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THE STATE OF INNOVATION 2024

We are a nation of innovators,
driven by bold and ambitious
businesses tackling the pressing
challenges our society faces.
Driven by the opportunity

to create a better future.

This report provides valuable

insights into businesses’ innovation
experiences over recent years and their
outlook for the future. It is essential
reading for stakeholders across the
innovation ecosystem, including
businesses, government, investors,
lenders and academic institutions.

To compile this report, Innovate UK
commissioned a survey of over
2,000 businesses spanning every
region and devolved nation in the
UK. Our sample is geographically
representative and representative

of all sizes and sectors. Through
this we are recognising the crucial role
that micro, small and medium-sized
enterprises play in driving innovation.

Within the pages of this report, we
present the data and provide insights into
the real experiences and perspectives

of businesses. Our headline findings
emphasise the immense value of
innovation. Particularly noteworthy is
that innovative businesses experienced
sales growth over three times greater
than those that did not innovate.

This compelling evidence reinforces
the positive impact of business-led
innovation on growth and the importance
of fostering a culture of innovation for
economic progress and prosperity.

The business environment remains
challenging. Recovery from the
pandemic and cost increases have
constrained some firms’ innovation
activity, particularly that of smaller firms.
However, businesses are committed

to innovation in the coming year, and

to seeking support for it. The following
pages offer additional insights on
themes such as diversity, collaboration,
funding and support.

At Innovate UK, we take these insights
seriously. It is only by understanding
the challenges and opportunities
facing businesses that we can be
part of creating the most beneficial
environment for innovation. We commit —
through our programmes, products
and services - to build on these
results: to help businesses succeed
in the current environment and meet
future opportunities.

The State of Innovation report will
become a vital part of how we work
together to help businesses achieve
economic growth and develop the
society we all want to see.

“This compelling
evidence reinforces

the positive impact of
business-led innovation
on growth and the
importance of fostering
a culture of innovation
for economic progress
and prosperity.”

Dr Stella Peace
Interim Executive Chair, Innovate UK




Key
findings

What’s life
like for innovating
businesses in 20247?

The State of Innovation 2024
report draws on the Innovation
State of the Nation Survey,

a major new initiative from
Innovate UK that aims to
provide the most up-to-date
and comprehensive look

at what life is really like for
innovating businesses.

2,000

businesses surveyed,
of all sizes, from every
UK region and nation.

We encourage you to:

@ Read, share and discuss the report
Support, promote and

@ get involved in innovation

q See how Innovate UK could help
you at www.ukri.org/councils/
innovate-uk

THE STATE OF INNOVATION 2024

Despite the recent economic
challenges, innovation continues
to be a strong driver of growth.

3X

Businesses that innovated over
the past year reported average
sales growth (7%) over three times
greater than other firms (2%).

Innovation levels in UK firms
have declined in recent years.
Stimulating more innovation
is a priority to help deliver UK
economic growth.

076

of UK businesses reported
making changes to products
or services over the last year:
a fall from 61% in 2023.

N\

Innovation rates fell most in

small, micro and non-frontier
businesses, widening the gap
with larger and frontier firms.

Business innovation has been
held back by a range of barriers.
These need to be removed to
unleash innovation.

07

Almost half of innovating
businesses reported
factors had constrained
their innovation activity.

Cost-of-doing-business
pressures were consistently
the most reported barrier

in both 2023 and 2024.

People and collaboration

drive research and development
(R&D) and additional innovation
will not be achieved without a

skilled and connected workforce.

of businesses reported

recruitment difficulties were
restricting their innovation work.

397%

of firms collaborated

with other organisations for
innovation over the last year -
a decrease from 41% in 2023.

Smaller businesses face greater
barriers but are less likely to seek
support or invest in innovation.

%

Micro businesses (39%) are
nearly half as likely to seek external
support as large businesses (75%).

/X

Large businesses (86%) are twice
as likely as micro businesses (41%)
to invest in R&D over the next year.

Pressure on innovation may

continue over the next year, but
businesses report an increased
demand for innovation support.

07

of those planning to innovate
over the next year want to
maintain or increase their
spending on R&D and innovation.

/X

The proportion of firms

reporting that R&D grants

would be useful to them over

the next 12 months doubled

from 27% in 2023 to 52% in 2024.
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Innovation is one of the key drivers
of productivity growth, which in
turn drives economic growth and
improvements in living standards.

Given the macro challenges

faced in recent years — the lasting
shock of the COVID-19 pandemic,
the changing relationship with
Europe and the cost-of-living crisis —
understanding the state of innovation
has never been more important.

The State of Innovation 2024

report provides insights directly

from UK businesses on key aspects of
innovation. The report draws on recent
business surveys — specifically the
Innovation State of the Nation Surveys
(ISNSs) from 2023 and 2024 — whilst
also referring to longer-term trend data
available from the UK Innovation Survey
(UKIS). Together, these surveys provide
a comprehensive and up-to-date view
of innovation in the UK.

