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KEEBLE D. (1997) Small firms, innovation and regional development in Britain in the 1990s, Reg. Studies 31, 281-293. This
paper analyses regional variations in the growth, innovativeness and other performance characteristics during the 1990s of a
sample of 1,000 small and medium sized manufacturing and service enterprises (SMEs) in Britain. Set within a theoretical
context provided by Vaessen’s critique of regional resource munificence theory, it shows that South East core region firms grew
faster than those in Peripheral regions, and reported more original innovations, but that the latter had a better record of
continuing innovation and higher R &D intensity. Significant regional differences in competitive environments and collaborative
networking also carry implications for long term competitiveness.
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KEeBLE D. (1997) Les petites entreprises, l'innovation et
I’'aménagement du territoire aux années 90, Reg. Studies 31,
281-293. A partir d’'un échantillon de 1000 petites et moy-
ennes entreprises industrielles et de service (PME) situées en
Grande-Bretagne, cet article cherche 4 analyser la variation
régionale du taux de croissanee, I'innovation et d’autres
variables qui caractérisent leur comportement aux années 90.
Puisant dans la théorie de Vaessen relative a la dotation des
régions en ressources, on laisse voir que les entreprises situées
dans la région centrale, a savoir le Sud-Est, ont joui des taux
de croissance plus élevés par rapport a celles situées aux
régions périphériques et ont signalé des innovations plus
originelles. Toujours est-il que ces entreprises-1a font témoin
d’une meilleure tradition d’innovation continue et de la
R &D plus approfondie. D’importantes différences régionales
des milieux compétitifs et des réseaux de collaboration ont
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long terme.
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INTRODUCTION

The role and contribution of small firms to regional
economic development in Britain since the 1970s has
attracted surprisingly limited attention from academic
researchers, notwithstanding wide interest in such
related issues as the widening or narrowing of the
North—South economic divide (MARTIN, 1988, 1993;
LEwis and TOWNSEND, 1989; BARNES, 1992) and
the impact of foreign direct investment on the regenera-
tion of Britain’s older industrial regions (COLLIS and
NOON, 1994; HiLL and MUNDAY 1994; MUNDAY
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KEEBLE D. (1997) Kleine Firmen, Innovation und R egiona-
lentwicklung in den neunziger Jahren in GroBbritannien,
Reg.  Studies 31, 281-293. Dieser Aufsatz analysiert
Abweichungen, die in den neunziger Jahren in GroBbritan-
nien bei Wachstum, Innovationsfreudigkeit und anderen
Leistungsmerkmalen durch Stichproben bei 1000 kleinen
und mittleren herstellenden und Dienstleistungsbetrieben
(SMEs) festgestellt wurden. Im theoretischen Zusammen-
hang mit Vaesser’s Kritik der Theorie regionaler GrofBziigig-
keit bei der Bereitstellung von Mitteln wird gezeigt, da
Firmen im Kerngebiet des Siidosten des Landes schneller als
die der Randgebiete wuchsen, und mehr Originalinnovation
zu melden hatten, wihrend letztere besser bei der Auflistung
kontinuierlicher Innovation und intensiver Forschung-und
Entwicklungstitigkeit abschnitten. Signifikante regionale
Unterschiede in wettbewerbsfihigen Umgebungen und Zu-
sammenarbeit bei Bemithung um Ausstrahlung wirken sich
auch auf langfristige Wettbewerbsfihigkeit aus.
Zusammenarbeit

Kleine Firmen Innovation

Wettbewerbsvorteil R egionalentwicklung

et al., 1995; STONE and PECK, 1996). While a number
of studies have investigated the role of smaller firms in
the powerful urban—rural shift of employment and
business activity (KEEBLE et al., 1992; KEEBLE, 1993;
SMALLBONE et al., 1993; NORTH and SMALLBONE,
1995; WESTHEAD, 1995), most regional analyses con-
cerned with smaller firms have either addressed the
specific issue of the formation of new firms (MASON,
1992; KEEBLE and WALKER, 1994; DANSON, 1996)
or presented local case studies or case study comparisons
of small firm development (TUROK and RICHARD-
SON, 1991; BAKER, 1993; GARNSEY and CANNON-
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BROOKES, 1993; CURRAN and BLACKBURN, 1994;
BARKHAM et al., 1996). Only a few (GALLAGHER
et al., 1993; VAESSEN and KEEBLE, 1995; KEEBLE
and BRYSON, 1996) have attempted to assess broad
patterns of regional small firm activity and the role of
such firms in regional changes in employment or
output, and none of these has been able to consider
trends during the 1990s.

This is perhaps the more surprising given the sub-
stantial growth in the number of small firms in Britain
since 1980, their major importance for national and
regional employment change, and the policy attention
devoted to them. Thus the total number of businesses
in the UK is estimated to have grown by approximately
1-3 million or 54% between 1979 and 1994, notwith-
standing the impact of two very severe recessions
(SMALL FIRMS STATISTICS UNIT, 1996): and over
99% of these are small businesses, employing less than
100 workers. Firms employing fewer than 500 workers,
the traditional European Commission definition
(STOREY, 1994, p. 16) of a small or medium sized
enterprise (SME), in fact accounted for 66% and 63%
of all UK non-government employment and turnover,
respectively, in 1994 (SMALL FIRMS STATISTICS
UNIT, 1996). These shares have undoubtedly grown
since 1980. Thus the EUROPEAN NETWORK FOR
SME RESEARCH, 1994, report estimates that SMEs
accounted for no less than 94% of total UK net
employment growth 1987-91, the largest positive com-
ponent of UK job change being the expansion of
existing SMEs (42-68 million jobs), compared with
(only) +1-:39 million created by entirely new small
businesses, and a net total change of 1-49 million.
Despite significant losses during the early 1990s reces-
sion, numbers of small firms appear to have been rising
again since 1992, fuelled by an increase in small firm
births and a fall in firm deaths (BARCLAYS BANK,
1996). Finally, post-1979 Conservative governments
have devoted much rhetoric—and some policy
reformulation — to the issue of encouraging small firm
creation and growth at both national and regional
levels (HM GOVERNMENT, 1983; DEPARTMENT OF
TRADE AND INDUSTRY, 1994), while many local and
regional agencies have attempted to foster indigenous
enterprises within their localities as one answer to high
unemployment or economic decline (CHISHOLM,
1990, chapters 8-9).

