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Introduction  
We read the Government’s Green Paper on Industrial Strategy with interest.  We were particularly 

pleased to see that the Government is taking such a broad and open approach to the challenge of 

creating an optimum ecosystem for economic growth. 

As a large consumer, corporate and investment bank, we support customers in every section of the 

economy and society; from providing skills training and apprenticeships, to arranging the finance to 

build schools and hospitals, to lending to our highest potential businesses.  

The ten pillars identified in the document reflect the conversations which we have with our 

colleagues and clients every day, and in many ways reflect the most intransigent challenges in this 

policy area. 

As such, they are not easy problems to overcome. In this response we have attempted to address 

areas where we perceive that there is an information or policy gap in public policy making. We have 

not addressed every question, but have attempted to be full in our answers where we have relevant 

experience. Where we feel able to do so, we have proposed potential policy interventions. However, 

the Government cannot hope to act effectively without support. We also suggest areas where banks 

and other groups are best placed to act.  

We answer the questions set in the Green Paper below.  Before we do so, we would like to offer 

some broader thoughts in response to the consultation as a whole, and the questions set out in the 

introduction in particular. 

The Government’s financial resources are subject to scrutiny, and any activity should be focused on 

the point at which it will be most effective.  Therefore we suggest the Government consider the 

following three characteristics for targeted intervention: 

 Where the UK has existing strength – these areas represent potential sources of future growth. 

Equally importantly where we have significant employment in sectors which may be negatively 

affected by a changing world, we will have to respond effectively to replace lost employment 

and economic output. For example, the automotive sector and move from combustion engine 

(petrol/diesel) to battery technology (electronic cars). 

 Where the UK has the potential to succeed – emerging sectors and technologies in which the 

UK has a natural competitive advantage. 

 Where a sector or activity has disproportionate effects on the wider economy – activities such 

as business advice, financial services, training and infrastructure investment will have strong 

external impacts. 

It is also important to learn the right lessons from other countries to which the UK is regularly 

compared. As an example, it is common to look to the industrial models of the United States, 

Germany and Israel, and we believe there are lessons to be taken from each: 

United States and finance for growth 

It is common complaint that that the UK (and indeed the European) economy is funded excessively 

through bank lending, with insufficient risk bearing equity finance so crucial for innovation.  This is 

an accurate complaint.  While bank finance is a highly effective and low cost channel for most 
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financing needs, it requires a strong expectation of repayment which does not allow for the 

uncertainty associated with high growth business plans.  

The relatively greater scale of both venture finance and capital markets finance in the United States 

reflects cultural and historical trends which are difficult to replicate.  However, there are two lessons 

we can learn and implement here.   

The first is the importance of scale.  The US is an equivalent economy to the EU, but while the US has 

a total venture capital market of €25.9bn, the EU has an equivalent market of €5.3bn. This far larger 

total pool is highly consolidated.  Three quarters of total US VC is in only three financial centres, 

while in the EU, thirteen countries share similar levels of VC as a percentage of their GDP. The result 

is that Venture investors in the US are able to invest in a diversified way, and at the scale needed for 

significant growth. The UK Government should aim to consolidate the UK as a centre of European 

excellence for risk finance, rather than further disaggregate the market at a regional level. 

The second lesson is the importance of a strong domestic capital markets industry.  The US has twice 

the stock market capitalization of Europe, and US investment banks dominate the market 

domestically and internationally.  Investment banking is an indispensable mechanism for funding 

infrastructure spending, the growth of larger companies, and managing the risk of smaller ones. 

Without a strong domestic investment banking presence, the UK would be at risk of capital flight in 

the event of a recession as international investment banks focus their efforts on their home markets. 

Germany and the Mittelstand 

There are two characteristics of the Mittelstand which are worth exploring here. First, these 

companies have considerably longer average ages than equivalent UK firms, and have traditionally 

had strong cash positions, allowing them to self-fund. In the past few years, UK businesses have 

significantly improved their own cash positions, creating a strong cyclical buffer and ability to meet 

day-today cashflow needs from their own balance sheet.  

The second observation relates to their performance as exporters.  German exports are 

characterized by a relatively smaller number of exporters, but with more exporters exporting at 

larger scale and to more diverse international markets.  The lesson for UK exports is the value of a 

mid-sized exporter which can act as a local ‘tent pole’ firm, providing an efficient route to supply 

chain exporting.  We suggest the Government consider a target of increasing the number of 

exporters who export at least ten product lines to at least ten countries. The 2013 Government 

Office for Science Foresight Report Future of Manufacturing is interesting on this subject. 

Israel as an international market 

In many sectors the UK is highly saturated.  The result is that many new firms founded either 

cannibalise an existing businesses’ market, or themselves struggle.  Israel has a similar challenge, 

and has taken a high innovation, high export approach to overcoming it.  UK firms currently export 

later than is optimum, which partly reflects management being nervous of the risks or expense of 

doing so.  The lesson for public policy is to support sectors with export potential, and in parallel to 

work with industry and banks to overcome both the cost and emotional barriers to exporting at an 

early stage.  
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Investing in science, research and innovation 

Q5 - What should be the priority areas for science, research and innovation investment? 

The role of Government should be to create an optimum environment for research and 

development across broad sectors, with the ultimate focus of research and funding the result of 

decisions by investors and technical specialists.  

Q7 - What else can the UK do to create an environment that supports the commercialisation of 
ideas? 

From a financial perspective, science and technology innovation is a clear example of the need for 

long term, risk bearing equity finance.  The average period between the conception of an innovative 

piece of technology and commercialisation is eight years.  In this context, universities have an 

important function beyond their wider value as creators of a skilled workforce.   

They are an underappreciated source of early stage finance and facilities at the greatest period of 

uncertainty for an innovation.  We encourage the government to work with the university sector and 

the venture capital market to provide smoother pathways for spinout. 

As we stress elsewhere in this response, the key to an effective market for innovation finance is to 

achieve consolidation. Therefore, we would support the development of university and venture 

capital clusters, which bring together multi-region communities to create sufficient scale for 

effective investment.   

One area of technological innovation which is being led outside of the university system is FinTech.  

An alternative structure for incubating these firms is needed. 

Tech City has been a big success in London, and Barclays has found its own support of the RISE 
incubator to be hugely worthwhile – indeed, in the Spring of 2017, this facility is moving to a larger 
site in Shoreditch, which will be the largest tech incubation site in Europe.  We would encourage the 
Government to place technology at the heart of the devolution agenda. 

