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Topics of the presentation

* What do we mean by innovative high-growth enterprises (IHGEs)
and why are they important for economic development ?

* What sort of policies can help boost the potential for IHGEs ?
* What is the potential and challenges for promoting IHGEs in the

countries of Central Asia ?
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What do we mean when we talk about innovative high-

growth enterprises (IHGEs)?

IHGEs are firms that meet three criteria:

have at least 10 employees in the
beginning of their growth,

have average annualised growth in
number of employees and/or turnover
greater than 10% per annum over a
three-year period,

carry out innovation activities in a
broad sense, i.e. introducing new or
significantly improved products,
services, marketing and organizational
methods to the local market or
industry.

They are not necessarily start-ups, nor
only found in ‘high-tech sectors’.
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High-growth enterprises by economic sectors in the EU, 2018

(as % of active enterprises with at least 10 employees in the respective sector)
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Why are innovative high-growth enterprises important ?

e |HGEs are a sub-group of firms (from two all enterprises
to six per cent of the business sector), all SMEs Y
they generate a disproportionate share of \ ——
net jobs and value added in the economy.

high growth
innovative
SMEs

* However, growth is often transitory

innovative
SMEs

* |HGEs drive innovation in sectors that are
often perceived as not particularly |
innovative, such as health and personal \
care, education, retail and catering, etc.

gazelle-
SMEs

* For example Lithuania’s first ‘Unicorn’.

Source: UNECE, adapted from (Lilischkis, 2011).
{ Note: (Circles sizes do not reflect the actually existing number of companies. In particular, high-growth enterprises and innovative enterprises are in reality
justa small share of all enterprises. Not shown: There are gazelles that are not SMEs.
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IHGESs as a driver of economic transformation

Favorable framework conditions

The Central Asian (SPECA) countries .

* Are undergoing a reform process (at varying bbbl
speeds) with major exporting sectors stiYI G @
natural resource based and weak linkages to Hill| & IR |
global value chains, limited R&D and @ 8% -
stagnating innovation capacity, etc. - :

Flexible

(Radosevic, 2021)

* IHGEs can help generate higher rates of value B Ambitious 0%
added across the economy and support @ s [ 2 %@

diversification of product and services. . inrasructure
markets f@‘

* However, many of the framework conditions SS
for ensuring a vibrant start-up and above all E fgj ﬁ
high-growth ecosystem need further — |~ e =
development/reform (e.g. boosting business = s
R&D and innovation, digital skills, company ﬁ
law and equity investment frameworks).

office

[

Strong monitoring & evaluation instruments
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The why, who, what and how of IHGE policy

Optimising the economy wide transformative effects Selectivity by applying objective criteria for targeting
of innovative firms with growth potential. innovative firms with growth potential.

What ? How ?

The mix of support measures tailored to the growth J The delivery of the policy intervention by one or }

stages and specific needs of targeted firms. more organisations.
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Why should governments intervene to support innovative
high-growth enterprises?

IHGEs need to deal with :

* Higher risk which can be prohibitive to investment even in countries where
institutional frameworks and business environment work are more effective.

* Regulatory obstacles, labour market regulations, etc. can limit the potential of
disruptive business models to test new product and services and scale rapidly.

 Scarcity of the right skills — whether at management level or in terms of technical
know-how — holds back experimentation with new products, processes and services.

* Access to 'patient capital’ incentives : fast growing firms that may not yet generate a
profit require ‘smart and patient capital’ to further expand their business.
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Who : identifying potential IHGEs

The aim is to target a group of firms that have one or more characteristics
to suggest that they may grow rapidly and contribute to economic
dynamism and transformation of regional and national economies.

A set of trigger points may help identify IHGEs before they start growing:

High Growth Ambition and

(] Change Of Owner‘Ship very scalable business model
* New investors

Market validated
business model

i E
(-3
Bg

* Business model changes ..,
* Product development
of AttitUde ! LowGrowth Ambition and/or

Nonscalable business

23 December 21



What: the need for targeted support measures

IHGEs are
inherently
different from
SMEs, making

Macro-economic stability Becriirea ard ko

many standard i wvalabilty - sl s
y ) : e Business support centres | seeking to drive change and
National legislative Regulation of business the characteristics of such
S M E S U p p Or t frsmwor iy and innovation activity fﬂr:;:sr;:a“ A guarantees firms
e as ures /ess Social and political stability " Legislation on property i’ ;
m rights, employment, R&D i e _ :
. activity, environmental impact enll'f!pl‘enﬁ:ll'shlp Fnl:lucatlun Iitistives in support firme
effe C tl Ve . ; and innovation activity at a certain stage [e.g.
Uncertainty about future Availability of soft (skills) o start-ups), in a specific
growth or policy continuity and hard (e.g. transport, ICT) Traivimos for sntrepranmiin sector (e.g. IT), with certain
undermines individual's e lincL. in specific sectors) characteristics [e.g. export-
willingness to invest oriented), or in a defined
region
Lacking conditions act Can support the uptake
as barriers or deterrents and the scale-up of innovative Targeted
g % : e Fo support for the
to innovative business activity entrepreneurship ideas uptake of certain type of firm

Source: UNECE, based on (0ECD, 2013).
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A policy tool-kit for innovation high-growth enterprises
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Pro-growth business environment

Tailored services for IHGEs

Finance adapted to each growth stage

Reinforcing firms' internal
capabilities to grow

Internationalization & business
networks that support scaling

s Regulatory framework for innovation and growth
+ Taxation - incentivizing R&D and innovation and investors

+ Demand side measures - government as a first mover.

