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TIME TO CHANGE REPORT -
KEY INFORMATION

Ethnic Minority Businesses and the £100bn prize

The contribution of ethnic minority businesses (EMBs) to the UK economy could increase
four-fold from £25bn to £100bn GVA by realising the following changes.

> Implementing the Enabling more EMBs to Recording EMB ownership
recommendations outlined grow in line with the wider more accurately to better
in this report business population recognise the value of EMBs
and to target support more
appropriately

Recognising the issue of discouragement

Tackling the perception of finance barriers and high levels of discouragement could
significantly increase EMBs’ uptake of bank finance and help them grow.

> In the immediate pre-Covid-19 The incidence of > More than 90% of all
period, the number of SMEs discouragement is higher in discouraged borrowers are

with a viable business plan EMBs than SME population, creditworthy but have never
holding back from seeking a particularly because of the approached a bank
loan was sometimes greater issue of distrust
than the number of SMEs
approaching banks for the > The challenge for the finance sector, particularly banks, is to improve
first time for a new loan marketing and targeting of EMBs with innovative engagement initiatives

such as local community hubs

Ten steps to transform Tackle perceptions of unequal Monitor engagement with
treatment to increase EMBs’ diverse suppliers to facilitate
support for EMBs

engagement with bank finance EMBs’ access to procurement
opportunities

Develop more sustainable Improve access to business Foster local networks of
and quality business support support by establishing 5 support through partnership

to help EMBs realise their trust-based relationships with working to strengthen support

growth potential ethnic minority communities for EMBs
Include EMB communities Create local community Develop a UK-wide policy
6 in the policy formulation 7 hubs to better engage with 8 on inclusive entrepreneurship
process to enhance the EMBs and ease their access to set out a clear vision for
relevance of support to finance and business achieving inclusive growth
support

Create a UK-wide mechanism Gather better data on

9 for promoting and supporting 1 O entrepreneurial diversity
EMBs to provide long-term to foster evidence-based
leadership on this agenda policymaking
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FOREWORD

A word from NatWest Group, supporters of Aston University’s CREME report.
As the UK’s biggest bank for business, at NatWest Group we’re committed
to championing small businesses and supporting growth - but we know
there are barriers that disproportionately affect EMBs.

In our support for local communities, we aim for
at least 20% of the places on our 13 nationwide
accelerator hubs to go to ethnic minority
entrepreneurs. At present, 25% of businesses
in our hubs are EMBs, and we have also
worked with Business in the Community and
Hatch Enterprise to support EMBs to grow, as
well as providing specific support for female
ethnic minority-led businesses.

But there is much more still to be done. EMBs
have been hit particularly hard by the Covid-19
pandemic due to the sectors in which they tend
to operate, so we need to ensure recovery
supports the businesses that need it most.

This report from CREME brings together nearly
30 years of expertise and best practice from
around the globe to highlight the barriers faced
by EMBs, as well as opportunities for engaging
with these businesses and supporting them
better. It sets an agenda for action that
organisations across sectors can take
individually and collaboratively to advance

the UK’s EMBs.

y

&
A

NatWest
Group

We welcome the opportunity to use this report
to inform our next steps in ensuring EMBs
reach their growth potential. The report shows
EMBSs could contribute £100bn to the UK
economy, four times their existing contribution,
if the changes outlined in this report were to
be implemented.

Only close collaboration with businesses,
policymakers, financial institutions and existing
business support providers can deliver
meaningful change to ensure EMBs get the
support they need to fully realise their ambitions.

Now is the time to accelerate action, and
at NatWest we commit to playing an integral
role in the change that is required.

Andrew Harrison
Head of Business Banking,
Natwest Group




EXECUTIVE
UMMARY

» The UK economy must recover from the
impact of the Covid-19 pandemic. EMBs
have been hit particularly hard because of
the sectors in which they operate, as well as
more severe health impacts on some ethnic
minority communities. The events of Black
Lives Matter have renewed public interest
in tackling racial inequalities, with enterprise
support likely to form a key part of the policy
response to address economic disparities
between ethnic minority groups. Within
this wider context, there are immediate
opportunities for EMBs to play a major role
in the economic recovery, including the UK
Government’s vision to “level up” economic
disparities across regions and to promote
“Global Britain” following the UK’s exit from
the European Union.

» The UK’s EMBs make a significant economic
contribution. An estimated 250,000 ethnic
minority-led firms contribute around £25bn
per annum to the UK economy, with a GVA
matching or surpassing that of major cities
and sectors. EMBs have a strong ambition
to grow; they are disproportionately involved
in export activity and are more likely than
non-EMBs to engage in various forms of
innovation’.

» EMBs additionally make an important
social and cultural contribution by providing
employment to marginalised groups
excluded from the labour market, acting as
vital social hubs of advice to new migrant
communities to help them integrate, offering
a wide range of products and services,
revitalising deprived city areas and positively
shaping the cultural diversity and
attractiveness of British cities.

1 Sources are given in the main body of the research report.

» This contribution and ambition of EMBs

is often constrained by multiple barriers
throughout their entrepreneurial journey,
particularly in accessing financial resources,
wider markets and appropriate support.
Although ethnic minorities in the UK are
consistently more entrepreneurial than the
population generally, they are less likely to
operate established or mature firms that
generate stable income. The contrast is
noticeably stark between White and Black
ethnic groups. White business owners are
more likely to run established firms over 42
months old than their Black counterparts
(67% and 43% respectively).

This report sets out recommendations
which, if implemented, have the potential of
generating a four-fold increase in the annual
GVA for EMBs, from £25bn to £100bn.
Drawing on a rigorous appraisal of existing
research and international best practice,

10 evidence-based recommmendations are
presented for central government, local
policymakers and organisations across
sectors to help unlock the potential of ethnic
minority entrepreneurs and maximise their
economic contribution.

Our recommendations are reported under
three core themes — valuing diversity of
enterprise and supporting ambitious EMBs
to grow; promoting long-term partnerships
that build stronger networks of support for
EMBSs, and developing a UK-wide inclusive
enterprise policy that signals the importance
of support for EMBs.




Theme 1:

Valuing diversity of enterprise and supporting ambitious
ethnic minority businesses to grow

» EMBs in the UK comprise both high-growth with EMBs to help maximise their

innovative and export-oriented firms, as well
as smaller enterprises operating locally and
in more traditional sectors. This diversity of
EMBs and their varied contributions must be
valued. Business support provision over the
past decade has tended to focus on growth
in a narrow range of sectors. Supporting
ambitious EMBs to grow is vital, but many
EMBs are perceived by support providers
as lifestyle businesses or not prioritised,
often because of the sectors in which

they operate. There is more individual
organisations across sectors can do to
better engage with and support all EMBs.

The lack of personal wealth at the start-up
stage has a significant negative impact

on the entrepreneurial outcomes of ethnic
minorities in the UK. Many turn to external
finance to help them realise their
entrepreneurial ambition. Although EMBs in
the UK have broadly equal access to bank
finance products, comparable to SMEs, EMB
owners are more likely to think it is difficult
to access finance and are often discouraged
from applying for finance for fear of rejection.
The perception of barriers itself is a major
obstacle, potentially preventing many
ambitious entrepreneurs who would
otherwise be accepted for finance from
seeking support they need to develop.

Strength of feeling on the access to finance
issue, particularly regarding perceptions of
unequal treatment, varies between ethnic
subgroups. However, Black entrepreneurs
especially hold very strong feelings regarding
unequal and unfair treatment. This generates
a lack of trust and appears to be at the core
of higher levels of discouragement, with a
knock-on effect to the wider UK economy.
Finance providers must redress both
perceived and actual barriers to finance
and be accountable for their engagement

growth potential.

Additional barriers to accessing bank
finance include a lack of credit history
and poor financial track record linked to
creditworthiness. Closures of traditional
bank branches in many inner-city localities,
combined with a move to remote banking
services, has made physical access to
finance and relevant support services more
difficult. These issues, exacerbated by the
pandemic, potentially prevent many EMBs
from seeking and acquiring finance.

EMBs often operate in a comparatively
narrow range of traditional sectors — such
as catering and retail — and, in many cases,
within highly saturated and competitive
co-ethnic markets, limiting their growth
potential. While some businesses succeed

in breaking out into wider sectors or more
profitable mainstream markets — for instance,
through procurement opportunities in

the supply chains of large purchasing
organisations — there remains considerable
scope for diversification into new markets.
Additionally, there is a strong business case
for creating more diverse supply chains —
large purchasing organisations, especially

in the corporate sector, must be accountable
for their engagement with EMB suppliers
to help them realise their growth ambitions.




» EMBs tend to prefer informal sources of
support, such as family and friends, and are
less likely to use formal and publicly funded
business support services. Informal support,
while valuable, can constrain EMBs from
seeking more suitable support to help them
grow. However, inappropriate support and
short-termism of many mainstream or
targeted support initiatives are often cited
as key reasons for EMBSs’ disengagement
from, or low uptake of, formal business
support services.

» Increasing the growth of EMBs requires
quality support that meets the specific needs
of EMB communities. Long-term initiatives
that provide more comprehensive, intensive
and targeted packages of support have
proven successful in attracting and
advancing EMBs. Yet support for EMBs

in the UK tends to be fragmented and
short-lived. As the UK “builds back better”,
the time is ripe to rekindle, extend and
systematically embed successful policy
interventions to ensure wider reach,
relevance and long-term sustainability

of support for EMBs.

