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THE CONTRIBUTION OF ESTABLISHED SMEs TO REGIONAL ECONOMIC DEVELOPMENT: SOME EVIDENCE ON THEIR PERFORMANCE FROM THE UK 1979 - 90 David SMALLBONE David NORTH Middlesex University, Enfield, U.K. ABSTRACT This paper aims to contribute to an assessment of the contribution of SMEs to regional and local economic development by using some of the results from a study of a panel of established SMEs in the UK during the 1980s. The paper considers the extent to which SMEs in the panel were generating employment over the decade and also the factors influencing their ability to do so. It considers the extent to which the characteristics of SMEs in the panel and the way in which they have evolved during the 1980s, has implications for their longer term contribution to regional economic development. An important policy finding is the close relationship between employment growth and output growth. INTRODUCTION Aims of the Paper This paper aims to contribute to an assessment of the contribution of SMEs to regional and local economic development by using some of the results from a study of a panel of established SMEs in the UK during the 1980s. It is argued that any assessment of the role of SMEs in economic development must consider their ability to survive and grow over a period of time and in particular their ability to create employment in the longer term. Data Base and Methodology The empirical evidence presented in the paper is drawn from a study entitled 'A Longitudinal Study of Adjustment Processes in Mature Manufacturing SMEs during the 1980s' (part of the ESRC's Small Business Research Initiative (The Economic and Social Research Council's Small Business Research Initiative includes financial contributions from Barclays Bank, Commission of the European Communities (DG XXIII), Department of Employment and the Rural Development Commission. The views expressed in this paper do not necessarily reflect those of the sponsoring organizations.)). The study was concerned with the development of a panel of firms over a ten year period with respect to products and markets, production processes, the use of labor, location, ownership and organizational change and their use of external assistance. To be included in the study firms had to be independently owned and employing less than 100 employees in the base year (1979) and also to be in 1 of 8 manufacturing sectors. Since the sample was randomly selected the study includes firms with a variety of attitudes to growth and also varied growth performance. The panel of firms comprised a total of 306 firms drawn from three contrasting types of location. The core panel of firms on which the study is based consists of 126 SMEs which were located in London in 1979 and which were
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originally surveyed as part of a previous research project which covered the 1976-81 period. The remaining 180 firms are drawn from locations in the outer metropolitan area (OMA) surrounding London (mainly Hertfordshire and Essex) and remote rural locations in northern England using the same selection criteria as for London firms. In-depth interviews were conducted with managers in all 306 firms in 1990/91. SMEs and Regional Economic Development An examination of various policy statements relating to SMEs and economic development suggests that their contribution can be considered firstly in relation to their ability to create jobs, and second to their contribution to the longer term development of competitive economies. In the UK for example, the government's own rationale for supporting small firms emphasizes their role in stimulating competition and in innovation, as well as in employment generation (Employment Department, 1992). However, before considering the selection of criteria to assess the role of SMES, we must first consider the aims of local or regional economic development itself. Whilst stressing the problems in defining the concept of local or regional economic development which arise from the variety of theoretical positions which can be used as a starting point, Turok and Richardson state that most definitions would include three components: a growth component, an equity component and a capacity building component (Turok & Richardson, 1991). Since the nature of our data does not permit us to evaluate an equity component in this paper, we shall focus on growth (in terms of both employment and output growth) and capacity building where we consider the implications of the type of development taking place in our panel of SMEs during the 1980s for the longer term development prospects of their regions. One factor which affects the ability of an economy to grow in the longer term is the ability of its firms to sell outside the region. The "economic base" of a region defined as the production of goods and services which are traded outside the region is crucial to the ability of the region to attract income from outside. Whilst recognizing that some SMEs may contribute indirectly to a region's exports by supplying components or services to other exporting companies, we are particularly interested in assessing the extent to which firms in our panel have been able to develop this "export capability" themselves. SMEs are frequently considered said to be a source of innovation, being more flexible, dynamic and responsive to shifts in demand and changes in economic conditions more generally than larger firms. Innovation is important to local and regional economies since it represents an opportunity to gain competitive advantage which is potentially more sustainable than that based mainly on price (Porter, 1990). Porter also stresses the importance of increasing productivity as a means of achieving sustainable growth in national and sub-national economies. In view of the concern expressed by some authors that encouraging and supporting the growth of SMEs may be associated with lower levels of productivity than is typically found in larger companies (Hughes, 1991), we shall examine the productivity trends demonstrated by surviving firms in our panel. Nevertheless ever since the publication of the Birch study (Birch, 1979), it is the contribution of SMEs to employment
