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Foreword by John Cridland, CBI

This report aims to champion medium-sized 
businesses; a part of the business community we 
cannot afford to neglect as we emerge from the worst 
economic crisis that most of us have ever known. 
Medium-sized businesses (MSBs) already make a 
vital contribution to our economic well-being, 
creating jobs and prosperity in all regions of the UK. 
But not all mid-sized firms are growing as much as 
we think they have the potential to.
In fact while the UK has some phenomenally 
successful mid-sized firms, which dominate the 
global market in their field, far too many others are 
barely growing at all. Contrast this with the picture in 
Germany, where Mittelstand firms are heralded as 
the engine of the economy, responsible for a great 
deal of the country’s exporting prowess.
But this report is a story of opportunity, identifying 
ways to unlock genuinely new and sustainable 
sources of growth to create a stronger, rebalanced 
and more resilient economy in the long term.
We have arrived at our conclusions following 
extensive discussions with medium-sized 
businesses from around the country, who share our 
aspiration that they should have a more prominent 
role in the growth of the economy.

The key to unlocking their success will be inspiring 
owners and managers of all mid-sized firms to strive 
for growth, to give them the right skills to scale up 
their business, and to make sure they have access 
to long-term growth capital to fund their expansion. 
I will make sure that the CBI plays its part in 
championing medium sized firms and call on the 
government, universities, financial services sector, and 
the rest of the business community to do the same.
I would like to thank all the people who have helped 
put this report together and particularly McKinsey, 
who have assisted with the analysis that underpins 
the report.
If we get it right, this hitherto forgotten part of the 
business community could have a game-changing 
impact on the economy, creating an additional 
£50bn of GDP by 2020.

John Cridland 
Director-general
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Executive summary 

Medium-sized businesses (MSBs) make up a 
dynamic sector of corporate Britain that has the 
potential to be a powerful engine of growth for the 
UK economy as it forges a path to recovery. Yet for 
too long this potential has been hidden – 
overlooked and neglected by government, 
financiers and the media. MSBs are a highly diverse 
group of companies that already make a big 
economic contribution. However when compared 
with larger firms in the UK and overseas companies, 
there is clearly significant untapped growth 
potential waiting to be released. If the UK can create 
the conditions that have enabled MSBs in other 
countries to flourish, we believe this would enable 
them to play a vital role in transforming UK 
economic growth over the next 10 years, 
contributing as much as £50bn to the economy by 
2020, and creating job opportunities across all 
regions of the UK.      

At the heart of this challenge is the urgent need to instil a greater 
sense of ambition and confidence into MSBs so that they have the 
desire and self-motivation to look for new growth opportunities.  
 We must also equip these businesses with the skills and resources 
that will enable them to design the strategies that will harness 
these opportunities. They need support to improve their 
management skills, ensure they can recruit the right people, and 
take advantage of opportunities to export and innovate. Finally the 
UK must plug the finance gap that means that these potential future 
champions cannot access the long-term capital they need to fund 
their growth strategies.

“ The owner-manager was happy for the company  
to remain at that scale and profitability, so 
opportunities to grow were not exploited.” 
Andrew Hodgson CEO, Soil Machine Dynamics, 
which underwent an MBO in 2008

The responsibility for ensuring that MSBs fulfil their growth 
potential lies with a wide range of organisations. Financiers, 
academic institutions, professional service firms, larger businesses 
and trade associations and government all have a role to play in 
establishing an ecosystem in which MSBs have both the desire to 
grow and the ability to succeed. The people leading these 
companies need to be inspired to raise their ambitions and make 
bold decisions that will take their companies to the next level. The 
overall message is that the UK needs to do more to celebrate and 
exploit the success of its forgotten army of MSBs.

Important but neglected: the forgotten army of MSBs 
Medium-sized businesses make a huge contribution to the British 
economy. They turn over between £10m and £500m, but our analysis 
has focused on the lower end of this range – £10m to £100m1 – firms 
that we believe face particular challenges to grow. These firms 
represent less than 1% of firms, but account for 22% of economic 
revenue and 16% of total employment.2 But despite their contribution 
to the economy MSBs are often neglected by policymakers. 
Government, the media and the financial community focus on the 
UK’s smallest and largest firms but often overlook the distinctive 
needs of those in the middle. MSBs are effectively in a public policy 
gap: too large to benefit from policies tailored to small business, but 
too small to win the attention that FTSE firms command.
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The CBI believes that MSBs have the potential to make an even 
greater contribution in terms of creating growth and jobs but face 
particular hurdles to achieving that success. In both Germany and 
France the contribution of this sector to jobs is significantly more 
than in the UK and German MSBs contribute nearly twice as much 
as UK MSBs to total national revenue. This is why the CBI has spent 
several months studying the characteristics of MSBs and 
investigating their potential for growth. With the analytical help of 
McKinsey & Company, this report paints a picture with insightful 
case examples of an important but neglected part of the business 
community, which, with the right policy interventions and support, 
can play a key role in transforming the UK’s economy.

Untapped potential for growth
While MSBs make an enormous contribution to UK economic 
growth and job creation, this performance is not shared equally 
across the sector. In fact MSBs can be divided into three groups: 
fast-growing businesses – the gazelles of the MSB world – that are 
creating the majority of the new jobs; those producing modest but 
stable returns; and those that are lagging behind with very low or 
even declining growth rates. Combined with the fact that MSBs are 
also a diverse group in terms of size, age and ownership, this 
means they lack a strong identity.

Two key facts show the urgent need to narrow the gap in both 
growth and productivity between the gazelles and firms that are 
stagnating. Doing that would increase the already important 
contribution MSBs make. Firstly there is a huge variation in growth 
rates. NESTA, the innovation think-tank, has found that just 6% of 
UK MSBs account for over 60% of the total job creation that this 
sector accounts for, while 65% of such firms are achieving less than 
1% employment growth.3 If the UK could narrow that gap so that 
there are both more ‘gazelles’ but also more slow-growing firms 
reaching a steady growth rate rather than stagnating, they could 
add up to £50bn to the economy by 2020.

Secondly there is a significant productivity gap. Between 2002 and 
2009 the growth in productivity amongst the UK’s MSBs was 5%, 
close to the rate of growth for small firms at 4.8% but slower than 
large firms that grew their productivity by 5.6%. Yet MSBs should be 
able to grow their productivity at a rate closer to that of large firms, as 
they acquire more of the skills and competencies that larger firms 
have. On its own this would suggest that MSBs could improve their 
contribution to the economy. However they could do even better. 
There are a larger proportion of them in sectors with high productivity 
growth. This suggests that MSBs should in fact be delivering faster 
productivity growth than large firms, at a rate of 6.1%. 

This report looks specifically at growth; why medium-sized 
businesses are underperforming and how their potential to grow 
might be unlocked, both in enabling more firms to join the ‘gazelles’ 
and in creating a broader pool of firms that grow steadily over a 
number of years. If we get this right MSBs could also be 
instrumental in rebalancing the UK economy, strengthening the 
UK’s manufacturing sector, and creating new job opportunities 
across all regions of the country. 
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Steps to growth
In order to grow we believe that MSBs need to make three strategic 
changes. They must:

•   Develop a much greater sense of ambition and greater 
confidence in their ability to design growth strategies that will 
enable them to expand their operations.

•   Build up their skills and competencies that will ensure they can 
implement successful growth strategies.

•   Be able to access development capital that will help make these 
growth strategies a reality.

Generating confidence and ambition
One of the main reasons that the UK has a high proportion of firms 
with stagnant growth rates is that those firms lack sufficient 
ambition and confidence to spur them on to the level of success 
that the UK’s high growth gazelles enjoy. One issue is ownership. 
Entrepreneurs and family business owners sometimes naturally 
reach a ceiling in their ambition for the company, when further 
stages of growth mean taking on new levels of risk that could lead 
to them potentially losing some of the capital and income they have 
built up in their firm. Another issue is that MSBs don’t have the 
same identity that much larger and smaller firms enjoy. Overcoming 
this lack of ambition will be the first step to ensuring that the UK’s 
medium-sized businesses can play a greater role in the UK’s 
economic future. The current economic downturn makes this 
challenge even more important to meet, as the uncertain 
environment will reduce firms’ appetite for taking on any risk that 
might come with developing a new growth strategy. 

Building up new capabilities
But even with the right level of ambition firms will struggle to grow 
beyond £10m turnover without the right capabilities to successfully 
exploit a strategy for growth. This will involve:

•   Acquiring new management and leadership skills 

•   Bringing new talent and ideas into the business     

•   Choosing the right finance strategy for growth 

•   Establishing an export strategy 

•   Exploiting opportunities to collaborate on innovation 

It will also rely on firms having supportive professional networks 
involving banks, universities, legal and accountancy firms, large 
companies who are customers of MSBs, as well as the government.

Plugging the finance gap
Even if firms can generate higher levels of ambition and harness the 
right capabilities, they often face a significant constraint in 
obtaining access to growth capital. There are barriers to MSBs 
accessing both non-bank forms of debt and equity capital, at least 
partly because the venture capital market that provides second and 
third round funding to high growth potential firms is smaller in the 
UK than in the US. Filling this gap will require incentivising the 
financial services sector to come up with new initiatives to ensure 
that MSBs have a range of appropriate growth capital options to 
choose from.         

Executive summary continued
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Unlocking growth: conclusions and 
recommendations 
If the challenges facing medium-sized businesses in the UK can be 
overcome, the economy could grow significantly over the next 10 
years. Success will depend on the speed with which our 
recommendations can be adopted and the rate of take-up by MSBs, 
but the additional growth in the economy could be worth between 
£20bn and £50bn by 2020 or 0.1% to 0.26% of GDP growth a year.

This calculation is based on achieving our target of increasing both 
the number of firms that could become very high growth firms or 
‘gazelles’ and the number of currently stagnant firms who could 
reach a steady growth trajectory. 

Unlocking this growth will depend all the actors in this field playing 
their role to create the conditions in which MSBs can flourish in 
three key areas. The first is a focus on championing MSBs, giving 
them the confidence to grow and a greater sense of ambition. The 
CBI will contribute by providing a strong voice for MSBs as well as 
small and large businesses, but there is also an important role for 
the government in engaging more with MSBs. We believe 
government should:

•   Recruit more MSBs to the Prime Minister’s Business  
Advisory Council

•   Invite more MSBs onto international trade delegations

•   Ensure that government initiatives cater for MSBs 

Secondly the UK needs to build up the capabilities of its lagging 
MSBs. The most important steps to growth will be for the:

•   Department for Business, Innovation and Skills (BIS) and trade 
bodies to identify sectors to pilot management surveys, working 
with specialists such as the British Quality Foundation to 
establish a cost effective method of helping MSBs identify ways 
of improving their management capability.

•   BIS and CBI to encourage large firms to work with MSBs in their 
supply chain to impart best practice in leadership, innovations, 
recruitment, exporting and even financing, in turn strengthening 
their supply chain.  

