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Foreword

While conditions still feel tough for 
many businesses, I am hearing 
renewed confidence from our 
customers that Britain’s economic 
recovery is underway. Whether or not 
this improvement is sustainable will 
depend in no small part on the reaction 
of the country’s SMEs, which make 
up such a significant part of Britain’s 
business and economic landscape. 
Those smaller businesses that are 
fundamentally strong and have the 
ability to grow are of crucial importance 
to the economic recovery. This 
research project puts the focus on 
this cohort of businesses to ask what 
needs to be done to help unlock 
this potential and encourage these 
businesses to act and go for growth 
now. If this potential can be realised, 
these businesses will prosper, and 
in so doing, create jobs and wealth 
and maintain the momentum of the 
recovery. 

I am particularly interested in this 
report’s recommendations on 
how to get SMEs exporting. Our 
research found that the difference 
in performance and confidence 
of exporting SMEs compared to 
domestically focussed businesses 
was stark. In our survey, 92 per cent 
of SMEs that exported were confident 

that their business would grow in the 
year ahead. 
Government has an important role 
to play in helping SMEs export. The 
GREAT Britain campaign has been 
successful all around the world in 
promoting this country’s goods and 
services and agencies such as UKTI 
work tirelessly to help SMEs break 
into new export markets. Business 
organisations such as the British 
Chambers of Commerce also do an 
excellent job in removing some of the 
barriers to export. 
This is an area where banks can play 
a significant role too. As this research 
highlights, a lack of ambition isn’t what 
holds businesses back from exporting. 
The real challenge lies in removing 
some of the barriers that time-poor but 
ambition-rich businesses often come 
up against. Banks tend to have broad 
networks and a wealth of knowledge 
and insight that span borders and 

continents. Sharing this with our 
customers should be second nature. 
I am very pleased that Santander’s 
Trade Portal – launched in November 
2013 – demonstrates an excellent 
new way of harnessing this knowledge 
and providing it seamlessly to our 
customers. 
Santander UK has always maintained 
that to be the bank of choice for 
UK businesses, we need to work in 
partnership with our customers to 
help them realise their ambitions. This 
requires more than simply providing 
a loan. It means being local and 
relationship driven so that we can take 
the time to understand our customers 
and, therefore, how best to meet their 
needs. 
I would like to thank Dods for bringing 
this report together. I would also 
like to thank those organisations 
that partnered with us during the 
research phase of this project: Greater 
Manchester Chamber of Commerce, 
Manchester Airports Group, IoD 
Scotland, Glasgow Chamber of 
Commerce, Brighton BID and Coast to 
Capital LEP. I would also like to thank 
the British Chambers of Commerce 
and the ICAEW who played an integral 
role. 
This research provides insights which 
will help Santander UK continue to 
meet the needs of its customers. I 
hope others will find it equally as useful.

Steve Pateman, Executive Director, 
Head of UK Banking, 
Santander UK plc

“The real challenge 
in boosting exports 
is removing some of 
the barriers that time-
poor but ambition-rich 
businesses often come 
up against”
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About this report
The purpose of this document is 
to present the findings of a Dods 
programme – sponsored by Santander 
UK – which sought to address what 
government and the private sector 
can do to unlock the growth potential 
in UK SMEs. 

As part of this exercise, in July and 
August 2013, Dods conducted a poll 
of SMEs, asking about their export 
activities, their prospects for the 
future, their access to finance and 
what support they believe would be 
most effective for them.

The results of this research were fed 
into three policy workshops held 
during September 2013 in Glasgow, 

Brighton and Manchester, alongside 
the political party conferences 
taking place in those locations. 
The workshops brought together 
representatives from small businesses, 
policymakers and other stakeholders, 
including our regional partners Greater 
Manchester Chamber of Commerce, 
Manchester Airport Group, Glasgow 
Chamber of Commerce, IoD Scotland, 
Coast to Capital LEP and the Brighton 
Business Improvement District.

This report highlights the concerns 
and opportunities raised during 
the workshops and makes 
recommendations on what more 
might be done to help unlock the 
growth potential of SMEs and, through 
them, the wider UK economy.
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Introduction
There are nearly five million small and 
medium-sized enterprises in the UK.
 
Government and opposition both 
agree that SMEs have a crucial role 
to play in the country’s economic 
recovery.
 
The opportunities and challenges 
faced by small business owners are 
considered in this new report, titled: 
Growth Britain: Unlocking the Potential 
of our SMEs.
 
The Government has a range of 
support schemes to facilitate SME 
access to finance. 
 