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change which has been the focus of particular interest from policy makers and practitioners from the local/regional through to the national and the European levels. For example, in the UK, recent analysis has shown that between 1985-9, firms employing less than 20 workers created over 1m additional jobs, more than twice as many as larger firms (Employment Department, 1992). At the same time, employment generation by SMEs has been the subject of much debate. One important area of controversy concerns the number of SMEs which are employment generators. On the one hand, analysis of the Dun & Bradstreet data base suggests that overall job growth in the small business sector is due to increased employment in a large number of firms (Daly et al, 1991). On the other hand, other research suggests that relatively few SMEs actually create employment on a significant scale (Storey, 1982; Storey et al, 1987). The issue is an important one since it raises the question of whether or not there is case for targeting firms which have job generating potential and if so, how this can be achieved (Storey & Johnson, 1987). This is one of the issues we shall examine using the evidence from our empirical study. Much of the evidence on the contribution of SMEs to employment generation fails to distinguish between different industrial sectors and some research results undoubtedly reflect the heavy concentration of small firms in the service sector. In the case of manufacturing employment, the contribution of small firms to job generation may be less remarkable. As Johnson has argued, there can be little doubt that the relative importance of small firms in manufacturing employment within the UK has increased since the early 1970s, but this may have resulted more from employment contraction in large firms than from absolute employment growth in small firms (Johnson, 1991). Moreover, much of the evidence on the employment contribution of small firms in manufacturing sectors comes from sample studies of now firms rather than established ones (eg Mason, 1985). The evidence presented here is therefore of particular interest since it enables us to shed some light on the employment generating capacity of established SMEs in the manufacturing sector. The study is specifically concerned with established SMEs rather than new firms. There is a growing interest in the UK in the contribution of established SMEs to the economy which is reflected in recent policy initiatives such as the DTI's "Business Link" (formerly "One-Stop Shop") initiative (Financial Times, 1992). The 1980s saw a substantial growth in the number of small businesses in the UK as well as in the number and variety of policy initiatives to encourage and support them. In the early 1980s, the emphasis in public policy was on increasing the rate of new business formation but more recently there has been a growing recognition of the importance of helping expanding firms overcome growth constraints and of encouraging mature small firms to maintain and improve competitiveness (Advisory Council on Science and Technology, 1990; Hughes, 1991). It has also been argued recently that putting more money into start-ups is less cost effective than helping established SMEs grow faster (Storey, 1992). It is this debate which provides an important policy context for this paper. Structure of the Paper
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We now turn to our empirical evidence in order to examine the extent to which our panel of SMEs have been contributing to economic development in these various ways. The rest of the paper is structured around two main questions: the first considers the contribution of these established manufacturing SMEs to employment generation, and the second their contribution to regional capacity building. In the final section of the paper we attempt to summarize the main implications for policy which the evidence suggests. TO WHAT EXTENT WERE SMEs GENERATING EMPLOYMENT OVER THE DECADE? WHAT WERE THE KEY FACTORS INFLUENCING THEIR ABILITY TO CREATE JOBS? (i) SMEs which survived the decade provided more jobs in 1990 than in 1979. In aggregate the 306 surviving SMEs provided more jobs in 1990 than in 1979, there being a net increase of 18% (1106 more jobs). This represents a mean increase of 3.8 jobs per firm, but a median increase of only 1 job per firm; the discrepancy being an indication of the disproportionate effect of a minority of firms which increased their employment substantially. Just over half of the surviving firms (52%) increased their employment over the period compared with just over a third (36%) which decreased it. TABLE 1:



