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QUESTION ONE 

Some researchers examining the growth in the number of new firms over the past twenty years have used VAT registration and de-registration data.

(a)
Is VAT data an appropriate source of information on the emergence of new firms?

30 marks

(b)
Are other forms of published data more useful in examining the growth in the number of new firms?

20 marks

QUESTION TWO

In a survey published in 1999 by Barclays Bank, the regions of the United Kingdom differed significantly in their ability to generate entrepreneurs.  This survey appeared to corroborate research undertaken by Storey in 1982 and Griapous in 1997.

(a)
Why do regions differ in their ability to encourage entrepreneurship?

30 marks

(b)
Why is it that the ability of some regions to generate entrepreneurship has not improved since Storey’s research?

20 marks

QUESTION THREE
“The truth is the increase in the numbers of new firms is an illusion.  The enterprise culture is a sign that the economy is collapsing, not expanding.”

Discuss this statement with reference to:

(a)
The Corporate Triangle Theory

15 marks

(b)
The Fragmentation Theory

15 marks

(c)
The Public Sector Replacement Theory.

20 marks
QUESTION FOUR
Why is the encouragement of new firms important?

50 marks
QUESTION FIVE 

Is it possible to predict which existing small firms are likely to grow.  What policy options present themselves as appropriate to encourage such firms?

50 marks
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MARKING GUIDELINES

QUESTION ONE

A major issue in identifying the level of new firm activity is the appropriateness of sources. Candidates are required to discuss and criticise the use of VAT registration data including  - inter alia - changes in threshold, VAT exempt, it’s use for purposes other than tracing new firms, number of firms likely to register etc. An alternative indicator of new firms is limited company registration data which is also deficient – pre-registration, post founding registration, size etc.

QUESTION TWO

In 1982 Professor David Storey published an index of entrepreneurship, using published data as a proxy for the environmental influences that encourage new firm formation in the eleven economic regions of the UK. In general, the richer areas of the UK displayed positive environments whilst the poorer, regional areas displayed poor environments. This state of affairs was confirmed (though not in such detail) by research undertaken for Barclays Bank in 1999 and (although not examining enterprise specifically) also by Gripiaos in 1999. The reasons for these differences are historical, cultural, a history of large employers, economic development policy based on employment creation, poor skills, low incomes etc, al of which set the regions apart. Students are expected to describe the original index and suggest reasons as to why areas differ so markedly.

This question requires a description, analysis and criticism of the Storey entrepreneurship index, other more contemporary indicators and reasons why there are such differences.

QUESTION THREE

There are a number of theories that purport to explain the growth in new firms in the Uk over the past two decades. Candidates are required to describe and criticise the three theories that appear in the question. The first is concerned with industrial decline; the second with the left’s view that no change has actually taken place and the third that change has been based on public sector retreat.

There are a number of theories that attempt to explain the substantial growth in the numbers of new firms that entered the UK economy (and other western economies) since the 1980s. In many ways the theories are both complimentary and contradictory.

The Corporate Triangle Theory suggests that globalisation has led to western firms concentrating on core activities and outsourcing facilities and departments previously undertaken in house. This suggests that such ‘spin offs’ are unlikely to grow, especially in certain regions. A similar theory is Fragmentation, a theory of the left that suggests organisations are simply breaking up and leading to management buyouts or individuals starting businesses that simply replicate the business that they recently left.

There a set of theories generally referred to as the public sector replacement theory. These theories point to a number of changes, mostly driven by government policy that required the public sector (e.g. local government, the health service) to seek opportunities for the private sector to provide services previously provided solely by the public sector (e.g. leisure services, care homes, refuse collection, street cleansing). Additionally, outsourcing of some duties occurred, vehicle rental for example replaced direct ownership of fleets by local councils. In addition, de-regulation of industries in the public sector coupled with compulsory competitive tendering, Value for Money exercises and outsourcing led to opportunities for growth, many as an adjunct to the changes. Telecommunications, gas, electricity, buses, the rail network, the coal industry are industries that allowed new businesses to start. Examples include shops selling gas appliances, telephone rental etc. 

These changes can be linked to the requirement not just for greater ‘government’ efficiency (the political argument), but also for greater economic efficiency and market opportunity and growth.

Students are expected to describe these changes, give examples and discuss the relevance and usefulness of understanding the theory. However, credit will be given for a wider discussion on the changes that have driven new firm formation.

QUESTION FOUR

Enterprise and new firm formation drive the modern economy. Research has shown that new firms are creators of employment (the Birch Report 1979 was the first research to identify this), external economies, sources of competition, have a seedbed function, are innovative, offer choice etc but above all in the words of the Bolton Report (1971 CMND 4811) drive the “prevention of ossification.”  Students are expected to identify these important roles and describe them. However, since so much positive influence is claimed for enterprise, students should concentrate and explain the major factors, including employment, competition and external economies  - although there may be differences in emphasis from students.

QUESTION FIVE

This question is based on the “picking winners” theory. Research suggests that only some 4% of new firms survive and grow; these firms display certain characteristics (innovative, professionally managed large market footprint etc) which must be described and why they matter. Policy issues are required, sources of finance, training, etc.
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