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Executive Summary

This report has been produced with the objective of benchmarking and profiling business start-
up and enterprise activity in the West Midlands. It uses a range of data sources because none
provides comprehensive coverage of all start -up activity .

The number of new VAT-registered businesses starting in the West Midlands region each year is

lower than in other parts of the country. Whilst the total stock of businesses has been growing,

t hat growth has been sl ower than the UK average;
stock grew by 1.6% per year, compared to 1.8% across the UK. Matching the national growth

would have resulted in nearly 5000 extra businesses in the region by the end of that period .

Some high growth sectors, such asproperty & business services and financial serviceshave grown
quicker than the national average, but still make up a lower share of t he r eigdusiriald s
base. This growth has been counteracted by poorer performance in sectors such as
manufacturing, construction and mining & utilities , meaning that there was not an overall rise in
total numbers of businesses relative to the UK total .

The picture is not uniform across the region. The growth in businesses is stronger in the south
and east of the region, exceeding the national average in many places. However, in the west of
the region, and in the City Region, growth rates are lower.

Similar patterns are seen when we look at the number of existing businesses in the region.
Whether this is done by comparing the number of businesses with the size of the population or
by looking at rates of self -employment, the picture is similar - the region has fewer businesses
than the national average

Self-employment data can help us understand a bit more about the type of people who are
involved in starting and running small businesses. The data shows that, whilst self -employment
amongst males is close to the national average, amongst women it is lower than in virtually all
the other regions of the UK. Young people too have lower rates of self -employment in the West
Midlands than nationally and the limited data available suggest s that the same is true of most
minority ethnic groups.

Data about attitudes to entrepreneurship, however, paint a somewhat different picture. Levels

of early -stage entrepreneurial activity were the second highest in the country in 2008 , with

activity amongst males the highest of all. The same survey also shows that the most

entrepreneurial age in the West Midlands is between 25 and 34, which is younger than the

national average. However, data from the same survey confirms the picture from other data

sources; these positive attitu des dondt transl ate into high number
businesses.

The current economic climate is likely to have had an impact on enterprise activity both
regionally and nationally , but it is too early for the downturn to be represented in offici  al data
sources. Comparing the impact to previous recessions is difficult due to the difference economic
conditions and causes of the downturn.



1 Introduction

The scale of the challenge research programme for enterprise was commissioned by Advantage
West Midlands (AWM)in June 2008. The over-arching objective of the research is to identify the
relative regional performance in the different aspect s of enterprise & productivity, new business
formation, business growth, socio -demographic characteristics and str ategic positioning o and
the effect these have on the output gap.

An initial assessment of performance was commissioned as part of the evidence base
underpinning the AWM chairmands speech in Novembe
were:

e To bring us in line with the national average, the region needs to generate 1,900 extra
new businesses per yeatr.

e We need to focus growth with a third (600) of these extra businesses setting up within
our most deprived areas.

e We need to encourage our businesses to irvest for the future in new capital, new
processes, new skills and new products and services.

¢ We need to encourage a further 8,000 women to start a business to bring us in line with
the national average.

These measures focused primarily on a static comparison between the region and the UK
average; it emphasised the role that new business formation has in closing the gap, although it is
recognised that existing businesses d SMEs and large firmsdare also likely to be a key driver.

To guide the detailed rese arch programme a sub-group of the Enterprise Board has been
established. Chaired by Prof. Stephen Roper, it includes representatives from the Centres of
Expertise as well as AWM and Norman Price as Chair of the Enterprise Board.

This group have agreed a ralling work -plan which will look at 4 broad themes:

e A detailed analysis of industrial structure and how it can explain the relative economic
performance of the region;

e An assessment of the levels of business start up in the region and how they compare with
national levels

e A review of the typology of existing businesses and an assessment of the contribution of
fast and high growth businesses

e Areviewofthevalue-added strategic positioning of the r



This report covers the second of these research themes - benchmarking start-up business
activity. The report profiles start-up activity in the West Midlands in comparison to other regions
reflecting gender, ethnicity and spatial dimensions as well as the position of social enterprise.

This study usesa range of data sources:

GEM (Global Entrepreneurship Monitor)

Commercially available datasets e.g. BETA

VAT Registration & De-Registration data

Self-employment data

Independent survey, data and research

Research and intelligence from the Centres of Expertise:

- Women's Enterprise Centre of Expertise (WECOE)

- Minority Ethnic Enterprise Centre of Expertise (MEECOB
- Young People's Enterprise Centre of Expertise (YPECOE

- Social Enterprise Centre of Expertise (SECOE)

The report seeks to answer the follo wing questions:

How do levels of business start -up activity in the West Midlands compare to those in
the UK as a whole and in comparable regions?

How do levels of start -up activity differ for sub -groups within the West Midlands
especially women, minority e thnic groups, sub -regions and areas of multiple
disadvantage?

