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This Scottish GEM report provides deep insight
into where we in Scotland are as we strive
toward becoming a more enterprising and

entrepreneurial society.

For me this study should act as a benchmark on
Scottish entrepreneurship and as an information
tool for policy makers and those in economic
development, both public and private, to utilise
in enabling Scotland to reach the premier league

of enterprising nations.

These findings are not a stick with which to
beat ourselves, but an apolitical analysis to
assist in informing further developments whilst
always recognising economic rejuvenation for
Scotland's economy is a long-haul process.
Beware commentators, trade bodies and
politicians bearing quick fix solutions... Equally
there can be no excuses for ignoring the facts

and not acting upon them.

Dr. Jonathan Levie and his team are to be
congratulated for their tireless work in delivering
thisimportant report to Scotland and the diaspora

beyond.

2003 was a banner year for entrepreneurship

policy in Scotland, with the commitment by the

Foreword

Scottish Executive to aradical policy of enterprise
education across the Scottish school system —we
must now be able to lay claim to global leadership

in this arena.

Business start-up activity increased, but there is
much more still to do, particularly in the social
enterprise area, and in attracting more potential

entrepreneurs to Scotland.

As Scotland's Registrar General released 25 year
predictions for the Scottish population we now
see that a demographic time bomb is ticking for
Scottish society and we must act now, offering
a continuum of policy intervention to tackle this

issue.

For the first time we now have an important
picture of social enterprise in Scottish society.
45% more Scots said they were currently trying to
starta social enterprise than said they were trying
to start a business. This represents an important
social phenomenon and a potentially powerful

force for good in Scottish society.

The social economy is extremely fragmented,
but growing fast — this is both an opportunity
and a challenge as you will read, consolidation

seems an inevitability in this important arena

LA fﬁ Vb

and we must all step up to the mark to debate

this serious issue.

On funding businesses the gap now is at
the small end of the funding market: around
£10,000 with an upper limit of £20,000. Rather
than administering a small loan scheme directly,
the Executive or its agencies might consider
supporting a social enterprise such as PSYBT to
extend its successful loan programme beyond the

current remit of young adults aged 30 or less.

With the nascent entrepreneurship population
rising in mid 2003 to 93,000, the 2003/04 target
for Scottish Enterprise "startup assists" of 8,500
seems almost zealously modest, as does their
target of 115 social enterprise assists. Perhaps
the new Chief executive and incoming chairman
might wish to revisit the agency's key performance

indicators?

We all have a part to play in ensuring Scotland
is a place where opportunity prevails for all. This
GEM report offers meaningful insight as to how
we might do so and | commend it to you.

Good Luck

Tom Hunter
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What's New in GEM2003?

1. GEM2003 provides current comparative
entrepreneurship data on 31 participating
nations and accumulated historical dataon
41 GEM nations.

. A new national measure of firm entre-
preneurship, the Firm Entrepreneurial
Activity (FEA) Index has been created.
This reflects innovation and growth
by firms within nations, providing a
more complete characterisation of

entrepreneurship at the national level.

. For the first time, the prevalence of Social
Entrepreneurship in the UK and Scotland
is investigated.

4. Anational entrepreneurial culture support
index has been created using population
survey data. This index varies significantly

with national TEA rates.

. The size of the UK sample has been
increased again to 22,000, about 10times
larger than most other nations allowing for
more robust statistical testing of results.
It also contains additional questions on
immigration, social enterprise and external
financing. The UK sample includes 2,000
respondents in Scotland, paid for by the
Hunter Centre for Entrepreneurship @
Strathclyde. The full Scottish sample,
as harmonised by the GEM global team
and properly weighted for age, region
and gender, was used for GEM Scotland

analysis.

Introduction

The Global Entrepreneurship Monitor (GEM)
is a unique international research programme
that seeks to measure and explain differences
in entrepreneurial activity in a wide range of

nations.

GEM was conceived and developed in 1998 as
a joint research initiative by London Business
School and Babson College, with the intention
of gathering together pre-eminent entrepre-
neurship academics to study entrepreneurial
processes and the relationship between entre-
preneurship and economic well being. GEM2003
is the fifth annual GEM global assessment of
entrepreneurship and this Scottish GEM report
is the fourth of an annual series. The programme
has expanded from 10 countries in 1999 to 31
nations in 2003 with a total of 41 countries being

involved in GEM for at least one year.

The GEM project aims to explore three

elementary questions:

* Does the level of entrepreneurial activity vary
between countries and, if so, to what extent?

¢ Does the level of entrepreneurial activity
have consequences for the rates of economic
growth within a nation and, if so, to what
extent?

* What factors contribute towards high or low
levels of entrepreneurial activity within a
nation?

An addlitional aim of the GEM is to:

* Provide public policy recommendations that
could effect the level of entrepreneurship in

each country.

GEM measures the proportion of individuals
in the working age population who are actively
trying to start their own business, including self-
employment, or running their own business that
is lessthan 3 /2 years old. This measure is known

as Total Entrepreneurial Activity, or TEA.

The harmonized cross-national measures
of entrepreneurial activity that GEM has
provided over the last 5 years offer a unique,
unprecedented resource for academics, students
and policymakers with which to benchmark
the nature, extent, and economic impact of
entrepreneurship intheir nation. 63% of the world
population is represented in the 40 countries in
the GEM database for 2003 and/or 2002. Among
these 4 billion represented individuals, over half
(2.4 billion) are of 'working age' (18-64 years).
Given the year-on-year stability in TEA rates, it
is estimated that 12% of these (297 million) are
attempting to get 192 million businesses past
their initial launch and through their first three

years of operation.

The fifth GEM assessment of national
entrepreneurship has benefited from an
expansion of the range of countries included in
this research. In addition, the observed year-to-
year stability in TEA rates allows consolidation
of data and increased precision of all measures.
Itis now possible to have high confidence in the
trends highlighted by GEM, and more detailed
assessments of issues are now possible for a

wider range of topics.
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Further details of the methodology and model

employed in the GEM project are given in

Appendix 1.

GEM2003 Global Report key findings:

Of the 31 nations included in
GEM2003, 12% of the working age
population were found to be actively
trying to start a business or running
one that was less than 3 years old.
The TEA country average rate is 9%. There has
been practically no change in the global TEA
rate since 2002. Projections that incorporate
the remaining 37% of the world's population
who live in countries not covered by GEM
suggest a total of about 472 million nascent
entrepreneurs are trying to start 305 million
firms. Another 89 million owner-managers of
58 million existing businesses are emphasizing
an entrepreneurial focus to their business.
Entrepreneurship rates continue to
vary by country. TEA Rates varied from
as low as 1.6 for France and 2.6 for Croatia
to as high as 29.2 for Uganda and 27.3 for
Venezuela. FEA rates varied from a low 0.46
in Poland and 1.05 in Russia to a high of 5.95
in Chile and 3.96 in Korea. The UK lies inthe
middle group of nations with a TEA rate of 6.4
and a FEA rate of 2.1.
Entrepreneurship rates vary by
age and gender. The impact of age and
gender on entrepreneurial action is very
predictable; the basic patterns are found in all
countries and have changed little over time.

Consistently, men are about 60 % more likely

&)

to be entrepreneurially active than women and
those individuals aged 25-44 years are more
likely to engage in business start-ups than any
other age group. Equal rates of participation
are more frequent in developing countries,
and are due to relatively high rates of necessity
entrepreneurship among women.

High growth firms are concentrated
in countries with sophisticated
national Research and Development
infrastructure.

The number of companies receiving
classic (seed and early stage) venture
capital in the GEM nations continued to
fall in 2002. Most of the decline was in the
G7 where the USA, Japan, Germany, France,
Canada, and ltaly suffered decreases; indeed,
the only G7 nationto enjoy anincrease was the
UK.

Venture capital funded only 0.04% as
many new firms as informal investors
in 2002. Informal funding of business start-
ups (i.e. funding by individuals other than the
founders) was responsible for US $360 billion
in resources to new firms in the 33 GEM
nations for which reliable data is available.
This is eleven times more than the US $32
billion provided by venture capital firms to help
establish businesses in their own countries.
(Venture capital data is reported one year in
arrears). As a percentage of GDP, UK informal
investment rates are close to the median rate
for GEM nations but the UK's relatively high
venture capital investment rate puts it in the

top quartile of GEM nations.



* Most of the 1,300 key informants
interviewed thought that governments
are not very effective in promoting
or assisting entrepreneurship. In 25
countries key informants considered that both
government policies and government support
programmes that were specifically targeted at

new and growing firms were ineffective.

As a global phenomenon, entrepreneurial activity
absorbs a substantial amount of human and
financial resources. About one-third of business
start-ups seemtoresultin areal business, i.e. one
that produces goods and services and creates
jobs. Necessity entrepreneurship is more
prevalent in poor nations whilst opportunity
entrepreneurship propels more businesses inrich
nations. The authors strongly suggest that it is in
the interests of government and policy makers
globally to attempt to harness and utilize this

pervasive socio economic phenomenon.

Based on univariate correlation analysis that
examined factors affecting entrepreneurship,
the GEM2003 Global Report authors suggested
that wealthier countries with older populations
(of which Scotland is one) might be able to
improve the level of new business activity and
entrepreneurship among existing firms by taking

the following steps:

' I-'-""'-I"*lr*l.-*lrl“ ’ﬂilrlr,f-}'lul«.lr.',,

* Reduce social security benefits

* Provide a more positive personal context
by increasing training in business start-
ups, including capacity for opportunity
recognition, and increase contact with existing

entrepreneurs.

Increase net in-migration.

Encourage an increase in the annual numbers

of hours worked.

Reduce the complexity and cost of registering

anew business.

Increase national cultural support for

entrepreneurial career options.

Reduce the scope of economic activities

managed by the government.

These recommendations are revisited in

Chapter 8 of this report.
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* Scotland's Total Entrepreneurial Activity (TEA)
rate in 2003 was 5.5%, lower than the country
average for all sovereign nations in the GEM
sample, which is 8.8%, but the same as the
average for all 17 European nations in the
sample (5.6%). Scotland is now placed at the
base of a group of nations forming the middle
of three TEA rate bands (from 5 to 10). In
2002 it was in the middle of the lowest band.
Scotland's TEA rate remains at around 85% of

the UK figure.