•   CBI to bring firms together to share experiences of management 
challenges, financing options and exporting to help them plan 
for growth by learning from other MSBs and industry experts. 

•   BIS to promote the Export Enterprise Finance Guarantee Scheme 
to MSBs that qualify, so that more firms can access the finance 
they need to export.

•   UKTI to proactively target MSBs that should be exporting and 
help them by signposting private and public sector providers of 
export advice, and providing an overview of their international 
competitors. 

•   HM Treasury to explore the cost and feasibility of:

–  restructuring Entrepreneur’s Relief to provide greater relief for 
long-term investments in companies and reduce the threshold 
for qualifying for the relief to below the current 5%; and

–  broadening the scope of the R&D tax credit by allowing all 
aspects of design to be included in the small companies’ R&D 
tax credit.

Thirdly we need to plug the finance gap for MSBs to ensure that 
those that are now pursuing a growth strategy can obtain the 
capital they need to execute it. Our recommendations include:

•   HM Treasury to explore the cost and feasibility of:

–  reinstating a Corporate Venturing Incentive, enabling large 
firms to offset the cost of investing in smaller companies 
against their corporation tax liabilities 

 –  making equity investments tax deductible so that they are on a 
par with debt investments 

•   BIS to set up an industry working group to develop the 
necessary infrastructure, systems and standards so that MSBs 
can issue bonds more easily either via private placements or via 
the public debt markets

•   HM Treasury to explore the feasibility of introducing an 
additional ISA savings type, once the institutional market is 
established, to help develop a retail market for bonds issued by 
MSBs in the long term

The UK faces a clear choice. Settling for the status quo would mean 
that a large number of MSBs in the UK would remain virtually static, 
with either declining, or very marginal growth. The alternative 
means championing MSBs and developing a plan for growth so that 
they can thrive, and make a dramatic impact on the growth of the 
UK economy.
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Important but neglected: 
the forgotten army of MSBs 

Medium-sized businesses already play an important 
role in the UK’s economy. But they have a low public 
profile: survey data on them is scarce and 
government policy is seldom targeted at their needs. 
Their anonymity makes them both hard to define 
and hard to reach. 
Our aim is to provide an identity for these firms and 
identify opportunities for their growth. If we get this 
right we are convinced that MSBs could help 
transform the UK economy.
•   What is an MSB?
•   MSBs punch above their weight
•   Victims of neglect: MSBs overlooked by 

government and industry

What is an MSB?
Using a broad definition, we believe MSBs are all those with a 
turnover of £10m to £500m. However, the focus of our research has 
been on companies at the lower end of this range – with turnover 
between £10m and £100m or with 50-499 employees, as we 
believe this is where firms face particular challenges to grow and 
therefore where significant growth potential lies. Mid-sized 
companies with annual sales over £100m are the success stories 
that have managed to overcome many obstacles to growth and can 
help us identify what makes a successful mid-sized business. 

Exhibit 1 Average turnover of UK companies  
by employee band (£m)

 

1

500+

250 to 499

200 to 249

100 to 199

50 to 99

20 to 49

10 to 19

5 to 9

2 to 4

1

None

17 Over 50 countries

11 21 to 50 countries

8 11 to 20 countries

5 6 to 10 countries
25 1 to 5 countries

34 UK only

0.1

0.2

0.3

0.9

2.2

4.2

10.7

23.1

44.2

89.8

479.0

About this report
Future champions is based on detailed discussions with 
senior executives at more than 100 businesses, and a 
telephone poll of a further 100 MSBs from across the UK to 
understand the strengths and weaknesses of this sector and 
the threats and opportunities they face. We have also used 
analysis provided by McKinsey & Company to identify the main 
obstacles to growth and potential solutions to unlock growth 
in this sector.

Source: Department for Business, Innovation & Skills, 2009

Medium-sized 
businesses
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However MSBs lack a clear identity. Some mid-sized businesses are 
very old, incorporated 100 years ago or more. Their longevity brings 
prestige and has enabled them to develop a deep knowledge of 
their business sectors. Other MSBs have scaled up quickly over a 
short period of time. They have become accustomed to rapid 
change and are constantly seeking ways to sustain growth.

Some mid-sized businesses have a single shareholder and others 
have hundreds, and this inevitably impacts on the decisions taken 
by their senior management teams. There are businesses within the 
segment that have a clear intent to grow quickly, but also those 
with owners and managers that are satisfied with steady growth 
performance, or lack the appetite to grow at all. 

Through this report our intention is to identify the common 
challenges that MSBs face, and suggest ways to address them so that 
MSBs can enjoy greater recognition and help the economy grow. 

MSBs punch above their weight
MSBs represent a fraction of the total number of companies in the 
UK – less than 1% – but they drive a significant share of overall 
economic activity, employing 16% of all employees and accounting 
for 22% of the UK’s total revenue. Their profitability means that they 
also make a solid contribution to corporation tax receipts, 12% of 
the total paid each year (see exhibit 2).4   

Although significant, their contribution is smaller in the UK than  
in other countries. For example, German and French mid-sized 
companies are responsible for a significantly higher proportion  
of employment and a greater share of total revenue (see exhibits  
3a and 3b).

Exhibit 2 Distribution and contribution of UK 
companies in different size bands (% total UK)  

Exhibit 3a Distribution of total revenue  
by company size (%2007-9) 

 

 
Exhibit 3b Distribution of total employment  
by company size (%2007-9) 

Small (1-49 employees)
Medium (50-499 employees)
Large (500+ employees)

Taxes

Employees

Revenue

Number

17 Over 50 countries

11 21 to 50 countries

8 11 to 20 countries

5 6 to 10 countries
25 1 to 5 countries

34 UK only

99
1 <1

36 22 43

48 16 36

2 12 86

France

UK

Germany

USA

UK
44 13 43

26 12 62

41 21 38

36

45 

22

26

42

29

Medium sized firms defined as 50-499 employees

Medium sized firms defined as 100-499 employees

Small Medium Large

France

UK

Germany

USA

UK

Small Medium Large

54 11 35

35 14 51

44 22 34

48

51

16

26

36

23

Medium sized firms defined as 50-499 employees

Medium sized firms defined as 100-499 employees

Source: Department for Business, Innovation & Skills; FAME database

Source 3a and b: Department for Business, Innovation & Skills; US County 
Business Patterns and 2007 Economic Census; Federal Statistical Office 
of Germany; French Insee, SUSE
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Victims of neglect: MSBs overlooked by 
government and industry 
Mid-sized businesses are not widely understood by government nor 
indeed by other bodies that play a part in establishing the business 
environment. Policy is often focused on very large firms, which 
collectively account for the highest proportion of revenue, or small 
firms, which are collectively the UK’s biggest employers. This leaves 
the companies in between isolated. Government seldom talks 
about the distinctive needs of firms in the middle, and they are 
rarely represented at the highest level. For example, just one 
member of the Prime Minister’s Business Advisory Council is a 
mid-sized company.  

Many MSBs get squeezed out of government initiatives to support 
smaller companies such as the Enterprise Finance Guarantee, 
which is restricted to firms with annual revenues below £25m, and 

The Mittelstand –  
the engine driving the German economy
The Mittelstand – literally, ‘middle class’ – is often described as 
Germany’s economic backbone and is widely acknowledged as a 
source of economic success since the Second World War. They 
are often family-owned, but highly ambitious companies with an 
international footprint.

There is no official definition of what constitutes a Mittelstand 
company, although companies employing up to 500 people are 
sometimes considered to make up the group. But Mittelstand 
businesses are more frequently identified by qualitative 
characteristics rather than turnover size or number of employees. 
These include:

•   A general focus on engineering, often in pursuit of highly 
advanced market niches: products of German engineering 
companies are often sophisticated and hard to reproduce 
more cheaply elsewhere.

•   A focus on exports: globally niche markets, allied to a desire to 
maintain control over supply chains and distribution systems, 
mean that German companies often avoid agent relationships, 
preferring instead to maintain large global networks of 
subsidiaries.

•   A strategy to train and retain highly skilled workers: 
Mittelstand companies particularly benefit from the dual 
apprenticeship system. Apprenticeships attract high 

proportions of well qualified young people who benefit from 
structured training in businesses while their technical skills 
are advanced in vocational schools.

•   A sense of responsibility to the region and community in 
which they are based, often reflected in a strategy of long-term 
ownership and investment: Financial prudence combined with 
a belief that a company should provide lasting prosperity for 
family and community means that their investment horizons 
are often measured in decades. They are frequently active in 
local chambers of commerce, of which membership is 
mandatory.

The prominence of the Mittelstand has prompted the 
development of a highly supportive ecosystem around it, which 
is structured to ensure the continued success of mid-sized 
businesses. For example, Germany’s Fraunhofer Institutes are 
highly specialised technology centres that have been built up to 
support the industrial strengths of each region. They are an 
important source of innovation and highly-skilled labour for 
Mittelstand companies.

Mittelstand companies have also benefitted from the support of 
the Kreditanstalt für Wiederaufbau (KfW), Europe’s largest 
promotional bank which is 80% state-owned. It supports 
companies across Germany with classical loans, investments 
and mezzanine finance over the long term as well as being an 
important source of professional advice. 

reduced corporation tax which applies to companies with operating 
profits below £300,000. Yet the same firms don’t have the internal 
resources of larger firms to navigate a complex legal and tax 
environment.

At least part of the gap in support would seem to be explained by a 
lack of demand from mid-sized businesses. Companies in this 
segment either fail to make themselves heard or have trouble 
articulating their specific needs. Creating better channels of 
dialogue between MSBs and bodies that can support their growth 
will therefore be an important step in getting more from these 
companies.

By contrast MSBs that make up the German Mittelstand are a clearly 
identified and championed part of the economy, heralded as the 
engines behind the country’s strong economic performance. They are 
well supported through government policy and by supportive 
business networks in their regions as the box below explains. 
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Increasing the number of high growth firms
MSBs are far from a uniform group of businesses; those that are 
successful have been extremely successful, but far too many have 
stagnated. 

NESTA estimates that, between 2002 and 2007, around 6% of the 
UK’s mid-sized businesses5 accounted for more than 60% of job 
creation in the sector.6 The existence of these high-growth firms, 
such as ARM, featured in the case study below, is encouraging for 
the UK and a number of studies have highlighted the positive 
spill-over effects that these “gazelles” can have. 

Case study: ARM Holdings plc. – a mid-sized 
global leader in its field
ARM Holdings is a leading technology company, which has 
grown to global prominence since its establishment in 1990 by a 
team of 12 engineers as a spin out of Acorn and Apple 
Computers. The company does not manufacture anything: 
instead it designs and licenses the technology that lies at the 
heart of advanced digital products, from portable computer 
games consoles to automotive and security products. 
Semiconductor chips designed by ARM are used in over 95% of 
the world’s mobile phones.

The partner companies that adopt ARM technology pay an 
up-front licence fee to gain access to the design and a royalty on 
every chip that uses this design. These deals are usually made 
with a processor or chip manufacturer, who then sells the chip 
on to the company that makes the digital device.  