For example, SMEs that lack the 
security or proven track record for 
a commercial loan can access the 
Enterprise Finance Guarantee.
 
Around £50m has been spent on 
start-up loans for entrepreneurs who 
would not normally be able to access 
traditional forms of finance through the 
Government-funded Start Up Loans 
Company.
 
But with so many schemes in place 
– the report estimates more than 285 
central government schemes and 
over 1,800 local government schemes 
available to SMEs – how aware are 
businesses of the support available?
 
Far from a lack of support, is there too 
much?
 
This report makes a series of 
recommendations on exports, 
access to finance, guidance and 
support, skills, taxation and regulation 
that policy makers, politicians and 
business leaders should study.

 
It also examines whether the issue 
of increasing bank finance is one of 
supply or demand and whether some 
businesses lack the confidence to 
approach banks.
 
This report offers a holistic way to 
boost small business and the UK 
economy, including how Government 
can make the procurement process 
more applicable to smaller firms.
 

A regulatory environment that does not 
add any extra barriers to SMEs that 
wish to export their products overseas. 
 
A tax and regulatory system that 
incentivises alternative finance for 
businesses and investors. Alternative 
finance solutions that exist in the 
market, and private sector solutions to 
the skills gap.
 
The Conservatives, Labour and the 
Liberal Democrats all acknowledge 
the vital role SMEs play in the British 
economy and in economic recovery. 
 
This report is full of useful 
recommendations for anyone 
interested in helping small businesses 
survive and thrive.

“Far from a lack of 
support, is there too 
much?”

Tony Grew, Parliamentary Editor, 
PoliticsHome
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Executive summary
Exports
• The Government’s focus on encouraging exports is to be welcomed as firms that look to overseas markets are often the 

most dynamic in their sector.

• In order to make the most of the opportunities that do exist, SMEs need greater guidance than is currently available. 
Government funded schemes and organisations exist to serve this function. However, banks and others should also 
increase their efforts to provide private sector solutions to this problem. 

• The Government must ensure that the regulatory environment does not add any extra barriers to SMEs that wish to 
export their products overseas. For example, the Government should ensure that the Banking Reform Bill permits trade 
services which SMEs need – such as foreign exchange options – inside the “ring-fence”.

Access to finance 
• The financial services industry and policymakers need to raise the awareness of – and importantly, confidence in – the 

alternative finance solutions that exist in the market. 

• Policymakers should consider how best to establish a tax and regulatory system that incentivises alternative finance for 
businesses and investors.

Guidance and support
• There is a bewildering array of organisations offering support to SMEs, from central Government initiatives such as the 

Enterprise Finance Guarantee to private organisations such as chambers of commerce.

• All such support is welcome: what is missing is the means to ensure SMEs know what is available to them.

• To this end, we recommend that a central portal is established to help direct companies to the most appropriate support 
for them.

• We would also encourage the Government to establish whether the quantum of schemes can be reduced and simplified.

Skills
• Skills are vital to the success of SMEs given how much investment individual members of staff represent.

• Many firms report difficulties in attracting suitably skilled employees, and for this reason the introduction of University 
Technical Colleges and a widening of apprenticeships schemes are much needed.

• The Government should further consider what it might do to encourage firms to up-skill existing – and particularly senior 
– staff members.

Tax and regulation
• Tax will never be popular, but there is scope to simplify the processes surrounding it and thus reducing some of the 

burden that it imposes on SMEs. 

• The Government should examine further ways to make the procurement process more applicable to smaller firms, 
including means of reducing the cost of compliance.
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Exports
Reorienting the UK economy to an 
export-led model has been a goal 
of Governments for decades, given 
fresh urgency by the economic 
downturn. Figures from 2010 suggest 
that around 9 per cent of small and 
medium sized firms export at least 
part of their output.1 

In the polling we conducted, we found 
that companies in our sample were 
somewhat more likely to export than 
this average – 20 per cent said that 
they actively sought out international 
clients – although the large majority (59 
per cent) said that they neither currently 
exported nor had any plans to do so. 

We welcome the emphasis which the 
Government and policymakers have 
put on encouraging SMEs to export 
and we support taking further measures 
in this regard. This is in no small part 
because research shows that firms that 
do trade internationally are likely to have 
better growth prospects than those 
that only trade domestically.2 Of those 
firms in our survey who said that they 
had grown significantly over the past 
financial year (13.2 per cent of the total), 
52 per cent of this number where active 
exporters, a far greater proportion than 
their wider representation.

