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SUMMARY

The UK economy is bleeding out in a national crisis of growth, especially in the
science and technology sectors. The risk is that the Government will not carry
out the radical reforms needed before it is too late.

The “failure to scale” for UK technology companies is not new. It has been a
deep-rooted problem. But we are in a new technological and geopolitical context,
with the rise of Al and the fracturing of the old global order. Technological
sovereignty—who owns and operates critical technologies—is more important
than ever. Domestically, the UK has seen sluggish productivity growth and
near-flat real wages since the global financial crisis. The UK economy is simply
not working, and the consequences are easy to see.

This has now reached a crisis point. The UK has seen a procession of promising
science and technology companies moving overseas rather than scaling here.
The UK’s inability to retain the economic benefits of its R&D endeavour is a
fatal flaw in any growth strategy.

We judge that decisive and speedy action across Government could staunch the
bleeding. Clear leadership from the Prime Minister and Chancellor is needed
now. We believe that a National Council for Science, Technology and Growth,
modelled on the National Security Council, must urgently be established and
start to take action.

The Government has set out in the Industrial Strategy to make the UK “one
of the top three places” to scale a business and to secure the first trillion-dollar
technology company in the UK by 2035. These are worthy ambitions, and
some reforms are underway. The UK is sliding in the opposite direction, but
it still has a chance to seize the enormous opportunities for technological and
economic growth that we are currently letting slip through our fingers. Action
and coordination across the whole of Government is urgently required.

The UK has an internationally competitive research base, especially in its
universities, albeit this is now under financial threat. There is a healthy and
growing scene of start-ups and spin-outs; great progress has been made at their
early stages. But the UK has been less effective both in scaling up companies
that start in the UK and in diffusing new science and technologies across the
economy. The result is a country with four of the top ten global universities, but
only three of the top 100 industrial R&D spenders globally and none in the top
ten.

Companies looking to scale up are hard-put to find late-stage capital from the
UK. They are often forced to seek funding overseas, typically in the US, and
this leads to a strong bias towards promising start-ups being acquired or floating
overseas. The UK risks becoming an ‘incubator economy’ whose young, fast-
growing companies continually move abroad, taking much of the economic
benefit in jobs and tax receipts with them.

Thislack of capital has several causes. The UK’s institutional investors, especially
pension funds, are fragmented and risk-averse. Fragmentation means pension
funds don’t have the scale to allocate significant assets to high-risk, high-reward
investments in science and technology companies. 72% of the US’s venture
capital funding comes from pension funds, compared to just 10% from the UK.
In 1997, pension funds allocated 50% of their assets to UK equities: now it’s less
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than 5%. The result is that UK companies are starved of investment. Selling
ourselves short does not serve the interests of British pension-holders.

The UK’s capital markets are not working, either. Companies list overseas with
the perception that higher valuations are available there, which reduces activity
and capital in the UK market, perpetuating a vicious cycle. In the first eight
months of 2025, only 7 UK companies listed on the London Stock Exchange
compared with 129 in the US. Newly listed UK companies raised less capital
over this time than even the Angolan stock exchange, as many promising
companies shifted listings overseas or returned to private ownership.

Public investment institutions like Innovate UK, the British Business Bank
and National Wealth Fund potentially have a key role to play in supporting the
domestic technology sector. But they are small relative to overseas comparators,
and are overly complicated; they must be consolidated, or at a minimum joined
up more effectively. Businesses want a ‘single front door’ to understand what
support might be available, but instead find a confusing and often bureaucratic
web of organisations and support that is often slow and spread too thinly.

Early contracts are vital for technology companies to grow: a contract can be
worth far more than a grant. Contracts can anchor companies to remain and
grow in the UK. But early-stage UK companies can struggle for this revenue.
Risk-averse and inflexible government procurement shuts out SMEs from
government contracts. Combined with the lack of larger technology companies
based in the UK which could provide contracts, startups often have no choice
but to seek equity funding from overseas, which can lead to a loss of control
over the company.

The Government’s laissez-faire approach to technological sovereignty must
change. All too often we have allowed promising UK science and technology
companies and lucrative contracts to be acquired by overseas investors,
especially in the US. We must nurture and support these companies to remain
here, anchoring them firmly into the structures of government, academia and
commerce, and make it the obvious choice for them to grow in the UK.

It is clear to us that a government that is really serious about growth and
wealth creation cannot keep in place costly visa barriers to the scientists and
entrepreneurs it hopes to attract to the UK; nor can it allow the life sciences
industry to collapse because of short-term fiscal considerations. The fact that
these issues are unresolved is symptomatic of a wider dysfunction in cross-
government coordination.

Our report makes a range of recommendations to fix the long-standing failure
to scale. These include:

¢ Leadership from the Prime Minister and Chancellor, through a newly
empowered “National Council for Science, Technology and Growth”, is
urgently needed. It should be modelled on the National Security Council.
It should include the PM, Chancellor, Minister of State for Science, and
Principal-level representation from DSIT, DBT, the Home Office, MoD,
DHSC, DESNZ, DWP, and Department for Education, as well as key
public investment bodies and scientific advisers. It should meet frequently
to prioritise science and technology for growth, break down barriers to
progress, and break the UK out of its doom loop. It should be able to meet
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responsively to make decisions and call in ad-hoc attendees as needed.
The Council would provide strategic coherence and effective delivery,
which is evidently lacking from existing structures. (See Chapters 2 and 6
for further discussion.)

Institutional investors: We welcome the Mansion House Reforms,
but the Government must press on with implementation, and go much
further. The shocking 90% decline in the proportion of domestic
pension fund investment in UK equities is a significant factor behind our
economic malaise, but as its origins are largely political, it can be reversed
politically. We do not believe that the average contributor to a UK pension
fund would think it right that most of their contributions should go to
boost overseas economies, starving their own country of investment. The
Government should ask pension funds to survey their active contributors
on this matter, and respond accordingly. The Government should reserve
powers including mandation and withholding tax relief from funds that
fail to meet their Mansion House targets. With the Pension Schemes Bill
currently in the Commons, the government has a ready opportunity to
make the legislative changes needed.

The shrinkage in domestic investment has led also to a shrinkage in the
capacity of fund managers to assess early stage and higher risk investments.
The Government should explore possibilities short of mandation to
incentivise pension funds to invest in science and technology companies.
Consolidation of DC pension funds, including the large number of Local
Government pension funds, should be pursued vigorously, and investment
in UK-based technology companies should be tracked to ensure the
reforms are benefiting the sector. (See Chapter 3.)

Public investment bodies: Innovate UK, the British Business Bank
(BBB), and the National Wealth Fund (NWF) all have critical roles to play
in what should be a coherent system, but they need to work much more
closely together. There is a strong argument for consolidating them into
one body, and scaling them up to provide a competitor to the sovereign
wealth funds available overseas. Innovate UK, under new leadership, must
streamline, simplify, and accelerate its grants. An Innovate grant should
be a mark of technological due diligence leading to a pipeline of public
and private investment, or it risks being seen as a bureaucratic bridge to
nowhere. The BBB has several good schemes to encourage institutional
investment into science and technology companies, but these should be
expanded. The NWF is new to investing in technology companies and
now has a broad remit. A specific target is needed to provide late-stage
financing to a small number of promising technology companies, with a
view to keeping them in the UK. The public investment bodies should
make more extensive and effective use of their ability to take on, share,
and reduce risk, including through guarantees. (See Chapter 4.)

Public procurement: Public procurement is a crucial lever that can
unlock growth of innovative science and technology companies in the
UK. The Government must build capacity if procurement is to be an
innovation engine, supporting UK-based supply chains: outcome-based,
swift, flexible, rather than bureaucratic and risk averse processes that
favour large incumbents. It should set a target for each procuring body to
spend a mandatory percentage of their budgets with innovative UK-based
SMEs to build capacity, as the US has done with SBIR (Small Business




6 BLEEDING TO DEATH: THE SCIENCE AND TECHNOLOGY GROWTH EMERGENCY

Innovation Research). Ministers need to back officials who procure
innovative, domestic solutions, celebrating successes and accepting
failures. The Government needs to adopt a risk-on, long-term mindset,
changing the institutional incentives that hold back innovation. For
critical frontier technologies, the Government should consider Vaccine
Taskforce-style procurement to stimulate their development in the UK.
(See Chapter 4.)

¢ People, networks, and skills: Carcer structures, pay and incentives
must change to allow easier movement between academia, business, and
government, so that each of those sectors acquires ready access to the skills
and networks of the others. It should encourage universities to make such
moves attractive. The Government must encourage the formation of the
dense networks between financiers, entrepreneurs, scientists and officials
that work so well in Silicon Valley. It should help entrepreneurs navigate
the complex landscape and unblock slow decision-making processes by
introducing concierge services that can identify high potential science and
technology companies and refer them to relevant decision-makers. There
is an increasing need for skills training across the Industrial Strategy
priority areas; equally, the Government must urgently reform its counter-
productive visa policies for global talent and seize the opportunity to
attract scientists and technologists from overseas. When talented scientists
and entrepreneurs want to move here, the UK should be rolling out the
red carpet, rather than red tape. (See Chapter 5.)

¢ Researchfoundations: The UK hasimmense scientific and technological
potential, but it cannot take its research base for granted. The UK has
long vested its hopes in its excellent research base in universities and
companies that spin out from them. But this is now under threat due to
the unresolved higher education funding crisis, which the Government
must resolve before it is too late. Yet, instead of tackling the problem,
the Government is proposing counter-productive actions like a levy on
international students. (See Chapter 5).

These reforms will require urgent, sustained, and coordinated action across
Government if the ambitions of the Industrial Strategy are to be realised. There
is a crucial ‘horizontal role’ for the Department for Science, Innovation and
Technology to play in promoting, monitoring and evaluating progress across
Government on addressing the scale-up problem, and supporting the National
Council for Science, Technology and Growth.

But none of this will succeed without leadership from the top to end the strategic
drift. There is a rapidly closing window of opportunity to get a grip on this
problem. The Government needs to help the entrepreneurs, unlock investment,
change the culture around innovation, and organise its efforts to succeed.

The most likely candidate to become the Government’s “trillion-dollar tech
company by 2035” probably already exists. The Government must stop the
bleeding: convince that company, and dozens of others looking overseas, that
the best future for them is in the UK.




Bleeding to death: the science and
technology growth emergency

CHAPTER 1: INTRODUCTION

The UK has a globally competitive research and development (R&D)
base but a number of factors have meant that it has been less effective at
commercialising R&D. These include the shift to research taking place in
universities and away from public sector laboratories,! and the financial
and services-sector led growth since the 1980s which went alongside
deindustrialisation, leaving few major R&D intensive companies based in
the UK outside of the life sciences.? Furthermore, the large R&D spenders
are all well-established companies: the UK (and perhaps Europe more
broadly) has not been able to develop a globally competitive answer to the
large technology companies of the US.

In more recent years, government policies to encourage start-up and spin-
out companies have led to a relatively healthy ecosystem for early-stage
companies, compared to some European competitors, although the UK is still
lagging behind the United States. Measured by the number of “unicorns™?
or the amount of venture capital raised,* the UK performs reasonably well,’
although this masks a London-dominance and bias towards sectors where
the UK does well traditionally, especially in technology companies focused
on finance and professional services, and in life sciences.® This position may
be at risk due to declining early-mid-stage venture capital (VC) investments
and the rise of competitors.’

Despite the relative health of early-stage investment, science and technology
companies struggle to obtain scale-up finance domestically owing in part to
the behaviour of the UK’s institutional investors.® This applies to venture-

(SN

Which often provided “end customers” for basic research and practical applied problems for researchers
to solve, a process only partially compensated by universities being encouraged to commercialise their
research; see Richard Jones, The Productivity Institute, Science and innovation policy for hard times: an
overview of the UK’s Research and Development landscape, 16 December 2022

The top 10 R&D spenders in the UK are AstraZeneca, GSK, HSBC, Lloyds Bank, Rolls-Royce,
Unilever, BT, Shell, NatWest, and Reckitt Benckiser. These are three banks, two pharmaceutical
companies, one aerospace/defence, one food, one household goods, one telecoms company, and one
oil/gas major company. Of these only AstraZeneca, GSK and HSBC are in the top 100 spenders
globally and only AstraZeneca is in the top 20. House of Commons Library, Research and Development
Spending, SN04223, 11 September 2023

Unicorn companies are start-up companies valued in excess of $1bn.

UK companies raised more venture capital than any other country in Europe in 2024. Department for
Science, Innovation and Technology, Science and Technology Framework, 28 April 2025

Startups Magazine, The UK s the unicorn hub of Europe [accessed on 18 August 2025]. 59% of Unicorns/
Future Unicorns in the EU were in the UK.

38% of the valuable start-up companies in the analysis above were in the fintech sector.

Financial Times, The UK is at risk of losing Europe’s tech crown, 10 June 2024. Recent years have seen a
global decline in VC driven in part by higher interest rates and consolidation of funds into a smaller
pool of Artificial Intelligence companies.

See Chapter 3.



https://www.productivity.ac.uk/research/science-and-innovation-policy-for-hard-times-an-overview-of-the-uks-research-and-development-landscape/
https://www.productivity.ac.uk/research/science-and-innovation-policy-for-hard-times-an-overview-of-the-uks-research-and-development-landscape/
https://researchbriefings.files.parliament.uk/documents/SN04223/SN04223.pdf
https://www.gov.uk/government/publications/science-and-technology-framework/science-and-technology-framework
https://www.ft.com/content/b4d9f950-d0cb-4d6c-bf71-d0dece4e632a
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capital backed companies which have moved beyond Series A funding,® as well
as to companies that wish to go public, where they encounter limited pools
of capital on the London-based stock exchanges, leading many companies to
conclude that they will attract higher valuations by listing overseas. Venture-
backed companies often seek scale-up funding from abroad, especially the
US, where deeper capital pools and a larger market are available.!® With few
large R&D intensive companies based in the UK, when smaller companies
are acquired, this will typically be by an overseas buyer. The result is a
persistent failure for promising early-stage companies to scale up and remain
in the UK.

This ‘failure to scale’ is not a new issue for the UK. The ScaleUp Institute
was established in 2014 following a report commissioned by the then
Government, and has been producing annual reports since.!! The Prime
Minister’s Council on Science and Technology has written multiple times
on this issue;!? this Committee covered this and similar issues in its last
inquiry’® and in 2022;"* and the Communications and Digital Committee
warned of the UK becoming an “incubator economy” as companies fail to
scale.”® Despite this attention the problem remains unresolved, with several
significant technology companies moving overseas during this inquiry.'®

However, the UK finds itself in a new geopolitical and technological
context which increases the urgency of addressing this problem. As the
Government’s own Digital and Technologies Sector Plan puts it, “the
global context is changing, and we need to redouble our efforts if we want
to seize opportunities in an increasingly unstable geopolitical environment
where technology is changing at a rapid pace.”!” This, combined with the
Government’s imperative to deliver economic growth, has added a renewed

urgency to ensuring that science and technology policy provides maximum
benefit to the UK.

The Government has acknowledged this in its Industrial Strategy, published
in June, which sets ambitions including that the UK should become one of
the top three countries in the world in which to “create, invest in and scale-
up a fast-growing technology business”, and for the UK to have “a trillion-
dollar technology business” by 2035.!8

10

11
12

13

14

15

16

17
18

Typically, venture-capital backed companies go through a series of funding rounds by offering a share
in the business in exchange for funding. Early rounds are often called “pre-seed” or “seed” and may
involve an “angel” individual investor or venture capital group; later rounds are lettered by Series
A/B/C/D etc to indicate the first, second, third, or fourth round. See: British Business Bank, A guide
to equity funding stages for your business [accessed 3 September 2025]

Capital markets and the private finance aspects of why there is less capital available in the UK will be
discussed later.

ScaleUp Institute, The Scale-up Report 2014, November 2014

Council for Science and Technology, Letzer to the Chancellor on scale-up finance for innovative science and
technology companies, 7 October 2024

Science and Technology Committee, Don’t fail to scale: seizing the opportunity of engineering biology (1st
report, Session 2024-26, HL. Paper 55)

Science and Technology Committee, “Science and technology superpower™: more than a slogan? (1st
Report, Session 2022-23, HL Paper 47)

Communications and Digital Committee, UK risks becoming an ‘incubator economy’ if we don’t take action
to support our tech companies to scale up, 3 February 2025; Communications and Digital Committee, A1
and creative technology scaleups: less talk, more action (2nd Report, Session 2024-26, HL. Paper 71)
Including Oxford Ionics being bought by IonQ, Deliveroo being acquired by DoorDash after an initial
listing on the LSE that was seen as unsuccessful, and Wise planning to list on the NASDAQ to name
a few.

HM Government, Industrial Strategy: Digital and Technologies Sector Plan, 23 June 2025, p6

HM Government, Industrial Strategy: Digital and Technologies Sector Plan, 23 June 2025, p7



https://www.british-business-bank.co.uk/business-guidance/guidance-articles/finance/a-guide-to-equity-funding-stages-for-your-business
https://www.british-business-bank.co.uk/business-guidance/guidance-articles/finance/a-guide-to-equity-funding-stages-for-your-business
https://www.scaleupinstitute.org.uk/reports/the-scale-up-report-2014/
https://www.gov.uk/government/publications/letter-to-the-chancellor-on-scale-up-finance-for-innovative-science-and-technology-companies/cst-advice-on-scale-up-finance-for-innovative-science-and-technology-companies
https://www.gov.uk/government/publications/letter-to-the-chancellor-on-scale-up-finance-for-innovative-science-and-technology-companies/cst-advice-on-scale-up-finance-for-innovative-science-and-technology-companies
https://publications.parliament.uk/pa/ld5901/ldselect/ldsctech/55/55.pdf
https://publications.parliament.uk/pa/ld5803/ldselect/ldsctech/47/47.pdf
https://committees.parliament.uk/committee/170/communications-and-digital-committee/news/205059/uk-risks-becoming-an-incubator-economy-if-we-dont-take-action-to-support-our-tech-companies-to-scale-up/
https://committees.parliament.uk/committee/170/communications-and-digital-committee/news/205059/uk-risks-becoming-an-incubator-economy-if-we-dont-take-action-to-support-our-tech-companies-to-scale-up/
https://publications.parliament.uk/pa/ld5901/ldselect/ldcomm/71/71.pdf
https://publications.parliament.uk/pa/ld5901/ldselect/ldcomm/71/71.pdf
https://assets.publishing.service.gov.uk/media/685862e5b328f1ba50f3cea4/industrial_strategy_digital_and_technologies_sector_plan.pdf
https://assets.publishing.service.gov.uk/media/685862e5b328f1ba50f3cea4/industrial_strategy_digital_and_technologies_sector_plan.pdf
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10.

Yet, outside of the slogans and promises, the reality is increasingly stark.
The current state of the life sciences sector in the UK is illustrative of a lack
of long-term thinking and coordination in Government policy. Professor Sir
John Bell, then President of the Ellison Institute for Technology, told us in
April 2025 that: “The industry has never been so negative about the UK. The
major pharmaceutical companies have said to me, in one form or another,
that they are out and are not coming back.”'” He warned that “if we lose
our big pharma companies, the life sciences here is done”?° and noted issues
around drug pricing and “lots of promises but no delivery” in areas such as
clinical trials and data.?! Since that session, Merck has cancelled its £1bn
UK research centre, describing the UK as “not internationally competitive”,
and there are strong rumours that AstraZeneca has now upgraded its US
share listing amidst a rumoured move.?

If the UK loses its most successful science and technology sector, most
valuable technology companies, and life sciences expertise, the consequences
would be catastrophic. If the UK is to arrest its decline, leadership and
coordinated action is needed. This report sets out some of the reforms that
we believe are urgently needed to make this possible.

Chapter 2 sets out the scaling-up problem and some of the overarching
factors behind its persistence, including risk aversion and a lack of attention
to the national interest, with the remaining chapters covering these issues in
more detail. Chapter 3 covers the role of private sector financing and what
the Government can do to encourage private investors to address the scale-
up gap. Chapter 4 considers reforms to public procurement in supporting
innovative companies, and the roles of the public sector innovation investment
bodies, including Innovate UK, the British Business Bank, and the National
Wealth Fund. Chapter 5 addresses non-financial barriers to companies
scaling, including people and skills, infrastructure, standards and regulation
and the urgent need to safeguard and support the R&D base in universities.
Chapter 6 discusses cross-government leadership, coordination, monitoring
and delivery of efforts to address the scale-up problem.

We issued our call for evidence, launching this inquiry, on 20 March 2025.%3
We received over a hundred pieces of written evidence and heard from 40
witnesses in oral evidence. We are grateful to all those who provided their
views over the course of the inquiry; a full list of all those who contributed is
contained in Appendix 2.

19 Q41 (Sir John Bell)
20 Q45 (Sir John Bell)
21 Q45 (Sir John Bell)

22 Financial Times, Merck slams UK as it scraps £1bn London drug research centre, 10 September 2025;
Financial Times, Investors fret over talk of AstraZeneca US move, 2 July 2025; Financial Times,

AstraZeneca’s US listing to leave £200mn UK stamp duty hole, 2 October 2025

23 Science and Technology Committee, Call for Evidence—Financing and Scaling UK Science and

Technology: Innovation, Investment, Industry



https://committees.parliament.uk/oralevidence/15755/html/
https://committees.parliament.uk/oralevidence/15755/html/
https://committees.parliament.uk/oralevidence/15755/html/
https://www.ft.com/content/5ace49a8-47ab-409d-8909-6edb107ce71a
https://www.ft.com/content/683a0c27-7cf7-403d-9f31-c65290c50fc8
https://www.ft.com/content/43360b38-a4c2-4aeb-84e0-0fb2e43b4d17
https://committees.parliament.uk/call-for-evidence/3628
https://committees.parliament.uk/call-for-evidence/3628
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CHAPTER 2: FAILING TO SCALE IN THE UK

Characterising the scale-up problem

Our witnesses set out the context and history of the UK’s difficulties with
scaling up. As Professor Richard Jones, Professor of Materials Physics and
Innovation Policy at the University of Manchester, put it:

“the economic context that we are currently in ... is one of productivity
growth having essentially stalled in the mid-2000s. That has had the
direct consequence of flatlining wages ever since and the difficult fiscal
situation that successive Governments have found themselves in ... we
should confront the fact that the UK economy really is not working.”?*

He added: “We know that productivity growth comes from innovation”,
of which R&D is a major part, but that “the private sector will always
underinvest in R&D because of the difficulties of capturing all its benefits.”?
He argued that not enough private sector R&D was being done by UK-
domiciled companies and that while overseas domiciled companies did still
conduct significant R&D in the UK, such companies were “footloose” and
more likely to move their operations abroad compared to those based in the
UK.?®

Professor Jones thought that, while it was “unquestionable” that the UK had
“internationally competitive discovery science”, and “very effective spin-out
and start-up ecosystems” in places like Cambridge, LLondon, and Oxford,
this contributed to regional imbalance in the UK economy. Further, “our
huge success at discovery science comes at the expense of some neglect of
translational research”, which he attributed to “a substantial decrease in
government applied research” after the late 1980s, when it was decided that
“Government should not be involved in near-market research”.?’

Nonetheless, witnesses generally felt that the UK had developed a relatively
healthy start-up ecosystem. Julia Willemyns, co-founder of UK Day One
(now the Centre for British Progress), noted that “we have a lot of start-ups
in the UK. The early-stage VC funding ecosystem is quite strong.”?® Rt Hon
Greg Clark, former Secretary of State for Business, Energy and Industrial
Strategy, said that “we used to fret a lot about start-ups”, but now there were
twice as many as in the 1980s: “we turned start-ups around”.?®

In its Industrial Strategy, the Government noted that the UK has created
over 185 unicorn companies and ranks third globally for venture capital
investment, ahead of European competitors.>°

However, witnesses were not universally positive about early-stage venture
capital investment. Ian Merricks, Founding Partner of White Horse Capital,
noted that “the QI of this year [2025] was the lowest quarter for ... seven
years.” Both Series A and Series B funding had reduced consistently over
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18.

19.

those seven years.’® This was in the context of a global decline in VC
investment after 2022 due to higher interest rates which had left the UK
with a larger global proportion of a smaller overall pool of VC investment.>?

We also heard from Lord Willetts, Chair of the Regulatory Innovation
Office, that “VC has a different function in the UK” compared to the US.
He explained that: “In the UK, when companies have VC investors and are
then launched on to the market, that is an opportunity for large US investors
to buy them, whereas US VCs try to grow their companies in the US.” He
warned about the potential that “some of these mechanisms are creating a
marketplace for the big guys to come in and buy” UK start-ups, and so the
UK needed to ensure that “it should at least be a rational decision for a US
investor to leave as much activity as possible in the UK” due to the strength
of its R&D ecosystem.?* The British Business Bank’s analysis shows that the
UK venture capital raises more, proportionally, than the US in fintech, but
significantly less in life sciences, R&D intensive sectors, and deep tech. The
Bank says that “In these sectors, VC investment requires specialist technical
and scientific knowledge, as well as large pools of patient capital, areas which
remain challenges for UK companies seeking to scale.”?*

It is important to note that being a venture-backed start-up is not the only
route to scaling a science and technology company. Work by Dr David
Connell, Senior Research Fellow at the University of Cambridge, and his
colleague Professor Bobby Reddy argues that revenue-backed, rather than
venture-backed companies, often retain a greater level of founder control, and
have ‘anchor customers’ domestically, which give the company significant
repeat business in the UK and can therefore help retain these companies
domestically.>® Dr Connell explained that there was a need to help founders
“get off the ground and build some value without giving away too much
equity to the VCs, who will then take more and more until eventually they
have control”.?® Because of the nature of venture capital, where only a small
number of businesses are successful, the “VCs must sell the ones that are
[successful] in order to satisfy their investors”, often to overseas buyers,
contributing to “the truncation of further growth in the UK”.?” He noted
that successful, founder-controlled companies which remained in the UK
to scale (at least initially) such as “ARM, Dyson, Mike Lynch’s Autonomy,
Renishaw, Oxford Instruments, Sage and Aveva have all essentially avoided
or delayed raising venture capital.”?®

While access to early-stage finance is in relatively good health, this does
not translate to scale-up companies. Irene Graham, CEO of the ScaleUp
Institute, illustrated the longstanding discrepancy between start-up and
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He and his co-author, Professor Bobby Reddy, make a range of recommendations around how to
help more companies scale in the UK, including diverting some of the R&D tax credit funding to
innovative procurement, grants, and SPACs, in “Selling less of the family silver.” CBR, Selling Less of
the Famuly Silver: Better UK innovation and industrial policies, July 2024
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scale-up companies. The original Scale-Up Report by Sherry Coutu,*® which
led to the creation of the Institute, was commissioned by the Government in
2014 as “the OECD had placed us third in the world at start-ups and 13th in
the world at scaling up”.*® The Institute’s most recent review in 2024 noted
that “many of the same fundamental challenges remain”*! and the struggles
of UK companies to scale up have been widely commented on, including by
the reports cited earlier and in the media.*?

Many witnesses set out concerns around this lack of access to domestic scale-
up finance, particularly from risk-averse pension funds, as well as markets for
companies to sell into.*> This also applies to the UK’s public capital markets,
which provides an incentive for companies to float or list overseas. There is
a perception, which may not be entirely borne out, that higher valuations are
available on US markets.**

Louis Taylor, CEO of the British Business Bank, was one of many witnesses
to set out the clear negative consequences to the UK of companies moving
elsewhere (either physically or in terms of listing venue or ownership):

“a lot of the private money that has been magnetised so far has been
overseas money—particularly from US venture capital funds—rather
than UK institutional money. The problem has been that companies tend
to gravitate towards where their capital came from so, when they have
pretty much exclusively US money on their cap table, that is when they
start to gravitate towards the US. Just as they are becoming economically
interesting, they leave the UK, but we need to retain them.”%

The Industrial Strategy set out a range of interventions that are intended
to address the scale-up problem and the ambitious targets described above.
These include the Mansion House reforms intended to increase investment
by UK institutional investors in UK technology companies, as well as
increasing the funding for public investment bodies such as the British
Business Bank and National Wealth Fund, which the strategy tasked with
different roles in providing scale-up finance (see Figure 1).*° This report
discusses these interventions in Chapter 3 and 4 respectively.

ScaleUp Institute, The Scale-up Report 2014, November 2014

Q 110 (Irene Graham)

ScaleUp Institute, Faster, Higher, Stronger: Scaling Together: Scaleup Annual Review 2024 Highlights,
November 2024

Financial Times, The UK has a problem with corporate scaling, 10 June 2025; Financial Times, Europe’s
inability to scale start-ups could be disastrous, 11 June 2025; Tony Blair Institute, From Startup to Scaleup:
Turning UK Innovation Into Prosperity and Power, 9 June 2025

For instance, Q 19 (Stian Westlake)

See, for instance, Q 174 (Chris Vann), Q 92 (Sir John Lazar)

Q 203 (Louis Taylor)

HM Government, Industrial Strategy: Digital and Technologies Sector Plan, 23 June 2025
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Figure 1: UK Public Financial Institutions
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23. Despite these policies, however, start-up and spin-out companies have
continued to move overseas, even during this inquiry. One prominent
example was Oxford Ionics in June 2025, which Tom Adeyoola, Executive
Chair of Innovate UK, noted “was bought for $1 billion by an American
company only three weeks ago ... We need to make sure that that does not
happen with the rest” of the UK’s promising start-ups, “otherwise we are
just subsidising R&D”. He said that “we need to be sure that we have an
attractive enough environment that the $1 billion exit versus staying and
scaling are almost on par, if not better.”*” OrganOx, an Oxford spin-out
creating organ preservation devices for transplant, was sold to a Japanese
concern for $1.5bn in August 2025.*® The fintech company Wise also
announced in June 2025 that it would move its primary listing to New York,
triggering the Financial Times to describe the lack of domestic equity capital
as “an emergency for the British economy”.*® There were also rumours that
AstraZeneca, the largest R&D spender in the UK, was considering a move.>°
It has since upgraded its US listing.>!

