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ABSTRACT

This report charts the Schumpeterian outcomes — innovation, exporting, and job creation
(employment growth) — of socially and commercially orientated UK small businesses over
time. Analyses also consider the effects of location (of being located in a deprived area) and
the impact of the COVID pandemic. We conduct an econometric analysis of the Longitudinal
Small Business Survey (LSBS) waves 2017, 2019, and 2021. We find that UK small business’
social and financial goals are both beneficial for innovation, but only financial goals stimulate
exporting over time. More specifically we find that goal alignment, i.e., businesses prioritising
both high levels of social and financial goals, benefits innovation. In contrast, goal
misalignment — high levels of financial and low levels of social goals — increases the
likelihood of exporting. The effect of social and financial goals on Schumpeterian outcomes
did not differ across levels of deprivation but were impacted by the COVID pandemic. The
positive effect of social and financial goals on innovation was no longer significant when
businesses were negatively impacted by COVID. Socially orientated businesses were also
negatively affected in terms of the COVID pandemic suppressing their likelihood of radical
innovation. The COVID pandemic affected mostly businesses that were less likely to export.
In terms of employment growth, 2017 — 2021 has been a period of relative stagnation or even
relative degrowth across UK small businesses and was unaffected by small business’ social

and financial goals.

EXECUTUVE SUMMARY

Small businesses are the backbone of the UK economy and can improve it through business
activities which we term Schumpeterian, namely innovation, exporting, and job creation
(employment growth). A growing number of small businesses are socially orientated, that is
placing high importance on the attainment of strategic social goals such as improving
economic and social inclusion, communities, or tackling issues of health and aging. In the UK,
around 30% of businesses are socially orientated (Social Enterprise Market Trends, 2017).
These businesses are key to developing an economy which is simultaneously competitive and
inclusive by addressing ambitious social objectives. In this research, we examine the
Schumpeterian characteristics of UK small businesses and how these change over time, as
well as how they are impacted by location (relative deprivation) and by the COVID-19
pandemic, considering their social and commercial orientation. Understanding their

Schumpeterian outcomes across time can offer insights on how to navigate future crises.



This report analyses data from the Longitudinal Small Business Survey (LSBS), waves 2017,
2019, and 2021 to develop policy-relevant robust evidence about the economic behaviour of
UK small firms 2017-2021. The LSBS is a unique large-scale data set, as it includes relevant
information about business’ social and financial goals, i.e., their social and commercial

orientations.

This project address three main research priorities: (I) to understand how UK small business
social and commercial orientation relates to Schumpeterian outcomes of innovation,
exporting, and growth over time; as well as (ll) to examine how geographical disparities
(relative deprivation) and (lll) the COVID-19 pandemic impact the relationship between

business’ social and commercial orientation and their Schumpeterian outcomes.

Sections 1 and 2 introduce key elements and structure of the report, as well as outlining the
background to the research. Section 3 presents a detailed discussion of the sample and
subsamples used, the variable definitions, methods applied, as well as a preliminary
descriptive analysis. Section 4 provides the central results of the econometric analysis and
highlights the importance of social goals for key Schumpeterian outcomes. The section
discusses results for innovation, radical innovation, exporting, and employment growth. Each
of these outcomes is considered across time; in terms of regional disparities; and with respect
to the impact of the COVID pandemic. The Appendix documents further analyses and

robustness check.

The analysis leads to the following insights:

Schumpeterian outcomes

Innovation

e The likelihood that a UK small business will innovate has decreased from 48% in 2017
to 35% in 2021. Radical innovation, a subset of innovation where businesses introduce
products or services or processes that are new to the market rather than only new to
the firm, has also decreased across years from 15% in 2017 to 11% in 2021%. These
trends are probably due to this period being characterised by exogenous economic
shocks and economic slowdown in the UK.

e The strength of both social and financial goals have significant positive effects on
innovation, which persist across time. The effect of social goals on innovation
increases across time. Additionally, there is a goal alignment effect, whereby jointly
high levels of social and financial goals are beneficial for innovation. Thus, we find
synergies between social and commercial orientation resulting in greater innovation.



Socially orientated small businesses are not more likely to introduce radical innovation.
Socially oriented businesses are often located in deprived areas and appear to grapple
with resource constraints, which may hamper radical innovation as a more resource-
intensive form of innovation. We need greater understanding of when socially
orientated businesses undertake radical innovation to further introduce an innovation
policy mix to support them.

Location in terms of relative deprivation does not impact (moderate) the effect of
business’ social and commercial orientation on innovation, but regional disparities
matter for radical innovation. For small businesses located in the 10% most deprived
areas, low financial goals support radical innovation.

Results for the overall effect of the COVID pandemic show that businesses that report
negative impacts of COVID have an increased likelihood of innovation. Thus, the
impact of COVID on innovation was positive, spurring innovation, likely out of necessity
to adapt to the economic challenges related to the COVID pandemic. Put differently,
the COVID pandemic appears to act as a challenge stressor, where small businesses
innovate to survive, as opposed to innovating to achieve their goals.

The positive relationship of social and financial goals with innovation is undermined by
the impact of the COVID pandemic. The positive effect of social and financial goals on
innovation only exists for businesses not affected by COVID. For businesses
negatively affected by COVID, social and financial goals no longer have any significant
effect on those business’s likelihood of innovation.

For radical innovation, COVID masked the positive effects of social goals on radical
innovation. We see an increased likelihood of radical innovation for socially orientated
businesses not affected by COVID, but a decrease in the likelihood of radical
innovation for businesses negatively impacted by COVID. In sum, the impact of COVID
is to reduce the likelihood of radical innovation for firms which otherwise might have
undertaken it.

Exporting

The likelihood that a small firm export has been relatively more stable across years but
also shows a slight downward trend to 23% in 2021 vs. 25% in 2017 and 2019.

The social orientation of UK small businesses is associated with a lower likelihood of
exporting over time, while business’ commercial orientation (their prioritization of
financial goals) increases the likelihood of exporting over time. There is a goal
misalignment effect between social and financial goals in relation to the likelihood of
exporting, whereby jointly high levels of social and financial goals are detrimental to
exporting, i.e., the likelihood of exporting is highest for businesses with strong financial
but low social goals.

In terms of the impact of relative deprivation, we do not find evidence that small
businesses located in deprived areas have either a higher or lower likelihood of
exporting. There is also no significant interaction effect of the index of multiple
deprivation, i.e., businesses located in the 10% most deprived area, with social and
financial goals on exporting.



COVID reduced the likelihood of exporting for socially orientated businesses. The
negative relationship between social goals and the likelihood of exporting is more
pronounced for UK small businesses that were negatively impacted by COVID.
Conversely, for businesses that report not to have been negatively affected by COVID,
social goals appear to benefit exporting. Thus, the shock of the COVID pandemic
seems to have affected mostly businesses that were less likely to export and masks a
positive relationship of social goals with exporting.

These results suggest scope for export support policies specifically targeted at socially
orientated businesses, as opposed to introducing one-size-fits-all interventions.
Socially orientated businesses tend to focus on the local level; thus, they may require
different support to incentivise exporting.

Employment growth

In terms of employment growth, 2017 — 2021 has been a period of relative stagnation
or even decline across UK small businesses. On average, UK small businesses grew
by less than 1%. External socio-economic shocks such as Brexit and the COVID
pandemic may have posed greater barriers to grow business.

Socially orientated businesses shrank less but also grew more slowly than
commercially orientated businesses over 2017 — 2021 time period.

The low variation in employment growth meant it was not statistically feasible to test
for moderation effects of relative deprivation and the COVID pandemic on small
businesses in relation to employment growth.

Further findings on Regional Disparities and COVID Impacts

We find that more socially orientated businesses are located in the 10% most deprived
areas. 14% of businesses with high social goals are located in the 10% most deprived
areas compared to 6% for businesses with both high financial and social goals. This
finding is in line with previous research on social enterprises being more prevalent in
deprived areas.

We found that 62% of small businesses perceived COVID to be a major obstacle to
the success of their business and a greater percentage of socially orientated UK small
businesses perceive that COVID had a negative impact on their business.