Our recommendations are:

Recommendation 1:

Redress perceived and actual
barriers to finance

Recommendation 2:

Increase access to procurement
opportunities in the corporate sector

Recommendation 3:

Provide more comprehensive, intensive
and bespoke support



Theme 2:

Promoting long-term partnerships that build stronger networks

of support for ethnic minority businesses

» A lack of trust is consistently cited as a key
barrier preventing many EMBs from engaging
with formal business support and finance
providers. The reasons for high levels of
distrust are multiple, including perceived and
actual discrimination, a belief that support
providers do not understand EMBSs’ specific
needs, and prior negative experience of
inappropriate support. While there is much
individual organisations can do to facilitate
better access to finance and business
support, as elaborated under Theme 1,

a more collective response is needed to
address the lingering issue of distrust.

» Distrust and disengagement are more likely
to be tackled successfully through long-
term collaborative efforts of organisations
across sectors to build strong and
sustained relationships with ethnic minority

communities. Building and establishing trust
requires time and commitment. The longevity
of support provision itself can promote trust,
as opposed to the short-termism that often
characterises support initiatives. Efforts to
hire diverse staff reflecting the diversity of
clientele and targeted marketing can also
increase awareness of support and enable
support providers to gain trust with EMBs.

Trusted and appropriate support is important
to increase EMBSs’ uptake of formal services.
Yet support providers may lack the
knowledge and resources needed to
establish trust-based relationships and to
provide relevant support. Partnership working
with ethnic minority-led organisations and
anchor institutions with existing links to
minority communities, such as libraries,
universities and civil society groups, can
enable local support providers to create a
stronger network of support that responds
to EMBSs’ needs and instils trust.




» International examples of collaborative firms operating in certain sectors and

efforts across private, public and third-sector locations only. Digital technologies may
organisations show that such partnership have eased access to online information
models work in developing successful and support, but the lack of more physical
support initiatives targeting EMBs. Working and personalised support services within
collaboratively can help support providers local communities across the UK limits
deliver more comprehensive and quality opportunities for establishing rapport and
support, as well as ensuring long-term trust between EMBSs and finance/support
financial sustainability of support initiatives. providers.

» Enterprise policies and support initiatives
must be underpinned by a robust evidence
base and be responsive to the needs of local
business communities. Involving EMBs in the
policy formulation process from the start by
seeking to understand the challenges they
face, and their specific support needs, can
give more credibility to local business support
initiatives and potentially increase EMBS’
uptake of formal support.

» While many EMBs have benefitted from the
government-backed Start Up Loans scheme,
difficulties in accessing finance, especially the
issue of discouragement, continue to hinder
EMBSs’ potential. A range of private sector-
led funding schemes targeted at EMBs have
been initiated, but their eligibility criteria and
geographical coverage tend to be limited to

Our recommendations are:

Recommendation 4:

Build long-term trust-based relationships
with businesses

Recommendation 5:

Foster local networks of support to boost
business survival and growth

Recommendation 6:

Include businesses in the local policy
formulation process

Recommendation 7:

Improve access to finance and support
through local community hubs



Theme 3:

Developing a UK-wide inclusive enterprise policy that signals
the importance of support for ethnic minority businesses

» Themes 1 and 2 highlight the role of relevant institutions across sectors and

individual organisations, as well as more
collective response across sectors to help
advance the UK’s EMBs. However, the
potential of ethnic minority entrepreneurs
cannot be fully realised without a clear
vision for promoting and supporting
entrepreneurship among ethnic
minorities and other under-represented

or disadvantaged groups, recognising
that some entrepreneurs may be
disadvantaged by their gender, ethnicity,
disability and other social identities. To
achieve inclusive growth, the UK requires
inclusive enterprise policy to set out clear
objectives and steps towards ensuring
that people from all sections of society can
start and manage a successful business.

Black Lives Matter and the Covid-19
pandemic have exposed the structural
inequalities that still exist and continue to
disadvantage ethnic minority communities

in the UK. The Scottish and Welsh
governments have taken active measures to
tackle racism and provide better support for
EMBs — for example, by setting procurement
targets or encouraging partnership working.
However, there is currently a lack of UK-wide
leadership to promote and support inclusive
entrepreneurship across all nations and
regions. International examples of best
practice show governments in countries
such as Canada, Germany and the United
States playing an active role in promoting
and co-funding collaborative cross-sector
support initiatives aimed at EMBs. Many of
these initiatives have proven to be successful
in offering more comprehensive, intensive
and tailored services while also ensuring
long-term financial sustainability of support.

» A UK-wide inclusive enterprise policy will

signal to business support providers and

regions the paramount importance of
fundamental changes required in the
enterprise environment to tackle the barriers
faced by ethnic minorities and other under-
represented and disadvantaged groups of
entrepreneurs. It will provide a vision and
guidance on the development of policies and
support initiatives at the local level. It should
also recognise the interrelation of enterprise
and wider policy areas, including health,
social security, education and work, to
develop a holistic approach towards
tackling the wider obstacles that constrain
entrepreneurial success — for example,
setting out goals to eradicate gender and
ethnicity pay gaps. The inclusive enterprise
policy may be developed by utilising
frameworks like The Better Entrepreneurship
Policy Tool created by the OECD, as well as
drawing on lessons learnt from international
best practice.

» The implementation of a UK-wide inclusive

enterprise policy will require an effective
mechanism for coordinating activities, such
as monitoring and sharing of best practice
across ministries, departments, sectors and
regions. It is currently unclear who owns this
agenda or is accountable for promoting and
supporting EMBs, calling for a dedicated
agency to lead and oversee progress. These
efforts can potentially restore trust among
business communities, signalling that their
support needs are being taken seriously

by the government. A review of international
best practice shows a dedicated mechanism
to coordinate support targeted at EMBs
has been established and provides a vital
leadership role on this agenda in countries
like Canada and the US.




» While a UK-wide inclusive enterprise policy sources can help determine more accurately

will provide vision and guidance, developing which solutions and interventions are
more specific policies and strategies at the required. Additionally, by developing regular,
local level will be needed to ensure support robust and adequately funded monitoring
initiatives are relevant and responsive to and evaluation protocols, data can be

the needs of local business communities. collected to demonstrate that value for
There are geographical differences in the money inclusive enterprise policy solutions
representation of ethnic minorities across are implemented, and to provide evidence
regions. For instance, some regions may of what works, for whom, under what

be populated by new migrant communities, circumstances and why.
while others may have a higher concentration
of second or third-generation migrants—
this diversity has implications for business
support. Locally formulated inclusive
enterprise policies, based on the
assessments of local business needs,

can help fill gaps in support for diverse
groups of entrepreneurs.

» Inclusive enterprise policies, whether
developed at local or national level, must
be evidence-based. It is essential to gather
comprehensive evidence on the diversity of
business communities, the challenges they
face in starting and running a business, and
their specific support needs. Embedding
guestions on ethnicity and other personal
characteristics in key business surveys is
vital. Using a range of data from multiple

Our recommendations are:

Recommendation 8:

Develop a UK-wide policy on inclusive
entrepreneurship

Recommendation 9:

Create a UK-wide mechanism to coordinate
support for ethnic minority business

Recommendation 10:

Gather and provide better data on
entrepreneurial diversity



RODUCTION

The UK economy must recover from the loss in GDP due to the Covid-19
pandemic - a pandemic that has disproportionately affected ethnic
minorities and ethnic minority businesses (EMBs)>.

EMBs have been hit particularly hard because
of the sectors in which they operate, as well as
more severe health impacts on some ethnic
minority communities (British Business Bank
2020). The UK Government’s recovery plan,
focusing on increasing productivity and
stimulating innovation, includes a commitment
to levelling up regional disparities. Brexit has
necessitated looking for new markets and trading
partners?. Yet the government’s plan to level up
and to exploit global trade opportunities makes
little reference to EMBs.

Recent events, including Black Lives Matter, have
renewed public interest in tackling racial
inequalities, with enterprise support likely to form
a key part of the policy response to economic
disparities between ethnic minority groups.
Within this wider context, there are immediate
opportunities for EMBs to play a major role in
economic recovery, the promotion of a global-
facing Britain and the development of a more
cohesive society, if an explicitly written UK-wide
policy on inclusive entrepreneurship is adopted
and implemented at national, regional and local
levels. This report presents 10 evidence-based
recommendations, which form a blueprint for
advancing EMBs in the UK.

2 ‘Ethnic minorities’ is used in this report to refer to all ethnic groups except White British. All diverse communities have distinct needs
but in terms of ownership and legal structure, ‘ethnic minority businesses’ (EMBSs) is used as a generic term to cover the following:
(@) ethnic minority-led businesses where 50% or more of their management team are from ethnic minorities, or if a person from an
ethnic minority is in sole control of the business; (b) businesses with multiple owners, of which ethnic minorities are the majority,
and (c) businesses where ethnic minorities are the majority shareholders.

3 Build Back Better — our plan for growth (gov.uk/government/publications/build-back-better-our-plan-for-growth).

There are about 250,000 ethnic minority-led firms
in the UK, contributing £25bn per annum to the
UK economy, with a GVA matching or surpassing
that of major cities such as Birmingham or
sectors like pharmaceuticals and agriculture
(Roberts et al 2020). EMBs also make a wider
social contribution; the multicultural fabric of
British cities and towns has been shaped over
the years by migrant entrepreneurs from across
the world, representing more than 150 countries
(Centre for Entrepreneurs and DueDil 2014).