Of course, one obvious reason for the dearth of
nationwide studies of regional variations in small firm
activity, performance and growth in the 1990s is the
lack of comparable and authoritative data on which to
base such assessments. This paper begins to address this
gap by reporting and analysing some of the results of
the 1995 Cambridge University ESRC Centre for
Business Research (CBR) survey of approximately
1,000 small and medium-sized enterprises, all of which
were also surveyed in 1991." This enables accurate
charting of trends in their performance between 1990

and 1995, a period involving both severe national
recession and slow subsequent recovery. The impact of
the former on Britain’s small firm sector was traumatic,
and possibly greater than in any other western Euro-
pean economy (STANWORTH et al., 1993). It also
varied regionally, one prevailing view being that the
recession was particularly severe in its effect on South
East England, where service industries (and small firms)
were concentrated (MARTIN, 1993). Relative unem-
ployment rates in London and the South East certainly
rose very sharply to 1993 (see Fig. 1), with a continuing
and remarkable rise in the London case thereafter to
1995. In striking contrast, relative unemployment rates
in Scotland and Wales fell to below the UK level in
1993, almost certainly for the first time since the
Second World War, and have remained broadly at this
level since.

The latter trend undoubtedly reflects, in part at least,
the marked concentration of new foreign inward manu-
facturing investment in these and other assisted regions
since 1980 as a consequence of regional policy
(TAYLOR, 1993). Thus Scotland and Wales alone
accounted for 34% of all UK manufacturing FDI pro-
jects’ and 65% of UK government expenditure on
regional preferential assistance to industry, 1991-95,
compared with only 13% of all UK manufacturing
employment in 1991 (O FFICE FOR NATIONAL STAT-
ISTICS, 1996, tables 13.6 and 13.7). But an improved
unemployment position also raises the question as to
whether it might also be associated with an improved
performance by indigenous SMEs in these regions,
given the national relationship between SMEs and job
creation noted above. An improved performance by
SME:s in Britain’s peripheral regions was indeed a signi-
ficant feature of regional trends during the later 1980s,
as demonstrated both by the 1991 SBRC survey
(VAESSEN and KEEBLE, 1995) and independent
research on manufacturing small firms in Northern Ire-
land and Wearside (BARKHAM ef al., 1996, chapter 7).
However, other workers have suggested a reversal of
these peripheral region small firm trends during the
early 1990s recession, at least in the Northern England
case, STANWORTH ef al, 1993, arguing that ‘the “soft”
growth generated under the greenhouse conditions of
1986—89’ in this region was subsequently ‘particularly
exposed to the economic frosts that lay ahead’. Is such
a reversal true for Britain’s peripheral regions and for
the longer 1990-95 period as a whole?

THEORETICAL ISSUES

In addition to these empirical questions, analysis of
SME trends in the 1990s is also of interest theoretically,
in the context of recent debate over the impact of
different regional environments on small firm growth.
Orthodox regional theory, recently reinforced by
PORTER’s, 1990, localized competitive advantage
theory of national growth, stresses the comparative
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advantages for small firm creation and growth of large,
‘resource-munificent’ core regions, where easy access
to factors of production, information networks and
markets create fertile conditions for indigenous small
firms to flourish. In contrast, peripheral regions with
small markets, limited numbers of businesses and
networking opportunities, and often monolithic tradi-
tional industrial structures, are seen as hostile environ-
ments for new and small firms, deficient in resources,
entrepreneurial and workforce skills, and agglomeration
economies (O’FARRELL and HITCHENS, 1988,
pp. 1,377-79). Successful, innovative and growth-
orientated small firms are therefore concentrated in
core regions, with few if any in peripheral environ-
ments. Some workers also argue that in addition to
resource munificence, the greater openness and size of
core region economies results in fiercer competition
between small firms. This competition may result in
high death rates, but also forces survivors to become
more innovative and competitive than elsewhere, and
particularly than their counterparts in more sheltered
and smaller peripheral markets (O’FARRELL et al.,
1992). Resource munificence theory is supported by
empirical research on the geography of technological
innovation by small firms in Britain (HARRIS, 1988;
SMITH et al.,, 1993; PHELPS, 1995), including work
taking up Storper’s recent arguments about the impor-
tance of ‘untraded interdependencies’ in stimulating
SME growth within particular ‘innovative regional
milieux’ (HANSEN, 1992; STORPER, 1995; HENRY
et al., 1996).

