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Good connections
Commercial activity on the Internet is transforming the UK economy, and 
technology start-ups can still reap huge rewards: but they need support.

Commercial activity linked to the Internet 
now forms a sizeable chunk of the UK’s 
economy, Matt Mead, Managing Director 
of NESTA Investments – the technology 
venture capital arm of the National 
Endowment for Science, Technology and 
the Arts – told PITCOM’s March meeting.

Figures from a recent report for Google 
by the Boston Consulting Group, ‘The 
Connected Kingdom’, show Internet-
related activity formed about 7.2% of the 
UK’s GDP in 2009, worth £100 billion, 
Mead said.

Components of this figure include 
consumer spending of about £50bn on 
e-commerce, with UK citizens spending 
more online per capita than any other 
country; £10bn on Internet service 
providers and access devices; and 
government spending on hardware, 
software, IT services and telecoms of 
about £25bn.

“It’s true this is a crude measure, that 
doesn’t capture the full economic impact 
of the Internet: it doesn’t recognise the 
fact that the Internet has launched many 
businesses, for example, or that people 
look at it daily to find properties to buy, 
for example”, he said. “But it shows the 
Internet is now pervasive, and has a 
material impact on GDP.”

This has many important implications, 
said Mead, not least those relating to the 
risk of economic exclusion for people who 
don’t use the internet – a fifth of adult 
population have never gone online, for 
reasons including a lack of skills. “We 
need to look at that.”

But the apparently large figures may also 
mask even bigger missed opportunities, 
if we compare our own technology 

companies with the gargantuan Internet 
success stories of the US, he said.

Four of the biggest American Internet 
firms – Google, Amazon, Yahoo and 
eBay – now pull in combined revenues 
of some £79bn and have a combined 
market capitalisation of £320bn – bigger 
than BP and Shell added together, said 
Mead. And a whole new wave of US net 
giants such as Facebook, Twitter, online 
gaming firm Zynga and group discount 
buying site Groupon – all created in the 
past six years – already enjoy an informal 

market capitalisation of some £80bn, he 
said.

The UK, on the other hand “doesn’t 
seem to do big”. A list of our own biggest 
net firms might include online fashion 
retailer Asos (valued at around £1.3bn); 
betting exchange Betfair (£1bn); and 
online supermarkets Ocado (£1.1bn), and 
Tesco (online value not known). These are 
large, but nothing like the scale of the US 
examples, Mead said.

There are various reasons for this 
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In the US, everyone wants to be Mark Zuckerberg. 
But in the UK, people don’t grow up aspiring to be 
entrepeneurs.

discrepancy, he said. “In part, it is down 
to poor access to early-stage and mid-
stage capital. And in part, it is a cultural 
problem.

“In the US, everyone wants to be Mark 
Zuckerberg. In the UK, people don’t grow 
up aspiring to be entrepreneurs – they 
aspire to do other things like financial 
services.”

Harry Berry of New Venture Partners 
agreed with Mead that the UK and 
European markets for venture capital are 
weak compared with the US.

New Venture Partners is a technology 
venture capital company created from two 
sources: a US firm called Lucent Ventures  
and later from the UK, the addition 
of Brightstar, the former technology 
business incubator arm of BT set up by 
Berry just before the tech market crash 
of 2000. The survival through the crash 
of some of its investments shows the 
genuine commercial potential of many 
technology companies to change the way 
traditional businesses operate, he said. 
“I’ve been there when a guy walks in with 
a piece of paper and says ‘Harry, I’ve got 
an idea’, and I’ve been there when he 
exited for £140m. So it can happen.”

But technology start-ups do face major 
problems in the UK compared with their 
US counterparts, Berry said.

There are two main reasons for this, 
he said. First, in the UK and Europe, the 
market for venture capital is weak. “So 
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Executive summary

l Commercial activity linked to the Internet now forms a sizeable chunk of the 
UK’s economy, but the large figures may mask even bigger missed opportunities 
if we compare our technology companies with the global-scale Internet success 
stories of the US.

l In part, this is down to relatively poor access to early-stage and mid-stage 
venture capital in the UK and Europe, and an insistence on early profits. This 
may be improving as more UK technology entrepreneurs set up venture funds 
themselves.

l But the biggest difference is cultural: in the US, many people admire and aspire 
to be entrepreneurs from an early age, and have the confidence to give it a try, but 
this is not yet the case in Britain.

l To instil a culture of entrepreneurship, we will need to work in schools to inspire 
children with a believe they can run their own business; continue in colleges and 
universities to improve training in entrepreneurship, through partnerships with 
businesses; and create and support an environment for business start-up. These 
are three pillars of an enterprise start-up culture.
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if you think of it as being like a market 
where a farmer is selling sheep – if you 
can’t get a price which is more than your 
cost of raising the sheep, you won‘t do 
it.”