This report provides information relevant for government agencies, academic
institutions, small business owners, and key stakeholders in the third sector, on the
innovation, exporting, and growth behaviour across time of the UK’s small business
population. The report offers new insights on how the social orientation of UK small
businesses — often in synergy with their commercial orientation — can support
innovation. For radical innovation and exporting, the positive effects of social
orientations on facilitating these Schumpeterian outcomes seems to have been
masked by the shock of COVID. The analysis provides insight and a basis for
discussion towards policy dedicated to support Schumpeterian outcomes in a way that
may help to mitigate the UK’s social and economic disparities.
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1. INTRODUCTION

Schumpeterian entrepreneurship — characterized by innovation, exporting, and job creation
(employment growth) (Schumpeter, 1980, also Estrin et al., 2022) — is an important driver of
the economic competitiveness of countries. Small businesses are the backbone of the UK
economy and understanding their Schumpeterian characteristics and how they change over
time and were impacted by the COVID-19 crisis can help inform how to address the current
economic downturn and weather future crises. When we consider major societal challenges
such as increasing social inequality, Schumpeterian entrepreneurship alone may not be
sufficient to achieve ambitious objectives like narrowing economic and social disparities.
However, socially orientated small businesses can play an important role in attaining such
objectives, and social businesses that pursue Schumpeterian entrepreneurship may be
especially significant in the pursuit of a competitive economy which is inclusive (OECD, 20223;
Stephan et al., 2017). Despite this, there is as yet only limited understanding about how,
whether, and when socially orientated UK small businesses pursue Schumpeterian

entrepreneurship.

Socially orientated businesses are one element in the broader social economy. These
businesses are characterised by their raison d’étre, to address social needs and pursue social
goals which relate to the wellbeing of society (Zahra et al., 2008). Such goals differ from the
traditional financial goals of commercial firms, which can be regarded as concerning in the first
instance the economic wellbeing of the owners of the business (Besley and Ghatak, 2017).
Additionally, the distinct business models of socially orientated firms enable collaboration at
the local level (OECD, 2022a). An important example of such businesses are social
enterprises, a growing number of which operate in the UK economy, and with increasing
significance: i.e., in 2015 41% of social enterprises had created new jobs as compared to 22%
in commercial businesses (OECD, 2019). Note, however, that socially orientated businesses
and in fact, the social economy is not solely composed of social enterprises, but can also
encompass so-called mission-orientated small businesses that are committed to a social
purpose but do not principally reinvest their surplus to further this social purposes (Social
Enterprise Market Trends 2017/ Stephan et al., 2017).



The aim of this research is to analyse the Longitudinal Small Business Survey (LSBS) waves
2017, 2019 and 2021, to build policy-relevant robust evidence about the following three

research questions:

(1) How does the social orientation of UK small businesses impact their innovation,
exporting and growth over time?

(2) How do regional disparities impact the ability of socially vs. financially (commercially)
orientated UK small businesses to pursue Schumpeterian outcomes (innovation,
exporting, growth) over time?

(3) How has the COVID-19 pandemic affected the innovation, exporting and growth of
socially vs. financially (commercially) orientated UK small businesses?

This report presents new evidence on these three research priorities and significantly
advances our understanding of Schumpeterian entrepreneurship - innovation, exporting, and

growth — by socially orientated small businesses.

Innovation — the introduction of new or significantly improved products, services, and
processes (OECD) — has long argued to be essential to stimulate growth (Ahlstrom, 2010;
Baumol and Strom, 2007) and is closely related to exporting. In turn, exporting — the sale of
goods and services across national borders (Francioni et al., 2016) — has been associated
with businesses’ growth (Francioni et al., 2016; Leonidou et al., 2007). Firm growth is the main
source of job creation, increases competition, and stimulates productivity and innovation (Lui
et al., 2020). Innovation, exporting, and growth are intertwined. Innovation is considered a
measure of business performance and high-performing businesses export more often
(Castellani, 2002). In turn, exporting positively effects business performance (Dhanaraj and
Beamish, 2003), and both innovation and exporting contribute to growth. Growth orientated

businesses create jobs and add value for the economy (Parker, 2018).

Although there is widespread recognition of these outcomes as key indicators of success in
commercially orientated small businesses (Estrin et al., 2020), little is known about these
outcomes in small businesses that pursue social goals. Yet, small businesses are increasingly
pursuing social goals (Battilana et al., 2022; Haugh et al., 2021; Haugh, 2022). In the UK in
2017, approximately 30% of small businesses were identified as having a social- orientation’
(Stephan et al., 2017).

1 Including an environmental orientation.



This report focuses on socially orientated small businesses, that is, businesses which use
market-based mechanisms to achieve their social goals (Mair et al., 2012; Mair and Marti,
2006) and thus pursue both social and financial goals simultaneously (Santos, 2012; Zahra et
al., 2009). In our previous analysis conducted using data from the 2017 Social Enterprise:
Market Trends, we found that socially orientated small businesses innovate more than their
financially orientated counterparts: controlling for alternative explanations, they were 78%
more likely to innovate and 107% more likely to introduce radical innovation. However, the
LSBS is an annual large-scale survey, which comprises information about the UK small
business population across time. Using the LSBS therefore allows us to understand whether
socially orientated small businesses introduce persistently innovate more. We are also able

to consider their performance with respect to exporting and employment growth over time.

Overall, the first aim of this research is to contribute to policy by providing robust evidence of
key Schumpeterian indicators over time in UK small businesses differentiated according to
their goals (social and commercial). The close relationship between innovation, exports, and
growth (Estrin et al., 2020), and the importance of these indicators for national
competitiveness, suggest the need to explore their development over time. Compared to using
cross-sectional data, findings using a longitudinal panel dataset can identify whether a
relationship is more likely to be causal, and this is also facilitated by the richness of the
information in the LSBS data. In so doing, our research offers a deeper empirical

understanding of the UK small business population.

Our research also speaks to geographical disparities between businesses (Lumpkin et al.,
2017; Seelos et al., 2011; Stephan et al., 2016). Multiple deprivation in the UK refers to
resource deficiencies preventing the attainment of living conditions, such as access to health
services, education, income and job stability, etc., which are considered customary in a given
society (Mabughi and Selim, 2006) Deprivation in general reflects geographical disparities and
social and economic exclusion (Duffy, 1998). For instance, in metropolitan areas, disparities
are observed across neighbourhoods, as being ‘spatialised’ and creating city divides between
richer and poorer areas. Disparities can be viewed as a spatial concentration of a variety of
social and economic issues in deprived locations (Berrone et al., 2016). A large body of
research highlights that socially orientated entrepreneurship is embedded in local contexts
(Lumpkin et al., 2017; Stephan et al., 2016) of poverty or deprivation, as these businesses
aim to solve social issues where there is greater social need (Lumpkin et al., 2017; Seelos et
al., 2011). Yet, our findings from previous analyses, based on 2017 data, showed that socially

orientated small businesses innovated less in more deprived areas (vs. non deprived ones).

10



Policy implications stemming from this research shed light on how to support the work of
socially orientated small businesses in deprived areas. A large proportion of socially orientated
small businesses are located in the most deprived areas; however they might need further

support than those in less deprived ones to innovate, export, and grow.

Finally, our research also addresses the need to explore the impact of COVID-19 on socially
and financially orientated businesses. There is some evidence suggesting resilience of
socially orientated (vs. financially orientated) businesses in response to crisis such as the
2008 financial crisis (Stephan and Huysentruyt, 2016). In turn, previous research suggests
that socially orientated small businesses directly contribute to community resilience (Hertel et
al., 2019) and can generate a strong sense of collective purpose during times of crisis (Bacq
et al., 2020). Thus, exploring the impact of the COVID pandemic in socially orientated small
businesses can guide policy and policymakers to learn from the COVID pandemic to be able

to prepare better for future crises.

Using the data from the LSBS, we conduct an econometric analysis employing a series of
techniques: linear, logistic, and polynomial regressions with response surface analysis. With
respect to Schumpeterian outcomes across time, our findings show that both stronger social
and financial goals increase business’ levels of innovation, both cross-sectionally and over
time. However, this does not extend to radical innovation for social goals: we do not find that
business with more pronounced social goals engage in more radical innovation. With regards
to exporting, we find that it is more pronounced financial rather than social goals that increase
the likelihood of exporting. This indicates that socially orientated businesses may operate
more at the local level. We also find a misalignment effect — businesses with both high levels
of social and financial goals are less likely to export, whereas those with strong financial but
low social goals had the highest likelihood of exporting. We are unable however to identify any
significant relationships between small business goals and growth. We interpret this as
indicating that differences in firm objectives do not materially affect growth performance during
a period of stagnation or degrowth for small businesses in the UK between 2017 — 2021,
though we find that socially orientated businesses shrink less than commercially orientated

businesses.

Furthermore, we find little evidence that local deprivation impacts the relationship of small
businesses’ social and commercial orientation on Schumpeterian outcomes, namely
innovation, radical innovation, and exporting. However, more socially orientated businesses
are located in the 10% most deprived areas. This finding is in line with previous research on

social enterprises being more prevalent in deprived areas.
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Finally, the relationship between social and financial goals on Schumpeterian outcomes,
innovation, radical innovation, and exporting is affected by the impact of the COVID pandemic.
We find the impact of COVID as an obstacle to the success of businesses, to supress the
positive effect of social and financial goals on innovation. Additionally, COVID has a negative
effect on radical innovation, and exporting, for socially orientated small businesses. In
contrast, when COVID is not an obstacle, higher emphasis on social goals in small businesses
increases the likelihood of innovation, radical innovation, and exporting, compared to lower

emphasis on social goals.