In contrast to this traditional approach, Vaessen has
recently drawn attention to the counterfactual case of
the existence of some, if not many, successful and
innovative small firms in peripheral regions, arguing
that orthodox theory is inadequate to account for
their growth (VAESSEN, 1993; VAESSEN and WEVER,
1993). In particular, it fails to allow for active entrepren-
eurial efforts to overcome resource deficiencies. While
such firms may encounter greater environmental con-
straints as they grow than their counterparts in core
regions, these very constraints may, according to
Vaessen, in fact stimulate greater pro-active entrepren-
eurial behaviour, via manipulation, immunization and
adaptation mechanisms, which in turn renders the firm
more competitive in wider markets. Entrepreneurial
experience gained in incubator organizations outside
the region may also play a valuable role here. In short,
while fewer small firms may be successful in peripheral
environments, those that are may prove to be even
more competitive than the average small firm in core
regions which has not had to overcome environmental
and resource constraints to the same degree. Vaessen
supports this argument with detailed case study evi-
dence from the Netherlands, while survey data for
SMEs in South East and peripheral Britain during the
later 1980s which appears to be consistent with it

is presented in KEEBLE, 1994, and VAESSEN and
KEEBLE, 1995.

AIMS, DATA AND METHODOLOGY

This paper therefore presents and attempts to evaluate
original results from the 1995 CBR survey on regional
variations in SME characteristics and performance in
Britain between 1990 and 1995, in the light of the
empirical and theoretical context set out above.
Particular attention is devoted to variations in SME
innovative behaviour, because of its central role in
theoretical debates and the demonstrated empirical
importance of innovation to long term SME profit-
ability and growth (GEROSKI ef al., 1993; COsH
and HUGHES, 1996). The paper also analyses recent
regional trends in SME employment, turnover, profit-
ability and other performance-related characteristics.
Data were collected by post, telephone and fax from
a sample of 998 firms, of whom 698 firms provided
full postal questionnaire responses. The larger sample
represents 50-4% of the original 1991 survey sample of
1980 SMEs, the balance reflecting deaths, relocations
which could not be traced and surviving but non-
responding firms. The original 1991 sample of
independent firms employing less than 500 workers
was randomly-selected and stratified so as to yield an
approximately equal balance between manufacturing,
and professional and business service, SMEs, and to
give greater relative weight to medium sized rather than
very small firms (SBRC, 1992, appendix; KEEBLE
and BRYSON, 1996). Its regional distribution closely
replicated that of all VAT-registered businesses, most
of which are small enterprises. Despite sample attrition,
the 1995 postal survey sample reveals a close geograph-
ical similarity with its larger 1991 predecessor in terms
of the four broad groups of regions which are used for
analysis in this paper (Table 1). Indeed, the only and
slight differences are a small relative fall in the propor-
tion from the South East, and a corresponding slight
rise in that from the Outer Southern region. It is
tempting to interpret these slight changes in terms of
possibly higher-than-average death rates amongst South
East small firms during the early 1990s recession,
but lower-than-average death rates in Outer Southern

Table 1. The geographical distribution of SMEs in the 1991
and 1995 samples

% of sample firms

South Outer  Industrial
East Southern Heartland Periphery

1991 449 17-0 264 11-7
1995 43-6 18-4 261 11-9
Total responses

1995 (No.) 316 134 180 68

Sources: SBRC and CBR surveys, 1991 and 1995.



Small Firms, Innovation and Regional Development in Britain in the 1990s 285

regions, where SM Es in fact recorded the highest levels
of innovative behaviour of all four groups during the
late 1980s (KEEBLE and BRYSON, 1996, pp. 922-23).

As in KEEBLE and BRYSON, 1996, this study adopts
the four regional groupings listed in Table 1 for ease
of analysis. These groupings are based on a combination
of structural, locational and performance similarities,
while preserving a broad north—south division along
the Severn—Humber axis adopted by previous research
(MARTIN, 1988). The grouping also yields reasonably
sized sub-samples for comparison. In line with the
national distribution of SMEs in these sectors, South
East England accounts for 44% of the total survey
sample, with a further 18% in the three Outer Southern
standard regions (East Anglia, South West and the
East Midlands), 26% in the Industrial Heartland (West
Midlands, North West, and Yorkshire and Humber-
side), and 12% in the Periphery (Scotland, North, and
Wales). Fig. 2 plots the distribution in more detail by
individual standard region.

It should also be noted that because of its longitud-
inal nature, the sample comprises relatively mature
SME;s, the youngest being founded in 1990. The
absence of newly established small firms is likely to

Table 2. Regional variations in SME age, 1995 sample

% of sample firms

South Outer  Industrial

East Southern Heartland Periphery

Founded 1979 and

earlier 50-0 51-5 59-4 567
Founded 1980-90 50-0 485 40-6 43-3
Total responses

(No.) 310 134 175 67

Fast growth Stable / decline

+ Medium growth
Type of growth

50
25

Number of surveyed firms

Greater

kilometres 200
—

Fig. 2. Regional variations in frequencies of fast-growth,
moderate-growth, and stable or declining SMEs, by employ-
ment growth, 1990-95

Note: Fast-growth = over 35%, medium-growth =0-1-35%.

Source: CBR survey, 1995.

yield lower average recent growth rates for the sample
than were recorded for the 1991 survey, given the
well established relationship between youthfulness and
percentage growth rates (STOREY, 1994, p. 139). This
should also be borne in mind in relation to regional
performance variations, given the slightly higher pro-
portion of SMEs founded during the 1980s in the
South East sample compared with those in the Indus-
trial Heartland (Table 2). Sectoral variations by region
(Table 3), which reflect real differences in the location
of manufacturing and service enterprises in Britain,
centre on a preponderance of business and professional
service SMEs in the South East (KEEBLE et al., 1991)
but of manufacturing SMEs in the other three regions.
These sectoral differences must be taken into account
in interpreting subsequent results, which are therefore
presented separately for the two sectors wherever

possible.

