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Executive Summary

1. This report sets out the analysis of 17 case studies undertaken with businesses that have received support from Scottish Development International (SDI) and Scottish Enterprise (SE) either to internationalise their activities or to attract inward investment.  The case studies are intended to build on previous survey-based and academic work on the effects of internationalisation and inward investment and to test some of the hypotheses identified in the research.  The case studies were selected by SDI.

2. The case studies were designed to provide a rounded view of companies’ involvements in internationalising and inward investment.  They are not intended to be representative of all the cases supported by SDI but highlight issues and themes that will help guide future policy and strategy development.

3. There are important issues of confidentiality when working with case studies and they must be treated in strict confidence.  Participants are kept anonymous by using broad descriptive labels and avoiding detailed reference to their activities.  The completed case studies have then been used to form the basis of the analysis presented in this report.

Inward investment cases

4. Despite a great deal of theory about inward investment and its benefits, in practice these cases each have unique stories that are shaped by specific circumstances.  The majority of the inward cases covered here have been in Scotland for more than 20 years and were often part of larger groups.  The support has been for expansion, modernisation or R&D rather than to bring them to Scotland.  These examples were less about accessing Scottish or UK customers with their products or services and more about using Scottish assets (to carry out R&D or to use existing sites and expertise).

5. The support in all cases is considered to have played a significant role in either increasing employment or retaining the business in Scotland.  These investments are not just important in their direct effects, but also in contributing to the status of the plant within the group.  In order to retain these activities in Scotland, plants must have clearly defined roles within an international group.  A lack of investment makes them vulnerable to future reorganisation.
6. Because most of the investment is being made by firms that were already operating in Scotland, there tends to be a high proportion of safeguarded employment, but this is not simply about offsetting higher costs, which ultimately is not sustainable.  Rather, it is linked to the introduction of new product lines or processes that will improve productivity and make the operation more sustainable in the medium term.

7. One of the main arguments for attracting inward investment is that it brings new technology and knowledge that can “spillover” into the wider economy.  In these cases the scope for spillovers across competitors and customers was, with a few exceptions, fairly limited.  There were also few significant supply linkages in these cases, with service sector companies purchasing few local inputs whilst the increasingly global nature of manufacturing supply chains meant that   inputs came from around the world.

8. Of the 12 cases there are 4 where the conditions for spillover effects are strong: that is innovative activity, strong networks and being part of defined cluster of activity.  However, we found that while many of these investments encompassed innovation and R&D, the lack of domestic competitors, customers and participation in networks limited the ways in which this could benefit the wider Scottish economy.  Cases that were more specialist, with fewer employees and with weaker networks, are therefore less likely to create spillovers.
9. Table 1 summarises the cases and the effects.  The direct effects represent the additional employment and GVA generated by each case.  Displacement indicates the amount of this that is likely to be displaced from other domestic activity.  The innovation effect represents a qualitative view of the levels of innovation and R&D embodied in the investment and the final column uses the analysis to indicate the level of potential spillover effects that the case could generate.

Table 1: Summary of effects – Inward Investments

	
	
	Direct effects
	Displacement

(lower is better)
	Innovation effect
	Spillover estimates

	Energy engineering
	Worse                                                                              Better
	High
	Low
	High
	High

	Biotech
	
	High
	Low
	High
	High

	HR services
	
	High
	Medium
	Medium
	High

	Medical technology
	
	High
	Low
	Medium
	Medium

	Games software
	
	Low
	Low
	Medium
	High

	Glass manufacturer
	
	High
	Medium
	Low
	Low

	Pharmaceuticals manufacture
	
	Medium
	Low
	Low
	Low

	Whisky distiller
	
	Medium
	Low
	Low
	Low

	Printing manufacturer
	
	Medium
	Low
	Low
	Low

	Pharmaceutical services
	
	Low
	Medium
	Medium
	Low

	Aerospace maintenance
	
	Low
	Low
	Low
	Low

	Metal processor
	
	Low
	Low
	Low
	Low


Source: SQW case studies

Inward investment cases learning

10. Despite the findings of recent research (Criscuolo et al. 2012), there was no evidence of substitution of activity from other plants in Scotland to supported ones.  The assistance has supported additional employment and output and, more importantly, is typically used to introduce new lines and improve productivity, often in the face of competition from other plants within the same group.  There was little product market displacement in these cases and we suggest that labour market displacement was also limited.  This means that in the short to medium term these effects are very positive.

11. Generating the wider technology spillover effects requires that a number of factors are in place:-
· The inward investment should bring, or invest in, new technology or knowledge;
· There must be a mechanism for this to transfer and influence domestic firms; and
· There must be the absorptive capacity within the host economy to take advantage of this.

12. While the cases in this study were generally active in R&D and engaged in innovation, the mechanisms for enabling the domestic economy to benefit more widely from this were limited.  With few domestic competitors, customers and suppliers, the opportunities for knowledge transfer are restricted to engagement with networks.  In the case studies at least, while direct impacts are large, the longer term opportunities for knowledge transfer may be smaller.

13. This type of conclusion also relates to the sense of an investor’s “embeddedness” or how likely they are to remain committed to their activities in Scotland.  As globalisation increases, we may see growing specialisation with fewer linkages to domestic customers, competitors and suppliers in Scotland.

14. In these cases the role of networks becomes the main source of any spillover benefits and also a more important part of embedding the firm.  Without these links into the Scottish economy, in the longer term, foreign-owned plants could become more vulnerable to relocation.
15. If the linkages are primarily through networking activities, the case studies suggest this is more likely to happen in Scotland’s priority sectors, where there is already some absorptive capacity.  Over time, investment in these sectors could offer greater benefits.

16. In terms of identifying which types of activity are most likely to offer the best value for money for the Scottish economy, the case studies suggest 4 factors:-
· Projects in sectors or technologies that are related to SE’s priority industries (and can therefore take advantage of networks and other sector based initiatives);
· Projects where the parent company has a good record of engaging with networks and universities;
· Projects where the support from SDI is of a sufficient scale to influence decisions; and
· Projects that include innovation or R&D (offering stronger potential for learning and spillover effects).

Internationalisation cases

17. The theory in the literature that high levels of productivity are important for international trade is no doubt important, but the case studies indicate that the competitive advantage for exporting tended to be innovation and quality rather than trying to compete on price.  This is probably true of most Scottish exports, given our cost base.  This places greater importance on R&D and innovation as a route to internationalisation.

18. There was some evidence of the virtuous spiral that can be led by “learning from exporting”.  One case was convinced that the learning from their international experience had directly impacted on the firm’s productivity.  In these examples, the US is the main international market, followed by Europe and the Middle East.  This was partly because of the sectors and nature of the products that were being exported, but was also a function of the links and networks that these companies are involved in.

19. The overriding factor at present for all these firms is economic conditions.  This sits behind many of the issues that were raised.  It impacts on access to finance, which is needed to support international development, on exchange rates, the Euro crisis and on conditions in domestic markets which are needed to provide the funding for international investment.

20. We found that management teams with international experience were very important.  This sets the company’s tone, encouraging and supporting international ambition, and thinking internationally.  The stories in these cases often involved personal contacts as a starting point or highlight the influence of individuals.
21. The cases also highlighted the importance of linkages and networks in providing a starting point in new overseas markets.  It reinforces the idea that internationalisation opportunities can be found by extending existing relationships with international clients in the UK into the other markets they are operating in.
Internationalisation learning

22. With fewer cases to analyse, the conclusions on internationalisation are more limited.  In general the suite of SE/SDI support that is available matches well with the challenges that were identified:-
· The main findings indicate the importance of international management experience and innovation as the motivators for internationalisation.  For SE/SDI this points towards the value of improving leadership, and specifically assisting in bringing in management with international experience;
· The internationalisation cases are more linked into the Scottish economy than the inward investments, making more use of domestic suppliers, which offers stronger impacts as they grow.  These firms also have more domestic competition, which makes it more likely that their international expansion will be followed by others.  This is a “demonstration effect” that SE/SDI can support through the promotion of successful cases; and
· For firms starting to internationalise economic conditions are crucial.  Without domestic income, there are fewer funds to invest in international activity and this is compounded by difficulties in accessing finance from other sources.  At a time when it becomes important to find international markets, firms are finding it harder to do so.  In this context, the SE/SDI support for overseas marketing, exhibitions and missions, is likely to be of even more value.
1: Introduction

1.1 This report sets out the analysis of 17 case studies of businesses that have received support from Scottish Development International
 (SDI) and Scottish Enterprise (SE) either to internationalise their activities (5) or to attract inward investment (12).  The case studies are intended to build on previous survey-based and academic work on the effects of internationalisation and inward investment and to provide practical examples of some of the hypotheses identified in this work.  The case studies were selected by SDI. Their details are summarised in Table 1.1.
1.2 They were designed to provide a rounded view of the companies’ involvements in internationalising and inward investment activities.  They were not intended to be representative of all the cases supported by SDI or SE but highlight issues and themes that might help to guide future policy and strategy development.