The company has undoubtedly benefited from the global 
technology boom which has sustained demand for the type of 
products that incorporate its chip designs. But the growth of the 
company, which has increased turnover from around £40 m in 
1998 to £400m in 2010, can also be attributed to a range of other 
factors.

Current President and one of ARM’s original founders, Tudor 
Brown said: “We have relied on good technology and a talented 
workforce but, above all, we have shown the ambition and 
confidence needed to expand globally.”  

Untapped potential  
for growth  

MSBs make a powerful contribution to the UK 
economy and the UK has a number of companies 
that punch above their weight to compete 
internationally, and are able to scale up quickly. But 
at the same time far too many firms lag behind, with 
low or stagnant growth rates, firms that we believe 
aren’t realising their potential to grow. If we can 
close the gap in growth amongst MSBs it could 
rebalance the economy by providing growth in 
different sectors and regions of the economy:
•   Increasing the number of high-growth firms
•   Closing the performance gap between MSBs and 

large firms
•   Helping to rebalance the economy

2
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Quantifying the value that this transformation could make to the 
economy is difficult, but our economic modelling suggests that it could 
be very significant. We believe that the additional value to the economy 
from growth by MSBs could be between £20bn and £50bn or an extra 
0.1% to 0.26% of GDP growth a year by 2020. This calculation is based 
on our aspiration of increasing, first, the number of firms that could 
become very high growth firms or ‘gazelles’ and, second the number of 
currently stagnant firms who could reach a more productive steady 
growth trajectory, more reminiscent of the German Mittelstand.

However, the UK also has a very high proportion of MSBs with either 
shrinking or stagnant employment growth compared with their 
international peers. Around 65% of mid-sized businesses in the UK had 
less than 1% per annum (pa) employment growth from 2004 to 2007, 
and well over half of these had cut employment by more than 1% pa 
over this period (see exhibit 4).7

It is unrealistic to expect all MSBs suddenly to become gazelles – 
either because global demand for their product or service is limited 
or because they are unwilling to take the risks required to scale up 
quickly – but there are certainly some businesses that have the 
opportunity and ambition to join the ranks of the high growth firms.

These businesses are on the cusp of rapid expansion but may be 
unsure how to go about triggering it, or perhaps they need a little 
extra encouragement to make the required investment, particularly 
at a time of economic uncertainty. The task for government and 
other stakeholders is to incentivise entrepreneurship in these firms 
and make an example of their success stories. They must also look 
to dismantle some specific barriers that inhibit growth among these 
companies (discussed in the next chapter).

Closing the performance gap 
It is not just the top performers that are important; we believe there  
is also scope to increase the average performance of mid-sized 
companies. Between 2002 and 2009 the productivity of MSBs has 
grown by an average of 5% a year, a rate which is much closer to that 
of small firms (4.8%), than larger firms (5.6%) (see exhibit 5). Yet 
growing MSBs should be acquiring more of the skills and 
competencies that larger firms have in order to reach higher 
productivity growth rates nearer to that of larger firms.  

Exhibit 4 Proportion of firms by 3 year employment 
growth rate (%2004-7)

250- 499 employees

100-249 employees

50-99 employees

<-1 -1 to 1 >1

42.5 22.5 35

43.6 19.2 37.2

46.6 17.4 36

Exhibit 5 UK labour productivity by company size 
– revenue per employee 
(£000 nominal ) 2009 

Small Medium Large UK average

50

100

150

200

250

300

350

02 03 04 05 06 07 08 09

Source: NESTA; FORA

Source: FAME database
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Large

Medium

Small
4.8

Total productivity growth gap

‘Within sector’ contribution

The gap between the 
medium and large firm
performance is explained 
by differences in 
productivity growth within 
sectors not by sector mix

‘Sector mix’ 
contribution

0.6

1.1

-0.4

5.6

5.0

Exhibit 6  
Labour nominal productivity growth 
(% ) 2002-09 Compound Annual Growth Rate 
(revenue per employee) 

Gap in labour productivity growth, medium vs large 
(% ) 2002-09 Compound Annual Growth Rate 
(revenue per employee) 

Large

Medium

Small
4.8

Total productivity growth gap

‘Within sector’ contribution

The gap between the 
medium and large firm
performance is explained 
by differences in 
productivity growth within 
sectors not by sector mix

‘Sector mix’ 
contribution

0.6

1.1

-0.4

5.6

5.0

If MSBs can close the performance gap with larger firms, their sector 
mix suggests that there will be opportunities to grow significantly. 
Exhibit 6 shows that the sector mix of the mid-sized sector should be 
an advantage for MSBs as there are a larger proportion of them in 
sectors with high productivity growth. If MSBs had grown productivity 
at the same rate as large firms in the same sectors between 2002 and 
2007, their annual rate of productivity growth would have been a 
whole percentage point higher – 6.1% rather than 5%.

The UK’s MSBs need to start closing the gap in productivity growth 
with larger firms in order to remain competitive internationally and 
to take advantage of opportunities to grow. Stagnating companies 
could be transformed into a broader tier of steady growth firms that 
occupy a solid position in regional economies, creating stable jobs 
over the long term. These businesses will have to become more 
aware of their competition and engage themselves more actively in 
business networks. They will also need to be encouraged to 
broaden their outlook and look for opportunities to enter new 
markets internationally.

Case study: How one German district built  
its own Mittelstand
Regions in former East Germany do not have the same industrial 
tradition as those in the West and fewer globally leading 
mid-sized companies are found in this part of the country. 
However, recognising how important the Mittelstand has been in 
western strongholds like Baden-Württemberg and Nordrhein-
Westfalen, Germany is now looking to build up the capability of 
MSBs elsewhere.

Dahme-Spreewald is a county to the south-east of Berlin looking 
to develop its own tier of growing Mittelstand companies – a 
strategy that seems to be paying off. Between 2000 and 2008 
employment grew by more than 70% and investment in 
manufacturing has also increased significantly. The county was 
rated top of all developing counties across the whole of Germany 
from 2004 to 2010.

The body in charge of developing enterprise in the region – the 
Wirtschaftsförderungsgesellschaft (WFG) – has focused on five 
sectors with high growth potential and has attempted to attract 
investment from private and public sources to boost these 
business areas. 

One of its most impressive schemes is the development of a 
23,000m2 technology park specifically designed to support the 
growth of small and mid-sized companies. Businesses that 
choose to establish themselves in the park benefit from a highly 
professional working environment with access to WFG personnel 
that can help build business contacts. They also have 
opportunity to collaborate with like-minded businesses in the 
same sector or with the Technical University of Applied Sciences, 
which is also located within the park boundaries.

Family-owned Mittelstand companies have shown what is possible 
in this regard. They are not big risk-takers but manage to grow at a 
steady pace and are confident enough to seize new opportunities 
when they present themselves, particularly internationally. 
Sometimes referred to as the ‘hidden champions’,8 these 
companies create the foundations on which the German economy 
is built. In more deprived areas of Germany new Mittelstand firms 
are still being built up, as the case study below shows. 

Source: FAME database
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Northern Ireland

North East

North West

Wales

Scotland

West Midlands

Yorkshire and the Humber

East Midlands

South East

South West

London

East of England

Low unemployment rate

Middle unemployment rate

High unemployment rate
14.3

14.4

16

16.1

16.4

16.7

16.9

18.6

18.6

19.2

19.9

21.3

6.7%

10%

6.6%

5.8%

7.9%

9.7%

8.9%

7.9%

9.0%

8.2%

11.3%

7.4%

Unemployment rate 
by region

Proportion of employment 
by MSBs

Unemployment rate

Exhibit 7 Proportion of employment by medium sized firms (% 2001-09) and 
unemployment rate by region (% 2011)

Source: Department for Business, Innovation & Skills; Office of National Statistics
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Helping to rebalance the economy
If the UK can find ways both to increase the number of gazelles in 
the economy and enable more MSBs to reach a steady rate of 
growth, they could play a vital role in rebalancing the economy. The 
UK needs to build greater economic security as well as finding new 
sources of growth, and this can be at least partly achieved by 
creating jobs in all areas of the UK, including those that are worst 
affected by rising unemployment, and secondly by re-strengthening 
the UK’s manufacturing sector so that the UK can compete across a 
more diverse range of business sectors.

MSBs are found across all regions of the UK, but they could play a 
particularly significant role by creating new jobs in areas of the 
country where they are most needed (see exhibit 5). For example, 
mid-sized businesses account for roughly 20% of all jobs in the 
North East, where the rate of unemployment has now reached 11.3% 
and the inactivity rate stands at 26.5%.9 MSBs also employ larger 
proportions of people in parts of the country that are dependent on 
the public sector, such as Yorkshire, where public sector 
employment fell by over 6% between June 2010 and June 2011.10 
Mid-sized businesses are responsible for lower proportions of 
employment in regions which are less dependent on the public 
sector, such as London and the South East.

MSBs are also found in all sectors of the economy, but they punch 
above their weight in the manufacturing sector, representing 30% 
of the UK’s manufacturing employment base across 7,000 MSBs 
(see exhibit 8). As the UK looks to re-strengthen its manufacturing 
base as a whole mid-sized manufacturers will become even more 
important to the UK’s future economic health. 

The UK also needs to shift where it finds growth, from domestic and 
EU markets, to the BRIC countries (Brazil, Russia, India and China) 
as well as the next wave of emerging economies (Vietnam, 
Indonesia, South Africa, Turkey and Argentina). UK MSBs are not 
currently strong exporters. We know that only 1 in 511 smaller and 
medium enterprises (SMEs – which include smaller MSBs) is an 
exporter in contrast with the EU average of 1 in 4 SMEs.12 The UK 
needs to ensure that they can build up their international profile in 
the way that the German Mittelstand has, helping to find new 
sources of growth from much further afield.   

All firms

Mid-sized firms

Manufacturing Other sectors

72

85

28

15

Exhibit 8 Distribution of employment by sector 
(% ) 2006

Source: Department for Business, Innovation & Skills; Office of National Statistics

Source: Department for Business, Innovation & Skills
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Generating confidence and ambition
The UK has a number of world-class MSBs, which have grown 
incredibly quickly and now operate successfully as international 
businesses. But far too many of the UK’s MSBs are barely growing at 
all. One of the fundamental reasons that they lag behind is a lack of 
confidence to take on new risks, and a lack of ambition to look for 
new growth strategies. While the economic downturn has created 
uncertainty across the business community, the lack of confidence 
amongst MSBs is more deep-rooted, relating to their lack of identity 
and ownership models. Helping such businesses gain confidence 
and establish new ways of growing their company will be a vital 
step to ensuring that the UK’s MSBs can create a stronger economy 
for the UK in the long term. 

