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Section 1  Skills : The Foundation of the UK Software Economy  

Gerry McAlister  

Director , Higher Education Academy -  Information and Computer 

Sciences  

 

Computing Science degree programs in Higher Education, in comparison to most 

other disciplines, are relatively new considering that they did not exist until the 

second half of the twentieth century. The academic perspective of the subject 

evolved from other disciplines such as electronic engineering, mathematics, 

aspects of business and other scientific based subjects.  The early computing 

curriculum focused on machine and assembly language programming and other 

languages such as Algol, basic operating systems, study of compilers and 

assemblers and a mathematical approach to theory.  These skills were deemed 

those necessary to apply the emerging technology to the then limited 

applications of largely mathematical calculation and data processing. 

Today we live in an entirely different technology world of internet, multimedia, 

web technologies, scripting languages, social networking, mobile and distributed 

computing and games devices. Computing is all pervasive and applied to 

practically every aspect of life, although often opaque. The curriculum has thus 

evolved beyond recognition to concentrate on Internet friendly and obj ect 

oriented languages, network protocols, graphical user interface design, large and 

distributed database models and topics encroaching on current research work 

such as artificial intelligence. It is unlikely that any discipline has had to deal with 

such a dynamic change in curriculum in order to keep producing graduates with 

the appropriate skills for the modern age. However practically every university in 

the UK has a computing science department, approximately 120 in all, and the 

subject has had major significance in many. Additionally many enter the 

profession from sub degree routes and other subject area qualifications. 

Professionals in the discipline also very often require a mixture of technical and 

business skills, the degree of which depending on the business nature. 

Attracting more students to study the subject has been a matter of concern to 

the industry for some time 1.  From a high level of participation during the ódot 

com boomô of 2000/2001 there has been a steady decline in applications to 

higher education and indeed in the study of the subject at school level. This is in 

the light of increasing demand for skilled computing professionals. Many reports 

have speculated on the reasons and offshoring, image and aversion to the 

                                       
1 Technology Counts IT & Telecoms Insights 2008 e-skills UK 
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analytical nature of STEM (Science, Technology, Engineering and Mathematics) 

based subject disciplines have been postulated. In common with most STEM 

subjects the failure to attract more females into the discipline results in the 

sector missing out on a large proportion of the  available talent pool.  

In addition to the skills emerging from more conventional routes from schools 

directly through the higher education system, up skilling of the workforce, as 

identified by the Leitch 2 report, needs to play an ever more important rol e. More 

input from industry into the higher education system and accreditation for Work 

Based Learning by universities has an important role to play.  This requires 

considerable effort from both parties.  It is complicated by the nature of the IT 

business, embracing both small and major companies, with a diverse range of 

business objectives. Many find it difficult to articulate what their skills 

requirements are and the time sequence through conventional university 

programs does not correlate well with soft ware application deadlines and release 

dates.  To counteract this timely intervention through CPD (Continuing 

Professional Development) modules must play a more significant part in 

facilitating greater employer engagement with the educational establishment s. 

Change is needed and Industry, educational establishments and government 

must work together to sustain the high value of the UK knowledge based 

economy3. It is crucial that universities produce the graduates the economy 

needs, with the skills that emplo yers value.  

Part 1.01  Graduates Entering the Software Industry  

Part 1.01.1  Introduction to the cpSTEM subjects and Methodology  

The term STEM incorporates subjects that belong to the Sciences, Technology, 

Engineering and Mathematics and have commonly been referred to as the key 

disciplines underpinning a knowledge and innovation-based society4 5. It is also 

well perceived that these STEM subjects create skilled individuals that gain 

employment within the software industry.  

 

The sciences portion of the STEM definition cover a broad number of subjects 

and can include computer science, chemistry, as well as the physical and 

biological sciences. For the purposes of this analysis, both chemistry and 

                                       
2http://www.hm -treasury.gov.uk/independent_reviews/leitch_review/review_leitch_index.cfm  

3 Higher Level learning. Universities and employers working together. Universities UK 

4 http://www.doleta.go v/Youth_services/pdf/STEM_Report_4%2007.pdf  

5 http://www.umich.edu/~advproj/ncid/assessing_programs.pdf  
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biological sciences were not analysed, as these subjects are not directly relevant 

in creating skill sets relevant to the software industry.  

 

From this point onwards in the report, the computer and physical Sciences, 

Technology, Engineering and Mathematics group of subjects will be denoted as 

cpSTEM subjects. 

 

Graduates from universities are perceived to be an important source of skilled 

individuals for the software industry. It has also been recognised that not only do 

computer science graduates enter the software industry, but so do gr aduates 

from the cpSTEM disciplines as described above. This analysis looks at the 

contribution of the cpSTEM disciplines to the software industry over time.  

 

In this analysis, the number and importance of cpSTEM graduates feeding the 

software industry was examined over time, building on research carried out in 

previous Developing the Future Reports6 7. The demand for cpSTEM courses was 

also analysed for changes. When analysing the fate of new cpSTEM graduates, 

their employment rate was analysed as well as the direct effect of graduates on 

the software industry, by calculating how many cpSTEM graduates are actually 

employed in the information technology professionals sector, and whether this 

has changed over time.  

Part 1.01.2  Number of Graduates of cpSTEM subjects  

The first determinant was the number of graduates that studied cpSTEM subjects 

from 1997-98 to 2006-07 garnered by using data from the Higher Education 

Statistics Agency (HESA), which is shown in Figure 1 . This showed the extent of 

how many graduates with relevant skill sets entered the software industry at the 

end each of these years. To ensure concordance with the STEM nomenclature, 

mathematical sciences will be referred to as mathematics, as characterised in the 

HESA data. 

                                       
6 

http://download.microsoft.com/documents/UK/developingthefuture/Developing%20_The_Future_

07.pdf 

7 http://download.microsoft.com/documents/UK/citizensh ip/Developing_the%20_Future2006.pdf 
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Figure 1: Number of Graduates of cpSTEM subjects between 1997 -98 

and 2006 -07 (Source: HESA)  

This revealed that the number of graduates that studied the cpSTEM subjects of 

computer and physical Science, Technology, Engineering and Mathematics rose 

steadily from 77,475 students in 1997 -98 to peak at 104,370 students 2004-05 

(a rise of 34.7%), then drop to 99,875 students by 2006 -07 (a drop of 4.3%).  

 

The majority of the incre ase in cpSTEM graduates from 1997-98 to 2004-05 can 

be attributed to a rise in computer science graduates who were responsible for 

72% of the rise (19,382 of the 26,895 new cpSTEM graduates). Mathematics 

was responsible for 12% of the rise (3,240 graduates ), the physical sciences for 

8.5% (2,282 graduates), and technology and engineering (which are classified 

together by HESA) for 7.4% (1,991 graduates).  

 

Computer Science was also responsible for the majority of the subsequent 

decline in cpSTEM graduates from 2004-05 to 2006-07. Whilst the number of 

cpSTEM graduates dropped by 4,495 from 2004-05 to 2006-07, the number of 

computer science graduates dropped by 6,175 students.  In contrast, the 

number of graduates in mathematics (445 graduates) and technology a nd 

engineering (1,240 graduates) both rose, whilst the number of graduates in the 

physical sciences remained constant. 
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Interestingly, the rise in the number of computer science graduates from 1997 -

98 to 2004-05 and subsequent fall, mirrors that of the dot-com boom and 

subsequent bust around 2002-2003. The drop in computer science graduate 

number is most apparent in 2005-06, around 3 years after the dot -com bubble 

burst, suggesting that many students turned away from studying computer 

science subjects in 2002-03. 

 

The next stage involved the examination of the total number of graduates from 

HEIs from 1997-98 to 2006-07 in order to determine if the rise and fall in the 

number of computer science graduates was mirrored in the overall graduate 

number, perhaps reflecting a greater trend. A time -series analysis of total 

graduate numbers is shown in Figure 2 , and revealed that HEI graduate 

numbers have steadily increased by 49% between 1997-98 and 2006-07 

(437,128 to 651,060 graduates), suggesting that this was not the case. Although 

HEI graduate growth slowed after 2004 -05, this was still in contrast to the 

decline in cpSTEM graduate numbers over the same period.  

 

 
Figure 2: Time -Series Analysis of the Total Number of HEI Graduates 

from 1997 -98 to 2006 -07 (Source: HESA)  
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Taken together this suggests that against a backdrop of rising HEI graduate 

numbers from 1997-98 to 2006-07, cpSTEM graduate numbers have also risen, 

but only until 2004 -05 from which point they have dropped slightly.  The rise and 

fall of cpSTEM graduate numbers is largely attributable to a corresponding rise 

and fall in the number of computer science graduates in HEIs.  This suggests 

that there may be a shortage of graduates feeding into the software industry 

compared to previous years. 

Part 1.01.3  Percentage of Graduates that studied cpSTEM subjects  

The next question posed was if there has been a corresponding decline in the 

proportion of graduates that studied cpSTEM subjects. A time-series analysis is 

shown in Figure 3  using data from HESA, and revealed that there has been a 

general decline in the percentage of HEI graduates that studied cpSTEM 

subjects, dropping from 17.7% of all graduates in 1997 -1998 to 15.3% in 2006 -

07. 

 

 
Figure 3: Percentage of HEI Graduates that studied cpSTEM subjects 

(Source s: HESA and Library House)  
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technology and engineering graduates (8.1% to 6%) between 1997 -98 and 

2002-03, followed by a drop in the percentage of computer science graduates 

between 2003-04 and 2006-07 (from 6.2% in 2003 -04 to 4.8% in 2006 -07). The 

percentage of mathematics graduates generally remained constant between 

1997-98 and 2006-07 (between 1.2% and 1.3 %).  