1.3 There are important issues of confidentiality when working with case studies which need to be treated in strict confidence.  Participants are kept anonymous by using broad descriptive labels and avoiding detailed reference to their activities.  The completed case studies have then been used to form the basis of the analysis presented in this report.

Development of approach

1.4 A literature review was conducted as the first stage of the work.  This was used to develop topic guides for the interviews with the companies and sought to address the direct and indirect effects of the investment and international trade and the role of the SDI and SE support.  The work also sought to identify suppliers, competitors and customers that may have been influenced, although in practice, with only a couple of exceptions, we found companies unable or unwilling to provide contact details for these.

SDI and SE Support
1.5 The support offered to the selected businesses is summarised in detail in the later Chapters of this Report. However in general terms this covered:-
· A range of support provided through the Account Management process. This is the main way that SDI and SE engages with companies that it is felt have growth potential. The portfolio covers around 2,000 firms. Each is allocated an Account Manager who works with the companies to develop a growth strategy and then helps to access support needed to deliver this. This can involve providing in-depth help from specialists, through an Account Team. Through this process support can be provided through a number of Intervention Frameworks covering such areas as strategy and market development, investment, innovation and operational and leadership development. Specific support to help companies internationalise and support to inward investors comes thorough SDI, including such initiatives as International Manager for Hire through which support is provided to companies to recruit exporting specialists. Whilst support is tailored to the needs of the company it will generally cover one or more of the following types of activity:-

· A financial contribution to a company; 

· A consultancy led programme aimed at providing specific tailored support;

· A defined seminar/workshop; or 

· Web interactive products such as online seminars.
All but one of the case study companies was account managed;

· Companies that are not, for whatever reason, account managed can also access support, although in these cases it may be driven more by a specific identified need rather than being part of an overall growth strategy. Only one of the case studies fell into this category; and

· Companies can also access Regional Selective Assistance (RSA) which is now a SE product, having formerly being delivered by the Scottish Government. This provides grant aid to support job creation and capital investment. As such it is a powerful tool, especially in supporting inward investment.
Table 1-1: Cases included in analysis

	Case name
	Inward invest
or internationalisation
	Activity
	Employment

	Energy engineering
	Inward
	A major designer of equipment for coal fired power plants and development of technology for pollution control.
	110

	Pharmaceuticals manufacture
	Inward
	Based at a site previously operated by a major pharmaceuticals company.  Under new ownership it has developed new technology and equipment for handling batch chemicals and has markets in India and Europe.
	34

	Aerospace maintenance
	Inward
	Carries out maintenance of aircraft engine components for European airlines.  It is part of major group and was attracted to Scotland by the cluster of aerospace activity.  
	44

	Biotechnology
	Inward
	A large US owned R&D and manufacturing investment receiving support to produce a new line of products in Scotland.
	1,100

	Metal processor
	Inward
	Part of large international group.  It uses metal processing residuals to produce specialist coatings for other sectors.
	20

	Glass manufacturer
	Inward
	Site was part of the acquisition of a group of glass manufacturing sites across Europe.
	220

	Whisky distiller
	Inward
	Flagship whisky   brand.
	200

	Printing manufacturer
	Inward
	Investment has led to new processes and lines of printing equipment.
	200

	Pharmaceutical services
	Inward
	A smaller business providing quality control testing services for the industry.
	8

	Medical technology
	Inward
	Part of a large group. The operation in Scotland develops medical related software.
	120

	Games software
	Inward
	Main products are a suite of games development tools. 
	12

	HR services
	Inward
	Provides support for a number of major UK and international companies.
	320

	Chemicals producer
	Internationalisation
	Cleaning and waste minimisation products for the oil and gas sector.
	3

	Technology research
	Internationalisation
	New patented mixing technologies for chemicals.
	14

	Engineering
	Internationalisation
	Engineering, facilities management, access equipment and power generation.
	58

	Oil and Gas sector manufacturing
	Internationalisation
	Designing and manufacturing monitoring and control systems for exploration drilling rigs.
	10

	ICT
	Internationalisation
	Wireless technology for communications.
	21


Source: SQW

2: Literature and research issues

2.1 This section reviews some of the literature and theory that underpins the support of inward investment and internationalisation.  It goes on to highlight some of the research questions that were explored by the case study research.

Inward investment

2.2 There is a substantial literature on the role of inward investment in economic development and there was a full review produced for SE (DTZ, 2009) which sets out the rationale for providing support.  The rationale is based on two stages.  The review concluded that:-
It is generally accepted that the attraction of FDI can bring benefits to the host economy. FDI can bring additional jobs and profits as well as a series of positive externalities and spillover effects that would not result had the investment not been made.

2.3 However, this on its own does not provide a rationale for intervention and the DTZ review goes on to say:-
In order to establish the case for public investment in this area it is important to consider market failure. Market failure in the case of inward investment is evident, predominantly in the form of imperfect information. Issues of equity can potentially, also be addressed through inward investment.

2.4 The issues for the case studies therefore relate both to the possible benefits and to the influence that the support can have on the decision to invest in Scotland.  The rest of this section considers the types of economic benefit that might be found.

2.5 Productivity improvements can occur because it is often the case that inward investment is undertaken by firms that have innate advantages (resulting in them having higher productivity).  As a result, attracting these firms (and their productivity) will at least result in a higher ‘batting average effect’.

2.6 There may also be spillovers from these firms to domestic ones that can benefit from “externalities” (e.g., through supply chains and knowledge transfer).  However, if inward investors have lower productivity there are unlikely to be either significant spillover effects or improvements in aggregate performance for the host economy.

2.7 Most of the literature focuses on analysing the more elusive spillover effects.  The types of effects are summarised as:-
· Direct and indirect productivity effects – as described above, multinationals tend to have higher than average productivity (Girma and Gorg, 2007) and as they increase their share of output, average productivity is enhanced.  In addition, domestic firms experience increased access to new ideas and technologies, either through direct contacts with inward investors, or indirectly through knowledge spillovers.
· Competition effects – Foreign firms compete with domestic ones for market share as well as resource inputs such as capital and labour, and ‘raise the game’ by bringing in superior management and marketing techniques and skills.
· Innovation effects – firms that invest in the UK tend to be more R&D intensive, but often only in their home country.  To generate effects in Scotland, some of this work must be carried out in Scottish plants.
2.8 SQW carried out a literature review of the effects of spillovers for UKTI (SQW, 2009).  The following points summarise the main ideas from the analysis:-
· Direction of spillovers – the traditional hypothesis is that FDIs are motivated by the wish to exploit ‘ownership’ advantages in terms of technology and management expertise (providing an opportunity for positive spillovers).  However, emerging theory suggests that firms may be motivated by a desire to ‘source technology’ from the host country, resulting in ‘reverse spillover’ effects (Griffith et al, 2004) (Whyman and Baimbridge, 2006).
· Absorptive capacity – spillovers are more likely to be observed in regions with sufficiently high R&D intensity and domestic firms capable of exploiting spillovers: that is, the region has absorptive capacity (Girma and Wakelin, 2000).
· Importance of exporting - domestic exporters tend to be better able to take advantage of superior technology available from foreign firms and enhance their productivity (Girma et al. 2007).
· Position in the supply chain – domestic productivity gains appear to be more pronounced where domestic firms purchase from industries with higher levels of FDI rather than selling to them (Driffield et al. 2002).
· Labour – inward FDI is expected to have a stronger impact on the demand for skilled rather than unskilled labour (Driffield et al. 2005).
· Regional and spatial dimensions of spillovers – spatial concentrations of high technology and R&D intensive firms increase the likelihood of knowledge spillovers.  In addition regional industrial structure affects the location of new entrants, with firms in more agglomerated industries locating new plants near to others in the same sector (Devereux et al. 2003).
· Regional limitations – research has found that, the spillover effects from FDI tend to be stronger in the region in which the investment is based (Driffield, 2004).
· Wage spillovers – foreign firms may pay higher wages than domestic firms which can lead to a ‘bidding up’ of domestic wages (Driffield et al. 2005).  However, this effect is greater for skilled as opposed to unskilled labour.
· Characteristics of domestic firms – The relative R&D intensity of firms, the absorptive capacity of the area and the strength of export orientation within the region were found to be important indicators of spillovers (Görg and Greenaway, 2004).  The technological sophistication of the investing firm was also found to be significant (Aghion et al. 2007).
· Geographic source of FDI – though many of the econometric studies are not able to disaggregate the source of the investment as a variable, wider evidence suggests that productivity and wages, in particular may, be dependent upon the source of the investment (for example see Griffith and Simpson (2001) on the wage and productivity differences between Japanese, North American and ‘Other’ foreign owned manufacturing firms in the UK).
2.9 In essence there are different spillover effects that can work differently within and across sectors.  They will also vary greatly depending on the characteristics of the firms, their geography, the sector they operate in and the capacity of the domestic economy to take advantage of the presence of inward investors.