These findings have important policy implications for interventions to support small
businesses; to reduce the gaps in social deprivation; and to mitigate the impact of the COVID
pandemic. More generally, our findings are relevant to the current UK government’s levelling

up agenda.

Next we present further information about the background of this study and how it links to
policy efforts to support an inclusive economy. This is followed by a description of the methods
applied in this analysis descriptive analysis of the main variables used, and, thereafter the

findings.

2. BACKGROUND

Subsequent UK governments tried to foster the social orientation in businesses through a
variety of interventions, including the introduction of novel legal forms to support the sector
(Haugh et al., 2021). Parallel to the support towards the social sector is the government’s
levelling up agenda, which seeks to narrow geographical dipartites across the UK, in part by
encouraging job creation through innovation and business growth (Harari et al., 2022). Small
businesses are considered key as they represent an important source of jobs and innovation
(Einié and Overman, 2020). Furthermore, businesses that are socially orientated can develop
broader positive externalities for society, as they operate to innovate and deliver public goods
and services through the market (OECD, 2019, 2022a; Vickers et al., 2017).

The idea that the sole priority of firms is to maximise profit and achieving financial goals has
been evolving (Battilana et al., 2022; Shubik, 1961). Financial goals relate to the economic
wellbeing of the owners of the firm (Besley and Ghatak, 2017) and differ from
social/environmental goals, which relate to the wellbeing of society (Zahra et al., 2008).
Businesses emphasising a combination of financial and social goals often face trade-offs and

tensions between them (Battilana et al., 2015).
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It has been found that the pursuance of social goals acts to enhance a business’ ability to
innovate and its innovation performance i.e. the economic returns derived from innovation
(Stephan et al., 2019). The current policy debate around the social impacts and consequences
of innovation have emphasised the need to foster the social aspect of innovation, i.e., on job
creation and inclusivity (Gabriel and Ollard, 2021; OECD, 2018). Thus, there are strong
reasons to explore the innovation behaviour of socially orientated businesses, as well as other
Schumpeterian characteristics, i.e., exports and growth, that contribute to achieving key

national objectives.

There have been several attempts to support the exporting activity of socially orientated
businesses. The 2015 Exporting is Great programme included a section dedicated to support
the exporting of UK social enterprises (Gov.uk, 2015). More recently, in 2021 the OECD
launched a strategic research partnership to develop insights into the exporting behaviour of
female-led organisations in the social economy (OECD, 2022b). This proposed specific ways
to strengthen exporting, in particular paying attention to the challenge of addressing local

needs in a foreign territory.

The prevailing ideas around the impact of business goals have also been affected by recent
external shocks. The COVID19 pandemic highlighted underlying social and environmental
concerns and the business sector increased its engagement in addressing social and
environmental challenges. Small businesses can become key players in this changing
landscape (OECD, 2022b).

3. METHODOLOGY

This section details the sample and subsample datasets used, as well as the methods used,
in the analysis. We explore different aspects of Schumpeterian entrepreneurship, namely,
innovation, radical innovation, exporting and growth in UK small business population from
2017 to 2021. Section 3.1. outlines details of the sample and subsamples used in each stage
of the analysis. Section 3.2. provides definitions of the main variables, including the four
dependent variables, innovation, radical innovation, exporting, and growth. The section also
provides detailed definition of predictor variables, notably business’ social and financial goals,
as well as definitions of the index on multiple deprivation and COVID as an obstacle, which
are moderating variables in the analysis. In section 3.3. we present the descriptive statistics
and information about the estimation techniques. For the most part, we use logistic and linear
regressions to estimate the likelihood of Schumpeterian outcomes in small businesses, as

predicted by their business’s social and financial goals.

13



3.1 Data sample and subsamples

We use longitudinal survey data, from the LSBS panel, which is a representative sample of
the UK small business population. The LSBS is based on a telephone survey commissioned
by UK government Department for Business, Energy and Industrial Strategy (BEIS), and
collects annual data from business managers and owners, since 2015. There are, as yet,
seven waves of cross-sectional data included in the dataset, which include several repeat
observations across years, known as the ‘full panel'(BEIS, 2020). Each wave includes a
number of top-up cases, to account for the annual decrease in response rates. Sampling for
top-up interviews follows a stratification strategy within each UK country. Sampling targets are
set according to national employment size and sectors. Two data sources are used in this
process, the Inter Departmental Business Register (IDBR), for registered businesses and a
private provider, Experian, for unregistered businesses (BEIS, 2020). The dataset includes
other grouping and subset panels called cohorts. For instance, to reduce the length of the
interview, questions related to Brexit and COVID were asked only to a subsample of the panel.
Respondents were divided into three cohorts, A, B, and C, each of which had a separate
weight, based on the 2020 Business Population Estimates (BEIS, 2020). Each cohort
responded to different sets of questions, which were in turn related to specific topics, i.e.,
Cohort A responded to questions in relation to the green transition/energy efficiency; Cohort
B responded to questions in relation to the COVID pandemic; and Cohort C responded to

questions in relation to uses of technology and other tax related questions.

Our analysis is based on two main subsample datasets. For the main part of the analysis, we
use a panel of businesses across 2017, 2019 and 2021- this includes all cohorts (A, B & C).
Specifically, we use a sub-sample because the 2017, 2019, and 2021 cross-sectional surveys
include a section dedicated to business goals, which provides an estimate of the number of
small UK businesses and their financial, social, and/or environmental goals, based on the
survey questions in the 2017 Social Enterprise: Market Trends report. The total sample size
of this panel is 1,343 small businesses. Further information about their business
characteristics is presented in the descriptive statistics. For the analysis regarding the impact
of the COVID pandemic, a smaller subsample of our panel was used, a weighted sample
based on Cohort B, drawing on respondents who answered the survey questions related to
the COVID pandemic. The size of this subsample includes 458 cases. We apply a weight for

representativeness of the UK small business population, when analysing this sub-sample.
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3.2 Main variables

Innovation is measured as a binary variable, with values equal to 7 if an enterprise innovated
in the last 3 years, or 0 otherwise. The measure of innovation used is consistent with the
OECD Oslo Manual (2005) and as used in the European Union’s Community Innovation
Surveys and widely used in the innovation literature (see: Laursen & Salter, 2006).
Specifically, an enterprise has innovated if it has introduced “a new or significantly improved
product or service over the past 3 years [...] or introduced a new process for producing or

supplying goods or services” (Stephan et al., 2017).

Radical Innovation refers to having introduced a product or service or process that is new to
the market as opposed to being only new to the organization. This measure is consistent to
industry OECD and academic literature (see: Laursen & Salter, 2006). Its values are also
dichotomous, whereby 7= radical innovation, 0= no radical innovation. This measure is a

subset of the previous sample: innovation.

Exporting is measured with a binary variable, equal to 7 if an organization sold any goods or
services to an individual or organisation based outside of the UK in the 12 months leading to
the survey, and 0 otherwise. This includes transactions with any branch or subsidiary located

outside of the UK, i.e., commissions, royalties and licenses (Stephan et al., 2017).

Growth of the business is measured in terms of the growth of employment. It is defined as the
difference between the natural logarithm of number of employees reported during the most
recent wave of the LSBS survey, 2021 minus the natural logarithm of number of employees

reported during the first wave in our panel, 2017 (Delmar et al., 2003).

Social / financial goals are our main predictor variables representing different types of firms
defined by their organisational goals. We created two scale variables, which capture the
degree of importance of strategic social and financial goals by UK small businesses. Survey
qguestions asked respondents to rate the importance their businesses placed on six different
goals. We recoded the scale categories and organised them in ascending order, from 1 ‘not
relevant’, 2 ‘low importance’, 3 medium importance’, and 4 ‘high importance. The six strategic
goals to be rated are listed in Table 1 along with a summary of the results of this procedure.
We computed an index to capture the importance a business places on different social goals
(Andries et al., 2018; Stephan et al., 2019). Previous research has used a similar approach to
measure a firm’s attention to social and financial goals (Carroll, 1979; Stevens et al., 2015).

