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3 Small businesses and productivity 

Summary
Small and medium-sized enterprises (SMEs) are crucial to the UK economy both for 
wealth creation and for the people they employ. Productivity growth is essential for 
promoting long-term economic growth and higher living standards. It is therefore vital 
that SMEs are given the best chance of succeeding and can contribute towards the UK’s 
productivity.

For an SME to succeed, being paid fairly and on time is key. Disappointingly, we found 
that bad payment practices have led to the failure of many SMEs and have prevented 
others from growing and improving their productivity. Efforts to address this, such 
as the Government’s Prompt Payment Code, have too often been ineffective. The 
Government should introduce a statutory requirement for companies to pay within 30 
days and give the Small Business Commissioner powers to fine those who pay late. It 
should also extend the Commissioner’s remit to cover the construction industry, where 
poor payment practices have been a problem, highlighted by Carillion’s treatment of its 
suppliers. Retention payments within the construction industry, while they have their 
place, have also been abused by many companies. Instead, independently managed 
project accounts should be introduced and only withhold money when there is a good 
reason to do so.

SMEs can also benefit from access to public sector procurement. Regrettably, the 
Government is on course to miss its target of awarding 33 per cent of all central 
government contracts to SMEs by 2022. We recommend that the Government should 
urgently set out how it will meet its target and ensure greater SME involvement in wider 
public procurement, and to protect SMEs from late payments, we also recommend that 
companies and their supply chains that bid for public sector contracts should pay within 
30 days or be prevented from bidding.

UK productivity is falling behind its competitors. The Government has acknowledged 
this in its Industrial Strategy and is considering how it can address the ‘long tail’ of 
unproductive SMEs. To tackle this, we recommend the Government reduces imbalances 
between SMEs in different regions and sectors and helps small businesses to better 
understand what productivity is, how it can be measured and then improved.

There are a myriad of policies and initiatives aimed at helping SMEs innovate, export 
and address productivity issues, some of which rely on EU funding. SMEs find this 
landscape difficult to navigate and they worry that funding will dry up when we are 
outside the EU. The Government should improve online support for SMEs and urgently 
explain how it will match EU funding. Local Enterprise Partnerships (LEPs) and Growth 
Hubs should play a crucial role in helping SMEs access national and local support. The 
Government should ensure that their support is consistent, accessible and adequately 
funded.

We found that SME management skills are uneven often because many lack the 
resources to invest in training or are unconvinced by the benefits. Intensive training 
programmes and peer-to-peer learning achieve results but are expensive and time 
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intensive. To reach more SMEs, the Government should explore how the lessons learnt 
from such programmes can be re-packaged into bite-size learning and how vouchers 
can help SMEs take up more intensive training.

Many SMEs lack basic digital skills, while others do not have the capacity to take 
advantage of new digital technologies, reducing their ability to become productive and 
innovative and allow their workers to reskill and upskill. Digital skills should be at 
the heart of business support and we recommend that the Government explores how 
financial incentives can be used to help SMEs invest in them.

While the UK remains a good place to start a business, it lags behind other states on 
the number of scale-ups: high growth companies that are productive, sustainable and 
deliver high quality jobs. We recommend that the Government ensures scale-ups have 
access to long-term finance and support in areas such as exports, management and 
digital capability and uses data to proactively support them. LEPs, Growth Hubs and 
online support should differentiate between and match the ambitions of both scale-ups 
and other SMEs.

Supporting SMEs to become more productive, whether they be ambitious scale-ups 
or companies that want to be more efficient, will help deliver wider prosperity and 
sustainable growth. However, the measures the Government have already introduced 
and those which we recommend in this report could be seriously undermined if our 
small businesses are not paid fairly or allowed to compete on an equal footing with their 
larger counterparts.
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1 Introduction - Small Businesses and 
Productivity

The Importance of SME productivity

1. The productivity of small businesses is important because of the key role they play 
in the UK economy. Small businesses account for 99.3% of all private sector businesses 
and small and medium-sized enterprises (SMEs) 99.9%. Small and medium businesses 
employ 16.3 million people (60% of all private sector employment) and have a combined 
turnover in the region of £2 trillion (52% of all private sector turnover).1 SMEs have also 
been a dynamic part of the UK economy in terms of their growth. Since 2000, the number 
of SMEs has increased by 2.2 million, an increase of 64%. By contrast the number of large 
businesses grew by only 4%.2

Defining Productivity and Small Businesses

Productivity in its simplest terms is the total output produced per input within an 
economy.3

A small and medium-sized enterprise is defined as a company that employs under 
250 employees. A small business is a company that has fewer than 50 employees and 
a micro business employs fewer than 10 people.4

UK Productivity and its ‘Long Tail’

2. UK productivity has been weaker than many of its G7 and OECD competitors and 
has worsened since the 2007–2008 downturn caused by the financial crisis.5 For some 
time, it has been accepted that part of this is due to the UK having a ‘long tail’ of low-
productivity firms, longer than many of our competitors and largely composed of small 
businesses.6 The Government has accepted that this is a key issue that needs addressing 
and launched a productivity review in May 2018 to address this.7

The BEIS Committee’s Inquiry into Small Businesses and Productivity

3. We decided to launch an inquiry into small businesses and productivity to examine 
some of the key problems that have been cited as causing low productivity and the potential 
solutions that might address them. This included: the availability of business support and 

1 BEIS, Business Population Estimates for the UK and Regions 2018, (October 2018). P 1.
2 As above, p 7. See also: Federation of Small Businesses, UK Small Business Statistics, (accessed 1 November 2018).
3 BEIS, Business Productivity Review, (May 2018), p 9. See also: OECD, Defining and Measuring Productivity, 

(accessed 1 November 2017); OECD, OECD Compendium of Productivity Indicators 2018, (2018), pp 9–10; 
House of Commons Library, Productivity in the UK, (November 2017), p 4–5. See also: Michael Mankins, Great 
Companies Obsess over Productivity Not Efficiency, Harvard Business Review, (March 2017).

4 House of Commons Library, Business Statistics, (28 December 2017), p 5.
5 See for example: Office for National Statistics, International comparisons of UK productivity (ICP), final 

estimates: 2016, (April 2018).
6 See for example: Gavin Jackson, Inside the project to fix Britain’s low-performing businesses, (August 2017); 

Andrew Haldane, Productivity Puzzles, Bank of England (March 2017).
7 BEIS, Business Productivity Review, (May 2018). The consultation closed on 6 July 2018 and the Government is 

currently considering the responses.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/746599/OFFICIAL_SENSITIVE_-_BPE_2018_-_statistical_release_FINAL_FINAL.pdf
https://www.fsb.org.uk/media-centre/small-business-statistics
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/712342/Business_Productivity_Review_call_for_evidence_.pdf
https://www.oecd.org/sdd/productivity-stats/40526851.pdf
http://researchbriefings.files.parliament.uk/documents/SN06492/SN06492.pdf
https://hbr.org/2017/03/great-companies-obsess-over-productivity-not-efficiency
https://hbr.org/2017/03/great-companies-obsess-over-productivity-not-efficiency
http://researchbriefings.files.parliament.uk/documents/SN06152/SN06152.pdf
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/bulletins/internationalcomparisonsofproductivityfinalestimates/2016/pdf
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/bulletins/internationalcomparisonsofproductivityfinalestimates/2016/pdf
https://www.ft.com/content/2ea375d2-8c98-11e7-a352-e46f43c5825d
https://www.bis.org/review/r170322b.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/712342/Business_Productivity_Review_call_for_evidence_.pdf
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advice, levels of management and digital skills and how they can be improved; support 
for small companies that want to scale-up and those that do not; payment practices that 
adversely affect small businesses; and, government procurement from small businesses.8 
It follows on from our previous inquiries on the Government’s Industrial Strategy,9 
which included a focus on small businesses and scale-ups and their role in improving 
UK productivity, and on Carillion,10 which highlighted the issue of late payments, and 
corporate governance with its wider consideration of the culture and behaviour of big 
businesses.11 Our inquiry was launched on the 31 January. We received 31 pieces of 
written evidence and held 4 evidence sessions between April and October 2018.12 The 
latter included sessions with the Small Business Commissioner Paul Uppal, academics, 
institutes, think tanks, small business owners from a range of sectors, the BEIS Director 
for Business Growth, and the Minister for Small Business, Consumers and Corporate 
Responsibility, Kelly Tolhurst MP. We also held one private evidence session with several 
small business owners on the issue of late payments. We are grateful to all those who 
contributed to our inquiry.

Treasury Select Committee Inquiry on SME Finance

4. We did not explore SME finance, as this was considered separately by the Treasury 
Select Committee which published its report on the 26 October 2018.13 It recommended 
that the British Business Bank and the Small Business Commissioner should play a key 
role in assisting SMEs by building awareness and understanding of the financing options 
available and that the Treasury should seek to identify why SMEs appeared unwilling to 
apply for finance, and how SMEs could benefit from long-term capital.14 The Treasury 
Committee pointed to the current inability of challenger banks to inject more competition 
and called for the Competition and Markets Authority to provide an update on progress. 
It also made several recommendations to help SMEs resolve disputes with lenders and for 
more progress to be made on open banking.15 We endorse the Treasury Select Committee’s 
recommendations, which complement the findings of our inquiry.

8 The Inquiry webpage can be found on the BEIS Committee website.
9 BEIS Select Committee, Industrial Strategy: First Review, (HC 616; March 2017).
10 BEIS Select Committee and Work and Pensions Select Committee, Carillion, (HC 769; May 2018).
11 BEIS Select Committee, Corporate Governance, (HC 702; April 2017).
12 Written and oral evidence can be accessed on the BEIS Committee website.
13 Treasury Select Committee, SME Finance, (HC 805; 26 October 2018). See also Close Brothers, The Power of 

Productivity Measuring, understanding and improving productivity for SMEs, (January 2018), Chapter 5, which 
discusses UK SME’s access to finance.

14 As above.
15 As above, pp 51–54. The Federation of Small Businesses published a Report in November 2018, which also called 

for more support on alternative finance options and on open banking. Federation of Small Businesses, Lack of 
growth finance holding back UK economy as Brexit draws near, say small firms, (November 2018).

https://www.parliament.uk/business/committees/committees-a-z/commons-select/business-energy-industrial-strategy/inquiries/parliament-2017/small-business-inquiry-17-19/publications/
https://publications.parliament.uk/pa/cm201617/cmselect/cmbeis/616/616.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmworpen/769/769.pdf
https://publications.parliament.uk/pa/cm201617/cmselect/cmbeis/702/702.pdf
https://www.parliament.uk/business/committees/committees-a-z/commons-select/business-energy-industrial-strategy/inquiries/parliament-2017/small-business-inquiry-17-19/publications/
https://www.parliament.uk/business/committees/committees-a-z/commons-select/treasury-committee/inquiries1/parliament-2017/sme-finance-17-19/
https://www.closebrothers.com/sites/default/files/CloseBrothers_The_Power_of_Productivity.pdf
https://www.closebrothers.com/sites/default/files/CloseBrothers_The_Power_of_Productivity.pdf
https://www.fsb.org.uk/media-centre/press-releases/lack-of-growth-finance-holding-back-uk-economy-as-brexit-draws-near-say-small-firms
https://www.fsb.org.uk/media-centre/press-releases/lack-of-growth-finance-holding-back-uk-economy-as-brexit-draws-near-say-small-firms
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2 SMEs and Productivity

What is productivity and why does it matter?

5. Productivity in its simplest terms is the total output produced per input within an 
economy.16 The OECD more specifically sees productivity as how efficiently inputs, such 
as labour and capital, are used to produce a given level of input.17 Raising productivity 
is a key Government priority and core to the UK’s Industrial Strategy: “By improving 
productivity while keeping employment high, we can earn more—raising living standards, 
providing funds to support our public services and improving the quality of life for all our 
citizens”.18 The Institute for Directors have also argued that increased productivity is the 
“only way to sustainably increase individual income—and ensure long-term economic 
growth, and improvement in living standards”.19

The UK’s overall productivity gap

6. The Office for National Statistics (ONS) has noted that UK productivity has not 
grown as expected for some time, including the first two quarters of 2018.20

Chart 1: Output per Hour and Output per Worker - Q1 1994 to Q2 2018

Page 5 of 14

Figure 1: Output per hour and output per worker

Seasonally adjusted, Quarter 1 (Jan to Mar) 1994 to Quarter 2 (Apr to June) 2018, UK

Source: Office for National Statistics

Figure 2 breaks down the growth in productivity between Quarter 1 (Jan to Mar) 2008 and Quarter 2 2018 into 
contributions from different industry groupings and an “allocation effect” due to changes in the share of output and 
labour in each grouping. All else being equal, stronger productivity growth in any given industry, or a movement 
of output and labour towards higher productivity industries, will tend to increase aggregate productivity growth, 
while the opposite would reduce it.

Non-financial services were the main positive contributor to productivity growth over this period, partly offset by 
negative contributions from non-manufacturing production and finance. The negative allocation effect – 
suggesting that output and labour have been moving away from higher to lower productivity industries in recent 
years – partly captures the falling share of output in mining and quarrying, which has among the highest levels of 
productivity of UK industry. This is partially a result of the falling reserves of oil and gas in the North Sea. 
Although negative for the period as a whole, the allocation effect was initially positive following the downturn, but 
turned negative in recent years.

Source: Office for National Statistics, Labour productivity, UK: April to June 2018, (October 2018), p 5

16 BEIS, Business Productivity Review, (May 2018), p 9.
17 OECD, Defining and Measuring Productivity, (accessed 1 November 2017). See also: OECD, OECD Compendium 

of Productivity Indicators 2018, (2018), pp 9–10. See also: Michael Mankins, Great Companies Obsess over 
Productivity Not Efficiency, Harvard Business Review, (March 2017).

18 BEIS, Industrial Strategy: Building a Britain for the Future, (Cm 9528; November 2017), p 6. See also House of 
Commons Library, Productivity in the UK, (November 2017), pp 9–10.

19 IoD, Lifting the Long Tail: The Productivity Challenge through the Eyes of Small Business Leaders, (October 
2018), p 5. See also: Andy Haldane, The UK’s Productivity Problem: Hub No Spokes, Bank of England, (June 2018), 
p 2; Andy Haldane, Productivity Puzzles, (March 2017), p 2.

20 ONS, Labour productivity, UK: April to June 2018, (October 2018), p 5.

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/bulletins/labourproductivity/apriltojune2018/pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/712342/Business_Productivity_Review_call_for_evidence_.pdf
https://www.oecd.org/sdd/productivity-stats/40526851.pdf
https://hbr.org/2017/03/great-companies-obsess-over-productivity-not-efficiency
https://hbr.org/2017/03/great-companies-obsess-over-productivity-not-efficiency
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/730043/industrial-strategy-white-paper-print-ready-a4-version.pdf
http://researchbriefings.files.parliament.uk/documents/SN06492/SN06492.pdf
https://www.iod.com/Portals/0/PDFs/Campaigns%20and%20Reports/Economy/Lifting-the-long-tail.pdf?ver=2018-10-10-101825-427
https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/the-uks-productivity-problem-hub-no-spokes-speech-by-andy-haldane.pdf
https://www.bankofengland.co.uk/-/media/boe/files/speech/2017/productivity-puzzles.pdf?la=en&hash=708C7CFD5E8417000655BA4AA0E0E873D98A18DE
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/bulletins/labourproductivity/apriltojune2018/pdf
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7. The ONS published figures in April 2018 that showed that the UK has had a 
productivity gap with the majority of its G7 competitors for some time.21

Chart 2: G7 Countries GDP per Hour Worked
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Source: Office for National Statistics, International comparisons of productivity, (April 2018).

Chart 3: G7 Countries GDP Per Worker 1995–2016
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Source: Office for National Statistics, International comparisons of productivity, (April 2018).

The ONS notes that amongst G7 countries, the UK has the largest “productivity puzzle”, 
in terms of why its productivity has taken so long to recover from the financial crisis 
(2007–08). While the difference between post-financial crisis productivity and pre-
financial crisis productivity in 2016 was 15.6 per cent for the UK, the average for the rest of 
the G7 was 8.7 per cent.22 This prompted Andy Haldane, Chief Economist at the Bank of 

21 Source: ONS, International comparisons of productivity, (April 2017). See also: Chris Gile, Britain’s Productivity 
Crisis in Eight Charts, Financial Times, (August 2018).

22 ONS, International comparisons of UK productivity (ICP), final estimates: 2016, (April 2018).

https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/datasets/internationalcomparisonsofproductivityfirstestimates/current
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/datasets/internationalcomparisonsofproductivityfirstestimates/current
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/datasets/internationalcomparisonsofproductivityfirstestimates/current
https://www.ft.com/content/6ada0002-9a57-11e8-9702-5946bae86e6d
https://www.ft.com/content/6ada0002-9a57-11e8-9702-5946bae86e6d
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/bulletins/internationalcomparisonsofproductivityfinalestimates/2016
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England, to refer to the period after the financial crisis as the “’lost decade’ and counting” 
in which UK productivity “essentially flat-lined”.23 He has questioned whether the UK’s 
productivity gap will ever be closed.24

8. The UK has also performed worse than many OECD countries in terms of labour 
productivity growth, with growth particularly weak in manufacturing:25

Chart 4: Labour Productivity before/after Financial Crisis -Annual Growth in GDP Per Hour Worked 
Manufacturing and Business Services

Source: OECD, OECD Compendium of Productivity Indicators 2018, (2018), p 17

9. In addition to the differing performances of the manufacturing and service sectors, 
the ONS has also noted that there are regional variations across the UK in terms of 
productivity per head. While London and the South East perform well above the 
overall UK average, regions such as the West Midlands, East Midlands, Yorkshire and 
The Humber, the North East, Northern Ireland and Wales are performing considerably 

23 Andy Haldane, The UK’s Productivity Problem: Hub No Spokes, Bank of England, (June 2018), p 2.
24 As above, p 3. See also House of Commons Library, Productivity in the UK, (November 2017), pp 12–15.
25 OECD, OECD Compendium of Productivity Indicators 2018, (2018), p 17.

https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/the-uks-productivity-problem-hub-no-spokes-speech-by-andy-haldane.pdf
http://researchbriefings.files.parliament.uk/documents/SN06492/SN06492.pdf
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below.26 These regional variations are the highest amongst OECD countries.27 This has 
been acknowledged by the Government and its increasing emphasis on ‘rebalancing’ the 
UK economy.28

Small businesses and the ‘Long Tail’ of UK productivity

10. Small businesses have become a focus for understanding why UK productivity is 
below most of its international competitors. Commentators have pointed to the ‘long tail’ 
of unproductive small businesses,29 which are acting as a drag on the rest of the economy.30

Chart 5: Distribution of Productivity by Firm, Size Density

6

Lifting the Long Tail: The productivity challenge through the eyes of small business leaders

5 Office for National Statistics, Understanding firms in the bottom 10% of the labour productivity distribution in Great Britain: “the laggards”, July 2017  
6 Ibid
7 Bank of England, Andrew Haldane, The UK’ Productivity Problem: Hub No Spokes, June 2018
8 Office for National Statistics, Understanding firms in the bottom 10% of the labour productivity distribution in Great Britain: “the laggards”, July 2017  
9 Confederation of British Industry, From Ostrich to magpie, November 2017
10 Enterprise Research Centre, Goldman Sachs, & British Business Bank, Unlocking UK Productivity, November 2015   

The ‘Long Tail’
There is no silver bullet. Any response must involve business leaders themselves as well as policymakers, and 
take into consideration both the firm-level behaviours and macroeconomic barriers to productivity growth. Yet, 
while there are numerous lenses through which the challenge can be analysed, assessing it through the 
perspective of business leaders offers a unique insight into the weak performance at the level of the economy.

In fact, despite being home to some of the highest performing multinational corporations, the UK has a particularly 
high proportion of less productive companies – also known as the ‘long tail’ – when compared with our international 
peers (Figure 2). Moreover, research by the Office for National Statistics shows there is greater variation within, 
rather than between regions and sectors for business productivity5, which suggest there are intrinsic challenges 
facing this ‘long tail’. The top performing quartile of corporates are roughly between two to five times more 
productive than the bottom6 and, since the crisis, the gap between the leading and lagging performers appears to 
have widened more in the UK in comparison to peer nations7.

These underperforming firms share a number of traits. They are typically smaller organisations (Figure 3)8, weak 
adopters of existing ‘best practice’ in management and technology9, and are less likely to engage in exporting and 
innovative activities10. 
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Data last updated in 2013.

Source: Institute of Directors, Lifting the Long Tail: The Productivity Challenge through the Eyes of Small Business Leaders, 
(October 2018), p 6.

For instance, the ONS have found that 90% of the firms in the bottom 10% of the labour 
productivity distribution–“the laggards”–were micro-firms employing less than 10 people.31 
In contrast, the top performing quartile of corporates are roughly two to five times more 
productive than the bottom quartile and this gap between such companies has widened 
compared to other countries, such as Germany and France.32 Moreover, the ‘long tail’ of 
unproductivity has been historical and pre-dates the 2007–08 financial crisis.33 This ‘long 
tail’ was acknowledged by the Government when it published its Industrial Strategy in 
November 2017:

26 ONS, Regional gross value added (balanced), UK: 1998 to 2016, (December 2017). The Regional GVA per head 
figures for 2016 are: UK (£26,339); London (£46,482); South East (£28,683); Scotland (£24,800); East of England 
(£24,041); South West (£23,091); North West (£23,068); West Midlands (£21,823); East Midlands (£21,185); 
Yorkshire and The Humber (£20,678); Northern Ireland (£19,997); North East (£19,218); Wales (£19,140).

27 OECD, Reducing regional disparities in productivity in the United Kingdom, (2018), p 8.
28 See: BEIS, Industrial Strategy: Building a Britain fit for the future, (Cm 9528; November 2017), pp 137–141;
29 See: Delphine Strauss, Is ‘long tail’ of small businesses to blame for poor UK productivity?, Financial Times, 

(August 2018).
30 IoD, Lifting the Long Tail: The Productivity Challenge through the Eyes of Small Business Leaders, (October 

2018), p 6.
31 ONS, Understanding firms in the bottom 10% of the labour productivity distribution in Great Britain: “the 

laggards”, 2003 to 2015, (July 2017), p 2.
32 IoD, Lifting the Long Tail: The Productivity Challenge through the Eyes of Small Business Leaders, (October 

2018), p 6.
33 Andy Haldane, The UK’s Productivity Problem: Hub No Spokes, Bank of England, (June 2018), pp 5–6.

https://www.iod.com/Portals/0/PDFs/Campaigns%20and%20Reports/Economy/Lifting-the-long-tail.pdf?ver=2018-10-10-101825-427
https://www.ons.gov.uk/economy/grossvalueaddedgva/bulletins/regionalgrossvalueaddedbalanceduk/1998to2016
https://www.oecd-ilibrary.org/docserver/54293958-en.pdf?expires=1528735576&id=id&accname=guest&checksum=07FF5C5950319298528608F8A627C234
https://www.ft.com/content/f5e074ae-9734-11e8-b67b-b8205561c3fe
https://www.iod.com/Portals/0/PDFs/Campaigns%20and%20Reports/Economy/Lifting-the-long-tail.pdf?ver=2018-10-10-101825-427
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/articles/understandingfirmsinthebottom10ofthelabourproductivitydistributioningreatbritain/jantomar2017
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/articles/understandingfirmsinthebottom10ofthelabourproductivitydistributioningreatbritain/jantomar2017
https://www.iod.com/Portals/0/PDFs/Campaigns%20and%20Reports/Economy/Lifting-the-long-tail.pdf?ver=2018-10-10-101825-427
https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/the-uks-productivity-problem-hub-no-spokes-speech-by-andy-haldane.pdf
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Our relatively weak productivity performance is, to a significant degree, a 
problem of composition: we have some of the most productive businesses, 
people and places in the world but also a ‘long tail’ of underperformance. 
Britain’s top businesses are among the most admired in the world, but if the 
long tail of lower productivity persists, it will hold back UK growth, wages 
and living standards.34

11. In May 2018, the Government launched a productivity review on what actions could 
be most effective in improving the productivity and growth of small and medium-sized 
businesses.35 The Minister told us that on productivity: “as we all know, we are not there. 
It is an ongoing process …. There is still more work to do”.36

12. The UK is falling behind many of our competitors on productivity and its 
performance has been particularly weak since the financial crisis of 2007–2008. 
Productivity is weakest amongst a ‘long tail’ of small firms and micro-businesses, 
particularly in manufacturing and in a number of regions outside London and the 
South East. The Government has acknowledged the challenge of weak productivity and 
the problems it poses in terms of growth, wages and living standards. It is therefore 
right that it has made productivity a central plank of its Industrial Strategy and is 
committed to rebalancing the UK economy away from London and the South East. 
We welcome the Government’s Productivity Review and we await its outcome. We 
recommend that the Government’s Productivity Review sets out how it will promote 
the improvement of productivity across the whole of the UK economy to ensure that it is 
sustainable and equitable. This should include policies designed to reduce imbalances 
between small businesses in different sectors and regions, with relevant metrics, such 
as those indicating progress in reducing the productivity gap between London and the 
South East and other regions.