The ISNS is a major new annual
survey of businesses of all sizes, from
every region and nation of the UK, that
asks about key aspects of innovation.
It has been developed by Innovate UK,
the Enterprise Research Centre

and the Innovation & Research Caucus.
The ISNS provides insight into firms’
current innovation activities, challenges
and innovation plans. The ISNS was
piloted in early 2023, and between
February and May 2024 the survey
was repeated, providing two years of
data each from over 2,000 businesses.

The survey included businesses
if they had more than five
employees and were not part

of the public sector or a not-for-
profit company. In each firm,
information was provided by

the member of the management
team with lead responsibility

for aspects of product/service
or organisational innovation.

It is important to highlight that
these businesses were not those
who have specifically had support
from Innovate UK previously, but
a broader representative sample
of UK businesses.

Throughout this report, the results
draw on comparisons between
regions, sectors' and firm size
bands.” In this report, firms are
also split into frontier and non-
frontier firms.® This notion helps
to compare firms at the forefront
of innovation in their industries
versus those that are not.

The ISNS complements the UKIS*
and their results combine to provide
a holistic view of UK innovation

and ensure that both the long-term
trends and latest developments are
captured. The surveys also provide
different lenses, looking at different
themes and asking questions to
different groups of businesses.

This report draws on these
sources to present the headline
findings of what businesses tell us
about innovation in the UK in 2024.

Defining innovation

Innovation is a highly conceptual
term and can be used to represent
either an activity (‘we are undertaking
innovation’) or an output from this
activity (‘we have a new innovation’).
It can also be defined in other ways.

A key attribute of the ISNS is

hearing directly from businesses,

in their own words, what it is that

they think of as innovation and what

it means for their firm. Data from the
ISNS 2023 illustrate the range in
interpretations of the term ‘innovation’.

For some firms, innovation is linked to
new technologies and their application

to reduce costs and improve efficiency.

Other companies stress the

creation of added value for customers,
enhancements to profitability, or the
strategic value of innovation in terms
of their position relative to competitors.
For other firms, the meaning is simply
not clear at all. The clearest common
sentiment from responses is that
innovation is about changing the
business and its products and services
for the better; however, the nature of
that change is interpreted in a variety
of different ways.

The questions used within the ISNS

did not ask broadly about innovation but
adopted more descriptive language about
specific changes. As an annual survey,
the ISNS data relate to firms’ innovation
activity over the previous year.

'Standard Industrial Classification codes: ABDE, C, F, G, H, |, K, JUM, NPQRS

2Micro = 5-9 employee all = 10—49 employees, 1

*To identify frontier firms within the ISN ondents were
to your UK np sHgle ou ag
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medium = 50—249 employ large = 250+ employees.
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Innovation outcomes
A look at the impacts of innovating

THE STATE OF INNOVATION 2024

The ISNS data tell us that innovation has been an important priority for many
businesses across the UK, despite macroeconomic conditions continuing to
make it hard. Introductory questions were asked of all respondents, which
helped provide a picture of the context in which businesses were operating, P 4 6 3 10 12
and of their experiences over the past two years. When looking at sales growth
over the past year, in 2024, firms reported an average sales growth of 5%. This ‘
was slightly less than the 7% growth in 2023. We can also look at whether this ‘
change in performance is different for various groups of firms.
Innovators -

H Non-innovators §
Figure 1 summarises the and reduce cost. To help
mean reported sales growth® over understand this, one question *Removing outliers
the past two years of innovating in the ISNS asked businesses S
and non-innovating firms. In 2023, that reported undertaking >
the sales growth of innovating process innovation over the last
firms was 10% compared to 3% 12 months whether or not it had
for non-innovating firms. In 2024 had any impact on costs. Data
it was 7% versus 2%, respectively. from 2023 and 2024 show a
Overall, the findings suggest that consistent pattern: over half of
innovation is strongly associated the firms that undertook process
with higher sales growth. innovation identified that it led
Another potential benefit to cost sa\(ings. Of the ﬁrm.s that
. : : : had experienced cost savings
innovation brings to businesses : o
is the potential to drive efficiency ) 202, S5 75 Dl EG UTE 1)

be of at least 10% (Figure 2).
[ 50

O0%

59%

| of firms reported N 40
cost savings ' '
of at least 10%
— — 30
— — 20
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Investment in research

and development

How have firms been investing in innovation?

—

1

THE STATE OF INNOVATION 2024

Investing in research and development (R&D) and other innovation-related
activities is critical to innovation success. Yet we know economic conditions
have put significant financial pressure on businesses. In this section,

we explore to what extent firms have been investing in innovation.

Overall, in 2024, 39% of UK

firms reported engaging in some
form of R&D activity over the last
year, remaining stable from 2023.
Generally, the smaller the business,
the smaller the proportion of firms
conducting R&D. Engagement
was significantly greater among
frontier firms (56%) and large firms
(80%). By contrast, only 31% of
micro businesses reported R&D

investment activity, emphasising
the gulf between large and smaller
firms. Notably, between 2023 and
2024, the proportion of micro
firms investing in R&D dropped

by 3%, whereas all other firm

sizes increased R&D investment
or remained stable (Figure 3).