24. A perennial issue with industrial policy is the failure to pursue a long-term
strategy. Angus Hanton, co-founder Intergenerational Foundation and
author of Vassal State: How America Runs Britain,’® said that “An industrial
strategy probably needs to be cross-party... we have had too much reversal

47 Q234 (Tom Adeyoola)

48 University of Oxford, Oxford University spinout OrganOx to be acquired by Terumo for a record §1.5bn, 25
August 2025_

49 Financial Times, Wise’s move to New York is an emergency for the UK economy, 12 June 2025

50 CNBC, AstraZeneca CEO doubles down on U.S. amid rumors of listing shift, 29 July 2025

51 Reuters, AstraZeneca’s US lListing may pull other firms from London in its wake, 2 October 2025

52 Angus Hanton, Vassal State: How America Runs Britain (London: Swift Press, 2024)
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when a different ideology takes over.””> The Government’s Industrial
Strategy Council includes a former Conservative minister and witness to this
inquiry, Rt Hon Greg Clark, who thought his inclusion “indicates a sense of
continuity on a cross-party basis”.>*

Lord O’Donnell, former Cabinet Secretary (and Permanent Secretary of
HM Treasury) said that DSIT was the best place to lead on this, but that it
needed a version of the National Security Council, a high-profile Cabinet
sub-committee chaired by the Prime Minister, in “the economic sphere”
to “sort out these big strategic issues.”” He explained that: “We have a
constitution that is all about departments, and there is very little about cross-
department work. That makes life really hard ... The National Security
Council definitely worked, and extrapolating that to lots more areas would
be a really good idea.””® Dr David Cleevely suggested that there should be a
“Cross-Government Scaling Authority chaired by the Prime Minister and
Chancellor”.’” Dr Alicia Greated, Executive Director, Campaign for Science
and Engineering (CaSE), said that “we need leadership from the very top of
Government”.’® Dr David Connell said that “in my view, the government
machine lacks both the data and, for want of a better word, a brain to oversee
the entire policy portfolio, do the analysis, explore options and monitor
outcomes.”®

Witnesses including Stian Westlake, Executive Chair, Economic and Social
Research Council (ESRC), UKRI, raised the importance of the Industrial
Strategy being consistently followed once in place, while Lord Willetts talked
about iterating on the Strategy once it is produced.®® Greg Clark and Lord
O’Donnell raised the concerns that without industrial and cross-party buy-
in the Strategy would be short-lived. Greg Clark said that “we need to crack
this question of how it can endure” and welcomed the Industrial Strategy
Advisory Council being put on a statutory footing.®!. He also said that the
Industrial Strategy “has to be a whole-of-government exercise” which was
“integrative” of wider policies, ensuring that “policies being pursued by one
department do not conflict with those by another.” There was a need for
mechanisms to bring departments together and “broker what the strategy is
to be.”%?

The UK’s pure research base remains globally competitive. But
long-term factors in its R&D ecosystem and economy have hindered
companies’ growth. Outside professional services and the life
sciences, it lacks large-scale companies.

The UKisina ‘doomloop’: its capital pools are shallow, its institutional
investors risk-averse, and its technology companies undervalued.
Policies to encourage start-ups and spin-outs have fostered more
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early-stage companies, but these then struggle for domestic scale-
up finance. Without this finance, the UK’s strong R&D base risks
supporting an ‘incubator economy’ of venture-backed start-ups that
eventually move overseas in search of funding. The UK needs a clear
plan to retain more companies.

29. The Government’s Industrial Strategy seeks to address this problem,
but the gap between rhetoric and realityis stark and several significant
companies have moved overseas as we took evidence for this inquiry.
Historically, UK industrial strategies have been small in scale and
have not lasted, particularly due to a lack of cross-party consensus.
This undermines attempts at a sustained partnership with the private
sector.

30. The ‘failure to scale’ for UK science and technology companies is
not new. Its causes have deep roots, both domestic and international.
However, it has also been well studied and many policy proposals
suggested. Solving this problem will require serious, cross-
government, co-ordinated, long-term, and radical efforts. The
Government will need to use every lever it has to support UK-based
science and technology companies and encourage private investors to
do the same. It is essential that there is clear and decisive leadership,
especially from the Prime Minister and the Chancellor. Coordinating
the urgently needed action across Government will require a forum
for this leadership, as existing structures have not stopped the
bleeding.

31. We recommend that a National Council for Science, Technology
and Growth, modelled on the National Security Council, should be
empowered to tackle the growth mandate, with a particular focus
on science and technology and the scale-up issue. It should include
the Prime Minister, Chancellor, DSIT, DBT, the Home Office, MoD,
DHSC, DESNZ, DWP, and Department for Education, and the public
tnvestment institutions. It should meet frequently to drive through
reforms that will support technology for growth and the scale-up
of UK companies. We return to this further in Chapter 6 and set out
reforms it should implement in the remainder of this report.

Risk appetite, the Treasury, and long-termism

32. The Treasury has often come in for criticism for lacking focus on economic
growth.®® Stian Westlake acknowledged that: “There has always been a
challenge that the Treasury has three jobs: it is an economic growth ministry,
but also a finance ministry and a budgetary ministry, and it always struggles
to prioritise those things. Increasing the resources that the Treasury has to
think about economic growth would be beneficial.”%*

33. Lord O’Donnell told us that:

“The biggest problem in the Treasury and the biggest problem for
Government as a whole is that you are crucified for failure, and nobody
gives a monkey’s about success ... the National Audit Office [and Public
Accounts Committee] ... does big hearings, and you make your political

63 Financial Times, Britain’s mighty Treasury needs to change,14 May 2024; Financial Times, Iz is time to
rewire ‘“Treasury brain’, 15 March 2025
64 Q 24 (Stian Westlake)
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career by saying, This is terrible. You shouldn’t have done this‘. It
happens all the time, so you have built into the system a massive degree
of risk aversion.”®’

He said that the Treasury often has “really poor cost-benefit analysis done.
That is either because they are not asking the right questions or do not have
enough capacity”.°® He argued that incentive structures needed to change in
order to shift risk appetite:

“if you want to do something fundamental to change the risk aversion
particularly among civil servants, can we kindly celebrate some
successes? ... If you are going to test and learn, you are going to fail quite
frequently, and that is a good thing, not a bad thing. At the moment, the
biases are massively towards ‘Let us just be safe’.”¢’

He told us that the Green Book, °® the Treasury’s guidance on how to appraise
policies, programmes and projects, “does not work for innovative projects”
and it should be changed to allow for a “portfolio approach” that would
allow for a range of projects with different risk appetites.®® The Campaign
for Science and Engineering (CaSE) argued that: “A culture of risk aversion
and the focus of [the Government’s] procurement policy on achieving
the lowest cost or narrowly defined value for money can hinder access to
innovative solutions.” Cleantech for UK described Government Value for
Money frameworks as “restrictive”.”

Lord Vallance of Balham, Minister for Science, described the National
Audit Office (NAO) and House of Commons Public Accounts Committee
as “important things that can either clamp down on risk or open up risk
taking in an appropriate way”. He cited the success of the portfolio approach
taken by the Vaccines Taskforce during the COVID-19 pandemic, and said
that in the NAO’s “new strategy they have been clear that they will accept
the risk profile that is presented to them” by Ministers for specific public
expenditure projects.”

Risk aversion is not limited to the public sector. Sir John Lazar, President
of the Royal Academy of Engineering, said that there was a perception that
“investors have a lack of patience, tend to be more risk averse and tend to
look for slightly quicker returns” which limited scale-up capital for deep tech
companies.”? Lord O’Donnell and the Minister for Investment, Baroness
Gustafsson, both identified institutional investors and pension funds as
“risk averse” for structural reasons that we explore further in Chapter 3, and
directly linked this to a lack of investment for UK companies.”

Beyond investment, some witnesses suggested that the incentive structures
that prevail in the UK economy limited career opportunities for those who
might seek to commercialise science and technology, instead incentivising
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careers in financial services. Sir John Kingman, Chair of Legal and General
and former Chair of UKRI and senior Treasury official, argued that “the
Treasury has been covertly pursuing an industrial strategy for a long time”
that was focused on the financial sector.” Julia Willemyns thought that the
growth of the UK economy being led by the financial sector had consequences
for the distribution of talent:

“I had a friend who did a PhD in fusion engineering ... He graduated
and where did he go? He went to a quant hedge fund. Why? Because
it makes sense to go to a quant hedge fund. If you are someone who
is profit-driven, and that should not be a dirty thing to be, you will
go where the profits are or to areas that are not blocked in terms of
growth.””

She thought “the cultural point” in comparing UK entrepreneurship to that
of the US “is overstated ... I do not believe that British people are inherently
less ambitious ... it is more about the structural incentives that exist in our
economy.”

There are signs that organisations are taking steps to attempt to address
historic risk aversion. The Treasury’s Green Book is being revised, including
“an independent review of the Green Book discount rate to make sure that
the government is taking a fair view of the long-term benefits that arise from
transformational investments” as well as “greater clarity on the role of the
benefit-cost ratio in appraisal”.”” However, Lord O’Donnell noted of the
Green Book that “the biggest problem is great guidance not being used [by
other departments] ... the cost-benefit analyses that are done... are generally

quite poor. Quite often that is because it is not clear what the desired outcome
is.”78

UK science and technology is held back by low risk appetite across
institutions, from the Government in procurement, through
institutional investors such as pension funds, and even in career
choices. There is little incentive to take calculated risks, and often
significant disincentives.

The incentive structures holding back innovation must change.
The Government should explore ways to incentivise and reward
experimentation with technology, particularly that which supports
the growth of UK science and technology companies. It should
celebrate successes and provide more direct incentives for risk-
taking. Ministers should explicitly encourage innovation within their
departments, giving time, space and political cover for officials who
tnnovate and setting up structures in which fear of criticism does
not hinder considered risk-taking.

We heard concerns about how the Treasury assesses the return on
investment for R&D projects. The cost-benefit analysis approach
of “value for money” does not always capture the wider benefits
of R&D investment or innovative government expenditure. This
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could be exacerbated by a lack of analytical or policy capacity to
pursue economic growth alongside its traditional finance role. The
Government Chief Scientific Adviser and Head of the Government
Economic Service should collaborate on revising this approach.

Behaviour in the Treasury must change if it is to deliver long-term
economic growth. The Treasury must take responsibility for driving
growth across the economy, supporting the aims of our proposed
National Council. As an example, the review of the Green Book
provides an opportunity, which should be seized, for the Treasury to
expand its work on understanding R&D and its impact on growth,
particularly for investments where the long-term benefits are not
captured by standard analysis of project-level value for money.

Science and technology companies and the UK national interest

Marcus Stuttard, Head of AIM and UK Primary Markets, LLondon Stock
Exchange Group, told us that: “Time and time again, we see that companies
that receive funding from international investors [at] the early stages, tend
to gravitate towards that source of finance over time, and then we lose some
of the benefits for the UK economy.””® Angus Hanton told us that one of the
problems with the UK economy was “the extent to which we have allowed
our companies to be taken over in a way that other countries would not—
America and Europe do not allow it”, particularly in technology companies.
He cited “DeepMind, ARM and Sophos” as examples.?°

Saul Klein, co-founder, Phoenix Court, Non-Executive Director, DSIT and a
member of the Council for Science and Technology, set out the consequences
of these changes of ownership and the lack of domestic investment: “It means
that 80% of the economic value goes to a teacher in Ontario, the Singapore
metro system, the Saudi royal family, nurses in Denmark and all the other
non-domestic sources of capital that are delighted to invest in our innovation
economy”.?! Written evidence from Oxford Science Enterprises explained
that companies moving overseas “diminishes the long-term benefits for the
UK economy, including the reinvestment of capital into new ventures and
the cultivation of the next generation of entrepreneurs.”%?

Some of this domestic investment could be provided by public investment
banks, but the UK’s are smaller than overseas comparators (see Box 2,
Chapter 4).%® For instance, Dr Patrick Nédellec, Science and Technology
Counsellor, Embassy of France to the UK, told us that in France, Bpifrance
was taking “a more central role in investments for companies ... with
€12 billion for loans, €4 billion for equity investments and €7 billion for
innovation programmes.”’® We also heard from Aftab Mathur, Managing
Director, Investment (Innovation) and Emerging Technologies, at Temasek,
one of Singapore’s state-owned investment funds, which has assets of around
$340bn.%
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Some witnesses commented on individual decisions; for example, Lord
O’Donnell told us “I was surprised that ARM was allowed to be sold. I
thought that was a strategic interest.”® Angus Hanton noted that “the British
have sold out three defence companies in the last five years—Cobham,
Meggitt and Ultra—to American acquirers”, noting that “in recent weeks ...
people have suddenly started saying that it would be rather nice if we were
buying from firms we completely trust that are not under the influence of a
foreign Government.”®’

Jakob Mokander, Director, Science and Technology Policy, Tony Blair
Institute, spoke of the return of geopolitical competition: “Science and
technology policy can no longer—if it ever could—be viewed in isolation.
Nation states really have to look at this as a matter of fitness, co-operation and
competition.”®® Angus Hanton also highlighted the impact of the changing
geopolitical circumstances on the UK’s policy: “we should be shifting to
becoming an independent country, not a dependent one, particularly ... as
we have become technically dependent on the Americans”.®

The National Security and Investment Act 2021 (NSI Act) requires the
Government to be notified when significant takeovers or major investments in
UK companies happen, and empowers the Government to review significant
overseas investments on national security grounds.’® Lord O’Donnell
suggested that the Act “could be used to control things” and perhaps applied
more broadly.”

Greg Clark also noted that the NSI Act could be used to prevent some
acquisitions, but said he was “nervous about sending a signal that a firm
founded in the UK may not be able to be sold in the future” and instead
said that the UK needed to create “an environment in which ... companies
can find capital here ... to scale up and do not have to go overseas.””? The
Minister, Lord Vallance of Balham, said “You cannot force companies to
stay; once you get into that, either you end up Kkilling them, because they
cannot get investment, or they will go anyway and accept that there will be a
bit of pain when they leave.”*®> Angus Hanton thought entrepreneurs should
be encouraged not to think of “an exit strategy”, but “growth strategies”, so
investors would think of the long term.%*

We heard some conflicting views around how the UK should approach
foreign direct investment. Angus Hanton told us:

“In relation to inward investment what I found, which was quite
disturbing, was that it is not measured properly at all. I spoke to the
ONS [Office for National Statistics], which was very open about the fact
that it completely mixes up into one bucket two things that, to my mind,
are chalk and cheese: the inward investment that is real investment in
plant and research, and inward investment that is the taking over of
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existing British companies. It treats them all the same ... We should be
insisting that the ONS separates these and does a lot more work on the
different sorts of inward investment.”*>

Alongside this, he argued that:

“We ought to welcome [private capital and foreign ownership] in certain
circumstances ... not accepting foreign ownership without question. In
Europe, there is a big strand of ... caution about foreign takeovers; you
just cannot imagine the middle-sized German companies being taken
over in the same way”.”¢
He warned against the “sharks who are in the water” in terms of US private
equity firms that buy up technology companies cheaply.®’

Baroness Gustafsson, the then Minister for Investment, said that she would
be “careful about preventing” the acquisition of UK technology companies
by overseas buyers, saying that “she would not be entering into a situation
where we are preventing businesses being acquired”.’® Instead, she said that
the UK should “think about how we can retain and preserve the thing that
we really cherish—the centre of gravity of a business” by making sure that
“growth is felt in the UK and we keep all those high-value jobs here.”®® When
asked whose responsibility it was to step in and try to secure technology
companies to remain in the UK, Ceri Smith, Director General, Office for
Investment, Department of Business and Trade, said that “it is nobody’s
responsibility ... We are an open economy, and some firms will come and
some will go”, arguing that the benefits of this outweighed the costs and
that the UK had been able to retain some economic activity in the UK from
companies that moved overseas.!%°

Angus Hanton said that part of the issue was that foreign takeovers were not
well-tracked. He said:

“I am not sure if we ask enough questions ... government departments
did not know how many British workers were working for American
corporations, and did not have a good record of the number of takeovers
by US and other foreign countries of British companies ... when a
company is taken over, there is no evaluation of what happened and
no asking the shareholders why they sold or the managers why they
recommended a sale. It all just happens, and the company is lost.”!%!

He thought: “We should be interviewing those individuals and companies
who leave and asking why they do so0.”!?

The UK has seen many promising companies listing overseas or being
acquired by overseas buyers. This results in a reduced UK ‘home
bias’ for these companies, cutting UK employment, investment, and
tax revenue. Geopolitical factors such as the rise of global conflicts
and rapid technological development have meant that critical
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technologies and companies are increasingly seen through the lens
of national interest, if not national security. This requires a shift in
policy.

The Government has taken a notably laissez-faire approach to the
acquisition of UK technology companies, as well as foreign direct
investment more broadly. Ministers were reluctant to support any
sort of intervention to prevent companies from being acquired by
overseas buyers, instead hoping to make the UK the most attractive
place for companies to retain high-value jobs.

Too often, inrecent years, alaissez-faire approach by the Government
and reliance on foreign investment to plug gaps in domestic
tnvestment has hurt the UK’s long-term interest. This must change if
we are, in the Minister’s words, to ‘cherish’ our companies. The new
fiscal rules introduced in 2024 provide an opportunity to revitalise

domestic investment and correct chronic underinvestment. As part
of this:

. The Office for Investment, when seeking foreign investment,
should make a clear distinction between foreign direct
tnvestment that supports the creation of new infrastructure,
and that which involves a transfer of ownership, control, and
management to overseas owners. ONS reporting should more
clearly distinguish between these two types of foreign direct
tnvestment.

. When science and technology companies are listed on an
overseas stock market or acquired by foreign investors, the
Department for Business and Trade should conduct an ‘exit
survey’ of those companies and ‘exit interviews’ of the founders,
to establish the reasons why this was done and whether any
interventions could have prevented it.

. Our proposed National Council for Science, Technology, and
Growth should have a view about which technologies the UK
needs sovereign control over and intervene to ensure that this
is the case. The Government should examine other countries’
policies to retain domestic ownership of strategically important
science and technology companies. For example, it should use
public investment bodies, like a scaled-up National Wealth
Fund, to take meaningful equity stakRes in companies, as
overseas sovereign wealth funds have done.
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CHAPTER 3: ENABLING PRIVATE SECTOR FINANCING

For businesses to grow they need access to investment. As we have seen, there
appears to be a lack of UK-based capital available to science and technology
companies seeking investment in the hundreds of millions, aiming to
become significant players in the UK economy. This leads companies to
seek that investment from outside the UK, moving the centre of gravity of
the operation to where its capital originates.

We heard that there were several factors behind this, including the
unwillingness of UK pension funds to invest in the sector, a perception that
greater returns are available through listing on US markets, and a lack of
skilled specialist investors in the UK. This chapter covers proposed reforms
in those areas as well as the impact of the R&D tax credits scheme on business
investment in research-intensive activities.

Pension funds and the Mansion House reforms

Over £2 trillion in assets are managed by UK workplace pensions schemes. !>
The Mansion House reforms, first instigated by former Chancellor of the
Exchequer, Rt Hon Sir Jeremy Hunt MP, seek to unlock this capital to “boost
returns and improve outcomes for pension fund holders whilst increasing
funding liquidity for high-growth companies”.!®* This effort has continued
under the current Chancellor, Rt Hon Rachel Reeves MP, with a review of
pensions resulting in measures announced in May'? and the introduction of
the Pension Schemes Bill, currently in the House of Commons. 1°°

Professor Sir John Bell summarised the issue:

“the biggest single problem is the lack of scaling capital. The explanation
for that is very simple: the decision to put defined benefit pension
schemes on the balance sheet of companies meant that they had little
choice but to put those in safe, secure investments, which meant gilts.
So, where pension schemes used to account for 60% of the holdings of
public companies in the London Stock Exchange, they now account for
2%. That amount of money adds up to trillions of pounds, which is now
all sitting in gilts.”17

This is starkly illustrated by the graph in Figure 2, showing the decline in the
percentage of UK pension fund investment in listed equities on UK public
markets.

103 HM Government, Pensions Investment Review—IFinal Report, May 2025, p 9
104 HM Treasury, Chancellor Feremy Hunt’s Manion House speech, 10 July 2023
105 HM Government, Pensions Investment Review—Final Report, May 2025

106 Pension Schemes Bill [Bill 255 (2024-25)]
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Figure 2: Percentage allocation of UK pension funds in UK equity 1997-
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Source: Financial Times, UK pension funds’ allocations to British stocks hit historic low, 6 September 2024; New
Financial, Unlocking the capital in capital markets, March 2023; New Financial, Comparing the asset allocation
of global pension systems, September 2024

62. The situation is similar for investment in unlisted UK companies. As
of September 2024, defined-contribution schemes were allocating 2%
of their holdings to unlisted British equities, with private-sector defined-
benefit schemes allocating 5% and local government pension schemes
10%.1°® Compared to many other countries, UK pension fund investment in
domestic companies, both in public and private markets, is low.%°

63. There is also a striking difference between the UK and US in the amount
of venture capital, essential to scaling-up science and technology businesses,
sourced from pension funds. In the US, 72% of venture capital funding
comes from pension funds; in the UK, pension funds contribute only 10%, a
smaller proportion than the Government does directly (see Figure 3).!1°

108 Financial Times, UK pension funds’ allocations to British stocks hit historic low, 6 September 2024

109 Financial Times, UK pension funds’ allocations to British stocks hit historic low, 6 September 20243 Q 259
(Marcus Stuttard) quoted some figures from the Capital Industry Markets Taskforce comparing the
amount of domestic investment in pension funds across the UK with nations like Canada, Australia
and France where pension funds disproportionately invest in their home countries.

110 Written evidence from British Business Bank (SUK0061)
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Figure 3: Sources of venture capital funding in the UK and the US
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Source: Centre for British Progress, UK Pensions: Funding the Future of UK Science and Technology, 22 Fuly
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64. Overall, according to Government figures, the amount that UK defined
contribution schemes invest in the UK has fallen from 50% to 20% in the
last 10 years. The Local Government Pension Scheme (representing the
bulk of public sector defined benefit) invests around 28% in the UK, with a
declining amount in UK equities.

65. The Government proposes to address this through:

] Various measures under the Pension Schemes Bill to encourage the
consolidation of defined contribution schemes, including a requirement
that master trusts have at least £25 billion assets under management by
2030.

. The introduction of a value for money framework under the Pension
Schemes Bill, including the publication of metrics, to encourage
schemes to focus on returns rather than costs.!!!

111 HM Government, Pensions Investment Review—Final Report, May 2025, p 14
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. The Mansion House Accord (building on the previous Government’s
Mansion House Compact), in which 17 pension providers have agreed
to invest 10% of their defined contribution portfolios in private assets
that boost the economy, such as infrastructure, property and private
equity, with at least 5% ringfenced for the UK.!!?

. The inclusion in the Pension Schemes Bill of a reserve power for the
Government to mandate investment targets for schemes should the
Accord not deliver the expected results.!'?

. The pooling of assets under the defined benefit LLocal Government
Pension Scheme (estimated to grow to £1 trillion by 2040).

° The creation of a market of private capital funds specifically accredited
for investment by defined contribution schemes, modelled on the
NOVA proposal.!*

Consolidation of funds: scale and skills

66. The scale of pension funds was highlighted by our witnesses. Stian Westlake
thought that fragmentation reduced the resources available to each fund,
making it hard for schemes “to do the due diligence required to invest in
venture capital”.!’® This was echoed by Douglas Brion, founder and CEO of
Matta.ai, who argued that “the talent and skill to allocate funds to venture
capital is a very specific skill” but warned that: “You can consolidate all
this capital ... but who is going to lead that? Who has experience in
dealing with venture versus other asset classes?”!!® Professor Dame Fiona
Murray, Associate Dean of Innovation Policy at the MIT Sloan School of
Management, also argued that “a very particular kind of expertise” was
required to evaluate early stage venture capital, which UK pension funds
might not possess: “It would be very difficult in a smallish pool of capital to
have an expert in every particular area” but “as we consolidate some of our
pension funds, scale now works in our favour.”!!”

67. One attempt to remedy this lack of skilled investors is the Science and
Technology Venture Capital Fellowship, introduced by DSIT in 2024
and delivered by Imperial College LLondon and the Royal Academy of
Engineering. The scheme aims to improve “investor capability in identifying
and deploying capital into high-potential, scalable, life science and deep
tech ventures.”!'® Lord Vallance of Balham thought the scheme was needed
because when investment in science and technology “goes wrong, it goes

112 HM Treasury, Pension schemes back British growth, 13 May 2025

113 HM Government, Pensions Investment Review—DFinal Report, May 2025, p 16; Pension Schemes Bill
[Bill 255 (2024-25)], clause 38

114 This is based on France’s “Tibi scheme” and has been promoted by the British Private Equity and
Venture Capital Association (BVCA). The idea appeared in the 2024 Labour manifesto. See BVCA,
Industry leaders call on the Government to support a new programme to put private capital in the ‘shop window’
for UK pension fund investment, 2 April 2025 and Labour, Labour Party Manifesto 2024: Our plan to
change Britain, 13 June 2024. On 10 September 2025 the Chancellor announced that the scheme
would be introduced in the next Budget, scheduled for November: Financial Times, Reeves vows to
‘take out’ more regulators amid growth push, 10 September 2025.
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horribly wrong. Generalist investors investing in this area often find it very
difficult”.'"?

Sir John Kingman had a slightly different view on skills in the pension
industry, arguing that fund managers such as Legal and General provided
such expertise. He thought the issue was more “a nervousness about risk”
among pension funds and the cost of managing those investments, though
“additional returns ... justify the additional cost.”!** Speaking more broadly
about cultural differences between the UK and US financial sectors he
acknowledged that “there is much more investing expertise in [the science
and technology] space in the United States ... people have made an enormous
amount of money doing it. That has created incentives for people to do it
both in the private spaces and in listed markets.”!*!

Aside from specialist investment expertise, Sir John Bell argued that bigger
schemes could diversify their asset allocation, allowing them to invest more
in venture capital and private equity and, with a long-term view, deliver
returns for investors of 10% a year. He pointed to the success of the large
Canadian and Australian funds as evidence (see Box 1).'%2

Saul Klein also made the international comparison:

“We are now talking about local authority pension funds getting to the
scale of £25 billion, plus or minus. That is tiny. In our latest fund cycle,
we have a Korean local authority pension fund that invested in our funds,
which is £80 billion. To my knowledge, there is no UK institution that
is £80 billion, and this is a local authority pension fund in an incredibly
dynamic economy but a smaller economy than our own. Scale really
matters, and that is what Australia, Singapore, Canada and the Middle
East have understood. With scale comes the ability to build specialist
teams that actually know how to provide the optimal allocation mix.”!?3

The then Minister, Baroness Gustafsson directly linked the issue of
companies moving overseas to the scale and consolidation of pension funds
saying: “To mitigate [companies moving overseas], you would need the price
in the London market to be equally competitive with the price in the US. To
get that, you need greater pools of liquidity within UK markets; and to get
that, you need [to] consolidate pension pots and get to those bigger pots of
money, and ... encourage them to think about domestic deployment of that
capital.”!?
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2025].

123 Q 102 (Saul Klein)
124 Q 63 (Lord O’Donnell), Q 221 (Baroness Gustafsson)


https://committees.parliament.uk/oralevidence/16322/html/
https://committees.parliament.uk/oralevidence/15946/html/
https://committees.parliament.uk/oralevidence/15946/html/
https://committees.parliament.uk/oralevidence/15755/html/
https://www.otpp.com/en-ca/about-us/news-and-insights/2024/ontario-teachers-delivers-positive-return-in-first-half-of-2024/
https://www.otpp.com/en-ca/about-us/news-and-insights/2024/ontario-teachers-delivers-positive-return-in-first-half-of-2024/
https://www.australiansuper.com/about-us
https://committees.parliament.uk/oralevidence/16001/html/
https://committees.parliament.uk/oralevidence/15884/html/
https://committees.parliament.uk/oralevidence/16245/html/

BLEEDING TO DEATH: THE SCIENCE AND TECHNOLOGY GROWTH EMERGENCY 27

Box 1: Consolidation of pension funds—international comparisons

Under the Mansion House reforms and Pension Schemes Bill, there is a target
for defined contribution pension schemes to consolidate to a scale of at least
£25 billion by 2030. This is based on research published by the Department for
Work and Pensions, Pension fund investment and the UK economy, which suggests
that many of the benefits of scale can be realised at this level.

The paper notes that the UK’s largest workplace defined contribution providers
have around £100bn in bundled assets under management, but that this remains
smaller than many other countries. The lack of consolidation is noted in that
the Local Government Pension Scheme stands at £392bn which would be the
7th largest global fund as a single unified fund, but it is instead spread across 87
different funds.

