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1. Background to the WDC
The Western Development Commission (WDC) welcorhesopportunity to make a submission
to the Small Business Forum.

Under the terms of the Western Development Commis&at 1998, the purpose of the WDC is
to promote, foster and encourage economic and socialogeneht in the Western Region
(counties Donegal, Sligo, Leitrim, Mayo, Galway, Rasoaon and Clare).

The WDC works in co-operation with national, regioaatl local bodies involved in western

development to:

= review and monitor development policy and its impleméanh the Region, identify any
changes and adjustments needed and make appropriategisdpagpvernment departments
and agencies;

= jdentify and implement development initiatives, or fisaie their implementation by other
relevant organisations; and

= assist businesses, social enterprises and projects,ingclaftastructure provision, by
managing the WDC Investment Fund amounting to €34m of exchagquaing.

In its Strategic Statement 2004-2006 the WDC outlined foutlegiitaaims:

1. To foster and promote job creation and the transfekili$ $0 the Western Region.

2. To contribute to the creation of a quality economic soclal environment by highlighting and
supporting opportunities for improvements in the WestegidRés transport, communications
and energy infrastructure.

3. To stimulate the creation of a quality business and camtynbased enterprise environment
across the Western Region.

4. To create vibrant and sustainable enterprise in the maas &f the Western Region.

More information on the WDC and the WDC Investmentd-aan be found atww.wdc.ie

Given the remit of the WDC, this submission is madiiwithe context of the particular
conditions which prevail within the Western RegiorheTRegion is characterised by specific
demographic, social, economic and infrastructural comgitwhich impinge upon the operation of
small businesses. The particular characteristicseoRegion therefore inform this submission
and some will be outlined in 3 below.

2. The WDC and Small Business
The WDC has particular concerns in relation to simadinesses. There are a number of reasons
for this.

* The Western Region is predominantly a rural region ¥eitih large urban centres and a
considerable number of smaller towns and villages. Sixtg percent of the population live
outside of population centres of 1,500 or more, and therendydive urban centres with
populations above 10,000 (Galway, Ennis, Sligo, Letterkenny asiieBar)' This has
resulted in a business structure that largely consisisall and micro businesses.

1 €SO (2002), Census of Population 2002



» Small businesses play a key role in job creation withé Region.

» Operating the WDC Investment Fund has provided the WDR antappreciation for the
challenges facing small businesses across a wide odusgetors including software, medical
devices, tourism and food.

* Many of the infrastructural deficits which the WDC hasddeen active in highlighting
(international air access, telecommunications, roailsand energy) are particularly relevant
for the competitive position of small businesses actios Region and particularly those
located in small towns and rural areas.

* The WDC is directly involved, through a number of ruralelepment initiatives, with small
businesses in the organic agri-food, and rural tourism indasirhe WDC considers these to
be areas of significant potential and relevance focjehtion in rural areas, based as they are
on local natural resources.

In light of these and other factors, the WDC madelasssion to the Enterprise Strategy Group
in 2004 entitlecEnterprise & Employment in the Western Region: Issues, Challenges and
Recommendations. 2 That submission resulted from extensive in-house dsawebmmissioned
research and also the experience gained from the opeohtiom WDC Investment Fund. The
WDC believes that some of the issues raised in ourisglum to the ESG are also of relevance to
the work of the Small Business Forum.

3. Characteristics of the Western Region

As noted above, the Western Region is characterisedplayticular set of economic,
demographic, social and infrastructural conditions, alllittvimpinge upon the operation of
small businesses in the Region.

All of the counties of the Western Region have adoaveragelisposable incomeper person

than the state average, with Donegal, Leitrim and Mays than 90% of the state averdgéhese
disparities were also highlighted in the recent reppithe Combat Poverty Agency that found
that persons living in those three counties had the Higisksof consistent poverty, with all other
counties in the Region (except Galway) having a higteer #verage poverty rigkIn addition to
the obvious equity and social inclusion problem, theserpattdso impact upon the local markets
of small businesses operating within the Region.

