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Purpose of Report 

This report seeks to inform members of the findings of an evaluation of the West of Scotland Loans Fund camed 
out by Segal Quince Wicksteed on behalf of the Scottish Office. 0 
Introduction 

The West of Scotland Loans Fund Ltd was launched following local government re-organisation in 1996 and 
provides the loan finance services previously provided by Strathclyde Business Development. The Fund 
comprises the 12 unitary local authorities in the West of Scotland. The fund provides loan finance to small to 
medium size businesses, either start up or existing, which have good commercial proposals and require gap 
funding. 

Most firms within North Lanarkshire are eligible apart from retail companies. Funds can be used for the 
purchase of plant and equipment and for working capital, but not for the purchase of premises or private cars. 
Interest rates are fixed at 2% over base rate, fixed for the period of the loan and can be repaid over a period of up 
to 7 years, although 3 years is the average repayment period. Loans under &15,000 require no legal security. 

Evaluation 

The evaluation reviewed the programme’s during the period April 1996 to December 1998 over the West of 
Scotland area. Of the questionnaires that were responded to, 35% were from Lanarkshire - the highest level of 

0 
response. 

The questionnaire covered the main questions relating to economic development: industry sector, number of 
employees, turnover of businesses, other sources of finance, purpose of loan finance, benefits and economic 
impact. 

The majority of businesses assisted were manufacturing. Other sectors assisted included distribution, energy, 
transport and communication, and construction related. Over 60% of businesses employed 10 or less and more 
than a quarter between 1 1 and 30. 

The businesses questioned highlighted the following benefits from the fund: new sales, better customer service, 
improved strategy and business management, improved quality of existing product, developed new product, 
introduction of new information technology, enhanced skills and knowledge and the development of new 
processes. 

The economic impact of the WOSLF was analysed. The average increase in turnover in each firm was 29% and 
other effects of assistance included reduction in costs, increases in employment levels and increased profitability. 
To measure additionality the question posed was ‘what would have happened if your application for funding had 

not been accepted’. The response in over 50% of cases was that it would not have gone ahead. Of the remainder 
less than 10% would have gone ahead as it is and the rest would have gone ahead on a smaller scale or later. A 
major factor of this finance was that without it many businesses would not have been able to raise the finance 
from any other source. 
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4.1 The results of the evaluation was extremely positive, it showed high additionality , relatively low displacement and 
good results in terms of cost per job. The good response to the questionnaire seemed to reflect the value businesses 
place on the fund. The funds loaned through the WOSLF were deemed to be more significant interventions than 
other initiatives in the public sector. 

4.2 The evaluation highlighted that a high proportion of the fund was devoted to the provision of working capital but a 
low presence of funding for new technology. It recommended that funding could be more directed towards more 
innovative and higher risk projects. 

A copy of the evaluation report is attached (appendix A). 4.3 

5 Recommendation 

5.1 It is recommended that the Committee: 

a) note the content of the report 

irector of Planning & Development 16 February 1999 

For further information please contact Ellen Byen, Senior Economic Development Officer 
Telephone : 01236 616275 
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Appendix A: report on evaluation of the West of 
Scotland Loan Fund 

Objective of the Fund 

1.1 The principal objective of the West of Scotland Loan Fund (WOSLF) is to provide loan 

finance (bekeen f30,OOO and i50,OOO) to SMES, either start up or existing, which have good 

, commercial. proposals but .have difficulty raising finance from conventional private sector 

sources. The proposal for funding must demonstrate a funding gap. The find was set up 

, following local government reorganisation in March 1996 when the former Strathclyde 

Business Loan Scheme, operated by the former Strathclyde Regional Council, was 

transferred, with the agreement of the new local authorities, to form WOSLF. 

Most firms within the area covered by the former Regional Council are eligible apart from 

retail. Funds can be used for the purchase of plant and equipment and for working capital, but 

not for the purchase of premises or private cars. Interest rates are fixed at 2% over base rate, 

fixed for the period of the loan. The maximum repayment period is 7 years, though there can 

be holidays of up to two years on capital repayments. Loans under f 15,000 require no legal 

security. Approximately 100 loans are advanced per annum at an approximate average value 

ofjust over 220,000. 

, . .  . .  ' 

. . . .  , .  . .  . .  

