CIMA bitesize briefing:
Levelling Up

Proposal
The Chartered Institute of Management Accountants®
(CIMA®) urges the U.K. Government to:
X Create an SME Investment ISA and expand the range of investible opportunities
in U.K. SMEs.
X Consider the re-introduction of regional stock exchanges to drive private capital
in SMEs and support the levelling up agenda.
X Create and invest in skills clusters across the U.K.
X Reduce red tape to support investment.
X Create a City Centre Economy Strategy to help revitalise city centres and their
economic well-being as they are the main drivers of productivity in the U.K.
In addition, we welcome the review of R&D tax incentives, which we have previously
called for, and suggest it focus on ways to increase productivity. We also
support the new Help to Manage Scheme in principle, we hope it will draw on the
experience of the Growth Accelerator scheme which delivered substantial benefits
to U.K. business.

About CIMA
CIMA, founded in 1919, is the world’s leading and largest professional body of
management accountants, with members and students operating in 179 countries,
working at the heart of business. CIMA members and students work in industry,
commerce, the public sector and not-for profit organisations. CIMA works closely
with employers and sponsors leading-edge research, constantly updating its
qualification, professional experience requirements and continuing professional
development to ensure it remains the employers’ choice when recruiting financially
trained business leaders. Chartered Global Management Accountant® (CGMA®)
is the most widely held management accounting designation in the world. It
distinguishes more than 137,000 accounting and finance professionals who
have advanced proficiency in finance, operations, strategy and management.
CIMA is a founder member of the Association of International Certified
Professional Accountants® (the Association), which combines the strengths of
the American Institute of CPAs® (AICPA®) and CIMA to power opportunity, trust
and prosperity for people, businesses and economies worldwide. It represents
more than 650,000 members and students in public and management accounting
and advocates for the public interest and business sustainability on current and
emerging issues. In the U.K., CIMA has more than 80,000 members working
across all sectors. With broad reach, rigour and resources, the Association
advances the reputation, employability and quality of CPAs, CIMA and CGMA
designation holders and accounting and finance professionals globally.
One of the core missions of the organisation is to develop research
and analytical thinking of the challenges faced by our management
accounting professionals and also the wider and global finance sector.

Contact
For further information about CIMA and its submission, please contact
Ross Archer, Lead Manager — Public Policy at ross.archer@aicpa-cima.com.

The issue — overview
In CIMA’s Budgeting for Recovery report, CIMA
recommended a series of policies designed to contribute to
the Levelling Up Agenda of the U.K. Government. SMEs will
play an integral part in the U.K.’s economic recovery with
around 60% of U.K. workers working for an SME. To support
a strong economic recovery the U.K. Government should do
all they can to support investment and capital in SMEs so
they can grow out of this crisis and drive regional growth.

The increased savings is being invested in cash
accounts rather than invested in the economy. Matching
the increased savings with productive investment
opportunities will help U.K. savers, U.K. businesses and the
overall economy. The government should consider policies
that will achieve the following:
X

 implify the existing complex government support
S
schemes to encourage U.K. SME investment.

X

 e easy to brand and can generate investor interest
B
and matches familiar existing financial products that
people understand.

X

 he new product will provide a government-financed
T
financial incentive to invest.

To help with these aims CIMA suggest the
government should:
X

 reate an SME Investment ISA and expand the range
C
of investible opportunities in U.K. SMEs.

X

 onsider the re-introduction of regional stock
C
exchanges to drive private capital in SMEs and
support the levelling up agenda.

X

Create and invest in skills clusters across the U.K.

X

Reduce red tape to support investment.

X

 reate a City Centre Economy Strategy to help
C
revitalise city centres and their economic well-being
as they are the main drivers of productivity in the U.K.

We welcome the U.K. Government’s decision to review
R&D tax incentives and introduce the Help to Manage
Scheme, which are consistent with what we have
been calling for. We hope the latter will be informed by
experience of the Growth Accelerator Scheme for SMEs.

 hat incentive will be spread over several years so that
T
it encourages long-term patient capital. We believe the
answer could be a new SME ISA. It could work like this:
X

 he SME ISA would allow people to invest up to
T
£10,000 a year.