Q9 - How can we best support research and innovation strengths in local areas? 

The Government could take steps to encourage national tech start-ups by establishing local hubs in 
major cities across the UK, balancing regionalism and scale. This should be done in partnership with 
organisations who have experience in building incubators, VC investors and skills providers.  
 
It is also important to create a strategic framework for FinTech. This could include: 

 Developing data sharing standards that apply on a cross-industry basis, and that can be used for 
leading the development of international standards. 

 Developing a secure and trusted digital identity service which can be utilised in the private 
sector. 

 Removing barriers to cloud computing adoption. This could enable huge efficiency and cost 
savings for both the private sector and government; better estate management and data 
security; and improvements in innovation and competition.  

 A clear agenda for block chain research and increased funding for R&D. 
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Separately, in 2015, Barclays released a research report entitled Future Proofing UK Manufacturing, 
which investigated the extent to which the manufacturing industry was taking investment and 
planning decisions to respond to the rise of automation.  That report indicated that the UK appetite 
for investment in automation technologies over the next two years lags behind Germany. 
 
This is of concern, given the commercial impact of these technologies.  As the report finds, “a 
moderate increase in automation investment could improve productivity and increase GVA by 
£60.5bn, as well as safeguarding 73,500 jobs”.1    

Developing Skills 
 

Q10 - What more can we do to improve basic skills?  How can we make a success of the new 

transition year? Should we change the way that those re-sitting basic qualifications study, to focus 

more on basic skills excellence? 

 

It is vital that schools and colleges are arming young people with sufficient basic skills – in maths, 

English and more recently, Digital.  This will help smooth the transition from school into the 

workforce, and provide young people with the skills that businesses need and are looking for when 

recruiting.  

 

For digital skills we believe that the definition is broad and, in a time when technology is rapidly 

changing, it is important to also consider the skills required that underpin digital excellence, such as 

problem solving and creativity.  

 

Basic skills in across maths, English and digital can be improved by bringing more real life examples 

into the curriculum for young people to close the gap between education and the working world 

through employability.  By placing their learning in real situations it will help young people put their 

skills into practice which will help to inspire and motivate them. 

 

Although we do agree that basic skills are important for young people, further emphasis should also 

be placed on developing other skills essential for when they transition to work.  Research shows that 

businesses are looking for young people with soft skills such as leadership, resilience and good 

communication and team work.  

 

Businesses are increasingly placing equal emphasis not only academic achievement but on aptitude 

and attitude when recruiting.  Young people need to be able to demonstrate over and above these 

basic skills the key attributes they can bring to the workplace. 

 

By embedding employability within a school it can also raise aspirations which in turn will not only 

help to improve achievements in basic skills but also those important to the core transferable skills 

needed to move into the future workplace.  Evaluation from our LifeSkills programme shows that as 

a result of participating in the programme, 72% of young people feel more motivated and want to 

achieve more at school. 

 

More support and training also needs to be given to teachers on digital skills to help improve the 

digital skills of young people in the classroom.  Teachers need support to understand how 

                                                           
1
 Barclays, Future Proofing UK Manufacturing, 2015  
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technology is used and is shaping the world of work.  They will then be able to better communicate 

the pace of change and bring to life in a tangible way how technology changes also mean that skills 

such as problem solving and creativity in all contexts become more important.   

  

For those young people who have left the education system without these basic qualifications there 

are alternative routes to help improve these skills through schemes like our apprenticeship 

programme. 

 

Through Barclays Foundation Apprentices we employ low skill candidates and we often find that 

applicants don’t have the basic skills needed to succeed at entry level.  That is why we offer and 

value Traineeships.  The Traineeship model allows candidates to up-skill on basic Level 1 Functional 

Maths and English to ensure they can apply cognitive ability during and beyond their Apprenticeship 

with Barclays.   

 

For our Higher Apprentices, the level of numerical and verbal ability we see (and require) is 

moderate to high, and part of our pre-assessment process tests this level of skill to ensure they meet 

the requirements of our business (designed to benchmark at a school-leaver/A-Level norm group).  

On the whole, we do not struggle to find candidates to fill these positions. 

 

Q12 - How can we make the application process for further education colleges and apprenticeships 

clearer and simpler, drawing lessons from the higher education sector? 

 

We fully support work to make apprenticeships more visible to school leavers, and easier to apply 

for.  We therefore welcome the proposal to integrate them into the UCAS offering, or establish a 

similar platform for technical education opportunities. UCAS is a simple process that school leavers 

know and understand.  For Barclays, our own application processes (for Higher Apprenticeships) 

often requires predicted UCAS points, so there is merit in exploring how to marry the two together 

to encourage more young people to seriously consider apprenticeships as a viable and accessible 

alternative to university. 

 

Q13 - What skills shortages do we have or expect to have, in particular sectors or local areas, and 

how can we link the skills needs of industry to skills provision by educational institutions in local 

areas? 

 

Access to skilled labour and the ever increasing cost of that labour are some of the most common 

challenges we hear from clients across the country.  We need to be equipping the workforce with 

the skills needed both now and in the future. 

 

We welcome proposals for simplifying qualifications and creating new institutes of technology to 

focus on STEM subjects. Few would query the need to focus more on developing a workforce with 

the right skills for their business, however many would disagree about what those particular skills 

are.  A region highly focused on the automotive sector has very different needs to a region focused 

on food and drink. 

 

To do this, we believe the Government should focus on facilitating – but not controlling – this 

equipment of skills, and empowering the sector to create the links with local Education partnerships 

to meet their needs.   This can be done through increased sector-by-sector dialogue to consider 
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where they see the skills gap moving to, where they see consumer behaviour changing, and how 

technology is transforming.   

 

The Careers and Enterprise Company and Enterprise Adviser network was created with the aim to 

enable young people to gain a broad understanding of the world of work through meaningful 

connections with local businesses and we look forward to seeing how this continues to develop to 

ensure sustainability and quality in the services they help provide. This shift towards delivery of 

careers advice and guidance at a more local level aligns with a need identified through LifeSkills 

Teacher Research, in which 79% of teachers suggested that greater involvement of the local 

authority or LEP would be useful in helping them address the challenges they experience with CEIAG 

in their school/organisation.   

