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Access to Early Stage Finance in Scotland

Introduction 

1. The Royal Society of Edinburgh (RSE), Scotland’s National Academy, welcomes and 

supports the work of the British Business Bank (BBB) in Scotland in promoting business 

development and supporting businesses through and, out of, the COVID-19 pandemic. We 

welcome the initiative from the BBB to engage with stakeholders across Scotland on 

specific cross-cutting themes and the opportunity to provide our input on the first of these 

themes, “access to early-stage investment”. As you will be aware, the RSE has ongoing 

engagement around investment and commercialisation through the Economy and 

Enterprise Committee (EEC), which I chair. Notably, the EEC supports the RSE Enterprise 

Fellowship programme, which provides financial and mentoring support to science and 

tech-based entrepreneurs at the start of their commercialisation journey. 

 

2. Engagement and initiatives to improve the investment ecosystem in Scotland are always 

welcomed. The questions in your call have been asked repeatedly for around 20 years 

and, unfortunately, illustrate that previous initiatives by the public and private sector have 

yet to have sufficient impact on mitigating against underlying problems within the Scottish 

business investment ecosystem. 

 

Existing Landscape and Initiatives 

3. It is crucial that the BBB considers the entire investment landscape in Scotland and how 

this differs from other parts of the UK, often best illustrated by lessons from the past. One 

notable difference within the investment ecosystem in Scotland is the lack of prominent 

venture capital investors within Scotland. Consequently, early-stage finance is often 

dominated by smaller angel and angel syndicate groups. Lack of consideration of the 

particular regional context can lead to UK-wide funds failing to reach Scotland or not having 

the impact they were aiming for. This was particularly true of the Future Fund1, as while it 

was successful in the South East of England, that success was not replicated in Scotland. 

The Fund did not consider the predominance of the Enterprise Investment Scheme (EIS) 

(angel syndicate led) in the early-stage investment ecosystem in Scotland; the dominance 

of EIS funding can have implications for businesses when they are seeking further 

investment (see point 7). We would hope that through engagement, evidence gathering 

and evaluation of initiatives such as the Future Fund, BBB would seek to gather as much 

1 British Business Bank. 2020. ‘Future Fund’. URL: https://www.british-business-
bank.co.uk/ourpartners/coronavirus-business-interruption-loan-schemes/future-fund/  
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information about the Scottish context and Scottish perspectives before introducing new 

funds or initiatives in Scotland.  

 

4. Within the current early-stage investment ecosystem in Scotland, the RSE Enterprise 

Fellowship programme has successfully provided access to early-stage finance and 

enhanced business development support through mentorship from RSE Fellows who have 

experience in business and investment. As shown by independent evaluation by Biggar 

Economics, the programme has demonstrated clear economic impact. The analysis 

illustrates that for every £1 invested, the programme generated £10 and £6 in the UK and 

Scottish economies, respectively. Despite the challenges these predominantly tech-based 

businesses faced, 81% were still operating after five years, almost double the national 

average for equivalent companies (45%)2. The programme is now 20 years old and 

demonstrates the importance of sustained support for business through investment, 

mentorship and skills development.  

 

5. Programmes and initiatives, including Converge Challenge, Scotland CAN DO, Scottish 

Enterprise Co-Investment Fund, CivTech and the RSE Enterprise Fellowship programme, 

have successfully improved the provision of early-stage finance to business and 

entrepreneurs in Scotland. These initiatives have a sustained footprint and proven track 

record. Before embarking on introducing new schemes and funding streams that run the 

risk of duplicating effort, the BBB should consider how it could support existing initiatives. 

Thanks to these initiatives and the role of private investors, Scotland does have a strong 

early-stage investment ecosystem; however, there is no doubt that increasing the 

investment pool would be beneficial to businesses in the long term, particularly when 

fundraising activity is focussed on scale-up. In this area, Scotland continues to 

underperform. 

 

Problems Within the Ecosystem 

6. One significant problem with access to early-stage finance is inclusivity (not just a Scottish 

problem). Female entrepreneurs and those from a minority ethnic background are less 

likely to gain access to the funding necessary to start and grow their business. As the BBB 

will be aware from its research, for every £1 invested, all-female founder teams get less 

than 1p, all-male founder teams get 89p, and mixed-gender teams 10p3. Further research 

by the Alison Rose Review of Female Entrepreneurship has found a clear gap between 

male and female entrepreneurship which can be related to a “perceived bias” and lack of 

female representation in the venture capitalist community4 and has presented 

recommendations to address this. More investment and support are needed in this area. 

The Scottish National Investment Bank has indicated that it is willing to address inequality 

through its investments within its Equality Impact Assessment5 document. We would 

encourage the BBB and Scottish National Investment Bank to work together with private 

investors in adopting a collaborative approach to reduce inequality when accessing risk 

finance. 