This cultural diversity adds to the attractiveness
of urban areas to domestic and international
tourists, and plays an important role in stimulating
creativity, innovation and entrepreneurship which,
in turn, increases productivity and wages (Syratt
and Sepulveda 2011; Nathan 2015). EMBs help
revive local communities and provide vital retail
services in much neglected urban areas (Jones
et al 2018).

This contribution of EMBs tends to be
unrecognised, and the potential of ethnic minority
entrepreneurs is often constrained by the multiple
barriers they face in starting and operating

a business, particularly in accessing financial
resources, wider markets and appropriate
support (Carter et al 2015). Our analysis shows
that while ethnic minorities in the UK do not

lack entrepreneurial ambition, they are less likely
than the population generally to run established
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or mature firms that generate stable income over
time. Additionally, entrepreneurial efforts of ethnic
minorities are more likely to result in closures.
This evidence highlights the importance of
enterprise policy efforts aimed at improving the
survival and growth of EMBs.

The current impetus to revive and grow the

UK economy provides multiple opportunities

to further increase both the quality and quantity
of EMBs, and their share of national GVA. While
some successful actions to tackle barriers are
already in place, many have been discontinued
or restricted, in some cases exacerbated by
the pandemic. The time is ripe to maximise

the potential contribution of EMBs by rekindling,
extending and systemically embedding into
practice successful interventions, drawn from
the UK and worldwide, to ensure wider reach
and sustainability of support for EMBs. More
collaborative policy solutions need to be
implemented at national and local levels, and
across sectors, by public, private and civil
society stakeholders. This will require long-term
commitment and sustained investment of funds.

This report makes actionable recommendations
to promote the inclusion of EMBs in finance,
product markets and business support. Our
findings and recommendations are underpinned
by a robust evidence base, utilising a range

of methods and data sources, including

the following.

1. A comprehensive review of journal
publications and wider research evidence
on EMBs.

2. Quantitative evidence from the Global
Entrepreneurship Monitor (GEM) and SME
Finance Monitor on new trends in ethnic
minority entrepreneurship.

3. An evaluation of inclusive enterprise policies
in the UK, with a specific focus on EMBs.

4. A review of international examples of best
practice in supporting EMBs, considering
financial sustainability of initiatives and whether
they offer a holistic package of support and
are replicable in different contexts.

Additionally, eight consultation events were held
across England, Scotland, Wales and Northern
Ireland with key stakeholders, including EMBs
and support providers, to test the viability of our
recommendations.

Triangulating evidence from multiple data
sources, using a range of methods, has enabled
us to validate our findings and recommendations.
Nevertheless, methodological challenges remain.
First, the lack of an agreed upon definition of
‘ethnic minority business’ and because not

all EMB owners self-identify as ethnic minority
can lead to under-reporting and less accurate
estimates. Second, official administrative data
on ethnicity is often lacking, of variable quality
and hard to aggregate over time and space.
Third, ethnic minorities and their businesses

are characterised by “superdiversity” (Vertovec
2007); they are heterogenous in terms of
migration history to the UK, country of origin

and settlement patterns, as well as class,
gender, age, religion and other characteristics.
These complexities, and their inter-relationships,
are often not captured in the data.

The first section of the report elaborates on our
methodological approach, followed by a profile of
ethnic minority entrepreneurship in the UK to set
the context for our recommendations. Second,
we look at the current and potential contribution
of EMBs to the UK economy. Third, we outline
the key barriers that prevent EMBs from
maximising their full potential. The remainder

of the report focuses on our recommendations
elaborated under three core themes. Each
recommendation is supported by evidence and
suggestions on how it can be implemented.




METHODOLOGY

This project sought to develop actionable and
evidence-based recommendations, utilising
insights from both research and good practice,
to promote greater inclusion of EMBs in finance,
product markets and business support. Our
methodological approach comprised several
phases, drawing on the secondary (or existing)
research as well as new empirical evidence and
analysis of data from multiple sources.

First, we conducted a comprehensive review

of academic literature and wider research on
EMBs, covering more than 150 journal articles
and industry reports, including the most recent
studies in this area. Our particular focus was on
the barriers EMBs face in accessing finance and
business support, as well as wider challenges
such as difficulties in accessing mainstream
markets or navigating regulatory requirements.
Further evidence on the profile of UK’s EMBs
and their economic and social contribution was
reviewed to provide context for the subsequent
sections. We have drawn primarily on the

UK evidence but also international literature
where relevant.

Second, we utilised quantitative data from the
Global Entrepreneurship Monitor (GEM) and

the SME Finance Monitor datasets to offer new
insights on the most recent trends in ethnic
minority entrepreneurship in the UK. The long-
standing and internationally recognised GEM
survey is a representative adult population survey
that tracks individual’s interest or involvement

in entrepreneurial activity. This could be “no
interest” — and this is the most common
response as most economically active people
are employed. However, the survey also
identifies those running an established firm, or a
start-up, as well as those “thinking” about setting
up a firm or actively seeking to do so at the time
of the interview. The GEM survey has run in the

UK for many years and, although it is important
to acknowledge it does not track individuals over
time, it is the most reliable indicator we have of
the health of the UK entrepreneurial environment.
We have drawn heavily on the results split by
ethnic groups.

The SME Finance Monitor is a market research-
style survey providing independent and robust
data on access to finance among SMEs,
particularly their perceptions of past and

future finance needs. It uses interviews to ask
questions regarding business characteristics,
ambitions and plans. The data has been
collected quarterly since 2011 (4,250
interviews each quarter) and the results are
now increasingly available in an anonymised
form to researchers. We have used the
published reports from this survey and ongoing
independent academic review of the data.
Although the survey is funded by several
banks, the whole process is independent of
their influence. The survey is unique worldwide
in terms of its frequency, sample size and its
inclusion of a comparable credit score for each
business spoken to, critical in determining
application outcomes. The analysis allows for
the grouping of results by ethnic origin of the
business owner(s).

Third, while our review of academic and industry
literature helped us identify the key challenges
EMBs experience in engaging with formal and
mainstream business support services, we
complemented this with an evaluation of
enterprise policies and support initiatives in

the UK. Here we carried out desk research
drawing on a range of sources, including policy
documents, departmental websites and ‘grey’
literature to map out the existing landscape of
policies and support initiatives aimed at EMBs.
In conducting the evaluation, we utilised the




Better Entrepreneurship Policy Tool developed
by the OECD to assess the existing enterprise
policy/support, the regulatory environment,
financing of entrepreneurship, development
of entrepreneurship skills, and entrepreneurial
culture and networks.

Fourth, we drew upon additional evidence
from a review of international best practice in
supporting EMBs to provide comparisons with
other developed nations. Experts on enterprise
policy and support for EMBs in Europe, the US
and Canada assisted at this stage by conducting
desk reviews and, in some cases, interviews
with key stakeholders. Consideration of financial
sustainability of initiatives, whether they offer
a comprehensive package of support (for
example, comprising a combination of business
skills training, finance and language support),
and whether the initiatives are replicable across
different contexts were some of key criteria in
establishing best practice.

Additionally, eight online consultation events
were held during autumn 2021 with a total
of 32 key stakeholders based across the
UK, including in different regions of England,
Scotland, Wales and Northern Ireland. Typically,
these consultations comprised a diverse mix of
stakeholders from mainstream business support
organisations, finance providers and specialist
business support agencies, as well as EMBs.
These events provided an early opportunity
for representatives of business support
ecosystems and their beneficiaries to
comment on the appropriateness and
viability of our recommendations.




THE UK LANDSCAPE OF ETHNIC

MINORITY ENTREPRENEURSHIP

The UK has around 250,000 ethnic minority-led
firms (Roberts et al 2020). Our focus here is
primarily on enterprise activity among small and
medium-sized businesses (typically independent
firms with fewer than 250 staff or less than
£25m of sales), but a slightly wider approach
looking at enterprising people who responded
to the GEM has allowed us to paint a landscape
of the overall entrepreneurial activity of ethnic
minority communities.

Ethnic minorities in the UK are consistently
more entrepreneurial than the White population,
but less likely to be involved in running older,
established firms that can generate a stable
income over time. This conclusion is based on
an analysis of GEM data for the last 18 years
(2002-2019), which shows that while there

IS some variation between the years, ethnic
subgroup, gender and location, there are several
key patterns that can be observed over time.

First, among those thinking about going into
business, the rate for ethnic minority groups is
around twice that of the White population; the
difference is significantly higher when comparing
the Black community (23%) and the White
population (7%).

Second, in terms of the total entrepreneurial
activity (TEA) rate — which measures involvement
either in setting up a new venture or running

a very young one under 42 months — for the
non-White group overall and for both males
and females, the TEA rate has been consistently
higher than that for the White group. While the
female TEA rate was typically around half of the
equivalent male rate, female non-White ethnic
groups normally had higher rates compared

to White females. This higher rate matches the
pattern for males, but female activity rates are
more volatile than among males regardless

of ethnic group.

Third, the TEA rate by UK regions and ethnic
group shows that three regions — South East,
East and London — had the highest overall TEA
rate in the UK and some of the strongest results
for all the main ethnic subgroups. In contrast,
the regions with the lowest levels of enterprise
activity (East Midlands, Yorkshire and Humber,
and the North East) also had below average
non-White TEA rates (especially the North
East’s Black community).