 

Taken together, this analysis suggests that cpSTEM subjects are less attractive 

for todayôs university students than they were in 1997-98. If this trend continues 

along with the decrease in cpSTEM graduate numbers that has also been 

observed, it is possible that there could be difficulties in finding suitably skilled 

individuals such as graduates to feed into the software industry in the years to 

come. However, it is important to note that new graduates are not the only 

source of skilled individuals for the software industry, with graduates with work 

experience, and individuals with other industry -relevant qualifications also highly 

sought after.  The importance of these other sources of skilled individuals to the 

software industry will be further exami ned in a subsequent section. 

 

Because of the decline in STEM importance and graduate numbers, 

Governmental Funding Bodies such as the Higher Education Funding Council for 

England (HEFCE) have classified the STEM subjects as ñstrategically important 

and vulnerableò, and as such have undertaken initiatives to counter this decline, 

particularly in chemistry, physics, engineering and maths8. These include 

initiatives in collaboration with Aimhigher to increase and widen participation in 

STEM subjects, particularly with regards to currently under -represented groups. 

Part 1.01.4  Number of Applicants for cpSTEM subjects  

The decrease in both the number and percentage of graduates studying the 

cpSTEM subjects could be due to either a decrease in the number of applicants 

for the cpSTEM subjects, or a reduction in the acceptance rate of applicants for 

cpSTEM subjects. 

 

To explore these two possibilities, a time-series analysis of the number of 

applicants for cpSTEM subjects from 2002 to 2007, and the corresponding 

acceptance rate was performed.  This time period was chosen as it coincided 

with the decline in the percentage of students studying computer science, and 

the rise (until 2004 -05) and subsequent fall in the corresponding number of 

cpSTEM students.  

 

                                       
8 http://www.hefce.ac.uk/AboutUS/sis/stem.htm  
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The data from the Universities & Colleges Admissions Service (UCAS) was 

analysed as the UCAS classifies data differently from HESA, publishing data for 

each calendar rather than academic year (i.e. 2004 instead of 2004-05).  

However, UCAS data will be represented in the HESA data-set in the following 

academic year (i.e. 2004 UCAS applicants (if accepted) will be included in the 

2004-05 HESA data-set). 

 

In addition, whilst HESA groups technology and engineering together, UCAS 

differentiates between the two, but instead groups the m athematical and 

computer sciences together.   

 

In order to see whether there have been any changes in the demand for cpSTEM 

subjects over time, the number of applicants for the cpSTEM subjects from 2002 

to 2007 was firstly determined and shown in Figure 4 . As with the HESA data, 

to ensure consistency with the STEM nomenclature, we have also referred to the 

mathematical sciences as mathematics. 

 

Figure 4  shows that the number of applicants for cpSTEM subjects has generally 

decreased over the 5 years that were analysed, from a high of 70,505 stud ents 

in 2002 to 65,105 students in 2007, representing a decline of 7.7%.  This decline 

was attributable to a drop in the number of computer science and mathematics 

applicants. The number of computer science and mathematics applicants 

dropped by 26.5% (34,1 36 applicants in 2002 compared to 25,102 in 2007) 

between 2002 and 2007.  

 

 
Figure 4: Applicant Number for the cpSTEM Subjects (Source: UCAS)  
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In contrast, between 2002 and 2007 the number of physical sciences, 

technology, and engineering applicants all rose by 14%, 18.4%, and 6.7% 

respectively. It was also observed that a similar rise in the total number of HEI 

applicants between 2002 and 2007, with a 15.8% increase (461,365 applicants in 

2002 compared to 534,495 applicants in 2007). 

 

The decrease in the number of computer science and mathematics applicants is 

likely due to a drop in computer science applicants given that the number of 

mathematics graduates increased by 27.3% between 2002-03 and 2006-07 

(6,895 to 8,780 graduates, see Figure 1), whilst the number of computer 

science graduates decreased by 6.8% (33,560 to 31,270 graduates). 

 

However, there was a slight rebound in cpSTEM applicants between 2006 and 

2007 primarily mediated by a 6.9% increase in engineering and physical sciences 

applicants, a 1.5% increase in the physical sciences and a 12.7% increase in 

technology applicants.  Importantly however, there was also a 7.4% increase in 

the number of computer science and mathematics applicants, although this was 

negligible given the overall reduced demand in previous years (a drop of 7,407 

applicants between 2002 and 2006, compared to an increase of 458 applicants 

between 2006 and 2007). 

 

Taken together, this suggests that between 2002 and 2007 there has been an 

increased demand for subjects that indirectly feed into the software industry 

such as engineering and the physical sciences. This is consistent with the 

increase observed for all applicants to HEIs in the past 5 years.  However, there 

has been a significant decrease in the demand for subjects that directly feed into 

the software industry such as computer science (and mathematics) over this 

period (34,136 applicants in 2002 to 25,102 a pplicants in 2007).  

 

This paints a worrying picture for the computer sciences in particular, as the 

analysis suggests that applicant numbers may not bounce back to those at the 

height of the dot -com boom and could stabilise around their current number.  

Additionally, this raises the scenario that there may be a shortage of new 

graduates to directly feed into the software industry in the years to come.  

Part 1.01.5  Acceptance Rate for cpSTEM subjects  

One possible explanation for the decline in the number of graduates since 2004-

05 is that the acceptance rate for cpSTEM subjects has become lower over time 

and so the percentage of acceptances for the cpSTEM subjects from 2002 to 

2007 was calculated and findings shown in Figure 5 .  The acceptance rate for 
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some of these subjects can be higher than 100% because this includes 

applicants who did not put the particular cpSTEM subject as their first choice.  

 

 
Figure 5: Analysis of Acceptance Rate for cpSTEM Subjects (Source: 

UCAS)  
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general decline in the number of applicants since the dot-com bubble burst in 

2002-03.  

 

However, given that the number of acceptances for computer science and 

mathematics in 2007 (24,622) was less than the number of graduates of 

computer science only in 2006-07 (31,270, with mathematics a further 8,780) , 

this suggests that there will be a shortage of new graduates entering the 

software industry in the next three years. It will be interesting to see whether 

the increase in the acceptance rate for computer science and mathematics will 

have any affect in stemming the decline in computer science graduates in the 

future.  

Part 1.02  cpSTEM Graduates employment trends  

It was next asked whether cpSTEM graduates are easily employed following the 

completion of their degree, and if so, where they are employed. This would allow  

the understanding of the proportion of cpSTEM graduates that enter software -

related industries. 

 

This step of the analysis used data from Prospects and HESA, who compile an 

annual Destination of Leavers from Higher Education (DLHE) survey.  The HESA 

DLHE survey asks new graduates 6 months after completion of their degrees 

whether they are employed or not, and if so, where they are employed. Although 

the DLHE survey does not ascertain whether cpSTEM graduates stay in the 

profession they are employed in 6 months after completion of their degree, the 

survey nonetheless should prove useful in our assessment of graduates entering 

the software industry.  

 

Part 1.02.1  Employment of cpSTEM Graduates  

The percentage of cpSTEM graduates that are in employment from 2003 to 2006 

was firstly analysed.  This is shown in Figure  6  and shows that in general, the 

percentage of graduates that are employed 6 months after completion of a 

cpSTEM degree has increased over time, from 67.3% in 2003 to 69.1% in 2006.   

In all disciplines, there has been an increase in the percentage of graduates that 

are employed following completion of their degree. For example, there was a 

0.4% increase in the employment rate of mathematics graduates, a 0.8% 

increase for physical sciences graduates, and a 2.1% increase for IT/computer 

science graduates.  This was compared to a 0.4% increase in the rate of 

employment of graduates for all first degrees.  
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Figure  6: Analysis of the Percentage of Graduates that are Employed 6 

Months after Completion of their Degree (Sources: Prospects.ac.uk and 

HESA) 
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unemployed has significantly decreased between 2002 and 2006, from 14.1% in 

2002 to only 9.6% in 2006.   

 

Contrary to recent articles in the press that suggest IT graduates are struggling 

to find work 9,10, the analysis reveals that the unemployment rate for 

                                       
9 http://www.ft.com/cms/s/0/25c2c8e0 -491e-11dd-9a5f-000077b07658.html 

10http://www.telegraph.co.uk/news/newstopics/politics/education/2242062/Art -and-computing-

students-face-higher-unemployment-risk.html 

45.0%

50.0%

55.0%

60.0%

65.0%

70.0%

75.0%

80.0%

85.0%

2003 2004 2005 2006

Year

%
 o

f 
G

ra
d

u
a

te
s
 E

m
p

lo
y
e
d

 6
 M

o
n
th

s
 A

ft
e
r 

D
e
g

re
e
 C

o
m

p
le

ti
o
n

IT/Computer Science

Mathematics

Physical Sciences

Civil Engineering

Electrical & Electronic

Engineering

Mechanical Engineering

All Degrees

cpSTEM



Developing the Future 2008  

Section 1  ï Skills  

17 

 

IT/Computer Science graduates has actually dropped by 4.2% between 2002 and 

2006 (from 14.6% to 10.4% 11). In addition, the unemployment rate for 

graduates of Mathematics dropped by 3.2% (8.6% in 2002 to 5.4% in 2006), 

and the Physical Sciences by 0.5% (8.7% to 8.2%).  

 

 
Figure 7: Percentage of Unemployed cpSTEM Graduates 6 Months after 

Completion of their Degree (Sources: Prospects.ac.uk and HESA)  

 

In comparison, the percentage of graduates from all degrees that are 

unemployed dropped by only 0.9% (from 6.9% to 6%).  However, it is important 

to note that this is still 4.4% lower than that for cpSTEM graduates in general 

(10.4% for cpSTEM graduates vs. 6% for all graduates). Furthermore, the 

unemployment rate for other degrees such as business and management studies 

was also lower than that for the cpSTEM subjects (6.2% in 2006 compared to 

10.4% for cpSTEM graduates).  