+ High-growth programmes - client management approach
+ Developing business ecosystems and peer-to-peer networks
« Access to innovation services and infrastructure

+ Grant and loan instruments
+ Crowdfunding, business angel investors & accelerators

+ Venture capital: co-investment and fund of funds models.

| Leadership skills
» Availability of employees with technical and creative skills
» Talent attraction and retention

+ Advice on market trends and entry
+ International networks - structuring diaspora links.
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Policy measures should be adapted to the growth stage

Addressing
barriers to
growth at each
step of
development is
crucial to
effective policy
design

23 December 21

START-UP
0-10 FTE

+ Validating business
idea

+ Making the firts sales

» Establishing
the right
founding team

+ Building up
a network

» Raising start-up
funding

Source: UNECE, adapted from (IRIS Group, 2019).
Note:  FTE = full time equivalent employees.

-

Barriers

ﬁ

GROWING

TO SCALE
0-50 FTE

» Developing a scalable
business model

= Assembling a
management team
with complementary
skills

» Establishing a core
team
of skilled employees

» Developing market
creditbility and sales
approaches

s Getting access
to financing
of development
and growth

Barriers

ﬁ

EXPANSION
50-250 FTE

» Broaden the
management and

develop organisational

structures

» Building staff volume
and bridging cultural
diferences

» Access to capital
for international
expansion

» Choosing the right
market entry strategy

+ Developing new
business areas

Barriers

7

GLOBAL STRATEGY
250+FTE

s Establish global
leadership

» Access to global talent

» Finding new capital
partners
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Singapore Scale-up SG programme method

PREPARE

« Cohort kick-off
» L eaders Retreat

e T-week Executive
Program to
set vision &
expectations

STRATEGISE

» Determine growth

priorities

* Develop and
commit to growth
roadmap and
stretched targets

ACCELERATE

Growth track

# Facilitated by
expert partners

» Growth modules,
workshops,
netwark events
ete.

Expert networks

» Access to
expert insights
and business
intelligence

Market entry immersion

» Customised
programme with high
quality in-market
partners(s)

Regular progress
reviews

» Dedicated engagement
sessions with ESG
& partners to iterate
growth interventions

2 YEARS

Saurce: |INECE, adzpted from hitps:/www._enterprisesq gowsg/ nan-financial-assktance  for-singapore-companies growth-partnership-programmeyscale-up-sg
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GRADUATE

# Continued post-
program tracking

» Integrated to
exclusive alumni
network

» Provide
mentorship for
future cohorts

3 MONTHS
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Building a ‘scale-up’ ecosystem

What are the strong
points and where are
the gaps in your
national ‘scale-up

ecosystem’ ?
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BE

Grants
=
g, Y
b -
Venture capital investment
é Business
Alternative loans
finance

R e

Professional @
development
for leaders Access to

non-executive
directors

&

8;1.8) OO

-

Peer-to-peer
support networks

Souvce: UNECE, adapted from hitps-/Vwww businesswest_co.uk.

Access

finance

Engagement
of mentors, coaches
and advisory services

ﬁ Office space

~ ’
Research and eﬂ— Q -
innovation faciliti rd ~
=

Access to
working space

Infrastrucure Ac;:;:ss

markets
Scale-up
ecosystem
Skills
: Access to

Liaagig?tl;lp talent and .
skills "/"
oK

Talent acquisition
advice and planning

Export

EI documentation
Export strategy
and planning

Market visit
=
Market
research
Intellectual
property

Organisational
skills analysis

Recruitment
advice
Access to
training providers

-l
Apprenticeships
support

13



Five sources of potential IHGEs —which ones are most
relevant for your country ?

1.

Scaling/acceleration of start-ups

Helping start-ups scale is critical to developing serial entrepreneurs —via new technology driven
ventures or testing of new business models;

. Growth of established manufacturing or service firms

Firms with ambitious growth plans through product upgrading, export diversification; changing
business models.

. Support for spin-offs from large (e.g. state-owned) firms

Larger firms may decide to diversify or spin-off non-core units creating new scalable firms (e.g. an oil-
gas energy firm may decide to launch a new venture on renewables)

. Attract ambitious foreign entrepreneurs (scalable companies) from abroad;

Access to skilled workers, location close to key markets, ‘start-up visas’ or other factors may
encourage entrepreneurs to locate to grow their business idea.

. Research-based spin-offs emerging from the public or higher education sector.

Publicly funded research may lead to prototypes and novel business models with potential to scale.
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Five key principles and six steps for IHGE policy design

23 December 21

Support only business initiatives that
are innovative;

Support only initiatives that have
strong potential for positive spill-
overs, demonstration effects on the
economy;

Ensure support is catalytic — that is, it
is likely to enable experimentation
that would not take place otherwise;

Tie support to clear performance
criteria — ambitious plans;

Ensure neutrality by use of objective
characteristics/criteria for selecting
potential IHGEs and investors (e.g. for
co-investment funds).

Development of an evidence base

Stakeholder task force on IHGEs

Government decision [policy priorities)

Action plan [cross-government/multi-annual)

Pilot IHGE programme

e N
ste p é Evaluation of policy impact (after 3-5 years)
L

g
r
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