•   Current economic conditions have created an uncertain 
environment for investment

•   MSBs lack a clear identity in the UK

•   Owners are reluctant to take on more risk once they reach a 
certain level

Current economic conditions have created an 
uncertain environment for investment
The recent economic downturn has dented the confidence of all 
types of business. More firms are content with keeping their 
business ticking over, until the future of the economy looks more 
certain rather than investing for growth, and MSBs are no different. 
The CBI’s MSB poll revealed that only just over a quarter expected 
to grow their business significantly (by more than 20%) over the 
next 5 years, and over half expected to grow their business by only 
10% or less over the same period. The same poll showed that 37% 
of firms were holding more cash than they were five years ago, 
rather than investing it in the expansion of the business. The 
principal reason is an uncertainty about where the economy is 
heading in the short to medium term. Firms are retaining profits or 
using them to pay off debts in order to reduce their exposure to any 
future economic crisis. While such activity in many ways represents 
good financial management, the downside is even less appetite for 
taking on any risks that might be associated with developing a new 
growth strategy.

Three steps to growth  

MSBs in the UK are an important part of the 
economy but have the potential to contribute much 
more if they have the right conditions to grow. We 
believe there are three vital steps to help MSBs 
realise their potential to grow:
1. Generating confidence and ambition
2. Building up their skills base 
3. Plugging the finance gap

3
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MSBs lack a clear identity
One of the more deep-rooted reasons for lacking confidence and 
ambition is that they lack a clear identity, which in turn means that 
they are not as celebrated as small and large firms, and that they 
don’t have the same support networks that other firms enjoy. Large 
firms are big enough to have their own profile, and small firms 
collectively have a strong identity. The phrase SME is mostly used as 
shorthand for small and micro firms, ignoring the ‘M’ or 
medium-sized enterprises (those at the lower end of our definition of 
MSB). As a result very little data is collected about MSBs; they are not 
recognised in government policy, not celebrated in the media and 
tend not to be studied by business analysts and opinion formers. 
MSBs often have a significant presence in their locality, employing a 
number of people that live nearby, but often operate in isolation, 
without established professional networks to tap into. As a result 
firms are not exposed to as many new ideas or as much professional 
advice as other firms and there is a risk that they are unaware of their 
competition. While Germany lauds its Mittelstand firms the UK’s 
MSBs have been largely forgotten. In many ways the UK has not been 
ambitious enough on behalf of its medium-sized businesses.

Owners are reluctant to take on more risk
Ownership mind-set and skill-set also present deeper reasons for 
the lack of confidence and ambition amongst the UK’s MSBs. 
Entrepreneurs and family business owners sometimes naturally 
reach a ceiling in their ambition for the company, when further 
stages of growth mean taking on new levels of risk, and potentially 
losing some of the capital they have built up in their firm. For family 
businesses the objective of ensuring the business survives for 
future generations can understandably get in the way of taking risks 
to expand the business significantly. Owners can also reach a 
ceiling in the skills they have to run the business, which means they 

don’t have the confidence to develop innovative ways to keep 
growing the company or to take on new people with fresh ideas. 
Without the right mind-set and skill-set it is clear how owners and 
managers can miss opportunities to reach new levels of growth in 
their business.  

Championing MSBs, giving them a stronger identity, helping to 
expand their professional networks and broadening their skills 
base will all help create a climate of greater business confidence so 
that MSBs can make a greater contribution to the long-term health 
of the UK economy.

Building up their skills base
For firms that are, or become more, ambitious to grow, the next 
important step is to ensure that they can obtain new skills that will 
help them successfully implement their growth strategies. This will 
rely on making sure a firm has the right internal management skills 
and structure, and ensuring that they have professional networks in 
place that can help nurture their growth.

The CBI’s survey of MSBs13(see exhibit 9), and the extensive 
interviews and discussion with individual business executives 
showed that firms themselves recognise the following five factors 
as critical to their ability to grow:

•   Management capability 

•   Ability to bring in new skills

•   Choosing the right finance strategy for growth

•   Export capability

•   Ability to innovate

Exhibit 9 Relative importance of growth drivers for UK medium-sized businesses 
CBI telephone survey results % responses from companies with turnover between 
£10m and £250m ranking driver as important or very important

Source: CBI/ComRes

We really struggled to 
find good candidates 
for management posts 
when we opened a new 
office in London

It’s really hard to attract 
enough skilled workers 
to our region

Big firms already 
have an international 
footprint so can 
continue to grow when 
the UK market is flat

List publicly

Use university expertise

Collaborate with others to innovate

Access long term capital

Recruit new skills

Improve export capacity

Better senior management skills
54

38

36

44

38

16

8

There are no private 
equity providers in 
the UK who are willing 
to provide the size of 
investment we need
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Exhibit 10 Mean management score of medium-
sized firms by country Management score 1 = low 5 = high

Acquiring new management and leadership skills 
Management capability is a key factor in ensuring that MSBs have a 
growth strategy and can see it through successfully. Yet we know 
that too many MSBs don’t have the right management skills or 
capability, and that this is a real block to their growth. 

On average MSBs are outperformed on management capability by 
both larger and smaller businesses in the UK, and by MSBs in many 
other countries, particularly the United States, Sweden, Canada 
and Germany (see exhibit 10). A survey of manufacturing firms in the 
UK and abroad, testing management skills at all levels saw UK 
MSBs getting an average score of 2.8. While the differences in these 
scores don’t look dramatic, this was one of the lowest scores 
recorded in the survey, on a scale where a 1 point difference can 
translate into a 6% improvement in productivity, the same 
improvement that would be delivered from a 25% increase in the 
labour force, or a 65% increase in capital investments.14 

Three factors can help explain why MSBs in the UK lack the 
management capability of similar sized firms in other countries. 

•   Lack of outside management – Research15 across a number of 
countries revealed that family-owned companies have the same 
management score as all businesses. However there is a clear 
difference between those that are run by outsiders, where scores 
jump to 12% above the average and those that are run by the 
eldest son which are 10% lower than the average. A vital 
difference between the success of the German Mittelstand and 
UK firms is that only 10% of family firms in Germany are run by the 
eldest son, versus 50% of family firms in the UK. Where the 
default is to appoint the eldest son to run the company, firms are 
drastically restricting their ability to source the right talent for the 
job. The most successful MSBs (whether family-owned or not) are 
those that have put solid governance structures in place, where 
there is separation between the distinct roles of owners, directors 
and managers and where emotional commitment to the business 
is balanced with professional skills.16 

Medium

UK
2.8

USA
3.1

Sweden
3.1

Canada
2.9

Germany
2.9

France
2.7

Source: McKinsey & Company, Management Matters
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•   Lower education levels – UK MSBs are also disadvantaged by 
having fewer managers with a university degree. Comparative 
management analysis shows that having a greater percentage of 
managers at all levels with a university level degree correlates 
with higher management scores. The survey data shows that only 
32% of managers in MSBs in the UK hold a university degree 
versus 38% in Germany and 39% in the US.17 (see exhibit 11).

•   Lack of awareness – MSBs tend to have a higher perception of 
their own management skills compared with managers in small 
and large firms in the UK, and compared with MSBs 
internationally. They also tend to perceive fewer competitors in 
their business sectors. For many firms the result is that 
management capability is not a priority, as they are unaware of 
their weaknesses or lack competitive drive.  

The case study opposite shows just how critical an ambitious 
approach, plus professional management skills, can be in the 
growth of a business.   

Case study: Soil Machine Dynamics  
– An ambitious new management team leads  
to large increase in sales
Advanced manufacturer Soil Machine Dynamics, founded in 1971 
and headquartered in the North East of England, is a world 
leader in the design and manufacture of subsea robotics. Its 
products have been used around the world, including to repair 
communications infrastructure damaged by the recent Japanese 
earthquake and tsunami. The company, which has current 
annual sales of £60m, has ambitious plans: management are 
targeting sales of £200m within three years.

However, the company was not always this ambitious. According 
to current CEO, Andrew Hodgson, in the middle of the last 
decade it was at a crossroads: “The company had grown to 
employ around 100 people but it was still structured like a small 
business. The owner-manager was happy for the company to 
remain at that scale and profitability, so opportunities to grow 
were not exploited.” 

In April 2008 the firm underwent a management buyout, funded 
by private equity group Inflexion. The deal saw the appointment of 
a new senior management team with Andrew as Chief Executive, 
and introduced a number of changes designed to support 
expansion. “We appointed a new finance director immediately 
which has provided us with much greater certainty on the financial 
outcome of our programmes,” he states. “We took a strategic look 
at the workforce and restructured to ensure that specialist 
engineers were not deployed on tasks that could be carried out by 
people with more adaptable skills. We’ve also created discrete 
business units and implemented a leadership training programme 
for the managers that head them up. As a result, we’ve seen real 
improvement in our delivery performance times.” 

The changes have paid dividends for SMD: in 2009/10 sales 
increased by 50%, up from £42m to around £60m. But the plans 
don’t stop there. Management is in the process of implementing 
a 3-year plan to increase sales to £200m through ambitious 
growth targets in export markets including Brazil, Singapore and 
the USA. 

France

Germany

Canada

Sweden

USA

UK

Medium

31.8

39.2

44.0

43.9

38.0

34.7

Exhibit 11 Portion of managers in medium-sized 
firms with a degree (%, 2011)

Source: McKinsey & Company, Management Matters
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Bringing new talent and ideas into the business     
As MSBs grow and face new challenges, their ability to attract and 
recruit the best talent and skills, and source the best advice is 
paramount. Interviews with MSBs highlighted two main obstacles 
to bringing new ideas into the firm: 

•   Competing with larger firms for the best talent emerging from 
universities and international labour pools

•   Having the confidence to invest in external advice

Competing for the best new talent
The relatively low profile of MSBs means that they are rarely at the 
forefront of new job hunters’ minds when they leave higher 
education. In fact, while almost half of all graduates leaving 
university target employment in major national or international 
companies only 19% are looking for jobs in small or medium sized 
businesses.18 Students perceive healthier long term career 
prospects in larger employers and better training opportunities. 
However, the elements of employment that graduates deem most 
important – being challenged on a day-to-day basis and being 
given genuine responsibility and access to clients or customers at 
an early stage – should be areas in which mid-sized businesses can 
compete. MSBs also struggle to reach into universities and build 
relationships with talented graduates at an early stage. For 
instance, only 38% of mid-sized businesses with links to 
universities offer sandwich courses or work placements to students 
compared with 54% of large businesses.19 

Talent could also come from international labour markets, yet MSBs 
are much less likely than larger UK firms and MSBs in other 
countries to recruit management talent from abroad. Exhibit 12 
shows that only 2.8% of managers in UK MSBs were educated 
outside the UK, compared with nearly twice as many employed in 
the United States and over three times as many employed in 
Germany and Sweden.     