What does productivity mean to small businesses?

13. Research published in January 2018 found that about 15% of SMEs surveyed did not 
know what productivity was, 29% did not know how to measure it and 37% said that they 
did not have time to measure it.37 This was confirmed by a number of witnesses we heard 
from. The Institute of Directors, for example, referred to what it termed as “productivity 
illiteracy”, whereby few SMEs were aware of their own productivity and whether there was 
a gap.38 We were told that a lack of understanding about productivity meant that many 
SMEs were unable to identify what they might need to make them more productive,39 
and misjudged their own performance relative to their peers.40 The Federation of Small 
Businesses said that that often SMEs were too focused on their own businesses in terms 
of growth and profits to think about productivity and what it meant for them and the 
34 BEIS, Industrial Strategy: Building a Britain for the Future, (Cm 9528; November 2017), p 20.
35 BEIS, Business productivity review: call for evidence, (May 2018). The consultation closed in July 2018 and it 

is expected that it will produce its response before the end of 2018 and it will inform the next stage of the 
Industrial Strategy.

36 Q280 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 
Corporate Responsibility.

37 Close Brothers, The Power of Productivity Measuring, understanding and improving productivity for SMEs, 
(January 2018), p 5. See also: University of Gloucester, Improving productivity in UK small-medium sized 
enterprises: a research study, (2017), pp 17–19.

38 SBP0010 Institute of Directors.
39 SPB0023 Buckinghamshire Business First.
40 Q93 Tony Danker (Be the business).

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664563/industrial-strategy-white-paper-web-ready-version.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/712342/Business_Productivity_Review_call_for_evidence_.pdf
https://www.closebrothers.com/sites/default/files/CloseBrothers_The_Power_of_Productivity.pdf
http://www.glos.ac.uk/news/PublishingImages/201703/Improving%20Productivity%20in%20UK%20SME%20Mar%2017.pdf
http://www.glos.ac.uk/news/PublishingImages/201703/Improving%20Productivity%20in%20UK%20SME%20Mar%2017.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79964.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80023.pdf
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wider economy.41 The inability or reluctance of many SMEs to measure their productivity 
is in spite of the availability of online tools, such as those provided by the ONS42 and Be 
the Business.43 The key question is therefore why so many SMEs do not measure their 
productivity and how they can be convinced that doing so will be beneficial. The Minister 
acknowledged that, until recently, productivity had not been a “buzzword” and that it 
was a challenge for small businesses to identify what their productivity was.44 She told us 
that the Government was engaged in dialogue with stakeholder organisations, such as the 
Federation of Small Businesses, to raise the profile of productivity with small and micro 
businesses.45

14. The concept of productivity is still not widely understood by SMEs and most 
would struggle to measure it or recognise the benefit of taking action to improve it. 
The Government should connect and engage with SMEs, both directly and through 
representative bodies, to ensure that businesses have a more meaningful understanding 
of productivity, why it matters to them and why they should invest time in measuring 
and acting upon it. We recommend that available tools to measure productivity, such 
as those developed by the Office for National Statistics and Be the Business, should be 
clearly visible on a single portal for SMEs. The Government should ensure that data 
analytics are used to track how these tools are being used and to ascertain if they need 
to be recalibrated to encourage wider use.

41 Q94 Ruby Peacock (FSB). See also Q96 Rana Harvey (Monster Group UK)
42 See: ONS. How productive is your business?, (July 2018).
43 See: Be the Business, Benchmark your business, (accessed 2 November 2018).
44 Q280 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.
45 Q281 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/howproductiveisyourbusiness/2018-07-06
https://app.bethebusiness.com/
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3 SME Access to Support and Advice

Government support for SMEs

15. There is a wide range of Government support aimed at helping SMEs to innovate, 
export and scale-up.

The British Business Bank

16. The British Business Bank (BBB) started operating in 2014 and is 100 per cent 
Government owned but independently managed. It mainly targets its assistance to 
SMEs with a turnover up to £25 million. It works with other financial institutions, such 
as challenger banks, leasing companies and venture capital funds, to increase access to 
funding, for instance by providing part-guarantees for loans.46 The BBB hopes to unlock 
up to £10 billion of new finance and bring greater choice and information to SMEs on 
finance options.47 The Bank offers Start-Up and Help to Grow loans for start-up and scale-
up SMEs.48

Patient Capital Review

17. The Government has also looked at the issue of patient capital,49 to consider the 
availability of long-term finance for growing innovative firms looking to scale up and the 
barriers that investors may face in providing long-term finance.50 This is crucial for many 
SMEs, particularly younger firms that invest heavily in research and development (R&D). 
Responding to the Review in the 2017 Autumn Budget, the Government announced a 
10-year action plan to unlock over £20 billion to finance growth in innovative firms. 
This included: a £2.5 billion incubator fund for the British Business Bank; expansion 
of support for innovative firms through the Enterprise Investment Scheme (EIS) and 
Venture Capital Trusts (VCTs); funds through the British Business Bank to encourage 
private sector long-term investment and though the Department for International Trade 
to drive overseas investment in UK venture capital and the launch of a National Security 
Strategic Investment Fund of up to £85 million to invest in advanced technologies.51 The 
Government also said that it would work with the pensions industry and its regulators to 
unlock further investment into innovative high growth firms.52 In June 2018, the British 
Business Bank introduced a new £2.5 billion investment programme, British Patient 
Capital53 and has so far made commitments of £123.6 million.54

46 British Business Bank, Lending already reaching smaller businesses for the British Business Bank on day 1, 
(November 2014).

47 See: https://www.british-business-bank.co.uk/what-the-british-business-bank-does/.
48 See: Start Up Loans Company, Start Up Loans, (accessed 2 November 2018) and BBB, Help to Grow - Growth 

Loans, (accessed 2 November 2018).
49 Patient capital is another name for long term capital whereby an investor is willing to make a financial 

investment in a business with no expectation of turning a quick profit. Instead, the investor is willing to forgo 
an immediate return in anticipation of later more substantial returns.

50 HM Treasury, Patient Capital Review, (November 2017).
51 HM Treasury, Financing growth in innovative firms: consultation response, (November 2017), p 2.
52 HMRC, Use the Enterprise Investment Scheme (EIS) to raise money for your company, (October 2018)
53 British Business Bank, £2.5bn British Patient Capital programme launched to enable long-term investment in 

innovative companies across the UK, (June 2018).
54 HM Treasury, Financing growth in innovative firms: one-year on, (October 2018), p 3.

https://www.british-business-bank.co.uk/lending-already-reaching-smaller-businesses-british-business-bank-day-1/
https://www.british-business-bank.co.uk/what-the-british-business-bank-does/
https://www.startuploans.co.uk/about-start-up-loans-company/
https://www.british-business-bank.co.uk/ourpartners/growth-loans/
https://www.british-business-bank.co.uk/ourpartners/growth-loans/
https://www.gov.uk/government/publications/patient-capital-review
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/661398/Patient_Capital_Review_Consultation_response_web.pdf
https://www.gov.uk/guidance/venture-capital-schemes-apply-to-use-the-seed-enterprise-investment-scheme
https://www.british-business-bank.co.uk/2-5bn-british-patient-capital-programme-launched-enable-long-term-investment-innovative-companies-across-uk/
https://www.british-business-bank.co.uk/2-5bn-british-patient-capital-programme-launched-enable-long-term-investment-innovative-companies-across-uk/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/752193/Financing_growth_in_innovative_firms_one-year_on_PDF.pdf
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18. The Government also convened an industry panel to look at patient capital, chaired 
by Sir Damon Buffini, which reported in October 2017 with several proposals to further 
increase levels of patient capital.55 The Treasury Select Committee’s Report on SME 
Finance, published in October 2018, called on the Government to produce its assessment of 
how to encourage such long-term capital.56 The Minister confirmed that the Government 
was still considering the response of the industry panel chaired by Sir Damon.57 It is now 
over a year since the Patient Capital Review Industry Panel published its proposals and 
we are disappointed that the Government is still considering them. We recommend 
that the Government publishes its response to the Panel’s proposals without delay.

Innovate UK, Catapult Centres and investment schemes

19. There are several specific initiatives aimed at helping SMEs innovate. This includes 
access to various funding streams and promoting collaboration between small businesses, 
investors and universities. Innovate UK offers loans for the development of innovative 
products, ranging from £25k to £10mn with a pilot programme of innovation loans 
specifically aimed at SMEs of between £100k and £1mn.58 Innovate UK also runs a Global 
Business Innovation Programme to help UK SMEs develop international partnerships on 
research and development as a first step towards international business activity.59 A series 
of Catapult Centres across the UK, funded by Innovate UK, provide support for SMEs 
through funding and collaborations with industry and universities.60 The Government 
supports a number of venture capital schemes including: the Enterprise Investment 
Scheme;61 the Seed Enterprise Investment Scheme (SEIS);62 Social Investment Tax Relief 
(SITR)63 and HMRC authorised venture capital trusts.64 The Department for Business, 
Energy & Industrial Strategy also hosts a business finance support finder to help SMEs 
and other business access funding.65

Helping UK SMEs to export

20. The Government has introduced a raft of policies and initiatives to support and 
encourage SMEs to export, including trade finance, overseas trade events and access to 
advice on export issues. These are aimed at supporting the estimated 20 per cent of UK 

55 Patient Capital Review Industry Panel, Industry Panel Response, (October 2017). The Panel recommended: 
creating an independent Patient Capital Investment Vehicle (PCIV) to enable the aggregation and deployment 
of both retail and institutional capital for investment in UK scaleup businesses and capital-intensive R&D-
based businesses; creating a UK Patient Capital Investment Company (PCIC) programme to raise funds from 
commercial lenders through a British Business Bank guaranteed debenture, alongside equity capital; Extending 
the investment limits for existing EIS and VCT schemes.

56 Treasury Select Committee, SME Finance, (HC 805; October 2018), p 8.
57 Q302 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.
58 Innovate UK, Business innovation: what funding you can get and how to apply, (accessed 14 June 2018).
59 See: Innovate UK, Global Business Innovation Programme, (November 2018).
60 Catapult, About Catapult, (accessed 2 November 2018). The Catapult Centres focus on: Cell and Gene Therapy; 

Compound Semiconductor Applications; Digital; Energy Systems; Future Cities High Value Manufacturing (a 
network of another seven centres); Medicines Discovery; Offshore Renewable Energy; Satellite Applications; 
Transport Systems. Catapult has so far supported 5,913 SMEs.

61 HMRC, Use the Enterprise Investment Scheme (EIS) to raise money for your company, (October 2018).
62 HMRC, Use the Seed Enterprise Investment Scheme to raise money for your company, (October 2018).
63 HMRC, Use the social investment tax relief (SITR) scheme to raise money for your company, (October 2018).
64 HMRC, Tax relief for investors using venture capital schemes, (October 2018).
65 See: https://www.gov.uk/business-finance-support.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/661397/PCR_Industry_panel_response.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmtreasy/805/805.pdf
https://www.gov.uk/guidance/innovation-apply-for-a-funding-award
https://innovateuk.blog.gov.uk/tag/global-business-innovation-programme/
https://catapult.org.uk/about-us/about-catapult/
https://www.parliament.uk/business/committees/committees-a-z/commons-select/business-energy-industrial-strategy/inquiries/parliament-2017/small-business-inquiry-17-19/publications/
https://www.parliament.uk/business/committees/committees-a-z/commons-select/business-energy-industrial-strategy/inquiries/parliament-2017/small-business-inquiry-17-19/publications/https:/www.gov.uk/guidance/venture-capital-schemes-apply-to-use-the-seed-enterprise-investment-scheme
https://www.gov.uk/guidance/venture-capital-schemes-apply-to-use-social-investment-tax-relief
https://www.gov.uk/guidance/venture-capital-schemes-tax-relief-for-investors
https://www.gov.uk/business-finance-support
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small businesses that already export,66 and encouraging those have potential to. A key 
plank of this support is UK Export Finance (UKEF) which seeks to ensure that no viable 
UK export fails for lack of finance or insurances.67 UKEF runs a network of 250 Export 
Finance Managers across the UK as local points of contact for exporters and businesses 
with export potential, who offer advice on: payment methods and risks; the types of 
finance available; trade finance (pre and post-export); credit insurance; foreign exchange 
risks.68 UKEF also runs trade fairs to promote UKEF support to suppliers, including 
SMEs. In October 2017, the Government announced that UK SMEs would be able to access 
UKEF-backed finance from high street banks.69 In 2017/18, UKEF provided £2.5 billion 
worth of support to help nearly 200 companies sell to 75 markets around the world.70 In 
addition, International Trade and E-commerce Advisers located across England provide 
help to SMEs to develop their export plans and online strategies to access overseas 
markets, in partnership with Local Enterprise Partnerships (LEPs) Growth Hubs, trade 
associations, and Chambers of Commerce. SMEs can also take part in the Tradeshow 
Access Programme and access a grant to attend overseas trade shows. However, there has 
been some criticism that support for UK exporters does not match that given by other 
countries to their exporters,71 and many SMEs are not aware of schemes such as UKEF or 
the assistance they offer.72

21. In August 2018, the Government launched a new export strategy, which included 
a commitment to better target SMEs with available support.73 More specifically, the 
strategy will: provide financial incentives to SMEs (e.g. vouchers, grants and loans) to 
access emerging markets;74 offer access to UK Export Champions who are themselves 
successful exporters;75 review LEP and Growth Hub export support for SMEs and the role 
of International Trade Advisors;76 improve digital access to export support, particularly 
for SMEs and offer support for SMEs in emerging markets (e.g. intellectual property rights 
and bribery and corruption legislation).77

66 See: HM Government, Export Strategy: Supporting and connecting businesses to grow on the world stage, 
(August 2018), Table 1, p 35. It also estimates that 7.3% of micro businesses export. See also: Institute of Export 
and International Trade, UK SMEs sceptical over export opportunities, according to latest study, (May 2018); FSB, 
New figures show rise in SME exports and award will recognise the best business exporters, (September 2017).

67 UK Export Finance, About Us, (accessed 5 November 2017). See also: : HM Government, Export Strategy: 
Supporting and connecting businesses to grow on the world stage, (August 2018), pp 54–55.

68 UK Export Finance, The role of our export finance managers, (November 2016).
69 UK Export Finance and Department for International Trade, UK government ramps up support for SME trade, 

(October 2017).
70 UK Export Finance and Department for International Trade, Minister for Trade and Export Promotion, Baroness 

Fairhead, writes for The Times Red Box on how UKEF backs British business and supports UK exports, (November 
2018).

71 See: Civitas, Boosting UK Exports: Improving Export Finance for Small Businesses, (March 2017), p 4. Civitas 
estimate that in terms of business support for UK exporters, in 2015 UKEF offered £1.8 billion, while 
comparative schemes gave considerably more: Italy (£7 billion); Netherlands (£6 billion); Germany (£12.6 billion).

72 As above, p 6.
73 HM Government, Export Strategy: Supporting and connecting businesses to grow on the world stage, (August 

2018).
74 As above, p 44.
75 As above, p 40.
76 As above, p 44. The Government said it would seek feedback from SMEs on the quality and availability of export 

support offered by LEPs and Growth Hubs.
77 As above p 40.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/737201/HMG_Export_Strategy.pdf
https://www.export.org.uk/news/398796/UK-SMEs-sceptical-over-export-opportunities-according-to-latest-study.htm
https://www.fsb.org.uk/media-centre/press-releases/new-figures-show-rise-in-sme-exports-and-award-will-recognise-the-best-business-exporters
https://www.gov.uk/government/organisations/uk-export-finance/about
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/737201/HMG_Export_Strategy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/737201/HMG_Export_Strategy.pdf
https://www.gov.uk/government/news/uk-government-ramps-up-support-for-sme-trade
https://www.gov.uk/government/speeches/ukef-services-help-hundreds-of-businesses-every-year
https://www.gov.uk/government/speeches/ukef-services-help-hundreds-of-businesses-every-year
http://www.civitas.org.uk/content/files/boostingUKexports.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/737201/HMG_Export_Strategy.pdf
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EU support for SMEs

22. UK SMEs can also access EU funding through the European Investment Fund (EIF),78 
and the European Investment Bank (EIB).79 In 2017, the EIB lent €659mn to UK SMEs.80 
Local Enterprise Partnerships, which support SMEs at a local level, are also able to apply 
for money from the European Regional Development Fund (ERDF) and European Social 
Fund (ESF).81 However, many witnesses told us that they were worried as to what will 
happen if access to this funding dries up as a result of the UK leaving the EU.82

Government initiatives to address the productivity gap

23. The Government has also introduced a number of specific initiatives to address the 
UK’s productivity gap, especially amongst UK SMEs.

Be the Business

24. In 2015, the Productivity Leadership Group was formed to bring together senior 
business leaders, such as John Lewis Chairman Sir Charlie Mayfield, to consider how the 
UK’s productivity problems could be tackled. It looked at specific issues, such as access 
to finance, digitisation, innovation, skills, business management, employee engagement 
and how to benchmark productivity. The Group concluded that business management 
and capability were more important than research and development and technology 
in driving through productivity.83 In July 2017, the Government announced that it was 
providing up to £13mn to a new industry-led initiative–Be the Business, chaired by Sir 
Charlie Mayfield, to understand what simple management changes can be made to help 
SMEs and managers boost their productivity.84 It runs campaigns to raise standards and 
uses surveys to gauge practices in SMEs, hosts online tools for SMEs to benchmark and 
measure their productivity and resources for small companies in areas such as business 
planning, digitisation and leadership.85

The Government’s Industrial Strategy

25. The Government’s Industrial Strategy, published in November 2017, targeted 
productivity and growth. This included: increasing UK R&D investment to 2.4% of GDP 
by 2027 and 3% in the longer term, to place it in the top quartile of OECD countries;86 

78 European Investment Fund, EIF for SMEs, (accessed 2 November 2018).
79 European Investment Bank, The EU Bank, (accessed 2 November 2018). See also: Institute for Government, 

The European Investment Bank, (accessed 2 November 2018) and House of Commons Library, The European 
Investment Bank, (November 2017).

80 European Investment Bank, The European Investment Bank in the United Kingdom: what we do, (accessed 
November 2017).

81 See House of Commons Library, UK Funding from the EU, (January 2018), pp 10–20.
82 Q172 Linda Edworthy (Tees Valley Combined Authority); Q194 Chris Manson (Newable); SBP0023 

Buckinghamshire Business First. See also: Growth Business.co.uk, Is EU funding for British SMEs drying up?, 
(September 2017). See also: Institute for Government, The European Investment Bank, (accessed 2 November 
2018) and House of Commons Library, The European Investment Bank, (November 2017), pp 7–8.

83 Productivity Leadership Group, How good is your business really? Raising our ambitions for business 
performance, (2017).

84 Behavioural Insights Team and Cabinet Office, Be the Business: boosting productivity in the UK, (July 2017).
85 For benchmarking tool see: https://app.bethebusiness.com/. For resources, on issues such as business planning, 

digitisation and leadership see: https://www.bethebusiness.com/business-practices/.
86 BEIS, Industrial Strategy: Building a Britain fit for the future, (November 2017). See also: House of Commons 

Library, Industrial Strategy, (April 2018).

http://www.eif.org/EIF_for/sme_finance/index.htm
http://www.eib.org/en/about/index.htm
https://www.instituteforgovernment.org.uk/explainers/european-investment-bank-brexit
http://researchbriefings.files.parliament.uk/documents/CBP-8145/CBP-8145.pdf
http://researchbriefings.files.parliament.uk/documents/CBP-8145/CBP-8145.pdf
http://www.eib.org/en/projects/regions/european-union/united-kingdom/
http://researchbriefings.files.parliament.uk/documents/CBP-7847/CBP-7847.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80023.pdf
http://www.growthbusiness.co.uk/is-eu-funding-for-british-smes-drying-up-2551932/
https://www.instituteforgovernment.org.uk/explainers/european-investment-bank-brexit
http://researchbriefings.files.parliament.uk/documents/CBP-8145/CBP-8145.pdf
https://www.bethebusiness.com/wp-content/uploads/2018/04/how-good-is-your-business-really.pdf
https://www.bethebusiness.com/wp-content/uploads/2018/04/how-good-is-your-business-really.pdf
https://www.behaviouralinsights.co.uk/news/be-the-business-boosting-productivity-in-the-uk/
https://app.bethebusiness.com/
https://www.bethebusiness.com/business-practices/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664563/industrial-strategy-white-paper-web-ready-version.pdf
http://researchbriefings.files.parliament.uk/documents/CBP-7682/CBP-7682.pdf
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investing in strategic innovation through a new Industrial Strategy Challenge Fund;87 
introducing Sector Deals to create significant opportunities to boost productivity, 
employment, innovation and skills;88 and, establishing a new Future Sectors programme 
to focus on new and innovative businesses to develop new technologies & business models.89 
The Industrial Strategy included a specific focus on SME productivity, which included a 
new Business Basics Programme, launched in June 2018, to support SMEs in adopting 
tried and tested technologies and business practices such as accountancy software and 
performance management systems.90 It will also be delivered by Local Industrial Strategies, 
primarily through LEPs.91 Finally, the Industrial Strategy announced that there would be 
a Long Tail Productivity Review to look at the barriers facing SMEs, which was launched 
in May 2018.92

Issues with Government funding and schemes to help small businesses

26. We heard from several witnesses that there was frustration with the complexity 
associated with accessing and applying for Government support and funding.93 One SME 
told us:

A multitude of different options become available and then are not available. 
Sometimes there is a very lengthy process to go through in order to obtain 
the help that is advertised, so very often—I have definitely had this myself—
it is easy to give up and just plough ahead without taking advantage of that 
help.94

27. The Federation of Small Businesses said: “Too many times we have seen support 
initiatives that have either been time-sensitive or pot-sensitive and have gone by the 
time a business is ready to access them.95 The Minister told us that it was right that 
the Government should continually review support and withdraw those schemes and 
programmes that were not effective or good value for money.96

28. There is a myriad of support for SMEs and the Government has made this central 
to its Industrial Strategy. The wide range of programmes, initiatives and support 

87 BEIS, Industrial Strategy Challenge Fund: for research and innovation, (May 2018). The includes innovation in 
a series of grand challenges: AI and the data revolution; clean growth (e.g. low carbon technologies); mobility 
(low carbon transport, automation and infrastructure); an ageing society

88 Sector Deals include: life sciences; construction; artificial intelligence; automotive; creative industries. See: BEIS, 
Policy paper: Introduction to Sector Deals, (November 2017).

89 Evidence from BEIS (SBP0016). This includes a series of Future Sectors reviews, working closely with cohorts of 
innovative businesses to understand and address their barriers to further growth; and barriers to the wider 
adoption by businesses of all sizes across sectors of the innovations they are spearheading

90 BEIS, Government launches new fund to support small business growth, (June 2018).
91 See: BEIS, Local Industrial Strategies: Policy Prospectus, (October 2018); DCLG, Strengthened Local Enterprise 

Partnerships, (July 2018).
92 BEIS, Long Tail Productivity Review, (May 2018). A consultation was launched in May 2018 and closes in July 2018. 

The review will report its findings to the Secretary of State for Business, Energy and Industrial Strategy and to 
the Chancellor of the Exchequer in Autumn 2018. The output of the review will be used to help inform the next 
steps on the delivery of the Industrial Strategy.

93 Q157 Byron Dixon OBE (Microfresh); Q160 Angela Middleton (Middleton Murray); Q200 Chris Mason (Newable); 
Q117 Ruby Peacock (FSB).

94 Q156 Angela Middleton (Middleton Murray). See also: Q160 Linda Edworthy (Tees Valley Authority); Q190 Mike 
Cherry (FSB).