What drives differences in start -up rates between regions and between sub -groups
and areas within the region?

What are the key challenges for policy in terms of start -up in the region?

Alongside this report, Advantage West Midlands has also commissioned a programme of work
from Aston Business School. This will involve further analysis of some of the data sources used in
this report. Th e work will provide further evidence on:

Dynamics of Firm Start-up, Survival and Growth

The Economic Impact of High Growth Firms



2 How do levels of business start-up activity in the West
Midlands compare to those in the UK as a whole and in
comparable regions?

Before we can begin by assessing the different measures of start -up activity we must first ask
the important g u e s t Whatns it that we are measuring ? 6

There is no comprehensive measure; be it official statistics, surveys or commercial datasets
Each measure of start-up activity has its own strengths and weakn esseswhich makes accurate
analysis of business start-ups difficult. Even official Government business databases are
compiled using different method ologies and for differing purposes . Some, like the ONS Business
Demography database€, recognise activity at any time of the year . Others such as the BERRVAT
Registrations and De-Registration database’® and the ONS Business Activity Size and Location
database (PA1003¥, only measure live units at a point in time. The industry classifications also
differ between these three databases and the dates of publication and latest data available can
also vary.

Therefore in order to best measure business start -ups a variety of datasets and methodologies
must be assessed to build up a fuller picture than might be available using just one or two
6of fici alAnimpatant coasideration is to establish exactly what levels of start -up
activity is actually covered by the various methods:

VAT Registration & De -Registration data. The most widely used measure for identifyin g new
start-up activity; however this only measures those businessesliable for VAT (the turnover
threshold currently stands at £67,000). Therefore, many small businesses starting up,
particularly sole traders or partnerships , are not be covered by this me asure - up to a fifth of all
enterprises according to the ONS. Furthermore, as the VAT threshold has changed many times
any year-on-year comparisons are difficult . However the total turnover of these missing
companies, even collectively, will not make a major contribution to regional GVA in the short
term so economic analysis will not be adversely aff ected by their absence. It is when these
successful start-ups survive and begin to grow that it will be crucial to monitor their progress.

The Go v e r immeeDepabtraental Business Register (IDBR) database also includes
businesses registering for the PAYE schemehowever this, again, does not represent the totality
of all businesses starting up.

The Global Entrepreneurship Monitor (GEM) is another source of information on start -up
activity. It measures entrepreneurial activity of respondents at a point in time and the short -
term future. It is, however, a survey and cannot hope to cover all entrepreneurial activity and
relies on the robustness of its sampling m ethodology to portray an accurate picture.

! http://www.statistics.gov.uk/pdfdir/bd1108.pdf
2 http://stats.berr.gov.uk/ed/vat/
3 http://www.statistics.gov.uk/statbase/product.asp?vink=933



Beyond this there are also a number of commercially available databases utilising data

obtained from company accounts and/or other business directories. One such is the BETA
database which provides furt her measures of the total numbers of businesss such as relocations

and formations and the BankSearch database collated from records of new business accounts

being set up at banks. There are other databases available from the banking sector which carry
confidential ity restrictions. However, some work has been done to incorporate this data into

academic studies around this subject which shows survival rates as being lower and closure rates

hi gher than the | DBR rates. This s uepseisitexcedsbfat t h
that of businesses recorded by official sources *.

However all commercial datasets have similar limitations to Government sources either from
inaccuracy or incompleteness of source data, the robustness of sampling methodology , they
focus on a particular segment or, simply, the cost.

None of the measures discussed above are comprehensive - not all start-up activity can be
measured; ma ny of t he smal |l ©0 operatedt feom ebacki roaing srid rshaeed
workshops start up successfully without being captured on official statistics until they are large
enough to break into PAYE or VAT thresholds. Many businessesnever achieve that milestone and
therefore start up, trade and die without ever being measured. Other sources of data, not
currently freely available, might provide a more complete picture in the future.

It is therefore important to be mindful that business start -up can be anything from brand new

ventures, spin off s from established enterprises, a new company set up by an overseas investor

or an art or craft business in a back room of S
entrepreneurial yet not all may be captured as such by official statistics. This report aims to

cover the various measures of business start up and some of the reasons behind successful start-

ups using the most robust and recent data available but there will be much activity that is

unknown and perhaps other data sources, not currently available, would be able to provide a

more complete picture.