“ Medium-sized businesses that look to recruit from universities often 
aren’t visible enough on campus to attract the top graduates. Firms 
should plug into the annual graduate recruitment round and reach  
out to students that are increasingly conscious of the need to find 
employment before they leave university.”   
Martin Birchall, managing director, High Fliers Research   

Exhibit 12 Portion of managers in medium-sized 
firms educated abroad (%, 2011)
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Investing in external advice
MSBs struggle to take advantage of the knowledge and experience 
that should be available through non-executive directors for three 
principal reasons: MSBs are not always convinced of the benefits that 
a non-executive director could offer; some firms had a negative 
experience, possibly because of recruiting the wrong person; and 
other firms simply don’t know where to find a good non-executive 
director. Yet an effective non-executive director should have a 
considerable amount to offer to a mid-sized firm, by bringing outside 
experience and new ideas, and by challenging the status quo. 

Many MSBs are also reticent to invest in professional advice. In fact 
many firms see the need for legal, accountancy, recruitment and 
management advice as a cost to be managed rather than as an 
investment which could help ensure they have the capabilities 
needed to scale up their business. This suggests that a core part of 
the professional networks that nurture growth in large businesses is 
not functioning well across MSBs. 

If MSBs can overcome these challenges the effort can pay dividends 
as the case study opposite shows. 

Case study: Waterstons  
– Strong links with local universities ensure  
that IT consultancy firm has first pick of top  
local graduates
Waterstons, a Durham-based IT consultancy firm, was founded in 
1994 and now employs 60 people. Highly qualified staff are 
crucial to their business model, but many of the North East’s top 
graduates assume that the best career options are with larger 
companies and are often in London. To ensure effective 
recruitment the company has developed very strong links with 
local universities and has managed to convince the best local 
talent to start their careers with Waterstons. 

Securing the right graduates is a central part of Waterstons’ 
human resources strategy. This is made harder as top graduates’ 
career of choice often starts with a large multinational firm and 
many of those graduating from universities in the North East 
assume that a move to London is the best way to find a job: “it’s 
not that graduates don’t want to stay in the North East and work 
for a smaller firm, but rather that they aren’t aware of the 
opportunities. Our challenge is to make sure that Waterstons is 
high on their list of preferred employers”, says Mike.

To ensure that the best local graduates do apply for jobs at 
Waterstons, the company has taken the step of developing 
unusually strong links with local universities and schools. 
Currently Waterstons takes between 3 and 4 school pupils and 
undergraduates each year under the paid Year in Industry 
Programme or mid-course placement. They also offer paid 
internships to the best local university students, many of whom 
are eventually offered full time employment.  A place on such an 
internship is offered as a prize to the highest scoring graduates 
on relevant IT related modules and competition is fierce.
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Exhibit 13a Types of external finance used by MSBs 
Can you tell me for each of the following forms of 
finances whether your business uses it currently? (%)

Exhibit 13b Types of external finance used by MSBs 
Which of the following types of finance did you  
seek (including all those you sought, regardless  
of the outcome)? (% )

Choosing the right finance strategy for growth 
In theory, a wide range of funding options is available to MSBs 
however most tend to rely on just a few of the options within that 
range; mainly bank debt (see exhibit 13). While we believe that there 
is a gap in the supply of long-term finance for MSBs (explored later 
in the chapter), there is also evidence that some MSBs lack the 
skills and awareness to choose the right finance strategy for the 
growth of their business.  

Bank overdrafts and short-term lending are a good source of 
working capital for MSBs, which are usually a central part of any 
mid-sized firm’s financial plan. However the fact that so few MSBs 
seek non-bank sources of finance, suggests that a large number of 
firms are either not planning for growth in the most effective way or 
aren’t planning for growth at all. 

With the supply of long-term bank lending becoming more expensive 
MSBs need to start looking elsewhere for genuine growth capital, and 
choose the right finance strategy to grow their business. Our high 
growth ‘gazelles’ will be more suited to equity investment where the 
opportunity for business owners to share equity and share risk is 
relatively attractive. However our steady growth firms will be more 
attracted to debt finance with the opportunity to invest for long-term 
growth without diluting their ownership.      

Trade credit
58

Credit cards
56

Leasing or hire purchase
51

Overdraft facilities
41

Secured commercial loans
28

Owner/shareholder/debtor loans
24

Asset based finance
15

New equity finance
9

Government grant
9

Unsecured commercial loans
7

Corporate bonds
4

Friends/family loans
2

Mezzanine finance
1

Bank overdraft
60

Leasing or hire purchase
32

Secured loan or mortgage
31

Asset based finance
22

Credit cards
19

Unsecured loan
7

Private equity
7

Public equity
3

2010

Source 13a and b: BIS 2010 Finance survey of mid-cap businesses 



Future champions – unlocking growth in the UK’s medium-sized businesses 23

We believe that some firms lack the awareness, skills and ambition 
to take advantage of the funding options that are available. The 
CBI’s survey20 showed that 63% of firms don’t plan to broaden the 
range of funding they currently use (principally bank lending) over 
the next five years. We believe that the following factors need to be 
addressed to put MSBs in a stronger position to choose the right 
finance for growth:

•   Knowledge deficit – many firms seem to lack financial expertise 
and therefore rely too heavily on what they know best which 
tends to be working capital. 

•   Uncertainty in today’s volatile economy – MSBs, like many firms 
in the UK, have become wary of making large investments at a 
time of global economic uncertainty. A larger proportion of MSBs 
are holding more cash in reserve than they did 5 years ago.21

•   Ownership mindset – the high proportion of privately owned 
firms in the mid-sized bracket suggests business owners are very 
reluctant to cede equity for finance, particularly if it involves 
releasing a majority stake, allowing external shareholders to take 
part in running the company, on which the private equity model 
relies. In fact, 88% of them have never actively sought or 
considered seeking this type of finance.22

•   Lack of skills – while many MSBs know their business well, they 
too often struggle to put together a sound business plan when they 
are seeking finance. Banks usually work with their mid-sized clients 
to put together a more compelling business case, but lack of skills 
can increase the risk of some firms failing to access finance.  

•   Lack of incentive – Entrepreneurs’ Relief can also be a 
disincentive for business leaders to dilute their ownership. The 
relief is only available to those disposing of at least a 5% share  
of the company – disposals of smaller proportions are liable for 
capital gains tax (CGT) at the higher rate. This works as a 
disincentive for current owners who are unwilling to bring in new 
investors that could push their stakes below this threshold.

The case study opposite shows just how important it is for growing 
firms to seek the right source of finance for each stage of growth and 
the opportunities that can be made from opening up to equity finance. 

ECO Plastics: Confident investment delivering 
strong growth
ECO Plastics Ltd is the UK’s leading reprocessor of recyclable 
plastics operating Europe’s largest and most technically advanced 
mixed plastic bottle sorting facility. Established in 2000, the 
company now turns over £40m and recent investment and 
expansion mean that this is expected to rise to £75m next year.

The business has invested heavily to develop the machinery 
used to treat and sort the waste plastic that is supplied by 
contractors and local authorities. In the early years, this 
expenditure was solely funded through bank loans to the 
company directors and an overdraft facility. However, 
recognising that the global demand for recycled materials was 
increasing the company started to scale up its activity more 
quickly from 2006 and started looking at alternative finance 
options to fund this growth. Since then it has managed to raise 
over £30m of venture capital to support its rapid expansion.

Founder of the business and Chief Executive Jonathan Short 
accepts that it was a difficult decision to cede equity, but that it 
had brought benefits beyond cash injection to fund the company’s 
growth: “It’s important you pick the right people to work with and 
you need to work harder now to secure investment on attractive 
terms than you did before the financial crisis. But the external 
investment has enabled us to bring some highly skilled people  
on to the management team and grow more quickly than we 
otherwise would have done.”

The company has already attracted the attention of a number of 
large multinational companies interested in sourcing ECO Plastics’ 
food grade product. In March this year it announced a new joint 
venture with Coca Cola Enterprises to develop a new purpose built 
recycling facility in Lincolnshire, allowing it to expand operations 
further and CCE to meet its sustainability targets.
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Establishing an export strategy 
The UK must become a stronger exporter in order to emerge from the 
downturn as a more resilient economy. During the last ten years the 
UK’s share of world exports decreased from 5.3% to 4.1%.23 While 
export share also decreased in the US and France, it increased in 
some of the UK’s other main competitor countries such as Sweden 
and Germany, where the export share increased from 8.9% to 9.3%.24 
We believe that MSBs could be central to this mission, but currently 
lack the capability to fully exploit this potential. 

Many MSBs do recognise the potential for growth that lies in 
exports. 38% of firms interviewed for the CBI’s survey cited the 
ability to improve export capability as a critical factor in their 
growth, and 51% of firms cited exporting to new markets as one of 
their main opportunities for significant growth over the next 5 years. 

However, what data is available on levels of exports by size of 
company suggests that MSBs in the UK are not exporting as much 
as they might be and that they face a number of difficulties in both 
starting to export and increasing their existing export activity. For 
example in 2009 55% of MSBs that exported derived less than 25% 
of their revenue from exporting while the average for all firms was 
lower at 49%.25 In other words MSBs are lagging behind the UK 
average in how much of their business depends on exporting.

By contrast German export success has been well catalogued over 
the last ten years and their success seems to be continuing: in the 
twelve months up to November 2010, German exports increased by 
21.7%.26 While all parts of the German economy are responsible for 
this success, commentators tend to agree that the Mittelstand has 
been particularly vital to Germany’s export success, referring to the 
Mittelstand as ‘the main motor of Germany’s growth’.27

Interviews with MSBs that the CBI has conducted suggest that five 
factors can help explain low export capability amongst this group of 
businesses:

•   Business contacts – firms simply lack the networks of  
business contacts in target markets to give them the  
confidence to start exporting

•   Experience – many firms have never exported before and do not 
employ staff with any experience of exporting

•   Language skills – many firms do not employ staff with the right 
foreign language skills, which inhibits their confidence to explore 
international markets

•   Awareness of legislation – firms often struggle to understand 
legislation in different markets, and lack the resources that larger 
firms have to acquire this expertise

•   Market characteristics – many firms lacked the resources to fully 
scope out the opportunity in a target market. 

These challenges hardly differ from those that the UK’s smallest 
firms encounter, because they are generally associated with 
exporting for the first time. Government‘s trade and investment 
strategy has begun to recognise that it needs to help a greater 
number of small firms to export – eg by providing more practical 
assistance to SMEs and by improving the trade finance and 
insurance products it offers. To date however, only three companies 
have taken advantage of the Export Enterprise Finance Guarantee 
scheme: so the government must concentrate on ensuring that help 
is targeted at MSBs as well as small firms and that businesses know 
what help is available.

The rewards of successfully implementing an exporting strategy  
for a mid-sized firm are significant as the case study on the next 
page indicates.

“ We’ve been able to develop and grow precisely because of the time 
we’ve invested in expanding our nation-wide and international trade 
networks.” Geoffrey Riesel, chairman, Radio Taxis Group
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Increasing the focus on innovation 
UK MSBs recognise that they need to innovate to remain 
competitive and are responsible for a substantial proportion of 
innovative activity in the UK. They see the value in investing in R&D 
even when not in profit and are active in protecting their intellectual 
property. However, conditions for innovation in the UK could be 
improved to encourage greater numbers of mid-sized businesses to 
develop their products and services, enabling them to compete on 
an international scale. 