 

Given the difference in the unemployment rate between cpSTEM graduates and 

alternative subjects for potential cpSTEM students such as business and 

management studies, it is perhaps unsurprising that cpSTEM graduate and 

                                       
11 N.B. The 2006 data represents the latest HESA data for the 2006-07 academic year 
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applicants numbers have been dropping. However, considering the importance of 

STEM subjects for innovation and the economy as highlighted by a recent report 

from the US Department of Labor, Employment and Training Administration12, it 

is imperative that new initiatives be undertaken to increase the attractiveness of 

STEM subjects for tomorrowôs HEI students. This should be undertaken by both 

governments, and companies alike, otherwise there will likely be an increased 

shortage of cpSTEM graduates feeding into all industries in the years to come, 

which could have significant impacts on the economy and innovation in general.  

 

Despite these potential difficulties, the analysis suggests some encouraging 

recent trends for the software industry. An example of which is the rate of 

employment of cpSTEM graduates that is increasing whilst the rate of 

unemployment is decreasing. In both cases, this outperformed the trends 

observed for all degrees and given the decrease in graduate numbers since 

2004-05. However, more initiatives (governmental and business) need to be 

developed and implemented to make STEM subjects more attractive for 

tomorrowôs HEI students, and reduce the disparity in unemployment rates 

between cpSTEM subjects and all HEI degrees, as well as alternative degrees 

such as business and management studies. 

Part 1.02.3  cpSTEM graduates in the software industry  

The number of cpSTEM graduates that actually go into the software industry was 

investigated to determine the i mportance of each discipline in terms of feeding 

new graduates into the software industry.   

 

The datasets utilised again were from Prospects.ac.uk and HESA dating 2002 to 

2006.  This data estimates the percentage of graduates from each discipline that 

enter different sectors. The most relevant sector for the software industry is 

what is classified as information technology professionals.  First examined was 

the percentage of Computer Science/IT graduates that entered the IT 

professionals sector from 2002 to 2006, which is shown in Figure 8 . 

                                       
12 http://www.doleta.gov/Youth_services/pd f/STEM_Report_4%2007.pdf 
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Figure 8: Employment Sectors entered by new IT/Computer Science 

Graduates 6 months afte r completion of their degree (Sources: 

Prospects.ac.uk and HESA)  

 
Figure 9: Proportion of new cpSTEM Graduates entering the 

Information Technology Professionals Sector (Sources: Prospects.ac.uk 

and HESA)  
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This shows that although the percentage of IT/Computer Science graduates 

entering the IT Professionals sector decreased by 4.7% between 2002 and 2003 

(from 42.2% to 37.5%), since then it has steadily increased to be 1% above the 

levels of 2002 (43.2% compared to 42.2%).  

 

Although this is an encouraging sign, it is important to note that in 2006 (Figure  

10 ), only 43.2% of employed IT/Computer Science graduates entered the IT 

professionals sector.  In the remaining 56.8% of employed graduates, the next 

largest employing sector was the Commercial, Industrial and Public Sector 

Manager Sector, which employed 10% of the IT/Computer Science graduates up 

from 9.3% in 2002. It was also found that 7.5% of IT/Computer Science were 

employed as retail, catering, waiting and bar staff, whilst 7.2% were emplo yed in 

other clerical and secretarial occupations which was surprisingly down from 

12.9% in 2002.  

 

Interestingly, 5.9% of IT/Computer Science graduates were employed as 

Business and Financial Professionals and Associate Professionals in 2006, up from 

only 2.9% in 2002.  This suggests that the skills of these graduates are in 

increasing demand from the business and financial sector. 

 

Though this suggests that a significant proportion of IT/Computer Graduates are 

not entering the IT Professionals sector, it i s important to note that a proportion 

of these individuals will probably be undertaking IT -related activities in other 

sectors. This would particularly be true for those in the Commercial, Industrial 

and Public Sector Manager, Other Clerical and Secretarial, and Business and 

Financial Professionals and Associate Professionals sectors.  Thus the actual 

percentage of IT/Computer Science graduates undertaking IT-related activities is 

likely to be higher than the 43.2% of graduates directly employed in the IT 

professionals sector. 

 

The proportion of individuals from other cpSTEM disciplines that entered the IT 

professionals sector was analysed in order to ascertain their contribution to the 

software industry, though only the IT professionals sector was analysed given 

that it is impossible to ascertain the proportion that are involved in IT -related 

activities in other sectors. 

 

This is shown in Figure 9 , and reveals some very encouraging trends for the 

sector. Firstly, in terms of cpSTEM graduates as a whole, the percentage 

entering the IT Professionals sector has increased by 3.5% between 2002 and 

2006 from 15.1% of all cpSTEM graduates in 2002 to 18.6% in 2006.  
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Furthermore, the number of Electrical and Electronic Engineering graduates 

joining the sector, from 17.4% in 2002 to 21.2% in 2006.  Electrical and 

Electronic Engineering graduates make up the 2nd highest proportion of 

individuals entering the IT professional sector behind Computer Science/IT, with 

Physics and Mathematics the 3rd and 4th most important contributors. This 

suggests that contrary to the perception that the sector is dim inishing, cpSTEM 

graduates are actually entering the IT Professionals sector in increasing 

proportions. 

 

In Figure 10  it is revealed that the number of  cpSTEM graduates entering the 

IT professionals sector has increased by 47% between 2002 and 2006 (2,887 to 

4,244 graduates).  Although the 2002 figure does not include those working and 

studying due to a difference in the Prospects classification system from 2003, 

there was still a 14% increase in numbers between 2003 and 2006.  

 

The majority of this increase was from IT/Computer Science graduates, which 

increased by 50.6% between 2002 and 2006 (2,440 to 3,675 graduates), and 

14.7% between 2003 and 2006 (3, 204 to 3,675 graduates). The number of 

Electrical and Electronic Engineers entering the IT Professionals sector increased 

by 29% between 2002 and 2006 (283 to 348 graduates), and by 5% between 

2003 and 2006 (348 to 365 graduates).  

 

Taken together, this paints a promising picture for the IT/Computer Science 

sector in general, as well as the software industry.  
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Figure 10 : Number of new cpSTEM Graduates that are employed in the 

IT Professionals Sector (Sources: Prospects.ac.uk and HESA) 

 

Part 1.03  Who does the Software/IT sector want?  

Although the increased number of cpSTEM graduates entering the IT 

Professionals sector is an extremely encouraging sign, an important question that 

remains is whether the software/IT sector actually wants HEI gr aduates or 

individuals with industry -specific qualifications or previous employment 

experience. 

 

To explore the importance of HEI degrees in obtaining employment in the IT 

sector, it was first determined whether the demand for a degree in IT jobs 

across the UK has dropped over time.  Using data from IT Jobs Watch13 revealed 

that the demand for a degree in IT jobs has dropped since 2004. There was 

been a 13% drop in degree demand between the middle of 2004 and the middle 

of 2008, from around 62% in 2004 to on ly 49% in 2008.  

                                       
13 http://www.itjobswatch.co.uk/jobs/uk/degree.do  
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Figure 11 : Percentage of Advertised Permanent IT Jobs which require a 

Degree or other Non -Degree Accreditations as a Qualification (Source: 

IT Jobs Watch)  

Interestingly, along these lines, there seems to be a gre ater importance from the 

software industry on hiring individuals with relevant skills rather than graduates 

fresh out of university. Mark Emanuelson of Cisco Systems stated that Cisco, in 

order to address the so-called skills gap between what the market demands and 

suitably qualified graduates, has implemented the Cisco Networking Academy, in 

order to train individuals to a high standard. Since its inception 10 years ago, it 

was stated that 22,000 people have come out of the academy, and are in high 

demand after finishing their qualification. Mr. Emanuelson stated that the 

majority of the qualifications were done in conjunction to a degree, though part 

of it can be completed outside of a university. Mr. Emanuelson also stated that 

the program had been runnin g in prisons for example, giving these individuals an 

opportunity to develop new skills to aid them in seeking employment following 

their release. 

 

To further evaluate the importance of other industry -specific qualifications, 

analysis on the percentage of advertised IT jobs which required qualifications 

other than a degree, using data from IT Jobs Watch.  This is shown in Figure 

11 , and revealed that demand for other industry -relevant qualifications has 

increased in general since 2004. For example, demand for Microsoft Certification 

has increased by 2.5% since 2004, from 18% in mid -2004 to 20.5% in mid -

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

07-2004 01-2005 07-2005 01-2006 07-2006 01-2007 07-2007 01-2008 07-2008

Year

%
 o

f 
P

e
rm

a
n
e
n
t 
IT

 J
o
b

s
 t
h
a

t 
R

e
q

u
ir
e
 a

 P
a
rt

ic
u
la

r 
Q

u
a

lif
ic

a
ti
o
n

Microsoft Certification

MCSE (Microsoft Certified Systems

Engineer)

Cisco Certification

Information Systems Examination

Board (ISEB)

Microsoft Certified Professional (MCP)

Cisco Certified Network Associate

(CCNA)

Cisco Certified Network Professional

(CCNP)

% of Permanent IT Jobs in the UK

citing Degree as a Required

Qualification



Developing the Future 2008  

Section 1  ï Skills  

24 

 

2008.  Demand for Cisco Certification increased by 4.5% (7% to 11.5%), whilst 

that for Information Systems Examination Board (ISEB) qualifications rose by 

nearly 3% (5% to around 8%).  Furthermore, demand for Microsoft Certified 

Professionals rose by 2.4% (4.4% to 6.8%), Cisco Certified Network Associates 

by 2.7% (3.8% to 6.5%), and demand for Cisco Certified Network Professionals 

more than doubled (an increase of 2.6%, from 2.5% to 5.1%). However, 

although less likely, the increasing importance of qualifications other than 

degrees may simply be a response towards declining graduate numbers. 