 

Also, it is not just specific skills for sectors or local areas that need consideration; it is ensuring we 

have the right skill set for the future workforce needed for the UK economy to grow.   According to 

the Scale-Up Institute, the needs for talent and skills in fast growth scale up businesses is greater 

than ever and they are impacted more significantly by skills shortages.  Taking action to support 

Scale-Ups will secure significant growth in jobs, taxes and wealth and the competitive advantage of 

Britain for generations to come.   This lack of access to talent is the number one problem that 

prevents them from being able to accept customer orders.  It is a cycle, if businesses cannot hire 

talent with the required skills, they can’t accept customer orders which in turn hinders their fast 

growth and ultimately the employment opportunities they generate.   

 

For schools, a generic understanding of the UK labour market and workforce skills is useful when 

providing careers advice, but collaboration between local businesses and educators can also ensure 

a much more valuable understanding of local industries and opportunities. Careers advice for 

students and training systems for careers advisers need to adapt to reflect the specific needs of a 

particular region and to evolve as that labour market evolves. Resources to help teachers 

understand local labour market trends, such as growth sectors or regional clusters of expertise, can 

be expensive to subscribe to, and difficult to use. The Government may wish to consider how 

schools and colleges can best equip educators with the right data to tailor their careers advice 

according to local needs. 

 

Q14 - How can we enable and encourage people to retrain and upskill throughout their working 

lives, particularly in places where industries are changing or declining?  Are there particular sectors 

where this could be appropriate? 

 

We recognise and fully support the observations the Green Paper makes around the importance of 

lifelong learning and careers advice.  

 

As the world of work continues to change at pace, it is thought that around 65% of children entering 

primary schools today will likely work in roles that do not yet exist. They will also no longer have one 

job for life, but are more likely to change career paths several times over the course of their working 

lives – requiring flexibility and a mind-set of lifelong learning.  

 

Whilst it is impossible to predict what the world of work will look like in two years let alone ten, 

what we can do is predict the core transferable skills and character traits which will become 

increasingly important for employers, such as problem solving, resilience, creative thinking and 
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communication, and then help young people to develop those skills.   

 

Early intervention is key – introducing role models and the concept of employability at an early age 

to engage young people about their future opportunities, how they can prepare, gain work 

experience, build self-confidence and resilience and to encourage that mind-set of lifelong learning 

they will need for continued development and to thrive once in the work place.  This will positively 

impact the challenge of UK youth unemployment and in turn support our economy. 

 

Research shows that those with four or more employer contacts whilst at school are 86% less likely 

to be NEET than those who had no involvement from employers.   Furthermore, young people who 

have these work interactions whilst at school earn on average up to over 16% more than those 

without. 

 

We believe that employers have a responsibility to support the development of young people 

moving into the UK workforce, and the Barclays LifeSkills programme is an example of a nationwide 

initiative which is making a real difference to the lives of the next generation.  The programme 

equips young people with employability skills and work experience through high quality, curriculum 

linked interventions that are tailored to each key stage, yet flexible enough to fit into the school, 

college and university timetables.   

 

So far more than 4 million young people have participated in the programme, with more than 43,518 
educators registered to use the lesson plans and resources. A recent Impact Report from the Work 
Foundation demonstrates the programme is improving the confidence and aspirations of young 
people: 
 

 83% of participants reported that LifeSkills made them feel more confident to succeed in a 
job  

 72% are motivated to achieve more 

 53% are more motivated to get a job  

 68% feel more confident about the future 

 Young people have taken positive action with 55% taking up volunteering or work 
experience. 

 

Through the programme delivery in schools we are also showing that the key skills and 

characteristics young people need can be delivered in line with the curriculum, taking a whole school 

approach and in partnership with employers – they do not need to stand alone.    

 

We have seen a real gap in Continuous Professional Development for teachers around employability. 

So at the end of January 2017 we launched a “Careers and Employability Initiative” with Teach First 

which will equip teachers with the knowledge, skills and resources to make sure students across 

their schools are prepared for the 21st century workplace.  We want this to be the start of strategic 

and long lasting change in how careers and employability are embedded into schools, helping 

teachers to evaluate, design and implement a whole school strategy. 
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Upgrading infrastructure 
 

Q15 -  Are there further actions we could take to support private investment in infrastructure? 

 

The UK is viewed as a stable environment in which to invest in infrastructure.  In addition to 

commercial banks there are numerous equity and debt funds (many of which have been established 

in the last few years) with capital to deploy in the sector.  The Public-private partnership (PPP) model 

(and its variants) developed over the last 25 years provides a well understood and balanced 

contractual arrangement that enables projects to be delivered in a timely and efficient manner.   

There is very significant appetite for private investment in infrastructure, both debt and equity, 

including from pension funds and other direct investors, infrastructure specialist funds, and 

sovereign wealth funds.  The key requirements to secure such investment into the UK on attractive 

terms are a stable regulatory and policy framework regarding infrastructure assets. The regulatory 

structures governing sectors including electricity and gas networks, water, and airports are amongst 

the best established and best regarded in the world.  Government should pay regard to the 

importance of stability in such structures. Whilst evolution in regulation is necessary and desirable, 

change can increase perceived and actual risk and hence the cost of both equity and debt for the 

sector and hence only should be undertaken where the benefits are clear. 

One current regulatory issue for certain banks operating in this sector relates to PRA’s position on 

low default portfolios.  This has resulted in some banks being obliged to apply a loss given default 

(LGD) floor to loans in a number of sectors including lending to projects procured under the PPP / 

PFI.  This floor (which is significantly higher than the equivalent LGD assumptions applied by the 

rating agencies in their models) results in higher risk weighted asset (RWA) usage and a 

corresponding increase in underlying debt pricing for loans to the sector. 

The establishment of the IPA and the recent extension of the UK Guarantee Scheme will help in the 

delivery of finance to new infrastructure.  However, a key focus for Government should be forging 

closer relationships with all key stakeholders in the infrastructure community to ensure the best fit 

between the underlying project and the source of its investment.  An example of this is the 

increasing difficulty commercial banks are facing in lending long-term to projects as a result of the 

regulatory environment, whilst institutional investors often struggle to lend to projects with 

construction risk and / or do not enjoy an investment grade credit rating.   

One solution in this regard is for commercial banks to fund construction risk with institutional 

investors being brought in to provide long term finance once the project moves into operation or 

attains the required credit rating.  In this instance the Government would take refinancing risk 

(although this would be largely mitigated with appropriate structuring in the financing 

arrangements).   