SME PERFORMANCE AND GROWTH

Table 4 records four different indicators of recent SME
performance, namely employment growth, turnover
growth, profits as a proportion of turnover, and exports
as a proportion of turnover. Turnover growth and
profits are measured by medians, employment growth
and exports (for which most medians are zero) by

Table 3. Regional variations in SME sectoral structure,
1995 sample

% of sample firms

South Outer  Industrial

East Southern Heartland Periphery

Manufacturing 41-6 60-4 64-8 60-3
Business and

professional services 584 396 352 39-7
Total responses

(No.) 315 134 179 68

Note: Leading manufacturing sectors by number of sample SMEs
are mechanical engineering paper, printing and publishing,
metal goods, timber and furniture, and electrical and
electronic engineering Leading service sectors are computer
services, management and marketing consultancy, professional
and technical services, and design and market research.

Source: CBR survey, 1995.
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Table 4. Regional variations in SME performance,
1990-95

South Outer  Industrial

East Southern Heartland Periphery

Total SMEs
Employment growth

1990-95 (%) 44-0 8-8 21-6 2-4
Turnover growth

1990-95 (%) 154 195 25-0 11-3
Profits 1994-95

(% of turnover) 8-8 77 76 7-8
Exports 1994-95

(% of turnover) 159 13-1 11-8 60

Manufacturing SMEs
Employment growth

1990-95 (%) 14-5 60 182 79
Turnover growth

1990-95 (%) 130 19-8 213 88
Profits 1994-95

(% of turnover) 86 67 69 69
Exports 1994-95

(% of turnover) 19-4 132 13-6 9-8

Service SMEs
Employment growth

1990-95 (%) 64-9 132 283 —62
Turnover growth

1990-95 (%) 18:0 193 42-7 19-8
Profits 1994-95

(% of turnover) 9-0 9-1 10-0 119
Exports 1994-95

(% of turnover) 135 13-0 85 0-1
Total responses (No.) 305 132 176 65

Note: Figures are median values for turnover growth and profits,
but mean values for employment growth and exports (median
values for which are generally 0-0%).

Sources: CBR surveys, 1991 and 1995.

means. One important finding of the 1995 CBR
survey, which is not apparent from this table, is that
growth rates nationally between 1990 and 1995 for the
SMEs surveyed were much lower than those for the
same firms during the 1987-90 period, despite the
longer period involved. National median turnover
change for all SMEs in the 1990s was only 20%
compared with 60% for the same firms during 1987-
90. More strikingly still, 53% of these SMEs reported
declining or static employment in the 1990s, compared
with the 69% of the same sample which reported
employment growth, often rapid growth, in the late
1980s. These changes highlight the severe impact of
the early 1990s recession upon Britain’s small firm
sector, and the slowness of recovery from it, at least
with regard to surviving rather than new SMEs.*

The first and perhaps most striking finding from
Table 4 is of a marked regional difference in average
employment growth rates between SMEs in South
East England and Peripheral Britain, with the former
also growing faster on average than any other regional

group.” This particularly reflects exceptionally rapid
recent service SME growth in the South East (+65%),
but declining employment in peripheral service SM Es
(by —6%). Fig. 2 shows that Greater London SMEs
performed particularly well, with the highest share of
fast-growth firms, and lowest share of stable/declining
firms in the country, whereas Scotland and Wales
possess the largest shares of stable/declining SMEs.
However, Table 4 also shows that Industrial Heartland
SMEs performed better than either Outer Southern
or Peripheral firms in all three sectoral categories.
There is, therefore, no clear or simple north—south
divide, Industrial Heartland manufacturing SMEs
actually performing slightly better than their South
East counterparts. But SMEs in the Periphery have
apparently performed worst of all.

This is moreover also true for turnover growth,
although differences here are less. Peripheral manufac-
turing SMEs performed especially badly. In this case,
however, it is Industrial Heartland SMEs, not those in
the South East, which performed best in all three
sectoral categories, followed by Outer Southern firms.
Turnover growth in South East firms was in fact
relatively muted.

Regional differences in current SME profitability
are very small, although median profitability amongst
South East firms is slightly higher than elsewhere,
thanks to higher profits by manufacturing SMEs. On
this indicator, then, Peripheral SMEs are, by the mid-
1990s, performing just as well as their counterparts
elsewhere. Finally, the table reveals a marked and
statistically significant north—south gradient in export-
orientation, SMEs in the South East recording the
highest level of exports as a proportion of turnover,
Peripheral firms the lowest. This is true for total,
manufacturing and service SMEs, separately. These
findings are exactly in line with previous studies of
regional variations in small firm exporting behaviour
(O’FARRELL et al., 1992), and probably reflect the
greater international openness and connections of the
South East’s economy, together perhaps with higher
quality and competitive products, as argued by these
workers.

In general, then, these findings, unlike those of the
later 1980s, appear to provide some support for ortho-
dox regional theory in terms of the somewhat more
dynamic employment growth and greater export com-
petitiveness exhibited by South East as compared with
Peripheral region small firms, at least in terms of those
which have survived since 1991. Empirically, peripheral
firm employment appears to have been more severely
affected by recessionary impacts than is the case with
South East — or Industrial Heartland — SMEs, or has
failed to benefit as much from subsequent recovery
especially in professional and business services where
recent national demand growth has been rapid (TETT,
1994). The latter appears to have generated rapid
growth in smaller firms in these sectors in London and
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the South East. That said, however, it is also true
that regional differences in profitability and, perhaps,
turnover growth are very small, suggesting that north-
ern environments, including those of Scotland, Wales
and Northern England, cannot really be viewed as
intrinsically ‘hostile’ environments for the growth of
mature SMEs. This view is reinforced by examination
of SME innovativeness and technological intensity, to
which discussion now turns.