X

 government-funded bonus would be paid at a rate
A
of 30% of the original investment.

X

 he bonus could be paid in instalments over
T
three years at 10% per year on the anniversary of
the original investment to encourage long-term
investment.

X

 he SME ISA could be in addition to the existing
T
£20,000 ISA allowance.

The SME ISA could be invested in:

Create an SME Investment ISA and expand the range
of investible opportunities in U.K. SMEs.

X

 .K. SMEs directly where they are listed on the
U
AIM market.

Many SMEs require access to finance to continue their
operations and make necessary adjustments to their
offering to adapt to the new ways of doing business. The
U.K. population saved record amounts during lockdown.
Between April and June in 2020, the ONS revealed that the
household savings ratio increased to 29.1% compared to
under 10% in the prior decade.i Experts predict that this
savings trend will extend into 2021. The Spring Budget
2021 revealed an additional £125 billion of savings
accumulated so far during the pandemic.ii The U.K.
household saving ratio increased by over 9 percentage
points between Q4 2019 and Q3 2020, a larger increase
than in France, Germany and Italy.iii

X

 rivate companies that are of sufficient size that they
P
have been audited.

X

 tocks listed on the new regional stock exchanges as
S
explained below.

X

 new employee share ownership scheme to add to
A
the existing schemes.

X

 racker and active funds that encompass a basket of
T
securities provided they qualify as U.K. SMEs.
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Consider the re-introduction of
regional stock exchanges to drive
private capital in SMEs and support
the levelling up agenda.

This is an important point: Many SMEs are very much
based on their localities, especially when starting out
and during that initial growth phase. By having a stock
exchange nearer to their location of operation, they are
more likely to engage with it and this potential financial
help would not appear so distant.

Now could be an opportunity to rethink regional stock
exchanges and explore reintroducing them. We recognise
the London Stock Exchange has an Alternative Investment
Market aimed at getting capital into SMEs which has had
some success.iv However, for many SMEs, it is still difficult
to access this and therefore the opportunities for them to
raise capital to expand and grow can be limited.

The re-introduction of regional stock exchanges, although
in a new form, could be a solution to this problem and
help drive growth in SMEs and the wider economy across
regions of the U.K. It could also help generate more
finance and professional jobs associated with stock
exchanges in each region. It would create an infrastructure
that could be used to promote public offerings within the
regions and to encourage more businesses to be listed to
reverse the decline in public companies.

The government has ambitious aims to level up the U.K.
economy, and we believe that creating more jobs, growth,
industries and resilience across all U.K. regional economies
is the right thing to do. But, to do this, SMEs will play a key
role, especially as they make up 99.9% of all businesses
and three-fifths of employment in the U.K.v However, in
some regions of the U.K., such as the North East, the
number of enterprises has fallen in recent years. In
regions such as the North East, East Midlands, Wales and
Scotland, they have some of the lowest rates of SMEs per
10,000 of the adult population compared to other regions,
the U.K. Department for Business, Energy and Industrial
Strategy figures show.vii
The decline in SMEs in some regions could be partly
because SMEs face difficulty in raising capital. Since
2015 in the U.K., lending to large firms has increased
by 43%, whilst during the same period lending to SMEs
has decreased by 3%. In the U.K., small business lending
accounts for only 2% of banks’ balance sheets.viii
Accessing capital is a clear problem for SMEs with more
than 50% of SME owners saying they cannot get access
to all the funding they need to grow.ix The government’s
focus is often on encouraging lending, but equity is also
important and helps build stronger companies. It can
also build greater support for the market system if more
people have the chance to invest in medium-sized local
businesses. Stock exchanges can encourage and promote
private investment and capital into businesses.
While we recognise the success of AIM, it only attracted
49 new companies in 2017.x There are millions of SMEs
across the U.K. who need support. While AIM helps some,
it is not accessible for many. AIM is not based in the
regions they operate in as it’s attached to the London Stock
Exchange. There has been a decline in the number of listed
companies with many going private, reducing the choice
for investors.xi