A second example is use of the UK Guarantee Scheme.  With the UK viewed as attractive to 

infrastructure investors “vanilla” UK infrastructure projects should be capable of raising sufficient 

investment (whether in the form of equity or debt) without the requirement for a UK Government 

Guarantee.  Whilst a UK Government guarantee is of course attractive it should in our view be 

reserved for projects that can’t raise commercial debt, struggle to raise sufficient finance or the cost 

of that finance is prohibitive.  Where the UK Guarantee is used we would suggest that the underlying 
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project’s contractual structure could be structured in a way to incentivise a future refinance in the 

commercial sector.     

In general, investors are far more comfortable with established businesses than taking on the risks of 

new construction, particularly in less proven asset classes.  Creative regulatory framework solutions 

to this (as used for example for the Thames Tideway Tunnel) can help address this issue.  Similar 

approaches to identifying and ring-fencing businesses, assets and cashflows could help mobilise 

private capital in other infrastructure areas, from rail track and signals, to flood defences.  Careful 

consideration needs to be given to whether and how government guarantees, whether direct or the 

indirect ‘social guarantee’ of a regulatory structure providing income, should be used. The best 

source of confidence in project economics will always be the fundamental viability and economic 

value of the project. 

Q16 - How can local infrastructure needs be incorporated within national UK infrastructure 

policy most effectively? 

 

Not all (or even most) local needs have to be considered at a national level. A clear delineation of 

those schemes of national importance will provide local areas with the context in which to plan the 

additional requirements for their particular needs. Further devolving of finance raising and 

borrowing authority would provide greater discretion in making these choices. The introduction of 

Council Tax supplements for social care illustrate one way in which this could be done. It would also 

be consistent with the forthcoming ‘localisation’ of business rates. 

 

Q17 - What further actions can we take to improve the performance of infrastructure towards 

international benchmarks?  How can government work with industry to ensure we have the skills 

and supply chain needed to deliver strategic infrastructure in the UK?   

 

As noted above the UK is viewed as an attractive place to invest.  In addition there is a significant 

amount of capital available to be deployed to appropriately priced and well-structured projects.  

Private sector companies require time to put teams of people in place and to develop the necessary 

skill base to ensure successful delivery of major infrastructure projects.  In the past there was a 

tendency for delivery of infrastructure to follow short term political cycles where projects were 

announced and delivered in blocks leading to periods of “feast or famine”.  Investors in this sector 

tend to be international and mobile and accordingly it’s crucial that there is a clear and long term 

strategy with a visible, steady and sustainable pipeline of investable projects.   

Increased focus on efficiency and customer service by OFGEM and OFWAT have increased the 

financial incentive for gas, electricity and water network owners to improve performance and meet 

customers’ aspirations.  Adoption of further incentivisation measures in other infrastructure areas 

could be beneficial, both in managing operating performance and in helping to ensure that capital 

expenditure is well directed. 
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Supporting businesses to start and grow  
 

Barclays is a partner for nearly 1 million businesses in the UK, from sole traders, to high potential 

innovators and large household names. Each business has a unique set of challenges and ambitions.  

Characteristics including sector, region, the ambition of the owner and simple luck will have a strong 

impact on how a business performs, and we attempt to support every business on a case by case 

basis. 

It is possible to identify some broad trends, which we believe are important to creating an optimum 

environment for the UK’s employers to thrive.  We answer the specific questions set in this section 

of the Green Paper below, but wanted to first provide some wider data and analysis which we hope 

will support the government in their work. 

Understanding the UK business environment  

The category of SME is very broad, accounting for 97-98% of UK businesses. As such it has limited 

descriptive power, and does not capture the significant variations by sector, size, age and growth 

trajectory which define a business. There are important distinctions to be made about these 

variations, and for example, the growth potential of SMEs as a broad group. 

It is important to note that the relationship between the size and age of a business and its growth 

performance is limited, and the value of the concept of the entrepreneur as a descriptive tool or a 

source of growth is uncertain.   

While newer, smaller businesses are slightly more likely to grow faster than the wider population, 

that partly reflects the inherent impact of a business being created, and increasing from no staff to a 

small number of staff in the first one or two years of its life.  However, in many instances the 

business will not see significant future growth, may cease trading, or if it succeeds in the longer term 

may outcompete another business, resulting in that business ceasing to trade.  As such the net 

impact of that new business may be more limited than the gross increase in turnover or employment 

suggests. 

Business survival rates are interesting in this context.  In the UK, a business has approximately a 50% 

chance of surviving for three years, or a 32% change of surviving for five years2. Survival rates 

become significantly stronger as time goes on. 

So SMEs in the UK (and indeed in peer economies) are best understood as a crucial bedrock source 

of the stock of employment and output, and supported through policy designed to enhance their 

trading environment, access to working capital and their overall cost burden.  We should not 

however, overstate their contribution to aggregate growth. Additionally, as the body of research on 

the issue (and Barclays experience as a lender) shows, the value of public policy which prioritises 

volume of business startups and entrepreneurship is uncertain.   

Given the entry costs of a new business to the economy and the entrepreneur, the poor survival 

rates, and the saturation of many markets, it could be argued that an increase in the number of 

business startups is less valuable than a market with greater business scale and consolidation, a 

                                                           
2
 Barclays data 
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lower stock of companies, and lower turnover of new entrants and resulting exits.  As one leading 

academic has written: 

“Analytic precision would be improved by dividing the category [of entrepreneurial firms] into 

at least two subcategories that could be positioned along a performance continuum from 

high impact firms or gazelles at one end, to poor performing firms at the other…The [poor 

performing] firms are marginal because they lack the ambition or capability to grow or 

innovate, have high death rates, and are poorly captured in statistics or academic studies. 

They are undersized because they lack the minimum efficient scale needed to perform on par 

with incumbents in their sectors and industries. As a result, they are poor performance: they 

have low productivity and low levels of innovation, and generate churn rather than 

economic growth.” (Nightingale and Coad, 2014)3 

The influential NESTA paper (2009)4 which identified a group of around 6% of companies which have 

a strong growth path is reflected in our experience as a lender. These companies experience a 

differing set of challenges to the wider population of businesses, most importantly; finding risk 

bearing finance, quality advice, and accessing markets. 