It notes that Australia and the UK have comparable pensions markets, but
Australian funds, due to mergers and longer times of operation, are larger in
scale. The AustralianSuper fund holds over £100bn in assets, whereas the UK’s
largest comparable fund in NEST has around £40bn. Looking globally, the
largest pension funds in Japan and Norway manage over £1ltrn in assets while
the report identifies 10 funds in excess of £200bn across Norway, Japan, South
Korea, the US, the Netherlands, Singapore, China, and Canada.

As well as the scale of pension funds, overseas comparisons give an example for
how larger pension funds can allocate a greater fraction of their assets to venture
capital. For example, the Ontario Teacher’s Pension Plan has around $270bn in
assets under management overall, which allows it to operate a Venture Capital
fund, Teachers’ Venture Growth, which invests in Series B or later funding of
companies (total investment sizes of $50-250m) for a total net investment of
$10bn.

Source: Department for Work & Pensions, Pension fund investment and the UK economy, November 2024
(OTPP), Ontario Teachers’ Pension Plan, Investing to make a mark [accessed 18 September 2025]; Ontario
Teachers’ Pension Plan, Teachers’ Venture Growth (TVG). [accessed 18 September 2025]

Speed of progress and mandation

72. Under the Mansion House Accord, fund managers have committed to
investing more of their assets in the UK. Some commentators have questioned
how this can be aligned with those organisations’ fiduciary duty to generate
maximum returns for policyholders.!?> One solution would be to override the
duty by legally mandating certain asset allocation decisions. Although the
Accord remains voluntary, the Pension Schemes Bill includes a power for the
Government to do this if needed.!?® Witnesses expressed a variety of views
over the desirability or need for mandation, while also often emphasising the
need for funds to start flowing quickly. For instance, Sir John Lazar thought
that the reforms were “great, it has really moved things along, but we really
need the money to flow, and soon.”!?’

73. Sir John Kingman was against the Government “mandating our pension
fund clients about how they invest their money”. Though he was concerned
about the pace at which the Mansion House reforms had been embraced,

125 See, for example, Pensions expert, Fiduciary duty and the Mansion House Accord: Members must come
first, say experts, May 2025.

126 HM Treasury, Press release: Pension plan to double £ 25 billion+ megafunds, boost investment and improve
returns for savers, 29 May 2025. “The Government will take a reserve power in the Pension Schemes
Bill to set binding asset allocation targets.”

127 Q91 (Sir John Lazar)
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he thought the answer was for the Government to help fund managers to
“encourage our clients to rethink their approach to how their members’
pensions are invested. We are totally up for that”.!?® He added that fund
managers were “trying to produce good risk-adjusted returns. The
conservatism that I observe is in the trustees of the pension schemes.”!?

Sir Jonathan Symonds, Chair of GSK and a member of the Capital Markets
Industry Taskforce, noted that for publicly owned schemes, such as the
Local Government Pension Scheme, the Government could allocate assets
how it liked. For private schemes, however, “with the size of the industry
and the skill of the people in there, they need to conclude for themselves
what the optimal asset mix is.”*° Saul Klein agreed, and thought the scale of
funds was the key point. He argued that the Treasury should instead provide
transparency on how the voluntary Accord was working.!*! Sir Jonathan later
made a similar point and argued that the Government needed to “move as
fast as possible and then hold the institutions transparently to account for
what they are doing.”!3?

Sir John Bell was less sanguine:

“to be crystal clear, anybody who thinks this is going to be fixed by
Mansion House needs their head examined, and the evidence is there,
nothing has happened. A firm handshake is not going to get you to where
we need to be; it needs to be something else.”!*?

He thought the solution to conservatism in the industry needed to be more
“dramatic”, for instance by altering tax rates for companies that failed to
consolidate.!** Elsewhere he argued that:

“the pension industry in this country and the people who have pensions
get a terrific tax benefit for doing so ... if you are going to offer all
these benefits, you would hope that the money would be used to build
capacity in the economy in the UK, make jobs for the next generation
and grow scaling companies. There is a virtuous circle here, if you could
get it to fly.”13

Louis Taylor similarly suggested that “rather than necessarily mandating ...
if your manager does not invest a portion of that in the UK, you start to claw
back some of that tax benefit” that applies to pension contributions.!*

However, witnesses also argued that there was no conflict and that investing
in high-potential firms would increase returns. Louis Taylor thought
investing “low single-digit allocations to growth” was a sensible strategy in
its own terms:

“We are talking about an asset class that can produce strong returns as
a proportionate part of an overall pension scheme with a mix of assets.

128 Q 81 (Sir John Kingman)
129 Q 82 (Sir John Kingman)
130 Q 102 (Sir Jonathan Symonds)

131

Q 102 (Saul Klein)

132 Q 102 (Sir Jonathan Symonds)
133 Q 42 (Sir John Bell). It should be noted that Sir John was speaking in April 2025, before the latest

Mansion House measures had been announced.

134 Q 43 (Sir John Bell)
135 Q 41 (Sir John Bell)
136 Q 205 (Louis Taylor)


https://committees.parliament.uk/oralevidence/15946/html/
https://committees.parliament.uk/oralevidence/15946/html/
https://committees.parliament.uk/oralevidence/16001/html/
https://committees.parliament.uk/oralevidence/16001/html/
https://committees.parliament.uk/oralevidence/16001/html/
https://committees.parliament.uk/oralevidence/15755/html/
https://committees.parliament.uk/oralevidence/15755/html/
https://committees.parliament.uk/oralevidence/15755/html/
https://committees.parliament.uk/oralevidence/16244/html/

BLEEDING TO DEATH: THE SCIENCE AND TECHNOLOGY GROWTH EMERGENCY 29

79.

80.

81.

82.

83.

84.

That is not incompatible at all with the fiduciary duty of trustees both
to generate the return, which is their fundamental purpose, and to do it
in a risk-mitigated way.”!*"

According to a report from the State of European Tech 2024, venture
capital represents just 0.007% of assets under management for UK/Ireland
pension funds.!*® Increasing this to 0.1% would therefore represent a major
step change in the scale-up capital available from pension funds without
requiring huge risks.

Sir John Bell noted that the equivalent Canadian and Australian schemes
generated 10% per year'® while Sir John Kingman also noted “clear evidence
of additional returns which justify the additional cost [of managing private
assets]” and pointed to a diversification benefit.!*°

Even if funds alter their allocations in line with the Mansion House Accord,
there is a question as to how much of that investment will find its way to
science and technology companies. The commitment is to allocate 10% to
“private markets” (with 5% for UK private markets)—this means unlisted
“equities, property, infrastructure and debt/credit”.!4!

Irene Graham, CEO of the ScaleUp Institute, noted that “there is ... a
worry that this will just go into infrastructure because that is the understood
asset.”!*? Louis Taylor made a similar point:

“venture is by far the most difficult. So, even if we get sign-up from all
the pension funds to invest in private market assets, my bet would be
that infrastructure and real estate are where they will go first, and then
private equity. Venture is quite a hard sell.”'*?

Saul Klein had also said that funding would be allocated to infrastructure
and real estate first because the Mansion House signatories were stronger
in assessing risk and investing in those areas rather “than venture capital,
where they are really beginning their journey”. He was at pains to emphasise,
however, the importance of those asset classes: “Infrastructure and real
estate are two sets of assets that do not move. Human capital moves.”** This
appears to have been borne out in a recent development on the Accord. On
20 October it was announced that Legal and General, AustralianSuper and
National Employment Savings Trust (Nest) had committed to £3 billion of
investment, mostly in infrastructure.'®’

Public investment bodies such as the British Business Bank have established
funds such as the British Growth Partnership and LIFTS which will invest
institutional investor money into UK science and technology companies. We
discuss these more in Chapter 4. A range of proposals to support institutional
investors to invest in science and technology companies, such as an equivalent
to the Tibi initiative in France, or the BVCA’s NOVA proposals, have been

137 Q 205 (Louis Taylor)

138 State of European Tech 24, Investors [accessed 18 September 2025]

139 Q 43 (Sir John Bell)

140 Q 81 (Sir John Kingman)

141 Pensions expert, The full text of the Mansion House Accord, 13 May 2025

142 Q 113 (Irene Graham OBE)

143 Q 206 (Louis Taylor)

144 Q 101 (Saul Klein)

145 Financial Times, Pension giants announce £3bn of investment in UK private markets, 20 October 2025.

According to the article, only £100 million of this, provided by Nest, is earmarked for UK companies.
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suggested, and the Government has announced that it will create one in the
forthcoming Budget.!*¢

As we have seen, the Government is keen for funds to consolidate and to
invest in growth areas and has put in place policies with that intention.
Baroness Gustafsson, Minister for Investment, emphasised the shift that was
needed:

“Think about what it is to be a pension fund that is incredibly risk
averse. For decades, they have been measured on how much they spend
rather than how much they return. They are culturally embedded in a
very defensive posture. The Government are saying, “‘You now have to
take a lot more risk. You have to shift between value and not just cost.
Then you have got to deploy that money—those pensioners’ money—in
things on which you have been trained not to take any risk.” That is so
much more than a government steer; it is an entire change of culture of
the individual making the decisions and the organisation in which they
operate, and that takes time.”!*’

When asked about monitoring success, LLord Vallance of Balham, Minister
for Science, told us “I am not sure it is our job to measure the exact amounts
going in through pension funds but I think it will be looked at as part of
the overall industrial strategy.”!*® He said that he expected investment to
start as “a slow trickle followed by a sudden acceleration”.!** He argued that
it was important for funds not to change their strategy too quickly for fear
of mistakes causing funds to “clam up”, but that once that “pivot point”
had arrived there would be a fear of missing out amongst investors and that
“when one gets going, others start coming in quickly”.”® He added that “I
do not think there is much more that needs to be done today to free up
pension capital. We cannot and should not force people to do it.”*!

On whether the funding would be allocated to science and technology firms,
Lord Vallance agreed that the “reflex” among funds would be to allocate
to infrastructure, arguing that “political pressure will be important”.!>> and
he hoped, the Chancellor would be meeting those concerned. Hannah
Boardman, Director of Emerging Technologies and Regulatory Innovation
at DSIT, added that, while there was potentially a bias toward infrastructure,
“the Government ... have a big opportunity now to be consistent in the
messaging about what we want to see the industrial strategy translate into in
the growth of S&T business.”!*?

UK pension funds and other institutional investors have substantially
underinvested in UK equities and venture capital compared to
international equivalents to a quite shocking degree. Their investment
in the UK has severely declined over decades, in part due to successive
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French Expert in Ireland, The Tibi Initiative—A French Approach to Financing Tech Scale-Ups, 9 May
2025; BVCA, NOVA: Driving investment in UK growth opportunities [accessed 18 September 2025];
Written evidence from the British Venture Capital Association (BVCA) (SUKO0106); Financial Times,
Reeves vows to ‘take out’ more regulators amid growth push, 10 September 2025
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governments’ policy. They are no longer playing the vital role they
should in investing in the UK economy. The result is a dearth of long-
term, patient UK scale-up capital and the resulting scale-up crisis.
We believe this is not in the interests of UK pension-holders or the
UK economy more broadly, but it can and should be reversed.

Fragmentation, especially of defined contribution (DC) pension
funds, means that they do not have the scale to allocate significant
assets to high-risk, high-reward investments in science and
technology companies. Comparators in Australia and Canada show
what is possible with consolidation. UK pension funds have focused
on minimising fees rather than maximising return for a variety of
regulatory, institutional and cultural reasons.

Witnesses agreed that the Mansion House reforms were critical. If
successful, they will help provide the domestic scale-up capital that
UK science and technology companies need. However, there are
concerns about the speed of reform, the need to upskill investors, and
the risk that institutional investors focus on infrastructure rather
than scale-up capital. There is an ongoing debate about whether
pension funds should be mandated to invest if they do not fulfil their
voluntary commitments.

We welcome the Mansion House reforms as essential measures to
accelerate growth. It is critical that they result in capital flows to the
next generation of growing UK science and technology companies.
If not, those companies will be forced to seek funding and likely
relocate abroad. The Government should:

. Insist on the consolidation of DC pension schemes, and lead
by example with the consolidated Local Government Pension
Scheme pools, making significant allocations to domestic
science and technology funds, including the British Business
Bank’s vehicles and approved private funds, to crowd-in
institutional investor money;

. Use its convening power with the major institutional investors
to encourage them to invest in UK technology companies.
Support transparency and disclosures as part of the Mansion
House Accord, and track the amount invested in UK science
and technology companies as one of its key progress metrics;

. Encourage transparency between providers and pension-
holders, setting out the returns of different DC pension schemes
and what proportion of their assets are in UK companies or
infrastructure. Following the provision of this information,
pension funds should survey their members, asking what
percentage of assets they would like to be invested in the UK,
and incentivised to act on any desire to see increased investment
in the UK. The Government should set out that pension fund
tnvestment in the UK benefits everyone’s quality of life;

° Maintain the reserve power to mandate pension funds to follow
their Mansion House commitments in the Pension Schemes
Bill. The Government should set targets for the percentage of
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assets allocated under the Mansion House reforms overall by
the end of 2027, as well as for the scale-up capital allocated to
UK technology companies, and reconsider mandation if these
targets are not met;

. Explore possibilities short of mandation—for example, a
clawback on tax relief for pension schemes that do not invest
enough capital in the UK, or additional incentives for leading
pension schemes;

. Support and expand training schemes like the Venture Capital
Fellowships scheme that bring science and technology experts
together with VCs to enable the creation and sharing of
tnvestment expertise.

The Minister for Pensions, CEO of the British Business Bank, and
Minister for Science and their teams should co-ordinate to identify
ways to ensure that the Mansion House reforms benefit innovative
UK science and technology companies in addition to other asset
classes.

UK capital markets

The Mansion House reforms are aimed at increasing investment in private
assets, but there is also an issue with public markets: companies are
increasingly choosing to list overseas. For instance, in June it was announced
that Wise, a UK based fintech company, would transfer its listing to New
York,* while chipmaker ARM, having previously been listed in LLondon
before its acquisition by Japanese investment fund SoftBank, decided in
2023 to list on the NASDAQ.! In July, AstraZeneca, among the largest
companies on the London Stock Exchange with a market capitalisation in
May 2025 of £159 billion'°, suggested it too might move its listing to New
York and it upgraded its New York listing in September.’*” There has been a
drought of companies going public on the London exchanges in 2025; as of
October 2025, listings on the UK exchanges had raised less money than the
Angolan stock market.!>®

Chris Vann, Chief Operating Officer of Autolus Therapeutics, explained why
his company decided to float on NASDAQ: “we went to NASDAQ because
that is where the capital in our sector aggregates”. He added that the investors
Autolus dealt with were more comfortable dealing through NASDAQ and that
the investors were larger and thoroughly researched companies.’®® Similar
comments were made in written evidence.'®® Marcus Stuttard of the London
Stock Exchange Group (LSEG) made a similar point: he thought a lot of
science and technology companies had raised investment from international
investors at an early stage, and this had influenced decisions to be acquired
by an overseas company or to list outside the UK. The listing decision was
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Financial Times, UK fintech Wise to switch main listing to New York, 5 June 2025

Financial Times, Skvrocketing Arm share price shows need for UK reform, 17 February 2024

Statista, Largest companies listed on the London Stock Exchange (LSE) in May 2025, by market capitalisation
[accessed 18 August 2025]

Financial Times, Investors fret over talk of AstraZeneca US move, 2 July 2025; Financial Times,

AstraZeneca’s US listing to leave £200mn UK stamp duty hole, 2 October 2025

Financial Times, UK set to exempt newly-listed company shares from stamp duty, 1 October 2025
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For instance, written evidence from James Eaton, CEO and co-founder IONETIC (SUK0075) and IP
Group plc and Parkwalk Advisors (SUK0086)
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therefore linked to the earlier availability of UK capital, particularly from
pension funds.!®

95. In contrast, Sir John Lazar explained the thinking behind Raspberry Pi’s
decision to float on the London Stock Exchange: “there was a received
wisdom that we would get a better valuation on NASDAQ, but when we
did our homework, we did not believe that”. He added that the company
had received good support from the LSEG and that “the stock exchange is
changing the rules. We need to tell these stories more positively.”!*? Indeed,
this ‘received wisdom’ may not be borne out. Marcus Stuttard argued that
non-US companies listing in New York had underperformed: of the 20 UK
companies that had listed on the NYSE or NASDAQ in the last decade and
raised over £100 million, only three were currently above their Initial Public
Offering (IPO) price,'®® 10 had delisted and seven were 75% below their IPO
price. !4

96. In 2024, rules in London were reformed in order to encourage listing. This
included merging the previous standard and premium listing segments,
adopting a disclosure-based rather than rules-based approach to increase
flexibility and encouraging the use of dual-class share structures to increase
the control of companies by founders and early-stage shareholders.!'®® Dr
David Connell supported the encouragement of dual-class shares as a way
for founders to prevent the sale of their companies.'*® In a slightly different
context the Minister, Baroness Gustafsson, illustrated the issue. Describing
the overseas sale of her former company, Darktrace, she said:

“Darktrace is a listed company and the share price is trading at
a particular value. If an offer comes in for a different value, you are
obligated—it is not a choice—to present that to your shareholders ...
and you leave that open to a shareholder vote.”1%

97. While these 2024 reforms were generally welcomed by witnesses, some
highlighted the continued attractiveness of the US, due to its depth of capital
and prevalence of dual-class shares.'® Oxford Nanopore Technologies, a
company that successfully listed in London in 2021, argued that for some
life sciences companies in biotechnology or medicine, analyst coverage
was thinner and risk appetite lower in the UK, pushing companies abroad.
They welcomed the 2024 reforms and looked forward to the forthcoming
prospectus rule changes!®®, which they thought would make the London
Stock Exchange more attractive.!”

98. Sir Jonathan Symonds also welcomed the reforms: stating that they meant
“UK capital markets genuinely are no longer at a regulatory disadvantage”,

161 Q 257 (Marcus Stuttard). But see also Mr Stuttard’s defence of the London markets elsewhere in this
section.

162 Q 92 (Sir John Lazar)

163 The price per share when the company was first listed on the public markets.

164 Q 257 (Marcus Stuttard). See also, Financial Times, US lstings often fail to boost European companies’
valuations, 17 March 2025

165 London Stock Exchange, UK Capital Market Reforms, July 2024; Financial Conduct Authority, FCA
overhauls listing rules to boost growth and innovation on UK stock markets, 11 July 2024

166 Q 71 (Dr David Connell).

167 Q 220 (Baroness Gustafsson)

168 Written evidence from IP Group and Parkwalk Advisors (SUK0086)

169 See, Financial Conduct Authority, FCA lowers costs for business raising capital in support of growth, 15 July
2025

170 Written evidence from Oxford Nanopore Technologies (SUK0105)
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but “if we do not have vibrant markets with high liquidity and research
capabilities that can properly price and value these companies, the markets
will always be more attractive in the US.”1"!

Other reforms: PISCES and cash ISAs

Further reforms have been proposed or are in train. These include a
proposal under consideration to reduce the cash ISA limit to encourage retail
investment in equities!’?, a scrapped proposal for a British ISA that would
allow tax-free investment in UK shares,!” and suggestions from the City to
scrap stamp duty on shares, resulting in a proposed move to eliminate it for
IPOs in the November budget.!™

Another reform is the creation by the London Stock Exchange of the
PISCES platform!™ which will allow wider trading in shares in privately-
held companies.!” Marcus Stuttard explained that PISCES was intended to
address companies being sold too early, which often happens to provide an
exit or liquidity to investors, founders or employees; instead, they will now be
able to sell their privately-held shares through PISCES. He characterised it as
a “secondary liquidity venue rather than a capital-raising venue”.!”” PISCES
was welcomed by Saul Klein and Sir Jonathan Symonds, though Mr Klein
warned that it would not, alone, increase the availability of capital.!”® Oxford
Nanopore argued that it would help retain “key long-term talent essential to
a company’s continued development.”!”°

Official statistics put the total amount held in cash ISAs in December 2024
at around £300 billion.!®® There was speculation in early 2025 that the
Chancellor was planning to reduce the annual allowance for cash ISAs, to
encourage people to invest in UK equities instead.!®! The plan was not, as
expected, announced at the Chancellor’s 2025 Mansion House speech on
15 July, with some industry figures having argued that the plan would not
encourage investment from a risk-averse public and would reduce amounts
available for lending from banks and building societies.!®> At the time of
writing, this proposal appears still to be under consideration.

Witnesses were broadly keen on encouraging more retail investment in stocks
and shares. Saul Klein described investing in cash ISAs as “the equivalent
of putting the money under your bed” and argued that the disinclination of
UK retail investors to invest in UK companies had led to others, such as the
Ontario Teachers’ Pension Plan, to profit from UK innovation. ¥ Marcus
Stuttard quoted figures that if those who had invested in cash ISAs had
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The Private Intermittent Securities and Capital Exchange System. See FCA, PISCES: platforms for
trading private company shares, 26 May 2025

See also HM Government, Financial Services Growth and Competitiveness Strategy, 21 July 2025.

Q 267 (Marcus Stuttard)

Q 104 (Saul Klein and Sir Jonathan Symonds)

Written evidence from Oxford Nanopore Technologies (SUK0105)

HM Revenue and Customs, Official Statistics: Commentary for Annual savings statistics: September 2024,
4 December 2024, para 1.3

Financial Times, Rachel Reeves set to cut cash Isa allowance, 30 June 2025

FT Adviser, ‘Cutting Cash Isa won’t get people investing’, industry tells chancellor, 10 July 2025

Q 100 (Saul Klein)



https://committees.parliament.uk/oralevidence/16001/html/
https://www.bbc.co.uk/news/articles/cqjq9yxkkrvo
https://www.ft.com/content/93879eba-d742-4d45-ab72-6cedf4e273b9
https://www.ft.com/content/93879eba-d742-4d45-ab72-6cedf4e273b9
https://www.cityam.com/autumn-budget-2024-british-isa-scrapped/
https://moneyweek.com/investments/stocks-and-shares/city-bosses-call-for-stamp-duty-on-shares-to-be-scrapped-to-save-uk-stock-market
https://www.ft.com/content/3204e0a0-212f-482f-b9e9-24dc2899b57f
https://www.fca.org.uk/markets/pisces-private-intermittent-securities-capital-exchange-system
https://www.fca.org.uk/markets/pisces-private-intermittent-securities-capital-exchange-system
https://assets.publishing.service.gov.uk/media/687e612692957f2ec567c621/Financial_Services__Growth___Competitiveness_Strategy_final.pdf
https://committees.parliament.uk/oralevidence/16310/html/
https://committees.parliament.uk/oralevidence/16001/html/
https://committees.parliament.uk/writtenevidence/142191/html/
https://www.gov.uk/government/statistics/annual-savings-statistics-2024/commentary-for-annual-savings-statistics-september-2024
https://www.ft.com/content/01371783-0399-412b-82be-c87f3a60ff8c
https://www.ftadviser.com/isas/2025/7/10/cutting-cash-isa-wont-get-people-investing-industry-tells-chancellor/
https://committees.parliament.uk/oralevidence/16001/html/

BLEEDING TO DEATH: THE SCIENCE AND TECHNOLOGY GROWTH EMERGENCY 35

instead invested in equities they would have been collectively £500 billion
better off.'®* The Business Growth Fund supported making ISAs conditional
on a minimum allocation to domestic equities.!'®

103. This final point is key, as any mechanism to shift investment from cash to
stocks and shares ISAs would increase domestic investment only if savers
were discouraged from investing in overseas equities. For instance, the UK
FTSE 100 share index has risen by about 15% since the late 1990s, while the
US S&P 500 share index has tripled,!8® so it may be more rational to invest in
the latter market, especially for someone using a passive tracker fund.

104. The declining attractiveness of the UK as a place to list public
companies is extremely worrying. Many promising UK science and
technology companies have floated in the US rather than on the
London stock exchanges. They are attracted by deeper capital pools,
greater analyst coverage, and a perception that they will attract a
greater valuation overseas. Reforms to address this problem will have
to counter long-term trends towards passive and globally diversified
investment.

105. We have heard that capital availability is the main problem, followed
by a lack of investment research into smaller companies. The
Government has considered proposals to increase investment, but
none has yet been implemented. The ISA is fundamentally a tax
break, designed to encourage saving, but there is merit in coupling
that tax advantage with a responsibility to invest in ways that benefit
the UK economy.

106. The Government should therefore undertake reforms to encourage
capital flows into the UK markets. This could include changes to
the ISA limits, such as reducing the cash limit in favour of stocks
and shares, taxation such as the proposed stamp duty holiday for
IPOs, or creating additional savings vehicles and incentives for
UK savers to tnvest in domestic science and technology companies.
The Government should encourage financial literacy campaigns to
encourage tnvestors and pension-holders to shift their allocation
away from cash where this makes sense for them.

R&D tax credits

107. In 2022/23 the UK spent around £7.5 billion on R&D tax credits.'®” These
provide tax relief on expenditures classed as R&D to encourage investment
by the private sector. In written evidence, the Government told us that
the Research and Development Expenditure Credit (RDEC) scheme
incentivises £1.40 to £2.70 of additional R&D for every £1 of public money
spent; the Small and Medium Enterprise Relief (SME) scheme incentivises

184 Q 263 (Marcus Stuttard)

185 Weritten evidence from the Business Growth Fund (SUK0080)

186 Bloomberg UK, Three Good Reasons to Invest in the UK, 24 February 2023

187 HM Revenue and Customs, Accredited official statistics—Research and Development Tax Credits Statistics:
September 2024, 26 September 2024. “R&D tax credits” were hitherto two schemes—the Small and
Medium Enterprise Relief scheme and Research and Development Expenditure Credit (RDEC),
available to larger companies. The rates were different depending on the scheme. The two schemes
were merged in 2024 but most statistics relate to the earlier arrangement. We mostly refer to them
collectively in this report.
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an additional £0.60 to £1.28.'% The overall government expenditure on
these schemes has risen from around £4 billion in 2015/16, though has most
recently decreased slightly.!®®

To put this into context, UK Research and Investment (UKRI) has an annual
budget of around £9 billion to provide directed support to UK research,
of which Innovate UK—which provides support to innovating businesses—
comprises £948 million.””® R&D tax credits are undirected as businesses
decide where to spend their R&D money and then claim the credits.

In recent years, R&D tax credits have been reformed due to concerns around
fraud, with HMRC investigating claims more closely. Government estimates
now suggest that levels of error and fraud may have fallen—figures for
2022/23 show overall error and fraud at 17.6% (or £1.3 billion); less robust
figures for 2023/24 estimate 7.8%."! Some businesses have raised concerns
that increased checks for fraud are now delaying their ability to claim R&D
tax credits.!®?

Witnesses acknowledged the issues with fraud and error. Angus Hanton
pointed to “a lot of expenditures that might or might not be considered
research and development” and pointed to his first-hand experience of
pressure to reclassify expenditure as such.!”® Stian Westlake described it as
“opaque and we do not know where the money is going”.'** Lord O’Donnell
thought targeting of the relief was poor and questioned whether it was “the
right way to spend those billions of pounds”.'°> Greg Clark thought “the level
of fraud, complexity and misapplication has to be first understood and then
challenged ... we should not grab at a reform without carefully understanding
it.”1¢ Sir John Kingman also thought there should be more analysis of the
scheme and that HMRC should be “hard” on abuse.!*’

We heard mixed evidence around the effectiveness and importance of R&D
tax credits. Entrepreneurs and business like them because they are relatively
simple to claim (compared to grants) and agnostic as to the type of research
activity. As an example, Chris Vann raised them as very important for
Autolus Therapeutics.'”® From a Treasury point of view, they are simple to
administer—we heard there are only two officials in the Treasury in charge
of R&D tax credit policy.!* Some witnesses warned that reducing R&D tax
credits below the level of other nations could make the UK uncompetitive.
For instance, Sir John Kingman argued that:
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194
195
196
197
198
199

Written evidence from the Department for Science, Innovation and Technology (SUK0108). Although
Dr David Connell and Professor Bobby Reddy dispute these figures in Selling Less of the Family Silver.
HM Revenue and Customs, Accredited official statistics—Research and Development Tax Credits Statistics:
Seprember 2024, 26 September 2024, Figure 2

UKRI, 2025-26 budger allocations for UK Research and Innovation, 4 April 2025

HM Revenue and Customs, Corporate report—Approach to Research and Development tax reliefs 2023 to
2024, 30 October 2024, Table 1

Financial Times, HMRC undermining innovation by failing to award R&D tax credits, say start-ups, 1
April 2025

Q 16 (Angus Hanton)

Q 16 (Stian Westlake)

Q 60 (Lord O’Donnell)

Q 65 (Greg Clark)

Q 80 (Sir John Kingman)

Q 170 (Chris Vann)

Q 74 (Dr David Connell). Though many more at HMRC doing compliance checks etc.
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“essentially every country in the developed world has an R&D tax credit
now ... so, for a country that wants to attract and nurture a lot of science-
based industry, severely to cut back or to abolish tax credits seems to me
to be a very high-risk move that we should approach with great care.”2%°

112. Jakob Mokander characterised the credits as “a direct subsidy” for technology
companies, “where R&D is the bread and butter of the business”, that might
“prevent the weeding out of” unsustainable companies. He suggested a
review.?’!