Theemployment profile of the Region is also distinctive, with a higher tharrage proportion
of people employed in agriculture, construction, hospjtalitd the public sectors while a lower
than average proportion work in financial and businesscsss. This has an impact upon the
ability of small businesses in the Region to accessast services locally.

One of the most challenging issues for the Regiomeigability to retain and attract

graduates People from the Western Region tend to have higHdenf educational attainment,
for example of the top nine counties in terms of higdtkrcation admission rates, six are located
in the region with Leitrim having the highest admisgiate at 75% However a significant

2 A copy of this report can be downloadedhip://www.wdc.ie/publications_reports_enterprise.html
3 CS0 (2005), County Incomes and Regional GDP 2002

* CPA (2005), Mapping Poverty: National, Regional and Countefest

® CSO (2002), Census of Population 2002: Volume 5, Table 13

® HEA (2005), A Review of Higher Education Participation in 2003




number of such graduates leave the Region in order teeggioyment. In 2002 only 40% of
graduates from the western counties gained their firstogmment in the Region. While this is

still a poor figure, there is evidence of improvemennakd98 only 34% of graduates found their
first employment in the Region. The real challepgesented by these figures is the fact that once
these graduates leave the Region it is very difftcuéittract them back given the employment
profile described above. The strengthening and expansionadifilsusinesses in the Region will
assist in both retaining and also attracting graduateshanahtturn will improve the skill pool

from which such businesses can draw.

These and other factors which impact upon the operatiemall businesses within the Western
Region informed the recommendations in the WDCs submnigeithe ESG and now this current
submission to the Small Business Forum. Some of thedsshich the WDC consider to be
central to the development of small businesses witi@rRegion are outlined in the next sections.

4. Competitiveness Challenges for Small Business in tiiéestern Region

Ireland’s continued economic growth will be driven by ability to compete internationally in
the knowledge economy and deliver increased employmerglinskill, high value manufacturing
and services. The existence of wide disparities betwagions, some of which were highlighted
above, is not conducive to achieving such competitiveness presents particular challenges for
small businesses in the Western Region.

Ensuring a more even spread of economic activity achosscountry requires that regions,
including the Western Region, are in a position to graigenous enterprises, as well as attract
inward investment (both foreign and Irish). The WDC idolike to particularly highlight two
elements of competitiveness which face small businessethe Region: Innovation; and
Infrastructure provision.

4.1 Innovation and Knowledge in Small Business in the Western Ren

Competitiveness in the new or knowledge economy is hgsaad innovation and knowledge. This
incorporates not only research and development but also wigans of knowledge acquisition
(e.g. licensing, purchase of software etc.) and innovat®mall businesses face particular
challenges in relation to innovation, especially i éinea of R&D. Small businesses in the
Western Region face additional specific challenges.

The research capacity of the Western Region is lin&ét$ economic structure and its higher
education infrastructure. These two are strongly intertinks there is a concentration of more
research intensive hi-tech industries in the GalwayéClaea which is also the catchment of the
Region’s only university, NUI Galway, as well as betmedj from proximity to Limerick

University. The north of the Region above Galway téodse more rural in nature and also has a
higher dependence on more traditional areas of manufagtug. food processing, textiles,
engineering etc., which tend to be less actively invoimgdsearch. This has contributed towards
the creation of a distinct spatial pattern in the kieolge base of the Region, with knowledge
generation primarily concentrated in the south, winéertorthern part is predominantly a
knowledge taker, with of course a number of notable piaes.

Small businesses operating in the north of the Redpomot therefore have access to the same
innovation and research environment as those in the.s&othany small business, particularly



those involved in the knowledge economy, interlinkageb nétworks of other businesses within
the sector play a key role in fueling innovation. SrbaBlinesses can therefore be disadvantaged
in terms of innovation due to their location. Support agsnshould provide specific additional
supports to facilitate businesses in such a situation.