Funding the highest potential growth businesses  

The funding market for SMEs is relatively stable, and displays sufficient capacity for lending to 

businesses who meet responsible lending criteria.  At the time of writing, SMEs are net depositors 

rather than borrowers within the UK, and there is currently a significant amount of credit which has 

been agreed with businesses but not drawn down. This suggests that SMEs as a broad category are 

currently well served by the lending market.  

However, as the Green Paper notes, the market for growth finance is less positive.  While the Green 

Paper focuses on the gap for late stage venture capital, we would emphasize gaps for early stage and 

pre-launch finance as also being material.  

While the probability of experiencing a significant external shock is largely linear, a successful 

business will tend to generate more certain cash flow and develop a capital position as time goes on. 

One of the principal reasons for the steep failure rates of young businesses is because they are less 

likely to have sufficient capital or cash flow to absorb an external shock. 

For example, a small farm adversely affected by a flood or drought which destroys a crop.  If they 

have accumulated sufficient savings or diversity of cash flow, they may be able to survive to replant 

and grow a new crop.  If not, they may cease to trade. 

A similar mechanism is true for innovation businesses.  The average period between the conception 

of an innovative piece of technology and commercialization is eight years.  Within that period, there 

are clearly significant failure risks related to development costs, evolution of the market and 

technological redundancy.  Having sufficient development capital will maximise the potential for a 

business successfully commercialising a technology.  

                                                           
3
 Nightingale and Coad, Muppets and gazelles: political and methodological biases in entrepreneurship 

research, Industrial and Corporate Change, Volume 23, Number 1, 2013 
4
 Anyadike-Danes, Bonner, Hart and Mason, Measuring Business Growth: High-growth firms and their 

contribution to employment in the UK, NESTA, 2009 
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Therefore, with any business, capitalization from the first day’s trading is key to enhancing survival 

rates. 

Responses to questions 

Q18 - What are the most important causes of lower rates of fixed capital investment in the UK 
compared to other countries, and how can they be addressed? 

We interpret this question as principally referring to fixed capital investments related to the 
establishment or growth of a business, rather than investment for replacing like-for-like tangible 
assets within an ongoing business. 

The UK has a gap for these forms of risk bearing finance which is not unique to our economy.  We 
are approximately in the middle amongst European economies. We do believe that there are lessons 
for public policy from both the UK experience and the wider European market. 

An effective market for risk finance has the following characteristics: 

 A deep pool of investors able to bring scale to the market as a whole and to individual 
investments. 

 Sector specific experience, with investors able to bring managerial and sectoral knowledge to 
investees. 

 Efficient connectivity between financing stages, with investors able to exit their investments, or 
achieve follow-on investment at a reasonable price. 

 Legal, fiscal and regulatory certainty over the environment for the investee company’s sector, 
and the investment and insolvency environment.   

Traditionally, the UK and wider EU have not met these tests5.  The two charts below illustrate a core 
challenge. While innovation in the UK and the EU is highly concentrated within limited geographies, 
venture capital is highly disaggregated.  It is notable that in the United States, three quarters of the 
total venture capital market by value is within three locations; San Francisco, Silicon Valley, and the 
Bos-Wash (Boston-New York-Washington) Corridor6. 

 

 

 

 

 

 

 

                                                           
5
 AFME, The Shortage of Risk Capital for Europe’s High Growth Businesses, 2017 

6
 Florida and King, SPIKY VENTURE CAPITAL: The Geography of Venture Capital Investment by Metro and Zip 

Code, 2016 
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These data illustrate a counter intuitive fact about the EU market for risk finance.  While it is true 
that within European economies, venture capital (and indeed earlier stage business angel finance) 
are highly concentrated within limited geographies, such as the UK’s Golden Triangle of Cambridge, 
Oxford and London, the wider truth is of a market too dispersed to reach critical mass, and is 
trapped at the Member State level, with little cross border investment. The result of this dispersal is 
a shallower and less developed pool of investment capital and strategies, weakened sectoral 
specialism, and a weakened exit route for earlier stage investment.   The overall goal should be to 
encourage the development of genuine continent-wide scale within the Golden Triangle and 
accessibility to it for high potential businesses across the UK, rather than the further disaggregation 
of this market into the regions.  

It is notable that the only part of the equity funding ladder where the EU has greater scale than the 
US is in IPOs for businesses valued under £200m, which is a market that has become highly 
consolidated within one country, through the strength of London’s AIM growth market. 

Therefore, the right policy solution to the risk finance gap in the UK is to work with our European 
partners to create a continent-wide market for risk finance, with businesses from across member 
states able to effectively access highly concentrated pools of ‘smart money’ at scale. The European 
project for a ‘Capital Markets Union’ has the potential to do that. 

That will require: 

 Continued access for UK investors and businesses to the European risk finance market as it 
develops to allow greater cross border risk investment. 

 Addressing asymmetries in fiscal incentives and insolvency law which dissuade investors and 
investees from consolidating. 

 Providing visibility of access routes for companies who are not within areas of risk finance 
concentration of how they can access those markets, in order to encourage them to do so. 

We would note that investment is an input to productivity whose effectiveness can vary. In addition, 
the gap noted in investment has (broadly) persisted with countries such as Germany for a number of 
decades, but that the relative productivity performance of the UK had been improving up to 2008 
notwithstanding. Therefore, we would suggest caution in seeking to encourage higher investment 
without better understanding the importance of other inputs to UK productivity. However, as we 
have touched on elsewhere, efficient and consistent tax and planning systems provide better 
contexts for businesses to make these key decisions. 

Fig 1: Innovation by region 

 

Fig 2: Venture Capital (% GDP) by country  
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Q19 - What are the most important factors which constrain quoted companies and fund managers 
from making longer term investment decisions, and how can we best address these factors? 

London’s status as a major international listings venue is built in large part on the twin benefits of a 
high quality, liquid and efficient equity market and on strong corporate governance requirements. At 
the heart of this model is an effective relationship between shareholders and the companies in 
which they are invested. 

Markets benefit from a plurality of issuers, investors and strategies. Just as long term, institutional 
investors offer valuable opportunities for a long term relationship between investors and 
management, short term strategies can provide liquidity and price formation. For markets to work 
effectively, and in the interests of both investors and corporates, a balance needs to be struck 
between long and short term time horizons. This reflects the fact that successful businesses are 
managed against both short term and longer term strategic and financial objectives. Markets work 
best when investors with different time horizons interact. We do not believe there should be any 
new restrictions on making short-term investments - the ability to do this provides valuable liquidity 
in the market and generates greater value in the long term. 