95 Q198 Mike Cherry (FSB).
96 Q284 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.

https://www.gov.uk/government/collections/industrial-strategy-challenge-fund-joint-research-and-innovation
https://www.gov.uk/government/publications/industrial-strategy-sector-deals/introduction-to-sector-deals
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79994.pdf
https://www.gov.uk/government/news/government-launches-new-fund-to-support-small-business-growth
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/744544/local-industrial-strategies-policy-prospectus.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/728058/Strengthened_Local_Enterprise_Partnerships.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/728058/Strengthened_Local_Enterprise_Partnerships.pdf
https://www.gov.uk/government/consultations/business-productivity-review-call-for-evidence
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matches the complex mix of UK SMEs with their different needs, sectoral markets 
and ambitions. However, many SMEs, LEPs and Growth Hubs understandably 
find this difficult to navigate. The longevity of schemes can reduce confidence that 
support will be there when it is needed. Whilst we agree with the Minister that such 
schemes, especially those using public money, need to be constantly assessed for their 
effectiveness they also need to be accessible and be able to maintain the confidence 
of the small business community. We are also concerned that after the UK leaves the 
EU there will be a shortfall in EU funding currently available to small businesses. We 
recommend that the Government should urgently review its online hosting of support 
for SMEs and create a more visible and accessible portal for SMEs, LEPs and Growth 
Hubs to navigate. The Government should ensure that programmes and support for 
SMEs have been adequately stress tested before they are introduced so that they are more 
likely to endure, which will improve SME confidence in them. If the Government does 
decide to remove or replace schemes it should move as quickly as possible to effectively 
communicate this to the small business community and relevant support networks. It 
is crucial that the Government immediately explains how it will match any shortfall in 
EU funding for local business support after Brexit.

Local advice and support for SMEs

Local Enterprise Partnerships and Growth Hubs

29. Since 2015, LEPs have received funds through the Local Growth Fund to deliver local 
Strategic Economic Plans to support local businesses and communities that have been 
approved by the Government.97 There are 38 LEPS across England. By October 2018, £9.1 
billion worth of Local Growth funding had been allocated to them.98 The Government 
maintains that every £1 of Local Growth Fund invested could generate £4.81 in benefits.99 
BEIS also currently provides £12mn per annum to maintain a network of 38 local Growth 
Hubs, led and governed by LEPs,100 across England. The Growth Hubs bring together 
public and private sector partners to promote, co-ordinate and deliver business support 
based on local needs, working in partnership with BEIS. They provide a mechanism for 
integrating national and local business support, so it is easier for businesses to access the 
help and advice they need to thrive and grow.101 The Institute for Public Policy Research 
note that how Growth Hubs operate and what they focus on varies across the country–
some are branded separately from LEPs and while some highlight ‘green growth’ and 
‘digital growth” others emphasise ‘business support’.102

97 See House of Commons Library, Local Growth Deals, (November 2018).
98 As above, p 1.
99 DCLG, Government proposes shake-up of Local Enterprise Partnerships, (July 2018).
100 LEPs are voluntary partnerships between local authorities and local private sector businesses. They play a central 

role in determining local economic priorities and undertaking activities to drive economic growth and job 
creation, improve infrastructure and raise workforce skills within the local area. LEP boards are led by a business 
Chair and board members are local leaders of industry (including SMEs), educational institutions and the 
public sector. Click on the map or the name of the LEP to be taken to its website home page. See: https://www.
lepnetwork.net/. For more detailed analysis see: House of Commons Library, Local Enterprise Partnership, (May 
2017).

101 See: http://www.growthhubs.co.uk/.
102 See: IPPR, Unbuffering Business: The Role of SMEs in Building a Digital Powerhouse, (October 2016), pp 23–24.

IPPR, Building economic resilience? An analysis of local enterprise partnerships’ plans, (May 2014).

http://researchbriefings.files.parliament.uk/documents/SN07120/SN07120.pdf
https://www.gov.uk/government/news/government-proposes-shake-up-of-local-enterprise-partnerships
https://www.lepnetwork.net/
https://www.lepnetwork.net/
http://researchbriefings.files.parliament.uk/documents/SN05651/SN05651.pdf
http://www.growthhubs.co.uk/
https://www.ippr.org/files/publications/pdf/unbuffering-business_Oct2016.pdf
https://www.ippr.org/files/publications/pdf/Building-economic-resilience_May2014.pdf?noredirect=1
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30. Growth Hubs are also able to access and match funding from the European Regional 
Development and European Social Funds. In 2014, the Government announced that for 
the period 2014 to 2020 €6,512.7million of this funding (at then current prices) would be 
allocated to LEPs in England.103 There has been some concern has to how this funding 
will be replaced when the UK leaves the EU.104

The Importance of local advice and support

31. Several witnesses stressed the importance of local support for SMEs. For example, 
we were told that local delivery was imperative, because it could adapt support to different 
regions and their specific needs,105 and help co-ordinate access to both national and local 
resources and foster client relationships.106 LEPs and Growth Hubs also link SMEs to 
local business schools and universities, which can help in areas such as business skills 
and innovation.107 The Scale-up Institute also argued that LEPs are crucial in providing 
local support to companies that want to scale up and innovate.108 In addition, the 
Government have stated that LEPs will be critical to delivering its Industrial Strategy 
by underpinning national and local collaboration and developing evidence-based Local 
Industrial Strategies.109

Issues with LEPs and Growth Hubs: fragmentation, visibility and funding

32. Though many witnesses stressed the importance of local provision and the role 
that LEPs and Growth Hubs play, we heard that provision was variable.110 We were told 
that provision could be fragmented and inconsistent,111 and that too often there was a 
confusing array of training, networking and webinars available which small businesses 
often struggled to navigate, which required better signposting.112 Our previous inquiry 
into the Industrial Strategy, published in 2017, found that less than a half of businesses 

103 BIS, European Regional Development Fund and European Social Fund: UK allocations 2014 to 2020, (April 2014). 
This includes a breakdown of funding for each LEP.

104 Q172 Linda Edworthy (Tees Valley Combined Authority); Q194 Chris Manson (Newable); SBP0023 
Buckinghamshire Business First. See also: Local Government Association, Beyond Brexit: Future of funding 
currently sourced from the EU, (July 2017); House of Commons Library, UK Funding from the EU, (January 2018), 
pp 10–20.

105 Q163 Heather Dean (Bucks Business First)
106 See Q184 Irene Graham (Scale-up Institute); Q186 Chris Manson (Newable); Q181 Tim Vorley (Sheffield 

University). See also: Chartered Management Institute, Growing your small business. The role of business schools 
and professional bodies, (September 2015), p 36.

107 Chartered Management Institute, Growing your small business. The role of business schools and professional 
bodies, (September 2015).

108 Q199 Irene Graham (Scale-up Institute). Q57 and Q69 Professor Paula Whitehouse (Aston Business School) who 
noted the importance of integrating local universities and business schools as part of local support for SMEs. 
Also: Q78 (Professor Sarah Underwood, Leeds University). Scale-Up Institute, Look to the LEPs, (April 2017).

109 DCLG, Strengthened Local Enterprise Partnerships, (July 2018), p 4. Q20 Andrew Griffiths MP, Minister for Small 
Business, Consumers and Corporate Responsibilities, Lords EU Internal Market Sub-Committee, Brexit: SMEs, 
including start-ups and scale-ups, 5 July 2018.

110 Q73 Ben Wilmott (CIPD). See also: BEIS Select Committee, Industrial Strategy: First Review, (HC 616; March 2017), 
p 42. We recommended that the Government needed to set out how it would evaluate the performance of 
Growth Hubs and determine how their performance and effectiveness could be improved.

111 SBP0029 Leeds City Region Enterprise Partnership and West Yorkshire Combined Authority.
112 (SPB0027) Sage.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/307492/bis-14-772-uk-allocations-eu-structural-funds-2014-2020-letter.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80023.pdf
https://www.local.gov.uk/sites/default/files/documents/2017-07_Beyond%20Brexit%20-%20LGA%20Discussion%20%28FINAL%29_0.pdf
https://www.local.gov.uk/sites/default/files/documents/2017-07_Beyond%20Brexit%20-%20LGA%20Discussion%20%28FINAL%29_0.pdf
http://researchbriefings.files.parliament.uk/documents/CBP-7847/CBP-7847.pdf
https://www.managers.org.uk/~/media/Files/PDF/Growing_Your_Small_Business_Report.pdf
https://www.managers.org.uk/~/media/Files/PDF/Growing_Your_Small_Business_Report.pdf
https://www.managers.org.uk/~/media/Files/PDF/Growing_Your_Small_Business_Report.pdf
https://www.managers.org.uk/~/media/Files/PDF/Growing_Your_Small_Business_Report.pdf
http://www.scaleupinstitute.org.uk/look-to-the-leps/
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/728058/Strengthened_Local_Enterprise_Partnerships.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/eu-internal-market-subcommittee/brexit-smes-including-startups-and-scaleups/oral/86998.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/eu-internal-market-subcommittee/brexit-smes-including-startups-and-scaleups/oral/86998.pdf
https://publications.parliament.uk/pa/cm201617/cmselect/cmbeis/616/616.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80525.html
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80279.pdf
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were aware of LEPs and fewer than one in five had heard about Growth Hubs.113 This was 
confirmed by several of the witnesses we heard from.114 We were told that it was important 
that LEP and Growth Hubs used digital platforms to improve visibility and access.115

33. Several witnesses told us that they were concerned about the continuing viability of 
LEPs and Growth Hubs.116 We heard that the funding for Growth Hubs was sporadic, 
with some hubs losing their funding and advisers.117 Buckinghamshire Business First 
stated that though the Government had agreed funding for Growth Hubs for the next two 
years, it should commit funding on a longer-term basis so that Hubs can plan. Witnesses 
were also concerned as to how LEPs and Growth Hubs would manage when EU funding 
from European Regional Development and European Social Funds is withdrawn as the 
UK leaves the EU.118

34. In July 2018, the Government published the results of a review of LEPs which had been 
promised in the Industrial Strategy, and which brought forward reforms to the leadership, 
governance and accountability of the 38 LEPs..119 The Government also included up to 
£20 million of additional funding between 2018 to 2019 and 2019 to 2020 to support the 
implementation of the reforms and embed evidence in Local Industrial Strategies.120 The 
Minister told us that LEPs were “absolutely valuable” and that the Government had a 
responsibility “to promote our growth hubs and what our LEPs are doing”; however, she 
accepted that their performance was variable and that it was important that LEPS and 
Growth Hubs were monitored to ensure that provision was effective and consistent.121

35. Local Enterprise Partnerships and Growth Hubs should play a crucial role in 
supporting and advising SMEs within their communities and directing them to local 
and national resources. They help enable local networks and partnerships between 
small businesses, business organisations, communities and education and research 
institutions. We note that the Government has recently reviewed the effectiveness of 
LEPs in terms of their governance and accountability and have increased funding. 
However, as we noted in our inquiry on the Government’s Industrial Strategy, we are 
concerned about their variable performance, visibility in some cases and their longer-
term viability. The Government should urgently ensure that the support offered by LEPS 
and Growth Hubs is consistent and that they are visible and digitally accessible to local 
small businesses, including through social media platforms. It should at the earliest 
opportunity survey local small businesses on a regular basis to ascertain whether local 

113 BEIS Select Committee, Industrial Strategy: First Review, (HC 616; March 2017), p 42. See also: BEIS, Longitudinal 
Small Business Survey Year 2 (2016), (July 2017); it found that only 26% of UK SMEs had sought external advice 
or information in the previous 12 months. The IoD found that only 6% of its members had used LEPs or Growth 
Hub - IoD, Lifting the Long Tail: The Productivity Challenge through the eyes of small business leaders, (October 
2018), p 23.

114 Q95 Andrew Wright, (Leeds City Region LEP); Q162 Linda Edworthy (Tees Valley Authority); Q163 Heather Dean 
(Bucks Business First); Q117 Ruby Peacock (FSB).

115 Q161 Linda Edworthy (Tees Valley Authority); Q194 Mike Cherry (FSB); Q194 Irene Graham (Scale-up Institute); 
Q169 Angela Middleton (Middleton Murray).

116 Q171 Linda Edworthy (Tees Valley Authority); Q194 and Q199 Irene Graham (Scale-up Institute); Q61 Professor 
Paula Whitehouse (Aston Business School).

117 Q153 Heather Dean (Bucks Business First)
118 Evidence from Buckinghamshire Business First (SPB0023). See also Q194 (Chris Manson, Newable); Q61 (Professor 

Paula Whitehouse, Aston Business School).
119 DCLG, Strengthened Local Enterprise Partnerships, (July 2018).
120 DCLG, Government proposes shake-up of Local Enterprise Partnerships, (July 2018).
121 Qq 296–297 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers 

and Corporate Responsibility.

https://publications.parliament.uk/pa/cm201617/cmselect/cmbeis/616/616.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80023.pdf
https://www.gov.uk/government/publications/strengthened-local-enterprise-partnerships
https://www.gov.uk/government/news/government-proposes-shake-up-of-local-enterprise-partnerships
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support is accessible, offering the range of support required by different types of small 
businesses and maximising local networks. It is essential that the Government ensures 
that LEPs and Growth Hubs have the resources to offer long-term support to SMEs and 
meet their various complex needs.
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4 Leadership, Management and Digital 
Skills

Leadership and management skills

Why SME leadership and management matters

36. A range of studies and research indicate the importance and impact of good 
management and leadership for modern businesses and SMEs.122 Such skill sets include: 
commercial (e.g. marketing and serving of new offers); project management (e.g. logistics, 
organisations of events); financial (e.g. capital and cash flow management); strategic 
thinking (e.g. building internal leadership, coordinating sets of actions to fulfil new 
strategic objectives); and managerial (e.g. recruitment, training, retention and people 
management).123 Good business management skills are fundamental in helping SMEs 
to scale-up,124 expand internationally and to innovate.125 Research indicates that good 
management and leadership within SMEs can increase productivity, turnover and 
employment.126 For instance, one leadership and management programme aimed at 
SMEs run by Goldman Sachs 10,000 Small Businesses UK,127 has helped 1,400 businesses 
and reported that on average participants experienced a 22% increase in productivity after 
the programme.128

The leadership and management gap in UK SMEs and its impact

37. Studies have found that leadership and management skills are uneven across UK 
SMEs, with a ‘long tail’ of many small businesses not having the requisite skills to 
implement management best practices,129 though our predecessor Committee, the 
Business, Innovation and Skills (BIS) Select Committee, heard that weak management 
skills across the board were impacting on overall UK productivity.130 Research carried out 
122 See for example: OECD, Small, Medium, Strong. Trends in SME Performance and Business Conditions, (February 

2017); OECD, Skills Development and Training in SMEs, (2013). The OECD’s dedicated SME and Entrepreneurship 
resources can be found at: http://www.oecd.org/industry/smes/.

123 See: OECD, Strengthening SMEs and Entrepreneurship for Productivity and Inclusive Growth: Issues Paper, 
(2018), p 19; Keith Sisson, Shaping the world of work - time for a UK jobs strategy, Warwick Business School, 
Warwick Papers in Industrial Relations no. 105, (October 2016);

124 OECD, Discussion Paper: Enabling SMEs to scale up, (February 2018), p 13.
125 See: ESRC, Evidence Briefing: Boosting UK productivity with SME growth, (May 2016)
126 See: SBP0015 Chartered Association of Business Schools; NIESR, The Impact of Management Practices on SME 

Performance, (March 2018); Nicholas Bloom et al, Management as a Technology?, Harvard Business School 
Working Paper, (October 2017); BEIS, Leadership and Management Skills in SMEs: Measuring Associations with 
Management Practice and Performance, (March 2015), p 9; Chartered Management Institute, Growing Your 
Small Business, (September 2015).

127 See, Goldman Sachs, 10,000 Small Businesses, (accessed 31 October 2018).
128 Goldman Sachs, Rethinking Productivity: A 2018 Survey of 10,000 Small Businesses UK graduates, (2018). See 

also SBP0032 Professor Richard Thorpe (Leeds University Business School). He notes that that evaluation of 
Lancaster University’s ten-month Leadership and Development (LEAD) programme for 251 SME owner managers 
showed average increases in sales turnover of 37.5% attributed to the programme and increases in employment, 
productivity and mind-set changes amongst the managers. SBP0015 Chartered association of Business Schools. 
CABS note similar results from the Small Business Charter Growth Voucher Programme, the Strathclyde 
Business School Growth Advantage Programme and the Cardiff School of Management 20Twenty Leadership 
Programme.

129 See:SBP0015 Chartered Association of Business Schools; SBP0032 Professor Richard Thorpe; BEIS, Leadership and 
Management Skills in SMEs: Measuring Associations with Management Practice and Performance, (March 2015);

130 BIS Select Committee, The Government’s Productivity Pan, (HC 466; February 2016), pp 15–15.

http://www.oecd.org/cfe/small-medium-strong-trends-in-sme-performance-and-business-conditions-9789264275683-en.htm
http://www.oecd.org/publications/skills-development-and-training-in-smes-9789264169425-en.htm
http://www.oecd.org/industry/smes/
https://www.oecd.org/cfe/smes/ministerial/documents/2018-SME-Ministerial-Conference-Key-Issues.pdf
https://warwick.ac.uk/fac/soc/wbs/research/irru/wpir/wpir105.pdf
https://www.oecd.org/cfe/smes/ministerial/documents/2018-SME-Ministerial-Conference-Plenary-Session-1.pdf
https://esrc.ukri.org/files/news-events-and-publications/evidence-briefings/boosting-uk-productivity-with-sme-growth/
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79991.pdf
https://www.niesr.ac.uk/sites/default/files/publications/DP488_0.pdf
https://www.niesr.ac.uk/sites/default/files/publications/DP488_0.pdf
https://www.hbs.edu/faculty/Publication%20Files/16-133_64fd57c1-5f76-415a-9567-f1c0d310aff3.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/418404/bis-15-204-leadership-and-management-skills-in-sme.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/418404/bis-15-204-leadership-and-management-skills-in-sme.pdf
https://www.managers.org.uk/~/media/Files/PDF/Growing_Your_Small_Business_Report.pdf
https://www.managers.org.uk/~/media/Files/PDF/Growing_Your_Small_Business_Report.pdf
https://www.goldmansachs.com/citizenship/10000-small-businesses/UK/
https://www.goldmansachs.com/citizenship/10000-small-businesses/UK/news-and-events/rethinking-productivity-f/factsheet.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80746.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79991.pdf
https://docplayer.net/1934437-Small-business-charter-growth-vouchers-programme-programme-summary-and-applicant-information.html
https://www.strath.ac.uk/business/huntercentreforentrepreneurship/gap/
http://www.cardiffmet.ac.uk/management/courses/Pages/Sustainable-Leadership---PgC-20Twenty-Leadership-Programme-.aspx
http://www.cardiffmet.ac.uk/management/courses/Pages/Sustainable-Leadership---PgC-20Twenty-Leadership-Programme-.aspx
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79991.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80746.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/418404/bis-15-204-leadership-and-management-skills-in-sme.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/418404/bis-15-204-leadership-and-management-skills-in-sme.pdf
https://publications.parliament.uk/pa/cm201516/cmselect/cmbis/466/466.pdf
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by the Office for National Statistics (ONS) found that management and leadership skills 
are correlated to company size, with medium and large companies having higher skill 
levels than smaller ones.131

38. A survey carried out by the FSB in 2016, found that in the previous 12 months only 
a quarter of SME owners had undertaken specific management training, while roughly 
the same proportion had never undertaken such training.132 It also found that that only 
a fifth of SMEs had invested in external leadership and management training.133 Other 
evidence supports these findings,134 with particular deficiencies identified in human 
resource management,135 strategic management, project management and business 
planning.136 This is compounded by the fact that many managers within SMEs are 
promoted to management positions without any prior training.137 UK SME investment 
in line management training is also amongst the lowest in the OECD.138 The evidence 
suggests that such skills are correlated with higher productivity,139 and that management 
skills are higher among services industries than production industries, among larger 
firms than smaller firms, among foreign-owned firms than domestically-owned firms, 
and among non-family-owned businesses than family-owned businesses.140

39. We heard that bad management was a “significant barrier to growth”,141 and was to 
blame for 56% of business failures between 2011 and 2014,142 while good management 
could improve SME survival rates.143 It has also been cited as a reason for the low take-up 
of digital technology.144 More specifically, a lack of people management skills is also having 
a negative impact. Many SMEs lack an in-house capability to understand employment 
legislation,145 recruit and retain key staff and deal with performance issues and the 

131 ONS, Management practices and productivity in British production and services industries - initial results 
from the Management and Expectations Survey: 2016, (April 2018). See also: ONS, Experimental data on the 
management practices of manufacturing businesses in Great Britain: 2016, (October 2016).

132 Federation of Small Businesses, Leading the way: boosting leadership and management in small firms: 
Discussion paper, (March 2016), p 9.

133 As above, p 10.
134 See: SBP0015 Chartered Association of Business Schools; Warwick Business School, Poor management skills 

hampering growth of SMEs, (May 2015); Chartered Management Institute, Growing Your Small Business, (2015).
135 See for example: SBP0009 Chartered Institute of Personnel and Development (CIPD); Warwick Business School, 

Poor management skills hampering growth of SMEs, (May 2015);
136 Q95 Andrew Wright (Leeds City Region LEP). He noted that in a survey carried out by the Leeds City Region LEP, 

50% of SMEs did not have a business plan.
137 SBP0017 Newable.
138 See for example: OECD, Small, Medium, Strong. Trends in SME Performance and Business Conditions, (February 

2017); OECD, Skills Development and Training in SMEs, (2013
139 See for example: ONS, Management practices and productivity in British production and services industries - 

initial results from the Management and Expectations Survey: 2016, (April 2018); ONS, Management practices 
and productivity among manufacturing businesses in Great Britain: Experimental Estimates for 2015, (January 
2017).

140 ONS, Management practices and productivity in British production and services industries - initial results from 
the Management and Expectations Survey: 2016, (April 2018).

141 SBP0033 Written evidence from the Tees Valley Combined Authority, including input from Teesside University.
142 See: SBP001 The Association of Accounting Technicians. See also: SBP0015 Chartered Association of Business 

Schools.
143 See SBP0003 British Academy of Management and Society for the Advancement of Management Studies; 

SBP001 The Association of Accounting Technicians. See also: SBP0015 Chartered Association of Business Schools
144 CBI, From Ostrich to Magpie: Increasing Business Take-up of Proven Ideas and Technologies, (November 2017), p 

17.
145 Federation of Small Businesses, Leading the way: boosting leadership and management in small firms: 

Discussion paper, (March 2016), p 9.
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training and development of staff.146 Small businesses are also less able to tackle mental 
health issues,147 and burnout resulting from a long-hours culture.148 In addition, several 
witnesses told us that many small business owners lack ambition to grow their businesses 
or do not appreciate the benefits of expanding, which could be addressed through better 
management and leadership training.149

Barriers to SMEs acquiring leadership and management skills

40. We found that there are several reasons why SMEs do not invest in leadership 
and management training. Many SMEs do not realise that they have an issue that 
needs addressing in the first place,150 or are unaware of the solutions and support that 
is available.151 This is because many SMEs lack the in-house capability to identify and 
articulate their management and leadership needs.152 We were also told that providers 
of advice on management and leadership training often found it difficult to demonstrate 
to often sceptical companies the utility in providing such training to experienced staff,153 
which meant that there needed to be clear evidence that it could improve productivity 
when compared to other priorities.154 There is also a complex, confusing and time 
consuming landscape for small business to navigate to identify relevant training and if 
they are eligible for funding.155 Many SME owners and staff also lack the time to attend 
training because they are too busy working in their business.156 The costs of training are 
also a major barrier to SMEs, both for businesses and individual staff.157

Supporting SMEs to acquire leadership and management skills

41. There are a range of approaches to helping SMEs acquire leadership and management 
skills. For instance, we heard that offering bite-size chunks of learning, especially online, 
could address SME concerns over time and costs,158 and introduce SMEs to the wider 
benefits of management training.159 The Institute of Directors note the key role that LEPs 
146 See: SPB0030 Investors in People; Chartered Institute of Personnel and Development, Recruiting and developing 

talented people for SME growth, (2014).
147 Institute for Leadership and Management, SMEs worst for mental health support, (2017).
148 See for instance: Grenke, Is working long hours embedded into SME culture?, (March 2017).
149 See: Q155 and Q165 Angela Middleton (); Q181 Professor Tim Vorley (Sheffield University); Q182 Mike Cherry 

(Federation of Small Businesses); Q91 Ben Wilmott (CIPD).
150 SBP0029 Leeds City Region Enterprise Partnership West Yorkshire Combined Authority.
151 Q79 David Willett (Open University).
152 SBP0033 Tees Valley Combined Authority, including input from Teesside University
153 See: SBP0029 Leeds City Region Enterprise Partnership West Yorkshire Combined Authority; SBP0033 Tees Valley 

Combined Authority, including input from Teesside University.
154 SBP0029 Leeds City Region Enterprise Partnership West Yorkshire Combined Authority. They note that many 

small businesses are particularly sceptical about Business MBAs and their relevance to the business challenges 
and opportunities. The Institute of Chartered Accountants in England and Wales also questioned whether there 
was an adequate definition of what constituted “good management training”, which made it difficult for SMEs 
to ascertain what skill mix they required (SBP0005).