We further conducted an exploratory factor analysis using SPSS 28 and maximum likelihood
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estimations to validate and measure factors of economic and strategic social goals (Stephan
et al., 2019). (Andries et al., 2018; Stephan et al., 2019)(Carroll, 1979; Stevens et al., 2015)

The factor analysis revealed two factors whereby environmental goals cross-loaded with both
financial goals and social goals. We, therefore, discard environmental goals from the analysis
(DeVellis, 2003) and extract only one factor related to social goals and a single item for
financial goals to obtain unidimensional measures of social and financial goals. The social
goals factor explained 41.6% of the total variance. Factor loadings ranged between 0.7 to 0.8
(Table 1). The KMO measure of sampling adequacy was at a good level of 0.8 (Field, 2018),
and Cronbach’s a showed high-scale reliability above the common 0.7 thresholds, 0.76
(DeVellis, 2003; Tabachnick and Fidell, 2019). The resulting goals variables are () social
goals, composed of the mean average of social goals, with values ranging from 1 to 4. And
(I) a single item financial goals, to account for financial goals, measured in the same scale

range, 1 through 4.

Table 1: Rotated component matrix

Component
Item 1 2
Financial and environmental goals
Financial goals (1 low — 4 high importance) -.071 .922
Environmental goals (1 low — 4 high importance) 456 .532
Social goals
Health-aging goals (1 low — 4 high importance) 727 077
Economic-social exclusion goals (1 low — 4 high .820 .001
importance)
Civic-community engagement goals (1 low — 4 high .783 .085
importance)
Mutual-cooperative-sports goals (1 low — 4 high .684 .116
importance)
Total variance explained 41.576 19.326

Kaiser—Meyer-Olkin: .766. Approx x2: 1510.846. Sig.: p < .000. N = 1323. Values in bold
represent factor loadings.
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The index of multiple deprivation is a binary variable which we use to measure the regional
disparities across the locations of the UK small business population. Businesses’ postcodes
are paired with the local level of deprivation, according to the index of multiple deprivation.
Depravation in the UK is measured at the lower layer super output areas (LSOAs), which are
census data of geographical areas comprising a mean population of 1,500. Each of the LSOAs
is ranked across seven dimensions: health, employment, income, education, crime, living
environment and barriers to housing and services (Jones, 2019; Teljeur et al., 2019). In our
analysis, the variable is equal to 1 if the enterprise is located in one of the 10% most deprived

areas in the UK and 0 if otherwise located.

COVID as obstacle is a binary variable equal to 1 if respondents expressed COVID was a
major obstacle for the success of the business and 0 if COVID was not said to be a major
obstacle. In order to reduce the length of the survey, COVID questions were asked only to a
subset of the sample in 2021 (also asked on wave 2020, which is not included in our panel).
As mentioned above, respondents were divided into three subsamples, Cohorts A, B, and C.
Cohort B was asked questions about COVID. We use cohort B as the sample group weight

used in the analysis regarding the COVID-pandemic.

3.3 Analysis

We commence with a preliminary discussion of descriptive statistics . The first section 3.3.1.
presents an analysis of the UK small business characteristics assessed in this research, these
include our dependent variables, predictors, moderators, and control variables. The section
presents tables with descriptive statistics, as well as a Pearson correlation matrix. The second

section, 3.3.2. outlines the estimation techniques applied.

3.3.1 Descriptive analysis

Table 2 reports the descriptive statistics of the variables in our estimated models. The main
predictor variables are social and financial goals. As one might expect, financial goals are
typically of high importance to the businesses in the sample (mean = 3.5, median = 4, where
1 = not relevant, 2 = low importance, 3 = medium importance 4 = high importance), but a
significant minority of firms also place emphasis on social goals, though often also attaching
less weight to them (mean = 2.1, median = 2, where 2 = low importance). Figures 1 and 2
below show the distribution of small businesses based on the importance these place on social
and financial goals. For Figure 2, we count as ‘high’ importance only cases which had a value

of 4 = high importance, towards social or financial goals. Else are all other categories (1
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through 3) aggregated in a category we name ‘low’ importance. This categorisation allows us
to analyse the distribution of small businesses based on their ‘high’ emphasis on social and

financial goals.

Our models include a number of standard control variables. The descriptive statistics in Table
2, show that the mean firm size is 21 employees, with a frequent size of 7 employees as the
median. In terms of age, small businesses are older, based on a larger mean of 0.606 in the
dummy variable for the category capturing more than 20 years. A larger proportion of
businesses operate in the businesses sector, based on dummy category showing a mean of

0.3496. Seeking for external knowledge is included as a common predictor of innovation.

Tables 3 and 4 present Pearson correlations of our samples. For our main sample, aside from
the correlations between repeated measures, i.e., innovation and 2017 and 2021, our
relatively highest correlation is .227 between social goals and size indicting that larger
businesses are more likely to endorse social goals. In the COVID sub-sample shows a higher
correlation between social and financial goals, however correlations in general are low and do

not signal multicollinearity.
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Figure 1: Average distribution of business goals in UK small businesses?
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Figure 2: Average distribution of business goals grouped by importance rating
Average distribution of business goals grouped by importance rating?

60% 56%
50%

40%

30%

30%

20%

9%

0
10% %

® Low importance to both goals ® High importance to financial goals only

0%

¥ High importance to social goals only = ® High importance to both goals

2 |.SBS data from T1, 2017.
. I—— |

19



Table 2: Summary statistics for variables used across the whole report.

Descriptive Std.

statistics N Missing | Mean Median Deviation Minimum Maximum
Social goals 1343 0 2.1231 2 0.82593 1 4
Financial goals 1343 0 3.4895 4 0.83217 1 4
Innovation (2017) 1342 1 0.4763 0 0.49963 0 1
Innovation (2021) 1342 1 0.3484 0 0.47664 0 1
Radical innovation

(2017) 1335 8 0.1475 0 0.35474 0 1
Radical innovation

(2021) 1338 5 0.1117 0 0.31511 0 1
Exports (2017) 1340 3 0.2502 0 0.43328 0 1
Exports (2019) 1343 0 0.2526 0 0.43468 0 1
Exports (2021) 1341 2 0.2312 0 0.42174 0 1
Employment growth,

compared to the last

five years (2021) 1343 0 0.0096 0 0.52546 -3.04 2.83
Size by employees

(2017) 1343 0 21.5278 7 38.37398 1 400
Age 0 - 5 years

(2017) 1343 0 0.0692 0 0.25384 0 1
Age 6 - 10 years

(2017) 1343 0 0.115 0 0.31919 0 1
Age 11 - 20 years

(2017) 1343 0 0.2098 0 0.4073 0 1
Age More than 20

(2017) 1343 0 0.606 1 0.48882 0 1
Sector - Production

and construction

(2017) 1343 0 0.2526 0 0.43468 0 1
Sector - Transport,

retail and food

service/

accommodation

(2017) 1343 0 0.2331 0 0.42295 0 1
Sector - Business

services (2017) 1343 0 0.3496 0 0.47703 0 1
Sector - Other

services (2017) 1343 0 0.1647 0 0.37101 0 1
Index of multiple

deprivation (2021) 1343 0 0.0625 0 0.24223 0 1
External Knowledge

sourcing (2017) 1336 7 0.3500 0 0.47714 0 1
External knowledge

sourcing (2019) 1336 7 0.2744 0 0.44637 0 1
External knowledge

sourcing (2021) 1340 3 0.2826 0 0.45043 0 1
COVID as an

obstacle 459 0 0.62 1 0.48675 0 1
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Table 3: Pearson correlations, full panel 2017, 2019 & 2021.

1 2 3 4 5 [ 7 d g 10 11 12 13 14 15 16 17
1 Social goals (2017) 1
2 Financial goals (2017) 070 1
3 Inmovation (2017) ) A 1
4 Innovation (2021) d017 128 414 1
5 Radical innovation (2017) 0012 084" 4387 2867 1
6 Radical innovation (2021} 0019 1267 2757 4907 3907 1
7 Exports (2017) -1047 477 213 Q78T 2007 2457 1
§  Exports (201%) -1367 1397 210 185 196™  270% 768 1
9 Exports (2021) -0987 1207 1877 197 173 269 27 780 1
10 Emplovment growth (2021) 0036 0600 0044 0727 064 0607 0051 0048 0037 1
11 Fimm s1ze 2017) 227 082" 0047 065 0035 0014 0012 0017 0018 -0757 1
12 Age(2017) 017 071 0637 -0647 1087 087 0033 0032 0023 -151" 184" 1
13 Industry sector (2017) 867 1277 0034 0997 0001 0035 1157 Q15T 0877 0009 1007 069 1
14 10% most deprived areas (2021) 055" -0.003 -D043 -0034 0047 0024 -0028 -0.009 -0016 0007 0017 004 -0.034 1
15 External kmowledge sowrcmg (2017) 112 101 167 1677 096" 126 093" 086~ 117 0024 162 0012 0045 -0.003 1
16 External kmowledge sourcing (2019) 0637 110 086 144 0037 0827 095 082" 065 063" 1777 0038 0039 0015 3047 1
17 External kmowledge sourcmg. (2021) 092 104 1497 1777 058" 1127 136 1127 1257 084" 1357 0025 0053 0039 268" 335T 1

*. Correlation is significant at the 0.05 level (2-tailed).
** Correlation is significant at the 0.01 level (2-tailed).

