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A. EXECUTIVE SUMMARY

BACKGROUND, SCOPE AND AIMS

In recent years there has been much attention given by government to the need for evidenced based policy; in particular the importance of demonstrating tangible impacts from policy interventions has become a key mantra for Ministers.  Coupled to this desire to demonstrate that government action is delivering impact, in many policy areas systems of targets have provided frameworks for assessing how much progress has been made and what the 'real effect' has been of particular interventions. Agencies delivering economic development activity, such as Scottish Enterprise and the English RDAs, have also had targets relating to delivery of the strategic objectives of their governments and departments; in Scotland the Government Economic Strategy (GES).  In SE’s 2010-13 Business Plan
, it was estimated that 2010/11 operational spend of £226m could lead to a cumulative, net additional GVA of £2bn over the next ten years; a ratio of almost 1:9.

To estimate this, evaluation and appraisal evidence was used to ‘model’ the potential economic benefits for different types of activity over a ten year period, and this was aggregated to provide an overall figure.   The approach is similar to that adopted by the Department for Business, Enterprise & Regulatory Reform in its recent report on the Impact of English RDAs (carried out by PWC)
.

This report considers the approach taken by PwC and uses this to provide a critique of SE’s approach with a view to supporting Scottish Enterprise’s thinking on the issues and challenges.  This report focuses not on the actual numbers, i.e. not to validate the £2 billion figure, but on whether the overall methodology is appropriate, and provides SE with specific recommendations for any improvements. There were two key aims for this assignment:

Aim 1: A discussion of the broad issues and challenges in assessing the benefits to an economy of economic development spending; such as business support, infrastructure development, inward investment, sector development; and

Aim 2: To review and critique Scottish Enterprise’s approach to estimating economic impacts, drawing comparisons, as appropriate, with the PwC work completed for the English Regional Development Agencies and the Department for Business, Innovation and Skills, that looked at the impact of the Regional Development Agencies.  

METHODOLOGY

The methodology included a review of the documentation SE has produced to explain its approach, in light of the aims with which it is tasked (as set out in the GES).  It also included a meeting to discuss SE’s approach.

CONCLUSIONS

Organisations must address a number of key challenges when attempting to ensure that impact assessment is a key driver for what their organisation does.  Based on the PwC impact work in England, this paper has identified thirteen main areas of challenge.  Not all of these are relevant to SE’s activities. These conclusions therefore report on how SE is meeting those that are seen as being of central relevance.
The Complexity of Impact Estimation
Providing robust estimates of the impact of an intervention is a far from easy task and is fraught with methodological pitfalls.  Even if these can be overcome the development of an overall GVA to cost ratio still needs to be handled with care both in terms of how it is derived and how it is communicated.  This is especially the case with single figure ratios, such as the £4.50 return for every pound invested in the PwC report on RDAs in England, and the £8.80 return for every pound invested in SE's case.  So the very fact that Scottish Enterprise is able to provide such an estimate when many other organisations spending public money cannot (or will not) should be recognised as a positive approach to informing policy development and delivery.

In terms of the overall robustness of the £8.80 return figure, this review has not undertaken a detailed assessment of each area of estimation used in deriving this aggregate figure.  However by way of comparisons, the PwC work on RDA impact in England reported return figures that varied between an achieved 70 pence return for every pound invested through interventions in the place theme to an £11.60 return for every pound invested in the business theme when achieved and future potential GVA was taken into account.  This range suggests that the SE estimate falls within the range that might be expected for spending on economic development interventions.

Securing organisational buy in for a corporate approach to evaluation
Scottish Enterprise’s Business Plan and processes provide a clear indication of the extent to which estimating and assessing impact is central to Scottish Enterprise’s activity.  Guidance on estimating impact has also been developed by SE and is publicly available
.  This guidance is specific and detailed and, in some instances (such as the different ways of working out GVA figures), it goes beyond some of the earlier guidance developed elsewhere.  The dissemination of evaluation results through 'Evaluations On-line' is also a very positive development and one that has been mirrored for wider UK government agencies through the development of the OffPAT evaluation library
.  This is supported by an appraisal and evaluation team of six people which suggests that Scottish Enterprise takes estimation of impact, measurement of performance and evidence development, seriously.

Building the organisational capacity for evaluation and estimating impact

In most organisations evaluation and impact work is done by one or two key individuals, or if the organisation is of significant size, by a small team.  One of the major challenges for estimating impact is the issue of wider organisational understanding about evaluation and the implications of evaluation findings for policy, delivery and the organisation or institution delivering.  Within Scottish Enterprise it seems that the appraisal and evaluation team also provides guidance to other SE staff as well as running in-house courses on calculating impact.  Enhancing wider staff understanding is of central importance when using impact evaluation to inform organisational delivery decisions, so this is an important part of the Appraisal and Evaluation team's role.
Mitigating the effects of selection bias relating to how programmes and projects are selected for estimation of impact

It is clear from the documentation reviewed that Scottish Enterprise has undertaken a broad mix of evaluation activity, and that a ‘common sense’ approach to the types of programme to be evaluated has been applied.  This is based on both an explicit set of assumptions used to guide the type of evaluation required at different stages of the project lifecycle
 along with a combination of:

· The existing evidence available in an area of intervention (or lack of it, therefore suggesting a need to commission work to provide evidence);

· Project life cycles, in terms of there being a logical time at which undertaking evaluation is sensible (for example to inform a decision on continued funding);

· If a project has accounted for an amount of spend significant enough to require assessment of its impact; and

· Projects requiring impact evaluation as part of an external condition, for example all European funded projects carry a requirement to evaluate.

This approach seems consistent with that of other UK government departments and agencies.

Addressing inconsistencies employed by different types of estimation techniques

The approach used by Scottish Enterprise to explain impact is consistent with the PwC work in England in that both use Gross Value Added (GVA) as the ‘common currency’ of impact.  However whilst the PwC approach focused only on GVA generated through net job impacts, the Scottish Enterprise approach provides GVA based on a number of other factors too.  These other factors, such as GVA derived from internationalisation revenue, or research and development, are drawn from the approach set out by the Government Economic Strategy.  Using multiple measures or proxies of impact can provide a more comprehensive assessment of impact and it would be sensible for SE to continue to develop and test different measures.

Use of different methodologies and valuation methods

The approach taken on this by Scottish Enterprise seems sensible; attributing a stream of benefits based on all impacts that can be valued and making an assessment of these based on a series of assumptions about how long benefits take to build, how long these last (persist), and the rate at which they decline.  In terms of the overall approach this is consistent with the approach undertaken by PwC in England.

Use of standardised approaches for collecting data

If data are being drawn from a wide variety of sources there can be challenges in relation to whether the data are comparable; especially if different questionnaires are used or if different organisations are responsible for supplying the data.  This was a limitation of the work completed by PwC in England.  The Scottish Enterprise approach seems to be more consistent in that the emphasis is on assessing impact through direct beneficiary company data and the use of a set of standard questions.
Identifying the differing ‘time paths’ of impact; how much time it takes for benefits to accrue

Scottish Enterprise’s approach to modelling impact from different intervention types based on the most reliable available evidence from other sources seems sensible.  The approach of cross referencing or triangulating the results derived from these methods by comparing them with appraisal estimates is also sensible; this can help improve forecasting for use in appraisal as well as providing a ‘reality check’ on the assumptions being made at the programme design stage by checking these against survey or company data derived from evaluations.