UK average
2023 = 2024

Business size
2023 2024

Firm type
2023 2024

FIGURE 3

Percentage of firms investing in R&D activities over the last 12 months
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Investment in research

and development (continued)
How have firms been investing in innovation?

Shttps://www.gov.uk/
government/statistics/
uk-innovation-survey-
2023-report/united-
kingdom-innovation-
survey-2023-report
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Firms were then asked about the specific

investments they had made towards innovation.

These cover a range of activities.

Around 56% of firms identified that
they had purchased machinery,
equipment or software within the
last year. In addition, considerable
numbers of firms reported investing
in other elements to help with
innovation: 42% of firms reported
investment in training, 33% in new
marketing arrangements and 29% in
design activities. Lower proportions
of firms invested in licensing of
patents or know-how from others
(8%) or market research (23%).

Frontier firms were more

involved in each area of innovation
investment, as were larger firms.
Small and micro businesses were
much less likely to be involved in
licensing of patents (Figure 4).

Looking at changes between

2023 and 2024, overall, patterns
and proportions were fairly
consistent. Investment in innovation

training saw the greatest overall
change between 2023 and 2024,
with a 4% increase.

However, looking solely at

overall levels hides several notable
nuances. For example, investment
in machinery, equipment or
software varied significantly by
business size — micro firms saw
a 1% decrease in investment
between 2023 and 2024 whereas

large firms reported a 13% increase.

The latest wave of the UKIS
(2020-22) also reported decreases
in the percentage of businesses
investing in each innovation activity
compared to the previous wave
(2018-20). The largest decreases
were in investments in computer
hardware and software since the
previous survey; however, these
still remained the most common
investment activities.®

”
D ————

Purchase of Investment

machinery, Investment Investment in in product Investment Investment

et L AR il R e [N
UK AVERAGE 56 42 33 29 23 8
NORTHERN IRELAND 69 43 29 26 26 6
SCOTLAND 57 46 27 27 19 11
WALES 51 47 31 28 23 5
EAST MIDLANDS 54 35 37 24 15
EAST OF ENGLAND 52 46 35 32 27 13
LONDON 63 45 38 8S 28 7
NORTH EAST 56 20 26 48 32 22
NORTH WEST 56 40 25 23 16 11
SOUTH EAST 0] 43 43 27 22 5
SOUTH WEST 54 47 34 33 20 9
WEST MIDLANDS 55 36 30 17 32
YORKSHIRE & HUMBER 54 42 31 27 23
FRONTIER 65 51 46 39 33 12
NON-FRONTIER 54 40 30 26 20
MICRO 51 89 31 28 20
SMALL 58 47 8 32 24
MEDIUM 73 50 36 38 34 15
LARGE 79 56 43 44 43 23
PRIMARY 71 42 A 19 14
MANUFACTURING 65 37 37 47 Al
CONSTRUCTION 58 46 29 24 20
RETAIL/DISTRIBUTION 59 34 32 25 23 12
TRANSPORT/STORAGE 57 42 23 27 20 7
HOTEL/CATERING 56 40 28 33 24
FINANCE 47 49 43 23 23 10
BUSINESS SERVICES 52 41 37 29 23
OTHER SERVICES 52 0] 37 28 27
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Funding

What does innovation funding look like?

’https://www.gov.uk/
government/statistics/
uk-innovation-survey-
2023-report/united-
kingdorm-innovation-
survey-2023-report

Wl UK average
[ Micro

M Small

B Medium

M Large
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Understanding how businesses fund innovation activity
is important if we are to increase the amount of innovation
taking place, which is particularly relevant for funding

organisations such as Innovate UK.

The ISNS found that by far

the most common approach to
funding research, development
and innovation was internal
funding by the business —
something used by 7 out of

10 innovators. Other funding
mechanisms were reported

by smaller proportions of
innovators, including R&D tax
credits (12%), grants (10%), bank
loans (7%), government loans
(6%) and equity finance (3%).

Larger businesses clearly use
a greater variety of innovation
funding sources than smaller
firms (Figure 5). Equity funding

was unsurprisingly more common

among medium and large firms,
as well as frontier firms (7%)
compared with non-frontier

FIGURE 5

Percentage of firms using various funding
sources for innovation over the last year

GRANT

firms (2%). R&D tax credits
had the most even profile
when looking across the
range of different firm sizes.

Businesses accessing
financial support for innovation
may increase their capacity
to innovate. Past data from
the UKIS found that businesses
that received financial support
for innovation were more likely
to experience increases in
turnover and employment.’

Looking at 2023 against 2024,
around one in five innovative

Note: Due to

interview restrictions,
only half of the survey
respondents were asked
this question, so sectoral
and regional sample
sizes here are small.

UK average
2023 © 2024

Business size
2023 2024

Firm type
2023 2024

(@)

FIGURE 6

Percentage of firms seeking external funding over the last year

UK AVERAGE
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firms reported seeking external
funding (Figure 6). The increased
need for external financing was
more significant for small firms
and frontier firms.
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Collaboration

How have firms worked with others to innovate?