Additionally, liquidity at the upper levels of equity growth markets has an important ‘pull’ effect, by 
giving investors in the primary and secondary markets at lower levels confidence that they will be 
able to exit their investments with minimal loss to liquidity risk.  The price certainty provided by 
highly liquid markets therefore ensures that companies are able to raise capital and the best 
possible price in the primary market. 

We therefore do not propose that the Government artificially constrain the ability of investors or 
businesses to take both long and short terms strategies as their analysis of the market requires. 

In this context, it is clear that the lack of investor depth and liquidity at the IPO stage and below 
artificially discourages optimum time horizons in investment. This problem can encourage trade sale 
exits for high potential businesses as a way of realizing value.  Inevitably, it constrains the ability of 
the UK to incubate businesses to full scale. 

The decision in 2014 to abolish SDRT on growth markets was welcome, and we would encourage the 
government to continue to reduce the frictional costs of secondary market trading at this level as a 
means of enhancing price certainty. We would in general not support significant reductions in 
disclosure burdens on growth markets as a means of enhancing investor participation, however. 
Without an appropriate level of investor protections, investors will be less willing to support a 
business.  This is true of both institutional and retail investment. 

Q20 - Given public sector investment already accounts for a large share of equity deals in some 
regions, how can we best catalyse uptake of equity capital outside the South East? 

Public investment through equity channels and via fiscal subsidies is an important foundation for the 
UK equity market, particularly at early stages. We would encourage the Government to maintain 
these investments, and to ensure that current support from the EIB is replicated domestically where 
necessary when the UK finalizes its new relationship with the European Union. 

The regional question is a broader one.  As we note above, the equity market is already too 
disaggregated at the pre-quotation level.  Equally, from the perspective of an investment fund, 
sector is often a more important characteristic than geography.  A fund will want to identify the 
highest potential companies within that sector, regardless of geography. 
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The policy challenge is to provide greater regional access without further disaggregation. This should 
be achieved by offering businesses enhanced visibility of alternative funding streams, rather than 
through policies to encourage the geographical fragmentation of the market.  

Barclays, in common with other banks, regularly refers customers to alternative funders where we 
are not able to provide an appropriate product.  More broadly the referrals platforms established 
under the last Parliament will provide a formal mechanism for referral to other potential sources of 
finance. We continue to believe that these platforms would be enhanced by greater participation 
from equity providers, government schemes and advisory groups alongside term lenders. 

However, there is a gap for a single source of contact information on finance providers, which 
provides segmentation by need, location and sector.  A low cost intervention by the Government 
could be to provide a website under the banner of the British Business Bank which allows businesses 
to see contact information for mainstream and alternative funders in their region and sector. 

Q21 - How can we drive the adoption of new funding opportunities like crowdfunding across the 
country? 

Crowdfunding has already had an impressive impact on the funding environment, providing 
competition to traditional lenders and bringing innovation to the market.  Given the significant retail 
focus of the investor base, the continued stable growth of this new funding mechanism is reliant on 
continued investor protections, both in the business models of the platforms and in regulation. The 
crowdfunding industry has led high quality work on these questions, and we support their efforts. 

Public policy has an important role in setting the framework for new finance channels. While we 

acknowledge the importance of ensuring adequate levels of investor protection, regulation should 

seek to make access to crowdfunding as straightforward as reasonably possible. In conjunction with 

the supply side, existing initiatives by the British Business Bank should be continued to ensure that 

there is sufficient awareness of these platforms among UK businesses and the confidence to make 

use of them. 

While crowdfunded debt is swiftly reaching significant scale, equity crowdfunding remains a small 
proportion of the overall equity market. Creating effective platforms for crowd sourced equity 
investment remains a challenge. One approach the Government might consider taking on this issue 
is to work with the industry to deliver an industry standard model, providing standards of risk 
diversification, disclosures and other investor protection to encourage retail investment through the 
platforms. 

The UK also displays a relative shortage of Venture Debt as a proportion of the venture market. 

Venture debt provides a means of smoothing between rounds of equity investment, and of 

preserving the shareholdings of existing investors.  As Figure 3 illustrates, UK venture debt is 

currently larger than the EU, but noticeably behind the US.  While the barriers to growth in this 

market are cultural rather than policy based, the Government could provide greater certainty of the 

regulatory environment and develop industry-wide market data. Additionally, the current European 

public interventions, for example the EIF InnovFin programme could be replicated and extended 

within the UK.  
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Q22 - What are the barriers faced by those businesses that have the potential to scale-up and 
achieve greater growth, and how can we address these barriers? Where are the outstanding 
examples of business networks for fast growing firms which we could learn from or spread? 

We began this chapter with a description of the SME and growth market, highlighting the high 

turnover in the stock of companies. One of the reasons for this churn is low barriers to entry to a 

competitive market in many sectors. To return to Nightingale and Coad: 

“This churn is another reason why policy reports that suggest SMEs create jobs are 

technically true, but misleading. After all, in 2005, entrepreneurs created 3.5 m of the 2.5 m 

jobs created in the US economy (i.e., 14 out of every 10) (Haltiwanger et al., 2010).” 

(Nightingale and Coad, 2014)7 

The obvious solution to this challenge is enhanced trade.  If the domestic market can only bear a 

finite number of new businesses (and we are at or approaching that point in many sectors) the 

obvious response is to reach beyond that market. The Government is aware of this need, and we 

respond elsewhere about the trade environment.  However, in this section we would like to briefly 

note the value of businesses exporting at a far earlier stage than is currently the case.  Doing so will 

have a dual benefit of enhancing the chances of that business succeeding, and will reduce the 

negative impact of that business on the wider market. 

 

 

 

 

 

                                                           
7
 Nightingale and Coad, Muppets and gazelles: political and methodological biases in entrepreneurship 

research, Industrial and Corporate Change, Volume 23, Number 1, 2013 
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Encouraging trade and inward investment  
 
In recent years the Government has set itself tough and aspirational targets for exports.  It is 
important to do so, because accessing new markets is a necessary condition of significant and long 
term growth.  We respond to the specific questions in this section below, but would first highlight 
three issues which underpin our thinking: 
 

1. Existing Government and industry export supports have to be more visible and understood 
by potential exporters. Many businesses are unaware of the quality and depth of help 
available to them.  