Identifying the differing levels of persistence or sustainability of impacts – assumptions for the ‘decay’ of benefits
Setting out credible assumptions for the decay of benefits is a key part of the overall assessment of impact.  The Scottish Enterprise approach of factoring in decay assumptions based on the type of intervention, as part of the overall time path of benefits, is consistent with practice elsewhere.  The assumptions made by SE also take more account than was the case in the PwC work in England of the specific context within which some interventions are operating.

Mitigating the effects of optimism bias

Any attempt to estimate the impact of a project or programme must take a view on what types of assumption should be applied for ‘optimism bias’ and how far should forecasts be reduced and by what proportion.  The PwC impact work did not apply a consistent optimism bias adjustment because the evaluations that made up the evidence did not approach this consistently.  The SE approach seems to be able to take more account of optimism bias because it can be assessed through specific evaluations.  By taking account of such factors SE is taking a more credible approach to the method of estimating impact than might be the case in some other evaluations.
Ensuring adequate explanation and interpretation of complex results to wider audiences

This challenge can be overcome by careful management of expectations and by the development of a wider organisational commitment to improving corporate understanding of impact estimation amongst all staff who engage with it.  From discussions with SE staff it seems that the culture within Scottish Enterprise is more attuned to seeking to understand and take account of impact evaluation evidence than was the case with the discussion which surrounded the impact work in England.
The overall approach to estimating impact

From this brief review of SE’s approach to estimating impact it seems that the approach being taken is a sensible one which has been informed by approaches taken by other agencies.  Several characteristics of the approach seem particularly positive:

· use of evaluation evidence from a range of sources to inform the estimates;

· the aim to use survey and beneficiary data to drive estimates of impact; and

· the flexibility to undertake impact estimation at the appropriate time in the project or programme life cycle.

Whilst the approach being taken by SE is not inconsistent with efforts to estimate impact used by other agencies, it should be noted that many agencies do not undertake the same level of impact estimation or evaluation that SE is currently undertaking.  The commitment to estimating impact within SE and the way in which this is being developed in an ongoing way across its programmes means that investment planning and programme delivery decisions should be better informed by the available evidence than might be the case in some other agencies where this type of work is not conducted to the same extent.

RECOMMENDATIONS

Recommendation 1: Building the organisational capacity for evaluation and estimating impact

In order to further improve organisational capacity for evaluation and estimating impact SE should investigate the costs and benefits of putting all staff through a short course (perhaps a half day module) on estimating impact and its role within the organisation.

Recommendation 2: Addressing inconsistencies employed by different types of estimation techniques

Scottish Enterprise should continue to derive GVA estimates based on a number of different  factors (i.e. not just GVA from net jobs), as multiple measures or proxies of impact can provide a more comprehensive assessment of impact.  SE should seek to develop and test these methods further where possible.

Recommendation 3: Use of standardised approaches for collecting data

SE should consider the further development and testing of its standard question set for estimating the impacts of its interventions.  Drawing from a list of standard questions to evaluate different interventions could make the results more robust when making comparisons between programmes.

Recommendation 4: Exchanging knowledge with other agencies

SE should consider further articulation and communication of its approaches to estimating economic impacts to other agencies with a similar role; as well as learning from other agencies about their approaches.

B. MAIN REPORT
1. CONTEXT FOR THE REVIEW OF SCOTTISH ENTERPRISE’S APPROACH TO ASSESSING ECONOMIC IMPACTS
Background

In recent years there has been much attention given by government to the need for evidenced based policy; in particular the importance of demonstrating tangible impacts from policy interventions has become a key mantra for Ministers.  Coupled to this desire to demonstrate that government action is delivering impact, in many policy areas systems of targets have provided frameworks for assessing how much progress has been made and what the 'real effect' has been of particular interventions. This has especially been the case in health and education (although the extent of this has varied within the UK).

The Scottish Government’s Economic Strategy

Agencies delivering economic development activity, such as Scottish Enterprise and the English RDAs, have also had targets relating to delivery of the strategic objectives of their governments and departments.  This emphasis on assessing progress against government commitments is in evidence in the Scottish Government’s Economic Strategy (2007) which stated that progress against its aims would be formally and regularly reported.  It also noted that this strategy represented the first time the Scottish Government has set measurable, time-bound economic targets, which will be central to gauging progress towards its strategic objectives.

The strategy set out five strategic objectives which aim to deliver a Scotland that is wealthier and fairer, smarter, healthier, safer and stronger, and greener; as follows:
· Wealthier and fairer: by enabling businesses and people to increase their wealth and more people to share fairly in that wealth;
· Smarter: by expanding opportunities for Scots to succeed from nurture through to life long learning ensuring higher and more widely shared achievements;
· Healthier: by helping people to sustain and improve their health, especially in disadvantaged communities, ensuring better, local and faster access to health care;
· Safer and stronger: by helping local communities to flourish, becoming stronger, safer places to live, offering improved opportunities and a better quality of life.

· Greener: by improving Scotland's natural and built environment and the sustainable use and enjoyment of it.

Associated with these key strategic aims is a number of targets that will help inform an assessment of the success or failure of the interventions designed to achieve them:
· To match the GDP growth rate of the small independent EU countries by 2017. 

· To raise Scotland’s GDP growth rate to the UK level by 2011. 

· To rank in the top quartile for productivity amongst Scotland’s key trading partners in the OECD by 2017. 

· To maintain Scotland’s position on labour market participation as the top performing country in the UK and close the gap with the top 5 OECD economies by 2017. 

· To match average European (EU-15) population growth over the period from 2007 to 2017, supported by increased healthy life expectancy in Scotland over this period. 

· To increase overall income and the proportion of income earned by the three lowest income deciles as a group by 2017. 

· To narrow the gap in participation between Scotland’s best and worst performing regions by 2017. 

· To reduce emissions by 80 per cent by 2050 and reduce emissions over the period to 2011.
These targets, along with the 15 national outcomes, have informed the investment decisions on the transformational projects and programmes being delivered in Scotland between 2010 and 2013.
Scottish Enterprise’s Approach to Estimating Impact

The level of public sector spending in Scotland (approximately £55 billion in 2008/09)
 is significant.  However, as in other parts of the UK given the recent financial crisis, the emphasis on increasing the accountability for, and impact of, this spend has grown yet further.  Whilst a range of measures exist to assess the efficiency of public sector spend, there is less evidence of the actual and potential economic benefits and impacts of this spend.