39%

of firms reported
collaborating
with other
organisations for
innovation over
the last year.

8https://ircaucus
ac.uk/publications/
missing-links-
assessing-the-
innovation-
implications-of-
smaller-firms-limited-
collaboration-for-
innovation/

THE STATE OF INNOVATION 2024

Collaboration in R&D and innovation has a range of benefits
for businesses. Whether formal or informal, collaboration can
help firms access new opportunities, reduce risks, share costs,
and access skills and technologies. Connecting ideas, people
and communities with both expertise and facilities is critical

to driving positive change through innovation.

The work of Innovate UK Business
Connect (formerly KTN), Catapults
and programmes such as Knowledge
Transfer Partnerships, plays a vital
role in boosting collaboration.

As part of the ISNS, firms were
asked about their collaboration
with other external partners for
innovation purposes. In 2024,
overall, 39% reported collaborating
with other organisations -

a decrease from 41% in 2023.

We see from Figure 7 that the
proportion of collaboration is highest
amongst frontier and larger firms.
By sector, we see higher collaboration
rates in the finance sector, with some
significant regional differences.

The decreasing trend between

2023 and 2024 was most significant
among firms in the West Midlands
and Yorkshire & Humber regions. And,
whilst a 3% decrease in collaboration
was reported by micro and non-frontier
firms, collaboration activities increased
by the same amount among frontier
firms and large firms. Across the
sectors there was a notable increase
in collaboration activity among firms
in the construction sector.

A detailed breakdown of collaboration
by firm type is included in Figure 8.
The results emphasise the relative
importance of collaborations with
suppliers, other businesses, clients
and customers.

Levels of collaboration with
universities, public laboratories
and business support providers
are much lower, though we can
see patterns in the types of partner
that certain firms collaborate
with. For example, large and
frontier firms have much higher
engagement with universities.

Additional analysis of the
collaboration data from ISNS

2023 by the Innovation & Research
Caucus® showed that increasing

the collaboration levels of smaller
firms to the levels seen in larger firms
would potentially unlock a further
150,000 innovating businesses —

a sizeable opportunity.

Positively, comparing data
between 2023 and 2024, there

are signs of increasing linkages.

In 2024, the percentage of micro
firms and medium firms that
collaborated with universities
doubled. Similarly, an increased
proportion of smaller firms reported
collaborating with business support
providers. The proportion of micro
and small firms that collaborated
with business support providers
increased by 7% and 3% between
2023 and 2024, respectively.

70

UK average
2023 W2024

Nation/region

2023 W 2024
Business size
2023 W 2024
Firm type
2023 W2024
Sector

2023 2024

FRONTIER

NON-FRONTIER
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Collaboration (continued)
How have firms worked with others to innovate?

FIGURE 8
Percentage of firms collaborating for innovation
with various partners over the last year (ISNS 2024)

@ £5 ‘Eé ‘”'::ga 0 s > =
7 oo Oo=a Oofx Soc0f <EG6o FE£EO ©GolE 0oc

NORTHERN IRELAND 39 22 35 18 14 0 9 12
SCOTLAND 42 34 45 15 9 2 6 19 7
WALES 42 34 27 26 16 5 12 27 22
EAST MIDLANDS 34 16 36 17 19 1 22 1 11
EAST OF ENGLAND 61 40 47 16 14 2 12 7 9
LONDON 35 31 41 17 5 6 14 2 9
NORTH EAST 44 52 40 14 13 14 32 30 38
NORTH WEST 41 29 31 23 8 10 11 4
SOUTH EAST 48 26 30 10 1 6 10
SOUTH WEST 38 32 57 10 1 2 16 19
WEST MIDLANDS 52 28 37 11 9 3 12 6 13
YORKSHIRE & HUMBER 67 41 54 27 24 9 9 2 9
FRONTIER 38 29 35 18 17 8 19 12 10
NON-FRONTIER 45 30 41 16 6 2 10 8 10
MICRO 41 25 46 13 0 10 6 9
SMALL 43 33 35 17 7 5 12 10 10
MEDIUM 51 36 35 24 21 13 25 16 13
LARGE 56 44 23 44 26 19 29 16 17
PRIMARY 43 29 31 23 14 9 15 3 5
MANUFACTURING 43 25 41 18 13 6 9 6 6
CONSTRUCTION 45 23 36 22 6 2 15 14 12
RETAIL/DISTRIBUTION 36 27 38 12 15 3 18 5 16
TRANSPORT/STORAGE 47 27 37 19 22 4 9 14 9
HOTEL/CATERING 55 46 34 20 4 4 17 13 21
FINANCE 37 27 41 30 9 8 17 7 16
BUSINESS SERVICES 41 28 41 20 9 3 15
OTHER SERVICES 45 32 43 10 7 6 4 14

THE STATE OF INNOVATION 2024 25



External support

What advice have firms sought for innovation?