 

Interestingly, software companies also appear to be placing a greater importance 

on hiring individuals with industry -relevant experience rather than graduates 

fresh out of university. For example, David Bailey of Short Fuze (formerly of 

Tiga) stated that he would not hire anyone with less than three years' prior 

experience in the gaming industry. 

 

This suggests that there may be a so-called risk/quality gap, with companies 

preferring to hire experienced individuals, either with more industry -relevant 

qualifications, or previous job experience, rather than graduates fresh out of 

university.  

 

Part 1.04  Conclus ions and Recommendations  

In summary, the analysis suggests that whilst there has been a rise in the 

number of graduates that studied cpSTEM subjects since 1997-98, there has 

been a steady decline in the number of cpSTEM graduates since 2004-05.  The 

rise and fall of cpSTEM graduates appears to coincide with a similar rise and fall 

in computer science graduates, possibly as a result of the bursting of the dot -

com bubble around 2002-03. 

 

The percentage of graduates studying cpSTEM subjects has declined steadily 

since 1997-98, primarily due to declines in technology and engineering, physical 

sciences since 1997-98 and the computer sciences since 2003-04. This suggests 

that graduates are now placing less importance on the cpSTEM disciplines than 

1997-98, and computer science in particular since 2003-04. 

The lower emphasis on the cpSTEM disciplines, and in particular computer 

science, is also borne out by the decline in the number of applicants for cpSTEM 

subjects since 2002, suggesting a reduced demand.  Although there have been 

slight increases in the number of applicants for engineering and the physical 

sciences, this has been offset by a significant decline in the number of applicants 

for the computer sciences and mathematics.   



Developing the Future 2008  

Section 1  ï Skills  

25 

 

However, in a possible move to counter the decline in applicant numbers for the 

computer sciences and mathematics, there has been a 5.6% increase in the 

acceptance rate between 2002 and 2007 compared to a 2.5% decline for all 

degrees.  However, this has not been enough to offset the lowe r number of 

acceptances of computer science and mathematics, with a 22% drop in the 

number of acceptances between 2002 and 2007. 

 

But despite a drop in graduate and applicant numbers since the end of the dot -

com boom, there are some extremely encouraging signs for the industry. Since 

2003, the percentage of cpSTEM graduates that are employed 6 months after 

graduation has risen by 1.8%, whilst that for computer science has increased by 

2.1%.  This was compared to a smaller 0.4% increase for all degrees.  

 

Furthermore, there has been a 4.5% decrease in the unemployment rate for 

cpSTEM graduates and a 4.2% decrease for computer science graduates, 

compared to a 0.9% decrease for all degrees. Taken together, this suggests that 

todayôs graduates are finding it easier to obtain employment than in 2003, and is 

an encouraging sign. However, the cpSTEM unemployment rate is still 4.4% 

higher for cpSTEM graduates than for all graduates (10.4% vs. 6%).  Thus, in 

order to reduce this disparity as well as increase the attra ctiveness of cpSTEM 

subjects for tomorrowôs HEI students, more initiatives at the governmental and 

business level need to be developed and implemented. 

 

There have also been some encouraging signs for the percentage of 

IT/Computer science graduates that are entering the information technology 

professionals sector. Although declining between 2002 and 2003, the percentage 

of IT/Computer graduates entering the IT professionals sector are now back up 

to 2002 levels.  And there has also been a 3.8% increase in the percentage of 

Electrical and Electronic Engineering graduates joining the information 

technology professionals sector, which is the second biggest source of employees 

for the sector behind IT/Computer science.  

 

There has also been a 13.9% increase in the number of cpSTEM graduates 

entering the information technology professionals sector between 2003 and 

2006, which has been primarily driven by a 14.7% increase in the number of 

computer science graduates entering the sector.  

 

Taken together, this paints a very encouraging picture for the software industry 

and does not suggest that this sector is in decline.  



Developing the Future 2008  

Section 1  ï Skills  

26 

 

However, against this backdrop it is important to note that the software industry 

is less focused on university qualifications such as undergraduate or 

postgraduate degrees compared to other professions such as medicine, law, 

engineering, and scientific or other academic research. Other more industry-

specific qualifications or previous work experience in the sector for example, may 

be more desirable.  

 

In fact, recent trends suggest that the importance of having a degree as a 

requirement for employment in the IT/Software sector may be dwindling.  For 

example, the percentage of permanent IT jobs that require a degree as a 

qualification has decreased by 13% since the middle of 2004 until 2008.  

 

In contrast, the corresponding percentages for other qualifications have 

increased.  For example, there has been a 2.5% increase in the percentage of IT 

jobs requiring Microsoft Certification, a 4.5% increase for Cisco Certification and 

a 2.75% increase for the Information Systems Examination Board (ISEB) 

qualification. The possibility that this is a response by SMEs and corporates to 

counter the declining number of skilled individuals graduating from universities 

however cannot be ruled out.  

 

Nonetheless, this suggests that a trend is emerging with regards to hiring 

experience graduates or individuals rather than recent graduates from an HEI 

without any prior experience.  This raises the issue of the relevancy of u niversity 

degrees in the software industry? Although the percentage of permanent IT jobs 

requiring a degree have dropped, it is important to note that it is still required in 

49% of advertised jobs, which is significantly more than the next highest 

qualification, that of Microsoft Certification (20.5%).  

 

Furthermore, at least in the gaming industry, it seems as though employers are 

placing greater importance on prior industry -specific experience, preferring to 

hire individuals with a least 3 years experience rather than new graduates, as 

stated by David Bailey of Short Fuze. 

 

Against this backdrop of the increasing importance of other qualifications and 

prior industry experience, how can universities meet this challenge? One possible 

strategy is to include industry-relevant qualifications as part of a degree.  This 

would allow new graduates to have more industry -specific skill sets that could aid 

in employment after completion of their degrees.  In order to address the lack of 

experience of new graduates, ideas such as placing students on long-term 

placements for a significant period of time, such as at least 3 -6 months, as a 
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requirement of their degree, could be implemented.  This would allow for new 

graduates to at least have some prior industry experience, which could aid them 

in finding employment.  

 

In order to fully assess the importance of having industry -specific qualifications 

and prior employment experience in obtaining employment, it would be useful to 

have a sector-wide survey of software companies to determine the proportion of 

individuals employed that are:  

 

1) New graduates  

2) Individuals with industry -specific qualifications 

3) Individuals with prior experience in the sector.   

 

Furthermore, a classification by type of company, for example, by SME and 

Corporate, would also be useful in determining whether the trends that we have 

observed are specific to company type. One hypothesis, for example, is that 

graduates are hired by corporates as they have the time and resources to train 

them, whereas it is more risky for SMEs to hire new graduates as too many 

resources would be spent training them.  Thus an SME might prefer to hire one 

experienced individual rather than two inexperienced individuals, as it will be 

more productive in the longer term.  

 

It  is also important to note that the data used in the analysis only surveys 

graduates 6 months after completion of their degree.  Such a time -frame may be 

too short with regards to giving graduates enough time to find employment. If a 

survey was taken sometime afterwards, for example a year following completion 

of their degree, the data may be more representative of the actual situation with 

regards to graduate employment. It is recommended that the DLHE Survey by 

HESA that underpins the survey be undertaken at a later time than is currently 

undertaken. 

 

In summary, although the number of cpSTEM graduates and applicants has been 

declining since 2004-05, there are still many positive signs for the software 

industry.  cpSTEM graduates are finding is easier to gain employment, and 

unemployment levels are also dropping.  In addition, more cpSTEM graduates 

are entering the IT Professionals Sector.  However, given a decreasing 

importance in having a degree, and an increase in the importance of having 

sector specific qualifications and experience, universities must adjust the 

structure of their degrees to maintain relevance in todayôs marketplace.  Two 

methods of achieving this could be to implement industry -specific accreditation 



Developing the Future 2008  

Section 1  ï Skills  

28 

 

programs and long-term industry placements as core components of a degree, 

thus giving new graduates industry -specific skill sets and work-experience before 

they enter the workforce.  

 

Ian Robertson  

Chief Executive, NCGE  

 

This section of Developing the Future 2008 reports the number of computer 

science graduates and ï in a wider context ï graduates from all cpSTEM subjects 

entering the software industry. It suggests declines in the supply of IT and 

computer science graduates might lead to a skills shortage, but says degrees are 

demanded less by the software industry now than in 2004. Instead, specialist 

skills and experience are more highly prized than a relevant degree qualification 

due to a perceived ñrisk/quality gapò, where graduates fresh out of university are 

suspected not to have all the skills and qualities they need to meet the demands 

of a software development role. All this applies not only to óemployabilityô but 

also to the future sustainability of the software de velopment sector fuelled by 

innovation, new business start-ups and a vibrant supply chain of services and 

skills.  

Investments in time, effort and resources made by individual universities through 

working closely with businesses in this sector to develop curricula that deliver 

specific, up-to-date technical skills; offering training accredited by industry; and 

developing the interpersonal, collaborative and entrepreneurial abilities needed in 

this marketplace can engender more trust in the graduate intake. A higher 

education institution that actively encourages all this in a coherent way in its 

staff and students has the hallmarks of an óentrepreneurial universityô.  

An entrepreneurial university is characterised by: strong leadership that develops 

entrepreneurial capacities for all students and staff across its campus;  strong 

ties with external stakeholders that deliver added value; the delivery of 

entrepreneurial outcomes that make an impact to people and organisations; 

innovative learning techniques that inspire entrepreneurial action; open 

boundaries that encourage effective flows of knowledge between organisations; 

multi-disciplinary approaches to education that mimic real-world experience and 

focus on solving complex world challenges; and the drive to p romote the 

application of entrepreneurial thinking and leadership. An entrepreneurial 

university is a place where entrepreneurship is part of the fabric of the 

institution.  