113. Witnesses suggested various other reforms. Stian Westlake proposed a public
register of claims to provide further information about what R&D tax credits
were supporting.?®> Angus Hanton proposed restricting the relief to UK-
owned, rather than merely UK-based, companies.?®

114. Dr David Connell argued that tax credits were helpful for venture capital
backed start-up companies that had the underlying funding to conduct
research, but were of little use to those without that investment. He favoured
focusing the regime and reducing expenditure by around 30% to use the
money saved for innovative procurement contracts, grants, Special Purpose
Acquisition Companies (SPAC)s for floating promising technology companies
on the stock market, and other schemes that might be more tailored to help
address the scale-up problem.?°* However, Sir John Kingman urged caution:

“I encourage you to be really careful about the notion that there is a
huge thing that you can easily raid and it would be great for scaling
up and financing the sorts of businesses you are caring about in this
inquiry, because for the UK to make itself an outlier on the downside
internationally would be a bit crazy.”?%

115. Witnesses, including entrepreneurs, told us that R&D tax credits
were highly valuable to R&D intensive businesses, and the Treasury
has committed to maintain their levels throughout this Parliament,
but there are also significant reforms underway due to concerns
about fraud.

116. Companies are best placed to decide how R&ED money should be
spent and tax credits efficiently allocate this funding. They must
be maintained at current levels. While fraud remains a concern,
the answer is to tackle that fraud rather than to recast the scheme.
Money recovered by the elimination of error or fraud could be reused
Jor other schemes for instance grants and initiatives to support
scale-up funding. This would diversify government support while
maintaining the amount of funding used productively through the
tax credits scheme.

200 Q80 (Sir John Kingman). For an overview of international R&D tax credit schemes see OECD, R&D
tax incentives continue to outpace other forms of government support for RED in most countries, 22 April
2025.

201 Q 13 (Jakob Mokander)

202 Q 24 (Stian Westlake)

203 Q 16 (Angus Hanton)

204 Q 64 (Dr David Connell). Much more detail about his proposed rebalancing of innovation policy away
from R&D tax credits can be found in the CBR, Selling Less of the Family Silver: Better UK innovation
and industrial policies for economic growth, July 2024; CBR, Is the UK’s flagship industrial policy a costly
failure?, May 2021.

205 Q 80 (Sir John Kingman)
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CHAPTER 4: PUBLIC SECTOR INVESTMENT AND
PROCUREMENT

Public procurement

Public procurement refers to the purchase by governments and state-
owned bodies of goods, services, and works. In the UK, gross spending on
procurement was £434bn in 2024/25.2°° Witnesses repeatedly raised the
issue of public procurement as a means of supporting innovative science and
technology companies.?°” For example, Saul Klein told us that “the biggest
driver of innovation is not investment but procurement ... the most valuable
thing for any company we can invest in is not us investing more in that
company; it is the company getting a purchase order.”?°® He said that the
state could “use data and AI” to “reform public sector procurements and
to allow” smaller companies, which he referred to as “micro-primes”, to
participate in public procurement. He argued that “once you have a contract
with the public sector, the ability to raise either further equity or credit and
to bring in commercial banking is massively increased.”?%

Dr David Connell, in oral and written evidence and in his report, Selling
Less of the Family Silver, made the case that companies that were able to
adopt a revenue-led, rather than a venture-led, growth model were more
likely to stay and scale up in the UK.?!° He explained that, of VC-backed
businesses, “very few are successful, and VCs must sell the ones that are in
order to satisfy their investors”, often leading to ownership moving overseas.
This raises the importance of public procurement providing early revenue
for small, innovative companies, allowing them to grow without transferring
ownership to investors.

Despite consensus around the importance of procurement for supporting
growing companies, progress in this area has been slow. Dame Fiona
Murray said that the UK procurement for innovation was often “slow and
not sufficiently large”.?!! Irene Graham, whose ScaleUp Institute has tracked
policy progress on scaling up companies in the UK for over a decade, said
that procurement was an area where policy “has not progressed” and “has
often been seen as a problem too difficult to solve”,?!? though the Council for
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House of Commons Library, Procurement statistics: a short guide, 28 July 2025

Procurement to stimulate innovation was the theme mentioned most often in our inquiry’s written
evidence, according to an Al analysis of its major themes, including some important discussions in
SUK0002, SUK0006, SUK0011, SUK0017, SUK0021, SUK0025, SUK0027, SUK0028, SUK0035,
SUKO0036, SUK0037, SUK0038, SUK0042, SUK0047, SUK0048, SUK0080, SUK0107, SUK0105
and SUKO0112 many of which make similar recommendations to those in this chapter.

Q 101 (Saul Klein)

Q 101 (Saul Klein)

QQ 64-74 (Greg Clark and Dr David Connell); Supplementary written evidence from David Connell
(SUKO0113). From the written evidence: “Indeed the emphasis in UK innovation policy on university
spin outs needs to be challenged. Though university spin outs can sometimes raise significant amounts
of venture capital and publicity, success rates are low and usually lead to trade sales. The UK start-
ups with the most significant long-term successes have been based on scientific and/or engineering
expertise and the entrepreneurial drive of their founders, with early stage funding from customers,
rather than breakthrough academic research financed by multiple rounds of venture capital. That is to
say, “revenue led” rather than “investment led’ strategies.” CBR, Selling Less of the Family Silver: Better
UK innovation and industrial policies for economic growth, July 2024

Q 270 (Dame Fiona Murray)

Q 111 (Irene Graham)
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Science and Technology gave extensive advice on it in 2022.?"* Lord Willetts
described the UK as “way behind the Americans” on public procurement,
noting that “I hope the opportunities of that new legal framework [the
Procurement Act 2023] for public procurement are taken as part of industrial
strategy.”?!4

120. As already highlighted in Chapter 2, part of the issue is risk aversion and
the incentive structure for civil servants and ministers alike, which Lord
O’Donnell summarised in the old phrase: “No one ever got fired for buying
IBM.” COVID-era scandals loom large, but we can also learn from the
pandemic. Lord O’Donnell said that he would:

“change the procurement rules to make them much more like they were
during COVID ... accepting the fact that we will take more risks in this
space and back some small-scale people, and some of them will go bust.
We would not then be hauled and crucified in front of Parliament.”?">

121. There is a need for procurement authorities to have “very specific sectoral
knowledge”, as Stian Westlake put it. He said that departments need to
be intelligent customers that “build the capability” and set out “specific
technological needs that they know they want” which companies can then
shape their products to fulfil.?!® Individual procuring departments were
highlighted as problems by some witnesses, with Sir John Bell describing the
NHS as “bulletproof to innovation”?!” and Dame Fiona Murray saying that
“it is still hard for our companies to find the right front door into the MoD.”?!8

122. The Procurement Act 2023 has given some more flexibility to procuring
authorities, but they may be unwilling to use this flexibility without
ministerial backing. Stian Westlake said that what was needed was “a really
clear steer from Ministers about their innovation needs and their willingness
to back that with a chunk of the budget that comes from their department.”?!°

123. Value-for-money rules, which are easier to apply than taking strategic
decisions over companies and sectors to back, may not always favour UK
companies.??® Lord O’Donnell said that lessons could be learned from how
procurement for vaccines was managed during COVID-19 and apply this to
other strategically important technologies.?*! Sir John Kingman also said that
the model used by the COVID-19 Vaccine Taskforce, which went outside
the usual processes to “empower an individual” in Dame Kate Bingham,
could be successful.?*?

124. Angus Hanton argued that “there should be a default to buy British”,?*> but
noted that “the Crown Commercial Service ... makes no reference to this
in its policy”, and that the NHS was unable to “break down its suppliers by

213 Council for Science and Technology, Letter to the Prime Minister on delivering national priorities through
public procurement, 7 October 2022
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217 Q 43 (Sir John Bell)

218 Q 274 (Dame Fiona Murray)

219 Q 28 (Stian Westlake)

220 Q 19 (Angus Hanton); Written evidence from Damian Horton, Director of Eloy (SUKO0006) and
Cleantech for UK (SUKO0043)

221 Q52 (Lord O’Donnell)

222 Q 83 (Sir John Kingman)

223 Q 28 (Angus Hanton)
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country of ownership”.?>¢ He maintained that the UK exhibited less home
bias in its procurement than the US or EU.??> Stian Westlake argued that
the UK had missed the boat when it came to “commodity products” like
big enterprise software solutions, but that procurement could play a role for
“new and emerging technologies ... as a tool to spark innovation”.??¢

The US has a scheme called the Small Business Innovation Research
program (SBIR) which means that, for many agencies, a minimum of 3.2%
of their procurement budget should be spent on US-based SME suppliers to
support innovation.??” Sir John Kingman described the “SBIR programme,
which this country has several times tried and failed to emulate” as one
of the US policies that the UK should “learn from”.??® Dr Connell said
that “programmes like the $6 billion a year US SBIR programme”, which
provides contracts for R&D, are “much more appropriate” for supporting
scale-up than venture capital investment alone.??°

The UK has a programme modelled on this, the Small Business Research
Initiative (SBRI) (now called Contracts for Innovation), but it is small. The
US SBIR is now $6.2bn a year, around 8% of eligible federal contracts.>*°
The UK’s SBRI has funded £1.5bn over 20 years of its existence.?*! Dr
David Connell, in written evidence, characterised “25 years of bodged
policy making” in UK attempts to introduce a ‘UK SBIR’, which was first
attempted in 2001; he noted that the total value of the UK’s Contracts for
Innovation was only £42m across Government in 2024/25.%32 He suggested
that “spending departments failed to respond to ... requests to Permanent
Secretaries for participation by [the] Prime Minister”.?*> In oral evidence,
he described it as “an attempt to get something introduced ... still bubbling
away ... with lots of very small projects.”**

Dr David Cleevely, in written evidence, proposed “challenge-led procurement
demonstrators” rather than prescriptive contracts which might exclude
innovation. He suggested that these contracts should “adopt stage-gated®*
models, iterative feedback, and higher tolerance for experimentation—
particularly when outcomes are uncertain or not easily specifiable”.?*® Dr
Connell, in his written evidence, proposed establishing “two significant,
lead customer innovation contract programmes using a phased US SBIR
type model”.?*’

The Industrial Strategy made some commitments on reforming public
procurement to support innovation, including a new National Procurement
Policy Statement which requires consideration of how procurement can
be used to support growth, a new online platform publishing upcoming
procurement activity, and a forthcoming public consultation that may result

224 Q19 (Angus Hanton)

225 Q19 (Angus Hanton)

226 Q 26 (Stian Westlake)

227 Dr Connell discussed it extensively, and the issues with the UK version, in Q 65 (Dr David Connell)
228 Q 76 (Sir John Kingman)
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Q 64 (Dr David Connell)

230 GovSpend, Understanding SBIRs/STTRs Federal Contract Spend, 20 June 2024
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UKRI, Innovate UK Contracts for Innovation, 5 August2024
Supplementary written evidence from David Connell (SUKO0113)
Supplementary written evidence from David Connell (SUKO0113)

234 Q 65 (Dr David Connell)
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For example, additional funding or contracts are released when certain conditions are met.
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in setting three-year targets for procurement spend with SMEs and annual
publication of progress. The Government has also established an explicit
target of 10% of the MoD’s equipment procurement budget for novel
technologies and a new Commercial Innovation Hub which it says will “trial
new approaches to service design and procurement”.??8

129. The Ministry of Defence has recently published its Defence Industrial
Strategy, which recasts its approach to procurement. It includes some
measures that could be adopted more widely, such as a target for spend with
SME:s, a forecast of planned procurements to signal demand, and reforms to
processes intended to reduce bureaucracy and provide pathways for SMEs. 2*°

130. Public procurement is a crucial lever for supporting innovative
science and technology companies. It is not functioning as it should
due to a combination of risk aversion, lack of expertise, and a tendency
to favour large and often overseas incumbents. Contracts provide
domestic revenue that can encourage further private investment
and reduce reliance on overseas money. Despite this, innovative
SME:s find public procurement very difficult to access. Procurement
authorities need to develop their relationships with innovative SMEs,
and their ability to run innovative procurement processes—stage-
gated, outcome-based, rapid—that they can take part in.

131. The US Small Business Innovation Research scheme has been very
successful, but the UK equivalent—Contracts for Innovation—is far
smaller. The MoD’s procurement reforms and decision to allocate
a percentage of its equipment budget for SMEs to drive innovation
are examples other departments can follow. It is positive that the
Government has committed to review procurement for innovation as
part of its industrial strategy.

132. Public sector procurement practices need to change; this needs
explicit political commitment from the top of government and action
across departments. We recommend that:

. The Government should set a target for each department and
local authority for a mandatory percentage of procurement
budgets to be spent on innovative, UK-based SMEs. This
should rise over time to 3%, around the US SBIR level. A
cross-government committee that brings together the Minister
Jor Procurement in the Cabinet Office with the Minister for
Science, the Department for Business and Trade, and delivery
departments should oversee the development of this innovative
procurement function. The Government must monitor and
publish annually progress towards these targets.

. The UK should increase the amounts allocated through
Contracts for Innovation (formerly the Small Business
Research Initiative, SBRI), and create a central database for
these contracts that is easter to navigate for SMEs.

238 Department for Business and Trade, The UK’ Modern Industrial Strategy, June 2025, CP1337,
summary section: page 152

239 Ministry of Defence, Defence Industrial Strategy: Making Defence an Engine for Growth, 8 September
2025, CP 1388
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. Departments should signal further in advance and in more
detail precisely the Rinds of outcomes they need.

. Outcome-based procurement, where departments specify what
their end goals are, rather than setting onerous requirements
on the product, should be used to provide flexibility with SMEs.
Stage-gated procurement can support smaller companies with
Sunding in stages to develop and scale up their processes. An
expanded Contracts for Innovation scheme could be used to
support these more innovative and less bureaucratic processes.

° Ministers should celebrate and reward public procurement that
has supported innovative companies. The Government should
back ministers and officials who procure innovative domestic
solutions even if not all of the goals are delivered: failure is a
necessary part of innovation. There is no reward without some
risk: ministers need to specify appropriate risk profiles for
their projects and take clear accountability for doing so. Civil
servants will not be empowered to take risks without explicit
political cover from ministers from excessive auditing. There
should be cross-party consensus on this issue and on the
importance of a healthy appetite to risk.

. The UK should consider a presumption in favour of buying
British, especially when it concerns new and emerging
technologies, even if narrow value-for-money considerations
would not allow this. It must take the wider benefits to the
economy of domestic procurement into account.

. For critical frontier technologies, particularly where there is a
desire for UK sovereignty and control over the technology, the
Government should consider using Vaccine TasRkforce-style
procurement to ensure they can be developed in the UK.

Public sector investment bodies
A ‘leaky pipeline’?

This section will focus on three major public sector investment bodies—
Innovate UK, the British Business Bank (BBB), and the National Wealth
Fund (NWF). The Industrial Strategy sets out the respective roles of these
bodies in supporting technologies across readiness levels and businesses at
different scales. (See Figure 1: UK Public Financial Institutions). Innovate
UK focuses on relatively small grants for SMEs and start-up companies
in the early stage of technological and product development. The British
Business Bank provides equity, guarantees and debt financing to small
businesses as they start to scale. The National Wealth Fund, reconstituted
from the UK Infrastructure Bank, has been given a new ‘growth investment
mandate’ which may involve it taking part in equity finance for companies
in funding rounds of more than £25m. The National Wealth Fund suggests
that this would support growth and mature companies with technologies at
readiness level 7-9 (commercial products).?4°

240 National Wealth Fund, Financing the Future a statement of intent by the National Wealth Fund, June 2025,

p 19
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134. Witnesses regularly told us that it was important that these three agencies
should be more joined-up. Sir John Kingman told us that the British Business
Bank and Innovate “are trying to make a difference in this space but are
not always joined up and do not necessarily have a coherent view of how
they work together to reduce friction for the companies”.?*! Sir John Lazar
said it was important that “BBB, BPC,**? Innovate UK and all the other
bodies that are flowing here are joined-up and make it easy to crowd-in other
investment.”?*?

135. These agencies have nominal responsibility for different parts of the
pipeline. Ian Merricks noted that the BBB and Innovate UK have an “MoU
for collaboration”, but that it was still “very much siloed” and there was a
need for greater collaboration with the VC industry. He talked about the
responsibility for scale-up support for businesses often being unclear, with
“pinballing around” between “disjointed” agencies to understand “who
within government and the public finance initiatives is supporting companies
on their scale-up journey”. He argued that the MoU “does not solve the
problem?” 244

136. John Flint of the National Wealth Fund set out some of the challenges facing
the bodies in coordination, noting “we are part of that continuum in the
provision of public money. However, it is really dislocated ... the notion of
a seamless service that we can engineer across that landscape is false ...
you have to confront the reality that competition law today means that
organisations cannot talk to each other about something as basic as pricing.”
He said that closer coordination was “probably the right ambition”, but “we
just are not organised for it ... if anything, the landscape has become more,
not less complicated.”?*

137. As previously noted, several witnesses, such as Irene Graham, ?*° told us that
Innovate UK needed to be given the ability to “follow on and join up”. She
said the government could look at the “referrals mechanism” under the Small
Business, Enterprise and Employment Act 2015 that would refer companies
to further stages of support or future investors.?*’

138. The Government recently announced a new Strategic Public Investment
Forum which will bring together the CEOs of the public financial institutions
with a view to “improving coordination” between them, including in
supporting the Industrial Strategy and growth missions.?*® The Government

241 Q 83 (Sir John Kingman)

242 British Patient Capital, which is now a fund run by the British Business Bank.

243 Q 99 (Sir John Lazar)

244 Q 114 (Ian Merricks). Mr Merricks’ full quote illustrates the issue: “One of the tasks of our ScaleUp
Investment Mission work was to understand who within government and the public finance initiatives
is supporting companies on their scale-up journey, with investor readiness and guidance around what
the investment milestones might be. The Treasury thought it was the British Business Bank; the DBT
thought it was the British Business Bank or Innovate UK; the British Business Bank said, “We don’t
have a mandate for that; we don’t have any specific company support programmes”. DSIT said, “Do
keep us in the loop; we’re working with Innovate UK to consider this”, and Innovate UK said, “Much
greater effort is definitely needed to drive this system integration, we’ll need partners to help deliver”.
That I describe as my pinball onepager. It was that difficult—I had to go through 10 painful meetings
to get to that. If that pinballing around of public finance initiatives’ support for scaling companies
on their funding journey—quite a basic set of milestones and metrics—is this disjointed within
government, an MoU between two public finance institutes, forgive me, does not solve the problem.”

245 Q 253 (John Flint)

246 Q 112 (Irene Graham)

247 Q 114 (Irene Graham)

248 HM Treasury, Policy Paper: Launch of the UK Strategic Public Investment Forum, 19 March 2025
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provided a “high-level guide” mapping the remit, stages of commercial
maturity, and types of support provided by each of the institutions alongside
this. Lord Vallance described the meetings as “an important step”, calling
on Innovate UK, the BBB, and the NWF to share information and due
diligence more effectively.?*® He agreed that “there are lots of fragmented
schemes” but believed that “the business growth service in the [Department
for Business and Trade] is supposed to be the front door for all of it. Its aim
is to be the place that stops you having to navigate further because it will do
the navigation for you and put you in the right place.”?*°

Scale and consolidation

Despite recent increases in funding to the public investment bodies, the
UK’s NWF and BBB combined are still far short of the scale of sovereign
wealth funds internationally with which they compete [see Box 2]. These
organisations are still relatively new; the British Business Bank was set up in
2014, the UK Infrastructure Bank in 2021 and it was reconstituted as the
National Wealth Fund in 2024.

Before the announcements in the Spending Review, witnesses had called for
the NWF and BBB’s scale to be increased. For example, Saul Klein told us
that the “British Business Bank and what is now the National Wealth Fund
have been on a really good journey for the last two or three years, but they
are still too small.”?*! John Flint of the National Wealth Fund noted that it
was “only four years old ... it will take more years of building the balance
sheet and proving we can do this”, but that “assuming that we can finish
proving the model, there is every reason why it should get bigger.”*? Dame
Fiona Murray emphasised the importance of larger investments, saying that
it was necessary to make sure “public money goes to amplify scale instead
of giving little bits of money to everybody and spreading it like butter across
the system.”?>?

Box 2: International public investment bodies

There are a wide range of public investment bodies in other countries. They
have varying sizes, scales, roles in the economy, objectives, tools and means for
delivering on those objectives, and models of governance, and different influence
or control by the relevant governments over their activities. Some of the larger
overseas sovereign wealth funds and public investment banks have existed for
many decades, while the NWF and BBB are relatively new. A comprehensive
survey of all of the international sovereign wealth funds and public investment
bodies is beyond the scope of this report, but we briefly describe here some of
the public investment bodies mentioned in our evidence.

249 Q 281 (Lord Vallance of Balham)
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252 Q 247 (John Flint)
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Bpifrance operates as France’s national investment bank. It was formed in 2012
by the merger of previous public investment bodies, and is wholly owned by the
French State and the main French state bank Caisse des Dépaots. It offers direct
equity investments into technology companies at all stages, co-investments with
private VCs and institutional investors, loans, loan guarantees and innovation
grants, export finance support, and dedicated funds for frontier technologies.
It reported that across these instruments, it injected €60 billion into the French
economy in 2024. Its equity holdings involve managing over €36 billion in
assets. Amongst a 1,000-company portfolio, Bpifrance has taken significant
stakes in large French companies, including at one time holding 10% of Orange,
12% of Peugeot, 13% of ST Microelectronics and 20% of Eutelsat. France also
maintains the Caisse des Dépdts as a financial institution that manages its
publicly held and nationalised industries.

Germany’s KfW (formerly Kreditanstalt fiir Wiederaufbau) is the German state-
owned investment and development bank, first formed after the Second World
War as part of the Marshall Plan. It invests in housing and the environment, small
and medium enterprises through the KfW Mittelstandsbank, development aid,
export and project finance, and as a state shareholder for Germany. For SMEs,
it provides loans, equity, and mezzanine financing. In 2024, the KfW provided
€79 billion of financing in ‘domestic promotional business’ (which excludes the
export, project, and development financing activities). Its total assets stood at
€545 billion at the end of 2024. KfW also invests directly in VC funds through
KfW Capital, which invested €1.3 billion directly into VC funds in 2022.

Singapore’s wealth funds are significant. The two main sovereign wealth funds
are GIC and Temasek. Temasek was initially founded in 1974 with a portfolio
of state-owned companies; it now operates as an active shareholder and investor
multinationally with a net portfolio of $288bn. It invests mainly in equities, and
owns many assets and companies outright. While it is a multinational investor,
it retains a focus on Singapore; 27% of its portfolio is held in Singapore by
underlying assets, and 52% of the companies it invests in are headquartered
in Singapore, as of 2025. This represents a significant home bias. GIC is less
transparent about its holdings, according to the Financial Times, but they
consist of a mix of equities, bonds, and assets, with a goal of generating a return.

Global SWF hosts a league table of all state-owned investors, including Central
Banks, Sovereign Wealth Funds, and Public Pension Funds. UK institutions
appearing in the top 200 of that global league table are the Bank of England
(59th with $194bn estimated assets), the Border to Coast Pensions Partnership
(local government pension fund pool), 115th with $81bn in assets, Northern
LGPS (122nd with an estimated $88bn in assets), London CIV at 149th with
$58bn under management, and the National Wealth Fund at 184th with an
estimated $36bn in assets available to it. The top ten institutions on the list all
manage over $1 trillion. While this is a crude comparison between very different
institutions, it does illustrate that the UK’s ‘public sector’ institutional investors
are much smaller in scale than many comparable bodies from overseas.

Source: Written evidence from Boardwave (SUKO0053) (on Bpifrance); Bpifrance, 2024 activity report: €60
billion injected into the French economy and €896 million in estimated net income , 13 February 2025; Bpifrance,
Sovereign Wealth Funds and Long-Term Investors [accessed 18 August 2025]; International Forum of Sovereign
Wealth Funds (IFSWF), International Forum of Sovereign Wealth Funds (IFSWF), Bpifrance [accessed 18
August 2025]; Caisse des Dépéts Groupe, Rapport annuel 2022; KfW Promotional Figures 2024 ,21 March 2023;
KFW, Press release: Financial statements 2024: KfW in a strong position as it enters 2025, 3 March 2025; KFW,
KfW Capital in 2022 [accessed 18 August 2025]; SWF, Ranking [accessed 18 August 2025]; Financial Times,
How Singapore’s wealth fund punted its way to prosperity, August 15 2025; Temasek, Our Portfolio [accessed 18
August 2025]
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Figure 4: Global Sovereign Wealth Funds by size
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Source: Data taken from GlobalSWF.com. Figure shows the 15 largest SWFs, as well as the National Wealth
Fund and Bpifrance. Excludes other categories such as Central Bank reserves and pension funds.
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Irene Graham described the importance of “long-term, at-scale interventions”
and “long-term institutions that are present throughout and permanent”,
such as Germany’s KfW, the US Small Business Administration, or France’s
Bpifrance. She noted that: “We have the equivalent here in the British
Business Bank, in our development banks in devolved nations, and in
Innovate UK, but are we making them permanent ... ?”?%*

Other witnesses talked about different powers for the public investment
bodies. Chris Vann suggested that more loan financing might be helpful
for scaling-up companies, saying that “people always think companies like
mine are looking for cash injections ... but for the manufacturing facility, for
example, it could have been given as a loan ... some form of future tax relief

. would have been equally appealing to us ... Frankly though, the types of
loans that we would need to support building a factory just did not exist for
us from the UK Government or the National Wealth Fund.”?>

John Flint, CEO of the National Wealth Fund, suggested that there could
be a role for consolidation of the public investment bodies: “the public
finance landscape is very complicated ... The change in the fiscal rules that
happened towards the end of last year has enormous potential but there is a
very complicated ecosystem around it that could be made to work better.”?>¢
He compared this unfavourably to other countries: “we still have a very
fractured landscape here. Bpifrance has brought a lot of this together under
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one roof; the KfW is a single organisation that provides public finance across
a landscape that is currently served in this country by multiple different
sources.”?’

144. Elaborating on this, he explained that the Government needs to become
“good at being a lender” and that the government should “go from multiple
public finance institutions to one”. He explained that this should include
“anything that involves ... what banks normally do—Ilending, investing or
committing risk capital—where there is a hope or an expectation that you
get it back.” He noted that this would not necessarily include Innovate UK
and UKRI: “The Government’s machinery is brilliant at grant pots. That
does not need to change”. Instead, he argued that consolidation would make
the Government’s relationship with companies at different stages “so much
easier” as one could “have a division that does early-stage capital provision
for technology priorities.” Companies would then be “on the balance sheet;
it is therefore in that entity’s interests to see the value maximised through
the life of the company. Currently, its interests end with, ‘Well, the grant
has been given, or the Series A funding has been given, so we have done our
job’.” He added that consolidation would “get all the diversification benefits
and risk aggregation benefits that the private sector searches for and which
regulators supervise.”?>8

145. Lord Vallance told us that he did “not agree” that “the National Wealth
Fund, the BBB and Innovate should all be one thing” because “they have
very different skill sets and objectives.”?*® The Government has said that it
will establish the NWF on a statutory footing in the National Wealth Fund
Bill, which was announced alongside the King’s Speech in 2024 but has yet
to be introduced.?®°

146. The UK economy has suffered from chronic underinvestment in
recent decades, which has impacted science and technology. The
Governmentsees public sectorinvestmentbodies such asInnovate UK,
the British Business Bank and the National Wealth Fund supporting
scale-up for science and technology companies and crowding in
private sector finance. But the public investment landscape remains
fragmented, overly complicated, and small in scale. Businesses want
a ‘single front door’ to understand the support available at each
stage, but it is unclear which of these organisations is responsible for
that, or whether the business growth service in the Department for
Business and Trade will do this. At the moment there is too often a
‘leaky pipeline’ where companies fall between the cracks.

147. To provide a clear pipeline of support, Innovate UK, the British
Business Bank and the National Wealth Fund must at the very least
work together much more closely, aligning on priority sectors and
companies with direction set by the Industrial Strategy. The Strategic
Public Investment Forum provides an opportunity to deepen this
coordination. The demarcation of responsibility between these
bodies must be made clear to industry to avoid a ‘leaky pipeline’

257 Q 251 (John Flint)

258 Q 254 (John Flint)

259 Q 294 (Lord Vallance of Balham)

260 Farrer and Co, Government announces £7.3 billion National Wealth Fund, 24 July 2024; House of
Commons Library, 2024 King’s Speech: progress of legislation, 2 October 2025 [accessed 23 October
2025]
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where co-tnvestment stops at a certain funding size or technology
readiness level. Each of the ovganisations should track successful
referrals (for example, from a successful Innovate grant to scale-
up funding via the British Business Bank) as a Rey performance
indicator. They should each continue to work on simplifying and
scaling up the offers they have and providing clear guidance.

More investment is needed and the 2024 change to the fiscal rules
provides some latitude to provide this. We welcome the increases in
capital for the British Business Bank and National Wealth Fund, but
both combined are still tiny compared to overseas equivalents such
as Bpifrance of France, KfW of Germany, or Temasek of Singapore,
let alone the larger sovereign wealth funds; in particular, the NWF is
far smaller than overseas public investment bodies. As relatively new
bodies, there are also concerns around their longevity.

At a minimum, the British Business Bank should be put on a
statutory footing alongside the National Wealth Fund to help ensure
permanence and both operations should be significantly scaled up.
But to achieve a properly integrated, diversified and well-resourced
public investment landscape, the various government lending and
tnvesting bodies such as the NWF and BBB should be consolidated.
There is a strong case for including Innovate UK in this structure.
This would allow them to act more strategically, benefit from
diversification and risk aggregation, and provide pooled expertise
and continuity of support, reducing the overall complexity of the
system.