2.10 It is impossible to measure these effects directly, but case studies can provide examples of these spillovers and the conditions under which they appear to be strongest.

2.11 A second area of interest is around the role of public sector intervention and market failure.  There are two potential “market failures’ usually cited:-
· The first relates to imperfect information. Searching for information is costly, and when firms do not engage (fully) they only have a partial knowledge about the potential host market, and thus may underestimate the potential benefits of investing in that market (both private benefits to themselves and the social benefits that spillovers may bring to the wider economy). There would appear to be a robust case for government intervention because it has a potential advantage in the provision of information (that is the government helps to ‘complete’ the market through the provision of relevant information); and
· The second relates to the idea of spillovers (or externalities). These are benefits (or possibly costs) that are not factored into firms’ investment decisions, but have an impact on the wider economy, as discussed earlier.

2.12 The final and most recent research project is from the London School of Economics (Criscuolo et al. 2012).  This focuses on Regional Selective Assistance (RSA) grants, which are used to support both domestic and inward investors. The study concluded that:-
· RSA support which is often part of a package of support for inward investors is associated with a direct increase in employment;
· This impact is much stronger in firms with less than 150 workers. Thus support for larger firms has greater deadweight (or these firms simply use the grants to carry out investments that they would make anyway);
· RSA has a net impact on employment and unemployment in local areas and that the jobs created reduce unemployment. The cost per job was estimated to be around £4,500;
· Grants tend to be awarded to firms with lower productivity.  There is no impact on Total Factor Productivity (which can only be measured at the firm rather than the plant level) and so, by supporting lower productivity firms, it reduces average productivity overall.
Summary of research issues to be tested in the case studies

· The firm’s motivations and drivers for decisions to invest internationally;
· The reasons behind specific location decisions (why Scotland and why here in Scotland?);

· The importance of productivity – what are the sources of competitive advantage for investing in Scotland?;
· What support has been received in relation to investments, SDI support and its influence?  Was the financial support, or the other forms of support, most important (what was the key)?;
· The level and type of R&D and innovation – new products, processes or services brought to Scotland….and any learned from Scotland;
· Links with academic and other research organisations and involvement in Scottish networks and effects on their activities;
· Have any innovations been adopted or taken up by any domestic competitors, suppliers or customers?;
· Relationships with Scottish suppliers, looking at the direct supply chain and the types of companies that are in it;
· Markets and possible displacement of sales;
· Has the presence of inward investors influenced the behaviour of customers or competitors in Scotland (for example brought new or better technologies or intermediate goods)?;
· Employment of local staff and the impact on the levels of training and skills in the sector in Scotland and effects on wages; and
· Employment characteristics, including numbers educated to degree-level or equivalent, engagement in R&D activity and number new to the sector, from competitors and brought from outside Scotland.
Internationalisation

2.13 The literature on the rationale for internationalisation support was covered in considerable detail in the Internationalisation Evidence Review (Harris and Li, 2009) and this has been used as the basis for the following summary and to draw out the main points relevant for our case studies.

2.14 Engagement in exporting and/or outward FDI (Foreign Direct Investment) is generally perceived as being beneficial to individual firms and the economy as a whole.  The benefits brought about by internationalisation are varied including: “faster growth of output and productivity, diversification of risk, increased innovation, better investment opportunities leading to improved survival prospects and gains for workers in terms of higher pay and better future employment opportunities” (Bernard, 1999 cited in Harris and Li, 2009).  Evidence documented elsewhere (BERR, 2009) indicates that the UK has particularly benefited from increased international competitiveness and its openness to international trade and investment.
2.15 The literature identifies a number of areas relating to the motivations for internationalisation and the characteristics of the firms that engage in it.  The analysis provides a series of ideas for testing in the case studies.

2.16 A strong theme running through all the literature is that firms need to possess productivity advantages in order to serve global markets, through exporting.  There is almost universal evidence substantiating this proposition, which was tested for Scotland in a report for SE/SDI (SQW and Harris, 2010).  This used econometric techniques and Scottish data to demonstrate that higher productivity companies are the ones that are more inclined to enter international markets.

2.17 Further, the analysis found that businesses that enter international markets gain from significant post-entry ‘learning-by-exporting’ and outward investment effects.  The former resulted in a boost to productivity
 of around 16-18%.
2.18 The literature also stresses the link between exports and innovation, but there is less certainty about the direction of causation.  Empirical studies have emphasised the role of technology and innovation in facilitating entry into global markets, maintaining competitiveness and boosting export performance. However, counterarguments on causality, from exporting to innovation, also exist: primarily, as a result of being exposed to knowledge/technology that may not be available in the home market.  This would contribute to “learning by exporting”, but this also depends on the capacity of domestic firms to take advantage of these opportunities.

2.19 Much of the research on internationalisation is based on literature that assumes that firms entering foreign markets do so in an incremental fashion by building up resources and working in physically close markets where cultures are similar, before considering export further afield.  Internationalisation would be expected to start in the markets with the lowest uncertainty and risk and requiring the least resources. This would mean internationalising one market at a time, concentrating on a small number of key markets and adapting existing goods and services to the needs of each new market.  Harris and Li (2009) report that “there is plenty of empirical evidence that many firms do indeed internationalise in an incremental fashion” and cite a number of studies in support of this.
2.20 However, more recent theories consider “born global” companies.  More pervasive globalisation and communication means that some types of firms are less restricted to geographic markets and face low costs to sell internationally.  This might be expected to be stronger in markets such as software, but in theory, technology reduces the costs of marketing so significantly that it could apply to many categories of goods and services.

2.21 This is also driven by firm-level characteristics.  The literature mentions the following:-
· A high degree of previous international management experience allied to a managerial global vision and commitment;
· Strong use of personal and business networks (networking);
· Market knowledge;
· Unique intangible assets based on knowledge management;
· High value creation through product differentiation;
· Production of leading-edge technologies, technological innovation with a strength in IT use; and
· A niche-focused, proactive international strategy in geographically diverse markets, narrowly defined customer groups with strong customer orientation and close customer relationships.

2.22 Other areas to explore highlighted by the research are:-
· Absorptive Capacity: knowledge and learning can be expected to have a fundamental impact on growth in that firms must apprehend, share, and assimilate new knowledge in order to compete and grow in markets in which they have little or no previous experience;
· Size of firm: Harris and Li (2009) report well-documented evidence and cite many papers on how the size of a firm affects its export behaviour.  Larger firms are expected to have more resources available to initiate an international expansion;
· R&D plays an important role in helping establishments overcome barriers to internationalisation;  

· Sectors: the literature review also cites research that finds that firms are much more likely to export if they are located in a sector with a high level of R&D intensity (Bleaney and Walelin, 2002); and

· Exchange rates: uncertainty about profits from export sales in a foreign currency could increase as a result of a more variable exchange rate. One consequence is that more risk-averse firms may be put off from entering new markets.
2.23 The case for intervention would also be covered within the case studies.  Support is provided on the basis that more internationalisation results in greater productivity improvements (linked to innovation activities and improvements in efficiency), and that there are ‘market failures’ that prevent the realisation of these gains.  The main ‘market failure’ is that there is imperfect information in product markets.  There is therefore a role for government to facilitate access to networks of business contacts in overseas markets (especially for SMEs).
2.24 Harris and Li (2009) also describe other literature as providing “a wider description of government intervention (which includes a more general view of internationalisation extending beyond just increasing the volume of exports)”. The barriers that firms face that can be addressed with various forms of support are described as:-
· Learning about exporting (which markets, finding customers, advice on business plans, logistics and finance);
· Growing their international business (those with some experience require assistance to plan entry into new markets, obtain growth finance, network with new customers, and finding new partners); and
· Becoming globally competitive (more experienced firms requiring high-level market and strategic insights and assistance to access partners and use more sophisticated business models involving outward FDI-type activities)  (Harris and Li, 2009).