EMPLOYMENT CHANGE 1979-90 IN SURVIVING FIRMS BY SECTOR



Sector Clothing Electronics Furniture Ind. Plant Instruments Pharmaceuticals Printing Toys & Games All Firms



No. of Firms 31 44 64 51 28 10 63 15 306



%Change 1979-90 -17.7% +30.2% +10.0% +21.0% +50.8% +15.2% +21.1% +45.5% +18.4%



Mean Change per Firm -4.9 +6.4 +1.3 +2.9 +13.0 +8.0 +5.0 +3.1 +3.8



Median Change per Firm +0.5 +2.0 +1.0 0 +5.0 +0.5 +2.0 0 +1.0



As expected, there were marked sectoral differences in the employment generation potential of the SMEs (Table 1). Employment in surviving firms grew in all sectors except clothing where there was a net employment decrease of 18%. The SMEs in the instruments sector showed the best employment performance, with a net increase in employment of 51% and a mean increase of 13 additional jobs (a median of 5 jobs) being generated per firm. Our evidence suggests therefore, that if SMEs can survive the critical early years after formation, they are capable of generating additional jobs over an extended period of time. (ii) Job generation was closely fled to output growth. Most new jobs were created by firms which at least doubled their real turnover over the decade. As Table 2 demonstrates, relative changes in employment were closely associated with relative changes in real turnover in all 8 sectors. However, because of increases in productivity, firms needed to at least double their output in real terms in order to
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make much employment impact. For the panel as a whole, a firm had to typically increase its real sales turnover by two and half times in order to double its employment, and in the printing and electronics sectors it was necessary to more than treble sales turnover. Job generation will only occur on any significant scale in established manufacturing SMEs if major increases in output are achieved and this is demonstrated clearly when we look more closely at the performance of the firms to see where the additional jobs were created. TABLE 2: RELATIVE CHANGES IN EMPLOYMENT AGAINST RELATIVE CHANGES IN REAL TURNOVER FOR THE PERIOD 1979-90 Sector



No. of firms



r value



constant



b value



standard error



Incr. in t/o for 100% incr in employ.



Clothing Elect'nics Furniture Ind. Plant Inst'ments Pharm'cals Printing Toys&Games



29 44 63 47 28 10 61 14



0.938** 0.962** 0.732** 0.844** 0.474* 0.957** 0.670** 0.989**



-0.198 -0.261 0.129 0.415 0.425 -0.607 0.557 -0.219



0.462 0.362 0.457 0.201 0.236 1.147 0.143 0.959



0.727 1.190 1.204 1.112 1.324 1.688 1.797 0.656



259% 348% 190% 291% 244% 140% 309% 127%



0.259



1.835



257%



Total Panel 296 0.747** 0.335 * significant at the .01 level **significant at the .001 level Note:



there was insufficient data to include 10 cases



When the surviving firms were assigned to five groups on the basis of their growth performance over the decade, we find that 83% of the additional jobs which were created were in those firms which had at least doubled their sales turnover in real terms (i.e. the `high growth' and `strong growth' groups in Table 3). Nearly three quarters (71%) of all new jobs were created by the 70 firms which achieved high growth status over the period, creating on average 25 additional jobs each and, in aggregate, nearly doubling their employment over the decade. In this respect, our evidence supports the proposition that a substantial proportion of the job creation tends to be concentrated in relatively few firms (North et al, 1993; Storey, 1988). TABLE 3:



EMPLOYMENT CHANGE 1979-90 BY GROWTH PERFORMANCE



HIGH GROWTH (70 firms) STRONG



1979 Employ.



1990 Employ.



Net Change



% Change



Mean Change per firm



1864



3573



+1709



91.7%



+24.6



213



513



+300



140.8%



+7.2
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GROWTH (42 firms) MODERATE GROWTH (52 firms) STABLE (65 firms) DECLINING (73 firms) TOTAL PANEL (302 firms) Note:



935



1133



+198



21.2%



+3.8



1521



1351



-170



-11.2%



-2.6



1779



901



-878



-49.3%



-12.0



6312



7471



1159



18.4%



+3.8



there was insufficient data to include 4 firms



(Definition of the 5 performance groups: Group 1 "High Growth Firms": firms that more than doubled their real turnover 1979-90, reached 0.5m turnover by 1990 and were consistently profitable in the late 1980s. Group 2 "Strong Growth Firms": firms that at least doubled their real turnover in real terms 1979-90 but failed to reach either the minimum size and/or the consistent profitability needed to be in the high growth group. Group 3 "Moderate Growth Firms": firms which increased their real turnover by between 1.5 and 2 times 1979-90. Group 4 "Stable Firms": firms that stayed at about the some size ie not more than a real growth of 1.5 times 1979-90, Group 5 "Declining Firms": firms which declined in real turnover 1979-90.) The most impressive performance was achieved by the high growth firms in the instruments, pharmaceuticals, and electronics sectors, creating on average 38, 35, and 30 jobs respectively There were some examples of jobless growth amongst those firms achieving high growth, but they were few in number; just 5 high growth firms reduced their employment over the decade and 7 increased their employment by less than 25%. TABLE 4:



EMPLOYMENT CHANGE 1979-90 BY AGE FOR FIRMS Pre 1950



1950-69



1970-79



All firms



1979 Employment Total Mean firm size Median size



2406 34.4 24.5



2554 22.4 20.0



1240 10.6 5.5



6200 20.7 12.0



1990 Employment Total Mean firm size Median size



2218 31.7 16.0



2775 24.3 17.5



2366 20.4 12.0



7359 24.5 15.0



Net absolute Change



-188



+221



+1126



+1159



% change



-7.8%



+8.7%



+90.8%



Change per firm Mean Median



-2.7 -1.0



+1.9 0



+9.7 +5.0



+18.7 +3.9 +1.0
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No. of Firms