*. Correlation is significant at the 0.05 level (2-tailed).
** Correlation is significant at the 0.01 level (2-tailed).

Table 4: Pearson correlations, COVID weighted sample, 2021.
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3.3.2 Estimation

We use three methodological approaches in our analysis.

First, we use logistic regression to explore the likelihood of innovation, radical innovation, and
exporting in small businesses across time, as predicted by their business goals in 2017.
Logistic regressions are used because the dependent variables in these cases are zero-one
dummies, which necessitates the use of limited dependent variable estimators. We undertake
both cross-sectional and panel data logistical analysis; the former being undertaken on data
from 2017 (T1, henceforth) and the latter on all three available waves simultaneously. In the
latter regressions, the dependent variable is lagged by two or four years (2019 (T2) and 2021
(T3)) to take account of potential endogeneity and to help establish causality in the underlying
relationships. In this regression, the measures of social and financial goals are also drawn
from the 2017 wave, as well as the controls for age and sector. We enter all other variables
into the regression contemporaneously, that is, for the year of the dependent variable in each

model.

Second, we use polynomial regression and response surface analysis to explore the impact
of goal alignment/misalignment on innovation, radical innovation and exporting across years.
Polynomial regressions analyse the extent to which the combination of two predictor variables
relates to a given outcome (Shanock et al., 2010). In contrast to moderation analysis, which
analyses if the combination of two variables can relate to an outcome, polynomial regression
and response surface plot analysis analyse how two variables combine and relate to an
outcome jointly and consider both linear and non-linear effects (Nestler et al., 2019). A
prerequisite to conduct polynomial regression and response surface analysis is that the
sample must comprise a sufficient number of non-aligned cases. Table 5 shows the
distribution of aligned vs. misaligned cases in our panel sample. We convert the predictors
social and financial goals to Z values, then created categories for cases scoring half a standard

deviation above, below and around the mean (Stephan et al., 2019; Shanock et al., 2010).
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Table 2: Alignment cases

Agreement Groups Frequency Percent
Stronger financial goals 615 47%
Aligned 430 31%
Stronger social goals 286 22%
Not aligned 901 69%

Note. A higher number of not aligned vs. aligned cases will allow for Polynomial regression.

Finally, we use a linear regression model to estimate models of small business growth across
time explained by entrepreneurial social and financial goals. moderators and the control

variables. Further, we use a conditional change graph to further explain our regression results.

4. RESULTS AND DISCUSSION

This section presents the results derived from analysing a panel made up of small businesses
from the LSBS data set. The section is divided into four main subsections, one for each
Schumpeterian outcome: innovation, radical innovation, exports and growth. In each we

address the following research questions:

(1) Measuring Schumpeterian Outcomes Across Time
(2) Regional disparities across time, in relation to each Schumpeterian outcome

(3) Analysing the impact of the COVID pandemic

In all subsections, we first analyse Schumpeterian outcomes in small businesses across time,
categorised according to small businesses’ social and financial goals and the
alignment/misalignments of those goals. We go on to examine the impact of regional
disparities by exploring the moderating effect of the index of multiple deprivation, i.e., whether
small businesses are located in one of the 10% most deprived UK areas. Finally, we explore

the impact of the COVID pandemic on innovation in small businesses.

4.1 Innovation

Figure 3 shows that the likelihood that a firm will innovate (represented as a percentage, i.e.,
the mean value of innovation dummy multiplied by 100) has decreased over the sample period
in small businesses, from 48% in 2017 (T1) to 35% in 2021 (T3). This result is probably a

consequence of the fact that the period 2017-2021 has been characterised by exogenous
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economic shocks and economic slowdown in the UK. Figure 4 shows the likelihood of
innovation by the group of businesses according to the importance attached towards social
and financial goals. Businesses displaying high importance of social goals decreased their
likelihood of innovation from 47% in T1 to 30% in T2; and increased again to 47% in T3. The
lowest level of innovation is shown in the group of businesses with low importance to both

goals, across all waves.

Figure 3: Average innovation in UK small businesses across years
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Figure 4: Average proportion of innovation in UK by businesses goals across years

100%
90%
80%
70%
59%
60% 549%

0 46% o o 0
50% 44% 1% 0% 439% 44%
40% 34%

30% 30%

30% 22%
20%
10%

0%

2017 2019 2021
B Low importance to both goals ® High importance to financial goals only
High importance to social goals only ® High importance to both goals

4.1.1 Measuring Innovation Across Time

In Table 6, models 1 and 2 provide results for the likelihood of innovation as a function of the
importance of social and financial goals across time. We observe that the odds ratios for both
social and financial goals of small businesses are positive and significant and thus that both
strong social and financial goals positively impact the likelihood of innovation. Small
businesses placing a high importance on social goals in 2017 increased their odds of
innovating in 2021 by 25%, relative to those with a low importance. Small businesses with a
high importance towards financial goals in 2017 had a slightly higher increase in the likelihood
of innovating in 2021, 33%. The regression results suggest high levels of both types of firm
goals are important for innovation across time. Thus, in general business goals are important
for innovation, regardless of whether goals are social or financial. The same results are found

in cross section for 2017 (Appendix table A1).

Analyses of the interaction between the two types of businesses’ goals indicate the importance
of alignment between financial and social goals for the likelihood of innovation. This means
firms which place a high importance jointly on financial and social goals are more likely to
innovate than those which place high importance on one of these goals alone or do not place
strong importance on either goal. This is tested through polynomial regression and visualised

I ———§
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via a surface plot shown in Figure 6 (overall regression is significant at the 95% level, p < .001,
model A5 in appendix table A2). Figure 6 tests the slopes and curvatures at a1, a», as, and aa.
We found a positive and significant result in a1, the slope along x = y, whereby social goals
plotted in the x axis are high, and financial goals plotted in the y axis are also high. This result
is positive and significant (p = .002) and supports an alignment effect, whereby both high
levels of social and financial goals are beneficial for innovation. Additionally, there is a positive
significant curvature along the line x = -y, at as (p = .014). This result shows that, when there
are misalignments, the direction of discrepancy matters. Figure 8 shows that the likelihood of
innovation also increases when moving away from the center towards either the right or left
side of the graph. Specifically, the likelihood of innovation increases as a focus on a single
goal emerges (either high financial and low social goals on the right side of the graph or focus
on high social and low financial goals on the left side of the graph). This reflects cases of goal

non-alignment.

In table 6, results estimating the effects of control variables in models 1 through 3 provide
additional information, which can support future innovation policy. There is often a tendency
to support innovation in larger rather than smaller firms. However, the regression results for
business size shown in models 1 and 2 provide no evidence that size is associated with the
likelihood of innovation. Alternatively, results for age show that younger businesses tend to
have a higher likelihood of innovation. Additionally, results for seeking external knowledge,
i.e., businesses which have sought advice in relation to a particular topic, provide evidence of

the importance of external information sourcing for innovation.

4.1.2 Regional Disparities Across Time, in Relation to Innovation

Figure 5 shows that more socially orientated businesses, which place high importance to
social goals, are located in the 10% most deprived areas (14% for business with only high
social goals and 6% for businesses with both high financial and social goals). This finding is

in line with previous research.
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Figure 5: Average proportion of small UK businesses' location in deprived areas by

business goals®
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Next, we look at how do regional disparities impact the ability of socially vs. financially
orientated UK small businesses to pursue innovation by interacting our measure of deprivation
with the measures of social and financial goals. The regression results in model 3, Table 6
show that there is no significant moderating effect on the association of social and financial
goals with the likelihood of innovation for businesses located in the 10% most deprived area.
To test the robustness of this result, we conducted the same analysis using different measures
of deprivation. We used variables measuring, whether businesses were located in the 15%
most deprived areas, used deprivation organised in ventiles, and 40% most deprived areas.
In all cases, our results stand — we find no significant moderation effect for deprivation on the
relationship of social and financial business goals with innovation. Note also that the measure
of deprivation does not have a statistically significant direct effect on innovation in models 1
and 2 in Table 3.

A possible interpretation of these results may derive from the level of aggregation of the index
of multiple deprivation (IMD). The IMD, which is used as measure of regional disparities in our
analysis, is measured at the LSOAs (Lower Layer Super Output Areas) level of geographical
aggregation (McLennan et al., 2019). These represent small geographical areas with mean
populations of around 1,500 (McLennan et al., 2019). Future analyses could examine the

effects of regional disparities at higher levels of aggregation to attempt to identify whether
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there are moderating effect of regional disparities, measured as the level of deprivation of a

particular area.

Table 3: Regression results for innovation 2021 as predicted by firm goals in 2017.