 

7. Within Scotland, businesses are more likely to encounter difficulty and problems when 

scaling up rather than problems at an early stage, stemming from several issues: a 

2 Biggar Economics. 2019. ‘Royal Society of Edinburgh Enterprise Fellowships – Evaluation and Economic 
Impact Assessment’. https://www.rse.org.uk/wp-content/uploads/2019/10/RSE-Enterprise-Fellowship-
Final-Report-13.8.19.pdf  
3 British Business Bank, 2019. UK VC & Female Founders Report. 
4 Alison Rose, 2019. ‘The Alison Rose Review of Female Entrepreneurship’. URL: 
https://www.gov.uk/government/publications/the-alison-rose-review-of-female-entrepreneurship  
5 Scottish National Investment Bank, 2021. Equality and Impact Assessment. URL: 
https://www.gov.scot/publications/scottish-national-investment-bank-bill-revised-equality-imapct-
assessment/
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continuing lack of high calibre business leadership, knowledge of the investment 

ecosystem and lack of larger-scale funding opportunities. The lack of funding and the size 

of deals means businesses often spend a disproportionate amount of time competing for 

several smaller investment rounds, allowing them to continue to operate but not always 

scale up. The lack of significant investment rounds forces many Scottish businesses into 

a model focusing on early revenues (rather than innovation or R&D-led business 

opportunities). As a result, businesses experience increasing pressure to exit early, with 

some being bought by larger corporations, leading to businesses moving their HQ, 

operations, and intellectual property out of Scotland. In essence, there is a complete lack 

of patient capital for many Scottish business sectors. As we have indicated already, there 

is also a structural challenge with a large proportion of high growth companies being reliant 

on EIS investment. Businesses funded through EIS and ordinary share capital are 

pressurised to avoid ‘down rounds’6, which elevates share prices to levels that are not 

attractive to Series A investors7, which leaves companies with a lack of investment 

opportunities.  

 

Priorities for Investment and Business Development 

8. More investment by the BBB within Scotland will always be welcome. This should be part 

of a coherent strategy by the BBB, which considers the regional context and existing 

initiatives to complement and not duplicate existing work. Investment in all stages of 

business development will be vital as we recover from the pandemic, particularly in 

spinouts and start-ups, as research shows that they are more likely to create new jobs than 

existing larger businesses89. Ideally, a new fund could be established that provides finance 

to businesses at all stages. The RSE has previously explored the possibility of establishing 

an ambitious fund in Scotland that would give adequate investment to early-stage 

companies and those aiming to scale up; and would be happy to provide more detail to the 

BBB around this. For such a fund to have the desired impact, it would need to be 

significantly backed by the BBB, Scottish National Investment Bank and other partners. 

More generally, there is a need for the BBB and Scottish National Investment Bank to work 

together to improve access to finance, avoid duplication and enhance business growth 

across Scotland. 

 

9. As we emerge from the pandemic, the importance of sustainability and reducing regional 

inequalities will further increase. The Scottish National Investment Bank and the new UK 

Green Investment Bank will almost certainly focus their investments around the former. 

However, there is concern that other sectors may be left behind if they do not fit neatly into 

the missions-focussed model of the Scottish National Investment Bank, for example.  

Investors should recognise that investment in climate technologies may take a long time 

to produce a reasonable return on investment. In contrast, investment in a broad range of 

smaller tech enterprises at a regional level may produce more modest returns but have a 

more significant impact regionally. Therefore, different models of patient capital may need 

to be developed to accommodate changing market focus, economic priorities and the 

breadth of tech opportunities in Scotland. 

 

6 A down round refers to a private company offering additional shares for sale at a lower price than had 
been sold for in the previous financing round.  
7 A series A round is the name typically given to a company's first significant round of venture capital 
financing. 
8 OECD, 2017. ‘DynEmp: Measuring job creation by start-ups and young firms’ URL: 
https://www.oecd.org/industry/dynemp.htm  
9 The Kauffman Foundation, 2009. ‘Where Will the New Jobs Come From?’. URL: 
https://www.kauffman.org/-/media/kauffman_org/research-reports-and-
covers/2009/11/where_will_the_jobs_come_from.pdf 
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10. Business leadership skills are crucial to developing and growing a successful business. So 

it is probably worth stressing again that the Scottish business ecosystem is not simply 

looking for financial investment. A scarcity of fundamental expertise in business leadership 

skills remains a long-running issue in Scotland and contributes to the poor performance, 

in particular, of businesses wishing to scale up. The BBB, Scottish National Investment 

Bank and government should ideally match any increase in money or otherwise to create 

or expand programmes (across universities, colleges, or other providers), aiming to 

improve commercial education, business leadership, entrepreneurship, and commercial 

confidence. 

 

11. The RSE would again like to thank the BBB for an invitation to provide input on this critical 

issue and welcome further engagement on investment in Scotland with our Economic and 

Enterprise Committee and growing alumni of Enterprise Fellows.   

 

I look forward to hearing from you. 

Yours Sincerely, 

 

Professor Andy Porter FRSE 

RSE Vice President for Business and Chair of the Economy and Enterprise Committee 

Cc’d 

Ms Eilidh Mactaggart, Chief Executive, Scottish National Investment Bank.  

 