The rise in Scotland's TEA rate is due to a
recovery in opportunity entrepreneurship
amongyoung males, as predicted in lastyear's

GEM Scotland report.

Attitudes to entrepreneurship have continued
to improve in Scotland. They are now in line
with the UK average, and similar to attitudes
in small modern nations, except that fewer
adultsin Scotland and the UK know personally
someone who has started a business in the last

two years.

The informal investment rate in Scotland
appears to have risen to close to UK levels
(1.4% compared with 1.6%). This rate is still

low by international standards.

People who have spent a third or less of their
life in the region in which they now reside
(recentin-migrants) are around 60% more likely
to be starting or running a new business than

those who spent more than a third of their life

Summary Highlights for
GEM Scotland 2003

inthe region. This is a UK-wide figure, but the

data for Scotland display a similar pattern.

While 3.1% of Scottish adults (aged 18 to 80)
and 4.1% of UK adults reported they were
currently trying to start their own business, a
higher proportion (4.5% and 5.2%) reported
they were currently trying to start a social
enterprise. However, more people said they
were business owner/managers (9.1% and
10.9%) than social enterprise managers (7.2%

and 7.5%).

In Scotland, males are twice as likely as females
tobe tryingto start a business or to be business
owner/managers. However, males try to
start social enterprises and manage social

enterprises at the same rate as females.

Social enterprise startup attempts are much
more evenly distributed across all work
classifications than business startup attempts.
Particularly noticeable are the relatively high
rates of social enterprise startup attempts by
students, homemakers and retired people,

compared to business startup attempts.

Scotland performs in line with the UK,
Canada and the US in the number of spinouts
produced per university per annum. Scottish
and UK universities produce on average 4
times as many spinouts per million dollars
of research income as the AUTM sample of
relatively research-intensive US universities,

and twice as many as Canadian universities

ﬁ.'fl '-Hl* .' i

and research institutions. Government policy

towards spinouts is, however, confused.

Only 33% of all Scots interviewed thought
that there were adequate sources of funding
for business startups in the region, compared
with 39% across the UK. And 53% of Scots
nascent entrepreneurs expected to pay all the
startup costs personally, compared with only
43% of UK nascent entrepreneurs. However,
34% of the Scottish startup entrepreneurs
surveyed required only £500 or less to start
their business, 50% required £10,000 or less,
and 85% required £20,000 or less. Scots
seem more reluctant to seek external private
sector funding for businesses than their UK
counterparts. There may be scope for more
quasi-public sector small loan schemes in
Scotland, perhaps administered by a social

enterprise such as PSYBT.

The major entrepreneurship policy initiative of
the year was the £45 million, 3 year Enterprise
in Education Strategy. A review of the Scottish
Executive's Policies to promote the Social
Economy was published in January but a
strategy document had not been published by
year-end. The Scottish Enterprise programmes
announced in 2002 appeared to be on target

and operating successfully.

Themostseriousissue facing entrepreneurship
in Scotland is now population decline rather
than anti-enterprise attitudes. A set of

immigration programmes is awaited.
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Figure 1. National TEA scores for 31
sovereign nations and Scotland
Source: GEM2003 Population Survey

Table 1. National Total Entrepreneurial
Activity (TEA) scores
Source: GEM2002 and GEM2003 Population Survey

Figure 1 shows the Total Entrepreneurial Activity
(TEA) rates of the 31 sovereign nations that
participated in GEM2003 plus Scotland, ranked
in order of TEA rate. Scotland is now placed
at the base of a group of nations forming the
middle of three TEA bands (from 5 to 10). In
2002 it was in the middle of the lowest band.
Scotland's TEA rate in 2003 was 5.5%, lower than
the country average for all sovereign nations in
the GEM sample, which is 8.8%, but the same
as the average for all 17 European nations in the
sample (5.6%). 6 nations (Netherlands, Hong
Kong, ltaly, Japan, Croatia and France) had
TEA rates significantly below that of Scotland

statistically'.

Table 1 benchmarks the Total Entrepreneurial
Activity (TEA) rate for Scotland for both 2002 and
2003 against the UK, against a group of 28 global
nations and a sub-group of 16 European nations
for which data is available for 2002 and 2003,
and finally against a group of 5 small modern
nations the same size as Scotland (Denmark,
Finland, Ireland, New Zealand, and Norway)".
Entrepreneurial activity in Scotland was around
85% of the UK figure in both years. The UK
and Scottish TEA rates were not significantly
different in 2002 or 2003. The Scottish TEA
rate is significantly below that of Ireland and
New Zealand but not significantly different from

Finland, Denmark and Norway.

TEA ratesin Scotland and the UK rose by around
20% in 2003. However, the Global average,
European average and small modern nation
average TEA scores were static. This is why
Scotland's TEA rate has improved relative to
these benchmarks. The UK appears to be coming
out of recession faster than many Continental
European nations, and TEA rates are mirroring

national economic cycles.

% Scottish TEA as a %

change of other TEA scores
2002 2003
Scotland 4.6 5.5 20
UK 5.4 6.4 19 85 86
28 nation average 7.4 7.5 0 62 73
16 nation European average 5.7 5.6 0 81 100
5 small modern nation average 8.6 8.4 0 54 65
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Figure 2. TEA scores by age group for Scottish
GEM 2000 to 2003 population samples

Source: GEM2000 to GEM 2003 Population Surveys
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Figure 3. Distribution of entrepreneurial
activity by gender for 2000 to 2003
Source: GEM 2000 to GEM2003 Population Surveys
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Figure 4. Attitudes to entrepreneurship in
Scotland in 2003 by gender

Source: GEM2003 Population Survey
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Distribution of entrepreneurial
activity by age and gender
Figures 2 and 3 show the trend in TEA rates
among younger and older adults and males and
females from 2000 to 2003. The main feature is
the dip in 2002 of young adult males, followed
by recovery in 2003. Male TEA rates in 2003, at
8%, were significantly higher than female TEA
rates (3%), while young adult rates at 6% were not
significantly higher than older adult rates (5%).
The Scottish male TEA rate was 90% of the UK
rate, and the Scottish female TEA rate was 82%
of the UK rate. The Scottish young adult rate was
91% of the adult rate, and the Scottish older adult
rate was 83% of the UK rate.

GEM distinguishes between opportunity
entrepreneurship (individuals starting businesses
to exploit unique market opportunities) and
necessity entrepreneurship (individuals
starting businesses because they have no
other alternative). In Scotland in 2003, males
had significantly higher rates of both forms of
entrepreneurship than females, but there was
no significant difference between younger and
older adults for either form. The opportunity
entrepreneurship rate in Scotland was 6.6% for
males (88% of the UK level) and 2.7% for females
(86% ofthe UK level). Necessity entrepreneurship
among Scottish males was 1.9% (127% of the UK
level), and 0.3% for Scottish females (60% of the
UK level).

In last year's report, we suggested that the

collapse in opportunity entrepreneurship among

young males from 8.4% in 2001 to 2.4% in 2002
might be a reflection of a possibly temporary
reduction in the perceived attractiveness of
entrepreneurial activity among young adults
in Scotland because of the 2001/02 recession.
We speculated that rates might recover in 2003,
since opportunity perception among young
males had risen in 2002 after a decline in 2001.
This has happened, with young male TEA rates
rising to 9.1% in 2003. TEA rates for older males
and young and older females appear to be less

volatile.

Attitudes towards
entrepreneurship

Figure 4 compares the self-perception of
opportunities for starting businesses over the
next 6 months, self-capacity (skills, knowledge
and experience) to start a business, recent
personal contact with a start-up entrepreneur,
and fear of failing in business amongst males and
females. There is good news in this Figure. There
has been improvement in all of these attitudes
since 2002. Opportunity perception has risen by
30% for males and 65% for females. Perception of
entrepreneurial capacity has risen by 5% for males
and 15% for females. The proportion of males and
females who say they know someone personally
who started abusinessinthe last 2 years has risen
by 14% and 49% respectively. Fear of failure has
continued to decline for a third year, by 14% for

males and 9% for females.

It is most likely that these improvements in

attitudes are linked mainly to the economic
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Figure 5. Attitudes to entrepreneurship in
Scotland, the UK and small modern nations
in 2003

Source: GEM2003 Population Survey
Note: The data in this figure are based on those who expressed
an opinion and agreed with the statement'".

I Scotland
ok
[ Small modern nations average
50
40
¢ 30
>
o
£
§ 20
B
10
Inthenext6 Youhavethe Youknow  Fear of failure

months there knowledge, ~ someone  would prevent

willbegood  skillsand personally you from
opportunities experience who has started  starting a
forbusiness  tostarta abusiness business
inthe area business inthe last
where you live 2years

Figure 6. Attitudes to entrepreneurship in
Scotland, the UK and small modern nations
in 2003

Source: GEM2003 Population Survey
Note: The data in this figure are based on those who expressed
an opinion and agreed with the statement.
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cycle. As the nation comes out of recession,
people begin to feel more positive generally.
In last year's report, we noted that opportunity
perception had risen significantly in males but
not among females in 2002, and speculated that
female opportunity perception would take more
time to recover from the dampening effect of
recession. This is supported by the 2003 data. As
these attitudes are indicators of intended action,

they bode well for TEA rates in 2004.

While there is now no significant difference
between Scottish males and females for
opportunity perception,knowinganentrepreneur
and for fear of failure, perception of capacity is
significantly different by gender. Males are more
likely to believe that they have the knowledge,
skills and experience to start a business. This
does appear to translate into a higher level of

entrepreneurial activity for males.

As Figure 5 shows, attitudes towards
entrepreneurship in Scotland are now the same
as those in the UK as a whole. They are also the
same as the small modern nation average, with
the exception of knowing an entrepreneur. Only
25% of Scots said they knew someone who had
started their own business in the last 2 years,
compared to 45% in small modern nations.
There are fewer entrepreneurs in Scotland than
the average for small modern nations, and this

may explain part of the difference.