70



114



116



300*



Note: it was not possible to classify 6 firms because of inadequate data (iii) It was the younger firms in the panel which contributed a high proportion of the increase in employment. It was firms which were founded in the 1970s which achieved the best employment growth performance in the 1980s. In fact at an aggregate level, this group of younger firms contributed most of the net increase in employment between 1979 and 1990 (Table 4) At first sight, the employment contribution of the younger SMEs dwarfs that of older firms during the 1980s. When we look at their share of net employment change, we find that 1126 out of the 1159 net increase in jobs in the total panel (i.e. 97%) are attributable to firms set up in the 1970s. However, the contribution of more mature firms to net employment creation should not be underestimated. Surviving firms which had been in existence for between 10 and 30 years in 1979 increased their employment during the 1980s by 9% although surviving firms in the oldest age category (i.e. those founded before 1950) showed a net decrease 8%. However, because they were larger on average than those in the younger age categories, these older firms still represented a substantial proportion of the total employment in the panel in 1990: 30% of employment in 23% of the number of firms. In terms of a region's future employment prospects therefore, a concern for new job creation in young firms should not be at the expense of a concern for facilitating employment creation in some more mature firms and preserving existing employment in others. A more disaggregated analysis of employment change shows that older firms had a higher propensity to reduce employment during the 1980s than younger firms. It confirms that younger firms had the highest propensity to create jobs in the 1980s, but also shows that older firms had an ability to do so as well. So that whilst the net employment change measure is important in showing the overall employment potential of surviving firms of different ages, it does tend to undervalue the part that the more mature firms play in employment generation. Table 5 helps to give a fuller picture of the employment changes that occurred at the individual firm level. This more disaggregated evidence provides further support for the argument that older SMEs, as well as younger ones, have an important role to play in job creation and that it would be a mistake to make younger firms the sole focus of policy attention simply because of their superior contribution to net job creation. More mature SMEs can also prove to be a rewarding group in terms of employment creation. TABLE 5:



JOBS GAINED AND LOST 1979-90 BY AGE OF FIRM



Jobs gained



Pre 1950 437 (17.5%)



1950-69 778 (31%)



1970-79 1289 (51.5)



All firms 2504 (100%)
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Jobs lost Net change No. of firms



625 (46.5%) -188 70



557 (41.4%) +221



163 (12.1%) +1126



114



116



1345 (100%) +1159 300*



Note: it was not possible to classify 6 firms because of inadequate data (iv) For a given increase in output, the number of jobs created directly in urban firms was substantially less than those generated by similar firms in `rural' locations. The contrast was most marked between firms located in inner London and those in remote rural areas. (refer : TABLE 6: AVERAGE EMPLOYMENT CHANGE PER FIRM BY GROWTH PERFORMANCE GROUP FOR INNER LONDON AND RURAL FIRMS) Although surviving SMEs increased employment over the decade in all 3 panels, there are clear differences in the magnitude of the increases. As other recent studies have also found (eg Coombes et al, 1991; Keeble at al, 1992; University of Cambridge, 1992), the employment creation potential of small firms in urban areas is typically less than that of comparable firms in non-urban areas. Our own findings are broadly consistent with these other studies demonstrating that it was firms in remote rural areas which achieved the best employment performance and London firms the worst: the rural firms achieved a 51% increase in employment between 1979-90 compared with 23% for the OMA firms and 7% for London firms. Our work has shown that these differences are not the result of the rural areas having a significantly higher proportion of growth firms than urban areas, but rather because of differences in the ways in which SMEs achieved growth in urban and rural environments (North & Smallbone, 1993). Growth was less likely to be translated into direct employment creation in urban firms than rural firms because it was found that increased externalization and the more intensive use of labor reduced the need to expand the workforce in many urban firms. The sharpest difference in the relationship between sales growth and employment growth is between the remote rural firms and those in the inner city (Table 6). Although there were relatively few examples in the panel as a whole of firms achieving rapid growth without significant employment creation (ie jobless growth), most of them were firms which managed to achieve high growth whilst remaining in inner London. Whilst growth strategies which avoid or minimize employing additional labor tend to be the exception, it is interesting that those cases which did occur were all urban firms, and especially inner city firms. TO WHAT EXTENT DO THE CHARACTERISTICS OF SMEs AND THEIR DEVELOPMENT TABLE 6: AVERAGE EMPLOYMENT CHANGE PER FIRM BY GROWTH PERFORMANCE GROUP FOR INNER LONDON AND RURAL FIRMS
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Performance Group High Growth Strong Growth Moderate Growth Stable Firms Declining Firms All Firms