Firms that said they actively sought to 
export were also far more optimistic 
about their future prospects. Asked 
whether they believed their business 
would grow in the next five years, 92 
per cent of active exporters said that 
they were either “very” or “somewhat 
confident” that it would, a much higher 
proportion than for any other category.

Given this link between exporting and 
business success, what can be done 

in helping SMEs reach new markets. 

The British Chambers of Commerce 
(BCC) have been very active in their 
efforts to promote exports, offering their 
members advice, market intelligence 
and services such as translation 
and links to UKTI programmes. The 
BCC also works to identify barriers 
to participation. Its recent series of 
reports, Exporting is Good for Britain, 

Recommendations
• The Government’s focus on encouraging exports is to be welcomed as firms 

that look to overseas markets are often the most dynamic in their sector.
• In order to make the most of the opportunities that do exist, SMEs need 

greater guidance than is currently available. Government funded schemes 
and organisations exist to serve this function. However, banks and others 
should also increase their efforts to provide private sector solutions to this 
problem. 

• The Government must ensure that the regulatory environment does 
not add any extra barriers to SMEs that wish to export their products 
overseas. For example, the Government should ensure that the Banking 
Reform Bill permits trade services which SMEs need – such as foreign 
exchange options – inside the “ring-fence”.

to help other firms to emulate these 
successful exporters? 

During our roundtable events, much 
was made of the role played by UK 
Trade & Investment (UKTI): many of 
our speakers saw the organisation 
as too focused on the needs of 
manufacturing firms and on larger 
businesses. This notwithstanding, it is 
clear that UKTI can play a critical role 
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have so far examined the role played 
by skill shortages and international 
connections, putting forward positive 
recommendations as to how to 
overcome the problems identified.3

We also welcome the Government’s 
Business is GREAT campaign which 
was launched on 6 November 2013. 
One attendee at our policy roundtable 
criticised UK firms for being “overly 
comfortable” and content to operate 
in the domestic market. We welcome 
initiatives such as Business is GREAT 
which aim to inspire SMEs to consider 
the benefits of exporting.

During our policy workshops, we also 
heard that business owners don’t 
export because of the perceived 
barriers to doing so. For instance, 
we heard that business owners don’t 
have the time to research the export 
markets where their products might 
be successful, and also find the 
task of building overseas contacts 
challenging. Anecdotal evidence 
shows that businesses are unsure 
of the regulatory hurdles that might 

References

1 Internationalisation of Innovative and High 

Growth SMEs, p. 6, BIS, March 2010 

2 Dods/Santander Growth Britain survey: 

Breakdown of companies export intentions 

against whether or not they reported growth 

in the current financial year

3 Exporting is good for Britain: Skills & 

Exporting is good for Britain: International 

connections, British Chambers of 

Commerce, 2013

“92 per cent of active 
exporters said that 
they were either 
“very” or “somewhat 
confident” that their 
business would grow 
in the next five years”

19.6

59.2
6.4

7.2

8.4

FIGURE 1: SMALL BUSINESSES AND EXPORTS 
(ON ALL GRAPHS BASE = 250)

Yes, we actively seek out international clients
Yes, but only through orders placed on our website
Not presently, but we have done in the past
Not presently, but we are considering it
No, we have never traded internationally

need to be cleared when it comes to 
exporting overseas. 

It is clear that the private sector can 
help SMEs address these problems and 
give them the confidence to take the 
first steps toward penetrating overseas 
markets. For example, Santander UK is 
pioneering a Trade Portal which allows 
its customers to easily locate markets 
where there might be a demand for their 
products or services. It also provides a 
list of contacts in key markets, a costing 
tool to determine how much it will cost 
to reach that market, and details of any 
regulatory or tax considerations as well 
as documentation required to get there. 

Innovations such as this are clearly 
welcome. 

Policymakers should also be aware of 
the impact which regulation can have 
on the ability of firms to export. At the 
time of writing, the draft secondary 
legislation of the Banking Reform Bill 
would restrict ring-fenced banks from 
providing foreign exchange option 
contracts and, potentially, trade finance 
services to their customers. These 
are essential tools for businesses to 
manage the risk of exporting; restricting 
access to them or rendering them 
more expensive could be damaging for 
the UK’s export prospects.
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Access to finance
While this report does not seek to 
focus on access to finance, it is clear 
that this does remain an issue which 
is integral to business success in the 
UK and so must be considered in the 
context of unlocking growth potential 
in SMEs.

