increasingly struggled to
grow in size. For example, the proportion of
businesses that had achieved an annual turnover

above £1 million five years after creation halved
from 29% in 1998 to 16% in 2006 (Figure 2).

The problem is that this isn’t solely due to an increasing
proportion of smaller enterprises. Our evidence shows
two areas of concern when compared to the rest of
Europe. Firstly, the proportion of UK companies that
have turnover above £7m (€10m) 5 years after creation
is lower (6.8%) than the EU15 and EU27 average
(16.3%). And secondly, the UK proportion achieving
this threshold has fallen by 9% since 2002, despite it
rising across Europe as a whole. (Figure 3).

Figure 1: Breakdown of UK companies by number, turnover and number of employees8

Figure 2: Turnover after 5 years from creation9Figure 2: Turnover after 5 years from creation9 Figure 3: Proportion of companies with a
turnover above £6.995 million after 5 years
from creation (2002-2006)10

%, 2002-2006 figures

8 Sources: Department of Trade and Industry, the Small Business Service (SBS), ESCP-EAP
team analysis
9 Sources: FAME database, ESCP-EAP team analysis. 

10 Sources: FAME database (for UK data), AMADEUS database (all the other countries), ESCP-
EAP team analysis



But it can also be shown that once this threshold has
been achieved, further growth does not take a
significantly long time to occur: the median time to
hit £5 million is 14 years, whilst the median time to
hit £15 million is 16 years (i.e. just 2 more). In fact,
for those companies that have achieved revenue
above £250 million, on average it took longer to grow
from 0 to £1 million, than to grow from £1 million to
£250 million11.

This helps to explain why many small and medium
sized companies have been established for a long
time (58% have been established for more than 10
years12), 86% of them have revenues of less than
£250,000, and only 3% achieve a turnover more than
£1 million after two years of existence13. Overall
these results suggest that a lot of businesses in the
UK are either not interested in growth or find it very
difficult to achieve it. 

SECTION 2: ENTREPRENEURIAL
CULTURE

• Politicians can lead the cultural debate by
celebrating wealth creation and encouraging role
models to emerge

• Fear of failure is a major factor reducing the pool
of UK entrepreneurial talent

Section two places entrepreneurial culture at the core
of our approach, on account of the radically
subjective nature of the discovery of profit.
According to the GEM report 200714, only 11% of
new entrepreneurs expect to employ more than 20
employees in the next 5 years suggesting that levels
of ambition can be a major constraint on the growth
of companies. We contend that barriers to
entrepreneurship might be significantly reduced via
intelligent policy reform, but if the cultural
environment isn’t compatible this will not make a
difference. Even though culture can respond to
changes in incentives, this process takes time. We
provide a general audit of the cultural landscape,

which can then be used to ensure that reforms will
be effective. We investigate the cultural environment
for entrepreneurship, and the degree to which society
either reinforces or weakens the celebration of wealth
creation. The prevalence of role models is a crucial
aspect to nurture a desire to create a high growth
enterprise, and we find that media promotion of role
models lags behind who young entrepreneurs
actually look up to. For example an Enterprise Insight
report claims that “two decades after the last great
enterprise boom of the mid-80s, we are still using the
same entrepreneurs to promote enterprise in 2005”15,
and our evidence from focus groups supports this.
This evidence suggests that informal and personal
networks are more important than focal points,
implying that policy must be broad rather than
targeted.

A profiling of 100 high growth entrepreneurs
provides an indication of the internal attributes that
are required, and highlights the importance of higher
education, prior industry experience, and maturity.
Although it’s hard to identify telling psychological
characteristics, it is clear that passion for a particular
vision is a more pressing motivation for
entrepreneurs than pecuniary rewards, or an appetite
for risk taking.  We conducted focus groups with
individuals possessing similar characteristics, to
delve into the mental barriers that might hold them
back. One of the key insights from these focus
groups is a fear of failure that derives from a
tendency toward lifestyle security. This supports
GEM data that shows that 30.1% of people in the UK
feared failure in 2001, whilst by 2006 this had risen
to 35.8%.16

SECTION 3: ENVIRONMENTAL BARRIERS

Section three provides more concrete analysis of the
actual barriers that obstruct entrepreneurial discovery
and company growth. Furthermore it gives some
preliminary insights on how to overcome such
barriers that have been verified through an

11 Sources: FAME database (for UK data), ESCP-EAP team analysis. 
12 Small Business Survey, DTI, 2006. 
13 Barclay Small Business Banking Report, 2006
14 GEM, Global Report on High-Growth Entrepreneurship, 2007