Innovation is already important to MSBs
Mid-sized businesses in the UK put a great deal of emphasis on 
innovation and overall, a higher proportion of MSBs (63%) report 
they are innovation active, compared with both large (60%) and 
small firm (57%) populations.28 Larger MSBs (those with 250-499 
employees) are significantly more active in protecting their IP than 
smaller firms across every category of IP protection and are even 
outperforming large businesses in some measures (see exhibit 14). 
They also obtain a greater percentage of revenues from innovation29 
than either smaller or larger firms (see exhibit 15 on page 26), which 
shows they are effective at deriving value from these investments. 

Exhibit 14 Measures of innovation by company size 
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Source: UK Innovation Survey, BIS 2009

Case study: Benoy Ltd – UK architectural firm with 
a growing international presence
The architects firm Benoy Ltd is a prominent business in the UK 
having been responsible for projects such as Birmingham’s 
Bullring and London’s Westfield shopping centres. But it has 
now become a major international player having taken the 
decision in 2002 to expand the practice overseas.

Benoy took the decision to go global because it could not ignore 
the business case: emerging markets were demonstrating a 
robust economic trajectory; stable rates of growth; higher 
disposable incomes; emerging, consumer-driven middle 
classes; and vast, untapped opportunities. The company started 
putting down roots in China in 2000 winning its first contract a 
year later. Since then it has expanded dramatically in the country 
and has been responsible for the design of a number of 
contemporary and innovative urban landmarks. Benoy has also 
expanded into Abu Dhabi, Mumbai and Singapore as well as 
recently securing its first contract in Brazil.

Before entering a new market, Benoy embarks on a sustained 
period of research and due diligence, including identifying 
potential competition. It seeks out expertise and advice from 
sources such as UKTI and business networks as well as 
international legal experts. It has also set up an international 
team of design professionals within the business who meet 
monthly or bi-monthly via video conferencing to update the team 
on projects, trends, clients and market leads.

The company’s willingness to break new markets meant that it 
was able to grow in spite of a global recession that put the 
brakes on a number of building projects. In 2010 the company 
ranked 29th in the Sunday Times International Track 100 having 
grown its international sales by 91% and its international work 
now accounts for over 80% of turnover.

Managing Director of the company, David Coyne attributes this 
success to a solid structure which enables the senior 
management team to build international networks. “It’s 
important that members of the board have confidence in those 
responsible for managing the business day-to-day. Our senior 
management team have good experience and understanding of 
international trading and can dedicate the time needed to drive 
the business forward in new markets.”  
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Exhibit 15 Revenue derived from innovation  
by company size Share of revenue (%)

MSBs must look to collaborate with partner firms 
on innovation
Mid-sized businesses are at the forefront of innovation in the UK, 
responsible for a considerable proportion of innovative activity.30  
Indeed, the UK could transform its international standing on 
innovation if larger and smaller companies followed the lead of 
MSBs. Yet there is still room to boost innovation in this sector and 
raise the international competitiveness of the companies within it. 

The 2008 Community Innovation Survey reveals that only 62.5% of 
UK MSBs describe themselves as innovating, compared with 84% 
in Germany and 67% in France31 and in absolute terms they spend 
less on R&D than their counterparts in other leading European 
economies. One of the reasons for this could be that the ecosystem 
around these businesses does not support them as it could. In 
particular, mid-sized businesses do not make use of potential 
external partners on innovation.

Thirty-seven percent of companies in the CBI mid-sized firms survey 
said that ‘collaboration with others to innovate’ was an important 
driver of growth. But relatively few MSBs are collaborating with 
wider innovation partners such as universities, government labs 
and private research organisations. They are also much less likely to 
seek partners across Europe compared with larger companies.32 

Interviews with MSBs indicate that while most of them have some 
form of relationship with their local university around innovation 
and research, they struggle to reach a point where they can 
collaborate and derive commercially valuable research from that 
relationship. 

By contrast MSBs in Germany have very productive relationships 
with research organisations called Fraunhofer Institutes. Their 
collaborative research is directly intended to be commercially viable 
and help grow those companies. The UK has recently started to roll 
out Technology Innovation Centres to mirror the success of the 
Fraunhofer model and, while this is a positive step that MSBs 
should be able to benefit from, it is too early to tell whether they will 
be a success, and able to help increase the number of innovating 
MSBs in the UK.   
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Targeted tax incentives are needed to encourage 
MSBs to invest in R&D
The makeup of expenditure made by MSBs on innovation shows 
that tax incentives could be better targeted at their needs and more 
effective at stimulating further innovation. MSBs spend a greater 
proportion on introducing their products to market than larger and 
smaller firms do (see exhibit 16). But government support for 
innovation, through the Research and Development Tax Credit, only 
assists firms with the cost of pure research. 

The case study opposite clearly shows that other parts of the 
innovation story, such as buying machinery or software, product 
testing, production and marketing activities are just as important in 
using innovation to grow a business. While this is a challenge that 
is common for all firms, it is particularly crucial for MSBs, because 
of their dependence on innovation for revenue generation.

Exhibit 16 Share of innovation expenditure (%)

External R&D
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Design
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36 10 6 3 5 31 10

Large
39 6 6 2 3 22 22

Source: UK Innovation Survey, BIS 2009

Case study: Ceres Power overcomes  
innovation challenges
Success for high-tech manufacturer Ceres Power means being 
able to bring its innovative fuel cell technology to the mass 
market. Founded in 2001, AIM-listed alternative energy company 
Ceres Power has developed the technology for a new generation 
of in-home electricity generators that promises significantly 
better fuel efficiency than traditional centralised power stations. 

UK government support for innovation is biased towards funding 
research, but this stage is only a small fraction of the cost of 
bringing a new product to market. Ceres Power has received 
approximately £9m in grants and R&D tax credits, mostly in 
support of the basic R&D needed to produce the technology, but 
this represents only 10% of the money spent so far bringing the 
product to market. This contrasts with similar companies in 
Germany and Asia for example, where up to 50% of the costs 
may be covered.

For Bob Flint, Commercial Director for Ceres Power, other 
essential parts of the innovation process include: “designing 
and developing manufacturing processes; investing in high tech 
manufacturing equipment; helping our suppliers develop the 
components we need; and building, testing and trialling units 
ahead of a mass market launch.”

“With software or services, innovations can often be brought to 
market more cheaply and scaled more quickly. Engineered 
products can have very high intrinsic value and generate 
manufacturing jobs, but take longer and are more expensive to 
bring to market. We need innovation support policies that 
recognise this difference.”
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Plugging the finance gap 
A number of MSBs that want to grow, and have the capabilities to 
do so, struggle to find development capital to fund their expansion. 
Having the skills and knowledge to seek the right source of finance 
to grow a business is one hurdle to overcome (as explored earlier in 
the chapter), but we believe there is also a gap in the supply of 
long-term growth finance. 

The reliance of most MSBs on bank lending to find long-term 
investment is unsustainable given the shorter terms on which 
banks are now offering loans, which heightens the need for MSBs 
to start broadening their finance options. Yet the availability of 
long-term capital for companies of this size, seeking either second 
or third round funding, is restricted and has become more so in the 
wake of the financial crisis. In addition there are significant barriers 
to MSBs accessing non-bank forms of debt finance such as bonds 
and private placements. 

•   Barriers to equity markets

•   Barriers to debt markets

Barriers to equity markets
Attracting equity investment should be a viable option for mid-sized 
business seeking to grow. Raising finance by selling a stake of the 
business either to private investors or through the public markets 
can have a real impact on growth performance and has some key 
benefits for mid-sized business owners. It enables them to realise 
some reward for the past success of the business and share the risk 
of attempting to grow the business further. It can also be an 
opportunity to bring new skills to the senior management team, 
often people with the experience to help deliver transformational 
growth. Yet there seems to be a gap in the supply of long-term 
equity capital for medium-sized businesses. 

The UK venture capital market is strong for start-ups investing in as 
many as Silicon Valley each year (200-250),33 but deals for 
medium-sized firms seeking second and third rounds of funding are 
far less available, particularly in contrast to the much stronger VC 
market in the United States (see case study). In fact Silicon Valley 
funds around 300 mid to late growth companies each year at levels 
of £5m to £20m, whereas the UK only funds about 60.34 The 
Rowlands Report35 suggested that this gap in the provision of 
growth capital for medium sized firms lies specifically in the range 
of £2m-£10m of investment. (see exhibit 17)

Exhibit 17 Illustrative mapping of expected return profile against amount sought
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Case study: the strengths of the US venture 
capital market
The venture capital (VC) market in the US is more developed than 
the UK and VC investment makes up a larger proportion of GDP. 
The market has grown to over $30bn, 85% of which is dedicated to 
hi tech investments, in software, medical technology and 
biotechnology for example.36 Average VC fund size is much bigger 
in the US than in continental Europe, which allows for larger 
amounts to be invested in portfolio companies but also greater 
numbers of investments to be made. Over 1990-2005, US funds 
invested in follow-up rounds in roughly 40% of their portfolio 
companies, in the UK this figure was closer to 20%.37  

While many equity investors disagree with the conclusions of the 
Rowlands report, pointing out that private equity houses do make 
investments in MSBs at this stage of funding, many others agree with 
Rowlands and point to the number of foreign trade sales as evidence 
that growing MSBs can’t access the right finance in the UK (see case 
study). Although the amount of takeover activity fluctuates year on 
year, there is no doubt that British companies are attracting attention 
from larger ones abroad – between 2004 and 2010 foreign 
acquisitions of British businesses outstripped UK purchases abroad 
by £160bn.38

A public listing on one of the growth markets is also a viable option 
for firms that need to find capital to grow their business. The 
Alternative Investment Market (AIM) has helped more than 3000 
firms raise the capital they need to expand their business since it 
launched in 1995. For IP-rich innovative firms that can’t source next 
stage venture capital, and are unlikely to be able to raise debt 
because they lack tangible assets to borrow against, AIM is a good 
solution. It also provides the company with a public profile and 
association with a strong brand that they might not have previously 
enjoyed. Listing on a growth market, therefore should remain a 
workable option for companies seeking development capital, but it 
is unlikely to become a more common solution for MSBs, while the 
costs of listing can be prohibitive and the move to a shorter-term 
outlook can limit the ability of the management to plan for 
long-term growth. 

Equity finance will remain a vital source of growth capital for many 
MSBs, whether private or public, but broadening the range of equity 
investment available to MSBs could help open up new opportunities 
for firms to grow. The Business Growth Fund (BGF), set up by the five 
major banks earlier this year as a solution to the equity gap that the 
Rowlands report identified, should help provide a broader range of 
equity capital. The BGF occupies a unique place in the market more 
akin to the 3i model than to established private equity houses. Its 
intention is to make returns through long-term yields rather than 
medium-term returns through exits, which could see the BGF invest in 
a company for ten years or more. The BGF also intends to take 
minority stakes in a company rather than the majority stake that most 
PE houses insist on. In theory the fund could therefore help a new 
swathe of firms raise external equity capital to finance their growth, 
reassured that the investment will be long-term and that the existing 
owners could retain a majority share in their company. However with 
only one deal agreed in its first six months it is too early to tell yet 
whether the BGF will help plug the finance gap for MSBs. 