Fourth, for non-White groups, entrepreneurial
activity doesn’t necessarily result in income
generation for owners. The contrast is noticeably
stark between the White and Black ethnic group
results. More than two-thirds (67%) of all White
business owners are running established firms
of over 42 months old, while the equivalent
figure in the Black community is 43%. In other
words, most Black business owners are in effect
running start-ups or fragile young firms prone

to failure.

There are several additional characteristics of
EMBs that help us understand the landscape
of EMB population in the UK and their
support needs. First, most EMBs are sole
traders or self-employed partnerships, with

a quarter being independent companies with
fewer than 250 employees. Second, EMBs
comprise both growth-oriented value-added
businesses started by entrepreneurs who have
seized opportunities in various sectors and
businesses set up by ethnic minorities out of
necessity because they are unable for various
reasons to obtain employment in the UK labour
market. Third, EMBs are disproportionately
involved in export activity, different forms

of innovation and sales growth (Roberts et
al 2020).




Fourth, EMBs tend to be smaller than
businesses run by their White counterparts.
For example, a recent study (British Business
Bank 2020) found that after starting a business,
Black business owners have median turnover
of just £25,000, compared with £35,000 for
White business owners. The challenging market
environment in which EMBs operate powerfully
constrains their capacity to develop and grow
(Edwards et al 2016). Fifth, EMBs tend to be
over-represented in sectors like hospitality, retall
and transport. As these involve face-to-face
activities, they have been particularly severely
affected by the Covid-19 crisis (Roberts et al
2020). The higher incidence of morbidity and
mortality among ethnic minorities, affecting
business owners, employees, the self-employed
and customers, led many to decrease or cease
their trading activities.

Sixth, there is a greater incidence of family-run
firms, either in terms of ownership or close
management, among non-White than White
ethnic groups. This has particular implications
for the provision of appropriate support, taking
into consideration the family dynamics involved
in running EMBs (Cunningham and McGuire
2019). Seventh, EMBs often turn to co-ethnic
labour, including family members and relatives,
as a vital resource in starting and running a
business. Those on low wages in particular
rely on a continued supply of kinship networks
to survive (Edwards et al 2006).

Eight, there are both higher start-up rates and
closure rates in the ethnic minority enterprise
community than in the rest of the UK population.
After several decades in which high start-up
rates among ethnic minorities have not led to an
increase in the stock of established EMBs we
can only conclude that closure rates for ethnic
minorities must be higher“. There are lots of
young, fragile and short-lived attempts to set
up a business, which drains local community
capital and enhances perceptions of
discouragement and disadvantage. Once
ethnic minority firms have got through the start-
up phase of activity, they perform exceptionally
well in terms of future growth and exporting,
suggesting the ‘shortfall’ in numbers resulting
from a higher enterprise ‘churn’ may have

a measurable economic ‘drag’ on the UK
economy as a whole, which could be addressed
by policy action.

Furthermore, there is a strong possibility of a
wider debilitating impact a higher enterprise
churn rate could have on local communities.
The diversion of financial resources to
enterprises that may ultimately have to close
is an ongoing drain on community resources
as a whole. It creates ongoing waves of start-
up and young firms that either fail to create
any local jobs for the community to fill, or the
jobs created are few and often short-lived.

In contrast, entrepreneurship activity among
the White community more often leads to an
established stable enterprise and jobs. This
situation has occurred despite much higher
rates of entrepreneurial activity in the non-White
community than in the White population.

4 This of course refers to closure rates, not failure rates.



THE CURRENT AND POTENTIAL

CONTRIBUTION OF ETHNIC MINORITY

BUSINESSES

EMBs are already making a significant
contribution to the UK economy and society.
First, using the narrow definition of ethnic
minority-led firms alone (notwithstanding issues
around definition and data capture mentioned
earlier), EMBs generate a GVA of about £25bn
per annum. This is highly significant because it
is similar or surpasses the GVA of major cities
like Manchester, Birmingham and Liverpool,
and industries such as pharmaceuticals and
agriculture (Roberts et al 2020). Second, there
IS a strong ambition among EMBs to grow;
they are disproportionately involved in exporting
activity and are more likely to engage in product
and process innovation than firms generally
(Roberts et al 2020). Third, EMBs create
employment; if we assume that EMBs supported
about one million jobs in the UK with an average
salary of £20,000 a year, that would represent

a further £20bn of gross wages and salaries
being paid.

The above contribution of EMBs can be further
enhanced if the UK Government takes concrete
steps to capitalise on the key strengths of
ethnic minority communities, particularly their
entrepreneurial ambitions and tendencies to
innovate and export. There is a strong business
case for advancing EMBs. Improving access to
finance, wider markets and quality support could
enable EMBs to grow, potentially increasing their
share of GVA to £100bn.

EMBs in the UK make an important social and
cultural contribution beyond ‘hard’ economic
benefits (Jones et al 2018). For instance, many
EMBs trade in some of the most deprived
areas of the country, helping to revive local
communities and providing vital retail services in
much neglected urban areas (Jones et al 2018).

These retail businesses often serve low-
income residents by offering lower-priced
products, as well as greater convenience of
operating with extended opening hours (Ram
and Jones 2016). Additionally, EMBs cater to the
demand among ethnic minority and immigrant
communities for ethnic or country-specific
products, and simultaneously, provide greater
diversity of offering to native-born customers
wishing to try new exotic goods (Edwards et

al 2016).

EMBs often provide job and training
opportunities to marginalised workers who may
have experienced hostility in the labour market,
including newly arrived immigrants, while also
employing native British workers (Jones et al
2018; Ram and Jones 2016). They act as
vehicles for social inclusion and integration,

not only by creating jobs but also by serving as
crucial social hubs, offering mutual advice and
support to marginalised groups of immigrants
and refugees to help them overcome social
exclusion and isolation (Jones et al 2018; Ram
and Jones 2016; Jones et al 2014a; Lyon et

al 2007). By supporting the integration of
immigrants within the wider community, EMBs
help strengthen social cohesion (Jones et al
2014a), easing concerns over the impact of
immigration on community relations (Syrett and
Sepulveda 2011).

The cultural contribution of EMBs deserves
wider recognition. Ethnic minority, immigrant and
refugee entrepreneurs have been a driving force
behind a positive transformation and contribution
towards many areas of British cultural life,
from food and sports to music, arts and
entertainment. Although EMBs have traditionally
traded in areas like retail and catering, they are




increasingly found in the wider sectors of the
economy (MSDUK 2021; Jones et al 2014a),
acting as important role models for aspiring
entrepreneurs (Centre for Entrepreneurs and
DueDil 2014).

The restaurant sector is perhaps one of the
most prominent examples of EMBSs’ cultural
contribution to British cities, as illustrated by

a range of ethnic food quarters, such as
Chinatowns (Syrett and Sepulveda 2011).

Asian and African-Caribbean entrepreneurs
have successfully developed an independent
restaurant sector in cities like Birmingham,
serving a diverse group of customers but very
often a White majority clientele (Ram et al 2000).
These entrepreneurs have introduced a wider
range of flavoursome foods, with the Indian curry
becoming a national dish (Panayi 2008). The
diversity of food outlets and restaurants across
London, Birmingham and other urban areas
adds to the cultural attractiveness of town
centres and high streets, not only by offering
sought-after exotic foods but also through
various events and festivals held in ethnic food
quarters that are magnets to local communities
and tourists alike, generating growth (Syrett and
Sepulveda 2011).

The social and cultural contribution of EMBs

is not easily measured, given our varied and
subjective understanding of what it is and

why it is important. Capturing positive social
change, such as personal experience of
inclusion or well-being of individuals and
communities, requires different methods using
softer indicators and a more multi-disciplinary
and historically sensitive approach. Regrettably,
social value of EMBs has hitherto received little
or No recognition, but this may change hopefully
as the government recently has elevated its
role — for example, making submissions on
social value a mandatory requirement in the
procurement of government contracts (Cabinet
Office 2020).

The contribution of EMBs is often felt
beyond their immediate locality. As diaspora
communities, they are characterised by

a spider’s web of transnational kinship,
friendship and associational links and
networks, not only bilaterally between UK

and countries of origin, but also multilaterally with
a wider range of countries. These transnational
links are an important source of financial,

human and social capital, facilitating EMBS’
entrepreneurial activities, knowledge exchange,
technology transfer and innovation (Lissoni
2018; Jones et al 2010; Kerr 2008).

Diaspora entrepreneurs provide crucial
investment in business development, innovation
and job creation, as illustrated in the case of
African entrepreneurs in London who send
regular sums of money to relatives in Nigeria; for
instance, to fund house construction (Ojo 2012).
While such activities are clearly vital in supporting
regions of Africa and other developing nations,
successes of transnational entrepreneurship

by UK-based EMBs are few and hindered by
limited access to finance and other forms of
capital (Jones et al 2010). This has important
policy implications for a more globally
outward-facing, post-Brexit and post-pandemic
economic recovery that is advocated by

the government.

Finally, EMBs can contribute to the
implementation of the international aid policy
that links the Global North with the Global South.
While part of the implementation of the policy
is humanitarian aid, there are increasing calls
to complement this with aid for trade policies
(ICAI 2019). During the Covid-19 pandemic, a
consortium of EMBs in the UK implemented

a local government contract to produce public
health messages in several languages, which
were widely disseminated in the UK and
worldwide via diaspora links, leading to
improved health outcomes (Mascarenhas-
Keyes and Arriaga-Garcia 2021). Diaspora
links can importantly support innovation and
entrepreneurship in the Global South. For
example, returnee entrepreneurs can have
a positive impact on their home countries
by introducing innovations, creating jobs
and acting as entrepreneurial role models
(Grinhagen 2018).