The new regional exchanges would be different compared
to how they were before. They would likely be virtual
e-exchanges without physical trading floors to reduce
costs. However, many of the new staff will need to be
based in the regions because this will help SMEs list, meet
the high listing standards we have and encourage more
companies to list. This promotion work will be easier with
a physical staff presence in each area.
We recognise that a barrier to SMEs applying for AIM is
the eligibility and reporting criteria. In any new regional
stock exchanges, this would need to be reviewed to
ensure that good corporate governance is continued and
enabled. That it is practical for the size of the business
and helps promote private investments and capital into
SMEs, but also has the right regulatory oversights to
protect investors. We note that the U.K. review of listings
requirements but would stress the need to keep robust
standards in place.xii
Re-introduction of regional stock exchanges has been
called for beforexiii and many countries such as Japan
and Germany have local exchanges.xiv We understand the
challenges of bringing them back. However, we believe
the government should work with SMEs in the regions to
fully understand the difficulty they have with raising capital
to grow and expand and to review if having some form
of local stock exchanges would help them raise private
capital, create jobs and expand growth in support of its
levelling up agenda.
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In addition, to successfully level-up the U.K. economy
private sector expertise and investment is needed.
Levelling up cannot just be about government backing and
state funding. This initiative needs private money too and
this is a vehicle to help encourage and promote that.

Creating and investing in skills
clusters across the U.K.
The government should create skills clusters across
the country. To an extent, this model already operates
in the U.K. For example, Barrow/wider Cumbria has an
economy somewhat focussed on the nuclear submarine
and nuclear power industry, London has finance and the
professions and South East England has motorsports.
This model also works in other countries, for example, in
Silicon Valley in the U.S.
This regionalisation of expertise should and could be
built upon so that each U.K. area has a highly skilled field
in their local economy that can support jobs through
their supply chain and wealth generation. One area the
government should look at with this model is linking
education to the local economy (i.e., how can schools,
colleges and universities support employment in these
skilled sectors in their localities).
The No Stone Unturned: In Pursuit of Growth report that
the Coalition government commissioned showed the
huge differences and disparities in regional growth and
gross value different regions in the U.K. added.xv It showed
London and the South East had the highest GVA (gross
value added) by some distance compared to other regions
of the U.K.
Since the time of this report, we believe the situation for
some regions has likely gotten worse and the current
crisis will be negatively affecting many regional economies
within the U.K.
Bank of England data from May has shown that more
labour-intensive industries have been hardest hit by the
lockdown. Sectors that are more knowledge or capital
intensive have been least hit by the lockdown, due to many
of these roles being able to be done remotely. Many of
these jobs are in the South East and London.xvi

The government must focus on driving up regional
investment to spread productivity across the U.K. The
government should look to see what lessons can be learnt
from the London Docklands Development Corporation/
Canary Wharf Group that helped transform a very deprived
area of London and turned it into a globally renowned
finance and employment hub. These bodies contained
both elected officials, local officials and businesses. If
development institutions are to work, they need a mix of
local people from business, industry and government to
be involved and not just officials from Whitehall.
Investment in infrastructure and skills in left-behind
regions is crucial to increasing the productivity and
economic growth in the regions. The Centre for Policy
Studies recently called for the establishment of a British
Infrastructure Bank based outside London with seed
capital to fund infrastructure across the U.K.xvii We support
this aim and believe it will help generate growth and
investment in the U.K. regions.

Reducing red tape to support
investment.
Several countries have made efforts to improve their
regulatory environment in support of innovation. Chile
introduced one-day registration for new businesses.xviii
Korea introduced a regulatory sandbox covering all
industries — including information and communications
technology (ICT), energy, and fintech — whereby no
process of deliberation or approval is to exceed three
months.xix Weak regulatory environments are barriers
to investment, but stringent regulatory environments
are constraining innovation in both the fintech and life
sciences industries.