0 
1.2 

Survey method o I og y 

1.3 A postal survey of WOSLF clients was undertaken in November 1998. Questionnaires were 

sent to nearly I90 businesses which had benefited from loans over the last two years. It was a 

short questionnaire, but sufficient to cover the main questions relating to economic 

development. A 41% return was achieved, very good for a postal survey. We are uncertain 

why the return was so good. It may be that the clients of the fund were particularly keen to 

respond or that the fact that the questionnaire went out on Scottish Office paper. 

Characteristics of the businesses which responded 

1.4 The majority of businesses which responded to the questionnaire (55%) were in 

manufacturing (Table AI). Almost all were independents. Three-quarters had fewer than 10 

employees when they received the loan (Table A2) and two thirds had turnover below f.0.5m 

(Table A3). The picture is therefore very much one of a small business clientele with a 

disproportionate orientation towards manufacturing which possibly reflects the size of the 

loans and the size of the projects. Thirty five percent' of businesses which responded were 

from Lanarkshire; 25% from Ayrshire and 22% from Glasgow. 
1 
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Table A I  : industry sector of assisted businesses 

Agriculture and fishing 

Energy and water 

Manufacturing 

Construction 

Distribution, retail ,tourism 

Transport and cornrnunic$ion 

Finance and business services 

Education and health . .  

Other 

3.8 

3.8 

60.3 

2.6 

12.8 

. . 1 . 3 .  . 
7.7 

. .  . 3.8 

3.8 

Table A2: full time employees in assisted businesses 

€ % 

0-1 0 

11-30 

31-50 

50+ 

63.6 

27.3 

4.5 

4.5 

Total 100.0 

Table A3: turnover of assisted businesses 

% 

O-f  100,000 

f 100,001-f500,000 

f500,OOl- €l,OOO,OOO 

f 1,000,001-€2,500,000 

f2,500,001+ 

33.3 

33.3 

15.0 

11.7 

6.7 

Total 100.0 

The projects undertaken 
. .  

1.5 The average size of loan was 215,700 (21.22m overall had been borrowed by the businesses 

which responded). Most loans (nearly 80%) had been taken out over three to five years. The 

average project size was S120,000, though when the largest project is excluded (five times 

larger than the next largest) the average project size falls to just under €90,000. 

The loans were invariably associated with some other form of finance (in fewer than 10% of 

cases, was the loan freestanding with no other contribution to the project). Most frequently, 

1.6 

.. 
11 
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. .  

the other source was a bank but other public sector contributors were almost as frequent 

(Table A4). The most common other public sector sources were LECs and Regional 

Selective Assistance. In 55% of cases, internally generated capital was used and venture 

capital was used in just over 10% of cases. Other public sector organisations and banks 

tended to provide larger amounts of assistance than WOSLF (Table A5). 

Table A4: Sources of finance in addition to WOSLF 

. .  .. * % .  . . .  . .  . .  . 

Bank 56.3 
. .  . . .  ’ . .  . , . ’ . .  ..1.1.3 . Venture.capita1. . . . . .  

’ Internally generated 54.9 

Other public sector 50.7 

Other 25.3 

No other finance 12.7 

Total 100.0 

Table A5: Levels of assistance from other sources 

Bank Other public WOSLF Internal 
% % % YO 

u p  to f 19,999 33 47 55 62 
f20,000 - f39,999 20 36 21 21 
f40,000 + 47 17 2 17 

Total 100 100 100 100 

1.7 The predominance of the public sector in this area of finance is demonstrated by these figures. 

Bank lending is also certainly present, but clearly outweighed by the combined contribution 

of WOSLF and other public sector sources. It is not possible to tell how far the public sector 

might have ‘crowded out’ private finance from this area of activity, but the analysis of 

additionality later on suggests that the banks would not have been prepared to step in to 

provide the funds secwed from WOSLF. How far this reflects genuine . .  market failure or how 

far a misapprehension on the part of the respondents, it is not possible to tell. 

0 

1.8 Projects funded fiequently had more than one purpose. The single most important was to 

provide working capital. While this is clearly a legitimate function of the Fund, the sponsors 

might be concerned that so much of the funds loaned are not used for investment. It suggests 

that the funds have been used to help firms survive; indeed, a later finding that many found 

the resources ‘vital’ might tend to confirm this. Over .40% of loans were, however, used to 

fund plant and machinery but less than 20% was used to fund IT equipment and only 5% 

2 . .  