Where administrative sources are not able to provide reliable or sufficient insight into enterprise
or entrepreneurial activity in certain groups, this report draws upon other sources. These often
take a more localised, regional view, with quantitative information  supported by qualitative and
research-based information. Whilst not comparable with other datasets, this information helps
build a more complete picture of start -up activity and the issues affecting enterprise that are
not currently evident in mainstream sources

In order to highlight the differences in coverage and methodology Figure 1.1 shows the total

business stock (all businesses) in the West Midlands by the different data sources: BETA
(available to 2009), IDBR, VAT data and PA1003(which included PAYEbased enterprises for the
first time in 2008, accounting for the &6jumpd in

‘Do entrepreneurs really | dd&nankishJE& \Robadres REG.& Stbreydh2008a nk dat ad
6



Figure 1.1 : West Midlands total businesses by data source, 2000 -2009
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Measures of business startup activity

As outlined above a number of sources exist for start-up data but p erhaps the simplest measure
of start -up activity is the growth in the n umber of businesses in an area over time; is a region
growing its number of businesses?

If we look at t he stock of VAT registered businesses in the West Midlands we see that it has
grown by an average of just under 1.6% per year between 1994 and 2007; however this is slower
than the English average annual growth rate of 1.8%.

In terms of the number of new VAT Registrations the region ranks sixth of the English regions in
2007 with a figure of around 16,000 (see Figure 2.1). Looking at historic data, the West Midlands
has occupied this position for about fifteen years . So, despite the humber of businesses in the
West Midlands continuing to grow, the rate of that growth continues to be lower than the UK
average and, furthermore, the business growth rate in the region is not increasing sufficiently
fast enough to overtake those regions immediately ahead of the West Midlands such as the South
West and East Midlands



To put this into context the growth in the number of businesses will only identify net growth of
the number of businesses in an area, not th e levels of start ups or closures. VAT Registration and
De-Registration data is also available to identify the number of new businesses registering and
de-registering for VAT in a given time period.

From this we see that the West Midlands, whilst generating new businesses faster than regions
such as Scotland, Yorkshire & Humber and East Midlands, it is also losing them in greater
numbers and therefore only ranks 9™ for net change in total number of businesss (Figure 2.2)

Figure 2. 1: VAT registrations by region Figure 2. 2: Number of businesses dnet change

Observatory

o NN
VAT Registrations by Region, 2007 ’ Regionat

servato
_ P . — ==
e — —

4 e |
Number of businesses - net change (2007) ’ Reaonat

16,000
14,000

40,000
35,000 12,000
30,000 10,000
25,000 8,000
20,000 6,000
15,000 4,000
10,000
5,000 l l . u 2,000 I I I
0 0
5 & F ¢ & & s ‘3?"‘ & & &

45,000

s
s &
&

S &
S ¢ AR SO

2
& P S o
& -~ <

$ o
&

o
® D ¥ &
& o‘\? 6\7’0 <& X &8

¥ &

F & F P S
A d & & &
g ¥

< &
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If the West Midlands Region is falling fur ther behind in terms o f growth in its total number of
businessesit is important to consider which sectors are providing the highest levels of business
start-up and which are seeing a decline.

Sectoral breakdown

The industrial structure of the West Midlands economy is changing; manufacturing which until as
recently as 2002 was the largest component of regional GVA, has seen employment fall from a
guarter of all WM employment to less than 15% in 2007 whilst employment in finance,
distribution/hotels/restaurants and public adminis tration are all now higher than manufacturing.
But what does this mean for the number of businesses per sector in the region?

VAT Registration data shows that the number of new registrations of property & business
services businesses has continued to increase year on year whilst at the same time
manufacturing business registrations are decreasing.



Figure 2. 3: West Midlands VAT Registrations by selected sectors 1994 -2007
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In 1994 property & business services accounted for approximately 20%of all new businesses
registering for VAT by 2007 this had increased to over 1 in every 3 businesses. In 1994,
wholesale & retail was the sector with the highest number of VAT Registrations (25% of the
total) however over the same period this fell to under 20%. Manufaduring also fell from over
10%of the total to 5% . Other sectors generally retained their share with slight increases seen in
construction.

But again, VAT registrations only show half the picture and new registrations would not have
such an impact on the r egion if they were merely substituting for businesses in the same sector
that had gone out of business. This has not been the case for Property and Business Services
which expanded rapidly as the economy grew and house prices increased and, as a sector, al so
benefited from low entry costs .

Examining the net change of VAT Registered businesses between 1994 and 2007 (the difference
between those registering and those de -registering) Figure 2.4 shows a net gain to the property
and business services sector of between 1,500 and 2,500 new businesses per year.

® In 2007, the property & business services sector amounted to nearly 60,000 businesses in the West
Midlands; with legal, accounting, tax, architectural & other business services accounting for over half of this
total, property services 15% and computer services another 10% - Source: ONS, Annual Business Inquiry, 2007



Figure 2. 4: Net change of VAT registered businesses
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The construction and wholesale & retail trade sectors have also seen improving fortunes with
construction passing from net loss to net gain in 1997 and wholesale & retail trade in 2002.
Manufacturing has fared less well since 1998 with there now being a net loss in the overall
number of manufacturing businesses in the West Midlands of up to 500 each year.