Addressing the challenges in access 
to finance for smaller businesses has 
been a high profile political issue since 
the financial crisis. There are now 
various Government schemes aimed 
at tackling the issue by finding ways to 
increase bank finance. There has also 
been much debate as to whether the 
issue is one of supply or demand. 

It is certainly true that the quantum 
of small business lending by banks 
has reduced since the financial crisis. 
Lending to SMEs showed strong 
growth up until the beginning of 2009, 
increasing at more than ten per cent 
a month.4 By late 2009, available 
funding started to contract and this 
trend has continued to the present, 
although the rate of decrease has 
slowed in 2013.5 

Looking to the causes of this 
reduction in supply, the financial crisis 
and its impact was a major factor. The 
crisis prompted the banking sector 
to be more rigorous in its corporate 
lending decisions and has also 
resulted in more stringent regulatory 
capital rules which impede the ability 
of banks to lend; particularly as some 
of the larger banks repair balance 
sheets that became overleveraged 
before the crisis. 

As noted in a recent report by Demos 
Finance, the financial crisis also led to 
foreign banks withdrawing from the 

SME lending market after aggressively 
seeking market share during the boom 
years.6 This has inevitably left a gap 
in the funding market which was not 
previously occupied by the UK’s high 
street banks. 

The economic downturn itself also had 
a role to play as business confidence 

was damaged; first by the “credit 
crunch” in the early years of the crisis, 
then by the recession, and finally by 
the sovereign debt problems in the 
Eurozone.

Added to the drop in business 
confidence, there has been a strong 
social narrative established by the 

Recommendations 
• The financial services industry and policymakers need to raise the 

awareness of – and importantly, confidence in – the alternative finance 
solutions that exist in the market. 

• Policymakers should consider how best to establish a tax and regulatory 
system that incentivises alternative finance for businesses and investors. 

• The banking industry should continue and intensify its efforts to refer 
businesses to alternative finance providers where this is a more 
appropriate solution for their business than bank finance.
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media and politicians that perhaps 
over-exaggerated the extent to 
which business would be likely to 
face difficulty accessing finance 
from traditional sources. This has 
discouraged some SMEs from 
seeking finance which they might have 
benefitted from. 

Anecdotal evidence from our policy 
workshops, combined with data from 
our small business polling, suggests 
that SMEs are less willing to seek out 
credit today than they have been in 
the past, especially when the credit 
in question is in the form of secured 
loans.7 

This impression is reinforced by other 
studies, one of which found that, in 
the first quarter of 2012, 76 per cent 
of SMEs were not looking for a loan, 
up 11 per cent on the same period 
in 2012.8 Furthermore, of those 
companies that wanted a loan but 
had not applied, 32 per cent said that 
they had not done so because they 
believed they would be turned down.9 

When we asked 250 firms about the 
factors that influenced their ability to 
grow over the next five years, 28 per 
cent stated that access to finance 
was of huge importance. While this is 
a significant proportion it was not the 
most commonly identified factor: that 
distinction went to the UK’s economic 
prospects. 

This ties in with some of the feedback 
we received at our policy workshops: 
here participants noted that some 
businesses lacked the confidence 
to approach banks, or believed that 
banks were not prepared to take on 
an adequate proportion of the risk 

themselves, instead preferring to lend 
against security.

However, with 28 per cent of SMEs we 
surveyed citing access to finance as a 
major factor influencing their growth, 
there is no denying that this remains an 
issue for business in 2013.10

In order to address this issue, it is 
important to accept certain truths 
about the SME funding market, and 
develop a better understanding of 
what the most effective course of 

action might be to ensure that SMEs 
are able to unlock their potential and 
deliver growth for the UK economy. 

First of all, we must ensure that we 
learn lessons from the past. The SME 
funding market operating from the mid-
2000s to the onset of the financial crisis 
in 2007–8 was dysfunctional. Credit 
was underpriced and was too easy to 
access. It is important to remember 
that poor risk decisions – particularly 
in commercial lending – significantly 
contributed toward the failure of 

ERIC OLLERENSHAW
CONSERVATIVE PARTY SMALL BUSINESS AMBASSADOR 
FOR THE NORTH WEST, CONSERVATIVE MP FOR 
LANCASTER AND FLEETWOOD

Small firms are a vital driver of our economy’s success, and 
locally, our small businesses are the lifeblood of our communities. If every 
small business took on just one more member of staff, unemployment 
would be wiped out overnight. This is why this Government is doing 
everything it can to support them.
 