INNOVATION RATES AND
TECHNOLOGICAL INTENSITY

Table 5 charts responses to a detailed survey question
on whether or not the firm had introduced innovations
in products (goods or services) or processes during the
previous three years.® As noted earlier, past research
has identified a marked tendency for technologically-
innovative SMEs, and technological innovation gener-
ally, to be particularly concentrated in South East and
Outer Southern England, relative to northern and
especially Peripheral Britain. However, when innova-
tion is reported by SMEs themselves, and defined more
widely in terms of service as well as manufacturing
innovations, and process as well as product innovations,
as here, this pattern is much less evident. The frequency
of product innovations is indeed lowest among Peri-
pheral SMEs, in aggregate and for both manufacturing
and services separately. The three lowest scoring indi-
vidual regions (Fig. 3) are the North, North West and
Scotland. But broader regional differences are in fact
generally small and not statistically significant. Indeed,
Wales, a classic Peripheral region, records the third
highest product innovation rate of the 11 regions
(Fig. 3), while for both total and manufacturing SMEs,
the South East’s product innovation rate is lower than
those for the Outer Southern and Industrial Heartland.
There is admittedly a weak north—south gradient for

Table 5. Regional variations in SME innovation rates,

1992-95 (% firms)

South Outer  Industrial

East Southern Heartland Periphery

Total SMEs

Product innovations 52-7 539 535 483
Process innovations 43-3 399 50-8 441
Total responses (No.) 425 178 256 118

Manufacturing SMEs

Product innovations 55-7 583 58-9 53-1
Process innovations 42-0 407 52-1 453
Total responses (No.) 176 108 163 64
Service SM Es

Product innovations 50-6 471 44-1 42-6
Process innovations 44-2 386 484 426
Total responses (No.) 249 70 93 54

Source: CBR survey, 1995.

Innovating Non-innovating

* Type of growth

Number of surveyed firms

Greater
London

\j\\/};/v_,&’ 4]

kilometres 200
S

Fig. 3. Regional variations in frequencies of SM Es introduc-
ing product innovations, 1992-95

product innovation in business and professional ser-
vices, which is in line with traditional expectations.
But the only statistically significant difference in Table
5 is for process innovations, between the Industrial
Heartland (highest) and Outer Southern (lowest).” This
difference is moreover clearly evident for both manu-
facturing and business service SMEs considered sepa-
rately. But it is of course the opposite of what might
perhaps be expected on the crude assumption of greater
innovative behaviour by SMEs in southern, as opposed
to northern, regional environments. The Industrial
Heartland’s leadership in frequency of SME process
innovation in both manufacturing and services is par-
ticularly noteworthy, but not easily explicable in terms
of existing theory or empirical studies.

Even more interesting insights are provided by Table
6. This reports the incidence of original and continuing
product innovation by SMEs in the four regional
groups. Original innovation is defined in terms of the
introduction by firms of product innovations which are
new, not just to the firm but to the whole industry in
which the firm operates. Continuing innovation is
defined as occurring when the same firm reported the
introduction of a product innovation in both the 1991
survey (relating to the five years 1986-91) and 1995
survey (relating to the three years 1992-95). It may be
argued that firms engaged in original or continuing
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Table 6. Regional variations in SME original and continuing
product innovation rates (% firms)

South Outer  Industrial

East Southern Heartland Periphery

Firms introducing produd innovations not already in use in own industry,
1992-95

Total SMEs 23-0 19-2 216 164
Manufacturing SMEs 29-6 17-9 245 17-5
Service SMEs 18-8 20-8 169 14-8
Total responses (No.) 291 120 167 67

Firms introducing produd innovations in both 1986—91 and 1992-95

periods

Total SMEs 37-8 45-4 50-9 437
Manufacturing SMEs 40-1 44-3 539 469
Service SMEs 360 477 45-0 395
Total responses (No.) 320 132 177 87

Note: Differences in continuing product innovation frequencies
between SE and IH groups for total and manufacturing
SMEs are significant at 0-01 and 0-05 levels, respectively,
using the chi square test.

Sources: SBRC and CBR surveys, 1991 and 1995.

product innovation are of particular importance for
regional economic development, with a greater poten-
tial for growth than other less innovatory firms. On
the basis of traditional regional theory, such firms might
be expected to be more common in South East England
than in Peripheral Britain. To what extent is this
expectation born out by the evidence?

Table 6 shows that the pattern of variation in original
innovation frequencies does indeed fit traditional theo-
retical expectations, in that South East firms record the
highest rates of original innovation for both total and
manufacturing SMEs, and the second highest after the
Outer Southern group for services, whereas Peripheral
firms record the lowest rates in all three cases. This
does seem to support the argument that core regions
provide a more fertile and stimulating environment for
original innovative activity by SMEs than do smaller
Peripheral regions traditionally dominated by older,
more monolithic and declining industries. That said,
however, it is also true that the regional differences
recorded in Table 6 are not large enough to be statistic-
ally significant, while SMEs in northern Industrial
Heartland regions do exhibit original innovation fre-
quencies not far short of those in the South East. And
the table also, of course, shows that Britain’s Peripheral
regions do contain some SMEs capable of developing
original innovations, as noted by VAESSEN, 1993, in
his work on the Netherlands.