155 SBP0015 Chartered Association of Business Schools.
156 See: Q203 (Professor Tim Vorley, Sheffield University); Q175 (Linda Edworthy, Tees Valley Authority); Q57 

(Charlotte Keenan, Goldman Sachs); Q61 (Professor Paula Whitehouse, Aston Business School); SBP0017 
Newable; IoD, Lifting the Long Tail: The Productivity Challenge through the Eyes of Small Business Leaders, 
(October 2018), p 18; Chartered Management Institute, Growing Your Small Business, (2015), p 25.

157 See SPB0023 Buckinghamshire Business First; SBP0033 Tees Valley Combined Authority, including input from 
Teesside University; SBP0010 Institute of Directors; ); IoD, Lifting the Long Tail: The Productivity Challenge 
through the Eyes of Small Business Leaders, (October 2018), p 18; Chartered Management Institute, Growing 
Your Small Business, (2015), p 25.

158 Q57 and Q58 David Willett (Open University).
159 Q58 and Q60 Ben Willmott (CIPD); Q140 Rana Harvey (Monster Group PLC)
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and Growth Hubs can play in helping SMEs with day-to day issues, such as HR, tax and 
regulatory compliance, freeing them up to concentrate on management improvement, 
and helping them diagnose weaknesses and introducing them to relevant partners, 
consultants and training schemes.160 Many witnesses extolled the virtues of peer-to peer 
networks for spreading good management practices and knowledge,161 and advice on 
how to access the most relevant and cost-effective learning.162 Peer-to-peer networks can 
enhance leadership and management training by allowing it to be based in a business 
setting.163 Such networks, when part of a formal training programme, can continue 
after the programme finishes, providing further support,164 and allowing alumni to help 
support SMEs seeking training for the first time.165

Goldman Sachs 10,000 Small Businesses and peer-to-peer learning

42. One exemplar of this approach is provided by Goldman Sachs’ 10,000 Small Businesses 
programme, which seeks to help small business leaders build confidence in core business 
management areas and apply knowledge learnt directly and immediately back into their 
business, primarily to improve productivity.166 It is a 4-month programme fully funded 
by Goldman Sachs Foundation that includes 100 hours of teaching and support from 
UK universities, both online and in person, and 7 days of residential learning which are 
structured around peer-to-peer learning.167 A key feature of the Programme is its alumni 
network, which provides a forum for continuing peer-to-peer learning and networking. 
The Programme reports that SMEs that go through the course experience a 28% increase 
in productivity compared to other high growth SMEs and see marked improvements in 
exports, leadership and management, investment in businesses practices, digital adoption 
and innovation.168 Other similar programmes that use such a blended approach to 

160 IoD, Lifting the Long Tail: The Productivity Challenge through the Eyes of Small Business Leaders, (October 
2018), p 24.

161 Q67 Professor Sarah Underwood (Leeds University); Q145 Andrew Wright (Leeds City Region LEP).
162 Q57 Professor Sarah Underwood (Leeds University); Q82 Charlotte Keenan (Goldman Sachs); Q122–124 Rana 

Harvey (Monster Group UK); SBP0032 Professor Richard Thorpe.
163 Q77 Charlotte Keenan (Goldman Sachs); Q81 David Willett (Open University).
164 Q81 Professor Sarah Underwood (Leeds University); Q82 Charlotte Keenan (Goldman Sachs). For example, they 

can support each other by sitting on each other’s boards and recruitment panels.
165 Q78 Charlotte Keenan (Goldman Sachs).
166 Goldman Sachs, 10,000 Small Businesses, (accessed 31 October 2018). The core areas include: technology; 

internationalisation; innovation; brand and resilience. They are delivered through 3 stages which cover issues 
such as businesses: defining their business proposition using financial information; identifying recruitment 
needs and improving business processes; enhancing their ability to grow; developing their leadership capability; 
identifying future funding needs; developing a business growth plan for peer review and their ability to 
strategically review their business.

167 As above.
168 Goldman Sachs, Building Small Business Britain, (2018), p 17. The Programme also reports that its graduates: 

grow revenue 25x faster than similar high-growth SMEs and 16x faster than UK businesses generally; grow jobs 
23% faster than similar high-growth SMEs and 13% times faster than UK businesses generally. After graduating: 
74% of participants increase training of staff; 71% take on external financing; 62% launch a new product or 
service; 97% are more effective leaders; 94% are more confident managing growth; 90% introduced new 
business processes; 84% use financial data more in decision-making.
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management and leadership training also report impressive results.169 Many witnesses 
agreed that the Goldman Sachs’ programme was excellent, though it is questionable if 
such programmes could be more widely spread because of the cost.170

Government support for management and leadership training

43. The Government provides some support for leadership and management training. 
For instance, the Business Basics Fund, run by BEIS in partnership with Innovate UK, and 
part of the Government’s wider Industrial Strategy, helps businesses adopt management 
techniques.171 Most recently, as part of the 2018 Budget, the Government announced 
a £31m package aimed at improving leadership and management. This included the 
introduction of a new £11m Small Business Leadership Programme to deliver 2,000 places 
in its first year, and an ambition to train 10,000 per year by 2025.172 It also announced 
£20m to strengthen local networks to improve business management, the introduction of 
a mentoring programme for SMEs and a partnership between government, professional 
services firms, large banks and technology firms to help support SMEs to adopt new 
management practices and modern business tools.173 The Minister told us that the 
Government had decided to invest in peer-to-peer networks because it knew that it worked 
and because where small business had started up and got “straight into networking they 
have grown quicker and become more productive”.174 The Minister acknowledged that the 
Government had learnt a lot from the Goldman Sachs approach; however, she accepted 
that it was a challenge to reach more businesses to improve leadership and ambition and 
that the Government was trying to tailor its support to plug gaps.175

44. Poor management and leadership is a problem for far too many SMEs and is 
damaging their productivity and ability to grow. Often, this is because SMEs lack 
the time and financial resources to invest in relevant training, are unware of the 
benefits such training can deliver or suspect that it will not be directly relevant to 
their business. We welcome the Government’s recently announced £31m package of 
measures to help support SMEs improve their management skills and enable local 
networks where SMEs can learn from one another. However, the £11m of this funding 
assigned for management training will only reach up to 10,000 people a year. We 
recommend that the Government should set out immediately how it will track and 
report on the effectiveness of this package of measures. It should also examine how it can 
reach more companies. For instance, we recommend that it uses the lessons learnt from 
programmes such as those run by Goldman Sachs to produce scaleable offerings, such 
as bite-size online learning, which can address SME time and money constraints. This 
can be combined with local peer-to-peer networks which can enrich such learning. We 

169 See SBP0032 Professor Richard Thorpe (Leeds University Business School). He notes that that evaluation of 
Lancaster University’s ten-month Leadership and Development (LEAD) programme for 251 SME owner managers 
showed average increases in sales turnover of 37.5% attributed to the programme and increases in employment, 
productivity and mind-set changes amongst the managers. SBP0015 Chartered association of Business Schools. 
CABS note similar results from the Small Business Charter Growth Voucher Programme, the Strathclyde 
Business School Growth Advantage Programme and the Cardiff School of Management 20Twenty Leadership 
Programme.

170 Q136 Tony Danker, Be the Business.
171 BEIS, Government launches new fund to support small business growth, (June 2018).
172 HM Treasury, Budget 2018: Support for Business, (October 2018)
173 Letter from Kelly Tolhurst MP, Minister for Small Business, Consumers & Corporate Responsibility, (October 

2018).
174 Q308 Kelly Tolhurst MP, Minister for Small Business, Consumers & Corporate Responsibility.
175 Q309 Kelly Tolhurst MP, Minister for Small Business, Consumers & Corporate Responsibility..
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also recommend that the Government introduces financial incentives, such as vouchers, 
as soon as possible to encourage SMEs to explore and then take-up management and 
leadership training.

Digital skills

Why digital skills matter

45. Digital skills are crucial for SMEs if they are to improve their productivity and 
especially if they want to scale up. Digital technologies can allow SMEs to improve their 
relationship with their customers through customer relationship management (CRM), 
improve and speed up accounting, resource planning and people management processes, 
delivering efficiencies, especially in terms of staff time.176 They can allow better access 
to and storage of data and information (e.g. cloud computing) and enhance its creation, 
modification and analysis.177 The use of cloud computing enables SMEs to reduce the need 
for on-site ICT staff support and upfront investment in ICT capital.178 Digital technology 
and digital skills can also allow SMEs to benefit from digital platforms, such as social 
media and online selling and payments,179 and emerging technologies such as artificial 
intelligence, robotics and 3-D printing.180 In addition, digital technology allows SMEs to 
improve market intelligence, increase local competitiveness and access global markets and 
knowledge networks at relatively low cost.181 However, the introduction of such technology 
needs to be accompanied by staff and management training and the introduction of 
business processes to ensure that digital technology is fully exploited.182 While all of the 
above are essential for all SMEs to remain competitive,183 they are imperative for those 
companies that want to scale up by enhancing their knowledge-based capital, such as 
research and development, and introducing new organisational processes.184

UK SMEs and the digital gap

46. There appears to be a sizeable digital gap for many UK SMEs. Despite clear evidence 
that better digital capability spurs growth, a quarter of SMEs do not consider digital skills 

176 Enterprise Research Centre, State of small Business Britain Report 2018, (2018), p 30. Sage Group, for 
example, have estimated that digital tools could save SMEs on average 120 days a year if they digitalised their 
administrative processes (Sage Group (SBP0027)). See also: Federation of Small Businesses, Digital skills gap in 
small firms holding back productivity, (December 2017).

177 See: OECD, Strengthening SMEs and entrepreneurship for productivity and inclusive growth, (February 2018) 
p 12–13. Federation of Small Businesses, Digital skills gap in small firms holding back productivity, (December 
2017).

178 OECD, Promoting Innovation in Established SMEs, (February 2018), p 6.
179 Science and Technology Committee, Digital Skills Crisis, (HC 270; June 2016), p 15.
180 See: Buckinghamshire Business First (SPB0023); Q196 (Professor Tim Vorley, Sheffield University); World 

Economic Forum, Technology and Innovation for the Future of Production: Accelerating Value Creation, (2017); 
BEIS, Made Smarter Review 2017, (November 2017), p 8; Hiscox, The future’s bright for SMEs that embrace 
automation, (August 2016).

181 See: OECD, Strengthening SMEs and entrepreneurship for productivity and inclusive growth, (February 2018) p 
12–13; OECD Observer, Better policies for SMEs to scale up and go global, (2018).

182 OECD, Promoting Innovation in Established SMEs, (February 2018), p 5; Institute of Directors (SBP0010).
183 See Q57 David Willett (Open University). He noted that digital skills allowed SMEs to reskill and upskill their 

staff.
184 OECD, Enabling SMES to Scale Up, (February 2018), p 12.
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or investment in digital technology to be important to the growth of their business.185 Many 
SMEs are limited by broadband speeds,186 and internal resources (e.g. people, training 
hardware and software) to absorb digital technology.187 In 2017, a survey found that nearly 
2 million small businesses in the UK lacked basic digital skills and digital knowledge.188 
The lack of these basic skills has resulted in around five million working hours every week 
being lost to SMEs in fixing everyday IT problems, such as printer issues and computer 
crashes.189 Some SMEs are also not exploiting the use of digital in identifying customers 
and what they want,190 automating production and enhancing human resource and 
finance processes,191 and many are not able to make use of cloud computing and remote 
server access.192 The adoption of digital technology by UK firms generally has generally 
been behind many other OECD economies; for instance it is not amongst the top players 
in adopting emerging ICT technologies.193 Micro-businesses in particular are not fully 
exploiting the potential of digital, both in the types of digital applications adopted and the 
numbers of digital processes they are adopting.194

185 Federation of Small Businesses, Digital skills gap in small firms holding back productivity, (December 2017). See 
also Q58 (Professor Paula Whitehouse, Aston Business School); BIS, Digital Capabilities in SMEs: Evidence Review 
and Re-survey of 2014 Small Business Survey respondents, (September 2015), p 6.

186 See for example: British Chambers of Commerce, Digital Economy Survey 2017, (March 2017). Ben Chapman, 
Quarter of UK businesses don’t have reliable broadband despite government pledges on ‘superfast’ internet, 
Independent, (March 2017). The BCC found that Smaller businesses were the most likely to suffer from 
unreliable broadband, with nearly a quarter (24%) of sole traders and 21% of micro-businesses reporting 
problems.

187 Institute of Directors (SBP0010). The ONS have found that though 86% of all businesses had internet access, 
smaller businesses had slower broadband speeds - while 62% of businesses with 1,000 employees or more had 
superfast broadband in 2016, only 5.8%of the smallest businesses did (ONS, E-Commerce and ICT Activity: 2016, 
(November 2017).

188 Lloyds Bank, UK Business Digital Index 2017, (2017). An FSB survey carried out om 2017 found that 26% of 
English business owners lacked confidence in their basic digital skills (Federation of Small Businesses, Digital 
skills gap in small firms holding back productivity, (December 2017)).

189 Information Age, UK small businesses are wasting time with IT problems, (March 2017).
190 ONS, E-Commerce and ICT Activity: 2016, (November 2017). The ONS notes that larger businesses make better 

use of website and social media to connect with their customers.
191 Sage Group (SBP0027). See also ONS, E-Commerce and ICT Activity: 2016, (November 2017). The ONS notes that 

smaller businesses see considerably fewer e-commerce sales than bigger companies.
192 See CBI, From Ostrich to Magpie: Increasing Business Take-up of Proven Ideas and Technologies, (November 

2017), pp 14- 20; British Chambers of Commerce, Digital Economy Survey 2017, (March 2017).
193 See for example OECD, Science, Innovation and Technology Scorecard 2017, (2017). The OECD cites the following 

top players: US; Japan; South Korea; China; China Tapei; Germany; Sweden: France; Canada (p 20).
194 Enterprise Research Centre, State of small Business Britain Report 2018, (2018), pp 30–31. Sage Group also report 

that 45% of SMEs have not digitised their accounting processes and 60% have not digitised their HR processes 
Sage Group (SBP0027). A 2017 FSB Survey found that a fifth of English business owners surveyed believed that 
a lack of digital basic skills amongst their staff was holding their business back from increasing their digital 
and online presence (Federation of Small Businesses, Digital skills gap in small firms holding back productivity, 
(December 2017)).

https://www.fsb.org.uk/media-centre/press-releases/digital-skills-gap-in-small-firms-holding-back-productivity
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/457750/BIS-15-509-digital-capabilities-in-SMEs-evidence-review-and-re-survey-of-2014-small-business-survey-respondents.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/457750/BIS-15-509-digital-capabilities-in-SMEs-evidence-review-and-re-survey-of-2014-small-business-survey-respondents.pdf
https://www.britishchambers.org.uk/media/get/BCC%20Digital%20Survey%202017%20Summary%20pt1.pdf
https://www.independent.co.uk/news/business/news/uk-business-broadband-quarter-connection-reliable-superfast-internet-connection-british-chambers-of-a7647661.html
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79964.pdf
https://www.ons.gov.uk/businessindustryandtrade/itandinternetindustry/bulletins/ecommerceandictactivity/2016
https://resources.lloydsbank.com/businessdigitalindex/
https://www.fsb.org.uk/media-centre/press-releases/digital-skills-gap-in-small-firms-holding-back-productivity
https://www.fsb.org.uk/media-centre/press-releases/digital-skills-gap-in-small-firms-holding-back-productivity
http://www.information-age.com/uk-small-businesses-wasting-time-123465145/
https://www.ons.gov.uk/businessindustryandtrade/itandinternetindustry/bulletins/ecommerceandictactivity/2016
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80279.pdf
http://www.cbi.org.uk/index.cfm/_api/render/file/?method=inline&fileID=F840035B-0678-4A72-BAF8B7D170F47A07
https://www.britishchambers.org.uk/media/get/BCC%20Digital%20Survey%202017%20Summary%20pt1.pdf
https://www.enterpriseresearch.ac.uk/wp-content/uploads/2018/06/SSBB-Report-2018-final.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80279.pdf
https://www.fsb.org.uk/media-centre/press-releases/digital-skills-gap-in-small-firms-holding-back-productivity


29 Small businesses and productivity 

Chart 6: Percentage of Micro-businesses adopting specific digital processes (2018)
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Web-based account software and cloud computing are the most commonly used digital technologies among UK 
micro-businesses, with over 40 per cent of firms using these technologies. E-Commerce is used by 30 per cent of 
firms, with 25 and 18 per cent of firms using CAD and CRM respectively. 9 per cent of firms use Machine Learning 
technologies, and only 3 per cent of micro-businesses are using AI (Figure 5.1). 

Figure 5.1: Digital adoption in micro-businesses 

Box 2: Description of  Digital Technologies

Customer relationship management (CRM) systems use data analysis about customers' history 
to improve business relationships with customers, specifically focusing on customer retention.  
E-commerce involves selling goods and/or services through the company website. 
Web-based accounting software is an accounting information system which can be accessed 
with any device which is internet enabled.  
Computer-aided design software aids in the creation, modification, analysis, or optimization of a 
design. 
Cloud computing involves the practice of using a network of remote servers hosted on the 
Internet to store, manage, and process data, rather than a local server or a personal computer. 
Artificial intelligence is the simulation of human intelligence processes – learning, reasoning 
and self-correction - by machines, especially computer systems.  
Machine learning technologies use statistical techniques to give computers the ability to "learn" 
(i.e., progressively improve performance on a specific task) with data, without being explicitly 
programmed. 

Next, the extent of digital technology use is considered. In other words, how many of the seven technologies are 
micro-businesses using? One in four firms (25.3 per cent) use none of the digital technologies. Almost the same 
proportion of firms (24.7 per cent) use only one digital technology. Over one in five firms (21.3 per cent) use two 
digital technologies, with 17 and 8 per cent of firms using three and four digital technologies respectively. Three per 
cent of micro-businesses use five technologies, with less than one per cent of firms using more than five technologies 
(Figure 5.2). 

30

[CRM (Customer Relationship Management); Web A/C (web-based accounting software); CAD (computer-aided design 
software); AI (artificial intelligence)]

Source: Enterprise Research Centre, State of small Business Britain Report 2018, (2018), p 30.

Chart 7: Percentage of Micro-businesses adopting one or more digital processes (2018)Figure 5.2: Extent of digital adoption by micro-businesses 
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On average, micro-businesses use 1.7 digital technologies. There is greater use of digital technologies in London, 
with firms on average using 2.0 digital technologies. The extent of digital technology use is lower in Wales and 
Northern Ireland, with firms on average using 1.4 and 1.3 digital technologies respectively. 

Figure 5.3: Regional breakdown: Extent of digital adoption 
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Source: Enterprise Research Centre, State of small Business Britain Report 2018, (2018), p 31.

47. Though most SMEs provide some kind of digital skills training for their staff, about 
a half do not have a formal training plan or training budget for digital skills training, 
while three quarters of self-employed business people have no plan or budget to support 
training.195 SMEs are even less likely to invest in newer innovative technologies, such 
as AI, and the skills to exploit them, despite the UK being a world leader in developing 
them.196

195 Federation of Small Businesses, Digital skills gap in small firms holding back productivity, (December 2017), p 29.
196 BEIS, Made Smarter Review 2017, (November 2017), p 9–10.

https://www.enterpriseresearch.ac.uk/wp-content/uploads/2018/06/SSBB-Report-2018-final.pdf
https://www.enterpriseresearch.ac.uk/wp-content/uploads/2018/06/SSBB-Report-2018-final.pdf
https://www.fsb.org.uk/media-centre/press-releases/digital-skills-gap-in-small-firms-holding-back-productivity
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/655570/20171027_MadeSmarter_FINAL_DIGITAL.pdf
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Barriers to SME digital adoption

48. There a number of reasons why SMEs do not adopt digital technology. Many SMEs 
simply do not know about what is available, how it is being used by competitors and 
whether they are optimising the technology they do have.197 A survey carried out by 
the FSB in August 2017 found a range of other issues that inhibit SMEs becoming more 
digital.198

Chart 8: Top Five Barriers to SMEs becoming more Digital (Percentage of SMEs affected)
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Barriers to being more digital
Figure 22: Top five reasons for not being more digital
Source: FSB skills and training survey, August 2017
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Interestingly, despite business owners’ confidence in their own basic digital skills, over a fifth (22%) 
believe that a lack of basic digital skills among their staff is preventing them from being more digital, 
as Figure 22 shows. A preference for more traditional ways of doing business, including using word 
of mouth to promote the business (21%) and a belief that being more digital lacks relevance for their 
business (21%), is also stopping businesses from investing in digital technology and skills. 

According to one business owner, time is a barrier to greater digital engagement:

‘Time. Blogging more frequently takes time, for example. I have the time when I’m not 
too busy, but when I am busy I don’t have the time to tell everyone what I am doing!’ 

Information and communications business, Greater London, 11 to 20 staff

A fifth (21%) of business owners are concerned about cyber security. Cyber crime is a considerable 
risk to smaller firms in the UK. FSB research estimates that small enterprises are impacted by around 
seven million cyber crimes every year and that these cost small business £5.26 billion annually.49 This 
is a substantial on-going additional cost of doing business, reducing the competitiveness of smaller 
firms and creating a ‘chilling effect’ on the dynamism of the small business community, not least due 
to the higher costs of adopting new digital networked technologies as a result of such risks. Smaller 
firms are the least best placed to deal with cyber threats most effectively, because of the significant 
constraints under which they operate. Such constraints make smaller businesses highly vulnerable 
to cyber threats.50

49   FSB  Cyber Resilience: how to protect small firms in the digital economy, 2017  Available at: http://www fsb org uk/docs/default-source/fsb-org-uk/FSB-Cyber-
Resilience-report-2016 pdf?sfvrsn=0 

50   For more FSB research into cyber crime, including policy recommendations on reducing the risks to smaller firms of cyber crime, read FSB, Cyber Resilience: 
how to protect small firms in the digital economy, 2017  Available at: http://www fsb org uk/docs/default-source/fsb-org-uk/FSB-Cyber-Resilience-report-2016 
pdf?sfvrsn=0

Source: Federation of Small Businesses, Learning the ropes: skills and training in small businesses, (December 2017), p. 33.

49. SMEs face even more specific barriers to adopting more innovative technology such 
as an ineffective and confused landscape of business support, ambiguity about what 
‘good’ looks like and not enough incentives for uptake.199 They also face more general 
problems which affect all businesses, such as a skills shortage in advanced digital skills 
and a lack of common standards allowing different technologies to connect.200 However, 
SMEs, especially micro businesses, have fewer resources to overcome these problems and 
while bigger companies see digital technology as an opportunity to invest in, smaller ones 
can often see it as a threat.201

Overcoming digital barriers facing SMEs

50. A number of possible solutions can address the digital barriers facing SMEs. Several 
witnesses told us that there needed to be better collaboration between SMEs and innovative, 
science and research organisations if SMEs were to reskill and upskill staff,202 and make 
the most of new technologies such as AI, robotics and 5G.203 Help could also be given 
to SMEs through the use of inducements, such as vouchers from LEPs or Growth Hubs 

197 Q115 Tony Danker (Be the Business).
198 Federation of Small Businesses, Digital skills gap in small firms holding back productivity, (December 2017), p 33. 