Entrepreneurial Culture

In 2003, anew set of attitudinal measures towards

10

entrepreneurship was introducedto the population
survey. These are designed to measure national
cultural perceptions related to entrepreneurship,
as opposed to personal opportunity or capacity
perception. The results for Scotland, the UK and an
average score for small modern nations are shown
in Figure 6. They show little difference between
Scotland and either the UK or other small modern
nations. This suggests that Scotland in 2003 did not

have a relatively anti-enterprise culture.

Informal Investment

Each year, respondents to the GEM survey are
asked if they have invested in someone else's
business in the last 3 years. This provides a
measure of “informal” as opposed to institutional
investment in each nation. Informal investment in
Scotland recovered from a low of 0.8% in 2002 to
1.4% in 2003, its highest level in four years. This
is close to the UK figure of 1.6% but it is still much
lower than the average for small modern nations of
3.8%. The country average for 31 sovereign nations

in GEM 2003 was 3.4%.

There is a more detailed discussion of finance for

entrepreneurs in chapter 6.

In-migration & entrepreneurship

In last year's GEM Scotland report, in-migration,
ethnicity and entrepreneurship was examined.
It was found that non-white immigrants were
significantly more likely to behave entrepreneurially
than other groups. In-migrants to Scotland from
elsewhere in the UK also appeared to have high

TEA rates. One piece of the in-migration puzzle



Figure 7. TEA scores by % of life spent in
region of UK
Source: GEM2003 Population Survey
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that could not be solved was: how soon after in-
migrating do these people start their businesses?
This could alter the effect of policies to attract in-
migrant entrepreneurs — a hot topic in Scotland in
2003. If, for example, people took a long time to
settle in before starting a business, an in-migrant
attraction policy could take avery longtime to have

an effect on entrepreneurship rates.

This year, the GEM UK survey included a question
that asked how long the respondent had been
living in their region”. Their answerto this question
can be linked with their age to create a measure
of the percentage of each respondent’s life that
they have spent in the region. Figure 7 displays
the results. They demonstrate that people who
have spent a third or less of their life in the region
in which they now reside (recent in-migrants) are
around 60% more likely to be starting or running
a new business than those who spent more than
athird of their life in the region. This difference is
statistically significant. Figure 8 suggests that the
recent in-migrant effect may be more marked for
people who have spent 10% or less of their lives
in Scotland, although the difference in TEA rates
between this group and the rest of the population
is not statistically significant, given the small

sample size.

Overall, this new data suggests that a policy
of attraction of in-migrants might create more
entrepreneurial activity in the short rather than
the long term. It would, of course, only have
a very small effect on national TEA rates, as

demonstrated in last year's GEM Scotland report.
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But at least it would not take half a lifetime for the

results to bear fruit.

Conclusion and outlook

2003 appears to have been a recovery year
for entrepreneurship in Scotland, and it is to
be hoped that the improvements in attitudes
this year will be carried forward into further
rises in entrepreneurial activity next year, if the
general economic recovery in the UK continues.
Scotland's move up the GEM rankings this year
is largely a consequence of late recovery in other

European nations.

i “Statistical significance” refers to a calculation of where
the range within which the average value of 95 out of
100 replications of the survey would be expected to
lie. This range is shown in Figure 1 by the vertical bars
on either side of each data point. If the ‘confidence
intervals' (denoted by the vertical bars) of two national
TEA rates do not overlap, the difference between the
TEA rates is not statistically significant at the 0.05 level.
Referenceinthis report to significant differences implies
statistically significant differences at the 0.05 level.

The reason for comparing Scotland to these
independent nations is that they are all around the
same population size. There is a modest and highly
significant correlation between population size and
necessity entrepreneurship (R=0.50, p<0.01, 37
nations, GEM2002 data), but not with opportunity
entrepreneurship. Thus by comparing Scotland with
these nations, we avoid the population effect, and can
learn from policy measures implemented on a similar
scale to Scotland. This year Israel did not participate in
GEM data collection and so is notincluded in the group
of small modern nations.

In most questions, the proportion of "don't know"
answers is very small. However, for opportunity
perception, there is typically a 15% don't know group.
The central GEM team strip out don't know answers
before making summary national data available. This
accounts for the difference in opportunity perception
rates between figure 4 and figure 5.

iv For the sake of brevity, "region” was not defined,
so respondents may have defined it at the less than
regional development area level.



Social Entrepreneurship
in Scotland - Foreword

As we all now know, entrepreneurship takes
many forms. By its very definition, its success
is dependent on change, on challenging the
status quo, and on building sustained success.
Significantly, the success that an entrepreneurial
venture achieves is defined in terms set by the
entrepreneurs behind the venture. Contrary to
one of the great myths about entrepreneurship,
thisis not always in terms of great personal wealth
and profit. Asmost ofthe research onthe subject
shows, entrepreneurs have many motivations in
building their ventures: building something for
their families; building a global business; proving
that the technology behind the business can

succeed; or, simply, making a job for yourself.

It's this very diversity of motivations that makes
entrepreneurship so important as an economic
phenomenon - and why government and policy-
makers are so keen to take measures to stimulate
it. And this is not only about business start-up as
the main focus of policy. It's about other impacts
aswell. And, inrecentyears, returnstothe wider
community have been seen as an equally valid
return from entrepreneurial activity as wealth-

creation and profit.

Inrecentyears we've seen the latest manifestation
of entrepreneurship in what we now call the social
economy: entrepreneurship with a social focus.
While much of this s far from new - it covers many
well-established forms of organisation such as
community businesses, co-operatives and "not-
for-profits” - in recent years we have seen this as

animportant part of the entrepreneurial spectrum.
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Social Enterprises share the fundamental
characteristics of entrepreneurship: a new idea
directed at a real opportunity, an innovative
business model that delivers results and a
commitment that ensures the enterprise achieves
success. And all deliver results in a way that
changestheir "markets" fundamentally, delivering
markedly higher "returns” than anyone had ever
thought possible (if it doesn't achieve this, it can't

be said to be entrepreneurial).

It is encouraging that Social Enterprise has been
included in this year's Global Entrepreneurship
Monitor Survey. As with other dimensions of
entrepreneurship, we need to understand more
about how prevalent it is — and what we need to

do to encourage it to grow.

In recent years, Scottish Enterprise has
strengthened the support we provide to social
enterprise. Through the Business Gateway, we
offer advice and support to social entrepreneurs,
using our business advisers to assist social
enterprises run their organisation and develop
their trading income. We do this in partnership
with other key bodies, such as Communities
Scotland, Social Investment Scotland and the

National Council for Voluntary Organisations.

By providing valuable insights into the nature of
Social Enterprise in Scotland today, the findings that

follow provide an important input to the debate.

Terry Currie /a
ry -4;_-
-4

Scottish Enterprise

Director, Small Business Services Division
Scottish Enterprise



Figure 9. Self-reported business and social
enterprise startup entrepreneurs by age in
Scotland and UK

Source: 2003 Scotland GEM and UK GEM surveys
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Figure 10. Reported business and social
enterprise startup and management activity
of respondents aged 18+ in Scotland by
gender

Source: 2003 Scotland GEM survey
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Social Entrepreneurship
in Scotland

This year, for the first time, the UK GEM team
attempted to measure social entrepreneurship
activity in the UK. Although the methodology
is not as advanced as that for business
entrepreneurship, it has produced intriguing
results. We also interviewed 6 leading experts
in social entrepreneurship in Scotland as part of

our expert interview schedule.

Methodology

Each survey respondent was asked two

questions:

1. Are you, alone or with others, currently trying
to start any kind of social, community or
voluntary service, activity or initiative? This
might include providing subsidised or free
training, advice or support to individuals or
organisations; profit-making activity, but where
profits are used for socially oriented purpose;
or self-help groups for community action.

2. Are you, alone or with others, currently
managing such social, voluntary or

community service, activity or initiative?

These were designed to match as much as

possible two questions on business activity:

3. Are you, alone or with others, currently trying
to start a new business, including any type
of self-employment or selling any goods or
services?

4. Are you, alone or with others, currently the
owner of the company you help manage, self-

employed, or selling any goods or services?
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The TEA index is compiled from questions 3
and 4 plus a series of supplementary questions
designedto identify people who are not business
owners or who are not actively trying to start the
business. These supplementary questions were
not asked of social entrepreneurs in this year's
survey. To separate baby businesses from
established businesses, the year of founding is
identified by asking when the enterprise first paid
wages, profits or payments in kind to the owners.
Social enterprises do not have "owners" in the
same way; neither do they (typically) redistribute
profits to their founders. Many of them do not
pay wages, but rely on volunteers to deliver
products and services to clients. Another
difference is that it is very rare for people over
the age of 64 to found businesses (and the TEA
index only considers adults from 18-64), but
many people continue to found social enterprises

after the age of 64.

Giventhese differences in the nature of business
and social entrepreneurship, the approach taken
here isto compare all those aged 18 or over who
answered yes to questions 1 and yes to question
3, i.e. those saying they were trying to start
businesses or social enterprises; and compare
those who answered yes to questions 2 and
yes to question 4, i.e. those saying they were
currently the owner/manager of a business or
managing a social enterprise. The results are

illuminating.



Figure 11. Self-reported business and social
enterprise startup entrepreneurs by age and
gender in Scotland

Source: 2003 Scotland GEM survey
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Figure 12. Self-reported business and social
enterprise startup entrepreneurs by age and
gender in the UK

Source: 2003 UKGEM survey
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Social and business
entrepreneurs compared

While 3.1% of Scottish adults and 4.1% of UK
adults reported they were currently trying to
start their own business, a higher proportion
(4.5% and 5.2%) reported they were currently
trying to starta social enterprise. However, more
people said they were business owner/managers
(9.1%and 10.9%) than social enterprise managers

(7.2% and 7.5%).