Conservatives are on the side of small businesses, with the new 
Employment Allowance set to take £2,000 off the National Insurance bill of 
every employer in 2014. In the North West, this measure will take 53,000 
small businesses out of having to pay any tax on jobs at all. 
 
Businesses tell me time and time again just how much easier their lives 
would be if we cut red tape. The Government’s Red Tape Challenge has 
already identified 3,500 regulations in need of reform and action taken so far 
has saved them over £215m a year.

On top of this the Government is helping small companies access the 
finance they need to grow through the Funding for Lending programme, 
has cut corporation tax to the lowest in the G7, supported investment by 
increasing the Annual Investment Allowance for plant and machinery from 
£25,000 to £250,000 and provided over 27,000 new business mentors.
 
Just last week a new business support website launched, www.
greatbusiness.gov.uk making it easier for small businesses to find out what 
support is available to help them grow.
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the USA – where only about 50 per cent 
of funding came from banks in 2010.12 

Not only can alternative finance help 
increase the quantum of funding 
available to SMEs, it is often much 
better suited to certain businesses 
depending on the type of business 
or the growth stage that it is at. For 
instance, seed funding from angel 
investors may be a better option 
for start-up firms, while fast growth 
companies with a number of years 
of trading already behind them may 
find mezzanine finance a better 
fit. The Santander Breakthrough 

programme offers mezzanine finance 
to fast-growth firms for whom equity 
investment is unappealing and 
traditional debt finance less suitable. 

If alternative finance is to grow 
in the UK, policymakers need to 
address two key issues. First, it is 
imperative to raise the awareness of 
alternative finance and how it can help 
businesses grow. Second, regulatory 
changes could be made to make 
alternative finance a more attractive 
option for business and investors. 
Our polling of SMEs found that while 
awareness of alternative funding 

some banks and the distressed state 
of others. We should be clear that 
returning to the lending environment 
in the years before the financial crisis 
would not be a desirable outcome. 

With this understanding in mind, 
policymakers and financial institutions 
– including banks – need to better 
articulate what the future of SME 
finance should look like. Banks should 
remain an important source of lending 
for smaller business. However, a 
new approach should include a more 
personal focus from banks on their 
customers by championing localised, 
relationship-led banking. Relationship 
Directors in the banking sector 
should take more time to get to know 

their customers, enabling lending 
solutions to be more bespoke, and 
lending decisions more local. We are 
encouraged to see this change slowly 
coming to the banking market. 

However, the real challenge for 
policymakers is to bring greater 
competition to the funding market by 
increasing the availability of alternative 
sources of finance. A recent report 
from the TheCityUK found that in 2012, 
93 per cent of SME financing in the 
UK was from banks.11 This is in stark 
contrast to other jurisdictions – such as 

ADRIAN BAILEY
CHAIR, BUSINESS, INNOVATION AND SKILLS 
COMMITTEE, LABOUR MP FOR WEST BROMWICH WEST

England may no longer be a nation of small shopkeepers 
but Britain is certainly a nation of small businesses. With so 

many it would only take an incremental expansion of each one to make a 
significant impact on national output, employment and possibly, exports.

Realising that potential is a challenge but a challenge that has to be met if 
we are to grow ourselves out of the recession.

The opportunity must be seized not just to supply our indigenous 
companies but to develop the capacity to break into new markets abroad. 
This requires action to develop our skills base, improve access to finance 
allied to a tax and regulatory regime that meets business needs. This should 
be underpinned by the development of an entrepreneurial culture within our 
education system from primary school level to our university system.

Government policies do not always resolve the hardest issues. The growth 
in apprenticeship numbers, whilst welcome, is still not tackling the areas 
where there is the greatest skills need and shortage, particularly engineering. 
Our education and careers advice system is still geared to getting the 
brightest and best into university rather than into vocational occupations. 
Schools should be assessed on their ability to do both.

Our universities and research institutions are world leaders but we need to 
do more to exploit the commercial potential of their work.

“Banks can do more 
to refer businesses 
to alternative finance 
providers where this is 
more appropriate for 
their business”
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is growing among smaller firms, 
traditional unsecured and secured 
bank loans are still seen as the 
preferred option (and unsecured loans 
are particularly highly regarded, with 
54 per cent of respondents rating 
them most highly).

There is cleary merit in raising SMEs’ 
awareness of and – more importantly 
– confidence in alternative finance. 
During the roundtable discussions, 
the possibility of establishing a sound 
regulatory footing for new forms of 
lending (such as peer-to-peer) was 
raised, with the understanding that 
this would make the industry more 
attractive to borrowers while ensuring 
that lenders were properly protected.