THE BARRIERS FAGED BY ETHNIC

MINORITY BUSINESSES

Ethnic minority entrepreneurs, and Black
entrepreneurs in particular, continue to face
multiple barriers to achieving their full potential.
There are of course variations in entrepreneurs’
experiences, and the diversity of EMBs
necessarily paints a complex picture of the
barriers they face. A robust and inclusive
explanation of these barriers must take into
account individual, social structural and wider
contextual influences (Kloosterman 2010).

It is important to consider entrepreneurs’
experiences at the intersection of ethnicity and
wider markers of difference, such as gender,
religion or age (Ram et al 2017). Furthermore,
minority entrepreneurs may experience different
barriers at different stages of the entrepreneurial
journey, from start-up to exit. The events of
Covid-19, and the introduction of lockdown
and social distancing measures since 2020,
have created significant additional challenges
for many small businesses across the UK, with
disproportionate negative impact on EMBs
over-represented in some of the most affected
sectors, such as hospitality.

Considering the wider structural and systemic
disadvantages experienced by ethnic minorities,
EMB owners often face discrimination, perceived
or actual, throughout the entrepreneurial journey;,
constraining their access to external finance,
wider markets, business support and other
resources needed to succeed in business
(Martinez Dy 2019; Bates et al 2018a, 2018b;
Martinez Dy et al 2017; Ram et al 2017; Jones
et al 2014b; Davidson and Fielden 2010; Teixeira
et al 2007). In the most recent study of aspiring
and established Black entrepreneurs, 53% of
respondents reported to have experienced
racism or discrimination, while 84% perceived
racism as a potential barrier to their
entrepreneurial efforts (Black Business Network/
Lloyds Bank 2021). The lack of trust in finance

and business support providers additionally
contributes to such widespread perceptions of
anticipated barriers, discouraging EMBs from
seeking appropriate support. Entrepreneurs from
new migrant communities reported experiences
of discrimination in their interactions with the
authorities, having negative consequences for
their mental health, the willingness and ability

to integrate in the host country and business
growth prospects (Hagos et al 2019).

Discriminatory attitudes of potential and existing
customers can be a barrier to business start-up
and growth — and can even lead to business
failure. Black African entrepreneurs in the UK
reported difficulties of winning contracts with
White-run businesses (Mendy and Hack-Polay
2018). Racism in the form of verbal or physical
abuse was highlighted as an “occupational
hazard” in a study of shopkeepers in Scotland;
two-thirds of respondents experienced racism,
particularly those born overseas, and just under
a third faced racial discrimination on a regular
basis (Ishaq et al 2010). The perception or
anticipation of discrimination itself can also act
as a barrier to seeking and accessing important
resources. Evidence of variation in the levels of
tolerance of discrimination by different ethnic
minority groups (Davidson and Fielden 2010)
additionally points towards possible
underreporting of discrimination by minority
entrepreneurs.

Many EMBs face similar barriers to starting and
operating businesses as SMEs generally. The
lack of access to external finance, wider markets
and appropriate business support are often cited
as some of the most significant challenges for
EMBs (Carter et al 2015). We discuss these in
later sections of the report, but we first highlight
some of the additional obstacles that prevent
ethnic minority entrepreneurs from developing
their businesses.




First, insufficient financial resources before
starting a business are a challenge for most
entrepreneurs, but ethnic minority groups appear
to be disproportionately affected. Disparities
in incomes from employment and pay gaps
between some ethnic minority groups,
particularly Black, Bangladeshi and Pakistani
employees, and their White counterparts are
believed to significantly shape ethnic minority
entrepreneurs’ start-up efforts and explain

a number of differences in entrepreneurial
outcomes (British Business Bank 2020).

¢ Entrepreneurs with higher incomes are more
likely to invest in their idea and to complete
more business development activities
compared with those on lower incomes.

e Aspiring entrepreneurs with lower incomes
are more likely to cite lack of money as a key
barrier to success compared with those
reporting higher incomes.

e | ow income is a particular constraint for
women entrepreneurs from minority
backgrounds.

Taken together, these findings confirm the crucial
role of personal wealth and the initial financial
resource position in shaping ethnic minorities’
start-up experiences and their capacity to
develop ideas into viable and mature firms.

Second, prior work experience is strongly
linked to entrepreneurial success. For instance,
employment enables aspiring ethnic minority
entrepreneurs to acquire relevant business-
related skills (Hussain et al 2007), as well as
facilitating access to financial resources and
networks. However, recent evidence shows
that the lack of development and progression
opportunities some ethnic minority groups
experience in employment is also reflected

in their business performance. In the UK, a
significantly lower percentage of Black business
owners (3%) who worked full-time before
starting a business reported turnover of
£250,000 or more, compared with the overall
business owner population at 16% (British

Business Bank 2020). Although entrepreneurial
outcomes of ethnic minority entrepreneurs are
necessarily shaped by the wider social context,
including the particular markets they enter
(Kloosterman 2010), human capital plays a vital
role throughout the entrepreneurial journey,
particularly for EMBs operating in knowledge
intensive sectors like media, pharmaceuticals
or information technology (Carter et al 2015).
Limited business management and finance skills
can be a major constraint that affects business
survival and performance of EMBs (Hagos et al
2019; Mendy and Hack-Polay 2018; Mwaura et
al 2018).

Third, EMBs face particular difficulties in
understanding, navigating and complying

with regulatory requirements and administrative
procedures, such as the rules around health
and safety, planning permission, national
insurance, sector-specific regulation and

VAT. These regulatory challenges tend to

be exacerbated by the lack of appropriate
information and support (Jones et al 2012; Ojo
2012). The regulatory barriers exist throughout
the entrepreneurial journey in the form of
obstacles to becoming a formal entity (that is,
legally registering a business) or remaining formal
(that is, operating legally and complying with
regulation). Understanding and navigating
regulatory requirements is difficult, especially
for new migrant entrepreneurs entering the
uncertain and unfamiliar UK environment

who lack information on how to comply with
various regulations (Sepulveda et al 2011).

Fourth, limited English language proficiency can
be an additional and major barrier in developing
and growing a business, particularly for new
arrivals in the UK but also for older, first-
generation migrants (Hack-Polay et al 2021;
Davidson and Fielden 2010; Altinay and
Altinay 2008; Bagwell 2006). Ethnic minority
entrepreneurs with limited English often struggle
to access important information, to navigate the
regulatory and administrative requirements
related to business, and to communicate with
potential customers. Limited English can also




be an obstacle in accessing finance and
business support, and a potential threat to
business sustainability (Davidson and Fielden
2010). The lack of time to develop English
language skills is a related challenge (Barnes
and Cox 2007), supported by the evidence
that ethnic minority self-employed people in the
UK work longer hours than their White British
counterparts (Brynin et al 2019).

Fifth, EMBs in the UK experience specific
difficulties in accessing labour. For instance,
businesses in the restaurant sector face
particular challenges given the reluctance

of second-generation migrants to work as
waiters or chefs, combined with difficulties

in recruiting immigrant replacements (Barrett

et al 2001). Changes to immigration rules
constraining the inflow of migrants can generate
significant obstacles for EMBs, which rely on
co-ethnic labour but are located in geographical

areas without a large ethnic minority community
(Rahman et al 2018). More successful EMBs
tend to employ a diverse workforce, with a
higher share of White employees (Carter et al
2015), while greater workforce diversity has also
been linked to a greater capacity to break out
into mainstream markets (Arrighetti et al 2014).

We now turn to our evidence-based
recommendations, which are set out under
three core themes:

1. Valuing diversity of enterprise and supporting
ambitious EMBs to grow

2. Promoting long-term partnerships that build
stronger networks of support for EMBs

3. Developing a UK-wide inclusive enterprise
policy that signals the importance of
support for EMBs.



RECOMMENDATIONS

THEME 1: VALUING DIVERSITY OF
ENTERPRISE AND SUPPORTING AMBITIOUS
ETHNIC MINORITY BUSINESSES TO GROW

Ethnic minority communities in the UK do not
appear to have a business creation problem.
Rather, issues are more evident in terms of
longer-term business survival and growth (Han
et al 2009; Fraser 2014). The ambition is not
lacking in ethnic minority communities to start
a business, but their entrepreneurial efforts

do not succeed to the level seen in the wider
business population — our analysis of GEM data
shows this is particularly the case for Black
entrepreneurs. Some of these disparities

can be attributed to a combination of barriers
faced by EMBs at the social structural and
individual level as outlined above.

The economic and social contribution of all
EMBs should be recognised and valued. There
is a strong business case for creating a more
inclusive business support environment that

Recommendation 1:

enables EMBs to flourish, with positive impacts
on the UK economy. Improving access to
support services and markets to create a level
playing field for EMBs is also the right thing to
do to bring about a more equitable society.
This first theme of the report comprises three
recommendations, intended to stimulate action
across sectors to recognise and enhance the
current and potential contribution of EMBs

to the UK economy and society. These are
primarily actions individual organisations can
take now on their own, or at the industry level,
to advance EMBs and help them realise their
growth ambitions. We believe that forward-
thinking organisations of all types and

those seeking to build healthy, inclusive and
sustainable local economies have a part to
play and can take steps voluntarily to advance
inclusive entrepreneurship.