In fact, to quantify the level of growth, if we look at the weighted share growth of the property
and business services sector of this period shows that between 1994 and 2007 the percentage of
start-ups businesses in the West Midlands that were in property and business rose from 1 in every
5 start-ups to 2 in every 5 and that over three quarters of the growth in total start -ups in the
region has been in the property and business services sector.

Indeed, if we look at the growth in the stock of businesses in the property and business services
since 1994 (Figure 2.5) and compare it to growth in the sector acrossthe UK as a whole we see it
growing at a faster rate in the region between 1999 and 2005, albeit from an initially lower
starting position (from 17% of all businessesin 1994 compared to 20% for the UK as a wholg). The
other sector in the region growing significantly faster than the UK , in terms of the stock of
businesses,was the finance sector where sector growth exceeded that of the UK from 1994 up to
2004 when it went into decline .

The decline in the overall number of businesses in the manufacturing, wholesale and retail trade
and agriculture sectors, relative to the UK average, is also evident, particularly in manufacturing
in the West Midlands where it declined more than any other sector relati ve to the UK rate.
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Figure 2. 5: Difference in indexed growth rates by sector
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However, despite the faster growing industries of property and business services and financial
services we can see that this has not contributed to an overall rise in total  numbers of businesses
relative to the UK total . In fact growth in the total overall number of businesses (the black line
above) despite rising from 136,000 to 167,000 actually increased at a lower rate than the UK
rate of growth ; with falls in sector growth in  manufacturing, const ruction and mining & utilities
contribut ing to this..

This change in growth of certain sectors is important as n ew business formation will change the
overall business environment in a geographic area thus changing the nature of business in a
region or sub-region, changing the economic drivers and sometimes the key selling points.
Furthermore, differences in sector rates of formation will change the shares of businesses within

a businessenvironment and, as we have seen not all sectors have grown at national rates whilst
some have actually seen negative growth thus affecting everything from the requirement of the
right type of skills required from the workforce, the local supply chain, the services needed to
supply that new business environment and the overall attractiveness of an area to prospective
residents and commuters.

In order to understand what factors have contributed to the growth rate s of each sector in the
region and specifically in the high growth property & business services and finance sectors we
can analyse the different components of the change in the number of businesses in each sector.
We can attribute the proportion of that growth which is due to the general growth in the
national economy (national share), that which is due to national growth in that specific sector
(industry share) and also the growth which is due to reg ional influences (regional mix) (Figure
2.6 below).
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Figure 2. 6: Components of VAT Registration growth
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Source: ONS, VAT Registrations & Stocks, 2008 West Midlands Regional Observatory 2009
It is evident that the majority of growth in property and business services (the sector with the
largest net change in the number of new businesses) has been due to overall sector growth
(green), and to some extent national growth (light blue) . Despite the fact that there are over
2,700 more property and business servicescompanies in the region, the growth in this sector in
the West Midlands has not matched the national growth rate . Analysis suggests that there would
be 410 extra new businesses in 2007if the regiond s g rratevhadh matched that of the sector
nationally (dark red). The region also underperformed in construction and hotels and restaurants
but performed better than the UK in transport & communications and wholesale and retail trade
where there has been a net loss in the number of busin esses but that decline has not been so
pronounced in the West Midlands as elsewhere.

If the growth of certain sectors in the West Midlands was due to industrial influences it is
important to discover just what these influences are and where they are stron gest. Some of the
factors involved in stimulating start -up activity and the drivers of differences in sub -regional
start-ups will be covered in the Sections 3 and 4 however the data already assessed above can
be utilised to highlight some of the geographic variations of VAT Registration and sector growth
and pinpoint the most favourable areas in whic h to start and grow a business.
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Starting up in the s ub-regions

Figure 2.7 plots the subregional average annual growth rate of all businesss across the region
between 1994 & 2007 in comparison to UK average annual growth rate and it shows a clear
spatial pattern confirming that the growth areas for new businesses in the region are generally

in the South and East with lower rates in Birmingham and the Black Count ry, the rural West and
North Staffordshire.

Figure 2.7 : Average annual growth rate of all businesses by local authority

However, as stated above, in order to analyse business start -ups more precisely it is the VAT
Registration data that provides a more a ppropriate picture. The data showing VAT Registrations
is useful in measuring the changes in the business structure of the economy but the raw numbers
will not provide an accurate picture of the relative success of areas in creating businesses due to
the differing sizes of regions and sub-regions. Comparing the number of VAT Registrations to the
number of residents in an area provides a more useful measure of enterprise in an area.

Looking at relative business start -up performance, taking into consideration the size of an area,
Figure 2.8 showsthe West Midlands VAT registrations per 10,000 population has historically been
below the national average; however the regional total masks spatial differences within the  sub-
regions.
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