Potential for enterprise and entrepreneurship in the software industry remains 

undiminished. Graduates are well placed to pursue opportunities building 
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businesses using a mix of technical and entrepreneurial skills. Analysis this year 

of the FastTrack Tech Track index 100 fastest growing private technology 

companies on behalf of the NCGE found that 83% were founded and are run by 

graduates. Developing and maintaining applications and web-services can, in 

many instances, be much cheaper than other product development or business 

start-up costs, and there is great scope for creativity and i nnovation. Worldwide, 

information technology is tightly integrated into our everyday lives, more people 

connect with others via the internet, and simple distributed applications across a 

multitude of platforms provide useful services that bridge cultures a nd 

generations. 

One implication in this reportôs figures is that higher education is perceived not to 

be delivering the mix of relevant skills and experience needed in the software 

development sector. Embedding entrepreneurship throughout higher education 

will bring universities closer to industry and build trust in the advantages UK 

graduates can deliver to software development.  
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Section 2  Innovation , Entrepreneurship and Investment : Feeding  

the UK  Softwar e Economy  

 

Richard Anton  

Council member of the British Venture Capital Association (BVCA) and 

Chair of the BVCA Venture Capital Committee  

 

As this report states, the UK venture capital market has reached a level of 

maturity that puts it on a par with other  global markets. Venture capital is vital 

for business growth and development in Europe and the UK specifically.  It helps 

develop scientific ideas and new technologies and turn them into viable 

businesses.  It supports the growth areas of the future, enco uraging investment, 

innovation and enterprise. And, it propels small businesses forward and helps 

them grow faster; many of which have the potential to become global market 

leaders. Venture capital also covers a very broad spectrum of activity; ranging 

from early stage investments from investment levels of around £200,000 up to 

as much as £10m+.       

 

The UK venture capital community leads Europe with about one third of all 

venture capital in Europe being invested into UK-based companies.  But its lead 

is narrowing, and many more companies than those being funded today deserve 

follow-on investment to propel them to leadership on the global stage.  And this 

is the key point.  Opportunities to create global leaders from the UK are being 

missed due to a shortage of capital available to the VC industry itself to invest in 

these rising UK stars. 

 

Looking at today's fastest-growing technology and software companies in the UK 

and Europe more widely, most will be backed by venture capital.  The UK has 

always benefited from an exceptional corporate and university research base 

with a favourable tax regime for entrepreneurs, angel investors, staff and 

venture capital investors.  Consequently, many venture firms active across 

Europe specifically concentrate their resources in London, which has now 

attained critical mass as the venture capital finance centre of Europe.   

 

So, to address the ñfollow-onò investment equity gap, we need to persuade 

investors to invest more in venture capital funds, and a large part of that is  down 

to long-term, high potential performance delivered over time. Government also 

has a responsibility, to maintain the right overall taxation and regulatory 

environment, to remove distortions that hold venture capital back, and to take 
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targeted action t o encourage the UK industry to close the gap on the United 

States.   

 

That said, the US and the UK venture capital markets are closer than many think.  

The UK is as good at inventing breakthroughs as the US.  Its most local market, 

Europe, has greater online spend, greater mobile usage and greater broadband 

penetration than the US.  In addition, Europeôs population is growing faster as it 

expands eastward and around the Mediterranean rim, giving the UK ready access 

to lower cost development resource as well as strong consumer and business 

demand for innovative goods and services.  And, through culture, location and 

time zone the UK is at least as well positioned as the US to leverage export 

markets in the fast growing new economies in Asia.  But we have to r emain 

competitive; a challenge we are up for.  

Part 2.01  Innovation in the UK  

Part 2.01.1  The UKôs innovation environment 

Through its strong entrepreneurial backbone coupled with the strong venture 

capital activity and strengthening public policy, the United Kingdom has remained 

to be one of the most innovative environments in Europe. With new innovation 

led public policy and tax reforms on the horizon or currently being implemented, 

it is the belief that these help strengthen the UKôs stance. This section reviews 

the current innovative climate in the UK and delves into the software industryôs 

opinion of both the climate and government intervention.  

Part 2.01.2  Internet penetration in business  

Internet penetration in businesses continues to increase in OECD countries. 

Businesses can develop their own w ebsites or rely on sites managed by third 

parties. A website can reflect the firmôs level of sophistication (or propensity to 

innovate) in the use of the technology. 14 

 

ñThe difference between the UK and the US in their use of technology may be 

embedded in managerial practices and organisational practices. These practices 

donôt travel as easily as scientific research does. Practices do not travel as well 

across firms and geographical boundaries as research has been able to.ò 

                                       
14 ñMeasuring the Information Economyò ï OECD 2002 - 

http://www.oecd.org/dataoecd/16/14/1835738.pdf  

http://www.oecd.org/dataoecd/16/14/1835738.pdf
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ñUS firms are able to adapt and transfer successfully which may account for their 

ability to transfer to the UK easily. The process of learning how to use 

technology effectively may take a bit longer, but is by no means a dead end.ò15 

Part 2.01.3  Entrepreneurship in the UK  

Through the barometer, it was identified that the UK has the highest level of 

ñTotal Early Stage Entrepreneurial Activityò among European countries with a 

score of 5.6%. 16 It is seen that this activity ha s been driven primarily by 

opportunities rather than necessity as is primarily the case in BRIC nations. In all 

the participating countries in the Global Entrepreneurship Monitor, the UK has 

the best overall ratio .17 

 

The UK is one of the most active countries in entrepreneurial teaching and 

training and is the leader in best  practices of knowledge and technology transfer 

activities globally.18 Several organisations for example the Council for Science 

and Technology, UNICO, National Council for Graduate Entrepreneurship and the 

Technology Strategy Board are actively promoting the excellent UK science and 

innovation base which provides the raw material for any entrepreneurial activity.  

The UK start-ups and spin-outs provide a strong knowledge and technology basis 

across all industries and are preferred investments targets for int ernational 

investors and corporates.19  

 

Despite these strong arguments the UK does come under criticism for a lack of 

capacity and ambition and that this is one of the reasons the UK struggles to 

create international champions.  

Part 2.01.4  R&D Companies  

In 2000, ICT manufacturing industries accounted for more than a quarter of total 

manufacturing business R&D expenditure in most OECD countries, and more 

than half in Finland, Korea and Ireland. During the 1990ôs, in countries with data 

for both manufacturing and servic es industries, ICT-related expenditure on R&D 

                                       
15 Quote taken from int erview with Amar Bhidé by Library House on 27/05/2008 

16 London Business School (2007): Global Entrepreneurship Monitor (GEM UK), p.7. 

17 London Business School (2007): Global Entrepreneurship Monitor (GEM UK), p. 10. 

18 Library House (2008): Metrics for the Evaluation of Knowledge Transfer Activities at 

Universities. 

19 Council for Science and Technology (2008): Corporate venturing in the UK (forthcoming). 
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generally expanded much more rapidly than in the services industries.20 

European software companies invested £2.4bn in R&D in 2006, 63% more than 

in the previous 12 months. The UKôs Autonomy Corporation was named Europeôs 

best-performing software company, moving up the rankings from 44 th to 15 th 

place.21 

 

The first official measurement of the value of in -house software development has 

added £8.3bn to the UK economy. The latest accounts released by the ONS in 

July 2007 showed a 0.6% increase in 2006 GDP attributable to the long-term 

economic potential of software developed by corporate IT departments. ONS 

economic analyst Graeme Chamberlin said that ñin-house software development 

was becoming an increasingly under-reported investment as more firms are 

developing their own software, especially in financial and business services which 

accounts for about half of the spending.ò 

 

The ONS plans to measure R&D as an investment rather than cost over the next 

two to three years. Private sector R&D expenditure is £12.4bn compared with 

software spending of £20bn.22 

 

The Truffle 100 vendors are relentless innovators and typically invest 15% o f 

their revenues in R&D, which amounted to ú3bn in 2006. 

Total revenues for the Truffle 100 in 2007 were ú26.2bn of which ú22bn was in 

software.23 

 

                                       
20 ñMeasuring the Information Economyò ï OECD 2002 - 

http://www.oecd.org/dataoecd/16/14/1835738.pdf  

21 ñÃ16bn software industry is key to EU economyò by Janie Davies ï from 

www.computing.co.uk/computing/news/2203906  on 21/11/2007  

22 ñIT adds value to UK economyò by Lara Williams ï from 

www.computing.co.uk/computing/news/2193468  on 05/07/2007  

23 The Truffle 100 http://www.truffle100.com/europe/downloads/2007/Truffle100_2007.pdf   

November 2007 

http://www.oecd.org/dataoecd/16/14/1835738.pdf
http://www.computing.co.uk/computing/news/2203906
http://www.computing.co.uk/computing/news/2193468
http://www.truffle100.com/europe/downloads/2007/Truffle100_2007.pdf
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Table 1: Truffle Top 10  (Source: The Truffle 100 November 2007 ) 

 

When companies were questioned as to their projected forecasts for the future, 

63% of companies expected the R&D investments to increase, while 55% of 

companies believed that they would not be increasing their offshore outsourcing. 

The data also indicates that the UK has the second highest number of companies 

making the Truffles 100 list with 25, just behind France with 26. Software 

revenues for the UK are ú4.2bn, more than ú1bn higher than Franceôs.24 

 

UK investment has also benefited from world-class academic talent and an 

excellent R&D environment. The UKôs software sector is one of the most vibrant 

and fastest growing areas in the economy, characterised by extremely rapid 

technological change. Numerous UK-based software companies draw on the 

world-class research and development skills in UK universities, particularly in 

areas such as parallel computing, artificial intelligence (AI) and multimedia.  

 

Several IT companies have located R&D operations in the UK, taking advantage 

of established academic and industry linkages in research and innovation. 