In SE’s 2010-13 Business Plan
, it was estimated that 2010/11 operational spend of £226m could lead to a cumulative, net additional GVA of £2bn over the next ten years; a ratio of almost 1:9.  To estimate this, evaluation and appraisal evidence was used to ‘model’ the potential economic benefits for different types of activity over a ten year period, and this was aggregated to provide an overall figure.   The approach is similar to that adopted by the Department for Business, Enterprise & Regulatory Reform in its recent report on the Impact of English RDAs (carried out by PWC)
.

There is considerable value in reviewing the approach taken by PwC and using this to provide a critique of SE’s approach.  The assignment aims to support Scottish Enterprise’s thinking on the issues and challenges of estimating the impacts of public sector economic development spending, and provide a critique of Scottish Enterprise’s approach to estimating such economic impacts.  This report focuses not on the actual numbers, i.e. not to validate the £2 billion figure, but on whether the overall methodology is appropriate, and provides SE with specific recommendations for any improvements.

Assignment Aims

There were two key aims for this assignment:

Aim 1: A discussion of the broad issues and challenges in assessing the benefits to an economy of economic development spending; such as business support, infrastructure development, inward investment, sector development; and

Aim 2: To review and critique Scottish Enterprise’s approach to estimating economic impacts, drawing comparisons, as appropriate, with the PwC work completed for the English Regional Development Agencies and the Department for Business, Innovation and Skills, that looked at the impact of the Regional Development Agencies.
Methodology

The methodology included a review of the documentation SE has produced to explain its approach, in light of the aims with which it is tasked (as set out in the GES).  It also included a meeting to discuss SE’s approach.

2. THE BROAD ISSUES AND CHALLENGES IN ASSESSING THE BENEFITS TO AN ECONOMY OF ECONOMIC DEVELOPMENT SPENDING
Introduction

This section provides a discussion of the broad issues and challenges in assessing the benefits to an economy of economic development spending.  The pressure to demonstrate the tangible impacts from policy interventions has grown during years of evidence based policy.  This is now higher than ever due to the financial constraints faced by public sector interventions.  Despite this need, and whilst Government spends significant amounts of money tackling spatial, and particularly regional disparities, the evidence base as to what works well and why has remained somewhat constrained
.

This is surprising because there have been attempts to improve understanding of how best to evaluate the economic (and other) impacts of policies. Most notably the publication of the HM Treasury EGRUP Guidance
 in the mid 1990s and then the publication by DCLG of the Three Rs
; this document was of particular significance because it was a very systematic cross-departmental initiative that collected evidence from a large number of academics and consultants with the objective of explicitly improving the evidence base with which to guide policy.
Further, more recent developments, such as the regular advances incorporated in guidance such as HM Treasury's Green Book
 (subsequently updated on-line on its website
) have also sought to clarify the approaches used for evaluating impact and developing a more consistent approach to valuing the economic impacts of interventions.
One of the main reasons as to the limited evidence base is that much of the guidance is more theoretical than practical.  At a more practical level, various arms of government have also sought to provide more clarity on how to actually apply evaluation guidance.  English Partnership's Additionality Guide
 set out guidance on how to assess the additional impact or additionality of a regeneration project.  The Cabinet Office's guide to the Social Return on Investment provided some practical examples of how to work out the impact of investments made in the Third Sector
.

Further work on valuing the benefits of specific investments by a team including the University of Cambridge and Sheffield Hallam University (amongst others) has just been published by DCLG
.  In addition, work undertaken looking at how the third sector contributes to impact has sought to develop the thinking on this still further to assess how far it is possible to monetise traditionally non-economic benefits, such as social and environmental benefits
. 

The cross-Government group, the Office of Project and Programme Advice and Training
 (OffPAT), has led work to ensure commonality of indicators being used and the sharing of approaches and practices to try to develop more commonly accepted and applied approaches.
Recent months have seen an increasing emphasis by many organisations on drawing together evidence of their impact using the methods referred to above in advance of the spending review which took place in October 2010.  Given the ongoing spending cuts set out in this review, the emphasis on demonstrating impact and value for money will remain a key issue across government and the wider public sector.

Despite all this work, there remain only very limited examples of organisations that have attempted to systematically estimate, on an aggregate basis, the overall impacts of economic development interventions.  Only the RDA work in England does this on any major scale, so the approach being taken by Scottish Enterprise on approaching this systematically across the full range of its activity could be regarded as an ambitious one.

In any assessment of economic impact by an organisation there is a series of major challenges to be identified, considered and overcome.  The remainder of this section identifies the main challenges of estimating the economic impacts of spending on economic development.  These are drawn from the experience of the work undertaken by PwC on the impact of England's RDAs, as well as wider experience of evaluating impact in other areas.  Subsequent sections consider the approach of Scottish Enterprise to these challenges, and compares this with how other organisations have addressed them.  Section 4 draws conclusions on Scottish Enterprise’s approach in light of this experience elsewhere and provides recommendations for how the approach might be improved.
Challenge 1: Securing organisational buy in for a corporate approach to evaluation
Over the past few years the importance of evidenced based policy has increased.  This has meant that many organisations across government have recognised the need to assemble research, evaluation and impact evidence that can serve a number of purposes for the organisation.  For many organisations their need in terms of establishing impact was captured by the ROAMEF Cycle set out in HM Treasury’s Green Book (see below). 
Fundamentally the evaluation of interventions and estimation of impact is about two issues: first, quantifying the benefits of the intervention; and second, identifying and understanding the critical success factors from programme or project interventions; what worked especially well and why?  What was it about the programme/project set up, personnel, environment or delivery mode that made it work where other similar projects or programmes have not? 
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Figure 1: The Policy and Programme Cycle (ROAMEF). Source:  HM Treasury Green Book 2003

For those leading major spending parts of government departments or agencies, having the ability to answer these questions is crucial for several reasons:

· accountability for taxpayers money and transparency on how this is being used;

· ensuring that the department or agency is meeting the objectives, tasks or targets set for it (by legislation or by ministers);

· making sure that the processes used for delivering a policy intervention are fit for purpose and have the desired results;
· being able to make a case for increased or continued funding for a specific type of intervention or a broad range of activities (or mitigating the scale of any proposed cuts)
· ensuring that staff feel that the organisation learns from its experience to improve the delivery of their service.

Usually it is a mixture of these factors that lead to the securing of organisational buy-in for a programme of impact evaluation work; and often this buy-in comes from senior leaders who understand the importance of ensuring that their agency both does what it has been tasked to do, and can provide evidence to support this.  Such evidence can be provided by a series of outputs to which the organisation commits publicly.  These include:

· A corporate statement on the importance of impact evaluation to achieving the objectives of the organisation;

· A published corporate impact evaluation strategy and action plan, which sets out the organisation’s approach and planned activities in the field

· Published impact estimates for the anticipated benefits of the particular areas of interventions;

· Published impact estimates setting out the benefits achieved, and those anticipated in future, for particular areas of intervention.

Without organisational buy-in it is difficult, if not impossible, to deliver an effective programme of impact evaluation.  Fundamental to this buy in is the need for the organisation to demonstrate that impact evaluation forms part of the decision making process. This means that those charged with delivering projects see impact evaluation as being a critical factor rather than just a tick box or add on.