Figure 9 (previous page) shows self-reported
business and social enterprise startup
entrepreneurs by age group in Scotland and the
UK. Social entrepreneurship attempts appear to
be more widespread across all age groups than
business entrepreneurship attempts, which tend
to peak in the 25-44 age group. Three times as
many adults aged 18-24 in Scotland say they
are trying to start social enterprises (7.3%) as
businesses (2.3%), in contrast to the UK as a
whole where there is little difference (5.4% and
6.2%). In both Scotland and the UK as a whole,
people continue to try starting social enterprises
during retirement age, while almost nobody tries

to start a business beyond the age of 64.

There are some important gender-based
differences between business and social
entrepreneurship attempts, as illustrated in
Figure 10 (previous page). In Scotland, males
are twice as likely as females to be trying to start
a business or to be business owner/managers.
However, males try to start social enterprises

and manage social enterprises at the same rate
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as females. The UK follows a similar pattern,
except that male UK rates for all 4 activities are
around 10 to 47% higher than the equivalent

Scottish rates.

Figure 11 shows that Scottish males tend to
have higher rates of business startup attempts
than females in the middle age groups, while for
social enterprise attempts female rates tend to be
higher than male rates. This pattern is reversed
for the youngest age group, although this may
be an artifact of small numbers in this group.
This reversal is not evident in the UK, where
male business startup attempt rates are two
times female rates in all age groups, while they
are the same as female social enterprise rates in

all groups except the oldest (see Figure 12).



Figure 13. Self-reported business owner-
managers and social enterprise managers in
Scotland and UK by age group

Source: 2003 Scotland GEM and UK GEM surveys
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Figure 14. Self-reported business owner-
managers and social enterprise managers in
Scotland by gender and age group

Source: 2003 Scotland GEM survey
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Figure 15. Reported business and social
enterprise startup activity of respondents aged
18+ in Scotland by educational attainment
Source: 2003 Scotland GEM survey
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Figure 13 compares business owner/manager
rates and social enterprise manager rates by age
group in Scotland. Business owner/manager
rates are higher in the UK than in Scotland, but
social enterprise manager rates are similar in
the UK and in Scotland, except for the oldest
age group, which appears to have lower rates
in Scotland than in the UK. Business owner/
manager rates tend to be higher than social
enterprise manager rates except for the youngest
and oldest age groups. Figure 14 compares these
rates by gender for Scotland. Males have higher
business owner/manager rates than females in
these middle age groups, but they do not
generally have higher social enterprise manager
rates. Female business owner/manager rates
track male and female social enterprise manager
rates quite closely. The pattern is similar in the
UK, except that male business ownership rates

are higher in the middle age groups.
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Figure 15 shows that in Scotland, people who
are highly educated are much more likely to
try to start social enterprises than those who
are less well educated. The education effect is
strong (and statistically significant) for reported
social enterprise startup activity but rather weak
for reported business startup activity. The UK has

very similar education effects.



Figure 16. Reported business and social
enterprise startup activity of respondents
aged 18+ in Scotland by work status

Source: 2003 Scotland GEM survey
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Figure 17. Reported business and social
enterprise startup activity of respondents
aged 18+ in UK by work status

Source: 2003 UK GEM survey
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Figure 18. Reported business and social
enterprise startup activity of respondents
aged 18+ in UK and Scotland by UK-wide
income, split into thirds

Source: 2003 Scotland GEM and UK GEM surveys
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Figure 16 (for Scotland) and Figure 17 (for the
UK) show that social enterprise startup attempts
are much more evenly distributed across all work
classifications than business startup attempts.
Particularly noticeable are the relatively high
rates of social enterprise startup attempts by
students’, homemakers and retired people,
compared to business startup attempts. Clearly,
entrepreneurial behaviour among those not in
paid employment is more likely to be expressed

as social enterprise than business enterprise.

Although social enterprise startup activity attracts
people from all work classifications, there is an
income effect. Those with more income are more
likely to try to start social enterprises. Figure 18
shows the income effect for business and social
enterprise startup attempts. The income effect
seems slightly more marked in Scotland than in

the UK as awhole.
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Figure 19. Reported business and social
enterprise startup activity of respondents
aged 18+ in UK and Scotland by ethnicity

Source: 2003 Scotland GEM and UK GEM surveys
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Figure 20. Business and social enterprise
attempts by proportion of life spent in region
in Scotland and UK

Source: 2003 Scotland GEM and UK GEM surveys
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Figure 19 shows the difference in reported
startup attempts by ethnicity. Non-whites had
at least twice the activity rates of whites for both
business and social enterprise startups, except
for social enterprise startup attempts in Scotland,
where they were identical. Only Scotland, Wales
and the North-East of England had no significant
differences in social enterprise startup attempts

between whites and non-whites.

Therelationship betweenin-migrationto Scotland
(or to another regjon of the UK) and attempts to
start businesses and social enterprises is shown
in Figure 20. They show that recent in-migrants

tend to have the highest rates of activity.

Characteristics of social
enterprises

The Scottish "up and running" social enterprises
identified in the survey ranged from educational
enterprises (26% of the sample) to social work
enterprises (12.5%) to food production and
catering (12.5%) to entertainment (12.5%)
to a wide variety of service and consultancy

organisations.

The proportion of people trying to start
versus running a business or social enterprise
suggests it may be more difficult to get a social
enterprise off the ground and that starting social
enterprises is a relatively recent phenomenon.
As the state withdraws from certain activities it
has traditionally engaged in, this creates niches
for social enterprises to fill. However, this is

a difficult, highly political market, and social
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enterprises tend to have many stakeholders,
making it difficult to take rapid decisions. The
owners of new businesses, however, can change
strategy rapidly to survive. In both Scotland and
the UK, one up-and-running social enterprise
appeared to exist for every 5 owner-managed
businesses in existence. The median year of
founding of social enterprises reported by social
enterprise managers was 2000". The equivalent
median year of founding of businesses reported

by their owner managers was 1995.



Figure 21. Reported employment by existing
owner-managed businesses and social
enterprises in Scotland

Source: 2003 Scotland GEM survey
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Figure 22. Reported employment by existing
owner-managed businesses and social
enterprises in UK

Source: 2003 UK GEM survey
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There is also some evidence that once social
enterprises do get started, they are more likely
to grow significantly in terms of employment
than owner/managed businesses. This seems to
hold for both Scotland and the UK, as shown in
Figures 21 and 22. This would fit with their social
role. However, while 29% of social enterprises in
the UK sample employed 20 or more people, only

12% of Scottish social enterprises did so.

Slightly more than half of the people managing "up-
and-running” social enterprises in the population
survey reported that the enterprise received half
or more of its funding from public sources (55%
for Scotland versus 51% for the UK). However, the
Scottish social enterprise base appears to get more
ofits funding from sales than UK social enterprises
as a whole. Two-thirds of the Scots and just over
half of the UK social enterprises obtained at least
some revenues from sales of products or services.
Of these, over 60% of the Scots social enterprises
and over 50% of the UK social enterprises obtained
at least half of their revenues from sales. Similarly,
over one third of the Scots social enterprises and
over aquarter of UK social enterprises obtained at

least 90% of their revenues from sales.

Key Informants

The views of social enterprise key informants
generally accord with the picture of social
enterprise in Scotland painted by the population
survey data. When asked to relate factors that
contribute towards social enterprise activity
in Scotland, experts were animated, pointing

towards “examples of successful credit unions
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in Scotland which until recently were not found
anywhere else in Britain” and the fact that
“Scotland has a tremendous record of communal
activity”. In addition, the establishment of a social
enterprise academy to introduce action learning
for entrepreneurs and their peers was considered

to be beneficial by a respondent.

On the other hand, they felt that a disapproving
attitude in Scotland towards 'business' and
‘individual’ wealth creation, fuelled by an economic
and social history of community activism and
socialist spirit, has led to social enterprises having
a limited outlook in terms of self sufficiency and
growth. One expert considered that most of the
voluntary sector is "not engaging in the market"
and that this is a barrier to social enterprise. As
another key informant put it, “the [problem with]
the voluntary sector is that it is in the poverty
industry because what they spend most of the
year worrying about is how to raise money to

keep themselves in jobs".

Deficit funding and grant-based dependency
inducing methods of financing, and the relative
scarcity of mergers and acquisitions in the not-
for-profit sector, were also believed to limit social

enterprise in Scotland.

"Encouraging Social Enterprises to merge would
possibly make part of the sector more efficient
and would paradoxically make them more
entrepreneurial because they would then be in a
positionto look at new market opportunities whereas

at the moment they are in survival mode."
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Several informants suggested that there was
insufficient non-discriminatory support from
organisations whose primary objectives are
actually enterprise finance or enterprise support,
and that this also limited entrepreneurial activity.
One questioned whether the Scottish Executive
believed in social enterprise, although this was

aminority view.

Boosting social
entrepreneurship in Scotland
To conclude, a picture emerges of a social
enterprise sector in Scotland that in many ways
complements the business enterprise sector.
Certain people who are underrepresented in
the business enterprise sector (for example
students, young adults, women, retired people)
are actively engaging in social enterprise. There
are similarities between business and social
entrepreneurs too, such as the effect of income,
immigration, and education on enterprising
activity rates. Scotland seems to produce fewer
significant-sized social enterprises than the UK
as awhole. Scottish social enterprises appear to
raise more of their income from sales than their
counterparts in the UK. More detailed research,
perhaps studying the finances of a sample of
matched pairs of social enterprises in Scotland
and England, would uncover the reasons for

these differences.

This points to one of the paradoxes of social
entrepreneurship: a social entrepreneur's main
potential funder may be the very agency that has

failed to cater for the local need that sparked the
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idea of the social enterprise in the first place. This
unhappy situation can and does result in difficult
relationships, including a less than respectful
attitude onthe part of the social entrepreneur, and
game-playing and obstruction by public servants.
It is no wonder that social enterprises appear to
be less likely to convert their dreams into viable
entities than their business counterparts. They
face more difficult challenges — and need to be
very innovative to overcome these. While many
Scottish leaders of social enterprises hesitate to
callthemselves entrepreneurs, itis clear that they
must be able to practise entrepreneurship —and

well - to survive and grow.