Another potential source of equity investment for MSBs is direct from 
larger firms. While many large and medium-sized firms have 
collaborated as a means of getting through the economic downturn, 

“ The UK needs a stronger venture capital market so that we can help 
grow and retain our best innovative MSBs without necessarily resorting 
to foreign trade sales”  
David Kerr, chief executive Bird & Bird

Case study: Apatech’s story of financing  
growth in the UK 
In the early 1990s, a team from Queen Mary University led by 
Professor William Bonfield developed a synthetic bone graft 
material and took out patents before publishing the results of 
their experiments. With their intellectual property secure, they 
established ApaTech to exploit the commercial possibilities of 
the material using £3m in seed capital provided by London 
based private equity firm 3i plc. 

By 2004 Apatech was ready to move to full scale production. The 
finances to support this came from a £6.6m investment from UK 
venture capitalist firm MTI, together with a further investment from 
3i. At this point, sales grew quickly, with the introduction of a 
range of new products and expansion into international markets. 
By 2007, annual sales had reached £3.1m. 

The next stage of growth, beginning in summer 2008, was even 
more dramatic: recruiting an additional 100 staff in an 18 month 
period and building a second manufacturing plant at a cost of 
some £8m prompted annual sales to rise to £40m by November 
2009. For the first time there was an international component to 
the financing for this growth. In addition to continued support 
from 3i, US-based HealthCor Partners provided the lion’s share 
of the £30m received. 

By 2010, Apatech had established itself as one of the world’s fastest 
growing medical technology companies, and had made a name for 
itself in the vibrant American market with the help of its new private 
investors. But to enhance the market penetration for its technology 
even further and more quickly, it needed greater scale and global 
outreach. US healthcare giant Baxter could provide these in 
abundance, and recognising Apatech’s impressive technology and 
potential for further international growth, it acquired the business 
for $330m in March that year. 
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this could be a longer term way of providing MSBs with growth 
capital, not least because large firms should be in a good position to 
spot growth potential from amongst their supply chain. Some MSBs 
may not wish to take investment from just one of their customers, for 
others this could provide a good solution to the lack of growth capital 
in the market. 

Government must also help ensure that any equity investments are 
attractive by looking at the tax incentives for corporate venturing, and 
entrepreneurs’ relief, as well as the scope for making the costs of 
equity investments tax deductible on a par with debt investments.

Barriers to debt markets
MSBs need to access to long-term capital to grow their business, but 
many of those that are privately owned, particularly family-owned 
firms, are reluctant to seek external equity finance because it will 
dilute their ownership, believing that they can maintain a longer-term 
outlook by retaining ownership of the company. 

Such firms therefore need access to long-term debt finance, but find 
it difficult and expensive to source long-term loans from their banks. 
The terms on which firms can borrow from banks have changed, with 
borrowing becoming shorter-term and more expensive, principally as 
a result of recent banking regulation and efforts to repair bank 
balance sheets. Under Project Merlin five of the UK’s largest banks 
have committed to making £190bn of credit available in 2011 to firms 
of all sizes including MSBs. However this scheme is still in its infancy 
so it is difficult to tell whether it is having a positive effect, and in any 
case is designed to provide short-term working capital rather than 
growth capital. 

Other forms of debt finance such as bonds or private placements 
should be an option. Many large firms have found that issuing debt, 
either through a private placement or through the public bond 
markets, has a number of advantages; they can make a return on 
investment over long time periods and choose investors that share in 
their objectives, all without reducing the equity stake of existing 
shareholders. However the market for MSB bonds is far less 
developed than in other countries, particularly the US and 
increasingly Germany. The minimum issuance size in the UK 
corporate bond market is around £100m,39 and a number of barriers 
prevent this figure coming down to a level that would make issuing 
debt a more feasible prospect for MSBs. The costs of raising finance 
through the debt capital markets are such that it is rarely a viable 
solution for such firms, for example full credit ratings are expensive 
relative to the amount of money they are looking to raise. There is 
also a lack of demand for mid-sized company bonds, partly because 
they would not be rated at investment grade and would therefore 

present too high a risk, and partly because they would be too small 
to attract institutional investors.  

Debt markets in the US are much more easily accessed by MSBs. 
Such firms in the US benefit from being able to issue debt through 
private placements with a wide range of institutional investors with 
experience of investing in local mid-sized companies. The market is 
liquid and volumes are high, with over $25bn raised in this way so far 
this year. Meanwhile mid-sized businesses in Germany are 
increasingly taking advantage of the Stuttgart Stock Exchange’s 
Bondm initiative which will attract debt issuance from companies 
with turnovers as low as €50m. Since its establishment in May last 
year, it has seen 20 separate issues made by German companies 
with volumes ranging from as low as €25m up to €200m.

“ The UK risks being left behind by not having a public debt market that 
medium-sized businesses can access. By addressing these challenges 
the UK could open a new and reliable form of funding to growing firms.”  
Tim Ward, chief executive, Quoted Companies Alliance

Case study: Stuttgart Stock Exchange’s  
Bondm initiative
Like British MSBs, companies in the German Mittelstand have 
largely relied on bank loan facilities to secure finance to support 
their growth ambitions. However, as in the UK, constraints on 
lending post-crash have turned attentions towards alternative 
sources of finance with new funding options being developed to 
meet this demand. 

One such option is the Böerse Stuttgart’s Bondm initiative, a 
corporate bond trading segment targeted at Mittelstand 
companies and launched in May 2010. Companies can issue 
bonds directly to a stable base of private investors in 
denominations of €1000 and in volumes that may go as low as 
€25m. They benefit from enhanced market profile as well as from a 
more diverse financing mix. In preparing for the issue they are 
obliged to professionalise their governance structures and 
processes, instilling disciplines that can prepare them for growth.

The initiative has proven extremely popular with both issuing 
companies and investors. Twenty separate issues have been 
made by German companies to date, many of which have been 
massively oversubscribed by investors buoyed by a highly liquid 
secondary market. The initiative looks set to grow dramatically in 
years to come, as more companies become accustomed to 
issuing their own debt – a recent survey40 indicated that as many 
as one in four medium-sized companies is planning to issue at 
some point in the future.
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Establishing debt capital markets that can meet the financing 
requirements of mid-sized businesses could therefore be a key step 
in improving the growth prospects of MSBs in the UK. International 
examples suggest it should be feasible and sustainable, but 
government could act as a helpful catalyst to get the ball rolling. The 
first step would be to bring industry together to set up the processes 
for a mid-sized bond market; the infrastructure to attract bond issues, 
assess risk, offer affordable credit ratings to MSBs and develop a 
process of securitisation. Once this process is established, and 
depending on the economic circumstances at the time, government 
could also help stimulate the market by purchasing MSBs’ bonds. 
This would need to be done through an independent body, equipped 
with the skills and knowledge to assess the risks and potential gains 
of investing in MSBs. Such an institution could also establish a way 
of packaging up MSB bonds to produce securities that have the right 
risk profile for institutional investors. However the final aim of any 
government assistance must be to attract a wide range of institutional 
investors to join the market and replace the role played by the public 
sector.

In the future government could also help generate retail interest in 
MSB bonds by setting up tax-free savings, to help ensure the 
longer-term sustainability of the market. The London Stock 
Exchange’s ORB market would provide a platform for MSBs to issue 
bonds to the retail market, and tax-free savings via an ISA (Individual 
Savings Account) would help generate interest from individual 
investors.

A more liquid private placement market would provide a further 
option for larger mid-sized businesses seeking to raise development 
capital without the need to look to the US. Standardising 
documentation and encouraging the development of tax efficient 
investment vehicles for mid-sized corporate bonds will be important 
steps in developing the UK market.
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Our vision is of a mid-sized sector that is internationally competitive, 
strong at exporting, innovative and growing; in other words an 
indispensable part of the economy. In the medium term the growth of 
MSBs could start to rebalance the economy, by increasing their 
export activity and creating jobs throughout the UK. In the longer term 
a strong mid-sized sector will help make the economy more resilient 
to future shocks, not least by providing a larger and more robust UK 
supply chain on which larger firms can rely. 

The potential benefit to the UK economy is enormous. Our 
economic modelling suggests that the size of the economy could be 
increased by between £20bn and £50bn or by an additional 0.1% to 
0.26% of GDP a year by 2020. To achieve the bottom end of our 
range we would need to increase the number of gazelles in the 
economy by 1%, and to help 25% of stagnant firms reach a steady 
level of growth. To reach the top end of our range we would need to 
increase the number of gazelles by 3% and help 50% of those in the 
other two groups reach a steady growth rate. 

We believe that:

•   Championing MSBs will increase their ambition

•   MSBs must scale up their capabilities

•   Repairing the finance gap will help nurture the UK’s  
future champions

The UK faces a clear choice. Settling for the status 
quo would mean that a large number of MSBs in the 
UK would remain virtually static, with either 
declining, or very marginal growth. The alternative 
means championing MSBs and developing a plan 
for growth so that they can thrive, and make a 
dramatic impact on the growth of the UK economy. 

Unlocking growth: conclusions 
and recommendations 

4
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Championing MSBs will increase their ambition
The first step to ensuring we can unlock growth is by championing 
rather than neglecting MSBs. We know that these firms lack the 
sense of identity that the Mittelstand gives German firms, and tend 
to have a much lower profile as a result. To turn this round we want 
to celebrate successful MSBs and make it aspirational for those 
firms to carry on growing. To do so will help instil a culture of 
confidence and ambition that is lacking amongst many businesses. 
While the CBI will play its part in celebrating and give a strong voice 
to this segment there is also a significant role for government. 

Recommendations to champion MSBs: 

1.  Government to recruit three more MSBs to the Prime 
Minister’s Business Advisory Council to ensure that their 
needs are at the heart of government  

2.  UKTI to take more MSBs on trade delegations, showing 
other countries that the UK has a strong mid-sized sector 
that can compete internationally

3. BIS to improve the data that government collects on MSBs 
to influence future policy decisions

MSBs must broaden their skills base  
MSBs must be given support to improve and extend the new skills 
and competencies they will need to foster growth. This will require 
MSBs themselves making major changes to how they manage their 
business. It will also involve the government removing any obstacles 
to MSBs building up their capabilities, and will rely on the 
professional networks of businesses, advisers, universities and trade 
bodies ensuring they are focused on delivering assistance to this 
sector. MSBs will also acquire a greater sense of confidence and 
ambition in the process.  