Challenge 2: Building the organisational capacity for evaluation and estimating impact
In most organisations evaluation and impact work is done by one or two key individuals, or if the organisation is of significant size, by a small team.  One of the major challenges for estimating impact is the issue of wider organisational understanding about evaluation and the implications of evaluation findings for policy, delivery and the organisation or institution delivering.
Whilst there can be corporate buy in to impact evaluation, this must also be underpinned by efforts across the organisation to ensure that staff understand why impact evaluation is important.  This may take the form of staff workshops or training, as well as ensuring that impact evaluation is clearly built in to the corporate processes and ways of working.  Fundamental to this is having an appropriate budget allocated for staff to deliver impact evaluation, along with a budget, if appropriate, to commission external evaluation.
Challenge 3: Categorising activities and expenditure, and the extent to which this affects the ability to assess economic impact of spending
When undertaking programmes of evaluation that seek to assess the overall impact of an intervention there are major methodological barriers relating to inconsistency of methods in different evaluations and how and whether these can be compared.  This challenge is often the result of an inability or unwillingness to regard different types of interventions as suitable for comparison due to how they are categorised.
At the outset of any major evaluation one of the first key tasks it to understand the nature and extent of the programme's activities, their rationale, aims and objectives, mode of delivery, target beneficiary groups etc.  For an evaluation of a national programme, this problem is not so insurmountable because the rationale for the programme and its methods of delivery are taken as being similar across the country (although there are clearly variations in delivery as the body of work on, for example, experience of business support interventions demonstrates
).

However for programmes where delivery is based on regional or local needs, it would be unrealistic to expect much commonality in rationale, objectives and delivery methods; thus making a consistent approach to evaluating these that much more difficult.
Comparing different types of activity and expenditure on them in areas which may seem similar but which may have very different modes of operation can therefore present a major problem for accurate comparison of impacts and benefits from particular investment types.

As well as problems of identifying the types of activity and spend, any retrospective evaluation must also consider how to scope programme activity over time; the issue of when spend should be included as being subject to evaluation is a major methodological issue, not least because of the time lags taken for benefits to build and for impacts to be realised.

Challenge 4: Establishing a common understanding in relation to the key concepts and systematic definitions used in estimating impact

Given the increase in sources of guidance on estimating impact, and on evaluation more widely, it is surprising that there is still limited commonality of understanding in relation to the key concepts and systematic definitions used in estimating impact.  Various sources use similar terms but there can often be subtle distinctions in the meanings applied to these, and in how these are translated into estimates of impact.
This issue can be particularly problematic when an organisation is relying on others to provide source evidence for its estimates; for example, for some agencies delivery is sub-contracted and unless delivery organisations are contractually obliged to collect certain monitoring data relating to beneficiaries, it can often be difficult to collect such data retrospectively.
Challenge 5: Identifying the types and nature of assumptions applied to different types of estimation of the economic impacts of spend at different spatial levels
The assumptions applied to different types of estimation of economic impacts of spend at different spatial levels are particularly important when comparing programme interventions which are designed differently to suit different spatial contexts.

For example, a pilot programme delivering in one neighbourhood may have very different assumptions to one delivered through a standard national programme.

In addition, the impacts being captured in particular spatial areas also need to be considered in light of the wider economic and social context of that area. So, for example, a small reduction in unemployment resulting from a programme intervention in one spatial area may seem insignificant in another, because of the wider characteristics of each area.
Challenge 6: Mitigating the effects of selection bias relating to how programmes and projects are selected for estimation of impact
In an ideal world all policy interventions would be evaluated to a highly robust standard.  However, owing to limitations in budgets it is often only possible to evaluate some interventions, or parts of some interventions.  This then raises a question about how the choice should be made of what to evaluate.

If policy makers who have designed or organisations that deliver interventions have a choice about what to select for impact evaluation, they may already have a sense of which interventions work best.  Alternatively they may be able to find programmes or projects which best fit the criteria being used for the impact estimate.  This can lead to selection bias, whereby types of activity that are perhaps more cost intensive per output, which take a longer time for the benefits to accrue, or for which the benefits do not persist as long, are not chosen for evaluation.
This bias may be compounded where the impact of a small sample of programme or project activity is evaluated and the results grossed up based on the total spend for the project or programme as a whole.  Of course the bias can also work in reverse, whereby negative results can be projected onto a larger scale.  However, the widespread assumption is that those involved in the design or delivery or projects or programmes will usually select their ‘best’ intervention for evaluation given the choice.
There are ways to mitigate and minimise this risk; these include giving selection choice to those not involved in programme delivery, or commissioning external impact evaluators to make this choice.

Challenge 7: Addressing inconsistencies employed by different types of estimation techniques, and how and whether these can be compared
This challenge only arises where major programmes of evaluation are taking place to come to a judgement about high levels of expenditure committed over a number of years, calling for amalgamation of evaluation results.  It is especially problematic when trying to compare results from different projects and programmes undertaken in different areas for different time periods and using different methods.

Such major evaluation programmes are rare.  The last major programme of this was the evaluation of England’s RDAs undertaken by PwC.  Some reflections on the challenges from this particular assignment are discussed in the next section.
Challenge 8: The use of different methodologies and valuation methods, for example GVA derived from net employment impacts and other sources of net impact
Linked to challenge 7, the use of different methodologies and valuation methods for ascribing a value of the impacts generated by a project or programme can also be problematic.  For example, Gross Value Added is a commonly used indicator of impact because it captures a monetary benefit of value to the economy as a whole (and enables a comparison to be made with the money invested in the intervention).  Due to different ways being used to ascertain such values, it can often be difficult to make these comparisons.
Challenge 9: Use of standardised approaches for collecting data and how far estimates of additionality can be progressed

The methods by which data are collected for the purposes of estimating impact are fundamental, and can often present a major challenge.  In order to make reasonably reliable estimates of impact, several key data components are required.

The additionality equation provided in the English Partnerships guidance on additionality
 is a helpful way of understanding the data components required (though not the only one):

AI = [GI x (1-L) x (1-Dp) x (1 - S) x M]  -  [GI* x (1-L*) x (1-Dp*) x (1 - S*) x M*]

where,
· AI is the net additional impact

· GI is the gross impact

· L is the leakage

· Dp is the displacement

· S is the substitution

· M is the multiplier

Whilst the approach set out in the EP guidance is one that is commonly used, there are further more detailed factors that might also be included with the additionality equation which can be considered based on different circumstances, for example whether activity has any effect in 'crowding in' or 'crowding out' benefits from non programme or project interventions, such as private sector activity (this may be captured as part of a broader multiplier effect but can also be included as a separate component).

If data are being drawn from a wide variety of sources there can be challenges in relation to whether the data is comparable; especially if different questionnaires are used or if different organisations are responsible for supplying the data.
Earlier reference was made to the policy and programme development cycle (see above).  If some of the linkages within this are inadequate - for example if one of the steps, such as data collection as part of the monitoring phase, is inadequate, this affects the whole process's ability to draw robust conclusions.