N= 1336.

a Size is measured by number of employees, in logs.

b Age, Industry sector, and goals are time constant variables for year 2017.

¢ Index of multiple deprivation is time constant variable for year 2021; all other variables in accordance
with year of dependent variable.

d Base category is, other services

Figure 6: Surface analysis plot for likelihood of innovation 2021
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4.1.3 Analysing the Impact of the COVID Pandemic on Innovation

Figure 7 shows that 62% of small businesses perceived COVID to be a major obstacle to the
success of their business. We see in Figure 8, that the perceived negative impact of COVID
was more common for socially orientated businesses (88% for high social goals, and 66% for

both high social and financial goals, in Figure 5).

Figure 7: Average proportion of UK small businesses facing COVID as an obstacle in
2021.
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Figure 8: Average proportion of businesses facing COVID as an obstacle by business
goals?®
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Models 4 through 6 in Table 7 explore the relationship between business’ innovation and the
impact of the COVID pandemic. Table 1 indicates that 63% of small businesses reported the
COVID pandemic being a major obstacle for the success of their business. Results for the
overall effect of COVID show that businesses that report COVID to be an obstacle for their
success (henceforth ‘COVID’ for short) have an increased likelihood of innovation (model A7
in appendix Table A3). Thus, the impact of COVID on innovation was positive, spurring
innovation. This is consistent with research on entrepreneurial responses to the COVID
pandemic which indicates that businesses negatively affected by the pandemic engaged in
pivoting, agility, opportunity scanning and similar behaviours (Kuckertz et al., 2020; Stephan
et al., 2023).

The moderating effect of COVID on the relationship of social goals with innovation is negative
and significant (Odds Ratio = .293, p = 0.002) (Model 4). Figure 9 plots this effect: The positive
effect of social goals on innovation only exists for businesses not affected by COVID. For
businesses negatively affected by COVID, social goals no longer have any significant effect
on those business’s likelihood of innovation. We find the same pattern of effects for financial

goals: COVID moderates the relationship of financial goals with innovation (Model 5)
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negatively (Odds Ratio = .283, p = 0.004). Figure 10 again shows the marginal effects plot
results for this interaction effects. The positive effect of financial goals on innovation only exists
for businesses not affected by COVID. For businesses negatively affected by COVID, financial

goals no longer have any significant effect on those business’s likelihood of innovation.

Table 4: Regression results for innovation 2021 as moderated by COVID as major

obstacle for the success of the business.

N=457.

a Size is measured by number of employees, in logs.

b Age, Industry sector, and goals are time constant variables for year 2017.

¢ Index of multiple deprivation is time constant variable for year 2021; all other variables in accordance
with year of dependent variable.

d Base category is, other services.

Covid — business owner/manager reported that business success was negatively impacted by Covid
(1=negative impact of Covid, 0= no impact of Covid)
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Innovation 2021

Figure 9: Interaction effect Plot COVID*Social goals
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Figure 10: Interaction effect Plot COVID*Financial goals
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4.2 Radical Innovation

Radical innovation, a subset of the innovation variable, has also decreased across years.
Figure 11 shows that the likelihood of radical innovation decreased from 15% in T1, 2017
to 11% in T3, 2021%. This result may have been expected given that radical innovation is
resource intensive and both COVID and Brexit, as exogenous shocks, may have negatively
impacted the capacity for radical innovation in small businesses. Additionally, Figure 12,
shows that the group with the lowest levels in radical innovation over time, is the group with

high social goals.

Figure 11: Average radical innovation in UK small businesses across years
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Figure 12: Average proportion of radical innovation by business goals across

years
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4.2.1 Measuring Radical Innovation Across Time

Table 8 relates the business social and financial goals (in 2017) to their likelihood of radical
innovation in 2021. Results in model 8 show no evidence of the likelihood of radical
innovation is higher for businesses which place high importance on social goals. Higher
importance of financial goals is associated with a 76% increase in the odds of radically

innovating.

Following these results, we suggest that it is important to better understand when socially
orientated businesses undertake radical innovation to help inform policy to support them.
Radical innovation is capital intensive and requires even more resources than general
innovation (Nicholas et al., 2013). The underlying reason for a higher need of resources in
radical innovation is that these innovations are newly introduced to the market, as opposed
to only new to the business, thus requiring a higher level of resource intensity, i.e., longer

exploration time (Laursen and Salter, 2006).
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The results for control variables such as business size, business age, and external
knowledge sourcing are similar to those already reported for the innovation regressions.
However, there is an interesting industry effect: model 8 shows that small businesses in
the business services industry have the highest probability of innovation, compared to the
base category labelled other services, which comprises education, health and social
services, etc. Small businesses in the business services sector radically innovate 164%

more than those in the category, other services.

As for innovation, we explored the impact of the alignment/misalignment of business goals
in relation to radical innovation. However, the polynomial regression and surface plot
analysis showed no significant results (Model A12 in appendix table A5). Hence, we
conclude that radical innovation is not sensitive to whether or not social and financial goals

are aligned.

4.2.2 Regional Disparities in Relation to Radical Innovation

Regression results in model 9, table 8 show that there is no significant impact of social
goals on radical innovation for business located in the most deprived area. However,
results show a negative significant interaction effect of reginal deprivation with financial
goals (Odds Ratio = 0.351, p = 0.033). Figure 13 plots this moderating effect of deprivation.
The highest probability of radical innovation in small businesses located in the 10% most
deprived areas lies in small businesses for which financial goals have no relevance to little
importance. Put differently, firms with strong financial goals are less likely to innovate in
the most deprived areas, outside of deprived areas financial goals generally increase the
likelihood of radical innovation. These findings may be a further reflection of the resource-
intense nature of radical innovation as firms with financial goals often also control more

resources.
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Table 5: Regression results for radical innovation 2021 as predicted by business

goals in 2017.

N= 1332.

a Size is measured by number of employees, in logs.

b Age, industry sector, and goals are time constant variables for year 2017.

¢ Index of multiple deprivation is time constant variable for year 2021; all other variables in
accordance with year of dependent variable.

d Base category is, other services. e. Results for the separate moderation effects do not change.

Figure 13: Interaction effect plot business in 10% most deprived areas*Financial
goals.

Predictive margins of Business located in 10% most deprived area with 95% Cls

Probability of radical innovation
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4.2.3 Analysing the Impact of the COVID Pandemic

Table 9 presents results for radical innovation and the negative impact of COVID as a major
obstacle to the success of small businesses. Model 10 shows that the negative supressing
effect of COVID on businesses with social goals is more pronounced for radical innovation
than the previous results for innovation. To interpret these results we show, in Figure 14,
the predictive margins of the interaction effect between social goals and a business
perceiving to be negatively impacted by COVID. Figure 14 suggests that social goals
increase the likelihood of radical innovation for businesses not affected by COVID but
decrease the likelihood of radical innovation for businesses negatively impacted by COVID.
This suggests that impact of COVID is to reduce the likelihood of radical innovation for

firms which otherwise might have undertaken it.

Table 6: Regression results for radical innovation 2021 as moderated by COVID as

major obstacle for the success of the business

N=457.

a. Size is measured by number of employees, in logs.

b. Age, Industry sector, and goals are time constant variables for year 2017.

c. Index of multiple deprivation is time constant variable for year 2021; all other variables in
accordance with year of dependent variable.

d. Base category is other services.
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Figure 14: Interaction plot of COVID*Social goals

Predictive margins of COVID as major Obstacle with 95% Cls

C
9
©
>
o
(=
£
©
Q 1
©
5
o
O —
T T T T
1.00 2.00 3.00 4.00
Social goals
—&— Not —@— COVID as major obstacle
4.3 Exporting

In Figure 15, we observe that, compared to the levels of innovation, the likelihood that a
small firm exports has been relatively more stable across years. As such, 2021 showed a
slightly smaller average likelihood compared to previous waves, 23% in T3 vs. 25% in T1
and T2. As expected, Figure 16 shows that, within groups, small businesses which only
place high importance towards financial goals, are also the ones with the highest likelihood
of exporting across all waves. In contrast, the group of small businesses with high social
goals only has the lowest likelihood of exporting across all waves. The figure also shows
that granting high importance to both goals decreases the likelihood of exporting from 18%
in T1 and T2 to almost 8% in T3. Finally, the likelihood of exporting in the group granting
low importance to social and financial goals has maintained a relatively steady rate, ranging

just below/above 20%.
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Figure 15: Average exporting in UK small businesses across years
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Figure 16: Average proportion of exporting in UK by business goals across years
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4.3.1 Measuring Exporting Across Time

Tables 10 and 11 present regression results estimating the likelihood of exporting across
time in years 2019 and 2021, respectively. In general, small businesses pursuing social
goals are associated with a lower likelihood of exporting, and those with financial goals are
associated with a higher likelihood of exporting. These results are statistically significant at
the 95% level and hold across time. Model 14 shows that in 2019, higher importance
towards social goals is associated with a 38% decrease in the odds of a small business
exporting. Alternatively, higher importance towards financial goals is associated with a 40%
increase in the odds of a business exporting. For 2021, results in model 17 show that higher
importance towards social goals is associated with a 31% decrease in the odds of a small
business exporting. In contrast, higher importance towards financial goals is associated

with a 24% increase in the odds of exporting.