111 
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... 

ri-ade developiitent (Table A6). Over 10% was used for premises, including a few for the 

building of premises which in theory is excluded from WOSLF objectives. 

Table A6: purpose that the loan was sought for 

% 

Working capital 65.8 

Plant and machinery 40.8 

18.4 IT equipment 

Marketing and advertising 18.4 
. .  . .  .. 

Premises, various 

Staff training 
, .. . . . .  . .  

11 

7.9 

Trade development 5.3 

Other 9.2 

Total 100.0 

1.9 The objectives of the projects were slightly different from the main purpose of why the loan 
0 

was sought. The most common objective, in just under one half of cases, was to increase 

sales. Producing a product more efficiently and (23%) and developing a new product (18%) 

were the next more frequently mentioned. There was significant support for new start 

businesses (15%) and management buyouts (1 ~ Y o ) .  In no case did ‘helping the business to 

survive’ appear as an objective, so it may be that the frequency of working capital as the main 

use of the funds had a more positive interpretation. 

Benefits 

1.10 We set out next the areas where businesses feel that the project supported by WOSLF has 

benefited the business, and how. The diagram below shows the number of businesses which 

said that the projects had had a ‘major positive effect’ on the businesses performance in a 

variety of areas. The main points are as follows (Fig Al) .  It is highly encouraging to see: 

rn 

rn 

over half of businesses reporting new sales or enquiries from within Scotland and 

over 40% reporting new sales or enquiries from outside Scotland 

rn improved strategy and business management in 45% of cases 

m better customer services in 45% of cases 

m 
’ improved quality of existing product in 39% of cases 

rn new product developed in 38% of cases. 

1.1 1 Less encouraging is the use of the funds to introduce new technology (16% of cases). 

iv 
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1.12 

1.13 

Figure A I :  Participants reporting a major effect from the 
supported project 

New sales or enquiries from w thin Scotland 

Better customr service 

Improved strategy and business mnagemnt 

New sales or enquiries from outside Scotland 

lrrproved qualrty of existmg product 

Developed new product 

New information technology introduced 

Enhanced skills and know ledge 

Developed new process 

Other new technology introduced 

A better understanding of customr needs 

Staff turnover reduced 

. . .  

0% 10% 20% 30% 40% 50% 60% 

.We comment in the next section on the effect on the improvements in the businesses’ 

performance on the economy, but it is worth noting at this stage that over 60% of businesses 

reported that the projects funded had had a major positive effect on turnover over 45% the 

same positive effect on employment (Figure M).  There were slightly lower positive effects 

on profitability and cost reduction. This is a highly positive picture overall with few negative 

or neutral effects reported. Over one half of businesses achieved positive changes in turnover 

/ employment of over 10% through the projects assisted. 
0 

Economic impact 

The improvement in turnover in assisted businesses is the starting point for the analysis of 

economic impact of WOSLF. Over the firms surveyed as a whole, the total increasing 

turnover was €5.4m, an average increase of 29% in each firm. This figure represents gross 

economic impact. It needs to be discounted for non-additionality, displacement, and 

augmented by multiplier effects. 

V 
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1 

. .  

. .i . .  .. 

Figure A2: Participants reporting majorlminor effects on 
p e rfo r m a n ce 

0% 20% 40% 60% 80% 100% 

Turnover 

-I I 

. Costs 

Errploymnt 

1 Major H Minor 1 

. .  

. .  

A dditionality 

1.14 This is an extremely important factor since it measures the extent to which the public sector 

has supported activity which would have happened in any event. In the case of the fund, it 

means establishing, .from the assisted businesses what would have happened to the project had 

funds from WOSLF not been available. It is an expression of market failure, to the extent that 

the fm would not have been able to secure the resources from a normal private sector 

resource, such as the banks. The banks’ failure to support investment by small businesses is 

often quoted but rarely proven. Nonetheless, it is worth mentioning that research on finance 

for small businesses undertaken for the Eastern and Western Scotland Programmes seemed to 

demonstrate a gap in equity funding and also that the role of the banks in funding SMEs is 

included in the terms of reference set by the Government for the Cruickshank Inquiry into the 

banking system set up in January 1999. 