Microsoft located its only European research centre in Cambridge. IBMôs software 

development facility at Hursley is the largest of its kind in Europe. 25  

                                       
24 The Truffle 100 http://www.truffle100.com/europe/downloads/2007/Truffle100_2007.pdf   

November 2007 

25 UK Trade & Investment Information Sheet at www.uktradeinvestment.gov.uk  

http://www.truffle100.com/europe/downloads/2007/Truffle100_2007.pdf
http://www.uktradeinvestment.gov.uk/
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Part 2.01.5  Access to capital  

Access to capital is essential to the growth and sustainability of any 

entrepreneurial society, and one that is as strong as the UK must have both 

access to private equity and public funds. In regards to private equity, the UK is 

considered to be Europeôs largest and most developed industry - accounting for 

over 30% of the deals and disclosed deal amounts in European venture capital 

investments in 2007. This is further discussed within the venture capital section 

of this report.  

Part 2.01.6  Foreign Direct I nvestments  

Since the mid-1980s foreign direct investment has been central to industrial 

restructuring. Most firms have found the establishment of an affiliate to be a 

particularly effective way of penetrating markets. In the ICT service sector of 

computer services (SIC 72), foreign affiliates play a more substantial role. The 

share of foreign affiliates is relatively high in Belgium and the UK but very low in 

the US. In large OECD countries, such as the UK, a considerable share of R&D in 

ICT manufacturing is due to fo reign affiliates, a sign that many firms are 

establishing R&D laboratories outside their home countries.26 

 

In 2007/2008, the UK increased the number of FDI projects to 1,573, increasing 

the total number of projects by 10% since 2006/07. The software indust ry 

accounts for 15% of all FDI projects making it the largest sector, apart from that 

denoted as other. The UK accounted for 28 percent of European inward 

investment market for software and IT services in 2005/06.  

 

                                       
26 ñMeasuring the Information Economyò ï OECD 2002 - 

http://www.oecd.org/dataoecd/16/14/1835738.pdf  

http://www.oecd.org/dataoecd/16/14/1835738.pdf
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Figure 12  Foreign Direct Investment Projects by Sectors (Source: UKTI 

2008)  

 

Part 2.01.7  M&A  

As suggested earlier, the decrease in micro enterprise numbers and stable large 

enterprise numbers and importantly an increase in employment numbers in large 

companies suggest that the UK is rife in regards to M&A activity. To realise if this 

trend is commonplace and not just singled to one particular dataset, data from 

the London Stock Exchange (LSE) was analysed to see if it was an emerging 

trend. Software companies on the LSE from 1999 to 2007 were analysed to see if 

they still existed in this current day and it was found that 1/6 of the companies 

over that time still underwent M&A activity. It was also found through the LSE 

that a high concentration of firms from 2001 to 2006 underwe nt massive M&A 

activity. In line with this trend, it was found when analysing the top 15 software 

companies from the Truffle Top 100 list, that 60% of the largest firms underwent 

M&A activity from either other European software companies or those based 

within the US.  

Part 2.01.8  Tax and Legal Environment  

The Tax and Legal systems within the UK has both its many advocates and 

detractors. On the one hand, in the inaugural World Bank ñPaying Taxes Reportò 

(2008), the UK was placed 12th within the league table of 178 coun tries. The 

majority of western countries were placed lower than the UK, some included 
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Switzerland (15), Germany (67), US (76) and France (82). It is interesting to 

note that the majority of the countries that placed within the top ten were 

countries located within the Middle East. 

 

Another point of praise for the UK Tax and Legal systems is in the recent EVCA 

report ñBenchmarking European Tax and Legal Environmentsò, which ranks 

countries around the world based upon the tax and legal environment for the 

development of private equity and venture capital. After being in the number 1 

position for 2003 and 2004 the UK had the lowest scoring, meaning that it had a 

highly favourable tax and legal environment for business, however in 2006 it 

dropped to third place after Ireland and France. 

 

 
Table 2: EVCA Ranking of Tax and Legal Environment (Source: EVCA)  

 

In opposition to this, the general sentiment held by those interviewed was that 

the UK Tax and Legal systems had a definite negative effect on the software 

industry especially in the areas of Capital Gains Tax and current governmental 

policy and inaction.  

 

Charles Armstrong from start -up Trampoline, interviewed for this report,  stated 

ñthe recent Capital Gains Tax have had the most significant effect on software 

companiesò and stated that the skill set shortage was also a by-product of less 

than adequate capital gains tax by ñSoftware requires lashings of talenté and 

that the greatest and best way to attract the right talent is through opt ions. 

Capital Gains Taxes means that options are very difficult to organise, and 

therefore recruitment and retention of good talent is harder tooò.  

 

It was also said that Capital Gains Tax was not only seen as a hurdle for gaining 

and keeping skilled individuals within the UK but it is also seen as being 

responsible for pushing large software corporations out of the UK, ñwe [UK] just 

loose businesses as they just move to Switzerland or Canadaò.  
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Other criticisms of the government included the opinion that the regulatory and 

tax environment has become markedly worse over the past 2 years due to a lack 

of consistency and increased bureaucracy especially within the regulatory and tax 

environment. Another source of chagrin with the UK government was the 

insufficient amount of direct investment and the ineffective distribution of the IT 

procurement funds. 

Part 2.01.9  UK initiatives promoting innovation  

As of recent times, the government has taken a more proactive approach to 

funding and supporting start -ups. In particular, the initiative of the R&D tax 

credit allows SMEs to deduct up to 150% of qualifying expenditure if they are 

considered to be R&D activities. This initiative is very similar to that of other 

nations which are very proactive in their support of an entrepreneurial society. 

There are also many cases of direct investment by government bodies into start -

ups, an example of this is a company called Trampoline, where the UK 

Government recognised Trampolineôs pioneering technology with a Research 

Award in 2004, it was also the first European ñEnterprise 2.0ò vendor to receive 

institutional investment.  

 

In addition to these public based funding initiatives, there has been a growth in 

the public sector interest in the importance of innovation to the economy. It is 

commonly believed that the driving forces for this renewed interest lies in part to 

a growing concern over increased competition from the emerging economic 

powers of China and India, and also the OECDôs Lisbon strategy, outlining the 

desire of OECD economies to become knowledge economies. In 2006, around 

42% of the UKôs jobs were attributable to knowledge-intensive activities, and this 

is expected to grow to 45% by 2014 27, in line with the European Unionôs Lisbon 

Strategy.. The UK is already one of the most knowledge-intensive economies in 

the world, but this sector must continue to grow in order to prevent over reliance 

on the manufacturing sector, which cannot compete as effectiv ely with emerging 

economies.  

Part 2.01.10  Corporate Venturing in the UK  

Corporate Venturing is the building of new businesses in an established 

organisation, through one or a combination of the following activities: corporate 

venture capital, acquisition, minor direct  investments and corporate spin-outs. 

These corporate activities are mainly focussing on smaller innovation-based 

companies in high-tech sectors. Corporate venturing will allow larger companies 

                                       
27 http://www.workfoundation.com/pressmedia/news/newsarticle.aspx?oItemId=107  
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to benefit from the entrepreneurial and technological capaciti es in smaller 

companies while the spin-outs and start-ups themselves get access to financial 

and non-financial resources provided by the corporates. 

 

While corporate venturing mainly happens outside any public or governmental 

initiatives, the UK has developed a beneficial innovation climate for both small 

companies and corporates.28 

 

Part 2.01.11  The Lord Sainsbury Review on Innovation and 

Science  

Though there might have been a renaissance in interest in innovation, there did 

not seem to be a push in what was considered the right direction. Till now, as 

stated by many interviewees, there was not a defined step forward for the 

government. However, the general opinion is that the Sainsbury review, ñRace to 

the topò, published in October 2007, cemented the importance of the countryôs 

innovative enterprises into the mind of the public sector.  

 

The review made 72 recommendations for changes to policy which would allow 

the UK to more effectively foster innovation, including the following:  

 

¶ A more central role for the Technology Strategy Board (TSB), working 

with the RDAôs Research Councils and Government departments in order 

to co-ordinate innovation, resource management, and access to funds. 

¶ Provide more support for knowledge transfer through the Higher 

Education Innovation Fund, by setting helpful targets, and by doubling the 

number of Knowledge Transfer Partnerships (KTP). 

¶ Work to train more STEM teachers with a view to inspiring more young 

people to take careers in science and engineering. 

¶ Improve procurement activities of Government departments in order to 

incorporate innovation into the duties of economic regulators.  

¶ Increase the effectiveness of RDAs on science and innovation by 

encouraging them to focus on TSB programs, KTPs and innovation 

clusters around research universities. 

 

In March 2008, the Department for Innovation, Universities and Skills (DIUS) 

published its 96 page ñInnovation Nationò white paper, and the 50 page 

ñImplementing the óRace to the Topôò paper, outlining the Labour governmentôs 

                                       
28 Council for Science and Technology (2008): Corporate Venturing in the UK (forthcoming)  
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acceptance of, and plans for the implementation of all the proposals made in the 

Sainsbury review. In fact, 20 of these had already been implemented by the time 

the paper went to press. The Innovation Nation paper states that ñInnovation is 

essential to the UKôs future economic prosperity and quality of life. To raise 

productivity, foster competitive businesses, meet the challenges of globalisation 

and to live within our environmental and demographic limits, the UK must excel 

at all types of innovation.ò  

Part 2.01.12  Technology Strategy Boar d 

Another key factor in the push towards a more innovation focussed society has 

been the revamp of the Technology Strategy Board (TSB). The TSB is an 

organisation whose aim is to promote technology-enabled innovation in the UK, 

and support the successful exploitation of the UKôs innovation talent 

commercially.  

 

The TSB is involved in several different activities, including assessing the areas of 

technology and innovation where the UK should focus, and promoting, 

supporting, and investing in technology research, development, and 

commercialisation. The TSB also actively engages with a range of public sector 

organisations and businesses, along with governmental departments in an 

advisory role. 