These results suggest that financial rather than social goals are beneficial to stimulate
exporting in small businesses. This is perhaps because socially orientated small
businesses tend to operate at the local level, to address social issues in their communities
(Angulo-Ruiz et al., 2020; Haugh, 2007, 2022; Lumpkin et al., 2017; Yan et al., 2022).
Previous policy has aimed to stimulate commercial activity across borders in socially
orientated small businesses; however, these results indicate that this may not be a very
fruitful path and future policy may need to adapt interventions to fit to the needs of these

group of small businesses.

Results for control variables in the same models (models 13 and 14, and 16 and 17) provide
some additional information, which may add guidance for future policy. As such, results
show that larger and more innovative businesses are associated with a higher likelihood of
exporting. These results are expected, as innovation is considered a measure of business
performance and high-performing businesses are more likely to export (Castellani, 2002).
(Dhanaraj and Beamish, 2003)

Furthermore, Figures 17 and 18 provide results for the goal alignment effects estimated
using polynomial regression analysis and response surface plot analysis (models A19 and
A21) in appendix table A8). Both figures show the test results for the slopes and curvatures
in a1, a2, a3, and a4. A significant result in a3, the slope along x = -y, in which financial
goals scored high and social goals scored low, in relation to the likelihood of exporting,
suggest that goal misalignment in the form of high financial but low social goals increases

the likelihood of exporting. In both waves, T2 and T3, the slope of a; is negative and
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significant (p = .000). This is consistent with the general regression results that social and
financial goals have the opposite effects (negative and positive) on the likelihood of
exporting. The effect is somewhat less pronounced in T3/2021 compared to T2/2019
suggesting that the strength of impact of business goals from 2017 diminishes somewhat

over time, which seems plausible. Importantly it can still be identified 5 years later. 3

4.3.2 Regional Disparities in Relation to Exporting

Tables 10 and 11 provide regression results of models 15 and 18, respectively. Results
show that there is no significant effect of the index of multiple deprivation, i.e., businesses
located in the 10% most deprived area, with social and financial goals in relation to
exporting. Thus, while we cannot identify any effects directly, we do not find evidence that
small businesses located in deprived areas have either a lower or a greater likelihood of
exporting. This is despite the fact that these areas are often in receipt of interventionist
policies instruments designed to support small businesses, and these may be relevant to
support exporting where access to local markets may be lower due to regional exclusion
(Eini6 and Overman, 2020).

31n T3, 2021 Figure 18 shows an additional result for a,, the slope along x =y, which is negative
and significant (p = 0.023) which is the diagonal starting at point -2 for both social and financial goals
and crossing towards the back of the plot. This suggests that as both social and financial goals
jointly increase the likelihood of exporting is reduced compared to having both low levels of social
and financial goals.
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Table 7: Regression results for exporting in 2019 as predicted by business goals in
2017.

N= 1334.

a Size is measured by number of employees, in logs.

b Age, Industry sector, and goals are time constant variables for year 2017.

¢ Regional dispatrities is time constant variable for year 2021; all other variables in accordance with
year of dependent variable.

d Base category is, other services.
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Table 8: Regression results for exporting in 2021 as predicted by business goals in
2017.

N= 1334.

a. Size is measured by number of employees, in logs.

b. Age, Industry sector, and goals are time constant variables for year 2017.

c. Regional disparities is time constant variable for year 2021; all other variables in accordance with
year of dependent variable.

d. Base category Is, Other services.
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Figure 17: Surface analysis plot for likelihood of exporting in 2019
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Figure 18: Surface analysis plot for likelihood of exporting in 2021

Exporting 2021 as predicted by
social and financial goals

-

z
(Likelihood of
exporting)

15
0 B | —~ ,’7 05
2 15 05 X
05 ¢ (Centered
Y -0.5 15 -2 .
: 2 social goals)

(Centered financial
goals)

44



4.3.3 Analysing the Impact of the COVID Pandemic

Table 12 presents results for the impact of the COVID pandemic on the likelihood of
exporting in 2021. Model 19 shows that the moderating effect of COVID on the relationship
between small businesses’ social goals and the likelihood of exporting is negative and
significant at the 95% level. This suggests that COVID reduce the likelihood of exporting
for socially orientated business for businesses that were negatively impacted by COVID

(i.e., businesses that reported COVID to be a major obstacle for their success).

Figure 19 illustrates the way that COVID had a negative impact on the likelihood of
exporting in firms placing higher importance on social goals. The red line in Figure 19
indicates businesses that were negatively impacted by COVID, for these we observe a
decline in the likelihood of exporting with increasing relevance of social goals. This may be
because these businesses faced higher logistical challenges due to the pandemic

(Juergensen et al., 2020).

For UK small businesses reporting not to have been negatively impacted by COVID, we
see a positive relationship of social goals with the likelihood of exporting. Indeed, when
COVID is not an obstacle for the business, small businesses with the lowest importance
towards social goals also have a lower likelihood of exporting. These results contrast with
the main effect, whereby lower social goals may increase the likelihood of exporting. In
sum, COVID masked the positive effect of social goals on subsequent exporting activity.
The shock of the COVID pandemic seems to have affected mostly businesses that were
less likely to export (Juergensen et al., 2020). The analogous results for businesses with

financial goals were not statistically significant (Model 20, Table 12).
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Table 9: Regression results for exporting 2021 as moderated by the negative
impact of COVID (Businesses reporting Covid as a major obstacle for the success
of the business).

N=457.

a. Size is measured by number of employees, in logs.

b. Age, Industry sector, and goals are time constant variables for year 2017.

c. Index of multiple deprivation is time constant variable for year 2021; all other variables in
accordance with year of dependent variable.

d. Base category is, other services.
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Figure 19: Interaction effect plot of COVID*Social goals
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4.4 Employment Growth

According to the descriptive statistics in Table 2, average employment growth among small
businesses is very low: on average UK small businesses grew by 0.96%. This figure is low
especially considering that it captures employment growth across five years (2017 — 2021).
Figure 20 shows average employment growth against business goals: Small business that
prioritize both social and financial goals had the highest employment growth in the last five
years, i.e., 46%. This result is important because it serves as an indicator of the changing
labour market in relation to business goals. That is, this is evidence that socially orientated
businesses help create employment growth. In contrast, financial goals do not seem to
drive growth (38%) or shrinkage (35%), as enterprises in this category are similarly
distributed between both growth categories. Finally, small businesses that attribute low
importance to both social and financial goals fall more frequently into the no growth (44%)

or shrinkage (30%) categories.
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Figure 20: Average proportion of employment growth and shrinkage in the last five

years (2017-2021) by business goals in UK small businesses
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Breaking down growth over shorter time intervals, Figure 21 shows the average annual

employment growth, stagnation, and shrinkage of small businesses in 2017, 2019, and

2021. Employment growth across years has been relatively low in terms of number of

employees. Compared to previous waves, 2021 had the highest average growth, 34%. In

contrast, 2019 had the lowest average growth, 20% and the highest stagnation of 60%

across all waves shown.
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Figure 21: Average annual employment growth, stagnation, & shrinkage of UK

small businesses, across time.
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4.4.1 Measuring Employment Growth Across Time

Table 13 presents OLS regression results for employment growth across years, as
predicted by social and financial goals. As we might expect from the descriptive statistics,
there is only limited variation in the dependent variable, employment growth; for most firms
growth was zero or negative over 2017 —2021. Hence, the results indicate that almost no
independent variables are statistically significant, and we find no relation of social and
financial business goals with employment growth. However, results for the control variables
show that age is significantly negatively associated with growth,; as is well known, older
firms tend to grow more slowly. The control for external knowledge sourcing also shows a

small positive significant effect (p <.005).