Continuing product innovation frequencies (Table
6) moreover present a different picture, in that here it
is South East SMEs which record the lowest, and
northern — Industrial Heartland — firms which record
the highest frequencies. Firms with a record of sus-
tained innovation over the whole 1986-95 period are
in fact significantly more frequent in the North West,
West Midlands, and Yorkshire and Humberside than in

South East England, in both the total and manufactur-
ing cases. In services, it is Outer Southern SMEs in
East Anglia, the South West and East Midlands which
exhibit the highest rate of continuing product innova-
tion, as they also do of original product innovation.
And in all three cases, Peripheral region firms have a
higher frequency of continuing innovation than do
South East firms, although the difference is not statistic-
ally significant. Clearly, these results do not support
traditional theoretical expectations, although they are
fully consistent, for example, with the above-average
recent employment and turnover growth in Industrial
Heartland SMEs reported earlier, given the inevitable
time-lag between innovation and SME growth docu-
mented in previous studies (TETHER, 1995). Again,
the reasons for an apparently significantly better record
of continuing innovation amongst Industrial Heartland
than amongst South East SMEs are not obvious, and
warrant further research. But these results do indicate
levels of sustained innovative activity by smaller firms
in northern Britain which provide some support for
Vaessen’s criticisms of traditional theory noted earlier.

Innovation as defined above is of course a broader
concept than purely technological innovation, the focus
of most previous studies of the geography of innovation
by small firms in Britain (HARRIS, 1988; SMITH
et al., 1993; HARRIS and TRAINOR, 1995; TETHER,
1995). This is evident, for example, from Table 7,
which shows that while technology-intensive SMEs,
defined using BUTCHART’s, 1987, definition of high-
technology activities, are very significantly more innov-
ative than less-technologically-intensive SM Es, the lat-
ter in fact accounted for four-fifths of all innovating
firms in the 1995 survey. To the degree that technolo-
gical innovation is the product of organized and sus-
tained research and development (R&D) activity,
however, Table 8 may throw some light on regional
variations in SME potential for technological innova-
tion, via two separate R&D input measures. It must
be stressed that there are many problems in measuring
R&D activity by small firms, since such firms may

Table 7. SME innovative activity and technological intensity

Technology-intensive

SMEs Other SMEs
No. % No. %
Firms reporting
product innovations
1992-95 101 777 413 48-8
Firms reporting no
product innovations
1992-95 29 22-3 434 512

Note: Differences statistically significant at the 0-0001 level using
the chi square test. Technology-intensive sectors as defined
by BUTCHART, 1987.

Source: CBR survey, 1995.
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Table 8. Regional variations in SME technological intensity

South Outer  Industrial

East Southern Heartland Periphery

% of firms carrying out R&D on a continuous basis

Total SMEs 37-1 34-4 32-5 36-1
Manufacturing SMEs 39-8 315 339 405
Service SMEs 34-7 38-8 305 339
Total responses (No.) 294 122 169 61
R&D staff as % of total workforce (medians)

Total SMEs 1-67 2-80 2-08 4-08
Manufacturing SMEs 2-11 3-00 240 417
Service SMEs 0-58 2-11 0-00 3-55
Total responses (No.) 379 159 237 106

Source: CBR survey, 1995.

well not have separate R&D units or even full-time
dedicated personnel. Table 8 none the less records the
proportion of firms reporting that they carry out R&D
(‘basic research, applied research and experimental
development’) ‘on a continuous (as opposed to an
occasional) basis’, and the median proportion of staff
(full or part-time) engaged on such R&D activity
within the total workforce.

The main finding on the incidence of continuous
R &D is that regional variations are very small and not
statistically significant. In particular, there is virtually
no difference between South East and Peripheral firms,
in aggregate, manufacturing or services, in the propor-
tion of firms claiming to be engaged in sustained
research and development activity. Indeed, the Peri-
pheral group actually record the highest frequency of
all regional groups for continuous R &D by manufac-
turing firms. Technological intensity as measured by
the median R&D workforce measure does appear
to vary more inter-regionally, although with a high
proportion of zeros, differences are not statistically
significant. None the less, the interesting feature here
is that in all three cases (rows), it is Peripheral SMEs
which record the highest R&D workforce values, but
South East firms which record the lowest (with the
exception of services, where they are second lowest).
These findings thus echo those of the earlier 1991
survey (KEEBLE and BRYSON, 1996, p. 924) in sug-
gesting that traditional views of a simple north—south
divide in SME technological intensity and R&D ori-
entation are misplaced, with similar proportions of the
admittedly much smaller total population of SMEs in
Peripheral Britain displaying levels of technological
intensity equal to or greater than their counterparts in
the South East.” Again, this empirical evidence is in
line with VAESSEN’s, 1993, argument that firms in
peripheral regions may actively try to compensate for
and overcome environmental handicaps by pro-active
engagement in research and development to an even
greater degree than their counterparts in core regions.

COMPETITION, COMPETITIVENESS
AND COLLABORATION

A final set of SME characteristics investigated by the
1995 CBR survey which may help towards understand-
ing regional variations in SME performance and innov-
ativeness concerns levels of competition experienced
by SMEs, the nature of their competitive advantages,
and the degree of their collaborative activity with other
organizations.