15 The Enterprise Report 2005: Making Ideas Happen; Enterprise Insight, 2005. Quote from
Kevin Steele, Enterprise Insight chief executive, in “Lack of role models deterring young
entrepreneurs”, Management-issues, 26 Sept 2005
16 Harding, “Global Entrepreneurship monitor: United Kingdom”, Global Entrepreneurship
Monitor Consortium, London, 2006



international benchmarking of the most effective
entrepreneurship policies, and an online survey that
subjected these recommendations to an array of
business owners. Whilst these methods provide initial
validation, more detailed proposals would require
further testing. After surveying the literature and
conducting preliminary interviews, we have
identified four areas where entrepreneurs face
barriers to growth: access to finance, human capital,
regulation and taxation.

3.1 Access to Finance

• Venture capital is imperative for fast growing
companies

• Barriers exist with regard to the matching of
funds, rather than the availability of capital

• Government policies aimed at solving the
“equity gap” have generated crowding out and
distorted important market information

Because of liberalised financial markets and the
UK’s status as an international financial centre we
should expect few barriers in acquiring the finances
required to start a firm. For start-up capital most
entrepreneurs will use their own sources of finance
(65% use savings as their primary source17) or
personal networks (such as loans from
friends/family). Many businesses require additional
funds, and are most likely to use banks. Although
external sources such as venture capital are rare, they
are imperative for fast-growing firms who require
more funding than personal credit limits provide.

We highlight the importance of a buoyant private
equity industry to not only provide an incentive for
entrepreneurs to deliver high growth companies, but
also because the greater the development within the
industry, the more that capital will trickle down to
smaller enterprises. However, many SMEs report
difficulty in acquiring funds from venture capitalists,
as these funds tend to concentrate on larger
investment projects. We critically assess this “equity
gap”, and investigate the many publicly funded
measures created to solve it. We demonstrate that the
economic justification for these funds is severely

lacking, and we also highlight the disruptive
consequences such as crowding out of private
investment, and distortions of market information. If
there is a genuine market inefficiency then
investments made in the equity gap will produce
above market returns. We therefore propose that
publicly funded remedies, such as the Enterprise
Capital Funds, become fully transparent. If the
funding portfolio and returns are publicly available
this will ensure that action is focused on allocating
resources to the high potential companies that really
need it, and that the management of these resources
is made more accountable.

Interview evidence demonstrates that there is no
genuine shortage of private capital available for
investment, and therefore the issue is market
coordination rather than a lack of capital. We
highlight how larger networks of business angels are
emerging to “plug” the gap, and how this is more
prevalent in more developed regions. Reducing the
regulatory barriers to form syndicates is the best way
to improve the quality and quantity of finance
available.

3.2 Human Capital

• Mentoring can play an important role in
transferring managerial skills interpersonally

• University degrees can be tied to vocational
qualifications to improve the skill set of
graduates

• Government attempts to create innovation
“clusters” have generally not been successful.
Instead a more market-based approach should be
adopted.

In order for a successful business to grow three
ingredients are essential: a commercially aware
entrepreneur (with management capabilities); a
highly skilled work force (to provide a pool of
available talent); and a sequence of innovations (that
can be turned into business ideas).

3.2.1 Managerial capabilities
We stress the importance of managerial capabilities

17 Fraser, “Finance for Small and Medium-Sized Enterprises”, Centre for Small and Medium-
Sized Enterprises, Warwick Business School, 2004



for high growth entrepreneurs, and the particular skill
set that is required to gain commercial acumen. We
point to the importance of direct investment in new
companies by experienced entrepreneurs, on account
of the mentoring that is provided (which can be more
important than pure financing). We also note recent
attempts to improve the professional skills of
graduates, but question the success of these schemes.
We propose measures to facilitate vocational
qualifications (such as accountancy training)
becoming part of university courses, so that
companies can play a more meaningful role in
training graduates. 

3.2.2 Skilled workforce
The UK is loosing out in terms of competitiveness in
relation to the G7, with lower rates of productivity
and a widely perceived skills shortage. Immigration
schemes (such as the Highly Skilled Migrant
Programme) have become necessary to compensate
for the failures of the higher education system, and
we critically assess the reasons why British talent is
lacking.  Our findings show that the output quality
of GCSE and A-level exams has been decreasing
over the last decade, and attempts to address this
problem are failing. One of the main indicators of
this trend is the perceived failure of the £386m
investment in the Excellence in Cities scheme that
was meant to raise the rates of achievement at GCSE
levels.