Redress perceived and actual barriers to finance

Finance is a vital resource for most
entrepreneurs in the process of starting

and running a business. The lack of personal
wealth at the start-up stage is a major obstacle
for ethnic minority entrepreneurs in the

UK, preventing many from realising their
entrepreneurial potential. WWomen entrepreneurs
in particular, regardless of ethnicity, have lower
incomes from employment than men before
starting a business, with consequences for
their entrepreneurial outcomes (British Business
Bank 2020). For early-stage ethnic minority
entrepreneurs, financial constraints are often
intensified by commitments or obligations to
support relatives, both in the UK and abroad.
This is particularly the case for new migrant
entrepreneurs who send large amounts

of money to their home countries, with

implications for their ability to invest in and
sustain or grow their business in the UK
(Jones et al 2014b; Ojo 2012). Limited financial
resources among some ethnic minority groups
and women can partly explain both their lower
participation in entrepreneurship and business
performance (Carter et al 2015).

The lack of personal wealth means EMBs
look at external sources of finance to start and
develop their business. However, EMB owners
are more likely than the SME population to
think that it is more difficult to obtain finance,
and that difficulty in accessing finance is a
major obstacle to growth. The subgroup that
more often agrees with the view that finance
is a problem is the Black community, although
this is far from exclusively the case. Recent
evidence from the SME Finance Monitor
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confirms the perception of barriers in accessing
finance is itself a major obstacle, and this

is more evident in the EMB community.
Consequently, more EMBs appear to
deliberately withhold from applying for financial
support. We next discuss these bartrriers in
detail, with a particular focus on banks.

One of the main providers of financial support is
banks. High street banks play a prominent role
in ethnic minority communities, but there have
been long-standing concerns about the poor
access to financial services by EMBs (Carter et
al 2015). The recent availability of better-quality
data and deployment of more sophisticated
econometric analyses provides robust evidence
that helps to address this issue. The key
independent data source in this regard is the
Financial Lives Survey, undertaken by the
Financial Conduct Authority. The latest results
collected in 2020 (FCA 2021a) show that
across the broad reach of personal financial
products, ethnic minority customers were
nearly always less likely to use a product than
White customers. While this disparity at first
glance is a cause for concern, the FCA analysis
also looked at this pattern of product usage
with reference to a range of explanatory factors,
notably linked to age and income. These results
indicate that ethnicity appears to have no role
in explaining these differences in product
usage. Rather, the higher incidence of younger
people in the ethnic minority communities and
the lower historical levels of personal wealth/
asset accumulation among older ethnic
minority consumers provide a comprehensive
explanation. Put simply, ethnic minority
consumers appear to have fair and equal
access to personal banking product — any
variations can be explained by taking into
account individual ability to repay or the
appropriateness of product to their need

(FCA 2021b).

Considering access to business customer bank
products, while the business banking sector
does not have a direct equivalent to the FCA’s
Financial Lives Survey, it is possible to

investigate the usage of a broad range of
financial products and services split by ethnic
subgroup from the SME Finance Monitor
(BDRC 2007 onwards). Again, our analysis
shows broadly similar usage of finance
products comparing EMBs and SMEs (27% of
EMBs surveyed were using at least one of the
core finance products compared with 29% of
SMEs). However, a higher degree of variation
can be observed between ethnic minority
subgroups and by product type. Also, unlike
the personal sector data, in several areas both
at an all EMB level, or the subgroups, product
usage in some cases was higher for EMBs than
in the SME population as a whole. As in the
case of the personal sector, the ethnic grouping
of individual businesses has no identifiable role
in determining the outcome. All these results
underpin the view that EMB business owners
appear to access the same range of core
banking products in similar frequency over time
to the SME business population as a whole.

Similarly, when looking at applications for new
credit, drawing on the results of the latest
analysis of SME Finance Monitor data up to
mid-2020, which updates and extends the
analysis on UK (Fraser 2009; Cowling et al
2021/22), overall application and acceptance
rates for EMBs — while not identical — also look
very similar to the wider SME market. However,
there are some concerns about the position of
the Black-led business community. Black loan
applicants appear to have slightly poorer than
expected application outcomes, suggesting
issues may well be evident in this group that
deserve further attention. Similar conclusions
were drawn in earlier analyses of SME Finance
Monitor data covering the years 2004 to 2008
(Fraser 2009), although the scale of concern
on this issue has fallen over the last decade.

There are various reasons for these observed
disparities in access to bank finance. While
our analysis confirms earlier quantitative results
suggesting racial discrimination by banks
cannot explain these differences (Fraser 2009;
DCLG 2013), EMBs face several specific
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challenges that constrain their access to bank
finance. These include collateral shortages,
poor creditworthiness (as assessed through
credit scoring), lack of formal savings, poor
financial track record, low confidence and
take-up of professional support services, and
language barriers.

Despite the evidence of the apparent absence
of racial discrimination by banks, EMBs and
Black businesses in particular still have a poor
view of financial services in general and do not
sufficiently take advantage of what banks have
to offer. More recent evidence shows Black
entrepreneurs have very low levels of trust in
banks — only 43% trusted banks to have their
best interests in mind and only 13% sought
financial support or funding for their business
from banks when setting up their business
(Black Business Network/Lloyds Bank 2021).
There are various reasons for this level of
disengagement, of which two major ones

— expectations and discouragement — are
discussed below.

Expectations of financial support

Evidence from GEM data on those actively
engaged in starting a business or running

a very new enterprise shows ethnic minority
entrepreneurs, compared with entrepreneurs
generally, have a different level of expectation
for support from providers of all start-up funds.
They have a much higher expectation of
support in general, and especially from close
relatives, financial services or government.
When SME owners are asked if they have
confidence the bank will approve an application
for finance, expectations vary markedly, with
many EMBs who plan to approach the bank
reporting much lower confidence than other
SMEs. This concern exists across all SMEs;
credit acceptance rates overall are typically
about 72% of all that apply but the expectation
of success is much lower among EMB
applicants (39% of EMBs compared with 51%
of SMEs who are thinking of applying soon).
This degree of pessimism is of a particular
concern for those businesses that recognise

they have a need for future funding but are
reluctant to apply for external finance (about
3% of all SMEs and 9% of EMBs).

It is not clear how high expectation arises, and
it may reflect wider social and cultural factors
or the ability to access information and advice
by this sector of the entrepreneurial community.
An issue for perhaps wider consideration is
that this over-expectation, which may well lead
to greater frustration and disappointment at
the very genesis of a business idea, could taint
relationships between financial services and
ethnic minority entrepreneurs in a way that
persists over time.

Discouragement arising from personal
perceptions and experiences

Concerns over the process and principles

of borrowing are the key foundations of
discouragement, whereby a firm deliberately
avoids applying for a new finance product for
fear of rejection despite having viable business
plans, and so forgoes the potential growth

to their enterprise that could have occurred.
Additionally, when entrepreneurs feel the costs
attached to applying for finance are too high,
they may be discouraged from applying (Fraser
2009). Discouragement is a particular issue for
high street banks. For entrepreneurs who are
used to more in-depth and frequent interactions
at a business and personal level, banks can
seem remote and bureaucratic (ie a concern
over a process of borrowing). For some
business customers, concerns over the
process of borrowing can have trust
implications. On top of this, some may also

be concerned about taking on debt, worrying
it may damage a credit score or complicate
access to state benefits for their household

(ie a concern over the principle of borrowing).

Researchers looking at discouraged borrowers
at a firm level have strong evidence that most
firms are “credit ready” and would be
successful if they applied (Kon and Storey
2003). However, for many SME owners with
limited access to personal or family wealth,
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discouragement leads to development and
investment plans being abandoned. This is

an issue acknowledged to be notably more
evident among EMB owners, who are more
likely than SMEs to abandon business ideas
(British Business Bank 2020; BSWN 2020;
Bray 2020; Motune 2020). The latest data
from the SME Finance Monitor covering 2018
to 2020 suggests 19% of all current EMB
non-borrowers with a funding need are
discouraged from approaching a bank to
address this gap. The figure in the SME
population as a whole was 11%. Linked to
financial discouragement for ethnic minority
entrepreneurs are other underlying factors
that directly influence the fears of discriminated
borrowers, such as poor language skills, lack
of confidence or fear of debt. These push many
EMBs towards informal financial solutions.

The above review of the evidence shows that,
to the degree that EMB owners face a finance
gap, it is largely demand-side based and it is a
perception gap, underpinned by high levels of
discouraged borrowers. This perception gap
may be more damaging to customer-industry
relations, as trust in banking by EMB owners —
especially first-generation immigrant
entrepreneurs — has traditionally been higher
than in the SME sector as a whole (although
this may be largely evident in selected ethnic
groups). Thus, regardless of the reality of
actual financial product access and usage, the
perception of a problem in accessing external
financial products remains deeply embedded.

Our review of the available literature has
struggled to identify any credible evidence-
based proposals to reduce or eliminate this
perception gap with a particular focus on
EMBs. Some wider SME finance market
initiatives (referrals, credit information, bank
switching, supply side diversification) could
play a role, but the potential contribution
they could make to solving EMB finance issues

has not been a focus of attention. However,
more generally, the dearth of EMB-focused
policy ideas reveals a failing by the UK and
international SME research community. It is
vitally important that steps are taken to address
the perception issue if the higher potential
contribution of EMBs to the UK economy are to
be realised. Across the SME sector, eliminating
discouragement could potentially significantly
increase the number of credit applications
and EMBs would make up a very large share
of this increase.