30%

of firms reported
seeking some
form of external
advice over the
past 12 months.

THE STATE OF INNOVATION 2024

A range of innovation and business support measures are available to
firms across the UK. Innovate UK is a key provider of financial support
such as grants and loans to support R&D and innovation, as are other

agencies in the devolved nations.

Other types of support — such as
business advice, leadership and

management training — are available

through schemes such as Innovate

UK Business Growth (formerly EDGE).

In this section, we provide a brief
profile of firms’ appetite for external
advice over the past year.

Across the whole sample of UK firms,

35% reported seeking some form

of external advice over the past 12
months. This proportion remained
the same for both 2023 and 2024.

Frontier firms, medium and large firms
and those in the services and primary
sectors were more likely to seek advice
than smaller, non-frontier and transport

and construction firms (Figure 9).

Interestingly, between 2023

and 2024, there was a significant
increase in the proportion of firms
in the North East seeking external
advice, compared to a significant
decrease among firms in the West
Midlands. Similarly, there was

an 11% increase in the proportion
of firms seeking external advice
among firms in the construction
sector but a 12% reduction among
firms in the hotel/catering sector.

40

50

60
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UK average
H2023 W2024

Nation/region

2023 W2024
Business size
2023 W 2024
Firm type
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People who innovate
Understanding the make-up of innovation teams

199

of businesses’
innovation team
members across
the UK were
from a minority
ethnic group.

UK average
2023 | 2024

Business size
2023 12024

Firm type
2023 112024

For this analysis we
include only those firms
with more than five
team members in their
innovation teams and
exclude the outliers

THE STATE OF INNOVATION 2024

Skilled employees are a critical factor in delivering R&D and
innovation. We also know that diversity in all its many forms
matters. Diversity in businesses contributes to enhanced
performance and commercial success.” ' '

A lack of information has often
hindered the development of
initiatives to address skills- and
diversity-related issues, however,
or made it difficult to benchmark
and monitor progress. The ISNS
provides, for the first time, a
profile of the gender and ethnic
composition of firms’ innovation
teams, and an overview of any
innovation-specific recruitment
challenges they have faced over
the past year.

FIGURE 10

Average percentage of innovation team

Businesses were asked about
the overall size and composition
of their innovation teams, before
questions went on to explore the
proportion of women and people
from minority ethnic groups in
these teams.

On average, people from minority
ethnic groups accounted for 19%
of businesses’ innovation teams
in 2024 (Figure 10). The proportion
varies between different sizes of
firms but is notably higher in larger
firms. Overall, 42% of the members
of innovation teams across the
UK were women.

members who are from a minority ethnic group
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4%

of innovation
team members
across the UK
were women.

Note: Due to

interview restrictions,
only half of the survey
respondents were asked
this question, so sectora
and regional sample
sizes here are small.

“https:.//www.
enterpriseresearch.
ac.uk/publications/
leadership-diversity-
business-advice-and-
firm-level-innovation-
outcomes/

Ohttps://www.mckinsey.
com/featured-
insights/diversity-and-
inclusion/diversity-
wins-how-inclusion-
matters

'https://www.bcg.com/
publications/2018/
how-diverse-
leadership-teams-
boost-innovation

FIGURE 11

Average percentage of the innovation team who are women
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People who innovate
Finding the talent for innovation

We were interested in hearing firms’ experiences around
recruitment and if this had limited innovation activity. Across
the UK, 33% of businesses said recruitment issues had restricted
their innovation activities over the previous year. This was more
common in large firms (42%) than in micro firms (33%).

1in3 We have also identified specific issues were with recruiting
firms saw occupational groups for which technicians (27%), graduate-level
recruitment recruitment challenges were most technicians (23%), engineering
ST intense. Among those experiencing staff (21%) and software
I 'C_u ties _ innovation-related recruitment developers (17%) (Figure 12).
!’eStrlCt .thelr difficulties, the most common
Innovation.
FIGURE 12
Proportion of innovating firms experiencing recruitment difficulties
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Note: Due to

interview restrictions,
only half of the survey
respondents were asked
this question, so sectoral
and regional sample
sizes here are small.
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Barriers to innovation

What barriers have been holding
innovators back over the past year?

A6

of innovating
firms reported
their innovation
activities over
the last year had

been constrained.

2023 12024
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In order to unleash the UK'’s untapped innovation potential, it is
important to understand what is holding firms back. In 2024, just under
half of all innovating firms (46%) reported factors that had constrained
their innovation activities over the last year. Positively, this was a decrease
from 52% of firms in 2023. Perhaps surprisingly, the decrease was
greatest among micro businesses and non-frontier firms.

For those firms experiencing barriers,
the cost-of-doing-business crisis

was the most reported challenge in
2024 (52%) and 2023 (51%). Other
factors playing a significant role in
constraining innovation in 2024 were
uncertain demand (39%), lack of finance
(38%), lack of government support
(40%), regulations and legislation
(38%) and lack of skills (33%) — see
Figure 13. Between 2023 and 2024,
there were notable increases in the
proportions of innovating firms that
reported barriers due to lack of finance,
lack of government support and
technology risk, whereas lack of skills
and regulations/legislation were two
barriers that saw modest decreases.