 

The TSB is focused on 5 main mechanisms to drive innovation, Collaborative 

Research and Development, Knowledge Transfer Networks (KTNs), Knowledge 

Transfer Partnerships (KTPs), Micro and Nanotechnology Centres, and various 

International Programmes. 

 

With regards to Collaborative Research and Development, the TSB actively 

invests in projects involving both business and researchers that involve the 

development of new technology-based products and services. Since 2004, the 

TSB has funded over 700 projects, amounting to an investment of over £500 

million. 

 

The TSB is also involved in the transfer of knowledge between universities and 

businesses through the creation of knowledge transfer networks and 

partnerships. Knowledge transfer networks are a less formal mechanism that 

allow for interactions between individuals, businesses, universities, and research, 

finance and technology organizations in a specific field of technology or business 

application. Knowledge transfer partnerships are a more formal mechanism for 

facilitating a direct interaction between businesses and universities. In the case 
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of KTPs, a recently qualified individual is placed into a business to work on 

innovation-based projects, in effect increasing the business interaction with the 

university knowledge base. 

 

The TSB has also been involved in the creation of Micro and Nanotechnology 

Centres, which allow open access of the UK Micro and Nanotechnology 

community to a range of key services and capabilities. 

 

Finally, the TSB is also involved in various international programmes such as 

EUREKA, a pan-European initiative for promoting Collaborative, Business-led 

Research and Development. In addition, the TSB is also involved in helping UK 

businesses participate in the Seventh Framework Programme for Research and 

Technological Development, which is the main instrument for funding research in 

Europe by the EU, through the creation of the P7 UK National Contact Point 

service. 

 

Part 2.01.13  Interviewees view on the UKôs science policy 

As an aspect of the 2008 DTF, it was essential to gauge the popular perspective 

of the UK governmentôs current policy. Though it was noted that the UK 

government has been proactive through new policy steps and initiatives, it was 

felt by those interviewed that the government has been - and still is - 

disconnected from the true needs of the software indu stry.  

 

All those interviewed stated that there is still the disparity between the views on 

the skills that the government and universities perceive to be essential for the 

software industry in comparison to the actual skill sets required.  

 

Technological innovation can enable the creation of new products and services 

which can replace existing technologies or open new markets, while an early 

market entrance can secure high returns on the capital invested.  

Part 2.02  Venture Capital Activity in the UK  

Part 2.02.1  Venture backed companies and the venture capital model  

Venture Capital (VC) is an important source of financing for fast -growing 

companies who have the potential to make a global impact. In 2007, over ú4.5bn 

(disclosed deal amount) was invested in over 1,500 companies Europe wide. The 

greatest share of this, ú1.5bn, was received by UK-based companies, over 500 of 

them in all (see Figure 13 ). Most European governments actively promote these 

investments either through tax incentives (e.g. Tax Credits for Research and 
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Development29, and for Video Games Producers30 in France) or through their own 

investment vehicles (e.g. High-Tech Gruenderfonds in Germany31, which is a 

collaboration between the German government, KfW Banking Group, BASF, 

Deutsche Telekom and Siemens). 

 

Figure 13  Distribution of number of venture capital deals across Europe 

(Source: Library House)  

 

Venture capitalists invest in companies that have the potential to succeed in a 

relatively short time frame, typically five to seven years. A high return from these 

investments is required by the VC model in order to offset the risk of the 

investments. This risk arises due to the illiquidity of the investment, as venture 

capitalists are usually unable to convert their equity into cash without making an 

exit such as an initial public offering or a trade sale.  

 

Venture capitalists tend to have a preference to invest in technology companies 

for two important reasons: Firstly, technology companies need venture capital 

investment because they need a substantial amount of cash upfront in order to 

develop their technology into a product prior to ultimately generat ing revenues. 

Due to the fact that technology companies tend to have little collateral, and often 

no revenue, it is difficult or impossible for them to finance with debt (i.e. loans).  

                                       
29 http://www.invest -in-france.org/international/en/the -best-research-tax-credit-in-

europe.html 

30 http://www.invest -in-france.org/uploads/files-en/08-03-

26_163121_Argumentaire_fev_eng.pdf 

31 http://www.high -tech-gruenderfonds.de/htgf/ind ex.php?id=102 
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Secondly, from the venture capitalistôs point of view, such investments make 

sense because revolutionary or disruptive technologies typically translate into a 

high return. For example, if such a technology replaces an existing technology 

and otherwise disrupts the incumbents in the market, then it is likely that the 

newcomer will take a large market share, resulting in high revenue growth, and 

eventually a high return for the venture capitalist.  

 

Another factor that attracts investors to the software industry is that technology 

innovation can create whole new product and service categories where early 

entrants have the opportunity to achieve spectacular returns.  

Part 2.02.2  Venture capital as a proxy to innovation  

Whilst around two thirds of R&D spending is done by larger corporations in the 

UK32, the importance of smaller innovative businesses in bringing new 

technologies and ideas to fruition has been widely reported 33. Also widely agreed 

upon is the importance of access to finance for these enterprises, the most 

applicable source often being venture capital34. 

Innovative capacity has been taken as a vital component of an economyôs 

competitiveness since Michael Porterôs work on the subject35,36. Porter introduced 

a way of measuring the innovative capacity of an economy by means of a series 

of input and output measures. Porter considers venture capital to be an 

ñinnovation outputò, and therefore a measurable factor which provides an insight 

as to the innovative capacity of a particular economy.  

It is acknowledged however, that although there are generally other sources of 

finance, especially in OECD nations, access to venture capital remains important, 

and can be used as a proxy both to innovative capacity, and to the relative 

success of an economy37. 

                                       
32 R&D Scoreboard (Page 7) ï http://www.innovation.gov.uk/rd_scoreboard/downloads/  

2007_rd_scoreboard_analysis.pdf 

33 Sainsbury Review ï ñRace to the Topò  

34 http://www.berr.gov.uk/files/file38273.pdf  

35 The Competitive Advantage of Nations, Porter, M. E. (1990) 

36 http://www.isc.hbs.edu/Innov_9211.pdf  

37 Sainsbury Review ï ñRace to the Topò  
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Venture capital can be defined by its investment philosophy, an important pillar 

of which is its focus on finding innovative companies. As a result, venture capital 

investments tend to be biased towards these sorts of companies.  

Another key pillar of this investment philosophy is a belief in people and in 

innovation, and the willingness to make  high-risk, high-value investments based 

on those two factors.  

For these reasons, venture capital investment can be thought of as a proxy for 

innovative activity, with a correlation existing between the two. This correlation 

should hold true so long as the equilibrium between available capital and 

innovative businesses looking for funding remains approximately even38. 

 

Part 2.02.3  Venture capital in the UK  

Europe has just over 7,630 active venture capital backed companies, the largest 

group of which are based in the UK (1,768 companies). Out of this UK set, one 

third (approximately 33.6%, a total of 595 companies) are engaged in software 

development activities, under the definition described earlier in this report 39.  

This section will focus on venture capital as a proxy for both the innovative 

capacity of the nationôs software enterprises, and as an indication of how 

favourable the UK climate for enterprise is in terms of access to funding.  

It is important to note that the Library House data used here in our analysis is 

entirely based on disclosed deal amounts. Due to the private nature of venture 

capital, investors are not obligated to disclose details of their investments, and 

many of them choose not to do so. The disclosure rate across all UK venture 

capital deals between 2004 and Q3/2008 was about 75%, remaining roughly 

steady over this period. 

Between Q1/2004 and Q3/2008, venture capital-backed companies in the UK 

have raised just under £5bn in investment through over 1,933 deals, with a 

further 657 investments of und isclosed amount made. This includes deals with 

companies that have since exited or gone into liquidation after receiving funding.  

As Figure 14  shows, venture capital investment in the UK has not increased 

noticeably over the past two years but has rather fluctuated around its current 

level (except for a an increase in Q1/2008 and subsequent drop in Q2/2008), 

                                       
38 See Professor Amar Bhide ï The Venturesome Economy, October 2008 

39 See ñDefining Softwareò, Section 2.2 
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both in terms of the number of deals done, an d the amount that has been 

invested.  

Part 2.02.4  The most active investors and important deals in the 

software industry  

In contrast to the trends noted above, the software industry appears to be prone 

to more significant fluctuations (see Figure 15 ). For example, the level of 

investment tripled between Q1 and  

 
Figure 14 : UK Venture Capital Investments from Q1/2006 to Q1/2008 

(Source: Library House)  
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Figure 15 : UK Software Venture Capital Investments Q1/2005 to 

Q1/2008 (Source: Library House)  

 

Q4/2006, then went down by two thirds between Q4/2006 and Q4/2007, before 

increasing by a factor of 7 by the next quarter (Q1/2008).  The high level of 

investment in Q1 2008 is primarily explained by a significant increase in the 

number of larger deals in this quarter.  This will be discussed in greater depth 

later in this section of the report.  

In order to gain a more complete perception of the UK venture capital industryôs 

software sector, it was necessary to determine which investors were the most 

active, both in terms of the number of deals made, and in terms of the amount 

invested, and also to determine which companies have raised the most funds. 

Table 3  shows the 15 most active venture capitalists investing in UK software 

companies in 2007, ranked by the total number of deals they were involved in. 

In order to gain an insight into each VCôs investment behaviour trends, the data 

was analysed based on whether the investment was the first that was made, or a 

follow-up to previous investment made by the VC. This analysis revealed that 

Eden Ventures and Seedcamp were the most active first -time investors in new 

companies in terms of the number of deals theyôve made, each having made four 

deals. Brightstation Ventures invested the largest amount of funding (over t hree 

deals) in 2007. Scottish Enterprise and Eden Ventures were the most active 

follow-up investors by a significant margin in the number of deals made and 

amount invested respectively. 
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Given that venture capital funds tend to last five to ten years, wit h the fund only 

making its investments in one or two of these years, an analysis of the top 

investors in any one year may not be representative of the activity of that 

investor to the industry in general.  Table 4  shows a breakdown of the most 

active software investors between 2004 and 2007, to provide a more 

representative analysis over a longer period.  