To address the lack of awareness, the 
British Banking Association (BBA) and 
major UK banks including Santander 
UK have created the Business 
Finance for You website. This collates 
information on finance providers 
(including banks, Government 
schemes, peer-to-peer lenders and 
business angels) to make it easier for 

firms to access funding.

Schemes of this type have great 
potential to widen SME access to 
finance providing that the firms in 
question know that such resources 
are available. We recommend that the 
Government considers how best it 
could publicise these initiatives and we 
welcome the launch of the Business is 
GREAT campaign and website which 
we are confident will go some way to 
achieve this. 

In addition to this, banks can do more 
to refer businesses to alternative 
finance providers where this is more 
appropriate for their business. We 
welcome the CDFI initiative and other 
private sector solutions. For example, 
Santander UK has a partnership with 
the Start Up-Loan Company whereby 
it refers potential investee companies 
which are not suitable for a bank loan. 
Santander UK then also offers second 
stage funding for businesses which 
have successfully been awarded a 
start-up loan and continue to show 
growth and potential.
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Guidance and support
One of the consistent themes from 
our policy workshops concerned the 
awareness among SMEs of the vast 
array of local and national support 
schemes available to them. Speaker 
after speaker identified that the 
problem was not so much a lack of 
support, but such an abundance of 
it that it was unclear how to access 
schemes and which schemes best 
suited the needs of particular firms.

We estimate that there are over 285 
central government schemes and 
over 1,800 local government schemes 
available to SMEs.

Participants in our policy workshops 
generally welcomed the schemes which 
they were aware of. The new Enterprise 
Zone established at Manchester Airport 
was one such example. Participants 
were impressed by the potential offered 
by Enterprise Zones – including rate 
relief and other support services. 
However, for many, the discussion was 
the first time they knew fully that these 
benefits were on offer. 

Aside from Government-led schemes, 
alternative support mechanisms 
for SMEs also exist: chambers of 
commerce offer support to their 
members and as we heard at 
our policy workshops are forging 
stronger links with bilateral chambers 
(those which promote links between 
businesses in the UK and other 
countries), such as the British-Mexico 
Chambers of Commerce. However, 
SMEs will only benefit from a chamber 
of commerce if they are a member, 
and in the present economic climate 
the cost of such membership is often 
seen as a discretionary expense that 
can be cut to save money. This only 

Recommendations
• There is a bewildering array of 

organisations offering support to 
SMEs, from central Government 
initiatives such as the Enterprise 
Finance Guarantee to private 
organisations such as 
chambers of commerce.

• All such support is welcome: 
what is missing is the means 
to ensure SMEs know what is 
available to them.

• To this end, we recommend that 
a central portal is established 
to help direct companies to the 
most appropriate support for 
them. We are encouraged by the 
launch of the Business is Great 
website and we hope it will fulfil 
its potential in this regard.

• We would also encourage the 
Government to establish whether 
the quantum of schemes can be 
reduced and simplified.

adds to the imperative of increasing 
the understanding of SMEs as to 
the benefits of membership and the 
support that is available to them 
through these channels. The same 
is true of other paid-for bodies that 
participated in our policy workshops – 
such as Brilliant Brighton, the Brighton 
Business Improvement District. 

As has been suggested above, there 
are a wide range of schemes and 
organisations seeking to help SMEs. 
The challenge lies in helping SMEs to 
recognise what is available, explaining 
to them how their business will benefit 
and guiding them through application 
processes. At present, no single 
information portal exists to do this. 

The scale of the problem is 
demonstrated in the most recent 
edition of the SME Finance Monitor, 
which found that only 29 per cent of 
the firms it surveyed were aware of the 
existence of the Funding for Lending 
scheme, and only 22 per cent were 
aware of crowd funding. 

We believe that this needs to be 
addressed, either by creating a new 

entity or by charging an existing body 
or bodies – LEPs for example, or the 
British Business Bank – with acting as 
the first point of contact. 

We welcome the launch of the 
Government’s Business is GREAT 
website and hope it will become a 
resource which is able to meet this 
need. 

We also believe that the plethora 
of support schemes is becoming a 
problem in itself. The Government 
should seek to reduce and simplify the 
number of schemes which it makes 
available.

“The problem was 
not so much a lack of 
support, but such an 
abundance of it that 
it was unclear how to 
access schemes and 
which schemes best 
suited the needs of 
particular firms”

References

13 SME Finance Monitor, op. cit, p. 14
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Skills
Finding employees with the right 
skills is crucial to any business, and 
vital in the case of SMEs, for whom 
each member of staff represents a 
significant investment. In our polling of 
small businesses, over half of all firms 
thought that recruiting skilled young 
workers would have a positive impact 
on growth, making this the second 
most important factor after financial 
incentives or tax breaks (the perennial 
favourite). 