Our key informants felt that more could be
done to positively support this sector in a
way that would encourage the emergence of
strong regional or national social enterprises
with proven social enterprise models and more
professional staff. Given the many public sector
vested interests in Scotland, it may take private
sector venture philanthropy, the social enterprise

equivalent of venture capital, to achieve this.

i There were only 45 students in the Scottish sample.
None of them said they were trying to start a business.
However, 2 said they were trying to start a social
enterprise. With so few students in the sample, this
result is subject to a wide margin of error. The very
large UK sample confirms however that students are
more likely to start social enterprises than businesses.

The definition of year of founding used this year is not
ideal for social enterprises, and this may have affected
the result.



Context

Given Scotland's low background rate of
entrepreneurial activity, and the relatively high
proportion of Scotland's R&D conducted in
Scottish universities', the Scottish Executive
has targeted university spinouts as an important
source of newtechnology and knowledge-based
companies in Scotland'. Spin-outs are companies
established with university intellectual property,
and in which the university has some equity
or royalty interest. A spinout is often a better
option than licensing to an existing company,
since a spinout has no incumbent resource base
that would be threatened by the introduction of

the new technology.

The Scottish Executive's recent Review of
Higher Education in Scotland suggests that it is
not convinced that the university sector is fully
committed to knowledge transfer:

"The commercialisation of research is central to
the Executive's strategy for a smart, successful
Scotland. This review found some continued
questioning of the value of this activity by
institutions and still some reluctance to regard
it as a fundamental role for higher education
- although the most recent HE-BI survey...
provides strong evidence that attitudes are
more positive in Scotland than elsewhere

il

in the UK towards knowledge transfer.

Accordingto our experts, all Scottish universities
are increasingly pursuing ways of exploiting the
technology and intellectual know-how created

through their research and other knowledge-
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generation activities. Several internal and

external drivers have fuelled this trend.

At a time of increasing financial pressure for
universities, exploitation of university-generated
intellectual property (IP) through patenting and
subsequent licensing, and the sale of equity in
spinouts, was seen by some universities to offer
the potential to generate strong financial returns.
However, the experience of universities with long
histories in this area, for example Strathclyde in
Scotland, and MIT in the US, is that this is
an unpredictable and relatively insignificant
revenue earner for the university, and cannot
be expected to make up shortfalls in income
from elsewhere. The total income generated by
Scottish universities from "all intellectual property
commercialisation activities" in 2000/01 was £4.6
million. The cost to the universities of intellectual
property protection in 2000/01 (almost certainly
an underestimate) was £1.3 million. The net
benefit (£3.3 million) represents about one third of
university income from formal consulting activities
and around 1% of total research funding for the

Scottish university sector®.

A second driver comes from the role that
universities wish to play - or that their
stakeholders wish them to play - in generating
benefits to the economy, be it on a local,
regional or national scale. Licensing of IP to
local established companies or a new spinout
business creates direct benefits in for example
employment creation and increased demand for

local business services.



Table 2. Map of influencers on knowledge
transfer decision-making in Scottish
universities

Internal influencers

University management

Thirdly, some spinouts have tremendous
potential for contributing to the social good. For
example, Cyclacel was founded by Professor Sir
David Lane of the University of Dundee to bring

the benefits of his cancer research to humanity.

Fourthly, the ability to manipulate a new
technology is often tacit and difficult to license.
As these skills are often possessed by a few
university researchers on short term contracts,
getting involved in a spinout is increasingly seen
as an alternative and potentially attractive career

for these individuals.

Approaches to commercialisation
Although all Scottish universities have a
formal commercialisation strategy', the
approaches taken vary, from hands-on and
heavily controlled to much more open and less
controlling. Once IP with commercial potential has
been recognised, decisions need to be taken as
to how to treat it. Patenting grants the university
monopoly commercialisation rights for a fixed

time period and within set jurisdictions, but is an

The decision External influencers

UK Government

Academic faculty

Scottish Executive

Heads of Department

Technology Transfer Office

University Commercialisation Committees

Knowledge creators (staff or students)

SHEFC
Spinout Research Councils
or Research Trusts
License? Scottish Enterprise

Entrepreneurship Centres

Local companies

Scottish Institute for Enterprise

Foreign companies

Entrepreneurs
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expensive process. Someinstitutionsadoptapolicy
of being very selective in what is patented while
others patent asizeable number of developments
on the basis that prospective exploiters will have
the opportunity to identify potential options for
the knowledge/technology.

Decision-making is complicated by the fact that
each situation is unique, and there are many
stakeholders (see table 2). Most universities
have long-term principles that should guide
their commercialisation process. However, our
experts agreed that short-term departures from
these principles do occur due to the influence
of powerful senior administrators or academics

orfinancial pressures, or changes in government

policy.

In most cases, universities retain ownership rights
overtheir IP and grant licences for exploitation on
an exclusive or non-exclusive basis. Investors in
ventures exploiting university IP normally want
the business in which they invest to own the IP.
Technology ownership reduces the downside
risk for the investor, as patents can be sold on
if the venture fails. The desire to own the IP is
particularly strong in the case of venture capital
investors. However, universities recognise
that any technology may have multiple market
applications, and that it is unlikely that any single
business enterprise will have the vision or ability
to exploit any technology to its full potential. By
making patents on a technology over to ayoung
firm, the university is lowering both its own upside

gain andthat of the society at large (assuming the
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university has the capacity to bring the technology
to the notice of potential commercialisers, of
course). This often causes conflicts between

universities and venture capitalists in Scotland.

Performance

Table 3 shows that Scotland performs in line
with the UK, Canada and the US in the number
of spinouts produced per university per annum.
Scottish and UK universities produce on average
4 times as many spinouts per million dollars of
research income as the AUTM sample of
relatively research-intensive US universities,
and twice as many as Canadian universities and
research institutions. Per million research dollars,
Scottish and UK universities produce at least as
many licences per million dollars of research

income as US universities.

The balance of spinouts created to licence
income is differentin North America and the UK.
The Lambert Review calculated that nine new
university technologies are licensed for every
spinout that is formed in the US, compared to
only 4inthe UK"'. This should not be interpreted
as a failure on the part of UK universities to

engage in licensing, however.

Estimating the benefits of licensing versus
spinouts is not straightforward. The 2001 HE B-I
survey, released in March 2003, estimated that
US universities sampled by AUTM generated
licence income of 4.3 % of their research
expenditure, compared to only 0.6% from

UK institutions, a seven-fold difference. The
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calculation however was made using US statistics
forthe 2000 fiscal year, and income from sales of
equity in spinouts for the US but not for the UK,
where it provides a particularly high proportion of
gross licence income. As Table 3 shows, a more
equivalent comparison, which includes research
expenditure for 2001 and income from equity
sales in the US, Canada and the UK, generates
estimates of 3.2%, 2.3% and 1.4% respectively,

or atwo-fold difference.

Inthe stock price bubble years of 2000 and 2001,
equity sales inthe AUTM US samples accounted
foraround 10%of grosslicenceincome, compared
with more than 65% in the HE B-I surveys*'. The
typical percentage in the AUTM survey (years
1996-1999 and 2002) is less than 5%. Income
from equity sales dropped significantly in 2002.
Nevertheless, for research-intensive universities,
equity sales can be not insignificant. In 2001, UK
universities sold spinout shares worth £30 million,
or 73.5% of gross licence income for that year*".
In 2003, the University of Edinburgh's spinout
Wolfson Microelectronics floated on the main
Stock Exchange at a value of £213 million.
Admittedly, the University's share ownership has
been progressively diluted through successive
funding rounds, but clearly this Scottish spinout

has developed into a significant industry player.

Inrecentyears, an innovative set of programmes
has been developed in Scotland to increase the
quantity and quality of university spinouts in
Scotland still further. These include financial

aid schemes that traverse the commercialisation
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Table 3.

International Comparison of

University Spinout Companies created in
2001 and 2002

process, including Proof of Concept,
Synergy, SMART and the Scottish Enterprise
Co-investment Fund, and intensive commercial
training and mentoring programmes for
researchers such asthe Royal Society of Edinburgh
Enterprise Fellowships and the Scottish Enterprise
Network High-Growth Start-up Programme™.
The finance schemes are designed to address

perceived market failure in private sector funding

of research with commercialisation potential.

Indicator us US Canada Canada UK UK  Scotland Scotland
2001" 2002' 2001 2002'2 2001 2002° 2001° 2001°

No. of Universities 142 156 27 33 158 125 8 17
Sponsored research expenditure 27,560 31,696 [ 1,799 |2,052 |[4,468 |n.a. 398 514
(SMy”
Sponsored research expenditure 194 203 67 62 28 n.a. 50 30
per university (5M)
No. of spinouts created 402 364 69 49 248 158 19 37
No. of spinouts per university 2.8 2.3 2.6 1.5 1.6 13 24 22
Sponsored research expenditure 68.6 87.1 26.1 419 18.0 n.a. 20.9 13.9
per spinout company created ($M)
No.of spinouts per $100M 15 1.2 38 24 5.6 5.0 4.8 7.2
research income
% contribution of spinout share 10.1 1.6 243 43 73.5 233 na. n.a.
sales to gross licence income
No. of new licences awarded 3300 (3739 |333 362 728 648 n.a. 107
No.of new licences per university | 23.2 24.0 12.3 11.0 4.6 5 n.a. 6.3
No.of new licences per $10M 12 12 1.9 1.8 1.6 2.1 n.a 1.9
research income
% of new licences going to spinout | 16.5 14.6 21.0 13.9 n.a. 21 n.a. n.a.
companies
No.of new licences per new 8.2 10.3 4.8 74 29 3.8 na. 2.9
spinout company
Sponsored research expenditure 8.4 8.5 5.4 5.7 6.1 n.a. n.a. 5.1
per licence awarded ($M)
Gross licence income (SM) 868.3 [997.8 |42.1 328 62.1 n.a. na. na.
Licence income as % of sponsored | 3.2 3.1 23 1.6 14 1.1 n.a. n.a.
research expenditure

'US and Canadian data from AUTM Licensing Survey Financial Year 2002. www.autm.net ? Canadian data includes
5 hospital/research institutes *Higher Education Business Interaction Survey 2000-01 London: HEFCE. (98% of
UK universities) “UK University Commercialisation Survey: Financial Year 2002. Nottingham: AURIL/NUBS/UNICO.
(Relatively research intensive universities) °Research Intensive Universities only (data courtesy of Bob Smailes,
University of Edinburgh) °Higher Education Business Interaction Survey 2000-01 Results for Scotland. London:
HEFCE. UK and Scotland 2001 data: sterling dollar exchange rate of 1.5151 (as used by HEB-I 2001 survey)
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The training schemes are designed to address
a perceived lack of commercial skills among
researchers. Generally, our key informants were
positive about these programmes. Most of these
programmes have been started or scaled up in
2002 and 2003, and despite the drop in spinout
numbers across the UK in 2002*this should show
up inincreased numbers of spinouts in the short
to medium term unless policy shifts undermine

them. It is to this we now turn.