Figure 14 provides a detailed
breakdown of the barriers experienced
by different groups of innovating firms
in 2024. The pattern is varied.

FIGURE 13

For example, while some of these
barriers affect firms relatively
equally, such as the cost of doing
business, others are far more
prominent for smaller firms,
including the lack of finance,
uncertainty around demand

and lack of government support.

Looking at longer-term data

from the UKIS, we see that barriers
to innovation have generally been
expanding and deepening since
comparable data began in 2014-16.
Constraints around availability
and cost of finance, lack of qualified
personnel, regulations and demand
uncertainty have all seen higher
proportions of firms experiencing
them in the latest survey

wave (2020-22).

Most commonly reported barriers constraining innovation
(percentage of innovating firms that had experienced barriers)
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FIGURE 14
Percentage of innovating firms reporting specific barriers (ISNS 2024)
Lack of Lack of skills i?\l\.loel:sgment
Cost of doing | government Uncertain Lack of Regulations or | or qualified Technology decision
business support demand finance legislation personnel risk or policy
UK AVERAGE 52 40 39 38 38 33
NORTHERN IRELAND | G4 56 16 38 60 38 4 2
SCOTLAND 61 47 67/ 53 31 58 36 0
WALES 60 38 41 59 41 30 25 7
EAST MIDLANDS 67 39 46 38 30 46 33 24
EAST OF ENGLAND 62 45 53 39 41 22 38 18
LONDON 52 29 40 33 30 24 16 16
NORTH EAST 37 59 36 41 56 32 21 2
NORTH WEST 26 52 26 25 37 35 12 1
SOUTH EAST 60 36 30 41 48 20 22 4
SOUTH WEST 39 43 49 41 38 58 13 12
WEST MIDLANDS 39 25 32 28 20 24 25 1
YORKSHIRE & HUMBER | 71 31 25 46 60 35 21 9
MICRO 56 48 45 39 32 28 17 8
SMALL 50 36 35 39 42 39 24
MEDIUM 46 28 36 39 46 28 23 23
LARGE 48 25 31 21 44 24 29 15
FRONTIER 50 43 35 51 38 37 25 13
NON-FRONTIER 53 38 40 33 39 32 20
PRIMARY 38 63 29 40 43 10 22
MANUFACTURING 51 44 48 29 52 42 25 6
CONSTRUCTION 30 32 20 26 43 27 23 17
RETAIL/DISTRIBUTION | 68 32 35 34 43 25 13 16
TRANSPORT/STORAGE | 59 30 46 30 47 48 37 19
HOTEL/CATERING 60 43 43 29 28 32 12
FINANCE 8S 28 23 28 51 33 26
BUSINESS SERVICES | 572 45 35 43 30 37 24 2
OTHER SERVICES 44 40 41 52 38 37 27 17

The ISNS also asked businesses
that had not undertaken any
innovation within the last year
(i.e. non-innovators) what their
reasons were for not innovating.
The most cited reasons were

related to already making sufficient
profit (42%) and uncertainty over the
demand for innovation (41%). Lack
of finance (34%) or skills (25%) were
less commonly cited as barriers
to non-innovators.

35



Jo

[NnNovation
activity

THE STATE OF INNOVATION 2024

The innovation activities of firms can be grouped into
three commonly used categories: product or service

changes, process changes, or changes to the way the
firm does business (organisational innovation). These
three types of innovation are the focus of this section.




Product innovation

A review of product innovation

O0%

of businesses
reported making
changes to their
products or services
within the last year.

2https://www
enterpriseresearch
ac.uk/wp-content/
uploads/2024/02/
The-State-of-Small-
Business-Britain-
2023-V2 pdf

https://www.gov.uk/
government/
statistics/uk-
innovation-survey-
2023-report/
united-kingdom-
innovation-survey-
2023-report

“World Intellectual
Property Organisation
(2024) Global
Innovation Index
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Looking first at product innovation, overall, in 2024, 56% of

UK businesses reported product or service changes in the ISNS.
This is a fall from 61% in 2023 (Figure 15). The data also show
how the likelihood of innovating increases consistently with
firm size and is notably lower in smaller businesses.

Perhaps most concerning, given their
significant contribution to the economy,?
is that innovation rates fell most in small
and micro businesses between 2023 and
2024. Both micro and small businesses
saw a decrease of innovation activity
by at least 4%, whereas large firms

saw a fall of just 0.4%.

Levels of innovative activity also vary
markedly by region. While most regions
in the UK experienced declines in
innovation activity, there was a positive
trend in innovation activity in the North
East and Yorkshire & Humber. Similarly,
levels of innovation activity also vary
by sector, with the highest increases
between 2023 and 2024 being in the
primary industries, and the largest
falls in the ‘other services’ sector.