As a result, European firms are seen 
as a poor investment, and in a move 
known as the Delaware Flip, derived 
from the corporate law of that state, 
many British businesses are moving to 
US legal ownership to allow easier access 
to American venture capital, he said.

The second problem is the unwillingness 
of many UK entrepreneurs to take risks 
along with their investors, Berry said. 
“If I’m negotiating a package with a CEO 
in the US, first he is worried about his 
reputation, and then he will fight like mad 
for equity. But in Europe, you find CEOs 
talking about bonuses, and pensions. 
As an investor, you don’t want that – you 
want to feel CEO motivation is aligned 
with shareholder growth, not just that 
they are being paid out of your money.”

The solution to these problems is to 
instil a culture of entrepreneurship into 
the mindset of people in this country, 
work he has begun in the East of England 
as chair of the Eastern Enterprise Hub 
based in Ipswich, Berry said.

One key is using local businesspeople 
to introduce better training in 
entrepreneurship in colleges, he said. “It’s 
simple: if our education goes on in colleges 
and universities, and our academics have 
spent their lives in academia, how can 
they teach entrepreneurship? The answer 
is, we have said to local businesses, you 
might not have realised it, but you have 
a corporate responsibility for training 
entrepreneurs in your local community. 
To give something back.

“So we have set up a system whereby 
businesses can mentor, sponsor, set up 
dragon’s dens. They will do it, if there is 
a way.”

The first social intervention has to come 
even earlier however, Berry said. “There 
is no point doing this if when kids leave 
school they don’t know what starting a 
business is, or what to do – so there also 
needs to be something about going into 
fifth and sixth forms, and inspiring kids to 
run their own businesses,” he said. “If you 
do this, you can see astounding changes 
– it builds social skills, confidence, team-
work.”

The third and final pillar of building a 
proper start-up culture occurs after the 
work in schools and colleges, with actual 

business start-up programmes, he said.
“I do not believe a clear strategy exists 

today – we’re wasting a lot of money 
on process, but throwing nothing at 
culture change. It’s not about making 
sure people have got somewhere to go 
to get information, it is giving people 
the confidence to believe they can do it. 
In the system we have now, they don’t 
leave education with that confidence, or 
belief.”

In a question and answer session, 
one delegate asked how the UK’s 
major technology companies, already 
battered by the recession, could be 
expected to find the resources to help 
deliver entrepreneurship training to 
communities.

“The key is not to focus on the biggest 
organisations, but to go to businesses who 
are in the community and have something 
to gain from community”, Berry said. “We 
have middle managers going in and giving 
lectures – their own kids are there in the 
schools. It’s symbiotic.”

Another delegate questioned the 
tendency of UK venture capital funds to 
insist on start-ups turning a profit from 
very early stages, rather than simply 
backing innovation and waiting for 
business models to grow as with firms like 
Twitter. But Matt Mead said this outlook 
was beginning to change.

“A lot of early funds were raised by 
accountants and MBAs, not technologists”, 

said Mead. “The venture capital industry 
takes a long time to change – it’s on a 
10-year cycle – but this is fading away 
now and what you’re seeing is more and 
more entrepreneurs like Brent Hoberman 
setting up funds where all the partners 
are entrepreneurs themselves.”

In response to a question on the 
strength of the government’s new Budget 
as a boost for entrepreneurship, Mead 
said that it was “quite a good Budget” 
from that perspective, taking “several 
steps in the right direction.” In particular, 
the government’s move to increase tax 
relief on investment in new businesses 
from 20 to 30 per cent “makes a lot of 
sense”, he said.

Berry said the government’s ‘StartUp 
Britain’ support initiative linked to the 
Budget had been a welcome move. 
“The measures implemented were small 
because of a lack of money, but the 
messages were very big. It is the first time 
in a long time the government has talked 
about start-ups.”
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