Policy

The Lambert Review of business-university
collaboration, published in December, stated:
“There is a strong view from both business and
universities that in recent years the balance of
commercialisation activities has moved too far
towards spinouts, driven by the availability
of University Challenge Funds and an undue
emphasis on the part of Government on spinouts

as a source of employment creation. ™.

The Scottish Higher Education Funding
Council (SHEFC) also indicated to universities
in December that "activities carried out for the
public good will be weighted more highly than
activities carried out primarily for financial gain”
in the reward of knowledge transfer activities.
Incometo universities from "venturing activities"
(i.e. income from spinouts) will rank lowest in
priority, i.e. rank after licensing income, in the
allocation of the Knowledge Transfer Grant
for 2004/05. This grant rewards knowledge
transfer by universities, and is likely to affect

their technology transfer policies.



This apparent shift in policy should give cause for
concern. Firstly, it goes against research inthe US
that demonstrates that:

“start-up companies make substantially greater
investments in new technologies than either
existing small companies or large companies and
so have the greatest positive economic impact. ™"
Indeed, the AUTM 2002 survey appeared to view
the US mix of spinout to licensing as inferior to
that of Canada from a public good perspective™.
Secondly, spinouts are themselves a significant
source of licensing. 15% of US university licences
and 21% of UK university licences were granted
to spinouts in 2002, Thirdly, licence income
is rising rapidly in the UK anyway. The NUBS
Survey recorded a 21% rise in licence income
between 2001 and 2002 in its like-for-like sample

of 75 UK universities™'.

It appears that the full benefits of spinouts are
not being recognised in the current UK debate,
and there is a danger of babies being thrown out
with the bathwater. By curtailing spinouts, licence
income will also suffer. The evidence suggests
that spinouts should be accorded at least equal
weighting to licensing to existing firms in the
distribution of knowledge transfer funding,
alongside measures to encourage quality team
formation and broadcasting of information on
technologies. Broadcasting facilitates market pull
rather than technology push; it helps to increase
both the quantity of licence opportunities and
stronger market-based spinouts by attracting
individuals who can see connections between

the potential in a technology and potential in a
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market (see below).

In summary, the issue for Scotland is more
fundamental than calculating a simple trade-off
between licences and spinouts. It is about how
to influence university research so that it fosters
entrepreneurial skills, opportunity recognition
and competence development in the wider
economy. Spinouts are one, potentially valuable
manifestation of the process of engagement
between universities and industry. We now turn
to the question: how can more value be created

through spinouts?

Maximising the Benefits of
Technology

Although academic research has established
that exploitation of university IP through the
creation of spinouts rather than pursuing
the licensing route may be superior from a
public good perspective, in practise many
Scottish spinouts are low potential technology
consultancies rather than substantial product-
driven enterprises™. Several key informants
noted that in contrast to the US, many spinouts
in Scotland are led by research and/or teaching
staff, rather than by business people. They tend
to be technology — push companies rather
than market — pull companies. Academics who
build careers within universities have made a
positive choice to advance knowledge within
their discipline rather than enter the commercial
world. This is a significant drawback when it
comes to identifying and exploiting market

applications of particular technologies.



Opportunities are best identified through contact
with the market or potential market. Most (but
not all™) academics have little or no opportunity
to gain knowledge that would make them well
placed to spot market opportunities. This is
apparent, for example, in the slow progress that
many Scottish Proof of Concept projects made

in writing commercialisation plans in 2003.

Secondly, researchers typically lack not just
market awareness but also commercial expertise.
Our interviews confirmed that some academics
who stepped outside and started companies have
learned the hard way about hard-ball investors

and the cut-throat nature of the marketplace.

A third issue noted by key informants was that
where academics do spin out, they may take with
them the team of researchers who developed
the technology. This can result in the hollowing
out of skills and expertise in the academic
department, and disclosure complications for

remaining staff.

In the UK, incubators and entrepreneurship
training have helped to some extent to offset
a relative lack of commercial expertise among
academics leading spinouts. However, several
key informants agreed that more effort should
be put into creating mixed executive teams
of researchers and those with commercial
experience, who could include ex-patriates with
an entrepreneurial background. Universities'
alumni are potentially a rich source of suitable

team members. If communication systems could

be set up to make these human connections,
this could leave senior academics in university
as a source of further spinouts, bring market
awareness to the new ventures, speed time to
breakeven and make them much more attractive

to growth funders.

Despite the efforts of technology transfer
offices, too much leading edge technology,
developed in Scottish universities, is being
left on the shelf because the world does not
even realise that it is there. There is a strong
public good case for a pro-active, multi-media
"Scottish Technology Review™* to be founded,
modelled on the MIT Technology Review but
surpassing it (and the existing web-based
Scottish Research Information System) in
aggressively placing Scottish technology stories
in all media, world-wide. This media-feeding
role is something that could be funded by the
new Intermediary Technology Institutes as a
joint effort, perhaps led by a technology-savvy

journalist who could be based at a university.
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consultancies can evolve into "hard" companies.

Initiatives such as the Knowledge Transfer Programme
(formerly Teaching Company Scheme) are one way of
opening market possibilities to academics.

This was suggested by Gavin Don.
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Table 4. % of nascent entrepreneurs in
Scotland and the UK reporting sources of
expected and secured startup funding
Source: UK GEM2003 population survey

This year, all respondents were asked the
question: excluding money from family and
friends, would a lack of external funding
prevent you from starting up a business? There
is no difference between the proportion of
Scots saying yes to this question and those in
the rest of the UK (57% versus 56%)'. However,
only 33% of all Scots interviewed thought that
there were adequate sources of funding for
business startups in the region, compared with
39% across the UK. And 53% of Scots nascent
entrepreneurs expected to pay all the startup
costs personally, compared with only 43% of UK

nascent entrepreneurs.

Atfirst sight, then, lack of external finance can be
a major barrier to business startup activity, and
this barrier seems more substantial in Scottish
minds. But is this barrier real or imaginary? 34%
of the Scottish startup entrepreneurs surveyed
required only £500 or less to start their business,
50% required £10,000 or less, and 85% required
£20,000 or less. There are no systematic
differences in these amounts by age or gender,

and they are relatively small amounts of money.

Finance for Startups in Scotland

Finance for entrepreneurship in general, and the
low levels of informal investment in Scotland in
particular, have been a recurring theme of the
past three GEM Scotland reports. This year,
additional questions have been asked in the
GEM UK survey of all nascent entrepreneurs' and
owner/managers of baby businesses (those up to
three and a half years old) and owner/managers
of more established businesses. They were
asked if they had secured finance from different
sources, if they had failed to secure finance from
these sources, and if they had failed, what were
the reasons. The results are detailed below for
the Scottish sample and, for comparison, for the

full UK sample.

First, however, it is instructive to see where
nascent entrepreneurs believe the funding for
their new business will come from. They were
asked to state from what sources they had
received or expected to receive funding. The
results for Scotland and the UK are compared
in Table 4. Nascent Scottish entrepreneurs are
around 20% less likely to seek funding from family
or banks and 70% less likely to seek funding from

individuals who are not family.

Startup funding from: Scotland UK
Close family members 16 24
Other kin or relatives 9 7
Work colleague 2 10
Employer 5 6
Friends, neighbours 0 7
Banks, financial institutions 35 43
Government programmes 21 23
Any other source 18 17

:9
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% secured

% failed to % Success rate

Funding type this type secure this for this type of
of finance type of finance finance

Entrepreneur type Nasc.| Baby | Est. | Nasc.| Baby | Est. | Nasc.|Baby | Est.
Friends & family 16 12 20 4 4 2 88 | 100 | 100
Individual investor 4 4 7 6 4 4 50 40 67
Unsecured bank loan 3 19 25 4 0 6 33 | 100 95
Bank overdraft 8 28 55 4 2 7 60 | 100 96
Non-bank unsecured loan 6 0 8 2 4 0 | 100 0 | 100
Mortgage or other secured loan 3 21 4 4 1 33 33 95
Equity or venture capital 0 6 2 0 1 0 | 100 | 83

Table 5. Success and failure in securing
funding by owner/managers of nascent, baby
and established businesses in Scotland
Source: UK GEM2003 population survey

Table 6. Success and failure in securing
funding by owner/managers of nascent,
baby and established businesses in UK
Source: UK GEM2003 population survey

% secured

Tables 5 and 6 list secured and failed sources
of finance as reported by owner/managers of
nascent, baby and established businesses for
Scotland and the UK. A "success rate", or the
number of entrepreneurs who secured a type
of funding as a percentage of all those who
attempted to secure that type of funding is
also shown'". This data shows that the success
rate goes up as the businesses become more
established. It also shows that the success rate
for friends and family is highest, next comes
secured bank loans and overdrafts, then

unsecured loans, and less again for equity type

investments from individuals or venture capital.