Public sector investment bodies can make more use of debt and
guarantees to unlock private capital. The UK should recognise that
other countries, such as France, Germany, and Singapore, have
more established public development financing, and the Strategic
Public Investment Forum should study in detail what lessons can be
learned from international comparators.

Innovate UK

Streamlining and speeding up grants

Innovate UK is the main mechanism by which the Government awards grants
to private companies for commercialisation. Under the Higher Education
and Research Act 2017 it was brought under the umbrella of UK Research
and Innovation (UKRI) alongside the research councils.

Greg Clark was in favour of Innovate UK remaining with UKRI, but
worried that it had “adopted too much of the research councils’ culture” in
terms of speed of issuing grants, which he thought was too slow.?®! He called
for “much greater agility” which will “include more risk” in deployment of
funds as grants and less fear of audit culture for Innovate UK when grants
were unsuccessful.?®? Tom Adeyoola, Executive Chair of Innovate UK, told
us that efforts were being made to improve the speed of award for grants:
“Between 2022 and now they have reduced the cycle time by 32%, so it has

261 Q 68 (Greg Clark)
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gone down from 173 days to 118 days from end of competition to money
received.”?%3

153. Sir John Kingman, who was Chair of UKRI at the time, defended Innovate
UK’s inclusion under UKRI as helping to “broaden out the work of the
research councils”.?* However, he warned that “there are businesses around
Innovate that have learned how to operate Innovate’s processes to get money
... If, in the end, a business cannot attract private money, that is not a great
sign”.2% Sir John Lazar similarly cautioned against creating “a class of what
we call grantrepreneurs, who are always going back to Innovate UK “,25¢

154. Despite concerns, many witnesses praised Innovate UK’s grants as playing
an important role in the ecosystem. Douglas Brion of Matta.ai said that
“Innovate UK has been fantastic for us” and that the “risk that Innovate
UK took on us at the early stage is the reason why we are here today and
have brought in infinitely more private capital from VCs than it put in”. He
said under its new leadership that it should retain “that pro-risk mentality
for backing entrepreneurs in the super early stages, because that is when it is
most effective.”?*” Sir John Lazar said that Innovate UK had provided “life-
changing” grants for companies at the earliest stages.?*® Tom Adeyoola told
us that “ when you meet start-ups ... it feels like nearly everyone in the room
has had Innovate UK money in some way, shape or form.”2¢°

155. Chris Vann warned Innovate UK against being too bureaucratic, saying that
“the challenge is the administrative burden ... we have to be really careful
in the UK not to swamp people with red tape.”?’° Douglas Brion told us that
“there is an awful lot of documentation, not just in the application process ...
every quarter there are presentations and reports that you have to fill out.”?"

156. Part of this is due to the range of funding opportunities available. The
Communications and Digital Committee, in its report on scaling up,
highlighted this “spaghetti” of well-intentioned government schemes, and
argued that the Government should “resist the urge to launch new schemes,
and instead focus on consolidating and streamlining existing programmes
for maximum impact.”?’> DSIT themselves told us in written evidence that
“the large number of programmes [Innovate UK] now delivers ... risks
spreading its interventions too thinly.”?”® The Startup Coalition called for
Innovate UK to “streamline its plethora of grant programmes”.?"

157. There are a number of third-party firms (grant writers or consultants) that
will help companies apply for Innovate UK grants due to the onerousness
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of the forms and range of grants.?’” Many of the grants are significantly
oversubscribed; Innovate paused its flagship Smart Grants as less than one
in ten applicants were being funded.?”® Tom Adeyoola told us that the “grant
writing industry is obsolete ... because ChatGPT can pass a grant application
today” and that the entire grant application process needed to be “rebuilt
from the ground up” because of Artificial Intelligence (AI). He said this
would “end up with more human-to-human contact: we are going to need
to meet the applicants who get through the filtering process and understand
that they are able to execute the plans that they are putting forward.”?""

Innovate UK and its grants have a difficult but vital role to play in
supporting companies in the early stages: many successful companies
have benefitted from them. However, the grants are substantially
oversubscribed and Innovate UK has historically been slow and
bureaucratic in providing awards, leading to frustration. If Innovate
is to remain within UKRI, it must move at the speed of business—as
one of the Government’s main interfaces with SMEs.

In addition, Innovate UK allocates many schemes and pots of money
with specific, often well-intentioned criteria, adding to complexity,
bureaucracy, and difficulty for SMEs in determining which schemes
they should apply for. This contributes to time wasted in applications
that are unlikely to succeed. Al will require a rebuild of the grant
allocation process, which provides an opportunity to address these
issues.

The rebuilding of Innovate UK’s grant allocations provides an
important opportunity to streamline, simplify, consolidate, and
speed up the delivery of grants. Fewer but faster programmes would
benefit everyone and the Government should resist the temptation to
task Innovate UK’s funding with too many subsidiary goals. Innovate
UK must work to make eligibility for different grants clearer—for
example, through a simplified online portal with a questionnaire.
It must continue to work on reducing the turnaround time for its
grants.

Innovate UK as a ‘due diligence’ body?

Several witnesses suggested that Innovate UK’s role should include due
diligence for technologies, which gives confidence to private and public
investors. Dr Darja Isaksson, Director General of Vinnova, Sweden’s
innovation agency, said that “investors [in Sweden] notice start-ups that got
support from Vinnova and see that as a sign of excellence.”?”® Louis Taylor of
the British Business Bank told us that he hoped Innovate UK could “provide
us with a pipeline of tech-diligenced opportunities across the lines of the eight
industrial strategy sectors” as it “has the expertise ... to do due diligence on
the technology”,?” noting that “companies that get serial support through
the stages from Innovate to us actually perform far better than ones that do
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Part of this has led to the recent pausing and major review of SMART Grants, which were
oversubscribed by a ratio of 10:1-20:1. Business Matters, Innovate UK pauses flagship grants scheme for
SMEs amid major review, 31 January 2025

276 The Times, Innovate UK puts grant scheme on hold for small businesses, 29 January 2025
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not”.?8® This was the ambition that Tom Adeyoola set for Innovate, saying
that “I hope we can become that due diligence engine which shortens the
timeframe for deep tech ... to reach funding.”?8!

162. While individual grants were praised, concerns were raised about the overall
picture for Innovate UK’s grants. Dr David Connell told us that “Innovate
UK no longer publishes an annual report or any information at all on
the £670m expense with businesses.”?®> The new Executive Chair, Tom
Adeyoola, has said that he wants to be more transparent and monitor more
metrics around Innovate UK’s spending.?8®> He also said he wanted Innovate
UK to be “more outcome focused” than focused on inputs. In evidence to
us, he conceded that: “Trying to understand from our side who we have put
money into, who the good companies are, and which are the ones we should
be following is quite a hard question for the organisation to answer.”?84

163. Whether it remains part of UKRI or not, Innovate UK should become
a ‘due diligence’ body that crowds investment into science and
technology companies. Its grants should give confidence to follow-
on investors in the private and public sector that a technology has
potential, and confidence to businesses that there is a real likelihood
of follow-on investment. To achieve this will require much more
transparency to build trust in its processes. Innovate UK does not
publish an annual report and, while it collects a lot of data on the
companies and projects it backs, this is hard to access and could
benefit from deeper analysis.

164. Innovate UK should aim to become a ‘due diligence’ body with grants
that are widely respected. It must play a more active role in identifying
the highest-potential technologies and companies. It should increase
its referrals to the British Business Bank and other sources of scale-
up finance. The number of referrals, as well as the long-term private
scale-up funding raised by the companies supported by Innovate
UK, should be tracked as key performance indicators as part of a
shift to outcome-based reporting. It should publish an annual report
which sets out more details around the sectors and businesses it
supports in line with the Industrial Strategy.

British Business Bank

Convening institutional investors

165. The British Business Bank was given a 66% increase in its funding as part
of the Spending Review so that it will now have a total financial capacity of
£25.6bn and an aim to increase investments to around £2.5bn a year.?®® The
BBB said that:
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283 House of Commons Science, Innovation and Technology Committee, Pre-appointment hearing for
Innovate UK chair, 8 April 2025, QQ 1-37 (Tom Adeyoola). In his pre-appointment session with the
Commons SITC, Mr Adeyoola said that his main priorities in post were:

L4 Introducing metrics to understand the impact that Innovate UK is having

L Defining an “economic model” with which to evaluate future projects

L4 Measuring and improving speed and efficiency of delivery

L4 Measuring and improving the perception of both internal and external stakeholders.
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“The British Business Bank is the largest investor in UK venture and
venture growth capital funds. Our equity programmes have supported
more than half of the UK’s current unicorns—22 UK unicorns have
been supported by the Bank’s equity programmes, representing 56% of
all current UK unicorns.”?8¢

Sir Jonathan Symonds said that the BBB “used to be the last resort because
it was bureaucratic, slow, and inefficient and would eliminate risk”, but
that: “Now we have a vehicle that is competent and ambitious, has capital
and a track record, and can become a meaningful partner to deployment of
capital.”?®” Jan Merricks acknowledged that the British Business Bank was
now the largest limited partner investor in the UK, but he wanted them to
accelerate the Enterprise Capital Fund scheme extension which backs early,
emerging VC funds.?®®

The Long-term Investment for Technology and Science initiative (LIFTS)
is an investment vehicle created by the BBB which enables private investors,
such as the Mansion House accord institutional investors, to co-invest in
UK science and technology companies. However, it is relatively small in
scale, currently just £500m, with £250m of private sector investment from
one pension fund (Phoenix Group) so far.?8° Louis Taylor told us that they
“contemplated it being up to £1 billion ... we are not near £1 billion but we
are at more than £500 million. There are two partners now and we hope
that more still will join that endeavour.”?°

There is also the British Growth Partnership, another BBB co-investment
vehicle, which Saul Klein mentioned as a way that the BBB could “take on
third-party capital”.?’! He described it as “extremely well thought out” and
hoped that “some of the Mansion House group say, ‘Okay, here’s a great
vehicle that we can participate in alongside Treasury’”.?°

Louis Taylor said that “institutions” were “looking at the potential for
investing” in the British Growth Partnership, which would start to make
investments by the end of 2025. He told us that “that individual fund is
not going to solve the whole problem but it will create an opportunity for a
number of influential pension funds to get into the market and to understand
what it is to own these scale-up companies.”?*?

However, Saul Klein also stressed that even local authority pension funds
in the scale of “£25 billion” would be “tiny”, arguing that we need “pools
of capital in the hundreds of billions”.?°* Mr Klein said that “whether it is
LIFTS, the British Growth Partnership or £25 billion local authority funds,
they are all tiny and are all rounding errors. Until we are routinely talking

286 British Business Bank, British Business Bank total financial capacity increased to £25.6bn, 11 June 2025
287 Q 101 (Sir Jonathan Symonds)
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289 British Business Bank, Long-term Investment for Technology and Science (LIFTS) [accessed 18 August

2025]
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291 British Business Bank, British Growth Partnership [accessed 18 August 2025]. The distinction is that

LIFTS invests BBB money into a fund that is managed by a third party, Schroders Capital, while the
British Growth Partnership involves the institutional investors contributing to a fund that is managed
by the BBB itself. Both vehicles are set up to encourage Mansion House institutional investors to
invest in UK science and technology companies.
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about vehicles that are at least £100 billion in scale, we are not doing justice
to our own innovation economy.”?> Mr Taylor acknowledged that there
could be more potential later, saying that he wanted to “have a fund that
is sized in a way that is commensurate with the market’s ability to absorb
the money in a relatively short space of time, such that we can go back for a
second fund.”?*¢ In terms of persuading more institutional investors to invest
in the fund, Mr Taylor said that “the demonstration of the track record” of
their investments was important.?°7

171. We welcome the announced increase in funding for the British
Business Bank, although it is still too small. The Bank’s efforts to
create vehicles for private sector capital, such as the British Growth
Partnership and LIFTS, are commendable, but small in scale relative
to the problem.

172. The Government should use its convening power to encourage more
institutional investors to take part in funds that provide scale-up
capital into UK science and technology companies. The Bank should
publicise the success of these funds as they become established.
Its additional funding could be used in part to increase the scale of
the Bank’s investment in these funds. The Bank should also have
targets to create follow-on funds for LIFTS and the British Growth
Partnership to expand their size over time.

National Wealth Fund

173. The National Wealth Fund, formerly the UK Infrastructure Bank, was
recapitalised with an additional £5.8bn in 2024, taking its total capitalisation
to £27.8bn. It set out some of its investment principles in a June 2025
Statement of intent.**8

Clarifying the new role of the NWF

174. John Flint said that the National Wealth Fund would have “a role to play” in
supporting science and technology companies to scale up, but did not want
to “overstate that role.” He explained that:

“[the Fund’s] mandate has expanded from financing only the
infrastructure required for net zero, or for local and regional economic
growth, to supporting a much broader set of the Government’s industrial
policy objectives. We now have priority sectors defined as clean energy,
which have, to date, occupied more than half of our capital: transport;
digital technologies; and advanced manufacturing. In addition, we have
been asked to explore the role we can play in life sciences, the creative
industries and dual-use technologies with defence applications. We
also have permission to continue to be active in wastewater and natural
capital, so there is a lot of ground to cover there.”?*°

He described this as “a very broad waterfront to cover.” °°
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175. He noted that the NWF was “already committing direct equity into science
and technology companies” and that there was “a list of transactions and
technologies that we have supported.”?°! He explained that: “Our minimum
ticket size is £25 million; we prefer not to consider technologies below a
[Technology Readiness Level] TRL of 7.3%2

176. Aftab Mathur, of Singapore’s Temasek, explained that having late-stage
financing from a long-term backer gave these companies “runway” so that
“they can then really break out.”?

177. Written evidence from IP Group and Parkwalk Advisors highlighted that
“the NWEF’s equity investment function is still evolving, with its earliest
commitments concentrated in infrastructure-related areas rather than deep
tech. Without clear policy direction, there is a risk [institutions including the
NWF] drift toward lower-risk, generalist investments.” They suggested that
the public sector investment bodies “should each publish target allocations for
investment into science and technology companies”, alongside “appointing
scientific and technical advisors to support investment teams, along with
secondment programmes between UKRI, Catapults, and public funders ...
potentially with private sector deep tech fund managers.”3%

178. The National Wealth Fund has a very wide remit and has historically
concentrated on infrastructure and net zero investments. Providing
late-stage capital for growth companies is a new area for the NWF, and
it is unclear how much funding it will allocate to this area compared
to its primary responsibilities, yet it is precisely the late-stage capital
that the NWF is supposed to deploy where the UK has the biggest
gaps. Its role is to invest amounts in excess of £25m at a time and to
coinvest alongside the private sector.

179. The National Wealth Fund should have a specific target for the number
of late-stage (Series C+) scale-up funding rounds for UK science and
technology companies it will support during each Parliament. It
should consider ring-fencing some of its annual fund commitment
target to this goal. Innovate UK, the British Business Bank, DSIT,
and private sector venture capital should help the National Wealth
Fund identify companies that are suitable for scale-up financing in
sectors identified by the Industrial Strategy. Secondments between
these organisations should be established to bring scientific and
technological expertise into the National Wealth Fund. The NWF
should also deepen its relationship with private sector venture funds.

Risk appetite and the long-term UK interest

180. When asked about how the National Wealth Fund could ensure that its
investments benefited the UK, John Flint told us that there was “a good
range of examples of where we have made our capital financing contingent
on the company committing to maintain its capital expansion and jobs in the
UK or to maintain its head office in the UK.”3% On other occasions, finance
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was made contingent on a company listing or re-domiciling in the UK.?%¢
He noted that “at the point at which we are about to put public money into
something, we have significant leverage.”>%’

181. He noted that when it came to risk appetite, the NWF had “a significantly
different risk appetite to the commercial sector—we are taking roughly four
times as much risk as the banks right now—Dbut we also need to get to a point
where we are modestly profitable, and we are not there yet.”?® In evidence
to the House of Commons Treasury Select Committee, he said that: “If we
can get to a state where we are taking risk—and we will be taking losses
along the way, but getting to a position where the National Wealth Fund
is not a drain on the taxpayer—that is a solid foundation for future growth
... It will take several more years to get to a point where we know whether
we are profitable.”?% Saul Klein explained that “innovation is a long-term
asset class. It plays out over 20 to 30 years, not over parliamentary cycles ...
it is really important to keep a long-term perspective here because, if we are
looking for overnight success, we are going to be disappointed.”?!°

182. The National Wealth Fund has made financing contingent on
companies maintaining capital expansion, jobs, or head offices in
the UK. This is an important tool. The National Wealth Fund has a
significant risk budget, but it also has a mandate to ensure a positive
return to the Treasury. It may be difficult to assess that return for
long-term science and technology equity investments.

183. The National Wealth Fund should assess its return on investment in
science and technology venture equity on a sufficient time horizon to
avoid risk aversion. It should continue to explore ways to ensure that
its late-stage scale-up finance supports companies with a serious
commitment to scaling up in the UK. It should have an important
role in assisting with the sharing and reducing of risk, for example
through guarantees and loans as well as equity investments.
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CHAPTER 5: NON-FINANCIAL BARRIERS TO SCALING

While access to finance of various forms is key for businesses to scale,
witnesses also pointed to a range of non-financial barriers. These included
the availability of skills, the environment for standards and regulation and
a lack of networks within the UK. As Professor Charlotte Deane, Executive
Chair of the Engineering and Physical Sciences Research Council, put it, the
Government’s ambition to nurture a trillion-dollar technology company will
need to be underpinned by “skills, infrastructure and discoveries.”?!!

People and skills: visas, skills, career trajectories

Visas

This Committee has an ongoing correspondence with the Government about
the issue of visas for scientists; in particular, the impacts of high up-front
visa costs on the ability of the UK to attract scientists and technologists.
We first wrote to the then Home Secretary, the Rt Hon Suella Braverman
MP, in June 202332 and then subsequently to the current Government
in January and May 2025.3"> The most recent of these letters was due to
the increasing global competition for science, technology, engineering and
mathematics (STEM) talent as a result of the science funding policies of the
US administration, and in the context of the then forthcoming Immaigration
White Paper. Each of the letters has raised concerns about the high up-front
fees required for scientists who wish to immigrate to the UK, which deplete
research funding and can result in young researchers being faced with up-
front costs of £20,000 to bring a family of four over for five years on a Global
Talent Visa before relocation costs are even considered.

Our letter of 30 January 2025 described the UK’s current visa policy as “an
act of national self-harm”. We have consistently called for the UK to rethink
its attitude towards the most skilled migrants and, recognise that it is in a
global race for talent, as well as for more flexibility as to how migrants can
pay the Immigration Health Surcharge. This last measure has been rejected
by the Home Office under the previous and current Governments.>!

Our most recent letter quoted evidence from this inquiry. Sir John Bell
described US science funding policy to us as a “massive opportunity” for the
UK to attract scientists, especially as the most severe cuts fall precisely in the
areas of health and life sciences where the UK has historic strengths:

“Almost everyone I know who are leaders in the biomedical research
space—in fact, I am talking a lot to MIT from the point of view of
recruiting people from MIT to the Ellison Institute—are the best people
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in the best universities in America and they are all saying, ’When can
we move?’”31

188. Similarly, Nobel Laureate Professor Sir Paul Nurse, Chief Executive and
Director, The Crick Institute, told us that now was the time to “put science
at the centre of [the] agenda and shout about it from the rooftops ... We will
be enormously attractive.”>!¢

189. The importance of this issue was reiterated by several witnesses. Dr Alicia
Greated set out the situation: “Imagine you are a family of four ... You would
have to pay over £20,000 up front, which is totally unacceptable ... Our visa
costs are 17 times higher than those in other research-intensive countries
we compared.”?!” Douglas Brion told us that “they need to look at their visa
system. We sponsor some people on the standard work visa, and it took us
six to eight months to get through the process—at the time, that was half the
lifetime of a company.”?!®

190. Jakob Mokander told us that policy was going in the wrong direction: “It is
definitely the case that the increasingly stringent visa and immigration rules
... are further constraining our ability to attract top talent, which then stays
in the UK to do business and innovates on that basis.”?!® Julia Willemyns
proposed going beyond just making visa requirements less arduous and
“headhunting top 1% talent from abroad.”??° Irene Graham recommended
that “we also need to change the language around ... ways in which we are
currently talking about the importance of” attracting global talent.??! Lord
Vallance told us that “we are linking the Global Talent Fund to a taskforce
that can act as more of a concierge service to help some of this work at
the senior level, but it is at all levels where we need to have immigration to
support the innovation and science and technology.”???

191. In a one-off evidence session Sir Adrian Smith, President of the Royal
Society, told us that we have “a visa cost system, which is, on average, 17
times more expensive than any other country. It is insane. Again, it keeps
going back to the lack of joined-up stuff across Government. DSIT will say,
‘We want global talent’, and the Home Office will say, ‘We will try to put you
off>.?323

192. Irene Graham’s organisation recommended that “you need a scale-up visa”
in 2014 to bring in individuals with specific business or technical skills
that are needed for companies to scale up. The Scale-up Worker visa was
launched in 2022, 3** but Irene Graham told us that “one of the big issues
is awareness of it ... we also need to make sure it is designed for what it was

315 Q49 (Sir John Bell)

316 Q 38 (Sir Paul Nurse)

317 Q1 (Dr Alicia Greated)

318 Q 180 (Douglas Brion)

319 Q 11 (Jakob Mdékander)

320 More details in this proposal. Centre for British Progress, Establishing an Exceptional Talent Office for
National Competitiveness, 8 May 2025. Interestingly, the UK did say it would set up a post-Brexit Office
for Talent in No 10 back in 2020 to bring over exceptional scientists, but it seems to have sunk without
a trace.

321 Q111 (Irene Graham)

322 Q290 (Lord Vallance of Balham)

323 Science and Technology Committee, Oral evidence from the President of the Royal Society, 9 September
2025, Q14 (Sir Adrian Smith). Sir Adrian’s evidence was taken separately from this inquiry and we
have therefore not listed him as a witness in Appendix 2.

324 Home Office, Scale-up visa will propel high-growth businesses, 22 August 2022
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meant to do, which is speed up the process”.??® In 2024, only 44 Scale-up
Worker visas were awarded, despite there being an estimated 34,000 scale-
up companies in the UK.??°

The Government has announced a Global Talent Fund of £54m in response
to the changing circumstances around visas, which it says is “designed to
attract a total of 60—80 top researchers (both lead researchers and their
teams) to the UK”.>?” Net migration to the UK fell by 430,000 between
2023 and 2024, so this could be significantly expanded without having any
meaningful impact on the Government’s desire to reduce net migration.>?8
The Immigration White Paper also commits to expanding the Global Talent
Visa route, although is short on details as to how this will be achieved,?**° while
the Government has recently said it aims to double the number of people
coming to the UK on high-skilled routes.?** However, Sir John Kingman was
unimpressed: “I have read the White Paper ... but that section is very short
and rather grudging. My own experience of the Home Office is that their
idea of the sort of talent we might want begins with Nobel prize-winners ...
It is the young people—and their families—that you want.”**! Lord Vallance
noted that “The Global Talent Visa was singled out by the Chancellor ... we
need to make the routes to it easier.”*?

Since we concluded taking evidence there have been significant shifts in the
environment for global talent. On 19 September President Trump announced
a $100,000 fee for the US H1-B skilled worker visa, which is likely to have an
impact on the global availability of such workers and the relative attractiveness
of the UK as a destination for them.?**> In a separate development, it appears
that the Government, prompted by the Global Talent Taskforce, may finally
be considering abolishing visa fees for certain high-potential individuals.?**
It remains to be seen how either of these developments will progress. The
Royal Society’s most recent analysis indicates that UK immigration costs are
still too high for scientists.?*®

Visas for scientists remains a critical area where policy must change
urgently if the Government is serious about growth. This Committee
has repeatedly set out to the Home Office the need for a pro-
active policy to attract global scientific and technological talent, in
particular by addressing the high up-front costs for even those visas
reserved for Global Talent.
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Visa statistics from the Home Office adding up Q1-4 2024, Home Office, Iimmigration System Statistics,
22 May 2025; Scale-up estimate from the Scale-up Institute: Scaleups in the UK, June 2024
Department for Science, Innovation and Technology, Leading lights of UK research spearhead search for
world’s best talent, 18 July 2025

Stats from the Migration Observatory from y/e December 2023/4. The Migration Observatory, Net
migration to the UK - Migration Observatory, 10 June 2025

House of Commons Library, Changes to UK visa and settlement rules after the 2025 immigration white
paper, 20 August 2025

Home Office, Migrants will be required to pass A Level standard of English, 14 October 2025

Q 75 (Sir John Kingman)

Q 291 (Lord Vallance of Balham)

The Guardian, Trump’s £100,000 HI-B wvisa fee could hurt US growth, economists warn, 22 September
2025

Financial Times, UK explores plan to drop visa fees for top global talent, 22 September 2025

Financial Times, Scientists charged too much to come to work in UK, says Royal Society, 21 October
2025; The Royal Society, UK imimigration costs: an international comparison of skilled worker, researcher
and student visas in 2025, 21 October 2025
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196. The UK has a unique opportunity to attract global talent, particularly
from the US, yet the Home Office’s historic unwillingness to review
the barriers for high-potential talent is an absurd act of national self-
harm. The UK Government is lagging behind other countries in this
respect. It should be rolling out the red carpet instead of red tape.
The Committee welcomes the establishment of the Global Talent
Fund, commitments to increase numbers for highly-skilled visa
routes, and recent news that fees may be reconsidered, but the scale
of resources allocated to the Fund are tiny compared with the scale of
the opportunity.

197. The Government should urgently use its new Global Talent
Taskforce and significantly increased funding for the Global Talent
Fund to seize this unique opportunity to attract the scientists and
entrepreneurs of the future to the UK. It is critically important that
the recently hinted abolition of fees for certain global talent is not
blocked by Home Office intransigence.

198. Inaddition, the Global Talent Taskforce mustfind creative andflexible
ways to address the high up-front visa costs more generally for those
it attracts. Independently of other measures, the Government must
change its policy on the Immigration Health Surcharge, allowing it
to be repaid over time. The Home Office should embed the mission
to attract more global talent as a primary goal alongside reducing
net migration. The Scale-up Worker Visa is in need of review as
uptake has been very limited.

Skills

199. The Government acknowledges the importance of skills to the economy.
The Industrial Strategy describes the skills pipeline in an environment
transformed by Al as “critical for attracting globally mobile investment and
transforming businesses.”?*® It has also established a new executive agency,
Skills England.?*’

200. Over summer 2025 Skills England published analyses of the skills required in
the sectors prioritised by the Industrial Strategy. These analyses highlighted,
among other things, demand for digital and technology skills in an era of
Al-driven technological change,*® and degree level training and above in
STEM subjects.?*

201. The fundamental UK research base is strong but there is scope to maintain
and enhance it. Sir John Lazar thought that not enough domestic students
were doing STEM PhDs: “We must find a way to maintain our R&D base
to maintain our lead and then, in a judicious way, attract top talent where
we need it.”?*° While Stian Westlake cited research indicating no shortage of
STEM graduates (as demonstrated by relatively low wages in the field), he
acknowledged that there might be a problem at the elite level, with effectively
two markets for talent.?*!

336 Department for Business and Trade, The UK’s Modern Industrial Strategy, June 2025, CP1337, p 64

337 Department for Education , Press release: Skills England to transform opportunities and drive growth, 22
July 2024

338 Department for Education, Skills England: Sector evidence on the growth and skills offer, June 2025, p 7

339 Department for Education, Skills England: Sector evidence on the growth and skills offer, June 2025, p 8
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However, there is a wider issue about the skills needed to found and scale
a technology business. Greg Clark said that scale up was partly about
“acquiring or developing the skills, attributes and wisdom, as it were, to
grow.”?*> Chris Vann thought there were “not too many people who have
taken products all the way through. We sometimes need to resource things
such as global commercial development resources outside the UK.”3%

Dr Arati Prabhakar, a former Director of DARPA, spoke of US agencies’
success at “coaching researchers at universities on entrepreneurship and
helping them to become bilingual, not just in research and science but in
business.”?** Dr Stefanie Tompkins, Provost at the Colorado School of Mines
and also a former Director of DARPA, echoed this. Coaching was needed
because university researchers were often “abysmally ignorant about what
constitutes a business, what has market value and how to scale it beyond the
one or two prototypes that they know how to make.”?%

A similar point was made by Dame Fiona Murray about the MIT curriculum:
“We really focus on education and training around entrepreneurships and
innovation on our graduate students.” She drew a distinction between the
amount of time available for this broader curriculum in a typical five-year
US PhD course, compared to a shorter UK one, but thought it was possible
to incorporate some elements, along with “a culture in which it is acceptable
to think about turning your PhD into a business”.?*¢

Airbus emphasised the need for “skills pipelines” necessary to commercialise
innovations:

“There currently exists a critical shortage of skilled workers in emerging
technologies such as: alternative fuel systems, material sciences, cyber
and digital, robotics, data analytics, and artificial intelligence (AI).
Without strategic planning, these shortages are likely to be exacerbated
by the rapid pace of innovation required by the industry to decarbonise.”**

Irene Graham also spoke about pipelines:

“If you take the schools environment, certainly our scale-up leaders
want to see more alignment of where the opportunities are in the future
economy and where their needs are ... Are we training the cyber digital
skills in a consistent way? How are we leveraging the private sector into
that? How are we using the maths curriculum to train for the modern
era, including venture capital?”34®

She added that, while schemes such as the Science and Technology Venture
Capital Fellowship were valuable, such skills were needed earlier.>* Lord
Vallance acknowledged that skills needed to be part of an integrated
approach to scale-up.?° In October 2025, the government published its Post-
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16 education and skills white paper.>! The White Paper was mostly focused
on 16-24 year olds rather than adult reskilling.