Inner London 18.9 (5) 6.8 (5) -0.3 (0) -2.9 (0) -11.1 (-2) 1.6 (0)



Rural Panel 34.8 (22) 5.9 (5.5) 8.4 (3.5) 0.7 (0) -13.8 (-4) 7.0 (2)



Total Panel 24.6 (16.5) 7.2 (6) 3. (2.5) -2.6 (0) -12.0 (-4) 3.8 (1)



PATH THROUGH THE 1980s SUGGEST THEY ARE CONTRIBUTING TO THE CAPACITY OF THEIR REGIONAL ECONOMIES TO GROW IN THE LONGER TERM? (i) The survivability demonstrated by these established manufacturing SMEs over a ten year period suggests they have a capability to contribute to regional economic development objectives in the longer term. This is most likely to be achieved if business support policies have a sectoral dimension. The overall resilience of established SMEs is demonstrated by the fact that in London (where the longitudinal nature of the data base has enabled us to analyze survival/non-survival in some detail), 58% of the firms which were in existence in 1979 survived until 1990 (North et al 1992). The overall survival rate was higher than might have been expected in view of the fad that the period included the recession of the early 1980s. Table 7 demonstrates there that were marked differences between the sectors in rates of firm survival. A disproportionate number of deaths were experienced in clothing and toys and games which is not surprising in view of the collapse of these sectors in the UK in the early 1980s in the face of intense competition from foreign producers. The highest survival rates were in the printing, electronics and pharmaceuticals sectors where survival depended upon investment in new product development and/or improved production technology. Whilst competition can be intense (particularly in electronics), there were opportunities for product/service differentiation and the exploitation of niche markets. In printing, 88% of firms which were in existence in 1979 survived until 1990, aided by the growth of the business services, financial and corporate markets in London during the 1980s which created good opportunities for commercial printing firms. Although space does not permit a full discussion of the factors influencing survival and non-survival here, two main points can be highlighted from a policy perspective. The high overall survival rate in the panel confirms what other writers have suggested that once firms become established (defined here as firms at least 10 years old), they are very resilient to fluctuations in the economy over time (Stewart & Gallagher, 1985). The fact that a substantial proportion of the firms of the firms which were declining and/or unprofitable in the late 1970s survived until 1990, corroborates the point further. Because of this it may be argued that the effort spent on helping (and in many cases persuading) them to grow may prove to be more
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productive than time spent on supporting new and younger businesses, a large proportion of whom will not survive. The analysis also emphasizes the importance of tuning business support policies to the needs and potential of SMEs in particular sectors. On the one hand, the sectoral variations in survival rates may be used to justify a targeting strategy at the sectoral level if the economic impact of such policies is to be maximized. On the other hand, even with sectors with low overall rates of survival our analysis suggests there are certain product and market strategies which help to improve the survival chances of firms. As other writers have argued, schemes of assistance which can be adapted to the specific requirements of firms are more likely to be effective than blanket forms of assistance (Turok, 1989). Our evidence suggests that this should certainly apply to policies aimed at improving firms' survival chances. TABLE 7: Firms)



SECTORAL VARIATIONS IN SURVIVAL RATES 1979-90 (London



Sector



1979 panel



Clothing Printing Industrial plant Pharmaceuticals Furniture Toys and games Electronics Instruments Total



67 56 36 11 55 17 34 17 293



Survival Rate 1979-90 24% 88% 67% 82% 49% 35% 79% 65% 58%



(ii) The growth performance of surviving firms overall and that of the `high growth' firms in particular, demonstrates that the growth potential of mature manufacturing SMEs should not be underestimated (refer : TABLE 8:



GROWTH PERFORMANCE IN THE 1980s)



Table 8 shows that 54% of all firms which survived until 1990 were able to increase their real turnover between 1979-90, 37% were able to at least double it and 23% were also able to achieve consistent profitability and a minimum size (0.5m sales) by the end of the 1990s to suggest that they had become substantial "high growth" businesses. In view of the fact that it is often argued that ageing, businesses tend to grow less rapidly than young businesses, the overall growth performance achieved by these established manufacturing firms over a ten year period may seem surprising. Despite the fact that younger firms in the study (defined as those founded in the 1970s) were both more growth oriented and achieved stronger growth performance than older firms, age of firm was only one factor influencing a firm's ability to grow (for more detail, see Smallbone & North 1994). TABLE 8:



GROWTH PERFORMANCE IN THE 1980s



Performance



London



Rural



OMA



Total
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Group High growth firms Strong growth firms Moderate growth firms Stable firms Declining firms Total



No 31



% 25



No 15



% 19



No 24



% 24



No 70



% 23



12



10



16



20



15



15



43



14



25



20



15



19



13



13



53



17



25 33



20 26



18 16



23 20



23 25



23 25



66 74



22 24



126



100



80



100



100 100



306



100



From a policy standpoint, one of the most interesting groups of firms in the study are the `high growth' firms, not least because they contributed the majority of the new jobs created between 1979-90. "Objective" criteria such as sector, age or size are not reliable predictors of a firm's growth performance and high growth was more associated with factors such as the leader's commitment to growth and the strategies and types of business behavior which firms used to achieve it (Smallbone et al, 1993(a)). Since the composition of the panels drawn from London, the OMA and the remote rural regions were selected on the basis of common criteria we have been able to compare the opportunities and constraints on growth in different types of location. A comparison of the distribution of surviving SMEs in each panel between the five performance groups (Table 8) shows that the pattern is remarkably similar in each case: for example, between 52% and 55% of firms in all 3 panels were able to increase real turnover over the decade; between 19% and 25% were able to achieve high growth. Fewer remote rural firms were able to achieve high growth performance than in the other two panels; 39% achieved an increase in real turnover although half of these were either too small and/or inconsistently profitable to be included in the high growth category. (iii) The best performing firms were able to increase employment at the same time as they were increasing productivity. From an economic development perspective one of the most significant attributes of these high growth firms is their ability to generate employment at the same time as they were also increasing productivity. In the study as a whole, the majority of firms (75%) which achieved an increase in real turnover over the decade, also increased productivity (Productivity is defined in terms of the sales/employment ratio. To measure productivity change over the period we deflated the 1990 sales turnover (to allow for inflation since 1979) to give a measure of real productivity change 1979-90), and in a third of cases the increase was at least 100%. In the case of the high growth firms, 87% achieved a real increase in their sales/employment ratio, in 46% of cases by at least 100%. For high growth firms, this increase was not simply a result of turnover outstripping employment growth since the majority of firms were deliberately seeking productivity improvements. For example, using a fairly rigorous measure of productivity improvement lie at least 100% increase in the sale/employment ratio over ten years and also
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evidence of the means by which productivity improvements had been achieved), 41% of high growth firms successfully improved their productivity compared with only 10% of other companies. Although the actual methods of achieving higher productivity levels varied between industrial sectors, a distinguishing feature of high growth firms as a group, was their ability to increase productivity at the same time as they were generating employment. From a policy standpoint, the development path followed by these mature 'high growth' firms suggests that employment generation in SMEs can be compatible with the development of increasingly competitive businesses which in turn can contribute to the development of competitive local and regional economies. However, an examination of the productivity trends in the panel of firms as a whole reveals some variations between locations which may have implications for policy. Labor productivity in remote rural SMEs was generally lower than that of other firms in similar sectors and, with the exception of printing, average productivity levels actually declined in rural firms between 1979-90. In fact as we have demonstrated elsewhere, the difference was most pronounced in a comparison of remote rural firms with those in inner London (Table 9). The fact that high rates of job generation were associated with declining productivity for firms in the rural panel as a whole, emphasizes the dangers of measuring the contribution of SMEs to economic development solely in terms of employment change. Unless these productivity trends are reversed, some of the rural SMEs may find it increasingly difficult to compete in the longer term. Once again the message for policy makers is that it is competitive businesses which create jobs in the longer term. TABLE 9: PRODUCTIVITY LEVELS AND CHANGE 1979-90 BY SECTOR FOR FIRMS IN INNER LONDON AND RURAL LOCATIONS (productivity is measured by real sales turnover per employee in 1979 and 1990) SECTOR



1979 MEDIAN



1990 MEDIAN



CHANGE (%)