2.25 Perhaps the strongest point raised across the various analyses is that current thinking seems to have moved beyond responses to information needs ‘market failures’, and more towards the characteristics of the businesses that are associated with successful international trading. Given the importance of productivity, addressing barriers to this rather than isolating internationalisation would appear appropriate.  This theme is further developed in the SQW report (SQW and Harris, 2010).

2.26 A further area to test is the effective use of the available support network. For example it has been commented that “there would appear to be a lack of demand for those SDI products that enhance productivity and so help to build greater competitiveness.  It is unclear the extent to which this is due to Scottish companies not understanding or realising the benefits of such products, and/or whether demand is being constrained by a supply-side under provision of products and programmes”, (Harris and Li, 2009).

Summary of research issues to be tested in the case studies
· Characteristics and motivations driving internationalisation;
· The importance of productivity – identifying the  source of competitive advantage;
· The importance of the  management approach (experience, commitment and knowledge);
· The pattern of exporting: incremental as against born global;
· The role of innovation and R&D in deriving productivity advantages. Associated with this is the importance of technology for the firm;
· The selection of markets;
· Spillover effects as a consequence of relationships with networks, suppliers and customers;
· Learning from exporting and having the absorptive capacity to benefit from experiences;
· The role of SDI interventions in decisions and behaviour;
· The difficulties in accessing finance and the potential impact this has on  internationalisation plans;
· The impacts of interventions and the counterfactual; 
· Future plans; and
· The lessons learnt from internationalisation approaches.
3: Inward investment – direct effects

3.1 The analysis is based on 12 businesses that were interviewed to explore a range of issues such as their motivations for investment, potential spillover effects and the impact of the support.  These themes are reviewed in turn below and conclusions drawn.  It is important to note that the case studies are not intended to be representative of all inward investment activity. However, they do provide evidence that confirms or contradicts some of the issues that have been identified in previous research.

3.2 The inward cases are all foreign-owned now, although many, if not most, were originally Scottish-owned or have developed from traditional indigenous businesses that have subsequently been taken over.  When thinking about inward investment, we tend to think of entirely new businesses, but that is only the case with five of the 12 here.  The other 7 are “traditional”, usually manufacturing, firms that have become part of much wider international conglomerates.

3.3 Each case is given a label to reflect its primary activity but the individual business must remain anonymous.  Of the 12 cases included, only one was a new entrant to Scotland in the last 3 years, whilst 7 have been in Scotland for more than 20 years.  The majority of support was   related to either expanding operations, purchase of new equipment or R&D support.  An overview of the firms is set out below:- 

· The Energy engineering firm is a major designer of equipment for coal fired power plants and developer of technology for pollution control.  The support was provided to assist R&D growth on the site and the number of R&D staff has grown from 45 to 110;
· The Pharmaceuticals manufacturer is based at a site previously operated by another major manufacturer.  Under new ownership, it has developed new technology and equipment for handling batch chemicals and has markets in India and Europe.  It employs 34 people;
· The Aerospace maintenance firm carries out maintenance of aircraft engine components for a European airline.  It is part of major group and employs 44 people.  It was attracted to Scotland by the existing cluster of aerospace activity;
· The Biotechnology firm is a large US owned R&D and production plant.  It employs over 1,000 people and received support to produce a new product in Scotland;
· The Metal processor is part of large international group and employs 20 people in Scotland.  It uses metal processing residuals to produce specialist coatings for other sectors.  The firm has been through several changes of ownership since a management buyout in the 1980s;
· The Glass manufacturer was part of the acquisition of a group of glass manufacturing sites across Europe, so it was not an active choice to locate in Scotland by the current owner. Despite this, the purchase was viewed as an opportunity. The firm employs 220 people and the support has helped to safeguard this;
· The Whisky distiller was originally acquired by overseas interests to secure a supply of Scotch for blending. More recently it has been developed as a flagship brand for the Group.  It employs 200 people and RSA support was used to modernise parts of the facility;
· The Printing manufacturer has been through a number of acquisitions as the sector consolidated and plants have become increasingly specialised.  It now serves a large international market.  It employs 195 people and the support contributed to investment in new processes and lines that have helped underpin the importance of the operation within the Group; 
· The Pharmaceutical services firm is a smaller business providing quality control testing services for the industry.  It employs 8 people and chose to locate in Scotland, in part, because of the life sciences activity; and
· The Medical technology firm is part of a large group and the operation in Scotland develops medical related software.  It was originally a start up in Scotland and has subsequently been taken over several times.  The investment in Scotland is part of an R&D programme which would have gone elsewhere without the financial support.  It employs around 100 people; 
· The Games software firm was set up in 2005 and moved to Scotland in 2010, employing 12 people, partly because of the cluster of activity and talent in Dundee as well as the University link.  Its main products are a suite of games development tools; and 
· The HR services firm has been in Scotland since 2000 and the recent investment has been for an expansion.  It employs 320 people and provides support for a number of major UK and international companies.

3.4 The case studies were selected by SDI, and although they are not strictly representative of all their supported firms, they provide a good range of activities and investments.  Like the internationalisation cases, each is unique.  Identifying patterns is difficult because each firm has a different story, often linked to the development of the sector they work in.  As many as half the cases are based on traditional Scottish manufacturing or engineering operations and these tend to be larger employers.  Investments in whisky, energy engineering, metal processing, printing and glass manufacture are all older companies that received investment to modernise their plant.  Within the context of the owners’ international companies, this is considered to be essential in competing with other plants around the world.

3.5 The cases also reflect a global pattern of consolidation (large groups acquiring smaller businesses) and then growing specialisation within that group.  As a result some of these cases are highly specialised and operate within much larger markets.  It means that plants in Scotland are frequently competing with other plants in the same Group elsewhere in the world to attract investment.

Motivations and drivers for decisions to invest internationally and in Scotland

3.6 In the majority of these cases the ultimate owners are very large multinationals and the Scottish operations are only a very small part of the overall Group.  These multinationals operate globally, so the decisions to invest in Scotland and subsequent decisions to invest in equipment and R&D are taken in a global context.  There are several exceptions to this: the Software business and the Pharmaceutical services are both foreign-owned single sites in Scotland.  The 12 cases cover a range of types of investment, sectors and sizes.

3.7 The motivation of these firms for investing in Scotland is quite different from the cases interviewed for our work for UKTI (SQW, 2009).  In those cases the main reasons were to meet growing demand in UK and/or European markets rather than more advantageous production conditions (seven of the UKTI cases were exporters using the UK operation to sell into Europe).  This is much less true among these case studies where the motivations were to use Scottish assets and to develop new products and processes, rather than to access markets with existing ones.

3.8 All these cases were supported by SDI to expand, retain or develop new facilities within Scotland, rather than to attract new “greenfield” investment.  Although not representative, it is interesting that such a high proportion were originally Scottish businesses which have been acquired by overseas groups.  With increasing global competition these plants have required modernisation to retain their position within the group and the SDI support has, in most cases, enabled that to happen.  This is the case for around half of the businesses interviewed, where without support the investment would have been made elsewhere.  As the new plants age, however, it raises a question about whether further support will be required to continue to help plants adapt.

3.9 Most literature considers motivations in the context of the traditional hypothesis that foreign direct investment is motivated by the wish to exploit ‘ownership’ advantages in terms of technology and management expertise (providing an opportunity for positive spillovers).  However, emerging theory suggests that firms may be motivated by a desire to ‘source technology’ from the host country.  In our examples there are cases where it is not existing technology that is being sourced, but where the foreign-owned firm is carrying out R&D in Scotland that can be exploited by their wider group.  It is therefore not technology that is being sourced as such but the use of Scottish assets (such as people or existing firms or sites) to create new technology.  All the cases were about developing something new and not simply maintaining older processes or products.

Motivation by case

3.10 The Whisky distiller is interesting in that Scotch whisky cannot be produced elsewhere.  The decision to invest (18 years ago) was initially made to secure supply, but increasingly it has become about the flagship brand.  Whisky is unusual in that the product is so closely related to Scotland, its environment and heritage.  It is also important for tourism and for the perceptions of Scotland abroad (and potentially for attracting other investment).  The foreign ownership has provided greater access to finance and some modest exchange of ideas, but the spillovers are not significant.

3.11 The Print manufacturer has changed hands many times as the industry has consolidated.  The motivation for the latest investment was further modernisation and specialisation of its products.  This was essential if the plant was to maintain its position within the Group.