207. Skills England has made sector-specific assessments of skills needs as
part of the Industrial Strategy. Despite this, and the widely stressed
importance of skills policy, it remains an underfunded area regularly
shuffled between departments. Developments in AI will require
substantial and expanding retraining programmes, both in using the
technology and if it results in workforce reduction across sectors.

208. The Government should ensure that the training it funds as part
of the Industrial Strategy is commensurate with the sRills needs
tdentified by Skills England. It should accept that investment in the
UK workforce will be an ongoing and growing requirement in this
decade and is key to any technological productivity gains.

209. The Government should also consider whether there are sufficient
entrepreneurial sRills in the science and technology research
community. Undergraduate courses and PhD training should
include entrepreneurial training, and particularly placements with
business, wherever possible in order to ensure every student is
exposed to industry. Universities must make better use of links with
their business schools.

Career permeability

210. Aswell as scientists and technologists needing entrepreneurial skills, business
needs scientific skills and government needs both. Chapter 3 covered
some of the issues around innovation investment and therefore technology
expertise in the pensions sector, for instance. Sir Paul Nurse spoke of a
lack of “permeability” between “the discoverers, the translators and the
applied or commercial sector” who did not speak to each other enough.??
Lord O’Donnell drew a distinction with Singapore and France, where civil
servants more routinely move between public service and business.?>?

211. One issue was cultural, as exemplified by the restrictions put on departing
civil servants by the Advisory Committee on Business Appointments
(ACOBA), which he thought could be handled more helpfully to encourage
people to move in and out of the civil service.?** Another major issue was pay.
Lord O’Donnell said “we have the dumbest pay system you could imagine”
and continued:

“Imagine if you are a young scientist thinking of joining the Treasury
and you are going to live in London because that is where Westminster
and things are. Your pay is pathetic but you have got this great pension.
You go to the building society. Are they going to give you a mortgage? No

351 HM Government, Post-16 Education and Skills, October 2025, CP1412

352 Q 37 (Sir Paul Nurse)

353 Q53 (Lord O’Donnell)

354 Q 62 (Lord O’Donnell). In 2023 the Constitution Committee considered porosity between business
and the Senior Civil Service and noted the importance of the role of ACOBA in setting expectations
for those wishing to join the Civil Service but move back to the private sector later. Constitution
Committee Permanent secretaries: their appointment and removal (17th Report, Session 2022-23, HL
Paper 258), para 93. Since we took evidence, it has been announced that ACOBA has been abolished,
with responsibility for departing civil servants moving to the Civil Service Commission: The Guardian,
Post-ministerial jobs watchdog closes as part of UK government ethics shake-up, 13 October 2025.
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chance. They do not pay any attention to your pension. If we switched
one thing, it would be to switch the pay/pension stuff.”3>>

Sir Paul Nurse made a similar point about pay in government research
institutions: “we are still under this silly Treasury restriction. If you are in a
university, there are no restrictions. If you are in a PSRE or laboratory such
as the MRC Laboratory of Molecular Biology at Cambridge ... it is pathetic
what salaries they pay.”?>¢

Angus Hanton thought that the UK political class had less business experience
that its US counterparts and suggested a systematic secondment scheme for
senior civil servants to spend time in business: “We need to stop politicians,
civil servants, and indeed businesspeople operating in such narrow silos
where they do not understand each other’s challenges and motivations.”**’

In academia, the incentive structures can make pursuing an interdisciplinary
career difficult. Sir John Lazar said the UK needed to work out: “How do
you make it easy for an academic to spend time in industry and not destroy
their academic career when they come back? This is happening well in some
universities but not so well in others.”?*® Saul Klein said that “We need to look
at the balance between research ... [and] the knowledge exchange elements”
of academia. He elaborated that: “If I am a professor at a university in the
US, if I move into business, I get accreditation in my academic career. I do
not get that here in the UK. We need to look at that incentivisation”.?*°

The Industrial Strategy acknowledged some of the challenges around getting
business experience into government, including a commitment to build
commercial skills in government through an in-house business academy and
a new approach to business placements which aims to make it easier to bring
industry expertise into government and to place civil servants into industry.>°°

Witnesses emphasised the importance of career permeability
between academia, entrepreneurship, industry, and government,
yet the incentive structures in each of these sectors makes building
portfolio careers difficult. All sectors need to value cross-cutting
experience more for the new ideas, networks, and experience it can
give. Pay structures in the civil service inhibit its ability to attract
and retain top talent, particularly in STEM.

The Government, universities and research funders should
encourage and incentivise careers that involve moving in and out of
the civil service, academia, and industry, work to align incentives
and tmprove the availability of temporary secondments. The
Government and research funders should create more secondments,
fellowships, and placements with business, and set targets to
increase the number of these opportunities substantially. Initiatives
lLike the Venture Capital Fellowships should be expanded.
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To attract young professionals, the civil service should consider
whether its pay offer delivers the highest calibre officials and benefits
to the wider economy. This could include rebalancing the total
compensation away from pensions, providing more performance-
based pay and flexibility in pay scales and developing incentives to
retain specialist talent and expertise. A greater approach to flexibility
in careers that allows greater movement between academia, industry
and government will also help in recruitment and retention for top
talent. This could result in fewer but better-paid civil servants.

Networks

Douglas Brion had a striking anecdote about the power of networks:

“The other difference that I have found in the UK, compared to time
I have spent in the US, is around networks and convening ... I have
genuinely landed in San Francisco airport, met someone over coffee
two hours later and then been taken to a party for hardware VCs by a
stranger. Can you imagine that happening in the UK? ... That is the
ecosystem that we are trying to compete against.”>%!

We heard of the value and power of networks from several witnesses. Sir John
Lazar discussed the “unbelievably efficient network” of Silicon Valley which
fostered strong connections between financiers, entrepreneurs, academics
and universities.>*? Sir John said that the Oxford-Cambridge-London golden
triangle was starting to approach this level of efficiency,*® but there was
more to do to join up professional networks elsewhere.?** Douglas Brion also
pointed to the success of Station F, a campus in Paris with 1,000 start-up
companies and hundreds of VCs, intended to build connections. He thought
this was significant in encouraging growth in France despite their smaller
level of VC investment compared to the UK.>%

Dame Fiona Murray told us that the US innovation economy was highly
concentrated in very few areas:

“Silicon Valley, Boston, Pittsburgh, LLos Angeles and Boulder, Colorado.
These are not all huge. Silicon Valley is unusually large, but it is highly
concentrated. Less than 10 economic areas across the hundreds in the
US make up a very significant amount of the innovation activity.”

She thought that the UK would need to replicate that in five to seven
regions but recognised the political difficulty of that.?*® On Silicon Valley
in particular she noted the presence there of large funds and very high-net-
worth individuals who relied on social networks and connectivity to get
market signals quickly.?¢’

Stian Westlake made a related point about networks and capital: “over time,
we would want to see networks of cashed-out entrepreneurs who are able to
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reinvest in the next generation of businesses as angels®®®, and pension funds
and other institutional investors that increasingly got the taste for investing
in VC because their previous vintages of investments did well.”*%® Dr Darja
Isaksson made a similar point about Sweden:

“We had that culture change early on with the first and second waves of
entrepreneurs who, ever since, have been reinvesting. We see successful
ecosystems of new start-ups coming from early employees and founders
of companies such as Klarna and Spotify.”*"°

The Government recognises the value of networks, or clusters. L.ord Vallance
noted that “pretty much everything” in Cambridge, Massachusetts, including
VCs, was in walking distance: “when somebody goes into a company as a
young researcher: if that company falls over, they do not really care that
much, because they can walk next door and join that one instead.”®”! The
Government is mapping clusters, such as the Oxford-Cambridge corridor,
with the Industrial Strategy identifying 19 separate clusters, but Lord
Vallance noted a lack of local VCs in many of those clusters.?’> In Cambridge,
Massachusetts “VCs are local. Although they can invest internationally, they
do not; they invest locally. They want to walk to the lab, look the scientists in
the eyes, and check that they are doing what they think they are doing and
that they are high quality.”?”

Witnesses pointed to the power, efficiency, and speed of the science
and technology network in Silicon Valley. Strong connections exist
there between financiers, entrepreneurs, and universities, reducing
the time taken to make the connections needed to scale up. Similar
connectivity has been achieved at MIT which provides a highly
effective model for UK universities. The issue brings together most
of the problems we have been considering in this report: availability
of capital where it is needed, expertise for investors, entrepreneurial
skills for researchers, permeability between different fields.
Improving each of them will create networks; fostering networks will
in turn improve those elements.

One way of fostering networks was suggested by Dr David Cleevely. He
thought a decentralised “concierge service” could help build the connections
we have been discussing.’”® This would provide 50-100 selected firms
with relationship managers, drawn from industry and with “authority to
coordinate across government departments and agencies on issues such as
regulation, talent, public procurement, export support and finance.”*” He
said that this would not be “a new body but ... a new system and a new set
of processes that would use the resources of existing bodies ... and would
[connect] them so they can make better use of their resources”.?"®
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Similar proposals were made in written evidence, including from the
Academy of Medical Sciences, Vertical Aerospace and Oxford Nanopore
Technologies.?”” Vertical Aerospace noted that:

“In other countries, businesses benefit from economic development
agencies that offer integrated support. In the UK however, the support
ecosystem is split across institutions like the Office for Investment, UK
Export Finance, the National Wealth Fund and the British Business
Bank. Government should consider streamlining this architecture or
introducing a chaperone function that helps companies and investors
navigate it.”3"®

Irene Graham described the challenge as “actually writing to our emerging
growth and innovation businesses and pinpointing them towards a range of
the services that are available in government? We are not actually joining
that up yet”. She compared it to “the concierge-type service that you see
in Bpi[france], the account management we see in Ireland, in the Small
Business Administration in the US, in Denmark, and indeed in Scotland,
which is working well”.>”

Dr David Cleevely set out his proposals in detail in written evidence to the
Committee.?®® He noted that a version of the concierge service was included
in the Industrial Strategy, although this, under the Office for Investment,
appears to be aimed more at international investors.?8! A different scheme,
anticipated by Lord Vallance in oral evidence, appears in the Government’s
Life Sciences Sector Plan. Action 23 is the establishment of “a dedicated service
to support 10-20 high-potential UK companies to scale, invest and remain
domiciled in the UK?”.?% The companies would be selected and “a small
team in the Office for Life Sciences will help people navigate the system and
will give a bespoke service to those companies to help them get to the next
stage.”?® It would “not be permanent; it will be to overcome certain things,
and then they will withdraw.” Lord Vallance mentioned the creation of a
business growth service in DBT under the Industrial Strategy and said that
this “is supposed to be the front door for all of it. Its aim is to be the place
that stops you having to navigate further because it will do the navigation for
you and put you in the right place”.?%*

Several witnesses have suggested the idea of a ‘concierge service’
for high-potential technology companies to help them navigate the
complexities of government support and regulation, and unblock
issues preventing them from scaling. The concierge service proposed
in the Government’s Life Sciences Sector Plan is a promising
initiative, but it is restricted to life sciences.
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Thereis a clear role for a ‘concierge service’ to identify high-potential
science and technology companies and refer companies on a fast-
track basis to decision-makers in bodies, such as regulators, the
Regulatory Innovation Office, public sector investment bodies and
the Office for Global Talent, and to guide them through the scaling
up process. The concierge service must not only provide advice
but also be empowered to intervene swiftly to clear blockages. The
Government could choose to deliver this through DBT’s business
growth service or its proposed Life Sciences concierge service. The
key is that the concierge service must be authoritative and have the
power to intervene and speed up processes and decision-making.

The Government must strengthen the density and connectivity of the
UK science and technology networR, particularly in specific clusters.
These networks need a concentration to reach critical mass; it is
better to focus on a smaller number of them. This could include
creating start-up campuses like France’s Station F, fostering its own
network of ‘scale-up champions’, which could be venture capital
tnvestors or technologists, or hosting regular convening events.

Standards and regulation

Products and services need to conform to the relevant standards and
regulatory requirements. Navigating those is one of the challenges facing
scaling-up businesses with innovative products and one of the reasons why
initiatives such as the concierge service have been proposed. Standards are
important for bringing new or revised products to market, helping to build
cohesion in emerging technologies and enabling innovators to demonstrate
to customers features, benefits and risks of their product and to demonstrate
systematically its advantages of competitors.

The British Standards Institution (BSI) argued that, used strategically,
standards will shorten the innovation cycle, help bridge the ‘valley of
death’ and build trust with investors.’®® This encompasses not only the
product itself but also the process of innovation. For instance ISO 56001
offers a systems approach to reduce uncertainty and increase the likelihood
of successful innovation, while ISO 56002 includes eight innovation
management principles.’®® The National Measurement Laboratory made
a similar point: metrology and standards “play a key role in de-risking/
supporting [commercialisation and manufacturing], by ensuring that raw
materials, prototypes/products and processes are ‘as claimed’, reproducible,
fit-for-purpose and safe.” It argued that metrology and standards should be
embedded in the Industrial Strategy and the UK’s leading position in the
field should be maintained with long-term support, investment and industry
collaboration.>®’

Saul Klein characterised standards and regulation as being about “creating
conditions for people to feel safe to innovate.”?®® Chris Vann of Autolus
Therapeutics made this more concrete: “we need guidelines that are
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international so we can move our products across borders, apply the same
standards and so forth.”*8° He added that Autolus was directly engaged in
setting standards in order to “take away some of the complexity to deliver
the product.”?%°

235. Witnesses thought that the UK was already in a strong position as an
international standard setter. Jakob Mokander argued that the UK could be
a force for the harmonisation of standards internationally in a fragmenting
geopolitical landscape, pointing to the work of the Al Security Institute,**!
while the Institution of Engineering and Technology (IET) argued that there
was an opportunity for the UK to take a leading role in standards setting
for quantum technologies.?*> The Association of Innovation, Research and
Technology Organisations (AIRTO) drew attention to the capability of its
members in collaborating in the process.?*?

236. Dr Scott Steedman, Director-General, Standards, BSI Group characterised
standards as an “information scaffold for start-ups to scale up” and thought
that historically the UK had been “dismissive” of standards as an engine of
growth. He thought it was important to change that mindset and for people
in the UK to set “standards, including regulations, [as] part of the landscape
of business information that companies need to understand and exploit
in order to be successful.”?** He pointed to a lack of education in business

schools, in contrast with Korea, where standards are taught from primary
school.?*

237. Lord Vallance argued that:

“If you do that and get the standards right, you become quite attractive
to companies because, although companies do not like rules that stop
them, they like things that give them some certainty so they have a level
playing field.”*¢

238. Standards can be potential enablers for start-up companies with new
technologies to gain a significant competitive advantage if they are
involved with the process of international standard-setting. The UK
has significant standards bodies (especially the British Standards
Institution) and public sector laboratories (such as the National
Physical Laboratory) that can help in the underlying measurements
and would benefit from greater participation in international
standards-setting meetings.

239. In our previous report on engineering biology, we concluded that:

“If the UK is to become a leading nation in engineering biology, it needs
world-leading regulators that can anticipate areas where regulatory
clarity is needed, and set out a very clear regulatory path to market for
new technologies with swift timelines for assessment and approval.”>°7
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The issue goes wider than engineering biology. All innovative companies
need a flexible, open and predictable regulatory environment in which to
flourish. The Government recognises this. In October 2024 it announced the
creation of the Regulatory Innovation Office (RIO) to “reduce the burden for
businesses hoping to bring new products and services to the market in some
of the UK’s fastest-growing sectors.”**® Lord Willetts was announced as its
Chair in March 2025.%°° It has been described by techUK as “a 20-person
strong directorate within DSIT.”4%°

The RIO was set up to help innovative regulation proceed. It set out its initial
areas of focus as drones, engineering biology, space and Al in healthcare. 4
Saul Klein said that he welcomed the establishment of the RIO which should
be about “creating conditions for people to feel safe to innovate.”*°?

Witnesses such as Sir John Bell,**®> Lord O’Donnell,*** Sir John Lazar,**> Dr
Patrick Rose, of Germany’s SPRIND,*® and Douglas Brion*’’ raised the
speed and stability of regulation as a key issue. Julia Willemyns illustrated
the point:

“If you have a bioengineering company and it is going to take you three
years to go through the MHRA, when the market in the UK is much
smaller than anywhere else, you are going to go elsewhere to try to scale
your company.”4°8

Start-ups and other companies have expressed a desire to see a single ‘front
door’ to understand the regulatory implications of any new products.**® Lord
Willetts, though, was unclear about whether the RIO would be able to do
this, saying that “we are quite a small, low-cost operation. At the moment
there is no single, easy front door where people can just go to a website
and leave us a regulatory problem that we then engage with. That would
be an increase in our role, and we do not have the staff or capacity to do
it”.*1% Instead, it would act as a “convener” between regulators, in fields like
engineering biology where many can potentially be involved.*"' Nonetheless,
he did say that the RIO could act as a “shortcut. When there are specific
companies that have a specific problem, we can say, ‘Hang on, how can you
possibly defend regulation X? We really need to do something about it.””4
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244. He told us that regulators regularly ask for more resources to be able to engage
with small businesses, and the RIO has a limited budget to provide this,
as it incorporated the previously existing Regulators’ Pioneer Fund which
provided funding for regulators to encourage innovation.*" It has done so for
the Food Standards Agency to help it regulate alternative proteins.** Lord
Vallance described the RIO as an “un-blocker of things”.*!

245. In parallel to the efforts undertaken by RIO, there is an effort led by the
Treasury to reform regulation and encourage regulators to support economic
growth.*¢

246. The Regulatory Innovation Office should be important in promoting
pro-innovation regulation in key sectors, but it is significantly
underpowered. Start-ups and other companies want a single ‘front
door’ to understand the regulatory implications of any new products,
but the Regulatory Innovation Office is not empowered or resourced
to provide this. Regulators regularly ask for more resources to be able
to engage with SMEs and innovation, which the RIO is not resourced
to provide. As it sits within DSIT, it does not have authority over
regulators in other departments.

247. We welcome the establishment of the RIO, but its role, intentions,
and powers need to be set out and clarified. There is a clear demand
in the system for additional resources for regulators to engage with
innovative technologies. The Government should investigate the
best way to provide this, perhaps through an expanded Regulators’
Pioneer Fund available to the RIO. The efforts of the RIO need
backing from the centre of Government if it does not have powers
over other regulators; it should be aligned with the pro-growth
regulatory reform agenda led by the Treasury.

248. The Government should establish a ‘front door’ for innovative
companies to contact to understand the regulatory implications of
products and services they might develop. This could be a function
of the RIO but it will be unable to perform these functions with its
current resources. The task could alternatively sit with the Business
Growth Service, or another body such as a concierge service as
described above.

Research foundations: R&D funding, universities, spin-out companies

University funding

249. This inquiry has focused on the scale-up stage of company growth, founded
on the understanding that the UK’s fundamental research and start-up
environments are sound. Nonetheless, to promote the late-stage growth
with which we are concerned it is necessary to nurture and enhance the
foundations. The importance of this was highlighted by Dame Fiona Murray:

“The willingness of the university system in the United States to fund, at
very significant scale, labs, research activities and infrastructure in this

413 Department for Science, Innovation and Technology, Guidance: Regulators’ Pioneer Fund round 4, 22
May 2025
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somewhat small handful of places has been extraordinarily important in
driving economic growth. The evidence suggests that it really is a very
important piece of the economic growth story.”#”

Universities are under sustained financial pressure. In November 2024 the
Office for Students estimated that up to 72% of higher education providers
could face a deficit in 2025/26.%® This affects research because, as Professor
Richard Jones told us, it is not funded to full cost in universities, but only
partially by grants from UKRI, and is “essentially sustained by cross-
subsidies, generally from overseas students.”*’® The number of these is
declining as the government seeks to reduce immigration.*?° More widely,
analysis presented to Universities UK shows that the real value of tuition fees
has been eroded by a third by inflation.*?! In written evidence, Universities
UK also pointed to “years of tuition fees being frozen and government action
to reduce international student numbers” as the main causes of the problem.**?
Sir John Kingman described himself as “very concerned about the condition
of the British university system.” He told us that: “The funding system is
now under extraordinary strain—effectively, I do not think it is working any
longer”, arguing that a first-principles look was needed at the overall funding
picture.*??

Dr Alicia Greated of CaSE said that the most important campaigning
issue for them was “around the long-term sustainability of the R&D
system, particularly universities.”*?* She said that “the financial pressure
that universities are under is absolutely acute and significant”, and that
they provide important facilities for basic research as well as translation,
innovation, and knowledge diffusion.*”® Professor Jones added that the
UK was “an international outlier in how much of its public sector research
happens in universities”,*?® illustrating the importance of this issue for the

public sector’s wider research environment.

The risk is that the UK loses its advantages in research through insufficient
care about the cumulative impact of spending decisions. Dr Greated told us
that “individual universities are making their decisions relating to these cuts
in isolation ... as the UK, we do not have oversight of these decisions and
how they will impact us when we aggregate them across the UK.” This could
result in “complete loss of certain R&D fields in the UK” across universities
and businesses, as well as impacting skills provision.**

The Spending Review did not contain any significant answers to the university
funding crisis, despite announcing longer-term budgets for research and
innovation,*?® while the Government announced in the Immigration White
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Paper that it was consulting on introducing a levy on international students,
which would likely further erode the financial position of the universities.*?°
In September 2025, the Government confirmed the introduction of the levy,
stating that it would be used to fund reintroduced means-tested maintenance
grants.**® In October 2025, the government confirmed that it would index
tuition fees in line with inflation in future; however, this will not make up for
the erosion in their value due to inflation over previous years, or the decline
in income from international students.**

254. Universities have a key role to play in basic research, the talent and
spin-out pipeline, and at various stages of commercialisation. The
university funding crisis, caused by inflation-eroded tuition fees and
a clampdown on international students, is still unresolved, despite
the move to index tuition fees in line with inflation. This has serious
implications for the future of UK scientific research and STEM
education which rely on university finances. Rather than addressing
this issue, the Government will introduce an international student
levy which will make the situation worse. The Government cannot
afford to take the UK’s strong research base for granted; nor can UK
R&D afford a disorderly shrinking of the university sector.

255. The Government urgently needs to set out a long-term plan to
restore financial sustainability to the university sector, particularly
when it comes to research. Introducing an international student levy
is likely to be self-defeating, robbing universities of both talent and
SJunds, even when coupled with the reintroduction of grants.

Spin-out companies and intellectual property

256. We have taken some evidence on university spin-out companies over the
course of the inquiry. We have heard that universities have got better at
spinning out companies; Sir John Bell said that universities were “quite good
at spinning out small companies, and the UK numbers from big institutions
are actually as good as the American numbers” but that “what we do not do
is build them into real companies.”**? Sir John Lazar said that the Cambridge
ecosystem had “a strong stream of spinouts from the university and very good
angel investing” and could be replicated elsewhere.**> He noted that £2.6bn
was given to spin-out companies in 2024, but fewer bigger investments were
being made to help them scale-up.*** Similarly, Irene Graham described the
UK as a “a very good start-up and incubation nation”.**®

257. Various witnesses raised the issue of universities taking too much equity
in the companies that they spun out. Dr Patrick Rose of SPRIND** told
us that: “We have had experience here in the UK with several universities
where they will say, ‘We want 30% of the company, royalties and licensing

429 UK Council for International Student Affairs (UKCISA), The Immigration White Paper—your questions
answered,12 July 2025

430 Department for Education, Press release: Targeted maintenance grants for students to be reintroduced, 29
September 2025

431 BBC, University tuition fees in England to rise with inflation every year from 2026, 20 October 2025
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fees.” That company is dead on arrival.”**” Jakob Mokander said that he had
recommended “capping the overheads that universities take from technology
spin-outs and start-ups, and facilitating different ways of sharing patents or
intellectual property rights”.4%8

The Independent Review of University Spin-out Companies by Professor Irene
Tracey made this point**° and since then the average equity stake universities
take has been falling. Sir John Lazar said that ““The Government responded
very well to [Irene Tracey’s] report. We have seen TenU*¥° standardising
spinout terms. The average stake that the universities are taking is dropping,
but it is still a process that is very laborious for many companies.”**!

Some witnesses suggested that funders should have a role to play in shifting
their incentives. Dr David Dent argued that: “The emphasis on publications
as the primary measure of ‘research excellence’ for career advancement
discourages researchers from pursuing commercial opportunities that
require patents” and suggested that funders of research should “incentivise
and value patents” and “provide interim funding for researchers delivering
high-value patents”.**> Dr Stefanie Tompkins made a similar point: “It is
easier to count papers and citations ... than ... something related to this
broader entrepreneurial mindset.”*** UKRI has recently published a register
of UK university spin-out companies.***

Universities have succeeded in recent years in producing a promising
group of spin-out companies. Universities and UKRI must continue
to prioritise and incentivise the production of intellectual property
and patents, as well as pure research, to allow academics to have
time and space for spinning out and commercialisation. There is
a continued need to standardise the terms of university spin-out
companies in handling intellectual property and for them to keep
their equity stakes in spin-out companies reasonable, as suggested by
the Independent Review of University Spin-out Companies. Patents
are a crucial step on the road to innovation and should be encouraged
and incentivised.

Government funders of research such as UKRI should incentivise
and track the number of patents that their funding has supported as
a key performance indicator, as well as using their register of spin-
out companies to monitor progress in this area. The Government
and universities should continue to worR on implementing the
recommendations of the Independent Review of University Spin-out
Companies.
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CHAPTER 6: LEADERSHIP, CROSS-GOVERNMENT
COORDINATION AND DELIVERY

262. Many witnesses stressed the importance of cross-government coordination
to deliver on addressing the scale-up issue, as discussed in Chapter 2. Saul
Klein told us that, on skills, “the challenge ... is not a single-department
challenge; it is a DSIT-DBT-DfE-Home Office challenge, and a Whitehall
co-ordination challenge.”**> Written evidence from AIRTO emphasised that
“The Science and Technology Framework is owned by DSIT but for it to
be successful it will need collaboration across government and industry—a
‘whole-government strategy’ approach that can mobilise the UK’s private
sector ... this requires practical mechanisms to facilitate cross-government
collaboration”.**® The Royal Academy of Engineering stressed the importance
of a systems approach:

“The success of the Industrial Strategy depends in large part on the
Strategy adopting a systems approach. Systems-based approaches are
an essential enabler for achieving the government’s objectives; applying
systems thinking principles and tools across the Industrial Strategy will
enable better results with fewer resources in more lasting ways. Adopting
a systems approach will enable risks to be mitigated more effectively
and ensure that the different elements of the strategy work together
as a coherent whole. A key element of this approach is understanding
interdependencies between different parts of the strategy, in order to
identify both fragilities and opportunities to aggregate value and reinforce
outcomes. This is crucial given the overlaps and interdependencies across
the growth-driving sectors, the emerging sectors and technologies and
the foundational sectors, and the policy levers.”*4’

263. Serendipity Capital suggested that the Government should “create a scale-
up capital dashboard, which would publicly track and publish the amount
of domestic capital going into Series B/C by sector; number of ‘breakout’
UK tech companies per year; public-private fund flows; UK vs US/EU
benchmarking for deep tech scale-ups.”*%®

264. The Industrial Strategy’s Digital and Technologies Sector Plan sets out ambitions
for the UK to become the third best place to scale-up a company and securing
a trillion-dollar technology company by 2035. It also includes a section on
implementation, where the Government commits to establish a “robust
approach to measuring the impact of this Sector Plan”, including tracking
“a range of microeconomic and macroeconomic metrics” via the Industrial
Strategy Council.**° Possible metrics suggested include VC investment, value
of business R&D, number of spinouts and value of foreign direct investment.

265. The Minister, Lord Vallance, acknowledged the need for coordination across
many elements of Government and monitoring a range of metrics, stating that
addressing scale-up “requires everything covering regulation, procurement,
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finance for scale-up, skills and international collaboration, and indeed there
are metrics against each of those things that will be looked at.”’*° On the
metrics, he said that “my desire would be to make as many of those things
public as possible so that we can hold our own feet to the fire”.**! In written
evidence, DSIT described itself as “uniquely positioned to coordinate on
delivering government’s S&T strategy” and stated that “cross-departmental
collaboration will also be supported by the Science and Technology Cabinet
sub-Committee, chaired by the Prime Minister.”*>?

266. Lord O’Donnell was sceptical of the effectiveness of a standard Cabinet
committee fulfilling this coordinating function, preferring a structure similar
to the National Security Council, which “would be the group of politicians
who are relevant in the different areas, plus the key delivery agencies or
Permanent Secretaries.”*>?