We also see that there was

a decrease in innovation levels
across both frontier and non-frontier
firms between 2023 and 2024.

Whilst not directly comparable

due to differing definitions, data from
the UKIS also highlight a longer-term
decreasing trend in the proportion of
firms undertaking innovation, reducing
from 53% of firms in 2012-14 to 36%
in 2020—22. Also mirrored in the UKIS
data is the finding that innovation
levels have decreased to a greater
extent amongst smaller businesses
when compared to large ones. ™

Of course, it is important to
remember the broader context here.
The UK is considered an innovation
leader, having consistently ranked
in the top five countries in the
Global Innovation Index, produced
annually by the World Intellectual
Property Organization. In 2024, the
UK ranked fifth out of 133 countries
measured, and third among the
economies in Europe. ™

Within this type of innovation,

in 2024, a greater proportion of
businesses reported undertaking

a mix of both product and service
innovation (26%), compared with
those that focus on just product
innovation (15%) or just service
innovation (16%). Larger firms were
more likely to be undertaking both
types of innovation. By sector, we
see both manufacturing and retail
focusing on product innovation,
while service-based industries had
a stronger service innovation focus.

Comparing 2023 and 2024, there
was an increased proportion of firms
that reported undertaking just service
innovation. The proportion of firms
undertaking just product innovation
and both product and service
innovation decreased between
2023 and 2024.
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Process innovation
A look at process innovation

ANIA

of businesses
reported
undertaking
process
innovation
within the

last year.
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Another key dimension of innovation,
reflected in the definitions provided
by responding businesses, relates to
process innovation: in other words,
improving the methods used to
produce or deliver things.

Of the firms surveyed in 2024, 41%
reported carrying out process innovation
(Figure 16). Rates of process innovation
were again higher among frontier firms
and larger companies, and higher in a
range of service sectors. Interestingly,
there are differences in the sectoral

and regional patterns for process
innovation when comparing with those
seen previously in the profile of product/
service innovation (Figure 15).

As seen with product innovation, the
proportion of firms introducing process
innovations also decreased, from

.........................
.........................

46% in 2023 to 41% in 2024; and
declining rates of process innovation
were notably higher for micro
businesses (42% in 2023 and 34%

in 2024). Whilst frontier businesses
maintained similar levels of process
innovation between 2023 and 2024,
there was a 6% drop reported in non-
frontier firms. There were also mixed
patterns with regard to regional and
sectoral breakdowns.

Research shows that different
types of innovation lead to different
outcomes for businesses and all
have a role to play in influencing
business performance and
economic growth."® Of course,

they are not necessarily mutually
exclusive; for example, developing
a new product may itself require

a New process.

----------------
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Organisational innovation
Understanding organisational innovation

Innovation types

Understanding the different types of innovation

Organisational

The ISNS also asked

The proportion of firms that

On average,

One way of summarising the

innovation in the past year would

innovations businesses about a broader undertook changes in work innovating overall picture of innovation score 6. Overall, the average score
were gen era"y range of organisational organisation, business practice firms activity within firms is to consider has decreased slightly from 2.3 in 2023

changes to business practices: and organisation of external the range of innovation types to 2.2 in 2024 (Figure 18). This means
more common the organisation of work, external relationships reduced by 3%, undertook being undertaken. Here, we that the average firm now engages in
amongst large relationships and how they 2% and 1% respectively between at least 2 consider the six different forms 2.2 types of innovation. This decrease is
and frontier strategically market themselves. 2023 and 2024. Meanwhile, different types of innovation measured in the most notable for micro businesses and
businesses. Overall, in 2024, 36% of firms the proportion of firms that - of innovation ISNSs from 2023 and 2024 (i.e. non-frontier businesses, whose scores

reported changes in how they undertqok ghanges in marlo<et|ng in 2024. produ_ct/serwce, process, _busmess decreased from 2.2 in 2023 to 2.0 in 2024.

organise work and decision- strategles increased by 3% practices, work organisation, Interestingly, there has been a notable

making, 38% reported changes e organising external relationships, increase in innovation breadth in the

in their marketing strategies, organisational innovations were and marketing strateg!es) and_ look North East (1.9 in 2023 to 2.5 in 2024),

29% reported changes in their more common among frqntler at how many types of innovation but a decrease in Wales (2.6 in 2023 to

business practices, and 20% _and Iargg busmess‘es,'whllst 'Fhe are undertaken by each firm. 2.0 in 2024). Firms in the primary and

reported changes in their Increase in markgtlng L) Here, firms undertaking no construction sectors experienced the

external relationships. was fd riven bfy il e innovation of any type would greatest increase in innovation breadth,

non-frontier firms. score a value of 0, firms that whilst the hotels/catering sector
were undertaking all types of recorded a decrease of 0.5.

FIGURE 17 FIGURE 18

Percentage of firms that reported having undertaken Average number of types of innovation that firms

organisational innovation within the last year undertook over the past year (max. possible score = 6)

0 10 20 30 40 UK average Nation/region Business size Firm type Sector
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Investing in future innovation
The year ahead for UK businesses’ innovation plans

THE STATE OF INNOVATION 2024

In this final section, we share what businesses told us about their innovation
and investment intentions over the next 12 months. As the survey is repeated
in future years, questions about R&D investment intentions will become a key
barometer for gauging the outlook of UK firms.