Methods of innovation and knowledge acquisition other thdmmuse R&D (e.g. licensing,
purchase of machinery, software etc.) can prove pantigulaeful for small businesses. Ina
Region with relatively limited research capacity andegience, as well as a higher proportion of
more traditional type industries, such methods are ofcpéatirelevance. Conducting research,
including the employment of research staff, may not balslevior indeed advisable approach for
many small firms. The WDCs suggestions in relatiomtmvation and knowledge are presented
in our recommendations in 6 below.

4.2 Infrastructure Provision and Small Business in the Wesrn Region

Given the changed cost structure operating within Irelaswss to infrastructural facilities that
are at least on a par with competitors is a key fantthve competitiveness of small firms.
Infrastructural weaknesses within the Western Regiair jielecommunications, road, rail and
energy, can act as major inhibitors to the establisham@hgrowth of small businesses. The
WDC has been very active in highlighting the infrastitatneeds of the Regiband while
significant progress in addressing some of the infrastrudefreits has been made in recent
years, in particular in the area of roads and telecamncations, there are still major gaps
especially in direct international air access.

Small businesses operating within the context of kedftipoor infrastructure are hampered in
achieving competitiveness, particularly internationally.c8peinfrastructural improvements
which the WDC considers would greatly improve the cortigetposition of small businesses in
the Region are outlined in our recommendations in 6.

5. Financing Small Business in the Western Region — The WDCvestment Fund

Access to finance and specifically venture capital isick@ned one of the key drivers of enterprise
development. Firms in the Western Region, partibu&Emall businesses, have limited access to
venture capital funds. There is a significant equity gajhe seed and early development stage
funding of new ventures.

The WDC Investment Fund was established by government tessdidiis equity gap, and became
fully operational in 2001. Since then, the WDC InvestmemidFhas been providing seed and
venture capital to start-up and expanding businesses Wektern Region on a commercial basis.
The WDC is unique in that it is the only Irish state agdahat has received European
Commission risk capital approval under State aid guidelifiéss approval was based on the
identifiable market failure within the Region.

This risk capital approval means that the WDC can providdl smd medium sized businesses
with equity investment for working capital purposes. Worldagital is the lifeblood of any
business and it is especially critical for start-up hesses and knowledge-based small enterprises

"WDC (2001), State of the West; WDC (2002), Update on Tetemanications in the Western Region; WDC (2003),
Jobs for Towns; Western Rail Corridor Conference (2005)



which are unable to secure bank funding as they do not hgnasaets or track record to offer as
security. Some of the benefits for small businessethat risk capital

* Improves the financial strength and balance sheet

* Increases customers and suppliers confidence in the baisines
* Increases bankers and other funders confidence in theekasi

» Assists in leveraging other sources of finance

* Shares risk/reward with the entrepreneur

By sharing the investment risk with business promoterS$MDE also encourages a positive
culture and attitude towards entrepreneurship within the ée&egion. The availability of the
Fund facilitates and encourages entrepreneurs to establisbnterprises and to move away from
lifestyle businesses to progressive, growth orientateshésses. With only 13 percent of new
start-ups in the country established in the BMW refjmrblic intervention is required to
aggressively promote entrepreneurship in the region.

There is a strong association between access taé@ramd innovation. The results of a survey of
small and medium sized enterprisesthe BMW region show that they view finance as the
primary enabler or stimulator of company innovation. bt $ame time a major barrier to
innovation was the shortage of money and/or lack adifgn Without access to a dedicated risk
capital funding mechanism, such as the WDC Investmemd,Faisignificant number of small
businesses would have their start-up or development platesled or prevented.

Further information on the WDC Investment Fund can ltaindd on our websit@ww.wdc.ie
Specific recommendations in relation to the financing enviemirfor small businesses in the
Western Region are presented in 6 below.

6. Recommendations

General

While small businesses across Ireland face a comnari skallenges, there are also
particularities related to their location. The ecormamnd infrastructural characteristics of a region
will create some specific issues for small businessels 8s access to: broadband, direct
international air services, venture capital, businesscgsr and local markets. For this reason, the
WDC urges that the Small Business Forum conselgional differencesduring their

deliberations and when making their recommendations. st appropriate support mechanisms
for small businesses in the Dublin Region for examg not necessarily be equally appropriate
for those in rural areas of the Western Region.