See also Enterprise Research Centre, State of small Business Britain Report 2018, (2018), p 33.
199 BEIS, Made Smarter Review 2017, (November 2017), p 9.
200 As above.
201 See Chris Barnard et al., The Road to the Digital Future of SMEs, IDC UK, (September 2017),
202 Q57 David Willett (Open University).
203 Buckinghamshire Business First (SPB0023). See also Q196 Professor Tim Vorley (Sheffield University).

https://www.fsb.org.uk/docs/default-source/fsb-org-uk/skills-and-training-report.pdf?sfvrsn=0
https://www.fsb.org.uk/media-centre/press-releases/digital-skills-gap-in-small-firms-holding-back-productivity
https://www.enterpriseresearch.ac.uk/wp-content/uploads/2018/06/SSBB-Report-2018-final.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/655570/20171027_MadeSmarter_FINAL_DIGITAL.pdf
https://www.virginmediabusiness.co.uk/pdf/Insights%20Guides/The%20SMEs%20changing%20the%20world.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80023.pdf
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to introduce SMEs to digital solutions,204 and good signposting to digital resources and 
advice.205 We also heard that local business networks, involving LEPs, Growth Hubs and 
peer-to-peer forums played a key role in allowing business to learn from other businesses 
on what technology worked best and where advice and support could be accessed at both 
a national and local level.206 When such networks involved local business schools and 
universities, they could also help promote newer technologies.207

Government support for SMEs on digital skills and uptake

51. The Government has acknowledged that there is a problem with digital skills, and 
is currently consulting on a new national standard for basic digital skills, improvements 
to the publicly funded basic digital skills offer and the introduction of a national digital 
skill entitlement.208 The Minister drew attention to the Government’s National Retraining 
Scheme, which will receive £100 million to upskill workers.209 The Government has sought 
to improve digital spend on SMEs by encouraging their access to the Digital Marketplace, 
which allows public sector buyers to find technology or people to deliver digital projects. 
For instance, the Government has stated that SMEs have accessed almost half of public 
sector spend on digital since 2012 - over £1.9bn.210

52. The Government’s Industrial Strategy also includes several strands that focus 
on improving digital technology uptake. There is a commitment to invest in digital 
infrastructure in areas such as 5G and full-fibre networks,211 and in digital technologies 
such as Artificial Intelligence and data-driven processes.212 The Made Smarter Review has 
considered how UK manufacturing can maximise the benefits from increasing adoption of 
digital technology,213 and the Productivity Review is currently looking at how businesses 
more generally can embrace new technology.214 The Government’s New Business Basics 
Fund also is seeking to increase SME uptake of tried and tested technology.215 The 
Minister said that it was important that growth hubs, peer to-peer networks and private 
sector organisations could signpost SMEs to the support available. and that while it was 

204 Q110 Andrew Wright (Leeds City Region LEP). See also: IoD, Lifting the Long Tail: The Productivity Challenge 
through the Eyes of Small Business Leaders, (October 2018). The IoD suggested that LEPs and Growth Hubs could 
use free offers as a way to introduce SMEs to training and other forms of investment to improve productivity.

205 Q115 Ruby Peacock (FSB). 5G is the fifth generation of cellular mobile communications. It succeeds the 4G, 3G 
and 2G systems. 5G performance targets high data rate, reduced latency, energy saving, cost reduction, higher 
system capacity, and massive device connectivity.

206 Q108 Rana Harvey (Monster Group UK); Q145 Andrew Wright (Leeds City Region LEP).
207 Q74 and Q76 Paula Whitehouse (Aston Business School); Q78 Sarah Underwood (Leeds University).
208 DoE, Improving adult basic digital skills Government consultation, (October 2018). See also:  BEIS, Industrial 

Strategy: Building a Britain fit for the future, (2017), pp 40–41. And pp 109–111.
209 Q285 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility. See: HM Treasury, Government support to boost skills and prosperity, (October 2018).
210 Crown Commercial Service, Cabinet Office and Government Digital Service, Almost half of government digital 

spend now goes to SMEs, (August 2018).
211 BEIS, Industrial Strategy: Building a Britain fit for the future, (2017), p 11, pp 128–131 and pp 151–156.
212 As above, p 36.
213 BEIS, Made Smarter Review, (November 2017). See also BEIS, Industrial Strategy: Building a Britain fit for the 

future, (2017), pp 205–6.
214 BEIS, Government review to help business embrace new technology and boost wages and profits, (May 2018). 

See also BEIS, Industrial Strategy: Building a Britain fit for the future, (2017), pp 157–159.
215 BEIS, Government launches new fund to support small business growth, (June 2018).

https://www.iod.com/Portals/0/PDFs/Campaigns%20and%20Reports/Economy/Lifting-the-long-tail.pdf?ver=2018-10-10-101825-427
https://www.iod.com/Portals/0/PDFs/Campaigns%20and%20Reports/Economy/Lifting-the-long-tail.pdf?ver=2018-10-10-101825-427
https://consult.education.gov.uk/post-16-basic-skills-team/improving-adult-basic-digital-skills/supporting_documents/Improving%20adult%20basic%20digital%20skillsconsultation.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664563/industrial-strategy-white-paper-web-ready-version.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664563/industrial-strategy-white-paper-web-ready-version.pdf
https://www.gov.uk/government/news/government-support-to-boost-skills-and-prosperity
https://www.gov.uk/government/news/almost-half-of-government-digital-spend-now-goes-to-smes
https://www.gov.uk/government/news/almost-half-of-government-digital-spend-now-goes-to-smes
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664563/industrial-strategy-white-paper-web-ready-version.pdf
https://www.gov.uk/government/publications/made-smarter-review
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664563/industrial-strategy-white-paper-web-ready-version.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664563/industrial-strategy-white-paper-web-ready-version.pdf
https://www.gov.uk/government/news/government-review-to-help-business-embrace-new-technology-and-boost-wages-and-profits
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/664563/industrial-strategy-white-paper-web-ready-version.pdf
https://www.gov.uk/government/news/government-launches-new-fund-to-support-small-business-growth
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Government’s responsibility to enable and help small businesses with digital skills there 
was also a responsibility for businesses themselves to use the tools and services available 
to access support.216

53. We support the Government’s efforts to improve digital skills in small businesses 
and its investment in digital infrastructure and welcome the central role of digital in 
its Industrial Strategy. However, too many SMEs do not possess basic digital skills and 
there is a danger that many will miss out on the benefits of new technologies, such as 
robotics, AI and 5G. This will reduce the ability of SMEs to be more productive and 
innovative, reach out to customers and access support, much of which is digital. It 
will also impact negatively on workers who need to reskill and upskill as the pace of 
technological change increases. The Government should ensure that digital skills are at 
the heart of local business support offered by LEPs, Growth hubs and business networks. 
Its recently announced funding for local business networks should include a focus on 
digital skills. It should continue to fund digital knowledge exchange forums and explore 
how financial incentives can help SMEs and their staff to invest in both basic digital 
skills and the adoption of new technologies and processes. The Government should also 
run an annual survey of SMEs to assess progress on improving SME digital capability 
and the effectiveness of its programmes, its funding and the local provision provided by 
LEPs and Growth Hubs.

216 Qq 286–7 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 
Corporate Responsibility.
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5 Scale-ups

What are Scale-ups and why do they matter?

54. The OECD defines a scale-up as “an enterprise with average annual growth in 
employees or turnover greater than 20 per cent per annum over a three-year period, and 
with more than 10 employees at the beginning of the period”.217 They have also been 
defined as “high impact companies that grow faster, create more jobs, contribute more 
to society to a greater extent than their peers”,218 that benefit from sustainable growth219 
and derive at least at least 20% of their turnover from foreign clients.220 The Scale-up 
Institute, a private sector, not-for-profit company that supports scale-ups in the UK, has 
also noted that scale-ups are more productive and innovative, create high quality jobs, 
span all sectors, tend to be more diverse (47% of all scale-ups have at least one female 
director) and “good corporate citizens” (74% of all scale-ups offer opportunities to young 
people through internships or apprenticeships).221

55. In the UK it has been estimated that, although scale-ups amount to only about 
two to four per cent of SMEs, they are responsible for most of SME growth.222 A report 
published in November 2014 by Sherry Coutu CBE estimated that even a one per cent 
increase in the UK’s scale-up population could have driven an additional 238,000 jobs and 
£38 billion to GVA within three years leading to £96 billion per annum in the medium 
term.223 The importance of scale-ups to the UK is also highlighted by their key place in 
the Government’s Industrial Strategy224 and its new export strategy, published in August 
2018.225

How is the UK doing in terms of Scale-Ups and where are the Gaps?

56. The most recent figures produced by the Scale-up Institute indicate that the UK is 
improving its performance. Between 2015 and 2018, the total number of scale-ups in the 
UK increased from 26,985 to 35,210.226 However, in November 2017, the then Minister for 
Small Business and Scale-Up Champion, Margot James MP, noted that while the UK was 
third best in the OECD in terms of small business start-ups, it was 13th for scale-ups.227

57. The Scale-up Institute have identified five key gaps where companies who wanted to 
scale-up were often struggling to: access the right talent and skills; access the right types of 

217 OECD, OECD Manual on Business Demography Statistics, (2007), p 61.
218 World Economic Forum, The Bold Ones: High Impact Entrepreneurs Who Transform Industries, (2014), p 6
219 Innovate UK, Scaling-up: the investor perspective How innovative UK businesses can achieve sustainable growth, 

(November 2017),
220 ScaleIT, ScaleIT: Only Backable Scale-ups, (2016).
221 Scale-up Institute, Annual Scaleup Review 2017, (November 2017) p 15. See also: LSE, The Scale-up Manifesto: 

How Britain is Becoming the Scale-up Nation of the World, (November 2016); OECD, Enabling SMEs to Scale-up: 
Discussion Paper, (February 2018), p 6. The OECD note that SMEs are more productive when they grow, tend to 
be more innovative and create more jobs (pp. 7–9).

222 Fintech Times, Scale-up UK: Growing Businesses, Growing our Economy, (May 2016).
223 Sherry Coutu CBE, The Scale-up Report on UK Economic Report, (November 2014), p 6.
224 Scale-up Institute, Industrial Strategy White Paper: the scaleup focus, (November 2017).
225 HM Government, Export Strategy: supporting and connecting businesses to grow on the world stage, (August 

2018), p 64. See also: Scale-up Institute, Scaleups have vital role in Government’s newly published Export 
Strategy, (August 2018).

226 Scale-up Institute, Annual Scale-up Review 2017, (2017), p 23 and Scale-up Institute website.
227 BEIS, Launch of the Scale-Up Institute review 2017, (November 2017). P 11.

http://www.oecd.org/sdd/39974460.pdf
http://www3.weforum.org/docs/AMNC14/WEF_AMNC14_Report_TheBoldOnes.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/656377/17.3215.102_Scaling_up_-_the_investor_perspective-31-10-17-FINAL_digital_version.pdf
http://scaleit.biz/wp-content/uploads/ScaleIT_backable-scaleup_EN2016.pdf
http://www.scaleupinstitute.org.uk/wp-content/uploads/2017/11/ScaleUpInstitute_Annual_ScaleUp_Review_2017.pdf
http://www.scaleupinstitute.org.uk/wp-content/uploads/2016/11/LSE_SLIDES.pdf
https://www.oecd.org/cfe/smes/ministerial/documents/2018-SME-Ministerial-Conference-Plenary-Session-1.pdf
https://www.oecd.org/cfe/smes/ministerial/documents/2018-SME-Ministerial-Conference-Plenary-Session-1.pdf
https://thefintechtimes.com/scale-up-uk-growing-businesses-growing-our-economy/
http://www.scaleupinstitute.org.uk/wp-content/uploads/2018/02/scaleup-report_2014.pdf
http://www.scaleupinstitute.org.uk/industrial-strategy-white-paper-the-scaleup-focus/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/737201/HMG_Export_Strategy.pdf
http://www.scaleupinstitute.org.uk/scaleups-have-vital-role-in-governments-newly-published-export-strategy/
http://www.scaleupinstitute.org.uk/scaleups-have-vital-role-in-governments-newly-published-export-strategy/
http://www.scaleupinstitute.org.uk/wp-content/uploads/2017/11/ScaleUpInstitute_Annual_ScaleUp_Review_2017.pdf
http://www.scaleupinstitute.org.uk/
https://www.gov.uk/government/speeches/launch-of-the-scaleup-institute-review-2017
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finance to scale up; build leadership and management capacity;228 navigate infrastructure 
and access a customer base in domestic and international markets.229 Witnesses told 
us that a lack of skills230 and access to finance,231 poor infrastructure and a lack of 
commercial property232 were holding back potential scale-ups. Other barriers included a 
lack of awareness about scale-up support both at a local and national level,233 an inability 
to absorb assistance when it was required,234 and a paucity of ambition.235

Helping SMEs to scale up

58. The Government’s Industrial Strategy identified a number of specific areas to help 
scale-ups. This included better use of data to identify potential scale-ups so they could be 
encouraged and supported, enhancing leadership and management capability and access 
to talent,236 increasing awareness of equity finance to help scale-ups invest in business 
growth and improving better access to overseas markets and government procurement.237 
The Government has invested specific funds in the British Business Bank to catalyse later 
stage venture capital investments by the private sector, which it hopes will unlock £1 billion 
of equity funding in later stage venture capital. The British Business Bank hosts a specific 
Finance Hub for scale-ups to use and has helped more than 74,000 small businesses that 
wanted to grow, using angel finance,238 crowdfunding and venture capital.239 Innovate 
UK offers loans for the development of innovative products, and Catapult Centres 
across the UK, funded by Innovate UK, provide support for SMEs through funding and 
collaborations with industry and universities.240 The Government, as noted previously, 
has produced a series of policies to increase patient capital following its Patient Capital 
Review, which looked at the wider problem of long-term finance for growing innovative 
firms looking to scale-up,241 though it is yet to publish its response to the Patient Capital 
Review Industry Panel.

228 Innovate UK, Scaling-up: the investor perspective How innovative UK businesses can achieve sustainable growth, 
(November 2017), p 13. This report noted that management capability was crucial to successful scale-ups.

229 Scale-up Institute, Annual Scale-up Review 2017, (2017), p 12.
230 SBP0023 Buckinghamshire Business First; SBP0012 Octopus; SBP0010 Institute of Directors.
231 SBP0012 Octopus; SBP0005 ICAEW; SP0024 PACT; SBP0010 Institute of Directors.
232 SBP0023 Buckinghamshire Business First.
233 SBP0034 Aldemore; SBP0021 Electrical Contractors’ Association and the Building Engineering Services 

Association. SBP0012 Octopus; SBP0010 Institute of Directors; SBP0005 ICAEW; Institute of Directors; SPB000* 
Finance and Leasing Association.

234 SBP0033 Tees Valley Combined Authority.
235 Q181 Professor Tim Vorley (Sheffield University); Q182 Mike Cherry (FSB); Q155 and Q178 Angela Middleton 

(Middleton Murray).
236 BEIS in its evidence pointed to a series of challenges, including: people management (e.g. recruitment and 

delegation of key functions); strategy (moving to target opportunities); introduction of formalised systems (such 
as management information and customer relationship management); developing new products, markets and 
exports; ability to raise new finance; improving operations (e.g. adopting best practice). SBP0016 BEIS.

237 BEIS, Industrial Strategy: Building a Britain fit for the future, (November 2017), p 173.
238 Angel finance normally involves investment from an individual ‘angel’ or group of ‘angels’ who take an equity 

stake in a business in return for providing equity funds. Every angel investor has a different appetite for 
investment, and usually invests between £10,000 – £500,000. Deals of up to £2m are becoming more common, 
due to syndication. Angel investors seek to have a return on their investment over a period of 3–8 years. See UK 
Business Angels Association, Introduction to Angel Investment, (accessed 2 November 2018) and The Business 
Finance Guide, Angel Finance , (accessed 2 November 2018).

239 British Business Bank, Finance Hub, (accessed 5 November 2018).
240 See Chapter 2 of this Report.
241 HM Treasury, Patient Capital Review, (November 2017). Q302 Kelly Tolhurst MP, Parliamentary Under-Secretary 

of State, Minister for Small Business, Consumers and Corporate Responsibility

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/656377/17.3215.102_Scaling_up_-_the_investor_perspective-31-10-17-FINAL_digital_version.pdf
http://www.scaleupinstitute.org.uk/wp-content/uploads/2017/11/ScaleUpInstitute_Annual_ScaleUp_Review_2017.pdf
https://www.ukbaa.org.uk/services-for-entrepreneurs/support-and-advice/angel-investment-right-business/
https://thebusinessfinanceguide.co.uk/solutions/angel-finance/
https://www.british-business-bank.co.uk/finance-hub/?utm_source=BBBlinks&utm_medium=referral&utm_campaign=scaleup&utm_term=text
https://www.gov.uk/government/publications/patient-capital-review
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59. Scale-ups can also benefit from other Government policies discussed in the previous 
chapters of this report, especially in areas such as innovation and exporting. Companies 
that wish to scale-up can particularly benefit from intensive coaching and mentoring 
offered by programmes such as Goldman Sachs 10,000 Small Businesses and others (see 
Chapter 5) and which are mirrored in the Government’s announcement on funding for its 
Small Business Leadership Programme. We were told that it was imperative that existing 
support was packaged together and optimised for companies who wanted to scale-up,242 
and that improved scale-up data was used to identify existing and potential scale-ups so 
that they could be targeted with proactive support.243

60. Witnesses pointed to the key role that local business networks and LEPs and Growth 
Hubs can play in helping potential scale-ups.244 This included signposting national 
support programmes,245especially in areas such as exporting, procurement and finance.246 
However, to do this effectively LEPs and Growth Hubs need to be properly resourced 
to provide focused support to scale-ups, especially after EU funding is withdrawn after 
Brexit.247 The local nexus of LEPs, Growth Hubs, business organisations, education 
institutions (e.g. universities and business schools) and organic networks are also 
invaluable in allowing scale-ups to access advice, funding, mentoring and schemes such 
as the Goldman Sachs programme. We heard that such networks increased ambition 
and allowed word-of-mouth endorsements for training and investment in specific tools 
and products (e.g. software) which could help small businesses scale-up.248 The Minister 
confirmed that the Government was working with the HMRC to use its data to better 
identify potential scale-ups,249 which the Scale-up Institute and others had stressed was 
a priority.250 She also told us that the Government was particularly focusing on scale-ups 
and on issues surrounding their access to finance.251

61. Despite being a very good place to start a business, the UK is lagging behind many 
of its OECD competitors on scale-ups. We welcome that the Government has made 
scale-ups a priority and that many aspects of the Industrial Strategy will support 
scale-ups as will its funding for local business networks and management training. We 
also welcome the Minister’s commitment to make use of HMRC data to better identify 
scale-ups. As already recommended in Chapter Three of this report, the Government 
should publish its response to the Patient Capital Review Industry Panel without delay, 
so that scale-ups have greater access to finance to grow and innovate. The Government 
should with some urgency consider how the existing nexus of support can nurture scale-
ups particularly in areas such as finance, exports, advice, digital adoption, management 

242 Q195 Tim Vorley (Sheffield University).
243 Q188 Irene Graham (Scale-up Institute); Q189 Tim Vorley (Sheffield University).
244 Q65 Charlotte Keenan (Goldman Sachs); Q115 Ruby Peacock (Federation of Small Businesses); Q78 Professor 

Sarah Underwood (Leeds University); Q83 Ben Wilmott (CIPD); Q145 Andrew Wright (Leeds City Region LEP); 
Q167 Byron Dixon, OBE (Micro-Fresh); Q199 and Q205 Irene Graham (Scale-Up Institute); Q153 Heather Dean 
(Buckinghamshire Business First)

245 Q186 Chris Mason (Newable)
246 Q199 Irene Graham (Scale-up Institute).
247 Q171 and Q172 Linda Edworthy (Tees Valley Combined Authority). She was concerned that support for scale-up 

was merely bolted on to Growth Hubs with no extra funding. She noted that if EU funding was not replaced her 
Growth Hub would not be able to deliver the services it currently does.

248 Q157 Bryon Dixon (Micro-fresh); Q103 and Q143 Rana Harvey (Monster Group UK).
249 Q299 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.
250 Q189 (Professor Tim Vorley, Sheffield University); Q187 (Irene Graham, Scale-up Institute).
251 Q299 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.
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skills, infrastructure and issues around late payments and public procurement. This 
should include looking at how LEPs and Growth Hubs can better accommodate the 
specific needs of scale-ups, signposting national support and enabling local networking 
and collaboration. It is essential that the Government ensure that digital platforms and 
media channels are optimised to promote and facilitate easy navigation of its scale-
up offer. We recommend that the Government should move swiftly to use improved 
data on scale-ups to identify and proactively support scale-ups. This data should also 
be used to set ambitious targets and measure progress on improving the UK’s scale-up 
performance. For instance, Sherry Coutu suggested that a 1 per cent increase in scale-
ups could make a significant contribution to job creation, GVA and productivity.

62. Several witnesses warned us that concentrating on scale-ups could divert resources 
from the majority of UK SMEs, many of whom are part of the ‘long tail’ of productivity. 
For instance, it was suggested that this could divert resources from LEPs and Growth 
Hubs from the majority of small businesses to the minority that wanted to scale-up.252 
Instead, it was suggested that the lessons learnt from scale-ups should be used to help other 
small businesses improve their productivity,253 and that problems that all small business 
faced, such as access to premises, skilled workers, good infrastructure and finance, also 
needed to be addressed.254 It was also suggested that LEPs and Growth Hubs needed to be 
more adept in ensuring that their support and approach could meet the different needs of 
various types of SME.255 SMEs might also benefit from online tools which can help them 
identify their profile (e.g. start-up, scale-up or lifestyle256) and match their specific needs 
to the support available.

63. We fully support policies aimed at helping small businesses that want to scale 
up because of their importance to the UK economy. However, it is important that the 
majority of small businesses are nurtured and that their concerns are also addressed, 
such as affordable business premises, skills and personnel shortages and the availability 
of finance. The Government should work with the providers of scale-up programmes 
and LEPs and Growth Hubs, so that it uses the lessons learnt to support the full range 
of SMEs by providing cost effective packages, such as online bite-size management 
training. LEPs and Growth Hubs should be able to differentiate between different 
types of small business and match available support to their needs and ambitions. The 
Government should also explore how online support can be optimised so that SMEs can 
quickly produce a profile that matches their specific needs to the support available.

252 SBP0029 Leeds City Region LEP and West Yorkshire Combined Authority.
253 As above.
254 SBP0023 Buckinghamshire Business First; SBP0012 Octopus; SBP0007 Rail Supply Group.
255 Q182 Mike Cherry (FSB). See also Q198 Professor Tim Vorley (Sheffield University).
256 A ‘lifestyle’ business is a business that seeks to create and sustain a particular level of income for the founders 

or owners. See Funding Sage, What’s the Difference between a Lifestyle Business and a Scalable Company?, 
(September 2018).

http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80166.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80023.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79981.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79949.pdf
https://fundingsage.com/difference-lifestyle-business-scalable-company/
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6 Late Payments, Retentions and 
Government Procurement

64. Many SMEs are adversely affected by a range of payment issues, particularly when 
dealing with larger companies and when they are part of a supply chain. They also face 
problems when trying to partake in public sector procurements. We explored these 
challenges, the measures taken to address them and the scope for making more progress 
in ensuring that small businesses are treated fairly in these areas.

Unfavourable payment terms

65. The Government has acknowledged that long payment terms can cause problems 
for SMEs and that there is evidence that payment terms are getting longer.257 We found 
that several high street companies we contacted have long payment terms. WH Smiths 
for instance has standard payment terms of 90 days and maximum payment terms of 120 
days, Boots UK have standard payment terms of 75 days and maximum payment terms 
of 120 days, while Holland and Barrett, who did not reply to our correspondence, have 
standard payment terms of 90 days.258 This can mean that SMEs are exposed to costs 
through both long payment terms and when payments are paid beyond these terms. The 
Federation of Small Businesses (FSB) in June 2018 found that more than a third of small 
suppliers had had their payment terms increased over the previous 2 years, indicating 
what it characterises as “supply chain bullying”.259 SMEs can also face other unfavourable 
terms. The FSB reported that 12% of SMEs it surveyed had been asked for a discount 
for prompt payment,260 7% for retrospective discounting,261 6% for a fee to remain on a 
suppliers list and 3% had experienced a discount being applied after goods and services 
had been supplied.262 We found that Boots UK’s standard terms include a 2.5% discount 
that they deduct “for all suppliers irrespective of size”,263 while Robert Dyas informed us 
that they included within their standard terms “a 2% settlement discount, with a policy of 
0% for suppliers with less than £100k turnover”.264

66. The FSB found that in the construction industry many SMEs, especially when 
dealing with single large businesses, found it difficult to influence the terms of contracts 
with customers or challenge them over payments.265 We found that this was in part 
because SMEs often lack the internal legal resource to challenge contracts produced by 
larger companies,266 and because SMEs are so dependent on being part of supply chains,267 
with such practices potentially endemic to an entire sector or industry.268 The collapse 

257 BEIS, Creating a Responsible Payment Culture, (October 2018), p 8.
258 Letters from Chair of BEIS Committee and replies from WH Smiths and Boots UK Ltd..
259 Federation of Small Businesses, Chain Reaction: Improving the Supply Chain Experience for Smaller Firms, (June 

2018), p 47.
260 This was confirmed by several SME owners who spoke to the Committee privately.
261 Retrospective discounting occurs when larger firms force a discount of an already agreed price.
262 As above, p 56.
263 Letter from Boots UK Ltd to Chair of BEIS Committee.
264 Letter from Robert Dyas to Chair of BEIS Committee.
265 As above, p 57.
266 Q221-Q225, Tony Davis; Q225, Paul Antonio.
267 Q212 Martin Burton; Q213 and Q216, Tony Davis; Q216. We took evidence in private from several SMEs. One who 

supplied products to larger retailers told us that he was dependent on them as he could not reach his customers 
without them.