3.12 The Medical Technology business was originally a start-up, which was subsequently purchased by a multinational.  Retaining the R&D programme has required public sector support through SE/SDI. Without it the activities would have gone to China or India on the basis of cost.  The original purchase was based on sourcing the technology. However, the subsequent R&D investments have been made on the basis of a combination of the quality of staff and competitive costs.  The Biotechnology business was also acquired by a large group to take advantage of its intellectual property.

3.13 The software company located in Scotland, because of the reputation and availability of specialist graduates (see text box example).  The HR company initially came to Scotland when it acquired a business in Glasgow, but the labour market and the availability of RSA has encouraged it to grow operations here rather than elsewhere in the UK.  The Energy Engineer was a traditional Scottish business acquired by a Far Eastern company that has subsequently invested in the R&D activities at the site.  The Pharmaceutical manufacturer invested in Scotland because of an existing site and the proximity to other operations in England.

3.14 The aerospace maintenance firm invested in Scotland because of the developing cluster of businesses around Prestwick airport and   access to Europe.  The metal processing business has been acquired several times following the break-up of a larger business.  The original interest was based on the site and its activities. Subsequent investment was for new equipment and a R&D project.

	Motivation

The software company was set up in 2005. Registered in London it initially operated from the company founder’s home. Although formally still an English-based company, the main business operation moved to Dundee in 2010.  The key reason for being in Dundee was the links with locally based talent and expertise. Dundee has developed a strong reputation for computer games development with around 400 people working in the sector whilst in 1997 the University of Abertay launched the world’s first MSc in Computer Games Technology.

The first meeting to discuss the possibility of setting up in Dundee took place in 2009 between the company and 2 other games designers. One of these was also a visiting professor at the University of Abertay and was able to secure the support of the University Principal for the company to be based on the university campus.


3.15 The original investments in Scotland cover several motivations, shown in three categories in Table 3-1.  These represent: a group that were acquired for their IP, including a brand: a middle group that are in Scotland in part because of access to labour markets or location; and the more traditional businesses, often part of a conglomerate requiring equipment or modernisation of their sites to retain employment.  

Table 3-1: Summary of motivations for investment

	 “Technology sourcing” (and Scottish “image”)
	Cluster/labour market access
	Availability of an on-going business, a site or part of an acquired Group

	Biotechnology
	Aerospace maintenance 
	Energy engineering, , 

	Medical technology
	Games software 
	Pharmaceutical manufacturer

	Whisky distiller
	HR services 
	Metal processor, 

	
	Pharmaceutical services
	Glass manufacturer, 

	
	
	Printing manufacturer


Source: SQW case studies

Importance of productivity – what are the sources of competitive advantage for investing in Scotland

3.16 Productivity was rarely given as a reason for attracting further investment.  This is, in part, because of the roles these plants play within a larger group.  Productivity can be hard to compare when the operation is part of a bigger process and this would make it much harder to carry out empirical work using productivity as a measure of performance.

3.17 The sources of competitive advantage for Scotland were related to the motivations for investment:-
· In two cases it was the IP that had been developed;
· In one, whisky, it was the brand and the association with perceptions of heritage, environment and integrity;
· In manufacturing, Scotland still has high quality plants and a workforce that, although considered expensive, has experience;
· There are several examples where the SE/SDI work on clusters and the support available could be described as creating a competitive advantage, for example software in Dundee and Aerospace in Ayrshire; and
· Labour markets were important to the HR investment and the Medical technology investment and, to a lesser extent, to the Pharmaceutical services company.

Support

3.18 The support received over the last three years by each case is shown in Table 3-2.  All of the companies are Account Managed, although this might not have been the case when they first approached SDI for support. The most noticeable things to emerge from the Table are the number of interventions to support innovation through engaging an innovation specialist (3 cases) and the 2 that have had international specialist support.  In these latter cases, the whisky distiller is largely left to operate its own brand, although it is part of a large group, while the games company is a small inward investment from England.  The manufacturing and innovation support for the energy engineering firm relates to some specific projects that are being developed in Scotland and are expected to provide wider benefits.

3.19 The range of support is clearly not just financial, covering innovation, manufacturing and marketing.  For some inward investors importance is placed on local public sector agencies demonstrating commitment and political support for the investment and this need not be financial.
Table 3-2: range of SE support excluding RSA

	
	Account management
	Business mentoring
	International specialist engagement
	Manufacturing review
	Sales and marketing programme
	Innovation specialist
	Overseas Market Support
	Business Efficiency Workshop
	International Strategy Workshop

	Energy engineering
	
	
	
	
	
	
	
	
	

	Pharmaceuticals manufacture
	
	
	
	
	
	
	
	
	

	Aerospace maintenance
	
	
	
	
	
	
	
	
	

	Biotech
	
	
	
	
	
	
	
	
	

	Metal processor
	
	
	
	
	
	
	
	
	

	Glass manufacturer
	
	
	
	
	
	
	
	
	

	Whisky distiller
	
	
	
	
	
	
	
	
	

	Printing manufacturer
	
	
	
	
	
	
	
	
	

	Pharmaceutical services
	
	
	
	
	
	
	
	
	

	Medical technology
	
	
	
	
	
	
	
	
	

	Games software
	
	
	
	
	
	
	
	
	

	HR services
	
	
	
	
	
	
	
	
	


Source: SQW based on SE CRM data

Inward investment direct impacts

3.20 The direct effects of inward investment are those that take place within the firm.  At one level most inward investment will safeguard or create jobs and GVA directly.  There is however debate about how much of this represents additional economic activity as it is usually accepted that much of this would have taken place anyway, e.g. the activities of the inward investment firm make use of domestic labour that could have been employed elsewhere.  The recent work on RSA (Criscuolo et al. 2012) certainly seems to challenge this assumption by demonstrating that in areas receiving this assistance, unemployment has fallen.  In practice, labour market conditions and the types of jobs created will play a large part in determining the net effect.

3.21 The question as to whether or not this is advantageous depends on how these resources are used and what the investor brings, for example, better management, sales networks, experience, organisation or technological advantages that allow these resources to be employed more productively.  Even where the investment directly displaces existing activity it can allow the host country to use its resources more efficiently.

3.22 The presence or scale of the direct benefits varies significantly case by case and Table 3-3 presents the main findings for each, using the categories described above.  There are some good examples which are discussed in more detail in the following paragraphs.

3.23 All of these cases have directly supported employment and most would also expect to see improvements in productivity as a result of new investment.  Many have brought new products or processes to Scotland and, as a result, safeguarded activities that were coming under pressure from international competition.  The case studies illustrate a range of new and safeguarded employment and R&D investment.

3.24 Because most of the investment is being made by firms that were already operating in Scotland, there tends to be a high proportion of safeguarded employment, but this is not simply about using RSA to offset higher costs, which ultimately is not sustainable.  Rather, it is linked to the introduction of new product lines or processes that will improve productivity and make the operation more sustainable in the medium term.

3.25 Foreign investment is often essential for this, partly because the larger foreign owners have access to the resources to make investments that smaller independent businesses could not, partly because of their access to markets and brand strength that enables some of this activity to be viable.
Table 3-3: Direct effects and displacement:

	Activity
	Description of direct effects
	Additionality
	Displacement

	Energy engineering
	Support has enabled the firm to bring new R&D to Scotland which is now part of the work supported by the major electricity generators.  This has added capability and capacity in Scotland in the sector.

Directly supports 110 jobs through the supported activity.
	Very satisfied with support and believe that it has augmented their new direction with tangible results.
	Low

	Pharmaceuticals manufacture
	Directly supports 34 people and new processes have improved productivity at the site.
	30% chance that the plant would not have opened without support (70% chance that it would).
	Low

	Aerospace maintenance
	A series of RSA and further SE support has directly retained 44 jobs at the site – investment in new equipment will improve productivity.
	Doubtful whether the operation would have been able to continue and expand as it has without support.
	Low

	Biotechnology
	Main RSA support secured new production in Scotland and safeguarded 200 jobs.

The investment in a new production line will also increase productivity.
	Indicated that without the support there was a 50% chance of a recent new product line being located elsewhere.
	Low

	Metal processor
	RSA support and R&D used to safeguard employment and introduce new equipment – however research has taken longer than expected.  20 jobs supported.
	Without support employment would have been lower, no R&D and less training.