Specific
The WDC makes the following recommendations to the BBuainess Forum:

1. Innovation within small businesses is dependent upon atcésisd level institutes,
supportive state development agencies and facilitativentdagical networks. Small

8 The Circa Group Europe, 2004, ‘Audit of Innovation in the BNRagion’ BMW Regional Assembly.
® The Circa Group Europe, 2004, ‘Audit of Innovation in theBNRegion’ BMW Regional Assembly.



businesses in the North West of Ireland face partiallalenges in this regard. Therefore the
development of a technologically-based knowledge netwottke North West should be
facilitated and supported. This would enhance the are@angscapacity and would be
based on the existing higher education system, primaelyristitutes of Technology (ITs),
and would establish strong links with surrounding enterprsasicularly small businesses.
Enhancing the innovative capacity of small businesstd®ifVestern Region north of Galway
will be strongly influenced by the development of tfie in the area and the establishment of
strong industry-education linkages.

Development agency supports for innovation need to fhieisatly flexible to allow firms to
utilise means other than in-house R&D to acquire knowledge.undue bias in favour of a
firm conducting its own R&D can be particularly constiiag for small businesses. Supports
in this area must be able to facilitate a firm using rtizest appropriate means of gaining the
knowledge required for innovation e.g. licensing, purchasirgvacé etc

. The following infrastructure improvements would greatly enkahe competitive position of
small businesses operating in the Western Region. &eNational Development Plan
provides an excellent opportunity for investment commitisiémnovercome the existing
infrastructure deficits in the Region.

* Investment in enhanced direct international air ackmeasd from the Region. Knock
International Airport is particularly well located tage the needs of the northern half of
the Region, with Shannon serving the more southers.arBae continued development of
both airports should be promoted.

» Completion of the Major Inter Urban routes servingriéngion by 2010 and increased
service levels on other major radial routes servingegen (e.g. N4/N5). Also increased
service levels on cross-radial road routes linking megications which will facilitate
small businesses in networking with suppliers, custorttard, level institutes and other
services within the Region.

* Increased investment/ service on the main rail linesrggethe Region e.g. Dublin-Sligo,
Dublin- Westport/Ballina, Dublin-Galway, Dublin-Ennis and teepening of the Western
Rail Corridor from Ennis to Sligo. This will ease netwakifor small businesses and also
provide an alternative commuting option for staff.

» The universal rollout of high quality broadband telecommuiana infrastructure.

* Expansion of electricity supply/transmission capaciiyiv the Region as well as
expansion of the gas network to provide a choice of grsergply.

. There should be continued exchequer support for the WDC Ingestrund to ensure that
small businesses in the Western Region have accesed@sd venture capital and that the
market failure in funding availability to small businesgethe Region continues to be
addressed.

Ensure that the maximum allowable levels of State Agedpaovided to small businesses in the
BMW region for the remaining period of its Objective atgs. This has not been the case



under many support schemes to date and full advantage $isotaklen of Objective 1 status
for the remainder of the period to end 2006.

6. The various tax relief schemes that are availabledng the Seed Capital Scheme and BES
should be more vigorously promoted to small businesses.

The WDC is happy to provide further information or exarmpterelation to this submission,
should they be required. We are also prepared to meetheitbmall Business Forum to discuss
any of these points in more detail.

Western Devel opment Commission
October 2005

If there are any further general queries in relatiomi®gubmission, please contact:

Pauline White

Policy Analyst

Western Development Commission
Dillon House

Ballaghaderreen

Co. Roscommon

Phone: 094 986 1441

E mail: paulinewhite @wdc.ie

If there are any specific queries in relation to the dmeraf the WDC Investment Fund, please
contact:

Gillian Buckley

Investment Manager

Western Development Commission

Dillon House

Ballaghaderreen

Co. Roscommon

Phone: 094 986 1441

E-mail: gillianbuckley@wdc.ie