% failed to % Success rate

Funding type this type secure this for this type of
of finance type of finance finance

Entrepreneur type Nasc. | Baby | Est. | Nasc.|Baby | Est. | Nasc.| Baby | Est.
Friends & family 12 20 24 3 3 1 79 88 98
Individual investor 5 8 6 3 5 2 75 66 77
Unsecured bank loan 8 17 21 6 8 5 46 72 75
Bank overdraft 21 28 47 8 6 7 68 89 97
Non-bank unsecured loan 5 5 7 3 3 2 84 66 85
Mortgage or other secured loan 10 13 19 4 2 4 61 92 94
Equity or venture capital 3 4 3 4 2 2 45 70 68

:Q

One feature of this data is that the proportion
of baby business owner/managers who had
secured friends and family funds was 20%
across the UK but only 12% in Scotland. This
is consistent with the relative expectations of
Scottish and UK nascent entrepreneurs outlined
in Table 4. However, there is little difference in the
failure rates between Scotland and the UK. This
suggests that fewer Scottish entrepreneurs are
asking, and not that more Scottish entrepreneurs
are being rejected. In fact, the failure rates are
very low in Scotland and the UK. The Scottish
sample is small, and this carries with it the
possibility of error. However, the UK sample is
large, with about 600 nascent entrepreneurs,
600 baby business owner/managers, and over
1000 established business owner/managers.
It can therefore be expected to be reasonably

representative of the population as a whole.

The table reveals a preference for debt over
equity as a means of external funding. Debt also
had higher success rates than equity, whether

from individuals or institutions.

Those who had failed to secure funding were
asked why they had failed by agreeing or
disagreeing with a set of eight possible reasons.
Table 7 showthe percentage of UK nascent, baby
and established business owner/managers who
agreed with each reason for bank overdraft,
equity or venture capital, and individual investors.
(The Scottish sample was too small to assess in
this way). They show systematic differences

between institutional and individual investors and
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between debt and equity providers, and changes
in reasons for rejecting funding requests as the

businesses became more established.

Funding type Bank Equity or Individual
Overdraft Venture Capital Investor
Entrepreneur type Nasc.| Baby | Est. | Nasc.|Baby | Est. | Nasc.|Baby | Est.
Not investor ready 17 12 15 9 0 6 45 14 20
Nature of business 39 29 33 17 64 61 52 30 48
Inadequacies of business plan 35 12 12 4 7 28 52 33 29
Business too small 34 | 30 | 27 | 44 7 18 57 39 | 38
Fear of debt 27 | 30 | 33 13 7| 5 | 19 | 33 | 25
Unwillingness to share ownership| 29 | 21 37 4 0| 28 10 11 29
Cost of finance too high 25 | 24 | 37 13 7| 28 | 24 | 29 | 43
Weak management team 6 3 8 35 29 12 10 4 19

Table 7. Reasons for failure in securing
funding by owner/managers of nascent,
baby and established businesses in UK
(% of owner/managers agreeing)

Source: UK GEM2003 population survey

Many different reasons for rejecting overdraft
requests were given, with only "weak
management team" agreed by less than 10%
of respondents. By contrast, answers to equity
capital and individual investors were more

focused.

Bankers set more store by the business plan
and the nature of the business for nascent
entrepreneurs. For more established businesses,
bankers were worried about levels of debt and
the state of the balance sheet, and the need for
more equity. Forinstitutional equity and individual
investors, the small size of the nascent business
was the primary reason for failing to get funded.
Equity investors were also more concerned
about the adequacy of the management team,
while individual investors were concerned that
the business plan was poor and the nascent
business was not investor ready. As businesses

became more established, equity investors and
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individual investors failed to fund primarily
because of the nature of the business, but also,
for more established businesses, because of debt
levels (equity investors) or the cost of funding

(individual investors).

Table 7 suggests that relatively few entrepreneurs
failed to secure funding because in their
opinion the cost of finance was too high. The
entrepreneurs perceived that the nature of their
business was a major stumbling block for both
equity investors and individual investors, and
was also important for nascent entrepreneurs
seeking bank overdrafts. Other major themes
were existing levels of debt. It appears that the
relatively few entrepreneurs who reported failing
to secure certain types of funding, failed mainly
forinternal reasons or problems of matching with

suitable investors.



Lessons for entrepreneurs

Equity and individual investors typically invest
in businesses they know something about. The
solution for entrepreneurs who get rejected by
theseinvestorsisto shop around. Indeed, some
in our sample did so and were successful. The
success rate for established businesses for
both individual investors and equity capital
was around 70%. Considering that our experts
believed 2003 to be a venture capital famine
in Scotland (but one where some movement
was being detected by year end), these are
surprisingly good success rates. We were,
of course, sampling the survivors. The 2% of
the UK sample (1.3% of the Scottish sample)
who shut down their businesses in the past 12

months do not feature in this data.

Despite the generally high success rates, only
50% of Scottish nascent entrepreneurs, 20%
of baby business owner/managers, and 20%
of established business owner/managers felt
there are adequate sources of external startup
funding in their region. The equivalent figures
for the whole UK survey were 47%, 44% and
35%. The lower rate for baby business and
established owner/managers in Scotland
should give some cause for concern, as the
data do not justify this pessimism. In summary,
the data from GEM suggests that the lack of
funding issue may be at least partly perception
rather than reality. The experience of the
entrepreneurs interviewed is that those who
actively seek it have a relatively high chance

of getting it.
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i Poorer, younger people are however more likely to say
yes to this question.

i These are entrepreneurs aged 18-64 who are actively
tryingto start a business that they will own in whole orin
part and which has not paid wages for more than three
months.

i This measure controls for those who both failed and
succeeded with the same type of finance source.
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sl Scottish Entrepreneurship Policy
and Programmes Review 2003

Introduction

This chapter reviews progress and highlights
major new developments in entrepreneurship-
related policy and programmes in Scotland

during 2003.

Policy

In early 2003, the Scottish Executive accepted
all the recommendations of the Enterprise in
Education Review Group that had reported in
December 2002. In March the First Minister
and Deputy First Minister announced the
Scottish Executive's Enterprise in Education
Strategy. They also appointed Schools Enterprise
Scotland, the charity set up to raise and channel
£2.5 million of private and £2.5 million of public
money into enterprise education for primary
schools, as the Scottish Executive's principal
advisor on delivering the recommendations.
Scotland is now the first nation in the world to
have a comprehensive system of enterprise
education for pupils in all schools at both primary
and secondary level. As part of this programme,
a further £44m has been provided, including
£2m from the Hunter Foundation, for enterprise

education in schools.

In January 2003, the Scottish Executive issued
a "Review of the Scottish Executive's Policies to
promote the Social Economy". The conclusions
of the review are that "the Scottish Executive
is committed to supporting the growth of
the social economy”. Communities Scotland
(formerly Scottish Homes) was given overall

responsibility for promoting the sector, while
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Scottish Enterprise "should establish its position
in the social economy market as a provider of
services aimed primarily at organisations either
already close to commercial viability or with clear

ambitions in that direction”.

On the same day as the publication of the
report, the Executive's deputy social justice
minister Des McNulty announced a £6 million
funding package to support the development
of Scotland's Social Economy. The money was
intended to stimulate greater involvement of
social enterprises in areas such as housing,
childcare, care in the community and the new

deal.

Unlike England and Wales, no Scottish minister
has specific responsibility for this sector. Instead,
responsibility rests within the Communities
Ministry. The review concluded: "it now falls to
all interested bodies including the Executive,
local government, Communities Scotland, the
Enterprise Networks and, of course, social
economy organisations themselves, to take
this agenda forward and achieve the outcomes
towhich this review has pointed.” Following the
review, a steering group was set up to create an
action plan with 7 strands. By year end, despite
considerable discussion within the sector, the

action plan had not been published.

Throughout 2003, the Scottish Executive was
developing a policy for attraction and retention
of immigrants as a response to increasing

awareness of the effect of Scotland's declining
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population on the economy and on Scottish
society. Policy announcements were expected
early in 2004. It also issued a consultation
paper on personal bankruptcy law in Scotland,

following earlier changes in English law.

Programmes"

2002 saw the launch or re-launch of many
important entrepreneurship programmes. In
2003, these programmes began to have an effect
onreal businesses. Progress made is summarised

in the following paragraphs.

Support for Startups

In July 2003, the business information and
advisory services of Scottish Enterprise, the
Scottish Executive, Local Authorities and other
business development organisations were
revamped with the creation of Business Gateway,
designed as a one-stop shop for business people.
With over 40 outlets, Business Gateway dealt
with over 140,000 enquiries in 2003, most of
which came from nascent entrepreneurs. This is
around 66% of the "active" nascent entrepreneur

population at the time of the GEM survey".

An important feature of the new look Business
Gateway was the emphasis on the delivery of
services via the web, on www.bgateway.com.
This much-improved website included a range
of on-line management tools that can be used
by start-ups, including a Start-up Assessment
test, a Business Planner, start-up tutorials and
workbooks, and tools for interacting with advisers

and existing entrepreneurs.

:Q

The number of business startups formally
“assisted” by Scottish Enterprise in 2002/03,
at 8772, was 10% over target, with 36% being
female-owned startups. This represents exactly
half of the 17511 new businesses started
during this period as estimated by Scotland's
main clearing banks¥, and 14% of the nascent
entrepreneur population of around 63,000 at
the time of the 2002 GEM population survey.
The target for 2003/04 was 8,500 assists.
Local Enterprise Companies were also tasked
with providing business advisory support to
115 not-for-profit organisations which had the
potential for commercial trading in the 2003/04

fiscal year.

Access to Finance

Two new programmes and one revamped
programme, all launched in 2002, began
operating in earnest in 2003. The Scottish
Co-investment Fund, a £20m fund run by
Scottish Enterprise and financed by the Scottish
Executive, began investing in partnership with
15 private sector venture capitalists, business
angels and investment syndicates. The Business
Growth Fund provided £9m since 1999 to 120
companies as loan and equity investments of
between £20,000 and £100,000 to start-ups
and growing businesses. The Investment
Readiness Programme began providing advice
and financial support to companies requiring
professional help to improve the quality of
investment propositions, improving their ability
to secure equity investment. In 2003, over £1m

was provided to companies under this scheme.
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High Potential
Entrepreneurship

During 2003, the Scottish Enterprise Network
assisted 219 high-growth start-ups, withthe range
of support boosted by the launch of the Network
High-Growth Start-up Unit that concentrates on
supporting the creation of technology-driven
start-ups likely to generate significant valuation
over the medium-term. The target for this unit
is to generate 30 new companies, each capable
of achieving aminimum valuation of £5m, within
three years. After a year in operation, the Unit
has worked with 36 start-up teams, supported by
anetwork of entrepreneurs, expert advisers and
professionals drawn from the private sector.