Drawing on our analysis of the UK SME
Finance Monitor, based on pre-Covid
volumes of business as a rough indication

of the importance of this matter, if — and we
recognise this is an extreme example —
application discouragement for SMEs was
totally eliminated by supply and demand side
actions, about 25% of the beneficiaries of such
an achievement would be EMB-led businesses
(even though such firms are around 4% of the
business stock). Also, this would not require
high street banks to lower credit standards,
but rather maximise engagement with credit
ready customers who already exist.
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Implementation of Recommendation 1

The research evidence presented above has
highlighted the key role of finance in supporting
EMBs to reach their potential, as well tackling
the perceived and actual barriers EMBs face in
seeking and obtaining finance to grow. The UK
banking sector has regularly commissioned
work to examine these issues and has often
introduced initiatives to promote engagement
with EMBs (Roberts et al 2019). However, the
issues of distrust and discouragement continue
to sour business engagement of banks with
ethnic minority communities, notably with Black
entrepreneurs. As a result, we think the industry
should commit to the following specific actions.

1. Banks should review their existing support
at the pre-application and post-application
stage in the finance application process,
with a view to understanding the impact of
current processes on their relationships with
EMB customers. These insights should be
used to develop more appropriate support
throughout the finance application process
to better manage EMBS’ expectations,
gain and maintain relationships of trust,
and reduce discouragement. This could
include initiatives such as better information
provision on finance options and the finance
application process, more effective
communication using diverse methods,
greater transparency about the finance
decision-making process, conversations
about finance options and expectations
early in the relationship to prepare EMBs for
finance application in future, and signposting
to appropriate support where EMBs do not
meet bank’s criteria.

2. A commitment by the UK banking sector
to continue funding research to monitor
application volumes and outcomes on a
permanent basis, including facilitating
independent access and scrutiny of the data

(SME Finance Monitor). This will be important

3.

4.

in monitoring progress, as well as signalling l

commitment to diversity and instilling
confidence in EMB communities.

Extending this research-based approach to
other areas of bank-customer activities such
as complaints, lending appeals and business
recovery work (drawing on anonymised
datasets) to understand whether and how
EMB owners’ perceptions are based more
on wider bank experience.

Banks should also use marketing/community
engagement budgets to re-establish or
boost outreach activities in selected localities
populated by ethnic minority communities
where research evidence points to high start-
up activity but lower than average post
42-month survival rates. This can be in the
form of actions such as the following.

a. Targeted marketing to engage better EMB
customers (for example, branch signs).

b. Language-specific services and
communications (for example,
translation service).

<28 >
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c. Use of EMB role models to celebrate the
contribution of EMB communities and to
address issues of discouragement.

d. Improving diversity and ethnic minority
representation within the workforce.

e. Diversity training for staff to improve
cultural awareness and sensitivity.

f. Introducing diversity champions to
promote and improve diversity internally
(for example, in recruitment and
procurement procedures).

g. Organising community events to better
engage with EMBs (for example,
community contact sessions with local
business groups).

h. Building online support platforms to
extend the reach of activity beyond key
business locations or provide a wider
range of customer contact options.

5. Banks should also appoint community-
focused EMB liaison staff in key business
centres to coordinate this work and a named
person in head office of MD or equivalent
rank to develop accountability and trust.

6. Many of the above initiatives have operated
in the past in UK high street banks, or
may still do in some form, but should be
rekindled. However, we also think they
should be extended in an appropriate way
to the wider financial services sector offering
business services. UK high street banks
should not be an isolated special case in
this regard, it should apply in spirit to equity
providers, insurance and leasing companies
plus the newer platform systems. Many
of the newer elements of the financial
ecosystem are still developing and should
embed key elements of the above strategy
in the day-to-day work, although some
variations may well be sensible based on
customer volumes.

7.

All the above represents a challenging
agenda to tackle low trust levels and high
discouragement rates — and cannot be
achieved overnight. However, we think at the
very least, at an individual firm level, a
commitment to move in this direction could
be made by Financial Conduct Authority
(FCA)-regulated providers within 12 months.
We propose the model of an Accountability
Pledge — a publicly declared commitment
with a brand agreed among the regulatory
bodies, such as the Stock Exchange, FCA
and the Bank of England — to appear in
published reports (similar to the Good to

Go Scheme introduced by the Business
Regulation authorities to respond to
Covid-19 opening up). This would initially
require trade bodies such as UK Finance
and the Association of British Insurers to set
up a working group to establish a common
identity and some core principles which, in
turn, would be the basis on which individual
financial service providers would publicly
adopt. Going forward, it would be up to
customers, investors and regulators to
judge how well the firms follow this pledge.

<29 >
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Recommendation 2:
Increase access to procurement
opportunities in the corporate sector

Difficulty in accessing wider product markets
is one of the key barriers preventing ethnic
minorities from realising their entrepreneurial
ambitions (Carter et al 2015). Increasing EMBs
engagement with procurement opportunities
in the supply chains of large purchasing
organisations can help them access more
profitable markets and facilitate their growth.
Diversifying supply chains is not just about
equality of opportunity; there is a strong
business case for supplier diversity (Holford et
al 2009). While all organisations across sectors
have a role to play, the corporate sector could
perhaps have the biggest impact because of its
large purchasing power.

)

Although ethnic minorities in the UK are a
highly diverse group, increasingly entering a
wider range of sectors and business activities
(Edwards et al 2016), some groups have
historically concentrated in particular economic
areas. For instance, South Asians were found in
manufacturing or services and Chinese people
in food sectors (Barrett et al 2001). There are
generally low barriers to entry in these traditional
sectors but, for many entrepreneurs, this also
means they trade in highly saturated and
competitive markets (Mwaura et al 2018; Ojo
2012). Much of the evidence focuses on the
barriers from the perspective of an entrepreneur
and the market strategies they adopt, but
there are also structural issues that potentially
constrain entrepreneurs’ entry and success in
wider sectors and markets — for example, the
influence of customers’ judgement and
engagement with EMBs. This is particularly
relevant in the context of large purchasing
organisations across sectors where efforts to
diversify supply chains could open up market
opportunities for EMBs (Ram and Smallbone
2003). We examine the evidence from both
perspectives.

The entrepreneurial outcomes of EMBs in the
UK show striking and recurring consistency
over time when comparing ‘new’ and ‘old’
migrant communities, despite the many
differences in their level of resources and
access to community support. The new
migrant entrepreneurs appear to concentrate
in similar traditional sectors and markets
(Sepulveda et al 2011), suggesting the enduring
social structural barriers continue to powerfully
constrain EMBs’ entry into wider and more
profitable economic spaces (Edwards et al
2016; Jones et al 2012). Generational
differences have been observed, with second
and third-generation migrants found to operate
in more diverse areas, for instance in creative
industries (Smallbone et al 2005). Yet many
EMBs continue to work in traditional sectors
despite noticeable increases in the owners’
human capital through educational qualifications
(Jones et al 2012).

Ethnic minority entrepreneurs often start a
business within ‘ethnic enclaves’, or areas
with high concentration of people from the
same ethnic group. This provides them with
access to co-ethnic customers and important
resources, including finance, labour and support
(Hack-Polay et al 2020). However, high levels of
competition for customers and resources within
ethnic enclaves can be constraining (Dheer
2018). EMBs can also be found in vulnerable or
declining sectors (Barnes and Cox 2007; Ram
et al 2003) that press many to the margins of
survival (Edwards et al 2006).

A frequently cited solution to the marginal
position of EMBs operating in sectors and
markets that constrain their growth prospects
is to encourage ‘break out’ into wider markets,
often outside of co-ethnic communities (Basu
2011). EMBs that trade in non-local, non-ethnic
customer markets appear most successful

in achieving breakout (Ram and Jones 1998).
Further support for this strategy comes

from the US, where a study of migrant
entrepreneurs found that serving local clients

in minority neighbourhoods is strongly linked
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to firm closure and low profitability (Bates and
Robb 2014). Having a large co-ethnic customer
base can result in a financial penalty for EMBs
(Shinnar et al 2011).

Yet it is not always necessary for EMBs to break
out of ethnic markets, as long as they move
into geographically wider markets that generate
higher value-added and profit margins.
Transnational entrepreneurship activities are
one example. Black African entrepreneurs in
the UK, for instance, have escaped local, highly
competitive ethnic markets by doing business
in Nigeria as a way of gaining competitive
advantage (Ojo 2012). Given the potential

of digital technology to facilitate the expansion
of business into larger markets at relatively low
cost, EMBs can successfully ‘break through’ into
national or global ethnic markets (Basu 2011).

Successful breakout and breakthrough
strategies require knowledge of the wider
markets and various forms of capital (Lassalle
and Scott 2018; Dheer 2018; Carter et al 2015).
Individual level of education, experience and
the ability to leverage international business
networks can strengthen the capacity to enter
wider markets, as does hiring of non-ethnic
labour (Basu 2011). Multiculturally-hybrid firms
that involve ethnically diverse employees
and business partners are more likely to
possess competencies, such as information,
management and professional skills, required
to succeed in mainstream markets (Arrighetti
et al 2014).