2. Finance for exports is important, and is in truth available in a diversity of different ways.  
However, banks and advisors - Barclays included – must continue to improve the quality and 
accessibility of advice which they provide to potential exporters. 

3. Many businesses that have exported tell us that they wish that they had begun to do so 
sooner. Businesses themselves have a responsibility to drive their own success, and should 
feel more confident in the support and opportunities available to them.  

Q25 - What can the Government do to improve our support for firms wanting to start exporting? 

What can the Government do to improve support for firms in increasing their exports?  

The danger of complexity 
 
Exporting can be a transformative step for a business, especially given the competitiveness of the 
domestic market. Indeed, Barclays’ research shows that the average business will not see significant 
growth after four years unless they begin exporting.  These businesses often lack the resources to 
overcome the barriers of entry into markets, and are highly sensitive to regulatory and 
administrative requirements.  Therefore we are very clear that small businesses in particular will 
need simple access to the European market.   
 
Our experience serving SME exporters is that it is common for a business which begins its journey as 
an exporter to express regret that they didn’t start sooner.  Government, business advisors, banks 
and industry groups can do more to overcome ‘fear’ constraints, and to use modern technologies to 
reduce the costs and risks of exporting. 
 
Simplifying support mechanisms  
 
We would find it useful to take part in an industry-wide analysis to determine gaps between market 
opportunities & financing delivery solutions.  The analysis could identify across real deal examples 
what barriers are preventing trade deals from being completed, and how existing and new providers 
can meet trade finance requirements.  The need for this analysis is partly driven by tightening in 
recent years of the regulatory and capital requirements for trade finance, which have altered the 
economics of the market, and the evolving potential of technology to address the frictional costs of 
trade. 
 
Equally there is significant unmet potential for UK exporters to reach global markets, including 
emerging markets outside of the traditional targets of North America and the BRIC nations.  
 
We believe that the key is partnership between Government, large firms and smaller businesses.  
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Additionally, as the recent machinery of government changes mature, greater coordination between 
the Policy departments and the government finance organisations will be an inevitable and welcome 
enhancement.  
 
Greater coordination of industry and Government on the large deal pipeline would also be welcome.  
The Strategic Partnership between Barclays and the Government on trade has proven to be an 
effective mechanism for sharing of information and development of commercial opportunities for 
our customers. We suggest a wider forum for cross-sector coordination of exporters, buyers, banks 
and government to meet to identify larger scale ‘elephant’ deals.  
 
An export tax credit 
 
Previously Barclays has suggested that an ‘Export tax credit’ could be designed in such a way as to be 

within the WTO Agreement on Subsidies and Countervailing Measures. We propose that the 

Government consider the below exemptions provided for in the Agreement as potential 

opportunities to design an effective and permissible tax credit. 

 

 Support for businesses which meet eligibility criteria which are economic in nature and 
horizontal in application, and  

 Prior stage cumulative indirect tax support schemes which do not exceed the amount of taxes 
levied during the production process itself.  

 
Goods or services? 
 
It is also important to note how the nature of creating commercial ‘value add’ has evolved over time. 
While historically value was created very largely by processes of design, engineering, production and 
maintenance operated in one site. Increasingly value is created through a service model, with assets 
manufactured in a variety of locations, but maintained and managed by a central, high value body. 
This secular trend should be to the benefit of the UK. 
 
Aerospace is a good example.  Increasingly, the manufacture of the physical asset is a global activity.  
Finished aircraft will often be supplied on a leasing basis with profit derived as much from 
maintenance contracts as from the initial manufacture.  This model has the added benefit of 
implying longer term commercial relationships tied to the lifetime of the product. 
 
Q26 - What can we learn from other countries to improve our support for inward investment 

and how we measure its success? Should we put more emphasis on measuring the 

impact of Foreign Direct Investment (FDI) on growth? 

 

Studies typically show that FDI brings higher levels of productivity than (most) established domestic 

firms in the same industry. The wide challenge of ‘diffusing’ productivity from frontier firms is 

particularly important in this context. Public policy should seek to encourage this without explicit 

direction – both positively and by removing barriers to this process. 
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Delivering affordable energy and clean growth 
 

Q27 - What are the most important steps the Government should take to limit energy costs over 

the long term? 

Efficiency in all elements of the energy value chain is essential. In addition to ensuring open access 

to global commodity markets, the roles of Government as regulator and policy maker have a 

fundamental influence.  Whilst security and sustainability need to be considered alongside 

affordability as key energy policy goals, successive changes in energy policy have produced a 

complex framework which does not always deliver the least-cost option.  A more integrated 

approach to the achievement of carbon reduction objectives through use of pricing rather than 

technology-specific support could be helpful. 

As set out in our comments on infrastructure above, a stable regulatory and policy framework will 

help reduce the cost of capital for the energy sector. Whilst commodity exposed businesses are 

inevitably more risky than those without such exposure, changes in policy have increased the real 

and perceived risks of investing in the UK power sector.  A framework for energy policy giving 

greater certainty and hence confidence on what are inevitably long term capital investment 

decisions, would help reduce financing costs and hence the cost of power generation and 

distribution. 

Q28 - How can we move towards a position in which energy is supplied by competitive markets 

without the requirement for ongoing subsidy? 

We note that the Government has a stated aim to ensure that the shift to a low carbon economy is 

delivered in a way that seeks to minimise the cost to UK businesses, taxpayers and consumers.  

Barclays has been an active lender to projects in the renewable energy sector for over 12 years.  

Having provided non-recourse debt finance to projects in the onshore wind, ground mounted solar, 

waste to energy, biomass and OFTO sectors, we are well placed to comment on the evolution of the 

various subsidy regimes. 

Given the environmental goals set by public policy it will take some time for the (effective) financial 

support provided to energy production to diminish significantly. The unit costs of renewal 

production are likely to come down to a point where they will be commercially sustainable without 

policy direction. However, public policy should seek to provide as much consistency as it can for 

investors and operators, whilst carefully considering the lessons from the past decade and more in 

terms of implementing the least disruptive and most effective policy in the future. 