Possibility that longer term this would have undermined the rationale for the plant and it would have risked closure.
	Low

	Glass manufacturer
	Operation supports 200 jobs and RSA will contribute to major improvements that are expected to secure future activity.  New processes will improve productivity.
	Will make a major contribution to securing longer term future of employment at the plant.
	Medium

	Whisky distiller
	Directly the operation employs 200 people.
There are no innovation effects but the firm contributes to a much wider range of factors.
	Contributed to investment in the plant, but this was only a small element in the effort to secure the Group’s investment.  Generally SE/SDI support has been useful.
	Low

	Printing manufacturer
	The investment has brought new technology to the plant and Scotland.  It employs 195 people including some involved in R&D.
Expect that new line will increase productivity
	Employment would have fallen by around 50 with medium term risks of closure, without the support.
	Low

	Pharmaceutical services
	The support and investment has accelerated its programme for growth.  Supporting 8 jobs.
	Helped to increase confidence but not impacted on performance.
	Medium

	Medical technology
	This was a major R&D investment in Scotland.  This part of the Programme supports 35 new high skilled jobs directly although it has effects on other aspects of the operation in Scotland.
	Without investment, the R&D project would not be in Scotland and around 50-60 jobs would have been lost.
	Low

	Games software
	Directly contributes 12 jobs but also contributes to the wider cluster of activity.  The RSA support was to bring the operation to Dundee and has helped create high quality jobs.
	Support has been helpful and would attribute perhaps 1 or 2 of the 12 jobs that were created to it.
	Low

	HR services
	The expansion of the operation created an additional 70 jobs of which the majority require graduates. Productivity improvements through new premises and new IT products.
	Without the grant the company would not have created around 70 jobs through its expansion.  In the medium term this may have put the whole operation in Scotland at risk.
	Medium


Source: SQW case studies

Markets and displacement of sales

3.26 There is very little product market displacement.  The analysis of competitors and markets above indicates that few of these cases face domestic competition and all export a large majority of their output.  It is a feature of these examples that the investments are not aimed at exploiting the Scottish market but use some form of assets to exploit global markets.

3.27 Consequently, it is very unlikely that the sales of these goods and services are at the expense of other Scottish-based firms, domestic or foreign-owned.  The only firm facing domestic competition is the Whisky distiller, but the growth in the global market means that it is unlikely to be displacing other Scottish output.

3.28 Markets tended to be a combination of inter-group sales or direct sales to international markets, including England.  Being within the EU was not raised as an issue for investment.  This can be the case where multinationals want to locate production in Europe to avoid quotas.  In most instances the case study companies were making sales all over the world.

Contribution to exports

3.29 Another direct benefit of attracting investment is through increasing exports.  A number of the cases show evidence of providing advantages that have generated new exports specifically among the manufacturing firms (See text box below).
	Exporting examples

All of these cases demonstrated high levels of exporting.  For example:-
· 90% of the whisky distiller’s output is exported to 60 countries around the world;
· 100% of the printing manufacturers output is exported outside Scotland with around 14% remaining in the UK.  The biggest markets are Germany, UK, France, Italy, Hong Kong, USA, Spain, India and South Africa;
· The Pharmaceuticals services company sells 95% of its turnover outside Scotland, of which 60% is to England; and
· 95% of the sales generated by the HR services firm are made outside Scotland.


3.30 Across these 12 case studies, the value of output is likely to be around £100,000 per employee, for 2,500 employees.  This would give a total output of £250 million, of which perhaps 80% is exported.  The case study companies are therefore making a significant contribution to Scotland’s exports. 

3.31 It would appear unlikely that without the inward investment a similar level of exports could have been achieved.  The global reach of these companies, their experience in these markets, links with parent companies and the strength of the sales teams mean that they frequently have an advantage in generating exports, which small domestic firms could not match.
Labour market displacement

3.32 A purer economic assessment of displacement should consider the labour market as well as the product markets.  This means considering whether these businesses use labour that would otherwise have been employed in another capacity.   Generally there is very little evidence on labour market displacement and it will vary across Scotland depending on how effectively the labour market works.  From these cases the effect is likely to be relatively small.  This is a result of the types of jobs created and the nature of these firms.  In the printing manufacturer, some of the new employees had been made redundant by other neighbouring firms.  The R&D investments have recruited graduates who may have had to leave Scotland to find the types of jobs they aspired to.

3.33 The nature of the parent companies means that they have much stronger international networks and marketing support to underpin the activities in Scotland.  Without this, there is less chance of these types of firm operating successfully in Scotland and, as a result, some of the higher qualified employees would either not be as productive or could even leave Scotland.  Without the structure and market presence that these companies bring, some of the skills of people in Scotland could not be used as effectively as they are.

3.34 The CEP paper described earlier claimed that RSA support resulted in limited market displacement, with the investment helping to reduce unemployment. These case studies would confirm these findings.
Employment of local staff and impact on the levels of training and skills

3.35 Taken together these cases employ around 2,500 people across Scotland.  While a large majority of these employees are Scottish many of these cases brought employees in from other plants, often to oversee an investment.  The printing manufacturer brought several senior staff from an operation in England, the smaller Pharmaceutical services firm brought management from England, and the Medical technology R&D activities have recruited from a number of different countries, including staff from other major multinationals (see text box example).

	Employment patterns

The Printing manufacturer created 37 new jobs across a range of functions including manufacturing, engineering and R&D.  There are a number of higher skilled process, product and project engineers.  New staff was recruited from local businesses that have been through redundancy programmes.  Several posts were filled through transfers from operations in England.

In the Medical technology firm there were around 70 jobs at November 2010. This figure has increased to 100 in 2011. Based on the company’s three year plan, it expects to grow to around 140 jobs eventually. Staff has been recruited from a range of countries with an emphasis on research and development backgrounds. Some have joined the company from other global players such as General Electric, Phillips and Siemens, although no one has been recruited from any Scottish based competitors (there are none).Staff are trained to high standards in the company’s specialist products. The amount spent on formal training is probably in the tens of thousands each year. All new employees are qualified to at least degree level with many having post-graduate degrees. Only two people have left the company recently.


3.36 The Software developer has recruited from England and Canada, but has also created jobs for new graduates from Scottish universities.  The HR services firm has recruited from both Scotland and England (see following text box example).  The more specialist their activities the wider the pool of labour that these firms use.  Although a large majority of the posts supported by the firms are filled by existing Scottish residents, there are a reasonable proportion of specialist posts taken by people moving to Scotland.  This may be even truer of some of the R&D jobs.

	HR Services investment employment

At the time of the latest RSA application in late 2009, the company employed around 250 staff. By the time of the move to a new office in 2011, this had increased to 320 employees. There is a wide range of jobs within the firm including payroll specialists, HR consultants, psychologists and IT developers. Around 60% of recruits are required to be educated to degree level or equivalent.

The new office has helped significantly in providing the firm with improved training facilities and larger meeting rooms.  As the company continues to grow, more choice can be offered to staff in terms of skills development.

Recruitment is managed centrally from England.  The profile and attractiveness of the company has been assisted greatly by the coverage regarding the new office. The company previously had some difficulties in recruiting technology developers but over the last 12 months there has been more interest in these positions.


3.37 All of these firms provide substantial training for staff, often part-funded through Scottish Enterprise.  This can be the result of the relationship that has built up with SE through the period of the investment.  There are several good examples, for example:-
· The Medical technology firm spends tens of thousands on specialist training of staff; and
· A Scottish university has developed and delivers formal Chartered Institute of Payroll Professionals (CIPP) training to the HR services firm, and is working towards providing similar training for others.

3.38 The Aerospace maintenance firm has undertaken training needs analysis and is working with SE to deliver this.  The Biotech firm offers staff a range of high level training as well as promoting the sector through schools.  The Metal processing firm provides specialist training through its parent company.  The Glass manufacturer has focussed training on supervisory and management positions, but also has an apprenticeship programme with a local college.

3.39 Overall, examples of training would be expected in firms of this size, but the support through SE and SDI has added to the sum of training undertaken.  The foreign ownership of these firms has also made some difference.  Elements of training are linked to the parent company and will introduce aspects that could not be accessed otherwise.  The Print manufacturer and Metal processing firm both have staff spend time training overseas and this experience is brought back to Scotland, although in some cases this can be around the use of equipment that is unique to that firm so transferability may be limited.
Conclusions on direct effects

3.40 Taken together these investments have supported around 2,500 jobs and in almost three quarters of cases are considered to have improved productivity and therefore the sustainability of the operation in Scotland.  In a large number of cases we found that output is not competing directly with other Scottish firms and there is little displacement.  In only 3 cases was there direct product displacement: in the Glass manufacturer, HR services and Pharmaceutical services.  The direct productivity effects were particularly important in the manufacturing cases.  These were driven by introducing new products, improving processes, reorganisation and improved management of resources.