As noted earlier, some workers have argued that core
region SMEs face a much more competitive regional
environment than their counterparts in smaller and
possibly more sheltered peripheral regions. For business
and professional services at least, this view is strikingly
supported by Table 9, which shows that South East
service firms report an average number of ‘serious’
competitors which is 10 times larger than that reported
by service firms in both Peripheral Britain and the
Outer South East. Given that the South East sample
contains a majority of service firms, this also carries
through to the total SME values. This result thus
supports the contention that in services at least, small
firms in core regions such as South East England are
confronted by much more intense competition than is
the case elsewhere. In the view of O’FARRELL
et al.,1992, this forces surviving small firms to achieve
higher quality and competitiveness, thereby enhancing
their performance and success. The results reported
earlier on regional performance differences, especially
for service SMEs, are in line with this argument. That
said, however, Table 9 also shows that in manufacturing,
there are no differences whatever in the intensity of
the competitive environment reported by SMEs in the
South East and Peripheral Britain. Differences here
between the four groups generally are also not statistic-
ally significant. The O’Farrell thesis is therefore not
supported in the manufacturing case.

Table 10 provides further information on the com-
petitive environment in which small firms operate, by
recording their ratings, on a scale from 1 (insignificant)
to 5 (crucial), of the importance to them of different
potential competitive advantages. As noted in KEEBLE
and BRYSON, 1996, p. 921, the most highly rated

Table 9. Regional variations in intensity of SME competitive
environments

South Outer  Industrial
East Southern Heartland Periphery

Mean number of serious competitors

Total SMEs 94-4 17-2 20-8 269
Manufacturing SMEs 338 19-8 160 367
Service SMEs 1361 130 29-7 11-9
Total responses (No.) 288 123 170 60

Note: Differences between SE and OS sample values for total and
service SMEs are statistically significant at 0-10 and 0-:05
levels, respectively, using the Mann-Whitney U test.

Source: CBR survey, 1995.
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Table 10. Regional variations in SME assessment of com-
petitive advantages (regional mean score)

South Outer  Industrial

East Southern Heartland Periphery

Personal attention and
responsiveness to

client needs 4-41 4-44 4-47 4-42
Established reputation 4-14 421 419 4-28
Product quality 4-06 4-16 422 415
Speed of service 3-85 3-99 4-09 417
Specialized expertise

or product 4-05 3-80 3-88 3-76
Range of expertise or

products 3-63 3-54 3-54 3-55
Price 3-29 331 3-52 353
Flair and creativity 3-44 329 3:30 325
Product design 3-20 3-33 331 2:76
Marketing and

promotion skills 3-15 3-06 3-14 279
Cost advantages 291 2-94 325 3-00
Total responses (No.) 306 132 178 65

Note: Differences between regional groups are statistically significant
for speed of service and cost (0-05 level), and for specialized
expertise, price and product design (0-10 level), using the
between-group F test.

Source: CBR survey, 1995.

SME competitive advantages, with their clear stress on
quality, customization, speed of service and specializa-
tion, are precisely those suggested by theoretical argu-
ments over the growth of flexible specialization and
customized market demand as the key to understanding
contemporary small business development in advanced
economies such as the UK (SABEL, 1989; KEEBLE,
1990). While responses for the top three competitive
advantages are not regionally differentiated, there are
significant regional variations in the ratings for the
importance of ‘speed of service’; ‘specialized expertise
or product’; ‘price’; ‘product design’ and ‘cost advan-
tages’. Interestingly, moreover, it is Peripheral and
South East SMEs which record the extreme (highest
or lowest) ratings for most of these five competitive
attributes, with Peripheral firms rating price and speed
of service highest, but specialized expertise and product
design lowest, and South East firms rating specialized
expertise highest, but speed, price and cost lowest.
These differences partly reflect the sectoral differences
between regional samples, with the Peripheral stress on
the importance of price advantages being confined to
service firms, for example. But there are also some
consistencies across the two sectors, notably with regard
to speed of service (rated highly by all Peripheral firms,
but low by all South East firms), and product design
and specialized expertise (both rated low by all Peri-
pheral firms but high by all South East firms). This
suggests that there may be systematic differences in the
regional competitive environment confronting SMEs
in these two regional groups, business success in the
more open and competitive South East being more

dependent on specialization, niche marketing and
attention to product design, whereas Peripheral firms
try to compete by the more traditional small firm
method of offering a rapid service and, in the service
sector, on lower price and cost advantages.

One of the most intriguing aspects of the evolution
of the small firm sector in advanced economies such as
Britain in recent years is the way in which increasing
competition has been accompanied by increasing inter-
firm collaboration and networking. The latter is very
important for smaller firms in business services
(BRYSON et al., 1993), but also in manufacturing, as
Table 11 shows. Collaboration with other firms and
organizations enables greater flexibility and access to a
wider range of specialist expertise in meeting customer
needs, as well as a sharing of risk and cost. Regionally,
however, the most interesting finding from Table 11 is
that there is once again a clear and significant difference
in this respect between SMEs in the South East and
the Periphery, especially in services. Over twice as
many South East service firms report collaborative
arrangements as do their counterparts in Peripheral
regions, while Peripheral manufacturing firms also
record a lower level of collaborative activity than other
regional groups. This clear finding almost certainly
reflects lower levels of specialization by Peripheral
firms (Table 10) as well, perhaps, as more restricted
opportunities for collaboration within smaller regional
economies. Again, then, South East firms are revealed
to be more open to external influences, whether of
competition or through collaboration, than their coun-
terparts in Peripheral regions, a characteristic which
may well be important for long term competitive
performance.