The response of businesses to the question ‘what would have happened if your application for 

funding had not been accepted’ demonstrated that only in a very small number of cases (less 

than 10%) would the project have gone ahead just as it has. In nearly 50% of cases, it would 

not have gone ahead at all. In the rest, it would have gone ahead, but later or smaller (Table 

. . .  . 

1.15 

A7). Fifty five per cent of businesses believed that they just would not have been able to raise 

the finance at all from any other source. Overall, these figures suggest additionality of 57%, 

that is, 57% of the gross benefits can actually be put down to the support from WOSLF; 

vi 
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1.16 

conversely, 43% would have happened anyway (for example, project which would have 

happened but later). In our opinion, this is very good performance. 

Table A7: Additionality 

If your application had not been accepted ..... 
The project would have gone ahead using our own 
resources 

It would have gone ahead but on a smaller scale or at 
lgwer quality 

It would have been undertaken, but at a later date 

the project 

We would not have been able to undertake the 
project at all 

% 

6.6 

15.8 

. . .  
10.5 

21 .I We would have been less likely to have undertaken 

46.1 

Displacement 

Displacement is the negative effect that the increased performance of an assisted business 

might have on non-assisted businesses, either locally or in Scotland. We found displacement 

to be 24% at the local level, and 54% at the national level. This reflects the fact that a large 

proportion of assisted businesses are in manufacturing and are more likely to have 

competitors elsewhere in Scotland than in their local area. We would say, again, that these 

figures are well within acceptable limits. 

Multipliers 

1.17 We established the supplier multiplier using original data drawn from the survey returns. It 

has a value of 1.1 which is in fact a standard value. The income multiplier, also 1.1, was 

taken from standard Scottish Enterprise values. 0 
Net impact 

1.18 Applying non-additionality, displacement and multipliers to the figure for gross turnover 

generated by the intervention of WOSLF reduces it from f5.4m to f4.7m. Using the figures 

which businesses gave us for their current employment, we calculate a ratio of turnover to 

employment of around f55,OOO. This means that in the firms which responded to the survey, 

85 net jobs were created through WOSLF. 

1.19 The costs of WOSLF are likely to consist of: 

vii 



m ad~ninistration - we have assumed this to be &20,000 pa and thus &50,000 over five 

years, the likely life of the loans; the businesses in the survey are likely to incur 

€40,000 of this 

m the cost of the loan subsidy: we have assumed this to be at 3% below market rates. 

The net present value of this subsidy to the businesses in the sample is likely to have 

a value of €150,000 (at the Treasury discount rate of 8%) 

write ofs - at 2% pa over five years (the fund mangers estimate that the hnd will lose 

2% per annum is. value through defaults . .  etc.) .€120,000 of the loans to the sample , 

businesses may have to be written off. 

m 

, . .  

1.20 This gives a total cost of the fund to the sample businesses as &310,000. With 85 net jobs 

created, the cost per net job is f3,650. This is a very cost-effective use of public funds and 

reflects the fact that this is a loan and not a grant fund. 

Conclusions 

1.21 By the standards of most public sector interventions in business development, the results of 

this brief evaluation of WOSLF are good, with high additionality, relatively low displacement 

and correspondingly good results in terms of cost per net job. In some respects the results 

might seem too good, but the excellent response to the postal questionnaire provides some 

confidence that the results are robust. The good response may partly reflect the value which 

customers place on the fund itself. 

1.22 The drawback with postal surveys is that analysis is restricted to what seems obvious from the 

bare statistics which emerge. There is no scope for probing businesses on additionality, 

motivation, benefits or market failure. Some broad interpretation might, however, be 

possible. The funds loaned through WOSLF do seem to be more significant interventions 

than many other initiatives by the public sector. The scale of the projects supported and the 

presence of manufacturing all point towards projects which are well thought through with 

possibly higher additionality as a result. They also lead to lower displacement since the 

businesses assisted are not trading in their own local area but much wider afield. In this way, 

higher net economic impact is generated. We have little proof of this, but the results would 

be consistent with a failure of traditional financial institutions to engage sufficiently with 

SMEs, the market failure that is frequently mentioned. 

. . 