Overall, 47% of UK firms plan to
invest in R&D over the next 12
months: a decreased proportion
compared to 53% in 2023. This
suggests a continuing pressure on
innovation activity for the year ahead.

As in the previous year, this proportion
is significantly higher among frontier,
medium and large firms. In fact, large
businesses (86%) are twice as likely

as micro businesses (41%) to invest

in R&D over the next year.

Despite some variance, the
declining trend in R&D investment
intentions was relatively consistent
across regions. Primary and
transport were the only industries
in which there was an increase

in investment intentions from
2023 to 2024 (Figure 19).

Among those firms planning
R&D investment over the next
12 months, 56% were planning
to increase their level of R&D
investment, compared with only
4% planning to reduce investment
and 39% planning to maintain
current levels of R&D investment.
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Future innovation support
The year ahead for UK businesses’ innovation plans

FIGURE 20
Percentage of UK firms that would find the following support types

Finally, we asked firms how likely they are to seek external
support for their innovation and business development activity

THE STATE OF INNOVATION 2024

over the next 12 months.

Just under half of all firms (46%)
indicated that they are likely to
seek external support either for
business development, product
and service innovation or both:

a proportion consistent with
2023. Larger businesses, frontier
firms and those in the finance
and primary sectors were most
likely to be in the group of firms
seeking support.

Large firms (75%) are almost twice
as likely to seek external advice
over the next year compared to
micro firms (39%), despite these
smaller businesses facing more
of a barrier (as shown earlier).

When looking specifically at 2023
innovation support, we asked

firms that do plan to invest

in R&D next year about the

usefulness of different types of

support. Overall, firms reported

an increased need for innovation

support over the next 12 months.

R&D grants were the most
popular type of support for these
businesses (52%), doubling from
the previous year (27%). Across
the range of support types, there
was also a significant increase

in the proportion of firms rating
them as useful for the year ahead
compared to 2023 (Figure 20).

2024

useful over the next 12 months (those planning to invest in R&D)

10 20 30 40

R&D GRANTS

R&D TAX CREDITS

INNOVATION LOANS

MARKETING/EXPORT SUPPORT

STRATEGY ADVICE

FINDING INNOVATION PARTNERS

INTELLECTUAL PROPERTY SUPPORT
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Appendix
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Overview

The Innovation State of the Nation
Surveys (ISNSs) from 2023 and 2024
were conducted using a combination
of computer-assisted telephone
interviewing (CATI) and an online
business-to-business panel.

Within each respondent organisation,
a member of the senior management
team or a senior decision-maker
involved in innovation was sought
to be interviewed.

Businesses with five or more
employees were in scope for

the survey. Organisations were
additionally screened to ensure
they were not a charity, not-for-profit
or public-sector organisation.

Fieldwork and sampling

Following a pilot stage to fully test

the questionnaire, fieldwork for ISNS
2023 took place between 14 November
2022 and 28 February 2023. In total,
1,217 CAT interviews and 801 online
interviews were completed.

Fieldwork for ISNS 2024 covered
2,001 firms and was undertaken
between 1 February 2024 and
22 May 2024.

A stratified sampling approach
was used and targets were adopted
to ensure a representative spread
across sectors, firm size bands
and UK regions.

Weighting

Weighting was necessary to
provide representative results —
simple population weights based
on the population of private-sector
businesses were used to do this.

More detail on the full survey
methodology is available from
the technical report published

by the Enterprise Research Centre
and Innovation & Research Caucus.
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About the Enterprise
Research Centre

The Enterprise Research Centre is
the leading centre of excellence in
the UK for research into the growth,
innovation and productivity of small
and medium-sized enterprises.

A partnership between Warwick
and Aston University Business
Schools, the Centre works closely
with policymakers, combining
academic rigour with accessibility
and policy impact.

About the Innovation
& Research Caucus

The Innovation & Research
Caucus supports the use of
robust evidence and insights in UK
Research and Innovation’s (UKRI's)
strategies and investments, as
well as undertaking a co-produced
programme of research. Caucus
members are leading academics
from across the social sciences
and other disciplines and sectors
who are engaged in different
aspects of the innovation and
research system. We connect
academic experts, UKRI, Innovate
UK and the Economic and Social
Research Council by providing
research insights to inform
policy and practice.

About Innovate UK

Innovate UK drives productivity and economic growth by
supporting businesses to develop and realise the potential

of new ideas. We connect businesses to the partners,
customers and investors that can help them turn ideas into
commercially successful products and services and business
growth. We fund business and research collaborations to
accelerate innovation and drive business investment into R&D.
Our support is available to businesses across all economic
sectors, value chains and UK regions. Innovate UK is part

of UK Research and Innovation.

For more information, visit the Innovate UK website.
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