Create a City Centre Economy
Strategy to help revitalise city
centres and their economic
well-being as they are the main
drivers of U.K. productivity.
London makes up 13% of the U.K. population but 23% of
the U.K. economy.xx As the drive to home working and
remote working becomes more advanced, there are fewer
reasons for people to live in London and other city centres.
If they are not working there, they are not spending there.
This leaves a lot of office space in the centre of cities
empty and damages the business that relies on office
workers to provide the footfall to support them.
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It would be beneficial for planning reform to make it
easier to ensure more city centres are populated so local
businesses are guaranteed more footfall from residents
and are less reliant on commuters. It would also provide
more starter homes for younger people on brownfield sites,
reducing the need for building on the green belt which can
prove unpopular.

Help to Grow Management Scheme
to learn the lessons of the previous
Growth Accelerator Scheme for SMEs.
In our Budgeting for Recovery report, we called for the
Growth Accelerator Scheme to be re-introduced. In 2020,
GDP fell by 9.9%, the largest annual fall in 300 years and
the promotion of economic growth is a priority.xxi Restoring
growth is a priority and we welcome the decision to
introduce a Help to Manage scheme to help SMEs get the
support they need.
The previous Growth Accelerator scheme aimed to
accelerate the growth of promising start-ups and small
businesses in England. The programme aimed to support
businesses as they scaled up, offering them access
to mentoring, coaching, financial guidance, and expert
professional advice.
Research from the then Department for Business,
Innovation and Skills’ (now BEIS) at the time showed that
the scheme had a significant return on investment.xxii The
government’s analysis at the time showed this scheme
added an economic benefit of at least £1 billion, with the
unquantifiable benefit likely to be substantially higher. The
scheme had a return on investment of at least 700%.xxiii
As mentioned above, many SMEs have a real need for
professional support to be able to not only survive but also
in some cases thrive over the next six months to a year.
Making the Help to Grow Management scheme more like
the Growth Accelerator Scheme would help them be able
to access this support and deliver real value for them as an
SME, but also the wider economy.

Reviewing R&D tax incentives
to enhance productivity
We welcome the decision to review R&D tax reliefs, and
the consultation to inform this as we have previously
called for. Several countries, including Argentina, Canada,
Chile, China, Italy, Korea and Poland, have implemented
strong and innovative tax measures, such as more
generous R&D tax credits, investment incentives as well
as collaborative tax credits.xxiv
In contrast, a lack of tax incentives has been identified
as a German weakness. A U.S. weakness is that its
collaborative R&D tax credit applies only to energy-sector
collaborations. Beyond taxes, Poland has introduced
innovation vouchers and loan programmes to specifically
stimulate innovation by SMEs.xxv
In the U.K., a recent Tax Foundation report quoted studies
showing small business use of R&D credits had little
impact on innovations and that tax credit claims are
concentrated in London, the South East and the East of
England.xxvi More needs to be done to ensure better use
by SMEs of R&D tax credits and, most importantly, R&D
needs to be better used by businesses across the U.K.
and not just concentrated in London and the South East.
Encouraging greater use of R&D by SMEs especially
those in different regions of the U.K., would help increase
productivity in those regions, which would contribute
to increasing national productivity, but also help the
government in their levelling up agenda as businesses
outside of London and the South East start to use them.
In a 2018 Chief Economist of the Bank of England speech,
the development side of U.K. R&D was identified as a
particular weakness. In the speech he said:
‘Typically, we think of “Research and Development”
[R&D] as a rhyming couplet. In the U.K.’s case, the R and
the D do not seem to rhyme. The U.K. does R well, as a
world-leading innovation hub. But it does D poorly, where
the D refers not just to development but the diffusion and
dissemination of innovation …’xxvii
The U.K. government should ensure that the U.K. improves
on the development side of R&D to make sure it matches
the U.K.’s world-class research. Doing this would help
improve productivity and would help generate economic
growth in the future.
A review of the actions of all OECD nations to stimulate
R&D investment would help gather ideas for the U.K. to
act on. This review should have a focus on improving the
development side of R&D, increasing SMEs’ use of R&D
and ensuring more businesses from outside London
and the South East use R&D with the overall focus on
improving U.K. productivity.
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