In conjunction with the low quality of English and
Math skills at the age of 16, we note an indication
from employers that there is a shortage of vocational
skills gained in secondary education, which then
results in being under prepared to face the labour
market.

3.2.3 Innovation
We have also analysed the recent policy reforms that
attempt to link university research departments with
the ability to turn ideas into commercial spin offs,
and the creation of innovation clusters. The evidence
suggests that networks can’t be artificially grown, but
policy can be used to release more innovations from
academia and turn them into profitable ventures.

Mobilising patent grants and commercialisation of
more projects around the country is an important step
in boosting innovation beyond London, (which
boasts the highest number of both applications and
grants of patents, trademarks, and designs). Finally,
we note the static state of patent applications and
grants over the past years, indicating a decrease in
one measure of innovation in the UK.

Our recommendations in the field of Human Capital
focus on improving the skill set to include
vocational/entrepreneurial education from an early
age, implementing a life-long learning mentality
among the British population. By focusing on
improving essential skills for business success as well
as advanced technical knowledge we expect
innovation networks to grow organically.

3.3 Regulation 

• Decreasing the administrative burden for small
firms is crucial

• Costs of exit can hamper new firm creation just
as much as costs of entrance

• Policy should facilitate the reinvestment of
capital

Efforts to stimulate entrepreneurial activity tend to
focus on the creation of new ventures. We take a
broader view of the challenges facing entrepreneurs,
and investigate the lifetime of a business: at its
inception, during the growth phase, and finally at its
decline. An economy conducive to entrepreneurship
must enable profitable ventures to grow, and
unprofitable ones to relinquish their capital. 

Our findings demonstrate that too much attention has
been given to the legal obligations required to start a
company and not enough to less obvious barriers that
restrict growth or prevent liquidation. Whilst VAT
registration is one of the bottlenecks for starting-up
an enterprise, extensive industry interviews and
existing evidence suggest that this is not a major
hurdle for entrepreneurship. Red tape and
bureaucracy as a whole remains the centre of
regulatory criticism from enterprises and



associations representing them. Decreasing the
administrative burden for small firms is crucial;
however this must be implemented strategically,
focusing on the most critical (in terms of cost/time)
and least ‘relevant’ administrative duties. We seek to
recommend policies that concentrate on benefiting
high-growth enterprises as a means of providing an
incentive to all companies to have growth ambitions.  

Although it is common to focus on the role of profit
in an economy, it is imperative that we realise that
losses are the other side of the coin. The final report
will identify and discuss regulatory barriers to
generating success, and also regulatory barriers to
prevent entrepreneurs from learning from mistakes.

3.3.1 Barriers to growth
Compliance costs begin to seriously burden new
companies as soon as they attempt to grow. Survey
data routinely demonstrates that the more employees
a small business has, the larger the relative burden,
but beyond a certain threshold further growth
becomes more cost effective. There is a clear
economic logic to this phenomenon, since economies
of scale make it possible to spread fixed costs (such
as health and safety legislation) across a larger pool
of employees. This means that small businesses with
many employees face the challenge of catching up in
terms of revenues so as to cover labour/
administrative costs. The final report will identify
policies that intend to support smaller companies
especially in the area of labour law, accounting
requirements, and tax incentives/credits. Emerging
conclusions suggest that that these factors inhibit
growth potential by increasing complexity. 

3.3.2 Barriers to reinvestment
One way to increase the amount of capital equipment
available to entrepreneurs is to reduce the costs of
removing assets from unproductive uses. A
significant proportion of resources are currently
being under-utilised, and we advocate measures to
put them in the right hands. It takes a significantly
longer time to close a business that it does to start
one, and these costs of exit can hamper new firm
creation just as much as costs of entrance. We have

looked at bankruptcy laws to establish a proper
balance between ensuring financial responsibility,
whilst removing the stigma and ruin caused by
failure. We have noticed a foreboding tendency for
people who sell their businesses to call it a day. The
aim must be to facilitate the reinvestment of capital,
as this will not only increase the financial funds
available to the next generation of entrepreneurs, but
also a knowledge base.

3.4 Taxation

• The tax system for small businesses in the UK is
becoming significantly less competitive. 

• In particular the small companies corporation tax
rate is rising from 19% in 2006 to 22% in 2009,
and the changes to Capital Gains Tax announced
in the 2007 Pre-Budget Report will further
undermine the attractiveness of the UK as a place
to create and grow a business. 

• The long-term implications for investment and
job creation could be very damaging.