267. The Industrial Strategy sets out overarching targets for the UK to
become the third-best place in the world to scale up a technology
business, and to achieve the first $1-trillion tech company in the
UK by 2035. Getting this right requires coordinated action across
Government departments and public bodies, including No 10, the
Treasury, DSIT, DBT, DfE, the Home Office, delivery departments,
UKRI, Innovate UK, the British Business Bank, the National Wealth
Fund, procurement authorities in government and regulators. This
coordination has proved difficult to achieve in the past, particularly
when departments pull in contradictory directions, despite the
existence of bodies such as the Growth Mission Board and National
Science and Technology Council.

268. DSIT has a ‘horizontal role’ to play across government, both to achieve
the broader mission of commercialising and scaling up science and
technology, and to act as a centre of scientific and technological
expertise for Government.

269. The Industrial Strategy commits DSIT to establishing a “monitoring
and evaluation frameworR” for its ambitions around the technology
sector. This should track metrics including:

. the amount of scale-up funding at different rounds that UK
science and technology companies are receiving, quarterly,
including investments by the British Business Bank and
National Wealth Fund and from institutional investors via the
Mansion House process;

. the ratio of foreign to domestic capital in late-stage funding
rounds and valuations of technology companies (for example,
the number of unicorn companies);

. the number of spin-out companies, patents, and research
publications supported by UK Government funding;

. the total value and speed of Innovate UK grants awarded;
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. business R&D expenditure, foreign direct investment in R&D
and greenfield infrastructure;

. the value of innovative procurement contracts or procurement
contracts with UK-based SMEs, broken down by Government
department and measured relative to SBIR targets;

. the numbers of people enrolled in STEM skills training and the
number of STEM and digital visas issued; and

. the number of domestic initial public offerings of companies or
acquisitions versus the number of technology companies sold
or floated overseas.

The Government should commit to regular public reporting of these
metrics, every six months, tllustrating the progress of its overarching
mission to improve scaling up for technology companies. Critically,
this must spur action: the metrics should feed into the cross-
government committees (including the Industrial Strategy Advisory
Council and the Strategic Public Investment Forum) to spur further
policy actions when one or more indicators is lagging behind.

But this is not sufficient. A continued lack of coordination demands
a new and more robust structure to provide leadership, which
is needed from the top or there will be no progress. It should be
coordinated by the National Council for Science, Technology and
Growth, a newly-established body that includes the Prime Minister,
Chancellor, and Minister for Science, Research, and Innovation as
well as principals from the Department for Education, Ministry of
Defence, Home Office, DHSC, DESNZ and Department for Business
and Trade. While we welcome the Department’s suggestion that
the Science and Technology Cabinet sub-committee could perform
this role, such a body needs to meet frequently. It must be used as
a proper forum for driving growth, resolving conflicts between
departments and coordinating on strategic decisions, for example
around technological sovereignty, rather than as a rubber-stamping
Jorum. It would also benefit from the ad-hoc inclusion of key non-
munisterial figures, such as the heads of the British Business Bank
and National Wealth Fund, and the ability to meet responsively in a
crisis situation.

We therefore recommend that the Council be given similar
prominence, resources and worRing practices to the National
Security Council. Leadership and a sense of urgency at the highest
levels is needed to stop the bleeding and drive growth.

The issues facing the UK economy are grave, but not insurmountable.
There is enormous potential to seize this moment of technological
and geopolitical opportunity, and catalyse the growth that the UK
badly needs. But it will require much more focus and a concerted
effort to lead the UK out of stagnation. If the Government helps the
entrepreneurs, unlocks investment, changes the culture around
innovation, and organises its efforts, it can still reap enormous
rewards for the nation.



76 BLEEDING TO DEATH: THE SCIENCE AND TECHNOLOGY GROWTH EMERGENCY

CHAPTER 7: RESPONSIBILITIES FOR KEY

RECOMMENDATIONS

Recommendation

Responsibility

Leadership: Provide clear, top-level leadership
through the National Council for Science,
Technology and Growth to end the UK’s
“failure to scale”; coordinate across Nol0, HMT,
DSIT, DBT, Home Office, DfE, and delivery
departments like MoD, DHSC and DESNZ.

Prime Minister,
Chancellor, Minister

for Science via newly
empowered National
Council for Science,
Technology and Growth

Risk appetite: Incentivise and protect sensible
risk-taking to support domestic innovation

in government investment and procurement,
adopting a risk-on mindset

Ministers and departments

Treasury: Rewire Treasury appraisal of
R&D; science and technology investment
(beyond narrow “value for money”) with an
understanding of long-term benefits; including
Green Book revisions.

Treasury (HMT)

Retaining UK tech companies: Develop a
plan to retain UK tech companies, including
tackling the pharma crisis, and reduce overseas
listings/acquisitions; distinguish productive
foreign direct investment from ownership
transfer. Run ‘exit surveys/interviews’ when UK
tech firms float abroad or are acquired; learn and
intervene earlier.

HMT, DBT, Office for
Investment, ONS

Pensions and institutional investors: Go
further & faster on consolidating DC pensions;
channelling more of their capital to UK

science & technology using BBB and Tibi-type
vehicles. Reserve mandation power and consider
clawbacks/incentives if targets are not met.
Pension funds to survey members and encourage
domestic investment.

Minister for Pensions/
HMT/BBB/Industry; those
involved in coordinating
Mansion House reforms
and signatories.

Procurement: Use procurement as an
innovation lever with departmental targets for
spend with innovative UK SMEs, scaling up

to 3%; expanded and simplified Contracts for
Innovation which allow outcome-based and
stage-gated processes; signal procurement needs
earlier and celebrate successes.

All procuring departments;
coordinated by Cabinet

Office/S&T sub-
Committee

Public sector investors: Consolidate and
expand the BBB and NWF; fix the leaky
pipeline to scale-up financing between them and
Innovate UK through coordination and tracking
referrals; scale public investment to overseas
comparators as capability is proven.

NWF, BBB, HMT,
Innovate UK (DSIT),
Strategic Public
Investment Forum
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Recommendation

Responsibility

Innovate UK: rebuild grants, streamlined and
simplified; increase transparency with an annual
report and outcome-based metrics.

BBB: grow its vehicles to crowd-in pension fund
investment and track referrals from Innovate.

NWEF: specific targets for late-stage UK
technology company “scale-up” investments;
assess its returns on longer horizons.

Innovate UK, BBB, NWF.

Skills and talent: Cut absurd upfront visa costs
and empower Global Talent Taskforce and fund.
Scale-up skills training aligned with Industrial
Strategy needs, and entreprencurial skills as part
of PhD/undergraduate training.

Home Office, DfE, Skills
England, Universities.

Career permeability: create more
opportunities and incentives for movement
between academia/industry/government

Across Government,
academia, industry

Concierge service: establish a cross-sector
‘concierge service’ to fast-track high-potential
tech firms through regulators, funding
opportunities, business support, and unblock
challenges

DBT’s Business Growth
Service; DSIT’s Life
Sciences concierge service

Regulators: Provide a clear regulatory ‘front
door’ for innovators; resource and clarify the role
of the Regulatory Innovation Office

RIO, DSIT, Regulators

Universities: Stabilise university finances as a
matter of urgency; track patents and spin-outs

HMT, DfE, Universities

Monitoring and implementation: Strengthen
DSIT’s horizontal role, monitor and evaluate
scale-up progress tracking and publishing key
metrics; feed these into the Council for policy
action when they lag

DSIT; Council for Science,
Technology, and Growth
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CONCLUSIONS AND RECOMMENDATIONS

Chapter 2: Failing to scale in the UK

The UK’s pure research base remains globally competitive. But long-term
factors in its R&D ecosystem and economy have hindered companies’
growth. Outside professional services and the life sciences, it lacks large-
scale companies. (Paragraph 27)

The UK is in a ‘doom loop™: its capital pools are shallow, its institutional
investors risk-averse, and its technology companies undervalued. Policies to
encourage start-ups and spin-outs have fostered more early-stage companies,
but these then struggle for domestic scale-up finance. Without this finance,
the UK’s strong R&D base risks supporting an ‘incubator economy’ of
venture-backed start-ups that eventually move overseas in search of funding.
The UK needs a clear plan to retain more companies. (Paragraph 28)

The Government’s Industrial Strategy seeks to address this problem, but the
gap between rhetoric and reality is stark and several significant companies
have moved overseas as we took evidence for this inquiry. Historically, UK
industrial strategies have been small in scale and have not lasted, particularly
due to a lack of cross-party consensus. This undermines attempts at a
sustained partnership with the private sector. (Paragraph 29)

The ‘failure to scale’ for UK science and technology companies is not new. Its
causes have deep roots, both domestic and international. However, it has also
been well studied and many policy proposals suggested. Solving this problem
will require serious, cross-government, co-ordinated, long-term, and radical
efforts. The Government will need to use every lever it has to support UK-
based science and technology companies and encourage private investors
to do the same. It is essential that there is clear and decisive leadership,
especially from the Prime Minister and the Chancellor. Coordinating the
urgently needed action across Government will require a forum for this
leadership, as existing structures have not stopped the bleeding. (Paragraph
30)

We recommend that a National Council for Science, Technology and Growth,
modelled on the National Security Council, should be empowered to tackle the
growth mandate, with a particular focus on science and technology and the scale-
up issue. It should include the Prime Minister, Chancellor, DSIT, DBT, the Home
Office, MoD, DHSC, DESNZ, DWP, and Department for Education, and the
public investment institutions. It should meet frequently to drive through reforms
that will support technology for growth and the scale-up of UK companies. We
return to this further in Chapter 6 and set out reforms it should implement in the
remainder of this report. (Paragraph 31)

UK science and technology is held back by low risk appetite across institutions,
from the Government in procurement, through institutional investors such
as pension funds, and even in career choices. There is little incentive to take
calculated risks, and often significant disincentives. (Paragraph 39)

The incentive structures holding back imnovation must change. The Government
should explore ways to incentivise and reward experimentation with technology,
particularly that which supports the growth of UK science and technology companies.
It should celebrate successes and provide more direct incentives for risk-taking.
Manisters should explicitly encourage innovation within their departments, giving
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time, space and political cover for officials who innovate and setting up structures
n which fear of criticism does not hinder considered risk-taking. (Paragraph 40)

We heard concerns about how the Treasury assesses the return on investment
for R&D projects. The cost-benefit analysis approach of “value for money”
does not always capture the wider benefits of R&D investment or innovative
government expenditure. This could be exacerbated by a lack of analytical or
policy capacity to pursue economic growth alongside its traditional finance
role. The Government Chief Scientific Adviser and Head of the Government
Economic Service should collaborate on revising this approach. (Paragraph
41)

Behaviour in the Treasury must change if it is to deliver long-term economic growth.
The Treasury must take responsibility for driving growth across the economy,
supporting the aims of our proposed National Council. As an example, the review
of the Green Book provides an opportunity, which should be seized, for the Treasury
to expand its work on understanding R&D and its impact on growth, particularly
for investments where the long-term benefits are not captured by standard analysis
of project-level value for money. (Paragraph 42)

The UK has seen many promising companies listing overseas or being
acquired by overseas buyers. This results in a reduced UK ‘home bias’ for
these companies, cutting UK employment, investment, and tax revenue.
Geopolitical factors such as the rise of global conflicts and rapid technological
development have meant that critical technologies and companies are
increasingly seen through the lens of national interest, if not national security.
This requires a shift in policy. (Paragraph 54)

The Government has taken a notably laissez-faire approach to the acquisition
of UK technology companies, as well as foreign direct investment more
broadly. Ministers were reluctant to support any sort of intervention to
prevent companies from being acquired by overseas buyers, instead hoping
to make the UK the most attractive place for companies to retain high-value
jobs. (Paragraph 55)

Too often, in recent years, a laissez-faire approach by the Government and reliance
on foreign investment to plug gaps in domestic investment has hurt the UK’s long-
term interest. This must change if we are, in the Minister’s words, to ‘cherish’ our
companies. The new fiscal rules introduced in 2024 provide an opportunity to
revitalise domestic investment and correct chronic underinvestment. As part of this:

. The Office for Investment, when seeking foreign investment, should make a
clear distinction, between foreign direct investment that supports the creation
of new wnfrastructure and that which involves a transfer of ownership, control,
and management to overseas owners. ONS reporting should more clearly
distinguish berween these two types of foreign direct investment.

. When science and technology companies are listed on an overseas stock
market or acquired by foreign investors, the Department for Business and
Trade should conduct an ‘exit survey’ of those companies and ‘exit interviews’
of the founders, to establish the reasons why this was done and whether any
interventions could have prevented it.

. Our proposed National Council for Science, Technology, and Growth
should have a view about which technologies the UK needs sovereign control
over and intervene to ensure that this is the case. The Government should
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examine other countries’ policies to retain domestic ownership of strategically
important science and technology companies. For example, it should use
public investment bodies, like a scaled-up National Wealth Fund, to take
meanmingful equity stakes in companies, as overseas sovereign wealth funds
have done. (Paragraph 56)

Chapter 3: Enabling private sector financing

UK pension funds and other institutional investors have substantially
underinvested in UK equities and venture capital compared to international
equivalents to a quite shocking degree. Their investment in the UK has
severely declined over decades, in part due to successive governments’ policy.
They are no longer playing the vital role they should in investing in the UK
economy. The result is a dearth of long-term, patient UK scale-up capital
and the resulting scale-up crisis. We believe this is not in the interests of UK
pension-holders or the UK economy more broadly, but it can and should be
reversed. (Paragraph 88)

Fragmentation, especially of defined contribution (DC) pension funds, means
that they do not have the scale to allocate significant assets to high-risk, high-
reward investments in science and technology companies. Comparators in
Australia and Canada show what is possible with consolidation. UK pension
funds have focused on minimising fees rather than maximising return for a
variety of regulatory, institutional and cultural reasons. (Paragraph 89)

Witnesses agreed that the Mansion House reforms were critical. If successful,
they will help provide the domestic scale-up capital that UK science and
technology companies need. However, there are concerns about the speed of
reform, the need to upskill investors, and the risk that institutional investors
focus on infrastructure rather than scale-up capital. There is an ongoing
debate about whether pension funds should be mandated to invest if they do
not fulfil their voluntary commitments. (Paragraph 90)

We welcome the Mansion House reforms as essential measures to accelerate growth.
It is critical that they result in capital flows to the next generation of growing UK
science and technology companies. If not, those companies will be forced to seek
funding and likely relocate abroad. The Government should:

. Insist on the consolidation of DC pension schemes, and lead by example with
the consolidated Local Government Pension Scheme pools, making significant
allocations to domestic science and technology funds, including the British
Business Bank’s vehicles and approved private funds to crowd-in institutional
investor moneys

. Use its convening power with the major institutional investors to encourage
them to invest in UK technology companies. Support transparency and
disclosures as part of the Mansion House Accord, and track the amount
mvested in UK science and technology companies as one of its key progress
metricsy

° Encourage transparency between providers and pension-holders, setting out
the returns of different DC pension schemes and what proportion of their
assets are in UK companies or infrastructure. Following the provision of
this information, pension funds should survey their members, asking what
percentage of assets they would like to be invested in the UK, and incentivised
to act on any desire to see increased investment in the UK. The Government
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should set out that pension fund investment in the UK benefits everyone’s
qualiry of lifes

. Maintain the reserve power to mandate pension funds to follow their Mansion
House commitments in the Pension Schemes Bill. The Government should set
targets for the percentage of assets allocated under the Mansion House reforms
overall by the end of 2027, as well as for the scale-up capital allocated to UK
technology companies, and reconsider mandation if these targets are not met,

. Explore possibilities short of mandation—ijor example, a clawback on tax relief
for pension schemes that do not invest enough capital in the UK, or additional
incentives for leading pension schemes;

° Support and expand training schemes like the Venture Capital Fellowships
scheme that bring science and technology experts together with VCs to enable
the creation and sharing of investment expertise. (Paragraph 91)

The Minister for Pensions, CEO of the British Business Bank, and Minister for
Science and their teams should co-ordinate to identify ways to ensure that the
Mansion House reforms benefit innovative UK science and technology companies
in addition to other asset classes. (Paragraph 92)

The declining attractiveness of the UK as a place to list public companies is
extremely worrying. Many promising UK science and technology companies
have floated in the US rather than on the London stock exchanges. They are
attracted by deeper capital pools, greater analyst coverage, and a perception
that they will attract a greater valuation overseas. Reforms to address this
problem will have to counter long-term trends towards passive and globally
diversified investment. (Paragraph 104)

We have heard that capital availability is the main problem, followed by
a lack of investment research into smaller companies. The Government
has considered proposals to increase investment, but none has yet been
implemented. The ISA is fundamentally a tax break, designed to encourage
saving, but there is merit in coupling that tax advantage with a responsibility
to invest in ways that benefit the UK economy. (Paragraph 105)

The Government should therefore undertake reforms to encourage capital flows into
the UK markets. This could include changes to the ISA limits, such as reducing the
cash limit in favour of stocks and shares, taxation such as the proposed stamp duty
holiday for IPOs, or creating additional savings vehicles and incentives for UK
savers to invest in domestic science and technology companies. The Government
should encourage financial literacy campaigns to encourage investors and pension-
holders to shift their allocation away from cash where this makes sense for them.
(Paragraph 106)

Witnesses, including entrepreneurs, told us that R&D tax credits were highly
valuable to R&D intensive businesses, and the Treasury has committed to
maintain their levels throughout this Parliament, but there are also significant
reforms underway due to concerns about fraud. (Paragraph 115)

Companies are best placed to decide how R&D money should be spent and tax credits
efficiently allocate this funding. They must be maintained at current levels. While
fraud remains a concern, the answer is to tackle that fraud rather than to recast the
scheme. Money recovered by the elimination of error or fraud could be reused for
other schemes for instance grants and initiatives to support scale-up funding. This
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would diversify government support while maintaining the amount of funding used
productively through the tax credits scheme. (Paragraph 116)

Chapter 4: Public sector investment and procurement

Public procurement is a crucial lever for supporting innovative science and
technology companies. It is not functioning as it should due to a combination
of risk aversion, lack of expertise, and a tendency to favour large and often
overseas incumbents. Contracts provide domestic revenue that can encourage
further private investment and reduce reliance on overseas money. Despite
this, innovative SMEs find public procurement very difficult to access.
Procurement authorities need to develop their relationships with innovative
SMEs, and their ability to run innovative procurement processes—stage-
gated, outcome-based, rapid—that they can take part in. (Paragraph 130)

The US Small Business Innovation Research scheme has been very
successful, but the UK equivalent—Contracts for Innovation—is far smaller.
The MoD’s procurement reforms and decision to allocate a percentage
of its equipment budget for SMEs to drive innovation are examples other
departments can follow. It is positive that the Government has committed
to review procurement for innovation as part of its industrial strategy.
(Paragraph 131)

Public sector procurement practices need to change; this needs explicit political
commitment from the top of government and action across departments. We
recommend that:

° The Government should set a target for each department and local authority
for a mandatory percentage of procurement budgets to be spent on innovative,
UK-based SMEs. This should rise over time to 3%, around the US SBIR
level. A cross-government committee that brings together the Minister
for Procurement in the Cabinet Office with the Minister for Science, the
Department for Business and Trade, and delivery departments should oversee
the development of this innovative procurement function. The Government
must monitor and publish annually progress towards these targets.

. The UK should increase the amounts allocated through Contracts for
Innovation (formerly the Small Business Research Inmitiative, SBRI), and
create a central database for these contracts that is easier to navigate for SMEs.

. Departments should signal further in advance and in more detail precisely the
kinds of outcomes they need.

° Outcome-based procurement, where departments specify what their end goals
are, rather than setting onerous requirements on the product, should be used to
provide flexibility with SMEs. Stage-gated procurement can support smaller
companies with funding in stages to develop and scale up their processes. An
expanded Contracts for Innovation scheme could be used to support these more
imnovative and less bureaucratic processes.

. Minasters should celebrate and reward public procurement that has supported
mnovative companies. The Government should back ministers and officials
who procure innovative domestic solutions even if not all of the goals are
delivered: failure is a necessary part of innovation. There is no reward
without some risk: ministers need to specify appropriate risk profiles for their
projects and take clear accountability for doing so. Civil servants will not be
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empowered to take risks without explicit political cover from ministers from
excessive auditing. There should be cross-party consensus on this issue and on
the importance of a healthy appetite to risk.

. The UK should consider a presumption in favour of buying British, especially
when it concerns new and emerging technologies, even if narrow value-for-
money considerations would not allow this. It must take the wider benefits to
the economy of domestic procurement into account.

. For critical frontier technologies, particularly where there is a desire for UK
sovereignty and control over the technology, the Government should consider

using Vaccine Taskforce-style procurement to ensure they can be developed in
the UK. (Paragraph 132)

The UK economy has suffered from chronic underinvestment in recent
decades, which has impacted science and technology. The Government sees
public sector investment bodies such as Innovate UK, the British Business
Bank and the National Wealth Fund supporting scale-up for science and
technology companies and crowding in private sector finance. But the public
investment landscape remains fragmented, overly complicated, and small in
scale. Businesses want a ‘single front door’ to understand the support available
at each stage, but it is unclear which of these organisations is responsible for
that, or whether the business growth service in the Department for Business
and Trade will do this. At the moment there is too often a ‘leaky pipeline’
where companies fall between the cracks. (Paragraph 146)

1o provide a clear pipeline of support, Innovate UK, the British Business Bank and
the National Wealth Fund must at the very least work together much more closely,
aligning on priority sectors and companies with direction set by the Industrial
Strategy. The Strategic Public Investment Forum provides an opportunity to deepen
this coordination. The demarcation of responsibility between these bodies must be
made clear to industry to avoid a ‘leaky pipeline’ where co-investment stops at a
certain funding size or technology readiness level. Each of the organisations should
track successful referrals (for example, from a successful Innovate grant to scale-
up funding via the British Business Bank) as a key performance indicator. They
should each continue to work on simplifying and scaling up the offers they have and
providing clear guidance. (Paragraph 147)

More investment is needed and the 2024 change to the fiscal rules provides
some latitude to provide this. We welcome the increases in capital for the
British Business Bank and National Wealth Fund, but both combined are
still tiny compared to overseas equivalents such as Bpifrance of France,
KfW of Germany, or Temasek of Singapore, let alone the larger sovereign
wealth funds; in particular, the NWF is far smaller than overseas public
investment bodies. As relatively new bodies, there are also concerns around
their longevity. (Paragraph 148)

At a munimum, the British Business Bank should be put on a statutory footing
alongside the National Wealth Fund to help ensure permanence and both operations
should be significantly scaled up. But to achieve a properly integrated, diversified
and well-resourced public investment landscape, the various government lending
and 1nvesting bodies such as the NWF and BBB should be consolidated. There is a
strong case for including Innovate UK in this structure. This would allow them to
act more strategically, benefit from diversification and risk aggregation, and provide
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pooled expertise and continuity of support, reducing the overall complexity of the
system. (Paragraph 149)

Public sector investment bodies can make more use of debt and guarantees to unlock
private capital. The UK should recognise that other countries, such as France,
Germany, and Singapore, have more established public development financing and
the Strategic Public Investment Forum should study in detail what lessons can be
learned from international comparators. (Paragraph 150)

Innovate UK and its grants have a difficult but vital role to play in
supporting companies in the early stages: many successful companies have
benefitted from them. However, the grants are substantially oversubscribed
and Innovate UK has historically been slow and bureaucratic in providing
awards, leading to frustration. If Innovate is to remain within UKRI, it must
move at the speed of business—as one of the Government’s main interfaces
with SMEs. (Paragraph 158)

In addition, Innovate UK allocates many schemes and pots of money with
specific, often well-intentioned criteria, adding to complexity, bureaucracy,
and difficulty for SMEs in determining which schemes they should apply for.
This contributes to time wasted in applications that are unlikely to succeed.
AI will require a rebuild of the grant allocation process, which provides an
opportunity to address these issues. (Paragraph 159)

The rebuilding of Innovate UK’s grant allocations provides an important opportunity
to streamline, simplify, consolidate, and speed up the delivery of grants. Fewer but
faster programmes would benefit everyone and the Government should resist the
temptation to task Innovate UK’s funding with too many subsidiary goals. Innovate
UK must work to make eligibility for different grants clearer—for example, through
a simplified online portal with a questionnaire. It must continue to work on reducing
the turnaround time for its grants. (Paragraph 160)

Whether it remains part of UKRI or not, Innovate UK should become a
‘due diligence’ body that crowds investment into science and technology
companies. Its grants should give confidence to follow-on investors in the
private and public sector that a technology has potential, and confidence to
businesses that there is a real likelihood of follow-on investment. To achieve
this will require much more transparency to build trust in its processes.
Innovate UK does not publish an annual report and, while it collects a lot of
data on the companies and projects it backs, this is hard to access and could
benefit from deeper analysis. (Paragraph 163)

Innovate UK should aim to become a ‘due diligence’ body with grants that are
widely respected. It must play a more active role in identifying the highest-potential
technologies and companies. It should increase its referrals to the British Business
Bank and other sources of scale-up finance. The number of referrals, as well as the
long-term private scale-up funding raised by the companies supported by Innovate
UK, should be tracked as key performance indicators as part of a shift to outcome-
based reporting. It should publish an annual report which sets out more details
around the sectors and businesses it supports in line with the Industrial Strategy.
(Paragraph 164)

We welcome the announced increase in funding for the British Business
Bank, although it is still too small. The Bank’s efforts to create vehicles for
private sector capital, such as the British Growth Partnership and LIFTS,
are commendable, but small in scale relative to the problem. (Paragraph 171)
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The Government should use its convening power to encourage more institutional
1nvestors to take part in funds that provide scale-up capital into UK science and
technology companies. The Bank should publicise the success of these funds as they
become established. Its additional funding could be used in part to increase the scale
of the Bank’s investment in these funds. The Bank should also have targets to create
follow-on funds for LIFTS and the British Growth Partnership to expand their size
over time. (Paragraph 172)

The National Wealth Fund has a very wide remit and has historically
concentrated on infrastructure and net zero investments. Providing late-
stage capital for growth companies is a new area for the NWF, and it is
unclear how much funding it will allocate to this area compared to its
primary responsibilities, yet it is precisely the late-stage capital that the NWF
is supposed to deploy where the UK has the biggest gaps. Its role is to invest
amounts in excess of £25m at a time and to coinvest alongside the private
sector. (Paragraph 178)

The National Wealth Fund should have a specific target for the number of late-stage
(Series C+) scale-up funding rounds for UK science and technology companies it
will support during each Parliament. It should consider ring-fencing some of its
annual fund commitment target to this goal. Innovate UK, the British Business
Bank, DSIT, and private sector venture capital should help the National Wealth
Fund identify companies that are suitable for scale-up financing in sectors identified
by the Industrial Strategy. Secondments between these organisations should be
established to bring scientific and technological expertise into the National Wealth
Fund. The NWF should also deepen its relationship with private sector venture
funds. (Paragraph 179)

The National Wealth Fund has made financing contingent on companies
maintaining capital expansion, jobs, or head offices in the UK. This is an
important tool. The National Wealth Fund has a significant risk budget, but
it also has a mandate to ensure a positive return to the Treasury. It may be
difficult to assess that return for long-term science and technology equity
investments. (Paragraph 182)

The National Wealth Fund should assess its return on investment in science and
technology venture equity on a sufficient time horizon to avoid risk aversion. It
should continue to explore ways to ensure that its late-stage scale-up finance supports
companies with a serious commitment to scaling up in the UK. It should have an
important role in assisting with the sharing and reducing of risk, for example through
guarantees and loans as well as equity investments. (Paragraph 183)

Chapter 5: Non-financial barriers to scaling

Visas for scientists remains a critical area where policy must change urgently
if the Government is serious about growth. This Committee has repeatedly
set out to the Home Office the need for a pro-active policy to attract global
scientific and technological talent, in particular by addressing the high up-
front costs for even those visas reserved for Global Talent. (Paragraph 195)

The UK has a unique opportunity to attract global talent, particularly from
the US, yet the Home Office’s historic unwillingness to review the barriers
for high-potential talent is an absurd act of national self-harm. The UK
Government is lagging behind other countries in this respect. It should be
rolling out the red carpet instead of red tape. The Committee welcomes the
establishment of the Global Talent Fund, commitments to increase numbers
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for highly-skilled visa routes, and recent news that fees may be reconsidered,
but the scale of resources allocated to the Fund are tiny compared with the
scale of the opportunity. (Paragraph 196)

The Government should urgently use its new Global Talent Taskforce and
significantly increased funding for the Global Talent Fund to seize this unique
opportunity to attract the scientists and entrepreneurs of the future to the UK. It 1s
critically important that the recently hinted abolition of fees for certain global talent
1s not blocked by Home Office intransigence. (Paragraph 197)

In addition, the Global Talent Taskforce must find creative and flexible ways to
addpress the high up-front visa costs more generally for those it attracts. Independently
of other measures, the Government must change its policy on the Immigration
Health Surcharge, allowing it to be repaid over time. The Home Office should
embed the mission to attract more global talent as a primary goal alongside reducing
net migration. The Scale-up Worker Visa is in need of review as uptake has been
very limited. (Paragraph 198)

Skills England has made sector-specific assessments of skills needs as part
of the Industrial Strategy. Despite this, and the widely stressed importance
of skills policy, it remains an underfunded area regularly shuffled between
departments. Developments in Al will require substantial and expanding
retraining programmes, both in using the technology and if it results in
workforce reduction across sectors. (Paragraph 207)

The Government should ensure that the training it funds as part of the Industrial
Strategy is commensurate with the skills needs identified by Skills England. It
should accept that investment in the UK workforce will be an ongoing and growing
requirement in this decade and is key to any technological productivity gains.
(Paragraph 208)