Challenge 10: Identifying the differing ‘time paths’ of impact; how much time it takes for benefits to accrue

Understanding how benefits from particular interventions accrue and how long they last is a fundamental element of estimating their impact.  Benefits from investment can be reasonably assumed to accrue over several years.  Some evaluations may only assess benefits over one year when a programme may be running over several years, leading to a potential under-estimate of impact.  This under-estimate could be considerably greater for some types of programme; such as a physical regeneration programme because these may operate over considerably longer time-spans, for example from 5-25 years.  The issue of lagged impact – benefits taking time to accrue before they can be observed - is an issue that needs to be considered in assessing the impact of a programme.
Challenge 11: Identifying the differing levels of persistence or sustainability of impacts – assumptions for the ‘decay’ of benefits
The implications of differences in persistence for different types of intervention has major implications when trying to compare the possible likely impacts of such interventions.  Comparisons of the GVA impact or GVA to cost ratios between intervention types are likely to be sensitive to the nature of the intervention, especially how quickly and over what period impacts are likely to be realised; for example, interventions designed to promote science or R&D may take time before they contribute to businesses’ employment levels.  As a consequence it is not advisable to compare across different intervention types without making it clear that because of the different timeframes that interventions take to deliver results, the benefits will accrue over different periods.  Even within different intervention types caution should be exercised because local contexts may vary significantly.

Challenge 12: Mitigating the effects of optimism bias
Optimism bias occurs where deliverers or direct beneficiaries state that benefits will be achieved in the future.  Any attempt to estimate the impact of a project or programme must take a view on what types of assumption should be applied for ‘optimism bias’ and how far should forecasts be reduced and by what proportion.
Challenge 13: Ensuring adequate explanation and interpretation of complex results to wider audiences
Making sure that the results of impact estimates are clearly understood is a major challenge.  In particular, policy makers or others wishing to make decisions informed by the impact estimate may have limited understanding of the process, its limitations and the variability and inherent uncertainty of the results.  This can often lead to unrealistic expectations, as well as to a focus on a ‘one number’ answer which does not capture the full complexity of the process.

This challenge can be overcome by careful management of expectations and by the development of a wider organisational commitment to improving corporate understanding of impact estimation amongst all staff who engage with it.
3. REVIEW AND CRITIQUE OF SCOTTISH ENTERPRISE’S APPROACH TO ESTIMATING ECONOMIC IMPACT
The second aim of this assignment was to review and critique Scottish Enterprise’s approach to estimating economic impacts, drawing comparisons, as appropriate, with the PwC work completed for the English Regional Development Agencies and the Department for Business, Innovation and Skills, that looked at the impact of the Regional Development Agencies.  This section does this by reviewing SE’s approach against each of the challenges set out in section 2.
Challenge 1: Securing organisational buy in for a corporate approach to evaluation

The following statement is drawn from Scottish Enterprise’s Business Plan for 2010-2013:
“We have continued to refine our performance framework to ensure we are more focused on the outcomes we achieve and the impact we generate from our activities. Our overall performance framework is illustrated in the diagram below. It highlights the activities we will deliver; the outputs and outcomes from these activities; and ultimately, how this translates into impact for the Scottish economy through gross value added (GVA).  A high level assessment of the activities and outcomes set out in this Business Plan has indicated that for every £1 we spend in 2010/11 we will generate an additional £8.80 in economic impact for Scotland. This will represent an additional £2 billion for Scotland’s economy by 2020”.
”

This statement is part of a section of the Business Plan which provides a clear indication of the extent to which estimating and assessing impact is central to Scottish Enterprise’s activity.  The Business Plan also includes a logic model setting out clear objectives, activities, outputs, outcomes and impacts in the form of net additional GVA; in addition it sets target ranges for some objectives.
Guidance on estimating impact has also been developed by SE and is publicly available
.  This guidance is specific and detailed and, in some instances (such as the different ways of working out GVA figures), it goes beyond some of the earlier guidance developed elsewhere.  The dissemination of evaluation results through 'Evaluations On-line' is also a very positive development and one that has been mirrored for wider UK government agencies through the development of the OffPAT evaluation library
.
The presence of an evaluation team of six people also suggests that Scottish Enterprise takes estimation of impact, measurement of performance and evidence development, seriously.

At the outset of the project to evaluate the impact of RDAs in England, not all Agencies had a dedicated evaluation team or the size and remit of this team was limited.  By 2009 when the project was completed all RDAs had teams in place and were improving the methods they use to evaluate their impact.
Challenge 2: Building the organisational capacity for evaluation and estimating impact

In most organisations evaluation and impact work is done by one or two key individuals, or if the organisation is of significant size, by a small team.  One of the major challenges for estimating impact is the issue of wider organisational understanding about evaluation and the implications of evaluation findings for policy, delivery and the organisation or institution delivering.  As well as undertaking and commissioning impact assessment work, the SE Appraisal and Evaluation Team also provides guidance for SE staff, working with industry teams to identify evaluation priorities, developing sector and theme expertise and providing ad hoc advice and support.

However, whilst there can be corporate buy in to impact estimation from directors and senior staff, this must also be underpinned by efforts across the whole organisation to ensure that staff understand why impact evaluation is important.  This may take the form of staff workshops or training, as well as ensuring that impact evaluation is clearly built in to the corporate processes and ways of working.

For example, in England Advantage West Midlands commissioned training on the ROAMEF model for all internal staff and external partners.  The London Development Agency introduced a series of guidance notes for staff.  One Northeast extended its evaluation training through master classes.
Within Scottish Enterprise one day in-house courses on calculating impact are provided each year as well as ad hoc courses, for example for the tourism team.  The Project Lifecycle (the guidance for project managers about developing and running projects) allied to the training that all project managers get is perceived to be increasing understanding of impacts and their importance in the project approval process.

Challenge 3: Categorising activities and expenditure, and the extent to which this affects the ability to assess economic impact of spending
At the outset of any major evaluation one of the first key tasks it to understand the nature and extent of the programme's activities, their rationale, aims and objectives, mode of delivery, target beneficiary groups etc.  For the PwC evaluation of RDAs in England this was a major challenge.  Between 1999 and 2007 RDAs spent around £15.1 billion with their annual expenditure increasing from £825 million in 2000/01 to £2.3 billion by 2006/07, as a result of increased responsibilities.

Following initial scoping, administration spend and spend from legacy programmes (which RDAs delivered but did not shape or influence) was excluded.  Also excluded was spend that could not have delivered impacts due to time lags in projects (such as site acquisition and remediation for the London Olympics amounting to just over £500 million).  Other spend, e.g. on delivery of national programmes, was also excluded from scope.  A separate meta-evaluation of Single Regeneration Budget activity was also undertaken and the results included. 