Despite this focus on the opportunities 
offered by recruiting new staff, 
firms are somewhat less keen on 
developing the skills of their existing 
management team, with only 40 per 
cent of respondents believing that 
this could have a positive impact on 
growth.

Although it is recognised that 
management skills are important, it 
was argued at our policy workshops 
that SMEs do not have sufficient time 
to spend on training, especially given 
the pressures imposed by the current 
economic climate. In addition, some 
argued that providing staff members 
with training might result in them 
leaving before the firm had recouped 
the cost of educating them. 

By their nature, small businesses were 
often very reliant on the skills of their 
founder members, who might not 
realise that they have more to learn, or 
may not appreciate the need to pass 
on their skills to other members of 
their team. Studies have shown that 
the departure of a founder often has 
a dramatic effect on their company’s 
performance, suggesting that firms 
need to do more to plan for such 
events. 

We welcome the Business Finance 
Taskforce of the British Bankers 
Association which provides SMEs 
with over 1000 mentors from the 
major banks. These mentors help 
in developing certain key skills. The 
scheme is a good mechanism for 
up-skilling the existing workforce, 
including senior management.

In terms of entry-level jobs, 
representatives from small firms 
voiced familiar concerns about 
school, college and university-leavers’ 
preparedness for the world of work. 
One complainant observed that 
although many candidates had had 
work experience placements, these 

were often a “box-ticking exercise” 
that did not challenge them or help 
them develop new skills. 

Ultimately, if SMEs are to see 
an improvement in the quality of 
potential staff they will have to 
involve themselves more closely 
with education providers. While this 
represents a further demand on SMEs’ 
limited resources, it offers potential 
savings in the form of having to spend 
less time training up new recruits. 

In the course of our policy workshops 
we heard of a number of examples of 
how SMEs could work with colleges 
and universities to tailor courses to 

suit businesses’ needs. We were 
particularly encouraged by initiatives 
whereby colleges themselves stood in 
as the primary sponsor of apprentices 
since this relieves SMEs of much of 
the administrative burden involved in 
taking on an apprentice.

The development of university technical 
colleges (UTCs) has also been a 
positive step towards meeting the 
demand for employable skills. The 
Government’s commitment to expand 
UTC provision is very welcome, but 
this should not come at the expense of 
reducing the focus on the contribution 

Recommendations 
• Skills are vital to the success 

of SMEs given how much 
investment individual members 
of staff represent.

• Many firms report difficulties 
in attracting suitably skilled 
employees, and for this reason 
the introduction of University 
Technical Colleges and a 
widening of apprenticeships 
schemes are very welcome.

• The Government should further 
consider what it might do to 
encourage firms to up-skill 
existing – and particularly 
senior – staff members. We 
welcome the mentoring scheme 
set up by the British Bankers’ 
Association which is aimed at 
tackling this problem.

• Private sector solutions are also 
delivering excellent results – 
such as the internship scheme 
organised by Santander 
Universities

“Only 1 in 8 current 
students (12 per cent) 
said that their first 
choice on graduation 
would be to work for 
an SME”
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that can still be made by more 
conventional educational institutions.

Encouraging university graduates to 
stay in their locality and work for an 
SME is also an avenue that could 
be explored further. Recent research 
conducted by Santander UK found 
that only 1 in 8 current students (12 
per cent) said that their first choice on 
graduation would be to work for an 
SME. 

A scheme organised by Santander 
Universities provides a good example 
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FIGURE 2: WHAT WILL PROMOTE SME GROWTH?

of a private sector-led initiative to 
improve SME access to highly skilled 
students and graduates. The scheme 
involves Santander and its 65 UK 
university partners jointly funding 
three-month internships for graduates 
with SMEs in their local area. The 
scheme matches the skills of 
graduates with skills gaps in potential 
employers. 

Santander supported over 500 of 
these placements in the last academic 

year with huge success in converting 
these roles into full time jobs. For 
example, Santander Universities 
and Newcastle University placed 13 
students with local SMEs in the last 
academic year. 12 of these graduates 
were offered full time posts. Santander 
Universities is committed to providing 
1,500 placements in 2013/14. This 
demonstrates what can be achieved 
without the need for Government 
intervention.
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Tax and regulation
We have already considered what the 
Government can do to directly support 
SMEs, but there is another way in 
which the state can make it easier for 
small firms to grow: by reducing the 
burdens imposed upon them.