3.41 The literature tends to focus on the innovation and spillover effects which impact on long-term productivity growth and treat the direct benefits such as employment as displacing other activity in the domestic economy.  However, these direct effects can be important, particularly where there is an excess supply of labour relative to demand, which is the case in some areas in Scotland at the moment.

3.42 In any case access to finance is becoming an increasingly important barrier to growth and investment and larger foreign-owned companies are often better placed to provide this.  Without it, investment would be weaker.  The result of this would be lower GVA per employee, lower wages and ultimately less competitive firms.

4: Inward investment - indirect effects (spillovers)

4.1 Spillovers tend to rely on the nature and type of linkages that foreign firms make with domestic firms.  There are inter-industry spillovers where domestic firms benefit from foreign presence in the same industry as theirs (horizontal spillovers). These effects take place through migration of skilled workers, competition effects and demonstration effects. On the other hand, there may be vertical spillovers from foreign firms to industries or sectors other than their own.  These effects come through a result of buyer-supplier and customer linkages.  The case studies considered what practical evidence there is of these linkages that would help generate spillover effects.  The research highlighted several indicators of where these effects would be strongest and this chapter reviews these and the evidence from the case studies.

Role of innovation

4.2 As a starting point in assessing both horizontal and vertical spillover effects, the activities of the inward investment must have some advantage that can benefit other Scottish businesses: that is there has to be something that is worth spilling over.  This is usually some form of innovation or organisation that has the potential to improve productivity.  If not, there is not likely to be much learning to transfer.  This first section considers whether these cases are bringing or supporting innovation.
4.3 Table 4-1 sets out the innovation actions and provides an assessment of the scale of the effect.  Most of the examples here include some form of innovation within the investment.  In some cases it is as obvious as the R&D supported in the Medical technology, Biotechnology and Energy engineering firms, where R&D was the main purpose of the investment and is expected to result in some form of innovation (see following text box example).

	Innovation example
Innovation is fundamental to the Medical technology company.  In addition the mix of expertise in key areas such as software design, engineering, medical physics, and radiography is vital to the company’s success.  By recruiting medical experts from the NHS, this helps the company to understand what   doctors are looking for.  This includes the development of   genuinely new technology.

The company spends around £7 million on R&D each year. Around 100 people are involved in R&D. There are an additional 20 staff who work on the commercial side and core services such as HR, IT, and accountancy.
The number of patents has increased dramatically since it changed ownership.  As part of a global group, there seems to have been more focus on staying ahead of the field and developing new ideas as technology improves.


4.4 There are new processes introduced in the Metal processing and Printing manufacturer which are leading edge, the HR services offers new IT products and the Software developer has introduced new tools.  Of all the case studies only the Whisky distiller and the Glass manufacturer have not explicitly introduced some form of innovative product or service.

4.5 In 6 cases the level of innovation associated with the investment is considered to be high, medium in four cases and low in two.  To retain the anonymity of the firms, it is not appropriate to provide details of the specific innovations in this report.  The level of innovation is our judgement and does not reflect the extent to which there is the potential for benefits to spillover into other firms.

Table 4-1: Innovation activities

	Case example
	Innovation
	Level  of innovation

	Energy engineering
	New carbon capture research
	High

	Pharmaceuticals manufacture
	New chemical processes
	High

	Aerospace maintenance
	New equipment to support engine component maintenance
	Medium

	Biotechnology
	New products
	High

	Metal processor
	New surface coatings
	Medium

	Glass manufacturer
	None
	Low

	Whisky distiller
	None
	Low

	Printing manufacturer
	New products
	High

	Pharmaceutical services
	Higher quality services
	Medium

	Medical technology
	New products
	High

	Games software
	New development tools
	High

	HR services
	New IT products
	Medium


Source: SQW case studies

4.6 While these investments clearly do involve a significant level of innovation, spillover benefits only occur when other Scottish-based businesses can benefit in some way.  This can happen in a number of ways.  For example:-
· New products for Scottish consumers and firms that would not be available otherwise;
· Better products and processes that are imitated by other firms;
· Lower prices for consumers or  inputs to the production of other goods which would also improve productivity and potentially lower prices; 

· Increased competition forcing domestic firms to innovate to survive; and
· Introducing new ideas to Scottish businesses as a result of trade, networks or through staff.
4.7 The transmission mechanism for this is through customers, competitors, suppliers and networks in Scotland.  The relationships between the inward investment firms and these groups will influence whether or not these cases are likely to provide benefits.

Competitors

4.8 When one firm innovates through new products, processes or services, competitors will try to respond.  This can be through imitation or through their own innovation. Both can improve productivity.  Where these inward investors compete with other Scottish-based firms, there is the possibility that their presence will trigger these types of improvements.  However, within these cases there are few examples of firms competing directly with other Scottish-based firms.  This helps to reduce displacement, but limits horizontal spillovers.

4.9 We found that the majority of the cases are part of larger international groups, often working in specialist areas and as a result not in direct competition with Scottish firms.  For example, the Printing manufacturer competes with sites in Brazil and Germany, the Metal processing firm competes with one other firm in Europe, the Medical technology firm competes with perhaps 4 or 5 other sites in the world and the Aerospace maintenance firm competes with the services provided elsewhere in Europe for the major airlines.  Any innovations here can be more difficult for Scottish firms to adopt.

4.10 However, the Software developer does have some domestic competition as does the Energy engineering firm, and to some extent the HR company.  It is possible that their presence in the market, and their innovative activities, will influence other domestic activity.  The Biotechnology firm also competes internationally, but its activities could potentially influence others in the same industry.

4.11 The firms themselves were not able to point to any specific behaviour by competitors that they believed they were responsible for, imitation for example, but there is at least the possibility of this type of effect albeit that no evidence as to this was found.

Customers

4.12 A similar pattern is evident for customers.  It is reasonable to estimate that perhaps 80% - 90% of the output of these cases is exported (outside Scotland).  It is interesting that the motivation for the investment has generally not been access to the Scottish market.  This may not be representative of all supported cases but it is very different from the examples used in our UKTI Inward Investment work (SQW, 2009).  In that research the inward investment enabled domestic customers to access more technological advanced products and services than would otherwise be the case.  That is not the case in the majority of these examples, although this work only considers Scotland whereas the UKTI research covered the whole of the UK.

4.13 The exceptions are potentially the HR services firm which is introducing clients to new services and related IT products that they may not have accessed had the firm not been in Scotland.  The Energy engineers have research contracts with the Scottish power companies which would not have been possible without the investment in R&D.

4.14 The effects on customers among these cases are therefore fairly limited, but this is mainly because of the export focus of most of the activities.  This raises a potential challenge in that while limited domestic customers and competitors means less potential displacement, this also reduces the scope for knowledge transfer and spillovers.

Suppliers

4.15 Use of Scottish suppliers in these cases was typically very modest.  The Whisky distiller is one exception to this, using significant local input whilst the Glass manufacturer also purchases 40% of its input from within Scotland.  Across the other examples the links were weaker.

4.16 In some examples this relates to the nature of the activity.  HR Services and R&D activities have relatively modest inputs as has software development.  The manufacturing cases tended to have quite specialist inputs, some of which came through the parent Group.

4.17 In other cases the weak supply links were because of the specialist nature of the activities, which required inputs from quite specific international suppliers.  The Aerospace maintenance firm has limited scope for any Scottish input.  The Printing manufacturer also imports a high proportion of its inputs (chemicals and textiles).  The Pharmaceuticals manufacturer, imports its mostly high tech input from an English supplier, which was described as being more responsive and “customer focussed” than the alternative considered in Scotland.

4.18 The Biotechnology firm imports most of its core inputs.  The Metal processing firm takes inputs from its parent company overseas and receives other materials from international firms.  There is little scope here for Scottish inputs.  In the case of the Medical technology firm, the main input, IT, is supplied through the parent company.  In these cases, at least, the idea that companies investing in Scotland automatically provide a significant boost to the supply chain is not supported.

Networks

4.19 Links with academic and other research organisations were mixed.  There were 3 examples of strong relationships; in biotechnology, games software and HR services.  Among the remainder relationships tended to be much weaker.  Typically firms are members of several association or industry groups but there appeared to be fairly limited evidence of any spillovers.  The Games software case in particular was strong in that the University recognised the benefits that the firm brought through its profile and attraction of students.  The following text box provides some examples of these links.