The complexity of breaking down expenditure on specific programmes and projects by themes and sub-themes even just for nine RDAs cannot be overstated.  This was a complex process for several reasons including:

· the differing nature of many interventions;

· presence of interventions which aimed to achieve more than one type of activity;

· interventions where activity was drawn from several areas of activity to create a package for specific client or beneficiary groups;

· the different project and programme management systems used by agencies;

· the different accounting systems used by agencies; 

· the difficulty of determining whether activity was 'in scope' or not; for example activity under the Northern Way; and

· the difficulty of categorising hybrid activity i.e. spend on multiple objectives.
In the case of Scottish Enterprise, categorising spend is eased by the fact that programmes operate on a national rather than a regional basis.  The following activity headings, used in the 2010/11 impact model, provide a sense of comprehensiveness that was not initially present within the PwC work on the RDAs in England:

· Commercialisation;
· Wider Innovation;

· Training Plus;

· Research and Development;

· Account management;

· Business infrastructure – support to industries;

· Business infrastructure – support to companies;

· Investment;

· Venture Fund;

· Seed Fund;

· Portfolio Investments;

· Internationalisation; and

· Inward Investment.

Furthermore for some of the programmes investment has been limited to only a small number of beneficiaries/companies and the corresponding set of evaluation/appraisal evidence on which estimates are made is therefore less complex.
Challenge 4: Establishing a common understanding in relation to the key concepts and systematic definitions used in estimating impact

This issue can be particularly problematic when an organisation is relying on others to provide source evidence for its estimates; for example, for some agencies delivery is sub-contracted and unless delivery organisations are contractually obliged to collect certain monitoring data relating to beneficiaries, it can often be difficult to collect such data retrospectively.

In the case of SE, this may be less of an issue because if the programme rationale is clearly articulated the delivery partners should be clear about the expectations they need to meet in relation to evaluation.

Challenge 5: Identifying the types and nature of assumptions applied to different types of estimation of the economic impacts of spend at different spatial levels

This challenge should be less of an issue for Scottish Enterprise than it was for the PwC work on England’s RDAs.  The different emphasis that RDAs placed on their interventions – due to different regional conditions and context - needed to be taken account of.

For example in regions where job creation has been less of an issue for regions (i.e. those regions with already high employment such as the southern regions and East Midlands) programmes may have emphasised job creation to a lesser extent.  In Scotland, given that programme delivery occurs at the national level, issues such as these should be addressed during the project appraisal stage rather than needing to be addressed ex-post.

Challenge 6: Mitigating the effects of selection bias relating to how programmes and projects are selected for estimation of impact

In an ideal world all policy interventions would be evaluated to a highly robust standard.  However, owing to limitations in budgets it is often only possible to evaluate some interventions, or parts of some interventions.  This then raises a question about how the choice should be made of what to evaluate.
In the case of the RDA evaluation in England, PwC was commissioned to assemble the overall impact evaluation evidence; many other consultants and academics provided individual impact evaluation estimates within each region.  The work took place in a politically charged environment with limited budget and time.  Much of the evaluation selection was based upon what had already been evaluated or could be evaluated within the timeframe available.  This selection was also influenced by the levels of spend committed on particular programmes because of an arbitrary ‘spend coverage’ target agreed by the project steering group.  This meant that programmes that covered large amounts of spend were more likely to be prioritised for evaluation so that this spend could be ‘covered’.

It is clear from the documentation reviewed that Scottish Enterprise has undertaken a broad mix of evaluation activity, and that a ‘common sense’ approach to the types of programme to be evaluated has been applied.  This is based on both an explicit set of assumptions used to guide the type of evaluation required at different stages of the project lifecycle
 along with a combination of:

· The existing evidence available in an area of intervention (or lack of it, therefore suggesting a need to commission work to provide evidence);

· Project life cycles, in terms of there being a logical time at which undertaking evaluation is sensible (for example to inform a decision on continued funding);

· If a project has accounted for an amount of spend significant enough to require assessment of its impact; and

· Projects requiring impact evaluation as part of an external condition, for example all European funded projects carry a requirement to evaluate.

This approach seems consistent with that of other UK government departments and agencies.
Challenge 7: Addressing inconsistencies employed by different types of estimation techniques, and how and whether these can be compared

Even if we assume a common set of definitions that are widely understood and that form the basis for informed impact evaluation activity, the application of such terms and the results that these produce may be a major area of contention.

The dilemma exists not necessarily in a single impact evaluation exercise for one project or programme but where efforts need to be made to understand the impact of an overall policy which may include a number of programmes and projects at different spatial levels and, possibly, differing rationales,  objectives and target beneficiary groups.

This is less complex in Scottish Enterprise’s case because of the more cohesive approach to delivery.  But it does become problematic at either the regional or local levels due to differences in the units of outputs or outcomes being used and how these can be developed into impacts.  One way to address this is to identify a common element or unit through which impacts can be compared.  This approach forms the basis for cost-benefit evaluation that seeks to examine how much of a given output, outcome or impact can be achieved for a given input, usually x amount of pounds.

In the PwC impact evaluation report on RDA impact the common currency used to assess impact was Gross Value Added (GVA).  This sought to estimate how much additional GVA a particular intervention could provide against a given investment.

This approach has positive benefits as it can provide a common way of understanding and explaining benefits that can be compared.  However it also has limitations.  One of the major limitations was that the range of outputs from RDA interventions was so broad that it was difficult to assess the GVA impact from all these.  This was the case even for the broad but limited core outputs that the RDAs routinely reported progress against:

· Jobs created or safeguarded;

· People assisted into employment;

· Skills assists;

· Businesses created;

· Businesses assisted; and 

· Land remediated.

As a result, the PwC impact report only used one major proxy of impact to derive the GVA figures it reported, jobs created or safeguarded.  This was done by counting the jobs delivered by each intervention and multiplying this by the average regional GVA per worker figure.  This approach is a well established means of assessing the economic impact of public sector interventions but the nature, quality and consistency of the available information means that it is subject to some inherent limitations.  This is a result of the diverse nature of RDA interventions which were designed to address different regional needs and contexts – thus making evaluation across the RDAs more difficult than might be the case for a national programme which provided the same type of intervention throughout the country.
The approach used by Scottish Enterprise to explain impact is consistent with the PwC work in that both use GVA as the ‘common currency’ of impact.  However whilst the PwC approach focused only on GVA generated through net job impacts, the Scottish Enterprise approach provides GVA based on a number of other factors too.  These other factors, such as GVA derived from internationalisation revenue, or research and development, are drawn from the approach set out by the Government Economic Strategy.
Challenge 8: The use of different methodologies and valuation methods, for example GVA derived from net employment impacts and other sources of net impact

In the PwC work, the method used to value impact is based on GVA derived from job outputs.  Whilst this is accepted as standard method for ascertaining impact in evaluation (other major national evaluations also use such an approach), it can have some limitations as well as having an effect on results.