1.23 There was, however, a high proportion of the fund devoted to workmg capital and a 

disappointingly low presence of funding for new technology. It would be important for the 

find in the future perhaps to be more directed towards more innovative and truly risky 

projects. 
A '  viii 
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Access to capital 

Schemes covered 

1.1 We defined ‘access to capital’ to be progiammes which aimed to address the difficulties 

which SMEs might face in accessing funding by making available grants and loans for 

general business purposes. Thirty-five schemes were drawn to our attention at the start of the 

study (Table 5.X). Just over f10m had been devoted in ERDF to this category, rising to 

f24m total eligible expenditure. Of the 35 projects, only three had been evaluated, and one of 

them, the Music Business Development Fund, operated by Glasgow City Council, was very 

. .  . .  

specialist. 

Table 5.X - Project and funding details 

Category Number of (Number Eligible ERDF (f m) 0 
projects evaluated) expenditure (f m) 

Access to Capital 35 (3) €24.78 €1 0.04 

1.2 We believed that this was insufficient coverage to be able to draw conclusions, so two 

additional funds, the West of Scotland Loan Fund (WOSLF) and the Finance for Small 

Business Scheme (which provides mainly small grants), operated by Borders Regional 

Council, were subjected to new evaluation. The results of these evaluations are reported in 

detail in the appendices. 

Market failure 

1.3 There is a degree of debate about the extent to which SMEs experience unreasonable 

difficulty in attracting finance through normal market channels. Often, financial institutions 

will suggest that the reason for many projects in SMEs being turned down is the lack of 

quality in the project rather than a problem with the institution. The issue is serious enough, 

however, to be raised in the terms of reference of the Cruickshank Inquiry into the banking 

system, set up by the Government in January 1999, and to be addressed separately in a piece 

of original research undertaken jointly by the Westein and Eastern Scotland European 

Partnerships. 

1.4 The evaluation evidence reviewed for this survey does not point conclusively to the existence 

of market failure, though references are made to very small businesses being unable to afford 

market rates of interest and the unwillingness of banks and financiers to loan to very new and 

unproven businesses. In one evaluation it was also noted that the institutions are less 

. .  

36 
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1.5 

1.6 0 

1.7 

1.8 

interested in supplying very small sums of capital since the transaction cost will be the same 

as a much larger supply of funding in a bigger project where the return to the institution will 

be higher. 

The two new evaluations undertaken considered the extent to which the businesses believed 

that they would not have been able to raise the finance from any other source. This was the 

case in 55% of the WOSLF-assisted businesses. This suggests that in more recent times, as 

the economy has gradually moved towards recession, the banks have drawn in their horns 

somewhat and may be increasingly reluctant to loan to SMEs. The corresponding 

additionality figure for the Borders (where much smaller sums of money were involved) was 

12% 

Targeted groups 

Apart from the Music fund referred to and an Arts-orientated fund in Dumfries and Galloway, 

most of the 28 finance supply programmes funded through ERDF are directed toward small 

businesses in general, with little to indicate any special type of business or sector orientation. 

From the information with which we 

were supplied, it appears that most 

are loan funds. There are, however, 

five which appear to be grant 

in orientation and 

H four venture capital funds 

(three of which are in the 

north of Scotland). 

Two of OUT case studies were drawn 

from one of these venture capital 

funds. 

Form of delivery 

Most of the funds are delivered 

directly (that is administration, 

appraisal, payment of grant or loan 

and receipt of repayment) by the 

LEC, the local authority or an 

Enterprise Trust. In one case, HIE 

Ventures (one of the venture capital 

37 
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funds), delivery has been subcontracted to a financial institution 

Benefits reported 

1.9 All the evaluations report businesses which were highly appreciative of the resources devoted 

to them. The projects funded varied widely; in WOSLF, over 50% were used to fund 

working capital and in the Borders, the main use was to support spending on plant and 

equipment. A concern was, however, expressed in the evaluation of a small loadgrant 

scheme in Fallurk that the funds had not been used for any specific business purpose, and 

particularly not for growth or investment. We are loath to draw too much from the case 

studies (which are basically anecdotal information) but it does seem that in the venture capital 

interventions, the contribution has gone further than the supply of funding and that an interest 

in and commitment to the business 

1. ,10 

by the funder has seemed to be 

engendered. 