CRAFT SECTORS Inner London Rural



11.0 11.0



14.6 10.5



33% -5%



MEDIUM/HIGH TECH SECTORS Inner London Rural



16.3 15.6



18.7 12.6



15% -19%



PRINTING Inner London Rural



14.7 11.5



27.2 12.6



85% 10%



(iv) The propensity of SMEs to sell outside their regional markets varied between sectors and to some extent between locations One of the factors which influences the contribution of SMEs to regional economic development is their ability to generate sales
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outside their region since this is a mechanism for generating additional regional income and also minimizing any displacement effects within the region. As Table 10 shows, there is considerable variation between the sectors in the geographic market orientation of firms and also in their propensity to be involved in exporting. For example, in pharmaceuticals, instruments, electronics and toys a majority of firms were selling at least 50% of sales outside their region by 1990 and a majority were also involved in exporting. In printing, furniture and industrial plant on the other hand, most firms were dependent on local or regional markets for at least half their sales and only a minority were exporting at all. One of the themes we have investigated in the study overall is a comparison of the opportunities and constraints on SMEs in contrasting types of location. Our evidence is that young growing firms in remote rural areas face the need to extend their geographical markets at an earlier stage in their development than urban-based firms (Smallbone et of, 1993(b)). In London, the size and diversity of the regional market meant there was good scope for growth without a need for firms to change their regional market orientation (particularly in printing and furniture). London-based firms which did extend their geographic markets over the decade tended to be in either instruments or electronics both of which are sectors where many firms need to sell outside the region because of the highly specialized market segment they were aiming to serve. In the case of the remote rural firms on the other hand, there was more evidence of the development of new markets meaning an extension of the geographic extent of market coverage, and in this case all sectors were represented. It would appear that for those rural firms the more limited local market opportunities made it necessary for growing firms to be active in developing markets further afield in sectors which in London would have given reasonable opportunities within the regional market. TABLE 10:



SECTORAL VARIATIONS IN GEOGRAPHIC MARKET ORIENTATION



Sector



Printing Instruments Pharmaceuticals Clothing Indust. Plant Toys & Games Electronics Furniture All firms



% of firms natn/internat markt orient. 1979 1990 15% 17% 75% 79% 100% 100% 52% 52% 34% 35% 87% 93% 53% 68% 27% 31% 37% 46%



% of firms exporting



Number of firms



1979 8% 68% 90% 23% 26% 67% 46% 25% 32%



63 28 10 31 51 15 44 64 306



1990 13% 86% 100% 48% 28% 80% 68% 23% 42%



Note: A firm is considered to be national/international market orientated if more than 50% of sales is outside its region. Business support policies need to be sensitive to geographical variations in the opportunities and constraints facing SMEs as well as to differences in sectoral conditions. In this case it
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needs to be recognized that remote rural firms will have to grow by market extension at an earlier stage and often from a smaller initial sized base than similar urban firms; in other words at a stage in the business when the firm may have more limited financial resources and has less experienced management. (v) The extent to which SMEs were innovating varied considerably between industrial sectors A key area of debate among those interested in the contribution of SMEs to economic development has been the extent to which they are innovative in terms of product and process development and whether innovation is a necessary condition for employment generation in the medium and longer term. Our evidence suggests that a firm's propensity to have developed products or services which could be considered innovative in some way varies considerably between industrial sectors. On the one hand, in the medium-high technology sectors a majority of firms did so (pharmaceuticals: 70%; instruments: 68%; electronics: 52%) but in the more craft-based sectors the development of innovative products was the exception rather than the rule (clothing: 19%; furniture: 14%; printing: 13%). The explanation is that instruments and electronics were technology driven sectors in which innovative products and ongoing product development were an important part of the way in which firms attempted to differentiate their products. In pharmaceuticals also the importance of product characteristics in affecting its competitive position meant that innovation was almost a requirement if a firm was to survive in the marketplace. In industrial plant innovation was important for those firms which possessed proprietary products (such as water filtration systems or industrial boilers) but for firms which were manufacturing and assembling constructional steelwork, price and market focus tended to be more important in firms' competitive tactics than differentiation. Thus the development of innovative products and active product development was more likely to be part of the management of product portfolio of the first group of firms in this sector rather than the second. The importance of product innovation in a firms management of its product portfolio largely depends on the industrial sector therefore; in some sectors it is almost necessary for survival, whilst in others it is just a minority of firms which can be considered to be innovative. However the tendency for the firms possessing innovative products to be the better performing firms is recurrent in most sectors. Even in the sectors where there was a relatively low overall propensity to innovate (such as clothing, furniture and printing) those firms which were innovating tend to have been above average performers and were typically growing firms. Although the panel of firms used in this study is comprised more of low -and medium- technology rather than high-technology sectors, the realization of the technological potential within firms is important for regional growth regardless of the industrial sector (Alderman et all 1988). In this respect, our results do suggest that the rural firms were lagging behind the urban firms (Smallbone et al, 1993(b)). Not only were rural firms less likely to have products which managers considered to
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be innovative but there was also evidence that they were lagging behind urban firms in terms of the modernization of their production processes (particularly in printing). It is important to emphasize that the contrast here in the technological capacity of SMEs is between firms based in London and firms located in remote rural areas. Other recent research has found a significant contrast between firms in remote and accessible rural areas in this respect (Keeble et al, 1992). Since there is little chance of attracting firms in high-tech sectors to these remote rural parts of Britain (or for that matter the inner city locations), the technological capacity of these regional economies depends upon being able to upgrade and modernize SMEs in the more traditional sectors. The policy issue therefore becomes one of how best to encourage innovativeness in all aspects of the business in these firms so that their growth potential can be realized. This involves an assessment of the technological capability of these firms so that the resources available to assist the process of innovation can be used in the most effective way. (vi) Whilst relocation was relatively common during the decade, movement was typically over very short distances. One implication is that provided they can survive, established SMEs are part of the longer term economic base of a region. Although relocation was relatively common in the panel as a whole over the study period, and particularly so among the young growing businesses (see Table 11), firms which did relocate tended to move a very short distance. For example, in London, 48% of relocating firms moved to another part of the same borough and a further 26% to elsewhere in London. In the remote rural panel, 90% of relocations were `local' in that they were to another part of the same village or to a neighboring village. SMEs in these remote rural locations are particularly tied to their local areas on this evidence. The most common reasons given by managers for relocating were related to site characteristics in general and to property in particular. `Space constraints' was by far the most common single reason for relocating overall and particularly in the case of the younger firms: 72% compared with 42% of older movers. From a policy perspective, it is important to note that the majority of relocating firms moved a relatively short distance and this tendency was particularly pronounced in the remote rural firms. One implication is that if the growth potential of SMEs is to be realized, it is important that an adequate supply of suitable premises is available in all types of location. This can present a particular challenge to policy makers in some of the rural areas since there may be planning implications involved in responding to the need for larger premises for growing firms in some localities. However, another implication is that unlike the branch plants of many larger companies, established SMEs which need to relocate show a very high propensity to remain in the same locality. When one considers this alongside the fact that research has consistently shown the majority of new business founders set up their businesses in the locality in which they are living (Mason, 1991), the potential long term benefits of investing resources in supporting the development of the
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indigenous firm sector is underlined. TABLE 11:



RELOCATION 1979-90 AND AGE OF FIRM



Date of Establishment Pre 1970 1970-79 All Firms



Relocated 1979-90 No % 50 27% 65 55% 115 38%



No relocation 1979-90 No % 135 73% 54 45% 189 62%



All Firms No 185 119 304



% 100% 100% 100%



SUMMARIZING THE IMPLICATIONS FOR POLICY On the basis of our study of the growth and survival of manufacturing SMEs in different types of location in the UK during the 1980s, we would argue that established SMEs have an important contribution to make to regional economic development. In the introduction to the paper, it was suggested that the potential contribution of SMEs to regional economic development could be considered in relation to their ability to create jobs on the one hand, and their ability to contribute to the longer term development of competitive economies on the other. From the evidence presented in the paper, it would appear that these two objectives are potentially compatible with one another. Our evidence suggests that once a firm has successfully navigated the difficult early years after start-up, its ability to create employment is dependent upon its ability to grow in output terms. From a policy perspective, these findings suggest that the best way of generating employment in the longer term is to focus policy support on those firms with the greatest growth potential, and particularly on those with the characteristics of high growth firms in this study. Since one of the characteristics of such firms is their ability to generate jobs at the same time as they are increasing productivity, employment generation would seem to go hand in hand with competitive business development. At the same time, the study also reveals that whilst SMEs were able to achieve similar growth performance in different locations, there are differences in the way in which growth is achieved which have implications for policy. At one level, it is important that policy makers take into account the fact the employment implications of growth vary between different geographical environments. However, at another level one of the questions the research raises is whether the higher rates of employment growth in the remote rural firms may be at the expense of their longer term competitiveness. The fact that high rates of job generation were associated with declining productivity in these remote rural firms suggests there is a risk that this may be the case (although lower productivity may be partly compensated for by lower wage levels). From a policy perspective, it is important that firms are encouraged to develop in ways which lay the basis of their long term competitiveness if their capacity to generate employment is to be maintained. The study also demonstrates that policy makers need to recognize the heterogeneity which exists within the SME sector. Even with established SMES, considerable differences are revealed between sectors not just in their survivability and employment growth performance but also in what firms need to do to survive and
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