The Government should also consider whether there are sufficient entrepreneurial
skills in the science and technology research community. Undergraduate courses and
PhD traiming should include entrepreneurial traiming, and particularly placements
with business, wherever possible in order to ensure every student is exposed to
ndustry. Universities must make better use of links with their business schools.
(Paragraph 209)

Witnesses emphasised the importance of career permeability between
academia, entrepreneurship, industry, and government, yet the incentive
structures in each of these sectors makes building portfolio careers difficult.
All sectors need to value cross-cutting experience more for the new ideas,
networks, and experience it can give. Pay structures in the civil service inhibit
its ability to attract and retain top talent, particularly in STEM. (Paragraph
216)

The Government, universities and research funders should encourage and incentivise
careers that involve moving in and out of the civil service, academia, and industry,
work to align incentives and improve the availability of temporary secondments.
The Government and research funders should create more secondments, fellowships,
and placements with business, and set targets to increase the number of these
opportunities substantially. Initiatives like the Venture Capital Fellowships should
be expanded. (Paragraph 217)

To attract young professionals, the civil service should consider whether its pay offer
delivers the highest calibre officials and benefits to the wider economy. This could
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mclude rebalancing the total compensation away from pensions, providing more
performance-based pay and flexibility in pay scales and developing incentives to
retain specialist talent and expertise. A greater approach to flexibility in careers that
allows greater movement between academia, industry and government will also help
n recruitment and retention for top talent. This could result in fewer but better-paid
civil servants. (Paragraph 218)

Witnesses pointed to the power, efficiency, and speed of the science and
technology network in Silicon Valley. Strong connections exist there between
financiers, entrepreneurs, and universities, reducing the time taken to make
the connections needed to scale up. Similar connectivity has been achieved
at MIT which provides a highly effective model for UK universities. The
issue brings together most of the problems we have been considering in
this report: availability of capital where it is needed, expertise for investors,
entrepreneurial skills for researchers, permeability between different fields.
Improving each of them will create networks; fostering networks will in turn
improve those elements. (Paragraph 224)

Several witnesses have suggested the idea of a ‘concierge service’ for high-
potential technology companies to help them navigate the complexities of
government support and regulation, and unblock issues preventing them
from scaling. The concierge service proposed in the Government’s Life
Sciences Sector Plan is a promising initiative, but it is restricted to life
sciences. (Paragraph 229)

There is a clear role for a ‘concierge service’ to identify high-potential science and
technology companies and refer companies on a fast-track basis to decision-makers in
bodies, such as regulators, the Regulatory Innovation Office, public sector investment
bodies and the Office for Global Talent, and to guide them through the scaling up
process. The concierge service must not only provide advice but also be empowered
to ntervene swiftly to clear blockages. The Government could choose to deliver
this through DBT’s business growth service or its proposed Life Sciences concierge
service. The key 1s that the concierge service must be authoritative and have the
power to intervene and speed up processes and decision-making. (Paragraph 230)

The Government must strengthen the density and connectivity of the UK science
and technology network, particularly in specific clusters. These networks need a
concentration to reach critical mass; it is better to focus on a smaller number of them.
This could include creating start-up campuses like France’s Station F, fostering its
own network of ‘scale-up champions’, which could be venture capital investors or
technologists, or hosting regular convening events. (Paragraph 231)

Standards can be potential enablers for start-up companies with new
technologies to gain a significant competitive advantage if they are involved
with the process of international standard-setting. The UK has significant
standards bodies (especially the British Standards Institution) and public
sector laboratories (such as the National Physical Laboratory) that can help
in the underlying measurements and would benefit from greater participation
in international standards-setting meetings. (Paragraph 238)

The Regulatory Innovation Office should be important in promoting pro-
innovation regulation in key sectors, but it is significantly underpowered.
Start-ups and other companies want a single ‘front door’ to understand the
regulatory implications of any new products, but the Regulatory Innovation
Office is not empowered or resourced to provide this. Regulators regularly
ask for more resources to be able to engage with SMEs and innovation, which
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the RIO is not resourced to provide. As it sits within DSIT, it does not have
authority over regulators in other departments. (Paragraph 246)

We welcome the establishment of the RIO, but its role, intentions, and powers need
to be set out and clarified. There is a clear demand in the system for additional
resources for regulators to engage with innovative technologies. The Government
should investigate the best way to provide this, perhaps through an expanded
Regulators’ Pioneer Fund available to the RIO. The efforts of the RIO need backing
from the centre of Government if it does not have powers over other regulators; it
should be aligned with the pro-growth regulatory reform agenda led by the Treasury.
(Paragraph 247)

The Government should establish a ‘front door’ for innovative companies to contact
to understand the regulatory implications of products and services they might develop.
This could be a function of the RIO but it will be unable to perform these functions
with its current resources. The task could alternatively sit with the Business Growth
Service, or another body such as a concierge service as described above. (Paragraph
248)

Universities have a key role to play in basic research, the talent and spin-
out pipeline, and at various stages of commercialisation. The university
funding crisis, caused by inflation-eroded tuition fees and a clampdown on
international students, is still unresolved, despite the move to index tuition
fees in line with inflation. This has serious implications for the future of
UK scientific research and STEM education which rely on university
finances. Rather than addressing this issue, the Government will introduce
an international student levy which will make the situation worse. The
Government cannot afford to take the UK’s strong research base for granted;
nor can UK R&D afford a disorderly shrinking of the university sector.
(Paragraph 254)

The Government urgently needs to set out a long-term plan to restore financial
sustainability to the university sector, particularly when it comes to research.
Introducing an international student levy is likely to be self-defeating, robbing
universities of both talent and funds, even when coupled with the reintroduction of
grants. (Paragraph 255)

Universities have succeeded in recent years in producing a promising group
of spin-out companies. Universities and UKRI must continue to prioritise
and incentivise the production of intellectual property and patents, as well
as pure research, to allow academics to have time and space for spinning
out and commercialisation. There is a continued need to standardise the
terms of university spin-out companies in handling intellectual property and
for them to keep their equity stakes in spin-out companies reasonable, as
suggested by the Independent Review of University Spin-out Companies.
Patents are a crucial step on the road to innovation and should be encouraged
and incentivised. (Paragraph 260)

Government funders of research such as UKRI should incentivise and track the
number of patents that their funding has supported as a key performance indicator,
as well as using their register of spin-out companies to monitor progress in this area.
The Government and universities should continue to work on implementing the
recommendations of the Independent Review of University Spin-out Companies.
(Paragraph 261)
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Chapter 6: Leadership, cross-government coordination and delivery

The Industrial Strategy sets out overarching targets for the UK to become
the third-best place in the world to scale up a technology business, and to
achieve the first $1-trillion tech company in the UK by 2035. Getting this
right requires coordinated action across Government departments and
public bodies, including No 10, the Treasury, DSIT, DBT, DfE, the Home
Office, delivery departments, UKRI, Innovate UK, the British Business
Bank, the National Wealth Fund, procurement authorities in government
and regulators. This coordination has proved difficult to achieve in the past,
particularly when departments pull in contradictory directions, despite the
existence of bodies such as the Growth Mission Board and National Science
and Technology Council. (Paragraph 267)

DSIT has a ‘horizontal role’ to play across government, both to achieve the
broader mission of commercialising and scaling up science and technology,
and to act as a centre of scientific and technological expertise for Government.
(Paragraph 268)

The Industrial Strategy commats DSIT to establishing a “monitoring and evaluation
framework” for its ambitions around the technology sector. This should track metrics
mncluding:

° the amount of scale-up funding at different rounds that UK science and
technology companies are receiving, quarterly, including investments by the
British Business Bank and National Wealth Fund and from institutional
1nvestors via the Mansion House process;

. the ratio of foreign to domestic capital in late-stage funding rounds and
valuations of technology companies (for example, the number of unicorn
companies);

. the number of spin-out companies, patents, and research publications

supported by UK Government funding,
. the total value and speed of Innovate UK grants awarded;

. business R&D expenditure, foreign direct investment in R&D and greenfield
mfrastructure;

. the value of innovative procurement contracts or procurement contracts with
UK-based SMEs, broken down by Government department and measured
relative to SBIR targets;

. the numbers of people enrolled in STEM skills training and the number of
STEM and digital visas issued; and

° the number of domestic initial public offerings of companies or acquisitions
versus the number of technology companies sold or floated overseas.
(Paragraph 269)

The Government should commit to regular public reporting of these metrics, every
six months, illustrating the progress of its overarching mission to improve scaling up
for technology companies. Critically, this must spur action: the metrics should feed
nto the cross-government committees (including the Industrial Strategy Advisory
Council and the Strategic Public Investment Forum) to spur further policy actions
when one or more indicators s lagging behind. (Paragraph 270)
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But this is not sufficient. A continued lack of coordination demands a new and more
robust structure to provide leadership, which is needed from the top or there will be no
progress. It should be coordinated by the National Council for Science, Technology
and Growth, a newly-established body that includes the Prime Minister, Chancellor,
and Minister for Science, Research, and Innovation as well as principals from the
Department for Education, Ministry of Defence, Home Office, DHSC, DESNZ
and Department for Business and Trade. While we welcome the Department’s
suggestion that the Science and Technology Cabinet sub-committee could perform
this role, such a body needs to meet frequently. It must be used as a proper forum
for driving growth, resolving conflicts between departments and coordinating on
strategic decisions, for example around technological sovereignty, rather than as a
rubber-stamping forum. It would also benefit from the ad-hoc inclusion of key non-
manisterial figures, such as the heads of the British Business Bank and National
Wealth Fund, and the ability to meet responsively in a crisis situation. (Paragraph
271)

We therefore recommend that the Council be given similar prominence, resources
and working practices to the National Security Council. Leadership and a sense
of urgency at the highest levels is needed to stop the bleeding and drive growth.
(Paragraph 272)

The issues facing the UK economy are grave, but not insurmountable. There
is enormous potential to seize this moment of technological and geopolitical
opportunity, and catalyse the growth that the UK badly needs. But it will
require much more focus and a concerted effort to lead the UK out of
stagnation. If the Government helps the entrepreneurs, unlocks investment,
changes the culture around innovation, and organises its efforts, it can still
reap enormous rewards for the nation. (Paragraph 273)
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APPENDIX 3: CALL FOR EVIDENCE

Background

Science and technology are essential to the UK’s future prosperity and wellbeing.
The UK has a world-class research base, universities, and a growing scene of
spin-out and start-up companies. However, the Government acknowledges that
the UK “can struggle to translate” its strengths in research, development, and
innovation into UK-based companies, and economic growth.** The backdrop for
this inquiry is fifteen years of meagre growth, despite significant R&D investment,
and a wider sense that the UK often fails to capitalise on its excellent science and
technology base. This is particularly true when it comes to the establishment of
large domestic technology companies, which often start up here but move overseas.

We want to understand why this is happening and how we can fix it, including
whether there are international models for science, technology and innovation
policy that the UK can learn from.

Finding solutions to this problem is increasingly urgent, and a change in
Government presents new opportunities for policy proposals. The UK and its
science and technology sector face new challenges from constraints on public
expenditure, geopolitical challenges which may shift state R&D expenditure more
to defence, and a mix of challenges and opportunities from Al. Key organisations
in the UK’ science and technology landscape, such as the Department for
Science, Innovation and Technology (DSIT), and the research councils and
innovation agencies under UK Research and Innovation (UKRI), are undergoing
reform under a new Government. Government strategies, such as the Science and
Technology Framework and the forthcoming Industrial Strategy, have attempted to
provide solutions, and a range of policy initiatives have been proposed.*>® Does the
UK have an appropriate science and technology strategy for this rapidly changing
world, and is there appropriate coordination across government, including No 10,
the Treasury, DSIT, and wider delivery departments, to implement it?

We are interested in a broad range of issues that span the research, development
and commercialisation process, from the earliest technology readiness levels, across
the ‘Valley of Death’, and through to the large technology companies that the UK,
broadly, lacks. The UK now spends a record amount on R&D.*% However, the
UK’’s relative international position in private sector R&D has declined,*” and
many major technology companies that start in the UK ultimately move overseas,
particularly to the US. Roughly a third of R&D spend in the UK comes from
foreign direct investment—private sector companies headquartered overseas that
invest here. But does the UK’s science and technology strategy, and its industrial
strategy more broadly, position it to compete for and maximise the benefits to

454 Department for Business and Trade, Invest 2035: the UK’s modern industrial strategy, 24 November
2024

455 Including by this Committee: Science and Technology Committee, Science and technology superpower”:
more than a slogan? (1st Report, Session 2022—-23, HL Paper 47); Science and Technology Committee,
Don’t fail to scale: seizing the opportunity of engineering biology, (1st Report, Session 2024-26, HL
Paper 55); Communications and Digital Committee, A and creative technology scaleups: less talk, more
action,(2nd Report, Session 2024-26, HL. Paper 71); Council for Science and Technology, Lezzer to
the Prime Minister on investment in innovative science and. technology companies, 7 October 2022; David
Connell and Bobby Reddy, Selling Less of the Family Silver, July 2024

456 Department for Science, Innovation and Technology, Government backs UK R&ED with record £20.4
billion investment at Autumn Budget, 31 October 2024

457 Financial Times, UK companies on list of top RED spenders almost halves in a decade, 21 January 2025
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the UK from this investment? How can we incentivise the private sector to invest
more in innovative science and technology companies in the UK?

Our inquiry and its priorities

In this context, the Committee is launching an inquiry into Financing and Scaling
UK Science and Technology: Innovation, Investment, Industry.

We would like to explore strategic questions around the UK’s science and technology
priorities; and the role of public sector investment, private sector investment, and
governmental policy levers to help scale-up companies and translate basic research
into applications that benefit the UK’s public services, society, and economy. We
want to hear from science policy experts, entrepreneurs, businesses, researchers,
investors, research performing organisations—any stakeholders in this area.

We want to hear from you: what are the fundamental problems in this area? What
evidence do you have to support this? What policy solutions do you propose—are
there examples of solutions that have worked elsewhere? Your answers may touch
on science and technology priorities, skills, regulation and standards, financing,
infrastructure, institutions and relationships, and the policies of major players
(e.g. Government, the Treasury, Universities, research funders, and the finance
sector).

The more detailed questions below cover:

e The challenges of scaling UK science and technology; international
comparisons, and how the Government makes decisions around S&T to
maximise benefit to the UK

e Strategic priorities for UK science and technology in a changing world;
cross-government coordination on delivering this strategy

e The structure of the UK research and innovation landscape and its ability to
bridge the “Valley of Death’

e DPrivate sector investors and the UK’s capital markets
¢ The role of public sector late-stage investors like the National Wealth Fund

e The Government’s policy levers (such as procurement) to help companies
scale-up.

Respondents may wish to focus on a small subset of these questions. Please note
that our priorities may well change as evidence comes in, and our report will focus
on the best supported analyses and proposals.

Scaling UK science and technology

1. Translating excellent basic science and technology into global companies
has long been recognised as a problem for the UK. Many policy initiatives
have tried to address this. What are the key barriers that the Government
must address to fix this? What specific policies need to change? Why have
previous attempts not succeeded?

(@ What lessons can be drawn from international comparators for
innovation ecosystems such as the US, Germany, France, Ireland,
Sweden, the Netherlands, or Singapore? Which international innovation
ecosystems offer the most relevant policy lessons for the UK, and why?
Are there specific policies the UK should adopt or case studies from
which we can learn?
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(b)

©

@

©

How does the Treasury currently assess the return on science and
technology investment and its contribution to the economy, public
services and wellbeing? Does Treasury decision-making adequately
account for the long-term benefits of science and innovation research?
What should be done to ensure the Treasury has the capacity to
support a long-term strategy for science, innovation and technology to
benefit the UK economy? What can the government do to improve our
understanding of R&D in the UK?

What can the UK do to ensure that science and technology developed
in the UK has the maximum economic and strategic benefit to the UK?
Do other countries have policies for example, in intellectual property—
which have allowed them to retain more public benefit domestically?

Cultural differences, for example around scientific entrepreneurship,
attitude to risk, and relationships between academia, business and
Government, are often cited to explain why the UK’s technology sector
has not matched the excellence of its basic research. Do you agree with
this view, and if so, what can the Government actually do to change
the culture?

Is the UK at risk of, or experiencing, brain drain for scientists,
technologists, and entrepreneurs? How can the Government
prevent this, and ensure the UK remains an attractive destination
for internationally mobile talent, and actively seek out top scientists
and innovators to move to the UK? How can the UK ensure that it
trains sufficiently skilled people for its wider science and technology
ambitions?

Strategic priorities for UK science and technology in a changing world

2.

How should the UK’s science and technology strategy respond to ongoing
major changes in the economic, geopolitical, and technological landscape?*>®
What challenges and opportunities now face the UK’s science and technology
sector? What policy actions would you prioritise?

@

(b)

Is there clear cross-government coordination on delivering the UK’s
science and technology strategy, including from the Treasury and
central Government as well as DSIT?*° How could cross-Government
coordination be improved?

Does the UK Government have the right strategic priorities for its
R&D spend? For example, do the five critical technologies identified
in the Science and Technology Framework?*®° align with the UK’s
strengths and weaknesses? What about the emerging prioritisation

458 These include the current UK economic situation, the renewed commitment to spending on defence

and security, political developments in the US and Europe, and technological change from AI, to
name a few.

459 The Science and Technology Framework explicitly assigns responsibilities to individual departments

across its ten strands of activity, but is a DSIT document. We are interested in whether there is
sufficient coordination between these departments and who should drive this strategy forward.

460 Al, engineering biology, future telecommunications, semiconductors, and quantum technologies.

Department for Science, Innovation and Technology, The UK Science and Technology Framework:
update on progress, 9 February 2024
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in the Government’s Industrial Strategy?*®! What implications will a
required shift to defence spending in R&D have?

(© Given that the UK cannot be world-leading in everything, which
sectors should the UK prioritise (and de-prioritise)? Which sectors
offer opportunity for the UK to obtain a strategic advantage, given
global supply chains and the nature of the UK economy?

(d) Does the current scientific incentive structure, around funding, peer
review, and publications, reward high-impact science and technology?
How can it be reformed to do so without just adding more bureaucracy
to the system? Are there any lessons the UK’s public research funders,
such as UKRI and ARIA, can learn from the field of metascience to
maximise their impact?*®2

Financing investment in UK science and technology

The UK research and innovation landscape

3.

Is the UK’s research and innovation landscape well-structured to support
science and technology commercialisation, economic impact, and strategic
advantage for the UK?

(@ Is there a clear pipeline of investment, across the public and private
sector, for science and technology companies that want to bridge the
valley of death from initial idea to billion-dollar company—and if not,
where are the gaps?

(b) How well do the current organisations intended to help early stage
commercialisation (such as Innovate UK and the Catapults) perform
this task? What could be done to make these organisations more
effective?

(0 How effective are the UK’ universities at encouraging
commercialisation? Has the recent Independent Review of University
Spin-outs*®® resulted in positive policy changes?

Private sector investors, companies, and capital markets

4.

How can the Government encourage more private-sector investment in
R&D, and in R&D intensive companies, including technology start-ups
and scale-ups, in the UK? What are the major factors behind the exodus
of capital and companies to the US, and is there anything that the UK can
do to prevent this? We would welcome case studies from entrepreneurs or
investors who have moved abroad, setting out their reasons for doing so.

(@ How should the Government encourage multinational technology
companies to focus more of their R&D activities and foreign direct
investment here? What factors lie behind their reluctance? Does the
UK compete sufficiently for this investment?

461

462

463

This identified “eight growth-driving sectors” in a much broader picture than DSIT’s prioritisation
exercise, including: advanced manufacturing, clean energy industries, creative industries, defence,
digital and technologies, financial services, life sciences, professional and business services. Department
for Business and Trade, Invest 2035: the UK’s modern industrial strategy, 24 November 2024
Metascience is the scientific study of science and research. The UK’s Metascience Unit describes
itself as follows: “All our work starts from a simple idea: that the scientific method, so powerful in so
many areas of life, should be systematically and routinely applied to how we practice, fund and support
science itself.”

Department for Science, Innovation and Technology and HM Treasury, Independent review of university
spin-out companies, 21 November 2023
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https://www.gov.uk/government/publications/independent-review-of-university-spin-out-companies
https://www.gov.uk/government/publications/independent-review-of-university-spin-out-companies
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(b) Why don’t major institutional investors in the UK invest more in UK
science and technology companies as they scale up? Is there sufficient
expertise and understanding of science and technology in the UK
finance sector?

(¢ To what extent is the lack of scale-up capital and UK tech investment
due to larger macroeconomic factors (e.g. passive investing, global
diversification)? Is there anything the UK Government can do to
mitigate these?

(d) Are financial regulatory frameworks making London an attractive
place for high-growth science and technology companies to IPO and
list? What can the UK do to encourage high-growth companies to list
here?

Public sector late-stage investors, the National Wealth Fund

5.

Are the current major public sector investment vehicles, such as the National
Wealth Fund, British Business Bank, and British Patient Capital, sufficiently
resourced—in terms of capital, as well as scientific, technological, and
financial expertise—to make meaningful scale-up investments in UK science
and technology companies?*®* Do they have the mandate to do this? If not,
what changes or reforms would you propose?

(@ What evidence do we have that these initiatives “crowd-in” investment
from the private sector rather than crowding it out? What can the
Government do to encourage co-investment with the private sector in
priority areas? Does the Government have a clear view of the kind of
investor it wants to be?

Government policy levers to support scale-up of science and technology

6.

The Government has set out many policy actions in the Science and
Technology Framework and elsewhere that it hopes will support the UK’s

science and technology sector and scale-up.*®® Are these measures working?
Do they address the right problems? What additional policy levers exist for
the Government to support scale-up?

(@ Onpublic procurement, are the flexibilities provided by the Procurement
Act 2023 being used by Government to support UK innovation? Are
there international procurement models the UK should emulate?

464 The National Wealth Fund was formerly named the UK Infrastructure Bank and will operate

“alongside” the British Business Bank. posi+ive money, The National Wealth Fund: more than a rebrand?
17 October 2024; Financial Times, Labour’s £7bn pledge piles pressure on UK Infrastructure Bank to
deliver, 23 September 2024; Financial Times, Britain is building a new sovereign wealth fund—what can
it learn from the others?, 10 September 2024

465 These include, for example:

L The development of a new Industrial Strategy
L Harnessing public procurement through the Procurement Act 2023 and revised guidance for
Government departments

L4 The Mansion House reforms to pension funds intended to increase their investments in UK

° The Long-term Investment for Technology and Science (LLIFTs) initiative

L4 The Science and Technology Venture Capital Fellowship schemes

L Forward-looking regulation of advanced technology sectors through the Regulatory
Innovation Office

L Changes to University spin-out policy following the Independent Review of University Spin-
outs.

L The setup of the National Data Library

The commitments made in the AI Opportunities Action Plan
L The Technology Adoption Review under Dame Angela McLean



https://www.nationalwealthfund.org.uk/
https://www.nationalwealthfund.org.uk/
https://www.british-business-bank.co.uk/
https://www.britishpatientcapital.co.uk/
https://positivemoney.org/update/the-national-wealth-fund-must-be-more-than-a-rebranding-exercise/
https://www.ft.com/content/0f33a888-57e2-4584-aa2f-160d9c373780
https://www.ft.com/content/0f33a888-57e2-4584-aa2f-160d9c373780
https://www.ft.com/content/2e63dd25-4c7d-4ae3-b40b-b8f7620f760b
https://www.ft.com/content/2e63dd25-4c7d-4ae3-b40b-b8f7620f760b
https://www.gov.uk/government/consultations/invest-2035-the-uks-modern-industrial-strategy/invest-2035-the-uks-modern-industrial-strategy
https://commonslibrary.parliament.uk/research-briefings/cbp-9402/
https://www.gov.uk/government/collections/mansion-house-2024
https://www.british-business-bank.co.uk/for-finance-providers/equity-finance/long-term-investment-technology-and-science
https://www.gov.uk/government/publications/science-and-technology-venture-capital-fellowship
https://www.gov.uk/government/news/game-changing-tech-to-reach-the-public-faster-as-dedicated-new-unit-launched-to-curb-red-tape
https://www.gov.uk/government/news/game-changing-tech-to-reach-the-public-faster-as-dedicated-new-unit-launched-to-curb-red-tape
https://www.gov.uk/government/publications/independent-review-of-university-spin-out-companies
https://www.gov.uk/government/publications/independent-review-of-university-spin-out-companies
https://wellcome.org/what-we-do/our-work/uk-data-library
https://www.gov.uk/government/publications/ai-opportunities-action-plan/ai-opportunities-action-plan
https://www.gov.uk/government/calls-for-evidence/technology-adoption-review/technology-adoption-review
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(b) What impact assessment has been made of major Treasury policies such
as R&D tax credits? Are recent reforms of R&D tax credits making
them more effective at supporting innovation in the UK?
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APPENDIX 4: GLOSSARY

Anchor customer

Angel investor

Biotech

British Growth
Partnership

Brownfield

investment

Crowd in/crowd out

Deep tech

Fintech

Greenfield
investment

An “anchor customer” is a large, significant client
whose business provides a substantial portion of a
company’s revenue. Having the government as an
anchor customer may influence how companies
choose to domicile.

An angel investor is an individual who invests their
money into a small business in exchange for a venture
stake, typically at an early stage.

Biotechnology is technology based on biology,
harnessing cellular and biomolecular processes to
provide products and services.

An investment vehicle created by the British Business
Bank which allows institutional investors to invest in

UK science and technology companies through a fund
managed by the BBB

Brownfield investment involves the lease or purchase
of a pre-existing facility in a foreign country; typically
brownfield foreign direct investment implies purchase
or lease of an existing facility as part of overall
investment.

“Crowding in” investment occurs when increasing
government pending leads to more private investment
than would have occurred otherwise; “crowding out”
investment occurs when government investment
displaces private sector investment. Government-led
interventions typically aim to show they can crowd-in
additional private sector investment: this is sometimes
referred to as demonstrating additionality.

“Deep tech” is an umbrella term for organisations

and companies that try to provide technological
solutions based on substantial scientific or engineering
challenges. Such organisations require lengthy
upfront research and development and usually capital
investment before successfully commercialising their
technologies.

Fintech or financial technology involves the use of
technology to enhance products and services in the
financial industry - for example, banking apps or
software.

Greenfield investment involves establishing new
operations in a foreign country, constructing
new (“green”) facilities in the country where the
investment is taking place.
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LIFTS

Medtech

Spin-out

Start-up

Seed/Series A/B/C/D

Technological
sovereignty

Unicorn

Venture capital

The Long-term Investments for Technology and
Science initiative is another investment vehicle created
by the British Business Bank to enable institutional
investors to invest in UK science and technology
companies. It differs from the British Growth
Partnership in that the investments are managed by

a third-party fund, rather than the British Business
Bank itself.

Medical technology.

A “spin-out” is a separate company formed by a
research institution (typically a university) in order to
commercialise intellectual property developed as part
of the research.

A start-up company is a project undertaken by an
entrepreneur to identify, develop, and validate a
business model that they hope to scale. They differ
from simply a new company in that the intention is
usually to scale the business rapidly.

Venture-led companies typically undergo a series of
equity funding rounds where parts of the company are
sold in exchange for funds. Typically, as the company
scales and develops and is worth more, the total
amounts raised in the different stages of financing
increase. “Seed” or sometimes “pre-seed” is the initial
funding round required to start the company, while
companies may go through a subsequent series of
investment rounds where they raise money from an
investor or group of investors. These are labelled by
letter, Series A/B/C/D etc.

A nation’s ability to control its own technology and
tech infrastructure, avoiding excessive reliance on
overseas companies

A start-up with a valuation of over $1 billion.

Venture capital is a form of typically private financing
provided by firms or funds to early-stage companies,
exchanging funds for equity stakes in the business.



	Summary
	Chapter 1: Introduction
	Chapter 2: Failing to scale in the UK
	Characterising the scale-up problem
	Figure 1: UK Public Financial Institutions
	Risk appetite, the Treasury, and long-termism
	Science and technology companies and the UK national interest


	Chapter 3: Enabling private sector financing
	Pension funds and the Mansion House reforms
	Figure 2: Percentage allocation of UK pension funds in UK equity 1997–2022
	Figure 3: Sources of venture capital funding in the UK and the US
	Consolidation of funds: scale and skills

	Box 1: Consolidation of pension funds—international comparisons
	Speed of progress and mandation

	UK capital markets
	Other reforms: PISCES and cash ISAs

	R&D tax credits


	Chapter 4: Public sector investment and procurement
	Public procurement
	Public sector investment bodies
	A ‘leaky pipeline’?
	Scale and consolidation

	Box 2: International public investment bodies
	Figure 4: Global Sovereign Wealth Funds by size
	Innovate UK
	British Business Bank
	National Wealth Fund



	Chapter 5: Non-financial barriers to scaling
	People and skills: visas, skills, career trajectories
	Visas
	Skills
	Career permeability

	Networks
	Standards and regulation
	Research foundations: R&D funding, universities, spin-out companies
	University funding
	Spin-out companies and intellectual property



	Chapter 6: Leadership, cross-government coordination and delivery
	Chapter 7: Responsibilities for key recommendations
	Conclusions and recommendations
	Appendix 1: List of members and Declarations of Interest
	Appendix 2: List of witnesses
	Appendix 3: Call for evidence
	Appendix 4: Glossary