For those interventions where job outputs are delivered more quickly, primarily in the sub-themes within the business theme, impact could be expected to be greater than for those themes where job outputs either take longer to deliver or are not a primary output (e.g. within the place and people themes).  Job outputs are also more likely to be found in sub-theme interventions for which jobs are an identified output of that intervention.  For example, many skills interventions do not aim to create jobs – this is not their purpose.  Some sub-themes are also more likely to generate job outputs than others and are therefore not directly comparable.  Longer-term interventions such as in research and development, may be expected to take a longer period of time to yield job outputs.
For the RDA project, a further limitation was that any comparisons between RDAs were affected by these limitations, because each RDA evaluated a differing mix of activity in each of the three themes; so RDAs that evaluated a greater percentage of their business interventions might reasonably be expected to have recorded a greater GVA impact.

For Scottish Enterprise this problem is less complex because there is no competition element between different regions in terms of trying to ensure as much of their impact as possible is captured.

The approach taken on this by Scottish Enterprise seems sensible; attributing a stream of benefits based on all impacts that can be valued and making an assessment of these based on a series of assumptions about how long benefits take to build, how long these last (persist), and the rate at which they decline.  In terms of the overall approach this is consistent with that undertaken by PwC.

Challenge 9: Use of standardised approaches for collecting data and how far estimates of additionality can be progressed

If data are being drawn from a wide variety of sources there can be challenges in relation to whether the data are comparable; especially if different questionnaires are used or if different organisations are responsible for supplying the data.  This was a limitation of the work completed by PwC in England.

The Scottish Enterprise approach seems to be more consistent in that the emphasis is on assessing impact through direct beneficiary company data and the use of a set of standard questions.
Challenge 10: Identifying the differing ‘time paths’ of impact; how much time it takes for benefits to accrue

The PwC work in England undertook a review of the evidence from over 270 evaluations on the time taken for benefits from a particular intervention to accrue.  They then drew up a table based on the periods for each type of intervention and discussed this with the RDAs and government departments.  Consensus was reached that the suggested time paths for each type of intervention seemed sensible, and these were then applied to the outputs from each intervention theme and sub-theme.  A distinction was made between benefits that had already been achieved in year, that were building and that would accrue in future from programme spend.
The Evaluation of Selective Finance for Investment in England
 completed for BIS noted that a significant proportion of firms anticipated future benefits from the programme stretching over the next five or more years.  The evaluation noted that this would result in a “….tendency towards an underestimation of the overall effects of assistance on the business”.  The same evaluation also noted that it would be reasonable for the benefits from employment created from the programme’s interventions to last a minimum period of five years in the case of large enterprise and a minimum of three years in case of SMEs.

Evaluations conducted for the LDA suggest that investments in innovation and research and development have a longer time horizon (c. 7-10 years) before benefits are ultimately realised

Scottish Enterprise’s approach to modelling impact from different intervention types based on the most reliable available evidence from other sources seems sensible.  The SE approach has an advantage over the PwC approach.  Because the PwC approach was a retrospective 'snapshot' of impact, it had to try to take account of possible impacts that had already occurred, were in the process of occurring, and which may occur in future.  The SE approach differs in that it is being applied on an ongoing basis with the ability to take a snapshot at different times and enable this to inform policy development and delivery.

The SE approach of taking one year of spend and projecting this forward and to aggregate impacts based o the best available evidence is a sensible approach.  In terms of the time paths for different interventions, both the PwC and the SE approaches recognise that different types of intervention require different lengths of time for the benefits to accrue.  Overall, a 10 year time span for considering all types of impact seems sensible but when considering specific types of intervention on their own, the time spans for those interventions need to be borne in mind
The approach of cross referencing or triangulating the results derived from these methods by comparing them with appraisal estimates is also sensible; this can help improve forecasting for use in appraisal as well as providing a ‘reality check’ on the assumptions being made at the programme design stage by checking these against survey or company data derived from evaluations.
Challenge 11: Identifying the differing levels of persistence or sustainability of impacts – assumptions for the ‘decay’ of benefits
Linked to challenge 10, setting out credible assumptions for the decay of benefits is a key part of the overall assessment of impact.  The PwC approach took account of this by including estimates for the decay of benefits at 10% per annum over the life of a programme investment (except for ‘matching people to jobs’).

The Scottish Enterprise approach of factoring in decay assumptions based on the type of intervention, as part of the overall time path of benefits, is consistent with practice elsewhere.  The assumptions made by SE also take more account than was the case in the PwC work of the specific context within which some interventions are operating; in particular the time paths and decay assumptions in the various investment fund interventions which are based on the operating principles of the funds.

Challenge 12: Mitigating the effects of optimism bias
Optimism bias occurs where deliverers or direct beneficiaries state that benefits will be achieved in the future.  Any attempt to estimate the impact of a project or programme must take a view on what types of assumption should be applied for ‘optimism bias’ and how far should forecasts be reduced and by what proportion.

The PwC impact work did not apply a consistent optimism bias adjustment because the evaluations that made up the evidence did not approach this consistently.  The SE approach seems to be able to take more account of optimism bias because it can be assessed through specific evaluations.

For example the net impact of the Venture Fund’s £15 million spend ranged from £4.4 to £17.6 million at year 3, depending upon which of the optimism bias adjustments were made, with a “mid-range” value of £8.8 million based on a 50% optimism adjustment. It is this value that was used in the model.  For some types of intervention a 50% optimism adjustment would seem very high.  By taking account of such factors SE is taking a more credible approach to the method of estimating impact than might be the case in some other evaluations.
Challenge 13: Ensuring adequate explanation and interpretation of complex results to wider audiences

This challenge can be overcome by careful management of expectations and by the development of a wider organisational commitment to improving corporate understanding of impact estimation amongst all staff who engage with it.

For the PwC work, a major concern was the issue of gross versus net outputs.  Most RDAs had been reporting gross outputs as an indication of impact, proper evaluation can see the numbers of reported outputs fall considerably (due to deadweight, displacement, leakage etc), leaving a gap that can be difficult to explain to a wider audience.  This situation may also leave an organisation open to unfair political criticism when evaluation findings are misused to support a particular decision.

From discussions with SE staff it seems that the culture within SE is more attuned to seeking to understand and take account of impact evaluation evidence than was the case with the wider political discussion which surrounded the impact work in England.
4. CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

Introduction

Organisations must address a number of key challenges when attempting to ensure that impact assessment is a key driver for what their organisation does.  Based on the PwC impact work in England, this paper has identified thirteen main areas of challenge.  Not all of these are relevant to SE’s activities. These conclusions therefore report on how SE is meeting those that are seen as being of central relevance.

The Complexity of Impact Estimation

Providing robust estimates of the impact of an intervention is a far from easy task and is fraught with methodological pitfalls.  Even if these can be overcome the development of an overall GVA to cost ratio still needs to be handled with care both in terms of how it is derived and how it is communicated.  This is especially the case with single figure ratios, such as the £4.50 return for every pound invested in the PwC report on RDAs in England, and the £8.80 return for every pound invested in SE's case.  So the very fact that Scottish Enterprise is able to provide such an estimate when many other organisations spending public money cannot (or will not) should be recognised as a positive approach to informing policy development and delivery.