Economic Impact 

Additionality is the key to economic 

impact in this area of activity and to 

the addressing of market failure. If 

the businesses would have been able 

to secure the resources fiom another 

source or would have pursued the 

projects without the funding from the 

public sector, the ERDF resources 

have not been put to good use. The 

existing evaluations which we 

examined gave no indication of 

additionality. However, two of the 

case studies give a clear indication 

that it was present (in the other case 

the additionality was only at the local 

level). 

1.11 The two new evaluations that we 

undertook did cover additionality and demonstrated quite different levels; 57% in the case of 
WOSLF and 33% in the case of the Borders grants. We are reasonably confident about these 

results and we believe that there is an important .lesson in them. This is that small sums of 

38 
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L 

money provided in the form of grant to established businesses do not have great impact. They 

are likely to encourage a business to undertake activity that it would have done anyway, or 

possibly just to disappear into the pot in the firm (as was found in Falkirk). Larger sums of 

money, and those that have to be repaid, are likely to support more clearly thought-through 

and additional projects. The implication fiom the survey returns in WOSLF is that without 

these fairly significant sums of money (in SME terms), the projects would not have 

proceeded. 

1.12 If there is a concern about the much higher impact WOSLF, it is that (as the report in the 

appendix shows), the resources are often used to h d  working capital and are much less 

frequently used, for example, to support the introduction of new technology. One of the other 

evaluations examined also expressed 

a concern about resources being 

provided for too general purposes 

rather than to fund investment or 

growth. 

1.13 

1.14 

A further theme which runs through 

the WOSLF evaluation and some of 

the case studies is that it appears that 

the private sector in some cases will 

only contribute when there is the 

comfort of public sector support too. 

While this might reflect a too great 

predominance of the public sector in 

SME fbnding in Scotland, 

pragmatically it means that the 

additionality of some public support 

is likely to be high. 

The existing evaluations did not 

cover displacement. The two new 

evaluations did, however. They 

demonstrated values of 60% in the 

Borders fund and 54% in WOSLF. 

Displacement is unlikely to be related to the instrument being evaluated and more to the type 

of businesses which is assisted. In the case of the WOSLF, the dominance of manufacturing, 

where trading is likely to be in wider markets, would explain the lower value. 
. .  

. .  N 
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1.15 Supplier multipliers in the two new surveys were 1.1 (WOSLF) and 1.3 (Borders). A cost 

per net job of around f3,OOO was provided for one of the existing evaluations. In our new 

evaluations it ranged from a very high €20,000 in Borders (reflecting relatively low gross 

benefits for the scheme and low additionality) to €3,500 in WOSLF. This seems an 

extraordinary range, but it is explained by the fact that : 

m WOSLF net costs are low - most of the public funds allocated will be repaid 

there is intrinsically higher impact in the projects 

rn additionality is much higher than in the Borders. 

1.16 ERDF dedicated to access to capital is f10.04m and total eligible costs amounts to S24.78m. 

It is unlikely that the average cost per job in the 35 funds established would be at the top or 

the bottom end of the ranges we have found in the two original surveys that we undertook. If, 

however, we took a point just below the midpoint between the two (say f 11,500), this would 

suggest that ERDF funding of access to capital projects helped to create 2,150 jobs net of 

non-additionality and displacement (Table 5.Y). If an approach such as that adopted in 

WOSLF were applied more universally, cost per net job would fall and potential job creation 

from the amount of spend indicated would rise considerably. 

Table 5.X - impacts 

Category Eligible Cost per net job Net jobs created/ 
expenditure (fm) estimate safeguarded 

Access to Capital f24.78 f 11,500 2,150 

Conclusions and best practice 

m Market failure in the provision of funding to SMEs does appear to exist. There is 

very high additionality associated with some forms of public sector loans and 

investments in SMEs 

Very small amounts of finance, particularly in the form of grant do not demonstrate 

high additionality and consequently have low impact 

Loans may well be taken more seriously by SMEs than grants 

. More care might need to be taken about individual project appraisal to ensure 

that investments supporting business growth or the introduction of new technology 

are funded rather than those which support the general needs of the business 

40 



35 

Meeting the equity needs of SMEs might be given greater consideration by public 

sector development agencies. 

41 