Barriers in accessing wider markets can
be additionally explored from a customer
perspective. Promoting supplier diversity
in large purchasing organisations can be
an important means of increasing EMBS’
engagement with wider markets
(Theodorakopoulos et al 2005; Ram and
Smallbone 2003). Examples of supplier diversity
programmes in such organisations can be
found in Europe and the US, often driven

by strategic corporate social responsibility
initiatives. However, there are also significant

economic benefits of engaging with EMBs. For
example, larger organisations can gain valuable
insights and competitive edge when entering
ethnic minority markets or can take advantage
of the significant levels of innovation offered by
EMBs (Blount and Li 2021).

There is evidence that EMBs in the UK are
entering supply chains of large purchasing
organisations (Woldesenbet and Worthington
2019; Ram et al 2011). These successes can
sometimes lead to unintended consequences
for firms with limited bargaining power, including
issues with loss of control, greater reliance on
a single buyer and delayed customer payments
(Ram et al 2011). Additionally, racial bias often
prevents EMBs from being taken seriously by
potential customers and investors (MSDUK
2021). Elsewhere, research evidence points to
customer discrimination as a key barrier. In the
US, Younkin and Kappuswamy (2019) found
that prospective consumers tend to anticipate
lower prices for products from African-American
entrepreneurs. Moreover, a study of consumer
price discrimination in China (Liu et al 2020)
shows that potential consumers hold bias
against “common products” from EMBs and
offer a lower price.

In the context of supply chains, the racial
identity of a buyer can impact on their decision-
making. A study by Gligor (2020) found that
in the US, buyers tend to select suppliers
who belong to their own race when choosing
between suppliers offering similar products.
In a comparative study of large purchasing
organisations in the US and the UK, Blount
and Li (2021) found the buyers in the UK
organisations have greater expenditure with
EMBs than their US counterparts. However,
research in this area is limited. Supply chain
management researchers rarely consider the
impact of racial differences of suppliers and
buyers (Esper et al 2020).
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In the UK, there is currently a lack of monitoring
and data on business ownership by ethnicity
(Green 2020), making it difficult to determine
the representation of EMBs in both public and
private-sector supply chains, the support that
is needed to help EMBs enter wider markets, or
to help large purchasing organisations engage
with diverse suppliers. Evidence indicates public
and private business support initiatives in the
UK generally provide support for EMBs in the
initial business start-up processes, but do not
assist in tackling challenges at later stages — for
instance, help in finding buyers or accessing
networks (Owalla et al 2020). New measures
to deliver social value in public procurement —
for instance, by showing how a supplier would
tackle inequality — have potential to increase
engagement of EMBs, particularly social
enterprises, with public procurement
opportunities (Cabinet Office 2020). Yet there
is N0 comparable requirement in the private
sector to diversify supply chains.
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Implementation of Recommendation 2

We propose a joint communication is sent from
the Prime Minister, the Governor of the Bank
of England and the Chair of the Financial
Conduct Authority asking all UK FTSE 250
members, as well as firms with a UK banking
licence or regulated by the FCA, to undertake
a voluntary audit of their business engagement
with UK-based ethnic minority-led suppliers.
This Accountability Challenge should also be
extended to all public departments responsible
for tax-funded spending. It should be
recognised this is not an easy task for many
firms, government departments and other
institutions using public funds. But as
guidance, two key pieces of information
should be published.

1. The share of their UK supplier base with
an ethnic minority background.

2. A summary of any specific actions or
initiatives they have in place to protect,
enhance or increase this share of activity
over the years ahead.

We note that already in some firms such action
goes on day to day, often unrecognised, which
we want to celebrate and promote as best
practice. However, we also feel we need to
challenge the UK corporate sector and, more
widely, large purchasing organisations across
sectors to acknowledge this activity is patchy
and needs to be nurtured if we are truly going
to deliver the potential shown by the high rate
of entrepreneurial activity in ethnic minority
communities.

It may well be appropriate for a mixture of
individual corporate audits — say, from FTSE
100 members — to be included as a statement
in the annual reports alongside some sectoral
reviews undertaken by leading trade
associations or sponsoring government
departments to cover smaller corporates and
the wider business community. These details
would of course be settled through stakeholder
engagement. What matters is that the UK
business sector responds to the challenge
and starts the journey rather than the exact
reporting mechanism or — for the moment —
the issues of data quality.

We would suggest 12 months after accepting
the challenge, the authors of it host an event
to review the emerging results, celebrate best
practice and discuss problems.

<88 >
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Recommendation 3:
Provide more comprehensive,
intensive and bespoke support

Business advice and support are vital in helping
entrepreneurs and small businesses develop
and grow. Appropriate support can facilitate
various aspects of business development,
including access to wider markets, finance and
other resources needed to succeed in business.
EMBs in the UK face multiple obstacles

that prevent their access to suitable business
support, some shaped by their attitudes towards
and uptake of formal support services as well

as specific supply and demand side barriers.

Uptake of formal business support

Overall, around nine in 10 businesses in the UK
take up advice, largely before they start trading
(Mole et al 2021). Taking up external business
advice can increase firms’ strategic knowledge
and competitiveness (Mole et al 2017) and help
them raise bank finance (Scott and Irwin 2009).
There is a positive relationship between the
use of a range of external advice and business
growth (Berry et al 2006), suggesting a
comprehensive support offering that can help
business owners with a variety of needs is
highly valuable.

When firms receive intensive business support,
they report greater employment growth (Mole
et al 2008). A more intensive adviser-client
interaction is also linked to an improved quality
of advice (Mole 2021). Further evidence shows
customised, tailored and firm-specific intensive
business support is vital in providing relevant
information to firms interested in procurement
opportunities but also, importantly, in changing
the mindset and boosting confidence of
entrepreneurs ambivalent about engaging with
wider markets, including supply chain opportunities
(Woldensenbet and Worthington 2019).

Despite these benefits of comprehensive,
intensive and bespoke external business
support, ethnic minorities in the UK are less
likely than the wider population to access
valuable advice for free (British Business Bank
2020), less likely to access publicly funded
business support and training opportunities
(Cunningham and McGuire 2019) and are less
integrated in mainstream business support
ecosystems (Mwaura et al 2018).

EMBs tend to rely more on informal sources

of support, often from their co-ethnic networks,
including family and friends, and are less likely
to seek formal business support services
(Roberts et al 2020; Cunningham and McGuire
2019; Sepulveda et al 2011; Davidson and
Fielden 2010). Historically, however, there has
been an interest among EMBs to use formal
sources of support, such as banks and
accountants (Dhaliwal 2006; Ram et al 2002;
Ram et al 1999; Marlow 1992). Moreover,
some differences can be observed across
ethnic subgroups — Black African and Afro-
Caribbean entrepreneurs in particular were
found to rely less on informal co-ethnic
networks than other EMB groups (Scott and
Irwin 2009; Dhaliwal 2006).

The leveraging of informal support networks
from co-ethnic communities can be vital for
EMB survival — as a crucial source of both
financial and non-financial resources (Dheer
2018). Informal advice can also serve as a
stepping stone towards the use of more formal
sources of support (Mole 2021). However,
some EMBs’ over-reliance on such informal
networks can be an obstacle to accessing
more appropriate formal sources of support
at different stages of business development
(Deakins et al 2003). Several additional supply
and demand side barriers that prevent EMBs
in the UK from taking up formal business support
services are discussed on the next page.
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Supply-side barriers

From the supply side perspective, five key
barriers have been identified. First, there has
been a significant reduction in publicly funded
business support services over the past
decade. Creating equality of opportunity for
groups perceived as under-represented or
disadvantaged in entrepreneurship was a key
policy focus of UK Governments in the 1990s
and 2000s (Mallett and Wapshott 2020), of
which women and ethnic minorities were the
key targets (Higgins and Williams 2009). Yet the
slow progress towards a more regularised and
identifiable support system for EMBs ceased
with the introduction of austerity measures and
a widespread termination of publicly funded
business support from 2010 onwards, including
reduction in the funds for community
organisations assisting EMBs (Ram et al 2017;
Ram et al 2012). The publicly funded advice
service previously delivered face-to-face was
replaced by online and telephone services,
offering more generic advice while signposting
those in need of intensive advice to private
providers (Mole et al 2017). These
developments have directly undermined
previous efforts to create a more inclusive
business support environment, particularly for
women entrepreneurs, who are twice as likely
as men to use publicly funded business support
schemes (Scott and Irwin 2009), and for Black
entrepreneurs, who are particularly discouraged
by the cost of private support (British Business
Bank 2020; Nwankwo et al 2008).

Second, there is variability by geographical
location in the quantity and quality of business
support services available to EMBs. The
provision of business support across the UK
is uneven, with different locations having a
different pattern and mix of mainstream and
specialised business support agencies, as
well as different levels of intervention from
local authorities (Deakins et al 2003). Our
assessment of inclusive enterprise policies

5 Migrant Business Support | ACH. (ach.org.uk/migrant-business-support).

6 Diverse Supply Chains. (diversesupplychains.co.uk).

and support initiatives aimed at EMBs
identified several specialist initiatives targeting
EMBs. However, these tend to be small scale,
operating in particular geographical locations,
primarily urban areas, or focused on a particular
identity of an entrepreneur, such as refugee
specific support. For example, Ashley
Community Housing is a social enterprise
providing free business support to third-country
nationals living in the South West of England or
the West Midlands®. The increasing use of
digital technologies may help alleviate some of
the location-related barriers to accessing
business support, but the existence of a digital
divide (Serafino 2019) means some EMBs may
not have easy access to the internet or culturally
specific functionality may be lacking.

Third, the existing business support services are
not always publicised very well, and so EMBs
are often unaware of the available support,
which further prevents their engagement with
forma