In terms of the overall robustness of the £8.80 return figure, this review has not undertaken a detailed assessment of each area of estimation used in deriving this aggregate figure.  However by way of comparisons, the PwC work on RDA impact in England reported return figures that varied between an achieved 70 pence return for every pound invested through interventions in the place theme to an £11.60 return for every pound invested in the business theme when achieved and future potential GVA was taken into account.  This range suggests that the SE estimate falls within the range that might be expected for spending on economic development interventions.

Securing organisational buy in for a corporate approach to evaluation

Scottish Enterprise’s Business Plan and processes provide a clear indication of the extent to which estimating and assessing impact is central to Scottish Enterprise’s activity.  This is supported by an appraisal and evaluation team of six people which suggests that Scottish Enterprise takes estimation of impact, measurement of performance and evidence development, seriously.

Building the organisational capacity for evaluation and estimating impact

In most organisations evaluation and impact work is done by one or two key individuals, or if the organisation is of significant size, by a small team.  One of the major challenges for estimating impact is the issue of wider organisational understanding about evaluation and the implications of evaluation findings for policy, delivery and the organisation or institution delivering.

Within Scottish Enterprise it seems that the appraisal and evaluation team also provides guidance to other SE staff as well as running in-house courses on calculating impact.  Enhancing wider staff understanding is of central importance when using impact evaluation to inform organisational delivery decisions, so this is an important part of the Appraisal and Evaluation team's role.
Mitigating the effects of selection bias relating to how programmes and projects are selected for estimation of impact

It is clear that the impact estimate work within Scottish Enterprise has sought to apply a ‘common sense’ approach to the types of programme to be evaluated based on a combination of:

· The existing evidence available in an area of intervention (or lack of it, therefore suggesting a need to commission work to provide evidence);

· Project life cycles, in terms of there being a logical time at which undertaking evaluation is sensible (for example to inform a decision on continued funding);

· If a project has accounted for an amount of spend significant enough to require assessment of its impact; and

· Projects requiring impact evaluation as part of an external condition, for example all European funded projects carry a requirement to evaluate.

This approach seems consistent with that of other UK government departments and agencies.

Addressing inconsistencies employed by different types of estimation techniques

The approach used by Scottish Enterprise to explain impact is consistent with the PwC work in England in that both use Gross Value Added (GVA) as the ‘common currency’ of impact.  However whilst the PwC approach focused only on GVA generated through net job impacts, the Scottish Enterprise approach provides GVA based on a number of other factors too.  These other factors are drawn from the approach set out by the Government Economic Strategy.  Using multiple measures or proxies of impact can provide a more comprehensive assessment of impact and it would be sensible for SE to continue to develop and test different measures.

Use of different methodologies and valuation methods

The approach taken on this by Scottish Enterprise seems sensible; attributing a stream of benefits based on all impacts that can be valued and making an assessment of these based on a series of assumptions about how long benefits take to build, how long these last (persist), and the rate at which they decline.  In terms of the overall approach this is consistent with the approach undertaken by PwC in England.

Use of standardised approaches for collecting data

If data are being drawn from a wide variety of sources there can be challenges in relation to whether the data are comparable; especially if different questionnaires are used or if different organisations are responsible for supplying the data.  This was a limitation of the work completed by PwC in England.  The Scottish Enterprise approach seems to be more consistent in that the emphasis is on assessing impact through direct beneficiary company data and the use of a set of standard questions.
Identifying the differing ‘time paths’ of impact; how much time it takes for benefits to accrue

Scottish Enterprise’s approach to modelling impact from different intervention types based on the most reliable available evidence from other sources seems sensible.  The approach of cross referencing or triangulating the results derived from these methods by comparing them with appraisal estimates is also sensible; this can help improve forecasting for use in appraisal as well as providing a ‘reality check’ on the assumptions being made at the programme design stage by checking these against survey or company data derived from evaluations.

Identifying the differing levels of persistence or sustainability of impacts – assumptions for the ‘decay’ of benefits

Setting out credible assumptions for the decay of benefits is a key part of the overall assessment of impact.  The Scottish Enterprise approach of factoring in decay assumptions based on the type of intervention, as part of the overall time path of benefits, is consistent with practice elsewhere.  The assumptions made by SE also take more account than was the case in the PwC work in England of the specific context within which some interventions are operating.

Mitigating the effects of optimism bias

Any attempt to estimate the impact of a project or programme must take a view on what types of assumption should be applied for ‘optimism bias’ and how far should forecasts be reduced and by what proportion.  The PwC impact work did not apply a consistent optimism bias adjustment because the evaluations that made up the evidence did not approach this consistently.  The SE approach seems to be able to take more account of optimism bias because it can be assessed through specific evaluations.  By taking account of such factors SE is taking a more credible approach to the method of estimating impact than might be the case in some other evaluations.
Ensuring adequate explanation and interpretation of complex results to wider audiences

This challenge can be overcome by careful management of expectations and by the development of a wider organisational commitment to improving corporate understanding of impact estimation amongst all staff who engage with it.  From discussions with SE staff it seems that the culture within Scottish Enterprise is more attuned to seeking to understand and take account of impact evaluation evidence than was the case with the discussion which surrounded the impact work in England.

The overall approach to estimating impact

From this brief review of SE’s approach to estimating impact it seems that the approach being taken is a sensible one which has been informed by approaches taken by other agencies.  Several characteristics of the approach seem particularly positive:

· use of evaluation evidence from a range of sources to inform the estimates;

· the aim to use survey and beneficiary data to drive estimates of impact; and

· the flexibility to undertake impact estimation at the appropriate time in the project or programme life cycle.

Whilst the approach being taken by SE is not inconsistent with efforts to estimate impact used by other agencies, it should be noted that many agencies do not undertake the same level of impact estimation or evaluation that SE is currently undertaking.  The commitment to estimating impact within SE and the way in which this is being developed in an ongoing way across its programmes means that investment planning and programme delivery decisions should be better informed by the available evidence than might be the case in some other agencies where this type of work is not conducted to the same extent.

RECOMMENDATIONS

Recommendation 1: Building the organisational capacity for evaluation and estimating impact

In order to further improve organisational capacity for evaluation and estimating impact SE should investigate the costs and benefits of putting all staff through a short course (perhaps a half day module) on estimating impact and its role within the organisation.

Recommendation 2: Addressing inconsistencies employed by different types of estimation techniques

Scottish Enterprise should continue to derive GVA estimates based on a number of different  factors (i.e. not just GVA from net jobs), as multiple measures or proxies of impact can provide a more comprehensive assessment of impact.  SE should seek to develop and test these methods further where possible.

Recommendation 3: Use of standardised approaches for collecting data

SE should consider the further development and testing of its standard question set for estimating the impacts of its interventions.  Drawing from a list of standard questions to evaluate different interventions could make the results more robust when making comparisons between programmes.

Recommendation 4: Exchanging knowledge with other agencies

SE should consider further articulation and communication of its approaches to estimating economic impacts to other agencies with a similar role; as well as learning from other agencies about their approaches.
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