While this will come as no surprise, if 
offered, almost every firm would want 
to see lower taxation. This is borne out 
by our SME survey, in which 79 per 
cent of firms said that reducing their 
tax burden should be a major focus of 
the Government’s efforts to help the 
sector. How practical this is in a time 
of austerity is open to question, but 
there are some simple steps that can 
be taken to improve the transparency 
and accessibility of the system.

This was highlighted during our 
roundtable discussions: participants 
lamented the complexity of the 
existing tax system, noting that it was 
especially burdensome for smaller 
firms that often lacked the specialist 
knowledge required to navigate it. The 
online tax return system was singled 
out for being a one-size-fits-all form 
which often resulted in SMEs being 
asked for information they did not 
need to provide.

There was also palpable hostility 
towards the activities of larger firms, 
whose tax avoidance efforts were 
seen as unfair. The attitude of HMRC 
was also criticised, with the agency 
being accused of not being sufficiently 
helpful towards SMEs and too eagerly 
taking an unduly aggressive approach 
to businesses and individuals that 
have missed deadlines.

Finally, the different treatment of equity 
and debt by the tax system was 

GORDON BIRTWISTLE
CHAIR, LIBERAL DEMOCRAT PARLIAMENTARY PARTY 
COMMITTEE ON BUSINESS, INNOVATION AND SKILLS, 
LIBERAL DEMOCRAT MP FOR BURNLEY

SMEs are the backbone of British manufacturing. Prime 
contractors are the big companies. They make the product but SMEs in 
their supply chains are critical to the delivery of it. 

In light of the Dods/Santander report, I agree with the Government focus 
so that SMEs can export more as final product suppliers or working as 
subcontractors to overseas manufacturers. SMEs need to invest in capital 
programmes to ensure they remain competitive when competing against the 
cheap labour markets of the Asian and Indian continents.

Skills are vital in this country as we are suffering from a nationwide skill 
shortage, particularly in the engineering sector. SMEs need to invest in 
future skills through apprenticeship training programmes, as they are often 
unable to compete with recruitment by large organisations and retain the 
best skills and are perceived to be at the bottom of the food chain. We need 
young people to be trained up to ensure the knowledge and experience 
of the current workforce are not lost and can be passed along to the next 
generation creating a knowledge transfer network that will be retained. 

SMEs also need to be able to access cheap finance to ensure that capital 
investment is achieved and they need to be made aware of and understand 
financial markets, in particular the banking industry. The Government needs 
to ensure that the tax and regulatory systems are easy to understand and 
provide incentives to ensure SME companies expand.

I am confident that the majority of SMEs in the UK are well managed, are 
visionary and see their role in delivering our future’s economy.
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cited as a reason that firms preferred 
to raise capital through loans rather 
than share issues. One speaker 
suggested that this had led to the high 
level of debt accumulated before the 
beginning of the financial crisis.

Regulation was another – albeit 
lesser – area of concern. While some 
speakers at our roundtable events 
argued that employment regulations 
were too onerous for SMEs, others 
stressed the need to avoid creating a 
two-tier system which might reduce 
the attractiveness of smaller firms to 
potential employees. The Enterprise 
Management Incentive scheme, 
wherein employees gave away some 
of their rights in exchange for shares, 
was described by one participant as 
unworkable in practice: this argument 
held that SME shares were too illiquid to 
be attractive and therefore the scheme 
would not have widespread appeal.

Public sector procurement was 
one area where SMEs expressed 
an interest in seeing more support 
to enable them to participate. In 
our polling, 27 per cent agreed 
that this should be a major focus of 
Government efforts, and this sentiment 
was echoed at the roundtables.

In particular, the procurement process 

was often designed with larger firms 
in mind, it was claimed. One speaker 
suggested that engineering firms had 
to spend around £250,000 just to 
complete the procurement process, 
not a cost an SME could bear with 

no guarantee of a contract at the 
end of the exercise. We heard that 
the pre-qualification questionnaire 
attached to government contracts was 
too long and complex and acted as a 
significant barrier.

Recommendations
• Tax will never be popular, but there is scope to simplify the processes 

surrounding it and thus reducing some of the burden that it imposes on 
SMEs. 

• The Government should examine further ways to make the procurement 
process more applicable to smaller firms, including means of reducing the 
cost of compliance.
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If you would like more information 
please contact:
publicpolicy@santander.co.uk

Contact