Working across the five areas we identified in chapter 3 
(management, recruitment and new ideas, choosing the right 
finance, exporting and innovation) we believe the solutions could 
lie in the following five areas: 

1.  Helping MSBs improve their management skills  
by learning from the best

Helping firms understand their own management performance and 
learn from best practice (see case study), could make a big 
difference to the way that MSBs are managed and ultimately grown. 
We believe that MSBs could benefit from a programme that allows 
them to understand their own management capabilities better and 
how they could improve that performance by using best practice 
across all firms. The British Quality Foundation runs such a 
programme and the case study below shows how a leading MSB 
has taken advantage of its service. This approach could be targeted 
at MSBs within a certain sector to establish interest in the scheme 
and demonstrate workability.   

Case study: AESSEAL plc – Manufacturing firm 
uses management framework to benchmark and 
improve performance
Specialists in the design and manufacture of mechanical seals, 
AESSEAL is a company that is continually looking to test and 
improve its own performance. In recent years it has implemented 
the EFQM Excellence model, a framework that enables the senior 
management team to grade the business against a range of 
different criteria, from leadership and strategy to the results it 
delivers to customers, its workforce and the local community. To 
help build a rounded picture of the business AESSEAL conducts 
regular surveys with its stakeholders, which help guide the 
strategy set by the senior management team.

“The EFQM Excellence model has brought a discipline to the 
business that wasn’t there before,” says CEO Jonathan 
Wilkinson. “We get clear feedback, which helps us to learn more 
about the business’s strengths and weaknesses and enables us 
to set a strategy to improve.”

In 2009 the company won the British Quality Foundation’s UK 
Excellence Award in recognition of its continued commitment to 
improving performance. The award was won after an external 
assessment, which has allowed the company to benchmark itself 
against similar companies across Europe. And although this 
process required the dedication of a lot of internal resource, 
Wilkinson believes that the benefits of it have far outweighed the 
costs: “The assessment process is intensive but it provides a clear 
and impartial appraisal of the company – we know exactly where 
we stand in relation to similar firms in the UK and abroad.”
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Case study: JCB looks to invest in its  
supply chain in the UK
Supplying components to construction equipment manufacturer 
JCB should be big business for UK mid-sized companies. The 
company employs over 9,500 staff worldwide and exports 80% 
of the machines it produces in its UK factories to over 150 
countries. In 1979, 96% of the components in JCB’s famous 
yellow digger were supplied by local companies.

“JCB is very keen to use as many British components as 
possible”, says John Kavanagh, Group Communications  
Director at JCB.

But there has been a very significant decline in British suppliers 
to JCB over the past 30 years. Many of them have ceased to exist 
altogether as recessions have taken their toll, while many others 
were bought out by foreign companies. The net result is that only 
36% of the components in the current JCB backhoe loader come 
from UK companies.

JCB has worked hard to attract more UK suppliers. “We’ve 
actively sought out more UK manufacturers who might be able to 
supply JCB”, says John. “We’ve worked with regional authorities 
to identify contenders and have even held supplier open days in 
our factories to encourage companies to bid for our business, 
but it remains very difficult to find new suppliers. Unfortunately, 
in certain areas, the expertise no longer exists in this country.”

JCB prides itself on encouraging long-term partnerships with 
suppliers. One such example is Thomas Storey, a 
Manchester-based metal fabrications company from whom they 
have bought continuously for the last 40 years. “We also have 
development teams who work with our smaller suppliers to help 
them develop their processes so that we can be sure that they 
produce top quality components for us”, says John. 

2.  Showcasing corporate venturing through the 
supply chain

Many large firms already work with MSBs in their supply chain and 
there are strong incentives to do so as the case study on JCB shows. 
By nurturing the interests of MSBs, large firms can help grow their 
suppliers and reduce the risk that they will disappear. Areas of 
collaboration could include providing secondees and non-executive 
directors to MSBs, sharing research facilities, and taking MSBs on 
trade visits. Taking the idea one step further large firms could also 
be incentivised to invest in MSBs where they have a good sense of 
which of the firms in their supply chain could have significant 
growth potential. 

3. Enabling MSBs to share best practice 
Owners and managers of MSBs rarely get the opportunity to 
network with their peers, provide advice to others and learn from 
the best performers. We believe that providing opportunities for 
MSBs to meet each other on specific topics such as financing 
options, exporting and leadership could help them get an injection 
of new ideas that could make a difference to their growth strategies.  

4. Targeting export advice at MSBs
While MSBs that use UKTI services tend to be very satisfied with the 
support that they provide,41 we know that more MSBs could be 
exporting. UKTI could do more to market itself to this segment and 
proactively look to target MSBs with opportunities in the emerging 
economies. 

5. Incentivising MSBs to grow their business
MSBs are good at translating their innovation spending into 
revenue, creating new to market products and services or making 
significant improvements to old ones. We believe that creating 
broader incentives for innovation investment could encourage more 
companies in the segment to prioritise this activity, which could 
have a real impact on their growth. As a first step the small 
companies’ R&D tax credit should be extended to make all aspects 
of design spend eligible for relief, when fiscal conditions allow.   
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Recommendations to boost MSBs’ skills  
and competencies: 

4.  Department for Business, Innovation and Skills (BIS) and 
trade bodies to identify sectors to pilot management 
surveys, working with specialists such as the British 
Quality Foundation to establish a cost effective method of 
helping MSBs identify ways of improving their 
management capability.

5.  BIS and CBI to encourage large firms to work with MSBs in 
their supply chain to impart best practice in leadership, 
innovations, recruitment, exporting and even financing, in 
turn strengthening their supply chain.  

6.  CBI to bring firms together to share experiences of 
management challenges, financing options and exporting 
to help them plan for growth by learning from other MSBs 
and industry experts. 

7.  BIS to promote the Export Enterprise Finance Guarantee 
Scheme to MSBs that qualify, so that more firms can 
access the finance they need to export. 

8.  UKTI to proactively target MSBs that should be exporting 
and help them by signposting private and public sector 
providers of legal services for export, and providing an 
overview of their international competitors. 

9. HM Treasury to explore the cost and feasibility of: 
•   restructuring Entrepreneurs’ Relief to provide greater 

relief for long-term investments in companies and 
reduce the threshold for qualifying for the relief to 
below the current 5%; and

  •   broadening the scope of the R&D tax credit by allowing 
all aspects of design to be included in the small 
companies’ R&D tax credit.

Plugging the finance gap will nurture the UK’s 
future champions
MSBs that want to grow and have the skills base to manage that 
growth need to be able to raise capital to fund their expansion. 
Ensuring both that MSBs can access a broad range of equity capital, 
for example by making it feasible for large firms to make 
investments in their supply chain, and that the right tax incentives 
are in place to make equity investment a viable prospect for 
business shareholders, would help unlock growth in MSBs. Finding 
ways to make it more feasible for MSBs to issue debt either via a 
private placement or via a public debt market would also help such 
firms access longer term capital to help grow their business. In the 
longer term government should also promote MSB bonds to the 
retail market for example through a new ISA savings type. 
Recommendations to plug the finance gap: 

Recommendations to plug the finance gap: 

10.
 •   reinstating a Corporate Venturing Incentive, enabling 

large firms to offset the cost of investing in smaller 
companies against thir corporation tax liabilities

  •   making equity investments tax deductible so they 
are on a par with debt investments 

11.  BIS to set up an industry working group to develop the 
necessary infrastructure, systems and standards so that 
MSBs can issue bonds either via private placements or 
via the public debt markets

12.  HM Treasury to explore the feasibility of introducing  
an additional ISA savings type, once the institutional 
market is established, to help develop a retail market  
for bonds issued by MSBs in the long term

HM Treasury to explore the cost and feasibility of:
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Bondm
Boerse Stuttgart’s trading segment specialising in bond issues for 
Germany’s mid-sized companies

Business Advisory Council
Group of business leaders assembled by the Prime Minister to offer 
guidance and advice on critical business and economic issues 
affecting the country

Business Growth Fund
The £2.5bn fund financed by the UK’s largest banks that will provide 
equity investments of between £2m and £10m

Entrepreneurs’ Relief
Capital Gains Tax relief which can be claimed by individuals and 
some trustees on qualifying gains on the disposal of a business or 
of shares in a company 

Family business
A company where the majority of votes are held by the person who 
established or acquired it or members of their family and where at 
least one family members is involved in the management or 
administration of the firm.

Fraunhofer
Europe’s largest application-oriented research organisation, with 
over 60 institutes across Germany undertaking applied research of 
direct utility to private and public enterprise

Gazelle
A rapidly growing business: OECD defines this as a company that 
has recorded average annual growth rates of more than 20% over a 
three-year period, regardless of age

Growth Capital
Growth capital is finance that is positioned between high-risk/
high-return pure equity investment and lower-risk, usually fully-
secured, bank lending

Management Matters
Long-running international survey of business management 
compiled by McKinsy & Company and the London School  
of Economics

Mittelstand
MSBs that form the backbone of the German economy, at least 
partly responsible for the country’s strong trade performance. These 
companies are usually defined by their qualitative rather than 
quantitative characteristics

Non-Executive Director
An external director of the company that sits on its board but is not 
part of its executive management team

Private placement
The private sale of securities, usually to a small number of chosen 
investors, without an initial public offering

Project Merlin
Range of commitments made by the UK’s largest banks in February 
2011, including to increase lending to SMEs by over 15%

Private equity
Equity capital that is not listed on a public exchange. Private equity 
consists of investors and funds that make investments directly into 
private companies or undertake buyouts of publicly listed 
companies that result in delisting

Public equity
Equity invested in a company that is listed on a public exchange.

STEM subjects
Science, technology, engineering and mathematics

Technology and Innovation Centres
£200m programme to establish centres that can create a critical 
mass of business and research innovation by focusing on a specific 
technology where there is a potentially large global market and a 
significant UK capability

Venture Capital
Capital invested in a project in which there is a substantial element 
of risk, typically a new or expanding business

Glossary
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We would like to thank the following MSBs who have helped us to 
understand more about their business, the challenges that they 
face and how these might be overcome:
 
Adnams 
AESSEAL 
Arena Group
ARM Holdings 
ATB Morley
Avesco
Benoy 
Bio Group
Brian Hyde Ltd
British Engines
Browne Jacobson LLP
Bruntwood
Ceres Power 
Cogent
Cumbrian Seafoods
Daisy Group 
Dickinson Dees LLP
Driver Hire
Eco Plastics 
Edwards Vacuum
Egbert H Taylor & Co
Elizabeth Shaw
Ensafe Consultants
Esh Group
Grant Instruments Ltd
Hadley Group
Heathcoat
M1 Engineering

Manganese Bronze
Marshall Group
Midas Group 
Mint Hotel 
Muntons plc
NRG
Park Group
Pickerings Lifts
Powervamp
Potter Group
Radio Taxis Group
Renolit Cramlington
Ringtons
Rubery Owen
Soil Machine Dynamics 
Speedo
STV
thebigword 
Toye Kenning & Spencer
Traidcraft
Treatt plc
Unipres
Waterstons 
Weidenhammer
WT Burdens
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