• As well as tax rates, the simplicity and stability
of the tax system is vitally important for high
growth businesses. 

The competitiveness of the UK tax system is falling
behind other parts of Europe due to rising tax rates
and complexity. Net taxes and national insurance
contributions will rise to 38.5% of national income in
2008-0918 and the rate for smaller companies is going
up (from 19% in 2006 to 22% in 2009). SMEs paid
£17 billion in corporation tax in 2006, 41% of total
corporation tax revenue19. This creates a significant
burden on high growth businesses. 

The changes to Capital Gains Tax announced in the
2007 Pre-Budget Report will further undermine the
attractiveness of the UK as a place to create and grow
a business. We highlight a growing concern that high
growth entrepreneurs are likely to leave the UK to
pursue their ambitions; according to an
Entrepreneurs Organisation (EO) survey, if taper
relief is scrapped then 33.3% of respondents would
emigrate now and 33% would consider it seriously
in the future20. According to KPMG, 86% of finance

18 Source: Huggins and Williams, 2007
19 “Management of large business Corporation Tax”, HM Revenue & Customs, National Audit
Office, July 25th 2007

20 Survey conducted 20th June 2007 by EO London and Coutts Bank; see “Cut relief and
we’ll go, say entrepreneurs” by Richard Tyler, The Daily Telegraph, 22nd June 2007



directors said that a country’s tax regime is influential
on where to locate operations (a 25% increase
compared to last year) and almost half had
considered moving their tax residence away from the
UK, even before the PBR changes21.

Complexity is another vitally important issue for
small businesses. Even well-intentioned tax credits
and other attempts to help SMEs simply add to their
overall burden.

SECTION 4: POLICY
RECOMMENDATIONS AND
CONCLUSION

The final report will make preliminary policy
recommendations by analysing the barriers outlined
in the previous section in light of policy initiatives
that have been undertaken in a number of benchmark
countries. We will develop a set of policy
recommendations that focus on facilitating the desire
to grow within companies, many of which don’t even
consider this option at the moment due to the
regulatory burdens associated with growth of
undergoing the growth phase. We also favour broad
policy reforms that do not target specific subsections
of the economy.

Overall the report will attempt to contribute to a
wider debate on entrepreneurship policy in two ways.
Firstly, by providing new empirical evidence that
illuminates the importance of high growth
companies, and highlights the role of mindset,
attitudes, and culture. Secondly we interpret these
results to identify significant barriers that impede the
attempts of entrepreneurs to exploit profitable
ventures. If these recommendations are pursued, we
feel that the UK can unleash the energy and
aspirations of its entrepreneurs to become the
enterprise capital of the world.
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APPENDIX: NEW DATA SOURCES

The analysis contained within the final report will be
supplemented by the creation and utilization of a
range of new forms of evidence. This primary
research has been used to uncover the real state of
UK enterprise, and validate our policy
recommendations. The main pieces of new evidence
are:

Company growth database
The main sources for our analysis are the Fame
database (for the UK) and the AMADEUS (for all
other EU countries); both from Bureau van Dijk
Electronic Publishing (BvDEP). From these we have
extracted samples of companies spanning the last
decade, although more recent years had larger and
more complete samples. The results of the analysis
pass a 90% significance testing, but we recommend
that the results of the analysis are read more as an
indication of a trend, than as an absolute measure.

Focus Groups
In order to validate our inquiry into the cultural
environment of entrepreneurship, we have identified
two important groups: students in higher education,
and professional high flyers. We consider both of
these groups to contain “potential” high growth
entrepreneurs and small focus groups were run to
establish ambitions and confidence over their ability
to create a business.

Industrial interviews
We have conducted extensive interviews with an
array of stakeholders, including identified
entrepreneurs, investors and associations. These were
conducted during August and September 2007 either
in person or by telephone, each lasting more than 45
minutes. The research team used a guided interview
technique, focusing on specific pre-assigned
questions, but allowing interviewees to raise
additional ideas. We have not attributed any direct
comments, but have collated information to generate
broad themes and the identification of specific
issues.  

Online survey
The online survey targeted small and medium-sized
companies with the aim of validating the barriers
previously identified through desk research and
industrial interviews. The survey is targeted members
of several trade associations covering all sectors of
business activity. The ESCP-EAP research team
prepared an online questionnaire and sent out an
invitation to the general managers of the trade
associations’ member companies. The data was
collected online and analysed in strictest confidence
using robust statistical tools such as SPSS. The
survey questions will be included in an Appendix to
the final report.
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