 

Analysis of Table 4  shows that the Scottish Enterprise Fund was the most active 

investor in terms of number of deals made amongst all funds between 2004 and 

2007, both in terms of first -time (20 deals), and foll ow-up investments (37 

deals). Balderton Capital was the most active VC in terms of the amount of first 

time investment (£52.265m), with 3i the most active in terms of follow -up 

investment (£71.1m).  

 

In terms of the actual venture capital software deals mad e in UK companies, 

some of the largest made since 2004 include: 

¶ FX Alliance, who received a first round VC investment of £42m from 

Technology Crossover Ventures in Q3/2006. FX Alliance develops and runs 

an online portal which handles foreign exchange trading. 

¶ Codemasters, who received a £30m first round investment from Balderton 

Capital in Q2/2005. Codemasters is a developer, and to some extent a 

publisher of video games. The company is one of the oldest UK games 

developers, and also one of the few which has managed to remain more 

or less independent. 
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Table 3: Most active Venture Capital Investors into UK software companies in 2007 (Sourc e: Library House)  

 
Table 4: Most active Venture Capital Investors into UK software companies between 2004 and 2007 

(Source: Library House)

Company Name Number of Deals
Total Syndicated Investment 

2007 (£k)
Company Name Number of Deals

Total Syndicated Investment 2007 

(£k)

Eden Ventures
4 1,956

Scottish Enterprise Fund
10 3,346

Seedcamp
4 154

North West Equity Fund
5 1,949

Balderton Capital
3 1,016

Undisclosed Institutional 

Investors 5 4,959

Bright Station Ventures
3 3,296

Braveheart Investment Group
4 1,346

Ibis Capital
3 1,000

CREATE Partners
4 1,281

Partnership Investment Finance
3 850

Eden Ventures
4 22,582

Scottish Enterprise Fund
3 1,030

Amadeus Capital Partners
3 9,160

South West Ventures
3 1,290

Balderton Capital
3 15,803

South Yorkshire Investment 

Fund 3 185
GEIF Ventures

3 1,281

The Capital Fund
3 1,222

Octopus Ventures
3 5,200

Most Active Investors Making First Venture Funding Rounds 2007 Most Active Investors Making Follow-up Venture Funding Rounds 2007

Company Name Number of Deals
Total Syndicated Investment 

2007 (£k)
Company Name Number of Deals

Total Syndicated Investment 2007 

(£k)

Scottish Enterprise Fund
20 9,110

Scottish Enterprise Fund
37 9,561

Balderton Capital
14 52,265

North West Equity Fund
25 5,396

Undisclosed Institutional Investors
14 14,373

Undisclosed Institutional Investors
25 33,894

The Capital Fund
12 3,677

Oxford Technology Management (Oxford 

Technology VCTs) 23 2,665

Eden Ventures
9 5,030

Quester Capital Management
15 32,481

North West Equity Fund
9 3,020

3i Group
13 71,100

Enterprise Ventures Ltd (RisingStars 

Growth Fund) 8 1,400
DFJ Esprit

12 43,644

Midven
8 4,359

Accel Partners
10 43,695

Oxford Technology Management (Oxford 

Technology VCTs) 8 1,495
Foresight Venture Partners

10 12,073

Viking Fund
8 925

Merseyside Special Investment Fund
10 4,642

Most Active Investors Making First Venture Funding Rounds 2004 - 2007 Most Active Investors Making Follow-up Venture Funding Rounds 2004 -2007
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¶ Picsel Technologies, who received a £25m fourth round of venture funding 

from several Japanese and UK investors in Q4/2006. Picsel develops 

software to enable media to be more easily streamed to mobile 

telephones. 

 

As mentioned earlier in this section, Q1/2008 had an exceptional level of VC 

investment in the UK software industr y (see Figure 15 ) . This was primarily 

because of an increase in the number of large deals in this sector.  Examples of 

these include: 

¶ Spinvox, who received a first round investment of £50.4m ($100m) by 

Toscafund, Blue Mountain, GLG Partners and the Goldman Sachs Group. 

Spinvox has developed an automated voicemail-to-text conversion service 

which automatically sends a transcript of any voicemail received to a 

predetermined SMS, blog page or email. 

¶ MoneyExpert, who received a 3rd round investment of £25m by 

Technology Crossover Ventures. MoneyExpert runs a consumer 

comparison website, focusing on commercial financial products. 

¶ Realtime Worlds, who also received a 3rd round investment of £25m, by 

CIM, WPP Group, Maverick Capital and New Enterprise Associates. 

Realtime Worlds is a video games developer with several very successful 

titles to its name.  

 

Interestingly, of all of the companies involved in the largest deals since 2004, 

two of them, Codemasters and Realtime Worlds, were videogames developers. 

This is particularly noteworthy given that both companies are the only two 

venture-funded videogames developers in the UK, and is consistent with the 

observation that the majority of videogames companies do not receive venture 

funding. 

 

Digital media and web companies appear to make up a significant proportion of 

the largest deals. This is perhaps because they are less cash-intensive than the 

rest of the popu lation of companies that are venture funded. Supporting this 

hypothesis is the observation that, of all European trade-sales and IPOs since 

2006, venture funded digital media companies have required an average of 22% 



Developing the Future 2008  

Section 2  ï Innovation, Entrepreneurship and Investment  

50 

 

less funding in order to reach an exit compared to the venture backed population 

in general. 

 

Part 2.02.5  The recent decline in venture capital  

Figure 15  provides an interesting illustration of just wh at an exceptional quarter 

Q1/2008 was for the software industry. Comparing this to Figure 14 , we can 

see that a large proportion of the Q1/2008 spike in venture capital investment 

was attributable to the large software deals mentioned in the previous section.  

 

Since Q2/2008, the number of software deals seems to have stabilised at a lower 

level than the 2006 and 2007 average - 35 deals in Q2/2008 and 34 deals in 

Q3/2008 compared to a mean of 46 deals per quarter between Q1/2006 and Q4 

2007. It is interesting to observe that the average deal size into software 

companies seems to have remained on the higher end of normal - £2m in 

Q2/2008 and 1.3m in Q3/2008 compared to an average over 2006 and 2007 of 

£1.6m. Q3/2008, whilst slightly below the £1.6m average, is still above the 

average deal size of Q2/2006 and Q4/2007. 

 

When looking back to the UK's venture capital investments into all sectors, we 

see again that the number of deals has fallen in Q2/2008 and Q3/2008 when 

compared to 2006 and 2007 - 124 and 131 deals respectively, compared to a 

mean of 139.5 between 2006 and 2007. This is not, in itself cause for concern, 

especially when it is noted that the amo unt of money invested has remained 

fairly constant, exceptional Q1/2008 discounted. 

 

Although less software deals have been made in Q2/2008 and Q3/2008, they are 

generally deals of a reasonable size. This trend holds true for all venture capital 

funded companies in the UK. 

 

The software VC industry however appears to be well equipped to deal with the 

credit crunch and resultant economic downturn for several reasons. Firstly, the 

proportion of all VC investment and deals that involved software companies has 

remained relatively constant in the past two years ( Figure 15 ), despite the 

fluctuations in absolute deal number and value ( Figure 14 ). This suggests that 

software companies still represent a favourable investment opportunity to VCs.  
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Figure 16 : UK venture capital software investments as percentage of 

overall UK activity (Source: Library House)  

Secondly, the software industry is perhaps a more attractive investment 

opportunity for VCs than other traditionally venture -backed sectors (e.g. Biotech 

or Cleantech) due to its lower capital requirements, especially for those 

companies operating online. Thirdly, due to the nature of venture capital, 

software VC investment is likely to fare better than other private equity deals 

such as mergers or buy-outs due to the absence of debt components in VC deals. 

Lastly, venture capitalists have to invest in companies regardless of the economic 

climate, as they have a pool of cash from which to invest, commonly referred to 

as a fund, which has already been pledged by the fundôs limited partners, and as 

such, has to be spent. For these reasons, the software industry should retain a 

large share of what venture capital is invested, with finance remaining available 

for fledgling software companies with good ideas.   

Part 2.03  Regional Distribution of UK VC -Backed Software 

Companies  

We next examined where the software companies that received venture 

investment are located, to determine if there are any regions in the UK that are 

particularly active in this respect. A classification of the density of UK VC-backed 

software companies revealed that the highest density of software comp anies are 

found in the Cambridge, London and Edinburgh regions (see Figure 17 ). 
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Significant clusters of software companies are also located in Northern Ireland, 

Glasgow, Newcastle, Manchester, Birmingham, and the Oxford-Reading region. 

With regards to the South East, Cambridge and the South West of London have 

the highest density of software companies, followed by Bristol and the 

Birmingham-Oxford-Reading corridor (see Figure 18 ). 

 

                 
Figure 17 : Density of VC -Backed Software Companies in the UK 

(Source: Library H ouse)  
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Figure 18 : Density of VC -Backed Software Companies in the South East 

(Source: Library House)  

 

A classification of the number of venture -backed software companies by region 

(see Table 5) reveals that London has the highest number (195), followed by 

the South East (87) and Scotland (61).  

 

 
Table 5: Proportion of Venture -Backed Software Compan ies by Region 

(Source: Library House)  

Interestingly, Northern Ireland had the highest proportion of venture -backed 

companies that were software companies (54.5%), followed by London (45.3%). 

Venture-backed software companies in the South East and Scotland made up 

32.1% and 29% of all VC-backed companies in these regions respectively. 