268 Q212 Martin Burton (Arnold James Ltd); Q213 Tony Davis (AMD Electrical).

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/745639/creating-a-responsible-payment-culture-call-for-evidence.pdf
https://www.fsb.org.uk/docs/default-source/fsb-org-uk/supply-chains-report-final.pdf?sfvrsn=0
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of Carillion highlighted the problems that can occur when a powerful single supplier 
can enforce 120-day payment terms on SMEs in its supply chains. And as we found in 
our report on Carillion, when Carillion collapsed it owed £2bn to its suppliers, sub-
contractors and other short-term creditors, some of which was unpaid money due to such 
unfavourable payment terms.269 Witnesses told us that attempts to gain quicker payment 
often necessitated a discount, usually 3% but sometimes as high as 7.5%, which could wipe 
out most suppliers’ margins.270 Kier revealed that they were offering supply side finance to 
suppliers so that they could be paid “in as little as 21 days compared to standard terms of 
60 days” for which there was a 1.2 to 1.5% charge for such early payment.271 Kier defended 
this practice, which they said was taken up by 60% of their subcontractors, by noting that 
“others in the industry have charged 5+% for payment in 30 days with standard terms 
of 150+ days”. Mears told us that they also offer a voluntary early repayment scheme 
through a “Barclaycard solution” whereby suppliers would “incur standard charges from 
Barclaycard”, but would not be subjected to “settlement discounts”.272

Late payments and their extent

67. Research has estimated various levels of late payments owed to SMEs. For instance 
in 2017, Bacs Payment Schemes Limited put the total figure owed to SMEs at £14 billion,273 
while the Zurich Risk Index estimated that SMEs were owed £45 billion by larger 
companies alone,274 having previously reported that SMEs were owed a total of £225 
billion in late payments.275 The UK performs worse than other countries both in terms 
of the proportion of invoices that are late,276 and the total amount of late payments and 
amount of late payments written off as bad debt,277 as indicated below.

269 See BEIS and Work and Pensions Select Committee, Carillion, (HC 769; May 2018), pp 24–26; House of Commons 
Library, The Collapse of Carillion, (March 2018), p 36.

270 Q240 Paul Antino (NRT Building Services Group); Q243 and Q248 Martin Burton (Arnold James Ltd); Tony Davis 
(AMD Electrical).

271 Letter from Keir Group Plc to BEIS Committee Chair. They told us that between January 2018 and June 2018, 
3,009 invoices were paid using their two principle early payment schemes totalling £173 million with a total fee 
deduction of £593,000.

272 Letter from Mears to Chair of BEIS Committee.
273 Shafi Musaddique, Late payments cost smaller UK businesses more than £2bn a year, (July 2017).
274 Zurich Insider, Big businesses prey on SMEs in £45bn of late payments, (September 2017).
275 Zurich Insider, SMEs owed £225bn from late payments, (January 2016).
276 As above, p 2.
277 Plum, The Domino Effect: the impact of late payments, (December 2017), p 11.

https://publications.parliament.uk/pa/cm201719/cmselect/cmworpen/769/769.pdf
https://www.independent.co.uk/news/business/news/late-payments-uk-business-cost-sme-2-billion-a-year-bacs-payment-customers-a7846781.html
https://insider.zurich.co.uk/industry-spotlight/big-businesses-prey-smes-45bn-late-payments/
https://insider.zurich.co.uk/industry-spotlight/smes-owed-225bn-from-late-payments/
https://www.sage.com/en-gb/blog/wp-content/uploads/sites/10/2017/12/Domino-Effect-Late-Payments-Research-Sage.pdf
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Chart 9: Proportion of Invoices that are Paid Late

The Domino Effect: a study for Sage 5 Hypotheses and analysis 

© 2017, Plum Consulting 11 

To examine the prevalence and impact of late payments, and to consider how this burden on SMEs can be 
reduced, we have proposed four key questions for examination, as follows. 

• How significant is the problem of late payments for SMEs? 

• Are large companies most likely to pay their invoices late? 

• Do late payments have a significant impact on SMEs? 

• Is there a role for intervention? 

These questions are examined in turn below. For each question, we have analysed impacts in each of the eleven 
countries overall. We then identify where countries may be outliers based on the compiled statistics. 

5.1 How significant is the problem of late payments? 

Figure 5-1 compares proportion of total invoices that are paid late for all countries surveyed. This percentage 
ranges from 7% in Brazil and 18% in the UK and Singapore. This strongly suggests that a significant proportion 
of invoices are paid late to SMEs in the 11 study countries. 

Figure 5-1: Proportion of invoices that are paid late 

 

Further analysis of the survey data shows that there is a strong correspondence between this and the 
percentage of total revenue that is received late. To construct a picture of the latter, companies were asked to 
state the proportion of total revenue they receive from different types of companies and then to provide the 
percentage of revenue that is received late from these companies. From the two sets of results, we derive the 
percentage of total revenue that is received late. This is shown in Figure 5-2. 
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Source: Plum, The Domino Effect: the impact of late payments, (December 2017), p 11.

Chart 10: Total Amount of Late Payments and Late Payment Written off as Bad Debt ($bn)

The Domino Effect: a study for Sage 

© 2017, Plum Consulting 2 

This report examines the issue of late payments.  When agreeing a contract, two firms will set out the terms of 
payment, including how many days after an invoice is issued that payment should be received.  When this 
deadline is not met, the payment is considered late – if it is received at all. 

These late payments can have significant impacts on smaller businesses, as their cashflow does not allow them 
to carry out business as usual without a steady flow of funds coming in.  Across the survey sample, we find that 
11.0% of all invoices issued by SMEs are paid late, which would equal a total of USD 1.01 trillion per year1.  Worse, 
7.5% of invoices are eventually written off as bad debt, which will have an even more significant impact on 
operations.  The proportional impact of late payments varies by country, but in all cases there is a significant 
issue. 

Figure 1: Total late payments and bad debts 

Country SMEs' GVA Late payments Bad debt estimate2 
UK GBP 678 bn GBP 112 bn GBP 60 bn 
South Africa ZAR 190 bn ZAR 25 bn ZAR 17 bn 
France EUR 528 bn EUR 51 bn EUR 45 bn 
Ireland EUR 60 bn EUR 7 bn EUR 5 bn 
Australia AUD 616 bn AUD 49 bn AUD 41 bn 
Brazil BRL 1,146 bn BRL 87 bn BRL 79 bn 
Canada CAD 1,000 bn CAD 103 bn CAD 82 bn 
Singapore SGD 174 bn SGD 29 bn SGD 15 bn 
Spain EUR 272 bn EUR 27 bn EUR 22 bn 
United States USD 6,486 bn USD 741 bn USD 652 bn 
Germany EUR 729 bn EUR 56 bn EUR 58 bn 

Late payments are found to have an adverse impact on SMEs in a number of ways.  Our previous report 
identified that a significant amount of time and effort was spent by SMEs chasing late payments; again, this 
varies by country, with the average SME in South Africa losing 20 days to this task while Australian SMEs only 
require four work days on average.  Any time lost on this task could instead be used to increase productivity. 

Further, around 40% of respondents to the survey identified some clear direct impacts that late payments have 
on their business.  These included both impacts on the firm (reduced investment, and a delay in paying their own 
suppliers) and impacts on individuals (reduced pay reviews, and reduced bonuses).  This last point was noted in 
every country other than the US: late payments have a noticeable impact on the payment of annual bonuses, 
which is likely to have further impacts on staff morale and productivity. 

Given these impacts, we have considered if there is a role for intervention.  We first examined if there is a 
particular type of company that is more likely to pay invoices late, but were not able to ascertain any particular 
                                                             
1 This relies on the assumption that the total GVA from SMEs Is reflective of the revenue that SMEs bring in.  In fact, this is likely to be an 

underestimate, as some SMEs will use inputs from large companies, which will be included in the total revenue but not considered part of the 
value added. 

2 Estimated based on percentage of invoices that are written off as bad debt. 

Summary 

Source: Plum, The Domino Effect: the impact of late payments, (December 2017), p 2.

68. The FSB published research in June 2018, which found that 17% of SMEs were paid 
more than 60 days after providing an invoice and 44% between 31 and 60 days,278 with 
only 17% seeing all their invoices paid on time and 32% seeing at least a quarter of their 

278 Federation of Small Businesses, Chain Reaction: Improving the Supply Chain Experience for Smaller Firms, (June 
2018), p 47

https://www.sage.com/en-gb/blog/wp-content/uploads/sites/10/2017/12/Domino-Effect-Late-Payments-Research-Sage.pdf
https://www.sage.com/en-gb/blog/wp-content/uploads/sites/10/2017/12/Domino-Effect-Late-Payments-Research-Sage.pdf
https://www.fsb.org.uk/docs/default-source/fsb-org-uk/supply-chains-report-final.pdf?sfvrsn=0
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invoices paid after agreed terms.279 The FSB also found that more than a third of small 
suppliers had had their payment terms increased over the previous 2 years.280 It also found 
that customers failing to pay for services or goods provided were identified as a key risk 
by 51% of small businesses. Witnesses from the construction industry told us that that 
late payments were endemic.281 One witness told us that written contracts were often a 
poor guide to payment practices: “It is not what is written on the paper; it is what happens 
in practice”.282 For example, a 30-day contract would realistically become a 45 to 60-day 
payment,283 and 70-day payment terms could exceed 100 days.284 This was because larger 
companies employed various ruses to delay: “They can use excuses like holidays, sickness 
or the director not being in the office to authorise things. It is generally just excuses to put 
off payment”.285 We found that a number of companies we looked at took on average more 
than 60 days to pay an invoice. For instance, Thomas Cook PLC took on average 88 days to 
pay their invoices, Britvic Drinks took 86 days, General Electric Energy UK Ltd 77 days, 
Holland and Barrett 68 days and Waterstones Booksellers Ltd 65 days.286

The impact of late payments

69. Numerous surveys have indicated the impact that late payments have on small 
businesses. This includes cash flow problems,287 reduced profit performance, delayed 
payments to suppliers by affected SME themselves,288 owners having to cover shortfalls 
with overdrafts or their own savings and wider impacts across supply chains and the 
UK economy.289 Late payments divert internal resources within SMEs to chasing money 
owed,290 while they also reduce the resources that SMEs can invest in staff recruitment 
and training, innovation and new technology and processes.291 One witness told us: “It … 

279 As above, p 52. The FSB found that 52% of SMEs saw up to 25% of their payments paid after agreed terms; 18% 
saw 26–50% of their payments paid after agreed terms and 14% saw more than half of their payments settled 
late.

280 As above.
281 Q213 Tony Davis (AMD Electrical).
282 Q277 Tony Davis (AMD Electrical).
283 Q207 Tony Davis (AMD Electrical).
284 Q207 Tim Hopkinson ((Poppleton). See also Q207 Paul Antino (NRT Building Services Group Ltd).
285 Q207 Martin Burton (Arnold James Ltd). See also Q215 Tony Davis (AMD Electrical); Q233–234 Tim Hopkinson 

(Poppleton).
286 We wrote to a number of companies about their payment practices. Some responded and for those that did not 

we looked at their payment practice reports. Thomas Cook told us that they did not gather transactional level 
detail for the whole of their group centrally and that Thomas Cook Group Plc represented 1% of all Thomas 
Cook Group payments.

287 See also: Q207 and Q227 Martin Burton (Arnold James Ltd).
288 See also: Q 207 and Q273 Tony Davis (AMD Electrical). He noted that he was fortunate that he could negotiate 

with his suppliers when he was awaiting late payments.
289 See: Dunn and Bradstreet, Small Business. Big Opportunity: The challenges and prospects for UK SMEs, (January 

2018), p 7; Sage, The Domino Effect: The Impact of Late Payments, (December 2017), p 16; Federation of Small 
Businesses, FSB report shows stopping late payments could save 50,000 small businesses, (December 2016). BEIS, 
Creating a responsible payment culture: A call for evidence in tackling late payment, October 2018), p 16, which 
notes that late payments can also incur interest charges on loans and overdrafts.

290 A Survey by Bacs estimated that a half of SMEs reported additional costs of over £100 a month because of late 
payment. See: Bacs, 2017 Q1 Late Payments Research, (2017).

291 Sage, The Domino Effect: The Impact of Late Payments, (December 2017), p 16. See also Q233 Tim Hopkinson 
(Poppleton). He told us that late payments stopped his company from investing in technology and other 
improvements. BEIS, Creating a responsible payment culture: A call for evidence in tackling late payment, 
October 2018), p 19.

https://check-payment-practices.service.gov.uk/report/8577
https://www.dnb.co.uk/content/dam/english/image-library/Modernization/other/creativeux-68-sme-report-pdf-r1-updated11Jan.pdf
https://www.sage.com/en-gb/blog/wp-content/uploads/sites/10/2017/12/Domino-Effect-Late-Payments-Research-Sage.pdf
https://www.fsb.org.uk/media-centre/press-releases/fsb-report-shows-stopping-late-payments-could-save-50-000-small-businesses
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/745639/creating-a-responsible-payment-culture-call-for-evidence.pdf
https://www.bacs.co.uk/NewsCentre/PressReleases/Pages/LatePaymentsCostingSmallerUKBusinessesMoreThan%C2%A32bnAYear.aspx
https://www.sage.com/en-gb/blog/wp-content/uploads/sites/10/2017/12/Domino-Effect-Late-Payments-Research-Sage.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/745639/creating-a-responsible-payment-culture-call-for-evidence.pdf
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restricts our ability to employ more apprentices and cuts down on our training budgets 
and investment within the company, because we have to finance that shortfall”.292 Another 
told us that it prevented his company from scaling-up:

We do contracts up to £600,000 or £700,000 in total for the project. The 
next step is to take on contracts of £1 million-plus. I am loath to do that 
because of the issues of late payment.293

The Minister acknowledged the impact that late payments were having, especially in terms 
of stopping small businesses from growing.294

70. There is also a wider cumulative effect, where late payments prevent whole industries 
and sectors becoming more productive and makes them less able to invest in infrastructure 
and skills.295 We were told that in many instances SMEs write off up to 7.5% of late 
payments as bad debt.296 In the worst-case scenario, small businesses can go bankrupt 
because of the cash flow problems caused by late payments. It has been estimated that each 
year as many as 50,000 small business go bankrupt with loss of up to 350,000 jobs.297 Such 
problems and the stress caused by them also lead to serious health problems for business 
owners.298 Because of the levels of late payments in the UK, the UK also compares badly 
to many other countries in terms of: days lost to chasing late payments; the financial 
cost of chasing late payments; the impact that late payments have on SMEs (i.e. staff 
commission, staff pay, annual bonuses, paying other suppliers and investment into the 
company).299 We are shocked by the extent of late payments and the impact they are 
having on small businesses. This includes the personal cost to owners and workers but 
also to the local communities they serve and the wider UK economy. It is completely 
unacceptable that a number of big companies, including several prominent high street 
retailers, are setting long payment terms, are on average taking over 60 days to pay 
an invoice, and in some cases deducting discounts for paying on time. Supply chain 
finance in the construction industry may offer benefits to many small suppliers but it 
must not be used to reduce payment times against unreasonable payment terms and 
discounts, where offered must be proportionate. If late payments and unfair payment 
terms are not addressed and small businesses cannot invest in skills, technology and 
better management practices we question whether the Government can address the 
‘long tail’ of productivity.

Government action on late payments

71. A number of initiatives have been introduced to improve payment practices.

292 Q226 Martin Burton (Arnold James Ltd). See also Q233 Tim Hopkinson (Poppleton).
293 Q228 Tony Davis (AMD Electrical).
294 Q318 Kelly Tolhurst, Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, 

Consumers and Corporate Responsibility.
295 Q233 Tim Hopkinson (Poppleton).
296 SBP0027 Sage.
297 See: Concur, Invoice Utopia: A Vision of the Future for UK Businesses, (November 2017); Federation of Small 

Businesses, Time to Act: The economic impact of poor payment practice, (December 2016).
298 We heard from one business owner in the Private Evidence session that late payments had led to the collapse of 

their company and contributed to a stroke. 24% of UK businesses think that late payments are a threat to their 
survival, the highest rate amongst European countries - see: Intrum Justicia, ‘European Payment Report’, June 
2018.

299 Plum, The Domino Effect: the impact of late payments, (December 2017), p 14–17.

http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80279.pdf
https://www.concur.co.uk/sites/default/files/uk/concur_utopia_whitepaper_final_final.pdf
https://www.fsb.org.uk/media-centre/press-releases/fsb-report-shows-stopping-late-payments-could-save-50-000-small-businesses
https://www.intrum.com/media/2772/epr-2018.pdf
https://www.sage.com/en-gb/blog/wp-content/uploads/sites/10/2017/12/Domino-Effect-Late-Payments-Research-Sage.pdf
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Interest on late payments

72. Several pieces of legislation have been introduced to allow companies to seek 
interest on late payments. For example, the Late Payment of Commercial Debts (Interest) 
Act 1998,300 brought in a staged approach for small businesses to seek interest of 8%, 
if payment was late.301 Crucially the statutory right to interest was not compulsory; a 
supplier had to decide whether they would make a claim or not. There have also been two 
EU Directives which have also sought to give small businesses redress, including the right 
to claim interest.302 Neither Directive enforce interest; they require a supplier or their 
representative to seek it. However, we found that many SMEs do not pursue interest on 
late payments because of their vulnerability within the supply chain or their reliance on 
bigger companies to sell and market their goods.303 While SMEs can seek redress on late 
payments through interest charged on them, few do so because they fear they would 
be ejected from the supply chain. The Government should give serious and urgent 
consideration as to whether mandatory interest on late payments would offer a greater 
incentive to pay on time in a way that does not expose individual SMEs to supply chain 
vulnerability.

Reporting on Payment Practices

73. In February 2017, the Government introduced the Reporting on Payment Practices 
and Performance Regulations 2017.304 The Regulations meant that from April 2017, all 
large companies and limited liability partnerships that over the previous years had a £36m 
turnover, a balance sheet total of £18m, or 250 staff are required to: report twice a year 
on: how their supplier invoices have been processed; the proportion of payments that 
are made within 30 days, within 30–60 days and more than 60 days; the proportion of 
payments that are made late (regardless of how long they took to pay).305 The reports are 

300 Late Payment of Commercial Debts (Interest) Act 1998.
301 Small Businesses were defined as a business with 50 or fewer employees. The Act was amended by the Late 

Payment of Commercial Debts (Amendment) Regulations 2015. For an overview of the Act see: House of 
Commons Library Note, Late Payments of Debts, (2017).

302 This included the Directive on combating late payment in commercial transactions (Directive 2000/35/EC), 
transposed by the Late Payment of Commercial Debts Regulations 2002, and European Directive on combatting 
late payments in commercial transactions was introduced (Directive 2011/7/EU), transposed by the Late Payment 
of Commercial Debt Regulations 2013. For a commentary see: House of Commons Library Note, Late Payments 
of Debts, (2017), pp 10–12.

303 We took evidence from several witnesses in private, who wished to remain anonymous, who made this point. 
See also: David Prosser, The scourge of late payment: How tardiness is threatening some start-ups’ existence, 
The Independent, (April 2017); Jon Card, How can small businesses take the pain out of late payments?, The 
Guardian, (September 2013).

304 The Explanatory Memoranda for the Regulations can be found here. Previously, Section 3 of the Small Business, 
Enterprise and Employment Act 2015 had introduced a new power to enable the Secretary of State to require 
certain companies to publish information about their payment practices. Provisions to report generally in the 
Annual Report on issues such as the treatment of suppliers existed already but the Act significantly extended 
the requirements.

305 BEIS, Business payment practices and performance: reporting requirements, (October 2017). See also: Concur, 
Invoice Utopia: A Vision of the Future for UK Businesses, (November 2017),p 21; The Prompt Payment Director, 
FAQs, (accessed 19 April 2018); Wall Street Journal, ‘New Rules Force U.K. Companies to Disclose Supplier 
Payment Data’, (April 2017).

https://www.legislation.gov.uk/ukpga/1998/20/contents
https://www.legislation.gov.uk/id/uksi/2015/1336
https://www.legislation.gov.uk/id/uksi/2015/1336
http://researchbriefings.files.parliament.uk/documents/SN06640/SN06640.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32000L0035&from=EN
http://www.legislation.gov.uk/uksi/2002/1674/contents/made
http://www.legislation.gov.uk/uksi/2013/395/contents/made
http://www.legislation.gov.uk/uksi/2013/395/contents/made
http://researchbriefings.files.parliament.uk/documents/SN06640/SN06640.pdf
http://researchbriefings.files.parliament.uk/documents/SN06640/SN06640.pdf
https://www.independent.co.uk/Business/indyventure/late-payment-sme-startup-uk-zurich-jeremy-corbyn-labour-supplier-a7684136.html
https://www.theguardian.com/small-business-network/2013/sep/18/late-payment-pain-small-business
https://www.legislation.gov.uk/ukdsi/2017/9780111153598/contents
http://www.legislation.gov.uk/ukpga/2015/26/contents/enacted
http://www.legislation.gov.uk/ukpga/2015/26/contents/enacted
https://www.gov.uk/government/publications/business-payment-practices-and-performance-reporting-requirements
https://www.concur.co.uk/sites/default/files/uk/concur_utopia_whitepaper_final_final.pdf
https://www.wsj.com/articles/new-rules-force-u-k-companies-to-disclose-supplier-payment-data-1493303040
https://www.wsj.com/articles/new-rules-force-u-k-companies-to-disclose-supplier-payment-data-1493303040
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published on the GOV.UK website.306 The Minister told us that by the end of June 2018, 
3,500 companies had reported and that by November it estimated that 15,000 companies 
would have come within the scope of the requirements.307

74. While the introduction of the reporting practices was generally welcomed, some 
commentators and witnesses noted that the reporting requirements have a number of 
shortcomings. They only apply to a comparatively small number of businesses in the UK.308 
This duty to report is intended to help suppliers decide who to work with, however, some 
firms have not yet published their payment practices reports.309 In addition, there are no 
fines or consequences for poor performers.310

The Prompt Payment Code

75. The Prompt Payment Code (‘the Code’), which was introduced by the then Labour 
Government in 2008 sets standards for payment practices and best practice and is 
administered by the Chartered Institute of Credit Management. Compliance with the 
principles of the Code is monitored and enforced by the Prompt Payment Code Compliance 
Board. The Code is voluntary and signatories can be removed for non-compliance. 
The Code covers prompt payment, as well as wider payment procedures.311 Signatories 
undertake to pay suppliers within a maximum of 60 days (in line with late payment 
legislation requirements), to work towards adopting 30 days as the norm, and to avoid any 
practices that adversely affect the supply chain.312 In July 2017, the Chartered Institute of 
Credit Management stated that 2,000 companies had signed the code, comprising more 
than 70 percent of the FTSE 100.313

76. We found, after writing to a number of high profile companies, that a majority of 
those who replied were not signed up to the PPC.314 Furthermore, the collapse of Carillion 
highlighted a firm that was signed up to the code but who was enforcing payment terms 
of 120 days.315 In December 2017, City AM reported that Carillion had increased third-

306 BEIS, Check when large businesses pay their suppliers, (accessed 2 November 2018).
307 Q316 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.
308 The Guardian, Late payments took me to a frightening place, (May 2017).
309 For instance, GlaxoSmithKlein have not published their payment practice reports and they told us that the 

relevant information had not been collated.
310 We heard from several witnesses in private who questioned whether the reporting practices or the Prompt 

Payment Code made any difference to the payment practices of larger companies.
311 Signatories should: agree to pay within the terms agreed at the outset of the contract and without attempting 

to change payment terms retrospectively or changing practice on length of payment for smaller companies on 
unreasonable grounds; give clear guidance to suppliers by providing suppliers with clear and easily accessible 
guidance on payment procedures, ensuring there is a system for dealing with complaints and disputes which is 
communicated to suppliers and advising them promptly if there is any reason why an invoice will not be paid to 
the agreed terms; encourage good practice by requesting that lead suppliers encourage adoption of the code 
throughout their own supply chains.

312 Paying with 60 days is a requirement and is met by paying 95% of invoices within this period, unless there are 
exceptional circumstances.