SUMMARY AND CONCLUSIONS

The preceding analysis, the first to analyse in reasonable
depth interregional trends in SME performance and
innovation in Britain during the 1990s, suggests that
there has indeed been a reversal in regional SME
performance during the 1990s compared with the later
1980s. While SME growth rates generally have been

Table 11. Regional variations in SME collaborative activity

South Outer  Industrial

East Southern Heartland Periphery

% firms with _formal or informal collaborative or partnership arrangements
with other organizations in last three years

Total SMEs 421 379 40-8 235
Manufacturing SMEs 32-8 36-1 40-2 24-4
Service SMEs 481 389 41-8 222
Total responses (No.) 311 126 174 68

Note: Difference between South East and Periphery frequencies for
total and service SMEs are statistically significant at 0-01 and
0-02 levels, respectively, using the chi square test.

Source: CBR survey, 1995.
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far lower than in the 1980s, SME employment and
turnover have grown faster in the South East and
especially London than in Scotland, Wales and North-
ern England, the group of regions in which SME
employment and turnover grew fastest in the late 1980s.
Profitability is highest in the South East, while South
East SMEs are also far more export-orientated than
Peripheral SMEs. Smaller firms in the Peripheral
regions thus appear to have been more severely affected
by the recession, and/or have failed to benefit from
subsequent recovery especially in demand for business
services, than their South Eastern counterparts. These
findings are in line with traditional theoretical expecta-
tions rooted in resource-munificence and regional
competitiveness theory.

This said, the survey results also suggest that northern
regions cannot be crudely categorized as ‘hostile envir-
onments’ for successful SME growth, both because of
a good 1990s employment, turnover and innovation
performance by Industrial Heartland SMEs, and
because Peripheral firms do exhibit recent innovation
rates and levels of technological intensity which are not
significantly poorer —and are sometimes better — than
those for South East firms. South East SMEs do have
higher original product innovation rates, suggesting
that parts of this region, at least, constitute ‘innovative
regional milieux’ (HANSEN, 1992; HENRY et al., 1996),
but Peripheral SMEs in fact have a better record in
continuing innovativeness. And if anything, the latter
exhibit higher levels of technological intensity, as mea-
sured by R&D input measures. These findings are in
line with VAESSEN’s, 1993, argument that small firms
in peripheral regions may actively try to overcome
environmental constraints by conscious strategies, per-
haps involving greater R&D effort and continuing
innovation. It is also possible that such firms may
have benefited more from government regional policy
initiatives and technology transfer schemes, via agencies
such as Scottish Enterprise and the Welsh Development
Agency:.

Finally, the survey results indicate that South East
service — but not manufacturing — SMEs operate in a
much more competitive and open regional environ-
ment than their counterparts in Peripheral Britain, and
that they are much more likely to be engaged in
collaborative partnerships and networks with other
firms and organizations. South East firms also rate
more highly competitive advantages associated with
specialized expertise and product design, whereas Peri-
pheral firms stress different competitive advantages such
as speed of service, low price and costs. These findings
lend support to the view that smaller firms in these
different regions are strongly influenced by historic
and structural differences in their regional competitive
environments, and that in services if not in manufactur-
ing, it is South East SMEs which more frequently

exhibit progressive behavioural characteristics likely to
sustain long term competitive performance.
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NOTES

1. By the former Small Business Research Centre of Cam-
bridge University, now subsumed within the ESRC
Centre for Business Research. The results of the 1991
survey were published in summary form in 1992 (SMALL
BuUsINEsS RESEARCH CENTRE (SBR C), 1992), as also
have been those of the 1995 survey (CosH and
HuGHEs, 1996).

2. Although of course rising in absolute terms because of
the national recession.

3. And an even higher proportion of recent large projects,
such as those by Shin Etsu Handotai ( Japan) and Chungwa
(Taiwan) in Scotland, and by QPL (Hong Kong) and LG
(Korea) in Wales, all since 1995. The /1:66 billion
1996 LG electronics and semiconductor project will be
Europe’s largest-ever inward investment, with an employ-
ment potential of 6,100 jobs.

4. They may also reflect to some degree the increased
age and maturity of the SMEs concerned, given the
relationship between youthfulness and percentage growth
rates noted earlier. But the mean annual differences are
so great that the recession explanation is almost certainly
much the more important.

5. Perhaps because of the large number of zero or negative
values, however, results of between-group F tests on Table
4 are not statistically significant at the 0-5 level, with the
important exception of the export indicator. There is
however a significant difference at the 0-1 level between
South East and Peripheral groups and the 0:02 level
between Greater London and Peripheral groups in the
frequency of fast, moderate or stable/declining growth
firms using the chi square test, and in median turnover
growth at the 0:05 level between Industrial Heartland
and Peripheral SMEs, using the Mann-Whitney U test.
Subsequent reference to statistical tests in this paper refer
either to F tests or to non-parametric Mann-Whitney U
or chi square tests.

6. Firms were given a lengthy written definition of what
constitutes product and process innovation, based on the
latest European Commission (Oslo Manual) definition,
and excluding cosmetic and limited product differenti-
ation changes.

7. Significant at the 0-05 level using the chi square test.

8. KEEBLE, 1994, shows that there were actually more
winners, in absolute let alone relative terms, of DTI
SMART awards (Small Firms Merit Awards for Research
and Technology) from Scotland, Wales, Northern England
and Northern Ireland between 1990 and 1992 than there
were from South East England despite the latter’s far
larger small firm population.
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