In 2003, three Intermediary Technology Institutes
(ITls) were established in Life Sciences, Energy
and Communications Technologies & Digital
Media to "support the development of market-
focused, pre-competitive technology to high-
growth businesses using existing research
capacity™. Scottish Enterprise hired senior
management staff to each ITl and committed
funding of £450m to the ITIs over the next
ten years. It was intended that the ITIs would
leverage Scotland's existing significant research
base to increase new firm spinoffs and increase
university-industry interaction, complementing
existing technology commercialisation
programmes such as the Proof of Concept

Fund.
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www.scotland.gov.uk/library5/social/rose-00.asp.

Thanks to Brian McVey of Scottish Enterprise for
providing the statistical information for this section.

i Itis not possible at this time to estimate how long on

average individuals remain nascent entrepreneurs. The
total number of nascent entrepreneurs inany 12 month
period may be much greater, due to churning.

Committee of Scottish Clearing Bankers data on number
of new business relationships opened at the four main
Scottish clearing banks each year (from Q2 of one
year to Q 1 of the following year to align as closely
as possible to Scottish Enterprise's accounting year).
This is an underestimate of the total number of new
businesses, but it is difficult to state the extent of this
underestimate.

Scottish Enterprise Operating Plan 2003/04, p.4.



GEM)

2003

2003 was a banner year for entrepreneurship
policy in Scotland, with the commitment by the
Scottish Executive to aradical policy of enterprise
education across the Scottish school system.
Coincidentally, 2003 also witnessed an increase
in business startup activity, following the recovery
of opportunity perception last year, as economic
activity across the UK economy picked up. But
there is much more still to do, particularly in the
social enterprise area, and in attracting more

potential entrepreneurs to Scotland.

On December 18, Scotland's Registrar General
released 25 year predictions for the Scottish
population. These included a 4% decline in the
population, an 8% decline in the working age
population, a 20% decline in the under 16s, a
25% rise in pensioners, and a 61% increase in
those aged 75 or older. This is a demographic

time bomb for Scottish society.

A population decline of the magnitude and
nature forecast by the Registrar General would
cause huge problems of mismatch of supply and
demand in basic services such as education,
where demand will decline significantly, and
health care, where it will increase significantly.
Butit will also narrow the base of potential wealth
creators. As last year's GEM report showed,
population growth is a major predictor of new
business activity. It will be very hard to increase

entrepreneurial activity against these odds.

While family-friendly policies might help to

el ” GEM and Entrepreneurship
Policy in Scotland

stabilise the decline in the Scottish fertility rate,
they are unlikely to increase it to the replacement
level'. The only other "solution” to this time bomb
is immigration. First generation immigrants not
only directly add to the population, they tend to
have more children, and as discussed in chapter
3, they are more likely to start businesses as
well. The problem here is that huge numbers
of immigrants are needed, given the forecast
decline in the Scottish population of 210,000
over the next 25 years. In 2003, considerable
background work was being conducted
on developing a set of coherent policies on

immigration, for release in 2004.

Chapter 4 revealed how important social
enterprise is in Scottish society. 45% more Scots
said they were currently trying to start a social
enterprise than said they were trying to start a
business. Put another way, 4.5% of the sample
of 18-80year olds, equivalent to around 170,000
people in Scotland, said they were currently
trying to start a social enterprise. Many of these
will not be actively trying to start a business. But
this represents an important social phenomenon
and a potentially powerful force for good in

Scottish society.

In England and Wales, there is a designated
minister for social enterprise and a social
enterprise strategy". Unlike enterprise education
policy where Scotland arguably leads the rest of
the UK, social enterprise policy in Scotland has

lagged behind. It still effectively falls between two
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ministries (Communities and Enterprise & Life-
Long Learning) and two agencies (Communities
Scotland and Scottish Enterprise). This lack of
political visibility is surprising, since the GEM data
suggests that social enterprise seems to appeal

to more Scots than private enterprise.

The social economy is extremely fragmented,
but growing fast. One recent estimate put
employment in this sector at 70,000 to 90,000,
up from 45,000 in 1997'". By comparison,
employment in agriculture in Scotland in 2002
was 68,000". Progress in creating a coherent
strategy for this sector has been slow. This is a
difficult political issue for the Executive. But if it
is really serious about using the social enterprise
sector to improve social services, then it must

tackle local vested interests in the public sector.

Chapter 5 demonstrated recent policy shifts in
the encouragement of university spinouts. The
situation is now confusing. On the one hand,
Scottish Enterprise is to pour an unprecedented
£450 million over 10 years into the new
Intermediary Technology Institutes, which are
specifically charged with increasing knowledge
transfer by increasing high potential spinouts
from Scottish universities and other means.
The Deputy First Minister, Jim Wallace, stated
on March 18 at the launch of the Enterprise in
Education Strategy: "we are now focusing on
spinning ideas out of university labs into new
world-class companies”. Onthe other hand, new

guidance from SHEFC suggests that universities



should give lowest priority in knowledge transfer

to spinouts.

Recent British comparisons of university-industry
knowledge transfer, such as the most recent
HE B-I survey and the Lambert Review, appear to
underestimate the contribution that spinouts can
and do play in the technology transfer process,
and Lambert recommends a rebalancing away
from spinouts and towards licensing. Universities
deserve clearer guidance than this. They also
need external help to broadcast the capability
of technologies they develop. A cross-media
Scottish Technology Review, as suggested in
Chapter 5, perhaps funded by the ITls, could be

a useful step forward here.

Chapter 6 discussed the nature of financing
startups in Scotland. Scots are more likely to say
thatthere is ashortage of funding in their region,
but they also appear to be more reluctant to seek
funding from private individuals or institutions.
The consensus of expert opinion is that Scots are
more cautious about taking on debt than their
counterparts in the rest of the UK". This would
be one explanation for the anomalous nature of
new firm fundingin Scotland. The only source of
startup funding that Scots seem to take up at the

same rate as the UK generally is Government.

The Scottish Enterprise Co-investment Fund
and the revamped Business Growth Fund have
had a successful first year. But these funds are
for relatively large startups and young ventures

seeking finance of £20,000 or more. The gap now

is at the small end of the funding market: around
£10,000 with an upper limit of £20,000. In other
parts of the UK and in other nations, this would be
funded by family, friends and acquaintances, and
perhaps by small bank loans. It is very expensive
for large institutions to administer such small
amounts, and Government faces an additional
constitutional duty to protect the citizens' money

from fraud.

The Government could consider other
investment options that would appeal to Scots.
Rather than administering a small loan scheme
directly, it might consider supporting a social
enterprise such as PSYBT, which might be seento
be acting solely in the publicinterest, to extend its
successful loan programme beyond the current

remit of young adults aged 30 or less.

Chapter 7 suggests that Scottish Enterprise's new
entrepreneurship support programmes seem to
be getting off to a flying start. With the nascent
entrepreneurship population as measured by
GEM rising in mid 2003 to 93,000, the 2003/04
target for Scottish Enterprise "startup assists" of
8,500 seems somewhat modest, as does the
target of 115 social enteprise assists. The effort
now should be onincreasing quality and quantity
of delivery, with world class training of front line
advisory staff, and considerable expansion of
targets for services to nascent social and business

entrepreneurs.
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Appendix 1

The general model that provides the basis for
GEM is illustrated in Model 1. This model is
described at length in the annual GEM Executive
Reports, available at www.gemconsortium.org .
The model assumes that national economic
growth is a function of two distinct but
complementary economic activities: (a) those
associated with established firms — the top causal
path in the model - and (b) those related directly
to the creation and growth of new firms — the

bottom causal path in the model.

Established firms clearly make a major
contribution to economic growth and prosperity,
but variations in new firm activity may also explain
a significant proportion of the differences in
economic prosperity between countries. This
latter activity is the focus of the GEM research
project although the new FEA Index will assist in
estimating the contribution made by established

firms that are behaving entrepreneurially.

Model 1
Major
I national fi k conditions > tablished firms
« Openness (external trade) (primary economy) |
« Government (extent, role) "
- Financial markets (efficiency) GRS
- Technology, R&D (level, intensity) 9’°‘{"h
- Infrastructure (physical) (GDP, jobs)
* Management (skills) Micro, small and
- Labor markets (flexible) di firms
. « Institutions (unbiased, rule of law) (secondary economy)
Social,

cultural,

political

context Entrepreneurial framework conditions
« Financial | Entrepreneurial
« Government policies opportunities
+ Government programs >
o ;g;cationf& training Business
o transfer g
+ Commercial, legal infrastructure churnlng
« Internal market openness Entrepreneurial >
« Access to physical infrastructure N capacity
« Cultural, social norms - Skills

- Motivation
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The GEM model proposes that economic
growth is affected by Business Churning — the
birth, growth, decline and death of firms. The
amount of churning in an economy will be a
function of: 1) the emergence or presence of
market Opportunities and; 2) the Capacity of
people (i.e. motivation and skills) to create new
firms to pursue those opportunities. These
dynamic changes occur within a particular
context, referred to in the GEM Model as
Entrepreneurial Framework Conditions. These
key variables can vary in the short term, but are
influenced by a more stable Social, Cultural and

Political Context.

The annual GEM assessment involves four major
types of data collection. First, a representative
sample of at least 2,000 adults in each country
is surveyed to determine how many of them are
activeintryingtostartanewfirmorarethe owners
of an existing firm pursuing an entrepreneurial
strategy. Over 100,000 standardised interviews
were completed in 31 countries for GEM 2003.
Second, national teams complete interviews with
domestic entrepreneurship experts. In 2003
over 1,300 such interviews were completed
globally and 17 in Scotland. Third, experts
also completed a questionnaire that provides
a standardized measure of their assessments
of entrepreneurship in their nation. 1,300
questionnaires were completed globally and
26 in Scotland. Fourth, a wide selection of
standardized national data was assembled from
a variety of sources such as the World Bank,

United Nations, OECD, and IMF.
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