313 Prompt Payment Code, CICM says Code playing its part in improving payment practices, (July 2017).
314 For instance, the following companies were not signed up: WH Smiths; Boots; Siemens; Nike; Yodel; Thomas 

Cook; Punch Taverns; Warner Music; Manchester United Football Club; Arcadia; Robert Dyas; Aston Villa 
Football Club. Companies who were signatories included: GlaxoSmithKlein; Waitrose; Reed; Barratt; Capita; G4S. 
The following did not reply to our request: Manchester City Football Club; Britvic Drinks; Waterstones; Holland 
and Barrett; General Electric.

315 BEIS Select Committee and Work and Pensions Committee, Carillion, (HC 769; May 2018), p 4. Construction 
Enquirer, Carillion M&E firm collapse spurs call for late payment law, (March 2018).

https://www.gov.uk/check-when-businesses-pay-invoices
https://www.theguardian.com/small-business-network/2017/may/23/late-payments-mental-health-stress-prompt-payment-directory-booking-live
http://ppc.promptpaymentcode.org.uk/ppc/news.a4d
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/WH-Smith-beis-qs-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Boots-beis-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Siemens-BEIS-questions-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Nike-beis-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Yodel-beis-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/BEIS-Questions-ThomasCook-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/BEIS-Questions-ThomasCook-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Punch-beis-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/BEIS-Questions-Warner-Music-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/BEIS-Questions-Manchester-utd-FC-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/BEIS-Arcadia-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Robet-Dyas-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/BEIS-Questions-Aston-Villa-FC-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/BEIS-Questions-Aston-Villa-FC-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/GSK-beis-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Waitrose-beis-qs-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/reed-payment-terms-28062018154604.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Barratt-beis-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Capita-beis-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/G4S-beis-17-19.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmworpen/769/769.pdf
http://www.constructionenquirer.com/2018/03/26/carillion-me-firm-collapse-spurs-call-for-late-payment-law/
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party suppliers payment terms from 30 days to 90 and 120 days without their knowledge.316 
This was also after Carillion had between 2009 and 2016 seen its average payment days 
move from 73 to 93 days.317 The Small Business Commissioner told us that there was a 
credibility gap with the Prompt Payment Code: “Carillion was on the Prompt Payment 
Code. Nobody has ever been kicked off the Prompt Payment Code. There are some issues 
there”.318

Construction Supply Chain Charter

77. The Construction Supply Chain Charter is administered by the Chartered Institute of 
Credit Management on behalf of BEIS and, like the Prompt Payment Code, is voluntary.319 
Those who sign up to the Charter must first sign up to the Prompt Payment Code. It sets 
out 11 ‘fair payment commitments’ to reduce supply chain terms to: 60 days applying to 
all new contracts from January 2015; 45 days from June 2015; 30 days from January 2018. 
Other commitments made in the Charter include: making payments electronically; not 
deliberately delaying or unreasonably withholding payment; agreeing to be monitored 
for the purposes of compliance, by reporting against a set of agreed key performance 
indicators (KPIs); consider the performance of its supply chain against those KPI’s 
when awarding contracts an ‘ambition’ to move to zero retention by 2025. The Charter 
specifically seeks “to create a more collaborative culture and ensure a strong, resilient and 
sustainable supply chain”.

78. However, we found that few major contractors are signed up to the code. Kier, for 
instance, told us that they, like many of their peers, had not signed up to the Charter 
because they did not believe that they could “deliver on these commitments given the 
current contracting environment”.320 They noted that 80% of their supply chain spend is 
with local SMEs and that they are signed up to the Prompt Payment Code. Their standard 
terms ranged from 30 to 60 days.321 However, their report on payment practices revealed 
that 63% of payments were not within agreed payment terms, while 22% of their invoices 
took over 61 days to pay. Kier told us that those payments outside of agreed payment 
terms, took on average 57 days to pay. They told us that they hoped to make progress in 
reducing payment times. Mears Group PLC, who we also contacted, confirmed that they 
were not signatories to either the Charter or the Prompt Payment Code.322 Mears’ report 
on their payment practices revealed that they paid 86% of their invoices after 30 days 
and 44% after 61 days. They said they had no plans to change standard payment terms as 
they were “appropriate”.323 They also told us that they had made significant investment in 
their administrative systems. More generally, analysis of the top 19 construction sector 
companies who have published their payment practice reports shows that on average they 
take 47 days to pay their invoices.324 The voluntary approach of the Prompt Payment 

316 City A.M., Revealed: Behind the scenes of Carillion’s annus horribilis, 21 December 2017. See also Daily 
Telegraph, Carillion accused of using ‘delay tactics’ and withholding payments by suppliers, (February 2018) and 
The Construction Index, Survey indicates Carillion subcontractors take average hit of £375k, (January 2018).

317 House of Commons Library, The Collapse of Carillion, (March 2018), p 37.
318 Q32 Paul Uppal, Small Business Commissioner.
319 Chartered Institute of Credit Management, Construction Supply Chain Charter, (accessed 20 October 2018).
320 Letter from Kier to BEIS Committee Chair, (31 October 2018).
321 As above.
322 Letter from Mears Group PLC to BEIS Committee Chair, (29 October 2018). Mears Group PLC is a provider of 

housing management and care services.
323 As above.
324 Tom Fitzpatrick, Put up or shut up time on fair payment, Construction News, (July 2018).

http://www.cityam.com/266869/revealed-behind-scenes-carillions-annus-horribilis
https://www.telegraph.co.uk/business/2018/02/12/carillion-accused-using-delay-tactics-withholding-payments-suppliers/
https://www.theconstructionindex.co.uk/news/view/poll-shows-carillion-subcontractors-take-average-hit-of-375k
http://researchbriefings.files.parliament.uk/documents/CBP-8206/CBP-8206.pdf
http://www.promptpaymentcode.org.uk/cscpc.htm
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Kier-beis-17-19.pdf
http://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/beis-Mears-17-19.pdf
https://www.constructionnews.co.uk/analysis/cn-briefing/put-up-or-shut-up-time-on-fair-payment/10033792.article
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Code and the Construction Supply Chain Charter is clearly not having the desired 
effect both in terms of companies signing up or adhering to their principles. The 
requirement to report payment practices has enabled us to see how many companies 
are adopting indefensibly poor and punitive payment practices but is narrowly drawn 
and does not enforce better behaviour. We recommend that the Government moves as 
soon as possible to require all medium and large companies to sign the Prompt Payment 
Code and quickly adopts a statutory limit of paying within 30 days. This statutory 
limit must exclude the use of early repayment schemes or discounts to bring companies 
within compliance. We also recommend that the Government widens the current 
payment reporting requirements to include more businesses. Poor payment practices 
are indicative of a flawed corporate culture and should be questioned by auditors and 
shareholders as part of their role in ensuring that boards behave responsibly and in the 
interest of all their stakeholders.

The Small Business Commissioner

79. In October 2017, the UK’s first Small Business Commissioner, Paul Uppal was 
appointed. The SBC is an independent public appointment and covers the whole of the 
UK.325 Currently, the Commissioner: provides general advice and information to small 
businesses on matters such as resolving disputes; signposts small businesses to existing 
support and dispute resolution services through the Commissioner’s website; considers 
complaints about payment issues between small business suppliers and their larger 
customers making (non-binding) recommendations on how the parties should resolve 
their disputes.326 Since the launch of the Commissioner in December 2017 and up until 
April 2018, the Commissioner had dealt with 19 companies over payment issues: three 
cases were resolved and withheld payments made; one case was resolved by an informal 
agreement; 11 cases were beyond the SBC’s remit and cases were signposted to other 
relevant regulatory bodies; three were unresolved and the complainants did not want to 
progress further; one case was ongoing.327

80. The reaction to the introduction of the Small Business Commissioner has been mixed. 
One survey of SMEs carried out in March 2018 found that only 16.2% of SMEs thought 
that the Commissioner would empower them.328 Several witnesses told us that a lack of 
legally binding powers regarding late payment disputes was a “limiting factor”.329 Several 
witnesses had not heard about the Commissioner,330 while it was suggested that his role 
might cover the construction industry, which is currently not covered by his remit.331 The 
Commissioner told us that his “main power was to name and shame”,332 and that his 
role his role would benefit from more powers: “having the ability to fine focuses minds 

325 The SBC is independent but works in partnership with BEIS. When the SBC went live it had 4 staff and has since 
recruited two senior case workers and a Business Manager. The SBC’s grant-in-aid budget is £1,375,000. Letter 
from Paul Uppal to BEIS Select Committee.

326 Small Business Commissioner, About Us, (accessed 10 April 2018),
327 Letter from Paul Uppal to BEIS Select Committee.
328 SmallBusiness.co .uk, SMEs don’t trust small business commissioner to strengthen business, (March 2018).
329 SB0029 Leeds City Region Enterprise Partnership and West Yorkshire Combined Authority. See also SBP0011 

Specialist Engineering Contractors’ (SEC) Group.
330 Q255 Tony Davis (AMD Electrical).
331 Q268 Tim Hopkinson (Poppleton).
332 Q7, Q40 and Q45 Paul Uppal, Small Business Commissioner. He said this would happen if there was a pattern of 

abuse, though he thought it was important that those accused of late payment were given a right of reply and 
that the SBC was covered from a legal perspective.

https://www.smallbusinesscommissioner.gov.uk/about-us/
https://smallbusiness.co.uk/trust-small-business-commissioner-2543260/
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80525.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/79979.pdf
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… [and] the ability to fine would certainly bring some gravitas to the role”.333 He also 
thought that it was his role to produce and report data on late payment, ensure that the 
issue of late payment was kept on the public agenda,334 and engage constructively with 
the business community to improve the culture around payment practices.335 He said he 
was open to carrying out an annual survey of SMEs on late payers and pursuing the 10 
top offenders.336 The Grocery Code Adjudicator, for instance, has powers to fine, launch 
market investigations and produces an annual survey of the grocery sector, which invites 
suppliers to rate the performance of the 10 top supermarket retailers.337

Why don’t SMEs chase late payments?

81. Many SMEs find it hard to hard chase late payments and few pursue interest on late 
payments, even though they are entitled to. Research shows that this is because staff often 
don’t have time, there is no internal resource to chase payments or they are fearful of 
being dropped from a supply chain if they complain.338 As we have already noted small 
business are often heavily dependent on the market reach of larger companies, which 
places them in a very vulnerable position. The Small Business Commissioner told us that 
there was a reluctance among businesses to complain because they took the view that they 
“would rather have a very, very bad commercial relationship than none at all”.339 Several 
witnesses confirmed that they were wary about raising complaints either directly or with 
a third party, especially if they could be identified.340

Making more progress on late payments

82. In October 2018, the Government announced a consultation on further measures 
to tackle late payments.341 It announced that the Small Business Commissioner would 
join the Prompt Payment Code’s Compliance Board and that the Board will report on all 
cases of signatories being removed from the Code. It also stated that one of its proposals 
was a requirement for all company boards to have a non-executive director with specific 
responsibilities for the company’s prompt payment performance.342 The Minister told 
us that the review would consider the powers of the Small Business Commissioner.343 
However, she said that allowing the Commissioner to use fines might be a “blunt tool”, and 
could change his current approach which was “trying to achieve good practice through 

333 Q20 Paul Uppal, Small Business Commissioner.
334 Q26 Paul Uppal, Small Business Commissioner.
335 Q5, Paul Uppal, Small Business Commissioner; Letter from Paul Uppal to BEIS Select Committee.
336 Q51 Paul Uppal, Small Business Commissioner.
337 See: Groceries Code Adjudicator, Groceries Code Adjudicator Annual Report and Accounts, (HC 85; 207). This 

includes an overview of the Adjudicators powers (pp 10–11) and the annual survey of the grocery sector, carried 
out by YouGov (p 18–21).

338 Plum, The Domino Effect: the impact of late payments, (December 2017), p 18. See also: BEIS, Creating a 
responsible payment culture: A call for evidence in tackling late payment, October 2018), p 16.

339 Q22.
340 Private Evidence Session with several suppliers. The suppliers told us that they would only give evidence in 

private because they feared they would be removed from their supply chains.
341 BEIS, Creating a responsible payment culture: A call for evidence in tackling late payment, (October 2018). The 

Consultation closes on the 29 November 2018.
342 As above, p 6.
343 Q312 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/623612/GCA_AR_Accounts_2016-17.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/745639/creating-a-responsible-payment-culture-call-for-evidence.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/745639/creating-a-responsible-payment-culture-call-for-evidence.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/745639/creating-a-responsible-payment-culture-call-for-evidence.pdf
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using relationships, encouragement and a change of culture”.344 She said that including 
the construction industry within the remit of the Commissioner was “not off the table”.345 
More generally on late payments she said:

I am not going to sit here and say, “Just legislate,” because sometimes the 
legislation does not work. Legislation actually has to be enforced, and there 
are lots of different elements to that, so it is right that we try to change the 
culture.346

83. SMEs still suffer from late payments, inhibiting their ability to grow, affecting 
overall UK productivity. As we found with Carillion, late payments are built into 
the business models of too many companies, leading to many SMEs losing staff, 
profits and their businesses. This is totally unacceptable, unfair and constitutes a 
particularly disgraceful form of market abuse. The Small Business Commissioner 
does not have sufficient powers to focus minds and so far has not named systematic 
abusers. We recommend that the Government legislates as quickly as possible to give 
the Small Business Commissioner powers to fine companies who pay late; requires 
the Commissioner to publish an annual survey of SMEs on companies who pay late; 
expands the remit of the Commissioner to cover construction SMEs.

Retention payments

84. Retention payments are a sum of money withheld from the payments of a construction 
sector project in order to mitigate the risk that such projects are not completed either at all, 
or to the required quality standard. Retentions are mainly used as a means of incentivising 
contractors and sub-contractors to return to correct defects during a specified period of 
time, as outlined in contract terms and conditions.347 Typically about 5% of a contract is 
held back, with up to 71% of contractors experiencing delays in receiving unpaid retention 
payments.348

85. Though the majority of contractors agree with the principle of retention payments, it 
is open to abuse. The Building Engineering Services Association (BESA) and the Electrical 
Contractors Association (ECA), who represent over 4,000 SMEs, told us that bigger 
companies had a vested interest in withholding payments for as long as possible,349or 
as one witness said: “an extra day for him can be, even at our low interest rates at the 
moment, quite favourable”.350 BESA and the ECA estimate that £10.5bn of the construction 
sector’s overall annual turnover of £220bn is held in retentions with an estimated £7.8bn 
of retention money unpaid across the last three years.351 One witness told us:

344 Q314 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 
Corporate Responsibility.

345 Q320 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 
Corporate Responsibility.

346 Q318, Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 
Corporate Responsibility.

347 BEIS, BEIS Research Paper 17: Retention Payments in the Construction Industry, (October 2017), p 16. Building 
Engineering Services Association and the Electrical Contractors Association, Retentions - What Are They?, (2018).

348 As above.
349 SBP0021 Building Engineering Services Association and the Electrical Contractors Association.
350 Q263 and Q266 Tony Davis (AMD Electrical);
351 SBP0021 Building Engineering Services Association and the Electrical Contractors Association

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/654399/Retention_Payments_Pye_Tait_report.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80020.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-energy-and-industrial-strategy-committee/small-businesses-and-productivity/written/80020.pdf
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Currently, with a single builder our company has carried out five jobs over 
the last three years. The value of that turnover is about £1.5 million. At the 
moment, we are owed £37,500, in round figures, in retention. Some of it 
has been outstanding for over six months. For a company that has a £3.5 
million turnover, that is a big chunk of money.352

86. This has a number of consequences for contractors such as time incurred to pursue 
unpaid or late retention money, and potentially higher borrowing fees or overdraft charges 
because of money removed from cash flow.353 It also weakens relationships throughout the 
construction supply chain and can increase overall costs for construction projects, which 
impacts on the wider economy in terms of growth and overall business competitiveness.354 
The collapse of Carillion also highlighted issues with retentions. For example, one sub-
contractor working on a Carillion PFI Project was reportedly still awaiting £200,000 in 
retention payments,355 while BESA have estimated that Carillion was holding overall 
some £800mn, all of which was lost to companies and the wider UK economy when it 
collapsed.356

87. One solution to the problem of retentions is the use of independently held project 
accounts, similar to tenant deposit schemes, whereby money is held in a central facility 
and where clients can make a claim if there is a defect that has not been rectified, but 
the contractor is also protected.357 In January 2018, Peter Aldous MP introduced the 
Construction (Retention Deposit Schemes) Bill, which would introduce such a scheme,358 
and which was supported by the Small Business Commissioner.359 In October 2017, the 
Government launched a consultation on retentions, which acknowledged the concerns of 
contractors.360 The Government is still considering its response. The Minister told us that 
the issue had “not been kicked into the long grass” and that the Government was “trying 
to get consensus” and that it “was right that something complex as the construction 
payments sector is given the time and space required to come up with a proper solution”.361

88. We agree that retentions in principle are necessary to ensure quality and that 
companies fulfil their contractual responsibilities. This is a view shared by most of 
the construction industry and was reflected by the evidence we received. However, it 
is open to abuse, with big companies having a vested interest in holding on to owed 
money for as long as possible to maximise interest. More disturbingly, as the collapse 
of Carillion demonstrated, there is a concern that many large companies at the top of 

352 Q270 Martin Burton (Arnold James Ltd). See also Q272 Paul Antino (NRT Building Services Group Ltd). He told us 
that his company had £252,000 in retentions being held.

353 BEIS, BEIS Research Paper 17: Retention Payments in the Construction Industry, (October 2017), p 16.
354 Q 269 Martin Burton (Arnold James Ltd); See also:  BEIS, BEIS Research Paper 17: Retention Payments in the 

Construction Industry, (October 2017).
355 Construction News, ‘Catastrophic losses’: Carillion retentions crisis looms, (January 2018). See also: Financial 

Times, UK building industry clears rubble of Carillion’s collapse, (January 2018).
356 SBP0021 Building Engineering Services Association and the Electrical Contractors Association; Q 269 Martin 

Burton (Arnold James Ltd).
357 Q272 Martin Burton (Arnold James Ltd); SBP0021 Building Engineering Services Association and the Electrical 

Contractors Association.
358 Construction (Retention Deposit Schemes) Bill 2017–19. The Bill is due to have its Second Reading on 29 

November 2018.
359 Q153 Paul Uppal (Small Business Commissioner).
360 BEIS, Retention Payments in the Construction Industry: A consultation on the practice of cash retention under 

construction contracts, (October 2017),
361 Q324 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.
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the supply chain are building this into their business models and if they go bankrupt 
this money is lost to other creditors. When this happens, it can wipe out the profit 
margins of smaller companies, sometimes leading to their failure, take money out 
of local economies and build inefficient practices into the wider economy. This could 
be addressed by the introduction of independently managed project accounts, to 
hold retention money. The Government is currently sitting on a review of this issue 
and we found the Minister’s stance that a lack of consensus was holding up progress 
disappointing. We recommend that the Government should bring forward proposals as 
soon as possible to introduce compulsory project accounts so that retention money can 
be held independently and its release subject to fair and timely oversight.

Government procurement and SMEs

Increasing Government procurement with SMEs

89. In 2016/17, the public sector spent an estimated £255 billion with external suppliers: 
£195 billion of this was spent on services and £118 billion was procurement by central 
government. £70 billion of procurement is undertaken by local government and £8 billion 
by public corporations. The remaining spending was capital (investment) spending.362 
Successive governments have looked to increase the amount of public procurement given 
to SMEs.363 In 2015, the Government announced that by 2020 it would award 33% of 
central government procurement to SMEs.364 This was subsequently moved back to 2022. 
The Government has tried to make the procurement process simpler, more open and 
less bureaucratic, “so all businesses, no matter what their size have a chance of success”.365 
This has included: a Crown Representative for SMEs to prevent departments from ruling 
out financially sound bidders because of low turnover;366 a Mystery Shopper service to 
allow suppliers to anonymously raise concerns about the procurement processes and 
practices of public procurers;367 a Contracts Finder website which lets SMEs search for 
information about contracts worth over £10,000 with the government and its agencies;368 
an SME advisory panel, composed of 24 entrepreneurs, working with the government to 
ensure the 2022 target is met;369 advice and guidance for SME for selling to the public 
sector;370 breaking up large contracts into smaller lots; guaranteeing prompt payment of 

362 House of Commons Library, Public Procurement, (September 2018), p 11.
363 See: National Audit Office, Government Spending with Small and Medium-Sized Enterprises, (HC Paper 884; 

March 2016), p 21–31;
364 As above, p 4.
365 HM Treasury, Making public sector procurement more accessible to SMEs, (2013).
366 See Cabinet Office and Crown Commercial Service, Meet Emma Jones, our new Small Business Crown 

Representative, (July 2016).
367 Cabinet Office and Crown Commercial Service, Mystery Shopper: scope and remit, (January 2017).
368 Gov.uk, Contracts Finder, (accessed 2 November 2018).
369 Crown Commercial Service, SME Panel, (accessed 2 November 2018).
370 This includes: Crown Commercial Service, Selling to the Government, (April 2017); HM Government, Government 

is Open for Business, (accessed 8 October 2018).
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https://openforbusiness.campaign.gov.uk/
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invoices to SMEs (5 days where undisputed) and simplifying bidding procedures.371 The 
Government also stated in its Industrial Strategy that public procurement would help 
finance innovative businesses.372

Government performance on Central Government Procurement with SMEs

90. Total Central Government Procurement with SMEs fell from 27.1% in 2014/15 to 
22.5% in 2016/17.373

Chart 11: Percentage of Central Government Procurement Spending that is with SMEs

17 Public Procurement 

6. SMEs and procurement 
simplification 

In the UK, SMEs account for about half of the total turnover of private 
sector businesses and account for the vast majority of businesses in 
terms of numbers (99.9%).34  However, compared to the average for 
countries in the European Union, a smaller percentage of businesses in 
the UK take part in public procurement contracts.35  In 2016, 10% of 
SME employers said that they had bid or expressed an interest in doing 
work for the public sector in the past year; 23% had actually done work 
for the public sector in the past year.36   

6.1 Central government  
The 2015 and 2017 Conservative manifestos included a pledge to 
increase the percentage of government spending that is with small and 
medium-sized enterprises to a third, with the 2017 manifesto saying 
that this would be achieved by the end of the Parliament.37 

This builds on a pledge by the coalition government of 2010 to 2015 for 
25% of central government procurement spend to be awarded to SMEs 
by 2015 (it met this in 2013/14 and 2014/15, but not in 2015/16). 

In both 2015/16 and 2016/17, the proportion of spending with SMEs 
fell, rather than rising towards the target – from a peak of 27.1% in 
2014/15, it fell to 22.5% in 2016/17.    
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The FSB have said that a number of problems still impact upon SMEs in the supply chain 
for public sector procurement. It found that only 12% of SMEs in the public supply chains 
say they have been provided with skills support to make bids.374 We also heard in our 
review of the Industrial Strategy that the Government more generally was not always 
maximising the use of public procurement to support UK firms.375 The Minister told us 
that the 33% target was “an ambitious target” and that it was “right that we are focusing 
on that”. She explained that part of the reason why the CGP spend with SMEs may have 
gone down was that a number of small businesses had become big businesses and so been 
removed from the figures.376 She said that the ambition to increase SME public sector 
contract was also “filtering down to local authorities and … local authority spend”.377

371 House of Commons Library, Public Procurement, (September 2018). In July 2018, the Government announced 
that it had launched a new simplified Public Sector Contract designed to make it easier for small businesses 
to apply for Government contracts, b removing duplication from the process and streamlining procurement 
frameworks. Crown Commercial Services, Simplified ‘Public Sector Contract’ Cuts Red Tape for Small Businesses, 
(July 2018).

372 BEIS, Industrial Strategy, (Cm 9528; November 2017), p 70.
373 House of Commons Library, Public Procurement, (September 2018), p 17. See also: Tenders Direct, SMEs to miss 

out on £33.5bn worth of government contracts by 2020, (April 2018).
374 FSB, CHAIN REACTION: IMPROVING THE SUPPLY CHAIN EXPERIENCE FOR SMALLER FIRMS, (June 2018).
375 BEIS Select Committee, Industrial Strategy: First Review, (HC 616; March 2017), pp 44–45.
376 Q327 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 

Corporate Responsibility.
377 Q326 and Q328 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, 
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91. The Government deserves some credit for the various steps it has taken to make it 
easier for SMEs to bid for public sector contracts. However, progress in recent years has 
moved in the wrong direction in terms of central government contracts. At the moment 
the Government is in danger of missing its own target of 33% of such contracts being 
awarded to SMEs by 2022, a target that has already been moved back from 2020. In 
addition, it is not clear what progress is being made in terms of the percentage of local 
authority procurement spend assigned to SMEs. We recommend that the Government 
at the earliest opportunity needs to bring forward fresh and realistic proposals on how 
it will get back on track to meet its 33% target by 2022. The Government also needs to 
explain how it will make more progress on wider public sector procurement, for example 
ensuring that local councils are increasing SME involvement in their procurements and 
measuring and reporting their progress.