With exposure to a broad spectrum of investors and developers our view is that the UK renewable 

energy sector is viewed as an attractive place to invest.  The Renewable Obligation (“RO”), Feed-in-

Tariff (“FiT”), Renewable Heat Incentive, Contract for Difference and initiatives such as the Capacity 

Auction have been well constructed and have all provided a contribution to the delivery of a low 

carbon economy.  However, it should be noted that early closure of the RO and significant cuts to 

the FiT with little notice have had an impact on investor appetite and resulted in schemes being 

delayed or halted altogether.  Going forward we would encourage the development of a long term 

road map setting out a clear timetable for reduction of subsidy and support mechanisms where 

appropriate.  This in turn will enable the market to plan ahead and adapt accordingly.  By striking the 

correct balance between attracting investment whilst gradually moving away from reliance on 

subsidies, the market will be well placed to deliver subsidy free renewable energy. 
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From a commercial bank’s perspective two key areas of focus when assessing a renewable energy 

project is in relation to debt sizing and a route to market for the subsidy and electricity revenues.  

Consideration in relation to debt sizing takes the form of assessing projected revenues (being the 

underlying subsidy and merchant electricity) over the life of the project.  The route to market is 

typically established through the generator entering into a long term Power Purchase Agreement 

(“PPA”) with an investment grade counterparty.  Subject to the underlying energy yield produced by 

the generating asset, investors and commercial banks treat subsidy revenues as a fixed income 

whilst merchant revenues could be floating, fixed for a period of time or subject to a floor 

mechanism.   

Barclays has had a number of early stage discussions with developers in relation to the provision of 

debt finance to “subsidy free” onshore wind projects.  Whilst the general approach to debt sizing 

and route to market as set out above should be capable of being applied to a subsidy free scheme 

(i.e. debt would be sized against merchant electricity revenues only), there is a concern that without 

an underlying subsidy the route to market may not be sufficiently liquid to deal with a situation 

where the initial PPA provider fell away (e.g. through insolvency) during the term of the project.  

Given the PPA provider is likely to be a strong counterparty (i.e. investment grade) this could be 

viewed as a relatively small risk.   

Notwithstanding this however, it is likely to result in less debt being made available to the project 

which in turn may mean the developer doesn’t meet its investment case.  With this in mind we 

would propose that the Government gives due consideration to introducing an “offtaker of last 

resort” mechanism to support subsidy free renewable schemes.  This would provide appropriate 

comfort to investors and lenders that a route to market would always exist in the unlikely situation 

where a subsidy free PPA provider fell away.  For the end consumer the cost of this is likely to be 

outweighed by the saving made through the generation of subsidy free renewable energy.  Barclays 

would welcome the opportunity to discuss this in further detail.         

Cost reductions in technologies including solar, on- and offshore wind are already making them 

increasingly competitive with conventional generation. A policy framework which supports markets 

for energy and capacity, and pricing of carbon emissions, should help to move energy generation to 

a more competitive basis without ongoing subsidies.  Where subsidy or government support is 

required, investors gain greater confidence in mechanisms that provide robust long term protection 

(for example contracts governed by law rather than subsidies which can be removed or altered at 

government discretion). 

Distributed generation is likely to have a significant impact on the system as a whole, and on the 

value and economics of both distribution and transmission grids, which policymakers will need to 

consider in order to ensure that efficiencies are achieved and stranded costs are avoided. This is 

likely to require more technological change on the networks side of the business. 

Q29 - How can the Government, business and researchers work together to develop the 

competitive opportunities from innovation in energy and our existing industrial strengths? 

With commitments in excess of £3bn the Green Investment Bank (“GIB”) has played a major role in 

the growth of investment in the renewable energy sector.  In addition to the direct provision of debt 

and equity, our view is that GIB has also been successful market enabler through attracting finance 

to projects that might otherwise have failed to raise the capital required to proceed.   

At the time of writing the sale of GIB is underway which, whilst demonstrating the success of the 

organisation, will potentially leave a gap in the market.  The Government should perhaps give 
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consideration to launching a similar vehicle with a remit to invest and support projects at the higher 

end of the risk curve e.g. tidal, wave and storage.  In addition to direct investment in the form of 

equity and/or debt, we would suggest provision of support (e.g. in the form of a UK Government 

guarantee) to projects with innovative characteristics which could unlock funding from commercial 

banks.  Barclays would welcome the opportunity to discuss our thoughts on this further.      

Driving growth across the whole country 

Q34 - Do you agree the principles set out above are the right ones? If not what is missing?  

We agree with the approach within the Green Paper, which balances the need to achieve scale of 

market with the need to devolve economic power.  We would emphasise the need to allow 

businesses to behave sectorally in addition, accessing supports related to their industry.   

Q35 - What are the most important new approaches to raising skill levels in areas where they are 
lower? Where could investments in connectivity or innovation do most to help encourage growth 
across the country? 

We approach the skills and local connectivity questions within the section which deals specifically 

with those issues. 

Creating the right institutions to bring together sectors and places 

Q36 - Recognising the need for local initiative and leadership, how should we best work with local 
areas to create and strengthen key local institutions?  

Q37 - What are the most important institutions which we need to upgrade or support to back 
growth in particular areas?  

Q38 - Are there institutions missing in certain areas which we could help create or strengthen to 
support local growth? 

These are deeply important questions. In recent years, there has been significant change and 

innovation in local coordination and business support mechanisms.  While each change has had clear 

logic, in aggregate these changes have increased uncertainty and created overlap. 

Our overall view is for the need to simplify and consolidate coordination and support mechanisms in 

such a way as to provide three levels of business support 

 Highly localised support - for the general stock of businesses, for whom proximity is the key 

characteristic of high quality support. LEPs have matured to be the natural coordination 

mechanism, and we would support their further evolution to act as a central point under which 

local colleges, universities, businesses and business groups and local government convene. 

 Regional support for high potential businesses – this support should be at a level which 

consolidates a number of LEP regions. It would be differentiated by focusing on growth-relevant 

support, including physical hubs or incubation centres, and expertise in growth finance and 

support. The NUTS Level 1 regions are the smallest level at which this can effectively occur. 

 National level support -  aiming to provide support for businesses which have more sector 

specific needs (for example agriculture) or who require trade support, or later stage risk finance. 
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This level of support should have at its core a renewed single port of call website which provides 

contact information for finance providers including alternative finance, and business advice. The 

British Business Bank is the natural place to undertake this work. 

The purpose of this architecture is that it provides close-to-market advice for the general stock of 

businesses, for whom local insight is key, and increasing scale of support and advice as businesses 

grow in scale, complexity of sectoral specialism.  

 