Figures 22 and 23 seek to further explain employment growth across years in UK small
businesses. Figure 22 shows that socially orientated small businesses, which place higher
importance towards social goals, seem to adjust slower to recent economic shocks, i.e.,
COVID and Brexit. This result shows that, if employment growth is negative, socially
orientated businesses shrink less (i.e. are less likely to lay off employees) but also grow
more slowly than commercially orientated businesses. Figure 23, in relation to financial
goals shows that there is even less variance in employment growth across small

businesses which place high importance on financial goals.
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Table 10: Regression results for exporting in 2021 as predicted by business goals

in 2017
Standardized
Unstandardized Coefficients Coefficients
Model @ B Std. Error Beta t Sig.
1 (Constant) .199 .065 3.078 .002
AgeP’ -.082 .015 -.146 -5.371 <.001
Production and construction? .040 .045 .033 .907 .365
Transport, retail and food.038 .045 .031 .841 400
service/ accommodation
Business Services .065 .042 .059 1.545 123
Index of multiple deprivation®¢ .014 .059 .006 234 .815
External knowledge sourcing .094 .032 .081 2.933 .003
Innovation .051 .030 .046 1.679 .093
2 (Constant) .183 .093 1.978 .048
Age -.080 .015 -.142 -5.201 <.001
Production and construction .016 .047 .013 .343 732
Transport, retail and food.017 .047 .013 .349 q27
service/ accommodation
Business Services .041 .045 .037 .901 .368
Index of multiple deprivation®¢ .016 .059 .007 274 .785
External knowledge sourcing .093 .032 .080 2.877 .004
Innovation .051 .031 .046 1.644 .100
Social goals -.022 .018 -.034 -1.186 .236
Financial goals .021 .018 .034 1.206 .228

a. Dependent Variable: employment growth by employees, compared to five years ago (2021)

b. Age, industry sector, and goals are time constant variables for year 2017.

c. Index of multiple deprivation is time constant variable for year 2021; all other variables in accordance with year
of dependent variable.

d. Base category is, other services.
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Figure 22: Conditional change graph by social goals across years ?
a. Year 1 =2017, year 2 = 2019, and year 3 = 2021.

Figure 23: Conditional change graph by financial goals across years 2
a. Year 1=2017, year 2 = 2019, and year 3 = 2021.
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5. CONCLUSION

Schumpeterian entrepreneurship in small businesses can improve the competitiveness of
the economy through, innovation, exporting, and job creation (employment growth). A
growing number of small businesses are socially orientated—those that place high
importance on social goals. In the UK, around 30% of businesses are socially orientated.
These businesses can help to create a competitive and inclusive economy by addressing
objectives like narrowing economic and social disparities. We analyse a panel from the
LSBS survey years 2017, 2019, and 2021 to examine how UK small social and financial
goals in 2017 predict their innovation, exporting and growth in 2021. We also include

concurrent cross-sectional analyses, which mirror the findings of the time-lagged analyses.

This research contributes new evidence on the social orientation of small businesses and
their Schumpeterian outcomes. Our results suggest that both social and financial goals are
beneficial for innovation, but only financial goals benefit radical innovation and exporting.
In particular, an alignment of social and financial goals increases innovation, and, in
contrast, a misalignment of goals increases the likelihood of exporting. However, COVID
seems to have masked the beneficial effects of social goals on radical innovation and

exporting.

In terms of regional inequalities, we find that a larger proportion of socially orientated
businesses are located in the 10% most deprived area. However, we do not find evidence
that being located in a deprived area alters the effect of social and financial goals on
innovation, exporting or growth. It may be that support, especially to address resource
constraints of socially oriented businesses, for their radical innovation and exporting

activities can yield positive social outcomes in these deprived areas.

The COVID pandemic appeared to act as a challenge stressor, whereby small businesses
were forced to innovate to survive, as opposed to innovating to achieve their goals. In
contrast, for businesses not negatively impacted by COVID, the likelihood of radical
innovation and exporting did not change. Small businesses that reported not being affected
by the COVID pandemic and that are socially orientated are more likely to be radically
innovative than those affected by COVID. Additionally, when COVID is not an obstacle, UK
small businesses that strongly prioritize social goals have a higher likelihood of exporting.
Our intuition is that the shock of the COVID pandemic, affected mostly businesses that

were less likely to export.
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Current policy debates around social impact and the consequences of innovation have
emphasised the need to foster the social aspect of innovation, i.e., how it can play a role
in job creation and inclusivity. Current radical innovations with Al are raising important
questions for the functioning of the labour market, but policy could alleviate some of this by

supporting forms of innovation that are socially focused, and which enhance inclusivity.

This research has key limitations. The economic turbulence over the period of 2017 to 2021
owing to external shocks such as Brexit and Covid has negatively impacted the small
business population, particularly in terms of their ability to create jobs (employment growth).
Small businesses have faced a period of stagnation in the UK since, at least 2017. This
presented a limitation for our study as the estimated growth model was not able to identify
significant causal relationships during this time period. Missing data also created limitations
as some of the key variables had to be excluded from this analysis. As an example, we
had to exclude environmental goals as a result of the factor analysis which suggested
environmental goals are confounded with both social and financial goals (Table 1). We
assessed alternative variables to capture the environmental orientation of businesses, but
the panel lacked an appropriate alternative measure due to the high number of missing
cases in some of the variables under consideration. Finally, the COVID pandemic caused
a collapse in international trade, and this posed additional limitations to disentangle results

with exporting.

6. POLICY IMPLICATIONS

Although we have not assessed the impact of specific policy measures, the findings
presented in our report have important general policy implications for interventions to

support UK small businesses.

We find a general decline in Schumpeterian outcomes between 2017 and 2021. That is,
UK small businesses innovated less, exported less, and stagnated in terms of employment
in this period. This is a concerning finding and suggests that the UK small business
population has suffered from the external shocks and crises (Brexit and Covid) that mark
this period. As small businesses form the backbone of the UK economy and play an
important role in its productivity, our findings are worrying for the UK economy and suggest

that UK small businesses are in need of multifaceted policy support.

The social orientation of UK small businesses on its own and in concert with their
commercial orientation strengthens innovation. Thus, we find synergies between social and

commercial orientation resulting in greater innovation. Socially oriented businesses seek
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to enhance societal wellbeing and our findings suggests that these businesses are an
important source of new ideas for a competitive inclusive economy, and hence warrant

continuous policy attention and support.

Socially oriented businesses are often located in deprived areas and appear to grapple
with resource constraints, especially to innovate radically. Thus. resource-support for those
businesses may yield particularly high dividends in terms of radically new and socially

inclusive offerings.

Results highlight the need for export support policies specifically targeted at socially
orientated businesses. More research to understand the specific barriers to exporting in
socially oriented business would be useful. Future policy may need to adapt interventions

to fit to the needs of this group of small businesses.

COVID - despite support measures - constrained the innovation of social and commercially
oriented businesses alike, but particularly negatively impacted the exporting activities of

socially oriented business.

A policy mix supporting both growth in existing firms and new entrants may help lower the
shrinkage rates in existing businesses and hence counteract relative stagnation among the

small business population.
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APPENDIX

This section includes all appendix tables with regression results for: the cross-sectional
analysis, the polynomial regression results, and the general effects of COVID as a major
obstacle. As in the main text, sections are divided by dependent variables.

Table A 1: Regression results for innovation in 2017.

N=1334.

a. Size is measured by number of employees, in logs.
b. Base category is Other services.
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Table A 2: Regression results for the polynomial regression with innovation in
2021.

N= 1334.
a. Size is measured by number of employees, in logs. Standard errors in brackets.
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Table A 3: Regression results for innovation 2021 and the general effect of COVID
as major obstacle for the success of the business.

N=457.

a. Size is measured by number of employees, in logs.

b. Age, Industry sector, and goals are time constant variables for year 2017.

c. Index of Multiple Deprivation is time constant variable for year 2021; all other variables in
accordance with year of dependent variable.

d. Base category is Other services.
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Table A 4: Regression results for radical innovation in 2017.

N=1319.
a. Size is measured by number of employees, in logs.
b. Base category is Other services.
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Table A 5: Regression results for the polynomial regression with radical innovation
in 2021.

N=1319.

a. Size is measured by number of employees, in logs.
b. Base category is Other services.

c. Standard errors in brackets
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Table A 6: Regression results for radical innovation 2021 and the general effect of
COVID as major obstacle for the success of the business.

N= 457.

a. Size is measured by number of employees, in logs.

b. Age, Industry sector, and goals are time constant variables for year 2017.

c. Index of Multiple Deprivation is time constant variable for year 2021; all other variables in
accordance with year of dependent variable.

d. Base category is Other services.
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Table A 7: Regression results for exporting in 2017

N=1334.
a. Size is measured by number of employees, in logs.
b. Base category is Other services.
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Table A 8: Regression results for the polynomial regressions with exporting in
2019 and 2021

N=1334.

a. Size is measured by number of employees, in logs.
b. Base category is Other services.

c. Standard errors in brackets.
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Table A 9: Regression results for exporting 2021 and the general effect of COVID
as major obstacle for the success of the business.

N= 457.

a. Size is measured by number of employees, in logs.

b. Age, Industry sector, and goals are time constant variables for year 2017.

c. Index of Multiple Deprivation is time constant variable for year 2021; all other variables in
accordance with year of dependent variable.

d. Base category is Other services.
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