Prompt Payment by Government and Government suppliers

92. Since April 2015, all central government departments, including their executive 
agencies and non-departmental public bodies, are required to report on their prompt 
payment performance. They must publish the percentage of their invoices paid within 5 
days and within 30 days, on a quarterly basis. The Minister told us that that Government’s 
target was for central government departments to pay 90% of undisputed invoices within 
5 days and the rest within 30 days.378 She also told us that most Departments were doing 
“quite well” in meeting the targets.379 However, some are not. For instance, the Cabinet 
Office has not published data for 2017–18, despite the Government requiring many 
companies to publish their data.380

93. The Government has introduced measures to improve payment practices by 
Government suppliers. These include the Public Contract Regulations 2015 which require 
many public sector bodies to pay their suppliers within 30 days and to mandate 30 day 
payment terms down the supply chain in new public sector contracts.381 From July 2017, 
all major Government suppliers signed up to the Prompt Payment Code, committing 
them to work towards paying suppliers within 30 days. In addition, as noted above, 
suppliers can use the Small Business Commissioner and the Crown Commercial Service’s 
Mystery Shopper to report poor payment practices. However, the Federation of Small 
Businesses found that nine out of ten (89%) public sector suppliers have been paid late 
and that was true for both suppliers to central government (88%), local government (91%) 
and those supplying to public infrastructure projects (91%).382 The FSB called upon the 
Government to ensure that there was effective enforcement through the supply chain of 
public procurement which require payment within 30 days and better reporting on the 
effectiveness of Governments departments in ensuring this.383 A Freedom of Information 
request made in March 2018 found that many local councils were not ensuring that the 30 
days contractual requirement was built into the supply chain or monitoring and reporting 

378 Q341 Q328 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers 
and Corporate Responsibility.

379 Q341 Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister for Small Business, Consumers and 
Corporate Responsibility.

380 Cabinet Office, Cabinet Office prompt payment data, (accessed 2 November 2018).
381 See Cabinet Office and Crown Commercial Service, Prompt Payment by Government Suppliers, (April 2018), p 4.
382 Federation of Small Businesses, Nine out of ten public sector suppliers hit by late payments, (April 2018).
383 FSB, Chain Reaction: Improving the Supply Experience for Smaller Firms, (June 2018), p 14.
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on it.384 The Government launched a consultation in April 2018 on improving prompt 
payment by Government suppliers.385 It proposed that for contracts over £5 million 
per annum, bids would be assessed on a contractor’s previous track record of paying 
subcontractors.386 It has been questioned whether the £5 million threshold is too high 
and would result in the proposed initiative being too narrowly applied.387

94. It is deeply disappointing to find that the Cabinet Office has not published its 
payment practice data for 2017–2018. It will be harder for the Government to have 
credibility with both small and big business if it cannot set a good example itself. It is 
equally concerning to find that many local councils do not appear to have processes 
in place to ensure that its supply chains are meeting targets on prompt payment. It 
is imperative that the public sector set and adhere to good payment standards. We 
welcome the Government’s proposals on removing companies from public sector 
procurement supply chains which consistently abuse smaller companies with their late 
payments. The Government should publish without delay the Cabinet Office’s payment 
data. We also recommend that the Government widens the application of its proposals 
on public sector contracts requiring bidding companies to demonstrate good payment 
practices within their supply chains. Any company which accepts a public sector contract 
should sign and adhere to the Prompt Payment Code, which as we have recommended 
should be mandatory and require payment within 30 days. In meeting this requirement, 
as we have previously recommended, this statutory limit must exclude the use of early 
repayment schemes or discounts to bring companies within compliance.

384 INSTINCTIF Partners, ECA Freedom of Information Survey 2018, (2018). 321 Councils were approached and 195 
replied.

385 Cabinet Office and Crown Commercial Service, Prompt Payment by Government Suppliers, (April 2018), p 4. The 
Consultation closed on 5 June 2018.

386  As above, p 5.
387  Building Engineering Services Association and the Electrical Contractors Association, ECA and BESA Response to 

Consultation, (April 2018).

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/699497/Prompt_payment_by_Government_suppliers_-_consultation_document__1_.pdf
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7 Conclusion
95. SMEs are crucial to the economic success of the UK and to delivering the Government’s 
Industrial Strategy, improving productivity, rebalancing the UK economy and delivering 
on the Prime Minister’s promise to spread prosperity more widely. This will require 
support for high growth scale-ups at the dynamic end of the economy but also for those at 
the less productive tail end, and in between. All types of SME can benefit from increasing 
their productivity and the Government needs to make this case more strongly to small 
businesses.

96. There is a wide range of support for SMEs to help them become more productive 
and scale-up, ranging from improving management skills and digital capacity to helping 
SMEs innovate and export. However, to be taken up and effective this support needs to be 
better tailored to the different needs of our varied small businesses and their capacity to 
take advantage of it. SMEs are more likely to do this when they can access support locally, 
digitally and through support networks which can endorse what works. This makes 
LEPs, Growth Hubs and local networks crucial and it is important that they are properly 
resourced and periodically assessed for their effectiveness.

97. While SMEs need support and help accessing support they also need a level playing 
field on which they can compete. This means that our small businesses need to be paid 
on time and on fair terms. For too long, SMEs have been treated disgracefully by many 
larger companies who have deliberately paid late, as part of their business model based 
on taking advantage of their supply chains. Poor payment practices need to be addressed 
as part of a wider effort to improve corporate behaviour and because they will help avoid 
more big business collapses with the devastating impact they visit upon SMEs and other 
stakeholders. They also need to be addressed so as not to undermine the Government’s 
efforts to support improvements in SME productivity. Better management, digital capacity, 
innovation and exporting capability are all instrumental in improving SME productivity. 
Without fair and prompt payment to provide financial stability, the UK’s SMEs will not 
be able to pursue growth.
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Conclusions and recommendations

SMEs and Productivity

1. The UK is falling behind many of our competitors on productivity and its performance 
has been particularly weak since the financial crisis of 2007–2008. Productivity is 
weakest amongst a ‘long tail’ of small firms and micro-businesses, particularly in 
manufacturing and in a number of regions outside London and the South East. 
The Government has acknowledged the challenge of weak productivity and the 
problems it poses in terms of growth, wages and living standards. It is therefore 
right that it has made productivity a central plank of its Industrial Strategy and is 
committed to rebalancing the UK economy away from London and the South East. 
We welcome the Government’s Productivity Review and we await its outcome. We 
recommend that the Government’s Productivity Review sets out how it will promote 
the improvement of productivity across the whole of the UK economy to ensure that it is 
sustainable and equitable. This should include policies designed to reduce imbalances 
between small businesses in different sectors and regions, with relevant metrics, such 
as those indicating progress in reducing the productivity gap between London and the 
South East and other regions. (Paragraph 12)

2. The concept of productivity is still not widely understood by SMEs and most 
would struggle to measure it or recognise the benefit of taking action to improve 
it. The Government should connect and engage with SMEs, both directly and through 
representative bodies, to ensure that businesses have a more meaningful understanding 
of productivity, why it matters to them and why they should invest time in measuring 
and acting upon it. We recommend that available tools to measure productivity, such 
as those developed by the Office for National Statistics and Be the Business, should be 
clearly visible on a single portal for SMEs. The Government should ensure that data 
analytics are used to track how these tools are being used and to ascertain if they need 
to be recalibrated to encourage wider use. (Paragraph 14)

SME Access to Support and Advice

3. It is now over a year since the Patient Capital Review Industry Panel published its 
proposals and we are disappointed that the Government is still considering them. 
We recommend that the Government publishes its response to the Panel’s proposals 
without delay. (Paragraph 18)

4. There is a myriad of support for SMEs and the Government has made this central 
to its Industrial Strategy. The wide range of programmes, initiatives and support 
matches the complex mix of UK SMEs with their different needs, sectoral markets 
and ambitions. However, many SMEs, LEPs and Growth Hubs understandably 
find this difficult to navigate. The longevity of schemes can reduce confidence that 
support will be there when it is needed. Whilst we agree with the Minister that 
such schemes, especially those using public money, need to be constantly assessed 
for their effectiveness they also need to be accessible and be able to maintain the 
confidence of the small business community. We are also concerned that after the 
UK leaves the EU there will be a shortfall in EU funding currently available to small 
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businesses. We recommend that the Government should urgently review its online 
hosting of support for SMEs and create a more visible and accessible portal for SMEs, 
LEPs and Growth Hubs to navigate. The Government should ensure that programmes 
and support for SMEs have been adequately stress tested before they are introduced 
so that they are more likely to endure, which will improve SME confidence in them. If 
the Government does decide to remove or replace schemes it should move as quickly 
as possible to effectively communicate this to the small business community and 
relevant support networks. It is crucial that the Government immediately explains 
how it will match any shortfall in EU funding for local business support after Brexit. 
(Paragraph 28)

5. Local Enterprise Partnerships and Growth Hubs should play a crucial role in 
supporting and advising SMEs within their communities and directing them to local 
and national resources. They help enable local networks and partnerships between 
small businesses, business organisations, communities and education and research 
institutions. We note that the Government has recently reviewed the effectiveness of 
LEPs in terms of their governance and accountability and have increased funding. 
However, as we noted in our inquiry on the Government’s Industrial Strategy, 
we are concerned about their variable performance, visibility in some cases and 
their longer-term viability. The Government should urgently ensure that the support 
offered by LEPS and Growth Hubs is consistent and that they are visible and digitally 
accessible to local small businesses, including through social media platforms. It 
should at the earliest opportunity survey local small businesses on a regular basis to 
ascertain whether local support is accessible, offering the range of support required by 
different types of small businesses and maximising local networks. It is essential that 
the Government ensures that LEPs and Growth Hubs have the resources to offer long-
term support to SMEs and meet their various complex needs. (Paragraph 35)

Leadership, Management and Digital Skills

6. Poor management and leadership is a problem for far too many SMEs and is 
damaging their productivity and ability to grow. Often, this is because SMEs lack 
the time and financial resources to invest in relevant training, are unware of the 
benefits such training can deliver or suspect that it will not be directly relevant to 
their business. We welcome the Government’s recently announced £31m package 
of measures to help support SMEs improve their management skills and enable 
local networks where SMEs can learn from one another. However, the £11m of this 
funding assigned for management training will only reach up to 10,000 people a 
year. We recommend that the Government should set out immediately how it will 
track and report on the effectiveness of this package of measures. It should also 
examine how it can reach more companies. For instance, we recommend that it uses 
the lessons learnt from programmes such as those run by Goldman Sachs to produce 
scaleable offerings, such as bite-size online learning, which can address SME time and 
money constraints. This can be combined with local peer-to-peer networks which can 
enrich such learning. We also recommend that the Government introduces financial 
incentives, such as vouchers, as soon as possible to encourage SMEs to explore and 
then take-up management and leadership training. (Paragraph 44)
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7. We support the Government’s efforts to improve digital skills in small businesses and 
its investment in digital infrastructure and welcome the central role of digital in its 
Industrial Strategy. However, too many SMEs do not possess basic digital skills and 
there is a danger that many will miss out on the benefits of new technologies, such 
as robotics, AI and 5G. This will reduce the ability of SMEs to be more productive 
and innovative, reach out to customers and access support, much of which is digital. 
It will also impact negatively on workers who need to reskill and upskill as the pace 
of technological change increases. The Government should ensure that digital skills 
are at the heart of local business support offered by LEPs, Growth hubs and business 
networks. Its recently announced funding for local business networks should include 
a focus on digital skills. It should continue to fund digital knowledge exchange forums 
and explore how financial incentives can help SMEs and their staff to invest in both 
basic digital skills and the adoption of new technologies and processes. The Government 
should also run an annual survey of SMEs to assess progress on improving SME digital 
capability and the effectiveness of its programmes, its funding and the local provision 
provided by LEPs and Growth Hubs. (Paragraph 53)

Scale-ups

8. Despite being a very good place to start a business, the UK is lagging behind many 
of its OECD competitors on scale-ups. We welcome that the Government has made 
scale-ups a priority and that many aspects of the Industrial Strategy will support 
scale-ups as will its funding for local business networks and management training. 
We also welcome the Minister’s commitment to make use of HMRC data to better 
identify scale-ups. As already recommended in Chapter Three of this report, the 
Government should publish its response to the Patient Capital Review Industry Panel 
without delay, so that scale-ups have greater access to finance to grow and innovate. 
The Government should with some urgency consider how the existing nexus of 
support can nurture scale-ups particularly in areas such as finance, exports, advice, 
digital adoption, management skills, infrastructure and issues around late payments 
and public procurement. This should include looking at how LEPs and Growth Hubs 
can better accommodate the specific needs of scale-ups, signposting national support 
and enabling local networking and collaboration. It is essential that the Government 
ensure that digital platforms and media channels are optimised to promote and 
facilitate easy navigation of its scale-up offer. We recommend that the Government 
should move swiftly to use improved data on scale-ups to identify and proactively 
support scale-ups. This data should also be used to set ambitious targets and measure 
progress on improving the UK’s scale-up performance. For instance, Sherry Coutu 
suggested that a 1 per cent increase in scale-ups could make a significant contribution 
to job creation, GVA and productivity. (Paragraph 61)

9. We fully support policies aimed at helping small businesses that want to scale up 
because of their importance to the UK economy. However, it is important that 
the majority of small businesses are nurtured and that their concerns are also 
addressed, such as affordable business premises, skills and personnel shortages 
and the availability of finance. The Government should work with the providers of 
scale-up programmes and LEPs and Growth Hubs, so that it uses the lessons learnt 
to support the full range of SMEs by providing cost effective packages, such as online 
bite-size management training. LEPs and Growth Hubs should be able to differentiate 
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between different types of small business and match available support to their needs 
and ambitions. The Government should also explore how online support can be 
optimised so that SMEs can quickly produce a profile that matches their specific needs 
to the support available. (Paragraph 63)

Late Payments, Retentions and Government Procurement

10. We are shocked by the extent of late payments and the impact they are having on 
small businesses. This includes the personal cost to owners and workers but also 
to the local communities they serve and the wider UK economy. It is completely 
unacceptable that a number of big companies, including several prominent high 
street retailers, are setting long payment terms, are on average taking over 60 days 
to pay an invoice, and in some cases deducting discounts for paying on time. Supply 
chain finance in the construction industry may offer benefits to many small suppliers 
but it must not be used to reduce payment times against unreasonable payment 
terms and discounts, where offered must be proportionate. If late payments and 
unfair payment terms are not addressed and small businesses cannot invest in skills, 
technology and better management practices we question whether the Government 
can address the ‘long tail’ of productivity. (Paragraph 70)

11. While SMEs can seek redress on late payments through interest charged on them, 
few do so because they fear they would be ejected from the supply chain. The 
Government should give serious and urgent consideration as to whether mandatory 
interest on late payments would offer a greater incentive to pay on time in a way that 
does not expose individual SMEs to supply chain vulnerability. (Paragraph 72)

12. The voluntary approach of the Prompt Payment Code and the Construction Supply 
Chain Charter is clearly not having the desired effect both in terms of companies 
signing up or adhering to their principles. The requirement to report payment 
practices has enabled us to see how many companies are adopting indefensibly poor 
and punitive payment practices but is narrowly drawn and does not enforce better 
behaviour. We recommend that the Government moves as soon as possible to require 
all medium and large companies to sign the Prompt Payment Code and quickly adopts 
a statutory limit of paying within 30 days. This statutory limit must exclude the use of 
early repayment schemes or discounts to bring companies within compliance. We also 
recommend that the Government widens the current payment reporting requirements 
to include more businesses. Poor payment practices are indicative of a flawed corporate 
culture and should be questioned by auditors and shareholders as part of their role in 
ensuring that boards behave responsibly and in the interest of all their stakeholders. 
(Paragraph 78)

13. SMEs still suffer from late payments, inhibiting their ability to grow, affecting 
overall UK productivity. As we found with Carillion, late payments are built into 
the business models of too many companies, leading to many SMEs losing staff, 
profits and their businesses. This is totally unacceptable, unfair and constitutes a 
particularly disgraceful form of market abuse. The Small Business Commissioner 
does not have sufficient powers to focus minds and so far has not named systematic 
abusers. We recommend that the Government legislates as quickly as possible to give 
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the Small Business Commissioner powers to fine companies who pay late; requires 
the Commissioner to publish an annual survey of SMEs on companies who pay late; 
expands the remit of the Commissioner to cover construction SMEs. (Paragraph 83)

14. We agree that retentions in principle are necessary to ensure quality and that 
companies fulfil their contractual responsibilities. This is a view shared by most of 
the construction industry and was reflected by the evidence we received. However, 
it is open to abuse, with big companies having a vested interest in holding on to 
owed money for as long as possible to maximise interest. More disturbingly, as the 
collapse of Carillion demonstrated, there is a concern that many large companies at 
the top of the supply chain are building this into their business models and if they 
go bankrupt this money is lost to other creditors. When this happens, it can wipe 
out the profit margins of smaller companies, sometimes leading to their failure, 
take money out of local economies and build inefficient practices into the wider 
economy. This could be addressed by the introduction of independently managed 
project accounts, to hold retention money. The Government is currently sitting on 
a review of this issue and we found the Minister’s stance that a lack of consensus 
was holding up progress disappointing. We recommend that the Government should 
bring forward proposals as soon as possible to introduce compulsory project accounts 
so that retention money can be held independently and its release subject to fair and 
timely oversight. (Paragraph 88)

15. The Government deserves some credit for the various steps it has taken to make it 
easier for SMEs to bid for public sector contracts. However, progress in recent years 
has moved in the wrong direction in terms of central government contracts. At 
the moment the Government is in danger of missing its own target of 33% of such 
contracts being awarded to SMEs by 2022, a target that has already been moved 
back from 2020. In addition, it is not clear what progress is being made in terms 
of the percentage of local authority procurement spend assigned to SMEs. We 
recommend that the Government at the earliest opportunity needs to bring forward 
fresh and realistic proposals on how it will get back on track to meet its 33% target by 
2022. The Government also needs to explain how it will make more progress on wider 
public sector procurement, for example ensuring that local councils are increasing 
SME involvement in their procurements and measuring and reporting their progress. 
(Paragraph 91)

16. It is deeply disappointing to find that the Cabinet Office has not published its 
payment practice data for 2017–2018. It will be harder for the Government to have 
credibility with both small and big business if it cannot set a good example itself. It is 
equally concerning to find that many local councils do not appear to have processes 
in place to ensure that its supply chains are meeting targets on prompt payment. It 
is imperative that the public sector set and adhere to good payment standards. We 
welcome the Government’s proposals on removing companies from public sector 
procurement supply chains which consistently abuse smaller companies with their 
late payments. The Government should publish without delay the Cabinet Office’s 
payment data. We also recommend that the Government widens the application of 
its proposals on public sector contracts requiring bidding companies to demonstrate 
good payment practices within their supply chains. Any company which accepts a 
public sector contract should sign and adhere to the Prompt Payment Code, which as 
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we have recommended should be mandatory and require payment within 30 days. In 
meeting this requirement, as we have previously recommended, this statutory limit 
must exclude the use of early repayment schemes or discounts to bring companies 
within compliance. (Paragraph 94)
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Formal minutes
Tuesday 27 November 2018

Members present:

Rachel Reeves, in the Chair

Drew Hendry
Stephen Kerr
Ian Liddell-Grainger
Sir Patrick McLoughlin

Albert Owen
Mark Pawsey
Antoinette Sandbach
Anna Turley

Draft Report (Small businesses and productivity), proposed by the Chair, brought up and 
read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.

Paragraphs 1 to 97 read and agreed to.

Summary agreed to.

Resolved, That the Report be the Fifteenth Report of the Committee to the House.

Ordered, That the Chair make the Report to the House.

Ordered, That embargoed copies of the Report be made available, in accordance with the 
provisions of Standing Order No. 134.

[Adjourned till Wednesday 28 November at 9.00 am
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Witnesses
The following witnesses gave evidence. Transcripts can be viewed on the inquiry publications 
page of the Committee’s website.

Wednesday 25 April 2018 Question number

Paul Uppal, Small Business Commissioner Q1–55

Tuesday 5 June 2018

Ben Willmott, Head of Public Policy, Chartered Institute of Personnel 
and Development; Paula Whitehouse, Associate Dean for Enterprise, 
Aston Business School; Charlotte Keenan, Head of the Office of 
Corporate Engagement International, Goldman Sachs; David Willett, 
Director of Business Development Unit (Interim), Open University; Sarah 
Underwood, Professor of Entrepreneurial Practice, Centre for Enterprise 
and Entrepreneurship Studies, Leeds University Q56–92

Tony Danker, Chief Executive, Be the Business; Ruby Peacock, Deputy 
Head of Public Affairs, Federation of Small Businesses; Andrew Wright, 
Chair, Leeds City Region LEP Business, Innovation and Growth Panel; 
Rana Harvey, Owner, Monster Group UK Q93–151

Tuesday 19 June 2018

Linda Edworthy, Strategy Director, Tees Valley Combined Authority, 
Angela Middleton, Chair, Middleton Murray, Byron Dixon OBE, CEO, 
Micro-Fresh, and Heather Dean, Head of Skills and Business Support, 
Bucks Business First Q152–180

Mike Cherry, FSB National Chairman, Professor Tim Vorley, Professor of 
Entrepreneurship, Associate Dean Impact, Innovation & Engagement, 
Sheffield University, Irene Graham, CEO, ScaleUp Institute and Chris 
Manson, CEO, NewableK Q181–206

Tuesday 9 October 2018

Paul Antino, Managing Director, NRT Building Services Group Ltd; Tim 
Hopkinson, Director, Poppleton; Tony Davis, Managing Director, AMD 
Electrical; Martin Burton, Contracts Director, Arnold James Ltd Q207–279

Kelly Tolhurst MP, Parliamentary Under-Secretary of State, Minister 
for Small Business, Consumers and Corporate Responsibility; Rannia 
Leontaridi, Director, Business Growth, Department for Business, Energy 
and Industrial Strategy Q280–342
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Published written evidence
The following written evidence was received and can be viewed on the inquiry publications 
page of the Committee’s website.

SBP numbers are generated by the evidence processing system and so may not be complete.

1 Aldermore (SBP0034)

2 Association of Accounting Technicians (AAT) (SBP0001)

3 Association of Investment Companies (SBP0004)

4 British Academy of Management and Society for the Advancement of Management 
Studies (SBP0003)
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10 Department for Business, Energy and Industrial Strategy (SBP0016)

11 ECA and BESA (SBP0021)
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13 Finance & Leasing Association (SBP0008)

14 Financial Services Consumer Panel (SBP0013)
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16 ICAEW (SBP0005)

17 Institute of Directors (SBP0010)

18 Investors in People (SBP0030)

19 Leeds City Region Enterprise Partnership / West Yorkshire Combined Authority 
(SBP0029)

20 Lending Standards Board (SBP0014)

21 Newable (SBP0017)

22 Octopus (SBP0012)

23 Pact (SBP0024)

24 Professor Richard Thorpe (SBP0032)

25 Rail Supply Group (SBP0007)

26 Responsible Finance (SBP0002)

27 Sage Group (SBP0027)

28 Specialist Engineering Contractors’ (SEC) Group (SBP0011)

29 Specialist Engineering Contractors’ (SEC) Group (SBP0028)
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31 Tees Valley Combined Authority (SBP0033)

32 The Chartered Association of Business Schools (SBP0015)

https://www.parliament.uk/business/committees/committees-a-z/commons-select/business-energy-industrial-strategy/inquiries/parliament-2017/small-business-inquiry-17-19/publications/
https://www.parliament.uk/business/committees/committees-a-z/commons-select/business-energy-industrial-strategy/inquiries/parliament-2017/small-business-inquiry-17-19/publications/
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80786.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/78916.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79861.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79722.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80009.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79938.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80023.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79958.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80005.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79994.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80020.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80729.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79952.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79987.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/81059.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79927.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79964.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80726.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80525.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79989.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79999.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79981.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80049.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80746.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79949.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79662.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80279.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79979.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80495.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80166.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/80782.html
http://data.parliament.uk/WrittenEvidence/CommitteeEvidence.svc/EvidenceDocument/Business,%20Energy%20and%20Industrial%20Strategy/Small%20businesses%20and%20productivity/written/79991.html


63 Small businesses and productivity 

33 UK Finance (SBP0020)
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