	University links

The Medical Technology firm’s activities with universities have increased since becoming part of a larger international group.  In the early days it had insufficient funding for long term research.  However there has been significant support for the company to develop links with universities and exploit the academic expertise in Scotland.  Other examples include:-
· Hosting students on summer internships: mainly undergraduates doing MSc and BSc courses. This helps both the students and the economy as it keeps them working in the local economy;
· Some of the placements are part of the students’ degrees, assessed as part of post graduate courses. The  students work with the company on research projects  and the  universities receive income from the company for teaching overheads and to cover some of the student costs; and
· Paid consultancy work – commissioning experts in specific domains such as software design (developing algorithms for processing data) and informatics topics.
In the last 6 months, the company has worked with 12 students (including 3 PhDs)  There are also benefits for the universities:- 

· Increasingly in order to access research funding, they have to be able to demonstrate that they have industrial partners and that they have ‘routes to commercialisation’; and
· Commercial funding is important to maintain/increase number of PhD students.


4.20 The university relationship with the HR firm was also a good example.  The firm’s expansion in Scotland was encouraged by the role that the local university could play that was co-ordinated by SDI.  There are three important links here:-
· In recruiting graduates from the university.  This has helped both the university and the firm and the close relationships means that students are aware of the company and its opportunities while the firm benefits from high quality students; 
· The firm  and the university are discussing a joint research project; and
· Potentially, the university is now considering how it can deliver Chartered Institute of Payroll Professionals training for both this firm and others.

4.21 There is no obvious pattern, but in each of the cases that have good links with universities the relationship has been there from the start – it is part of what these firms do.  This is not just limited to science, as the HR case indicates.  The impression form the case studies  is that some of the more traditional industry firms have less interest in academic and research links.  In addition it is possible that, as part of a larger group, there is either less autonomy over these types of relationships or less need for it if the parent group uses other services and networks.  In other cases, like the biotechnology example, the firm has been able to play a role in the development of a number of networks and initiatives.  Table 4-2 summarises the network linkages in the case studies.
Table 4-2: University and other research network links
	Case example
	Network summary
	Strength

	Energy engineering
	Building good links with larger engineering universities in central Scotland.
	Medium

	Pharmaceuticals manufacture
	Limited links with universities.
	Low

	Aerospace maintenance
	Part of a geographical aerospace cluster, but limited links.
	Low

	Metal processor
	None at present.
	Low

	Biotechnology
	Has been an important part of a number of Scottish Networks and development of co-operative initiatives.
	High

	Glass manufacturer
	Limited to exchange visits.
	Low

	Whisky distiller
	Member of industry association.
	Low

	Printing manufacturer
	Some use of university facilities for testing.
	Low

	Pharmaceutical services
	Member of industry network group.
	Low

	Medical technology
	Links with universities that carry out contract research.
	Medium

	Games software
	Strong link with university that provides profile and helps facilitate other networking.
	High

	HR services
	Good links with local university.
	High


Source: SQW case studies

Absorptive capacity

4.22 The concept of absorptive capacity relates to the extent to which the rest of the economy is in a position to take advantage of the ideas and technology that can be brought through inward investment.  This requires having businesses and individuals that are able to adopt these advances or at least benefit from them.  These case studies have demonstrated some of the practical barriers to spillovers (the nature of the investments and the limited domestic competition, customers and suppliers) and so there are few examples where the issue of absorptive capacity is relevant.

4.23 It might be argued that the fairly unique nature of some of these cases means that there is less absorptive capacity, in the form of firms that might be able to benefit, and this is a result of increasing globalisation, with more and more specialisation.  However, in several cases related to the universities there is evidence of stronger absorptive capacity.  Both the Software developer and the HR services firm have been mutually beneficial for the universities they work with and in these cases there has been the capacity to benefit from the firms’ presence.

4.24 In the other cases the absorptive capacity is more likely to rely on individuals and their ability to take new ideas on into other firms in the future.  However, there was little evidence of this.  Turnover of staff is relatively low and the knowledge can be quite specific to the foreign-owned firm.  For example, some of the training related to the purchase of specific equipment which may less transferrable.

4.25 Absorptive capacity is important.  In this context we find that the cases that are most closely associated with existing Scottish business strengths (energy, biotechnology, medical technology and games software) offer the strongest linkages and greatest potential for spillover effects.

Conclusions

4.26 The scope for spillovers across competitors, customers and suppliers was, with a couple of exceptions, fairly limited.  The fact that these are foreign-owned businesses means that they are often part of a much larger group.  As part of a group, their role will often be fairly specialist either in production or in the R&D carried out.  These cases tend not to have direct Scottish competitors and the large majority of their output is sold internationally.  As a result there is limited potential for spillovers to competitors or customers.  The nature of these activities and their roles within their groups also limits the scope for much significant domestic supply.

4.27 There are several exceptions to this where we would expect to see some spillovers:-
· The HR services and Energy engineers offer new products and services which domestic firms can potentially benefit from;
· The Biotechnology firm and the Software developer were both considered to be important parts of industry networks and therefore contribute more widely to the knowledge transfer and capability of their sectors generally; and
· There is also potential spillover through the R&D activities of some of the other firms through the movement of people between firms.  Currently staff turnover in these firms was low, but over time some of the knowledge and experience of this work could permeate into related sectors.

4.28 Overall, of the 12 cases, there are 4 where the conditions for spillover effects are strong, that is they exhibited innovative activity, strong networks and were part of defined clusters of activity.  The Software developer, Biotechnology, HR services and Energy engineering firms fit some of these criteria.  Firms that are more specialist, with fewer employees and weaker networks are less likely to create spillovers. 

4.29 Table 4-3 uses the evidence from the previous sections in relation to the different types of potential spillovers.  The cases are organised from high to low and show where the strongest examples of spillovers are and where there are considered to be weak.  The Energy Engineering firm has the strongest links.  It uses Scottish suppliers, has some domestic competition, has strong networks and relationships with academia and sells in Scottish markets.

4.30 At the other end of the scale, the Pharmaceutical services firm has much weaker links and few Scottish customers or suppliers.  From the sample there are 5 companies in this category.

4.31 As a general indication we would describe 4 of the cases as having reasonable potential for spillover benefits with a combination of innovation, linkages into the Scottish supply chain and good networks.  Two are in the middle group as a result of some network activity in one case and medium supplier linkages in the other.  The remaining 6 had more limited potential for spillover effects.

Table 4-3: Competitor, customer, supplier and networks: Spillover potential
	Case example
	Competitors
	Customers
	Suppliers
	Networks
	Spillover potential

	Energy engineering
	Some Scottish competition, but limited.
	International markets, but some Scottish contracts.
	Medium
	High
	High

	Biotech
	No direct Scottish competitors – but others in sector.
	International markets.
	Weak
	High
	High

	Games software
	Some Scottish competitors.
	Customers have mainly been from the US.
	Weak
	High
	High

	HR services
	Some competitors in the same field in Scotland.
	Majority of services sold to England.  Around 5% in Scotland.
	Weak
	High
	High

	Medical technology
	None in Scotland
	Products sold through the international group.
	Weak
	Medium
	Medium

	Aerospace maintenance
	No direct competitors in Scotland – other airlines have facilities elsewhere in Europe.
	International markets
	Weak
	Medium
	Low

	Whisky distiller
	Scottish competitors but scale of market limits displacement.
	International markets.
	Medium
	Low
	Low

	Pharmaceuticals manufacture
	No Scottish competitors.
	International markets.
	Weak
	Low
	Low

	Metal processor
	No Scottish competitors.
	Products sold through the international group.
	Weak
	Low
	Low

	Glass manufacturer
	One Scottish competitor.
	UK customer base.
	Weak
	Low
	Low

	Printing manufacturer
	No Scottish competitors but possibly some benefit to customers that use equipment.
	Products sold through international group – though several Scottish customers.
	Weak
	Low
	Low

	Pharmaceutical services
	Competitors in England and Europe.
	Majority of customers in England.
	Weak
	Low
	Low


Source: SQW case studies

5: Internationalisation cases

Overview

5.1 The balance of the case studies was inward investment, but the research also included 5 firms that have been supported in their efforts to internationalise.  These are described in Table 5-1.

Table 5-1: Overview of internationalisation cases

	Label
	Activity
	Born global/incremental
	Export value

(£ annual)
	Jobs
	Key international markets

	Chemicals producer
	Cleaning and waste minimisation products for the oil and gas sector.
	Incremental
	£200,000
	3
	USA

India

Middle East

	Technology research
	New patented mixing technologies for chemicals.
	Global
	Still research stage/not available
	14
	Still research stage/not available

	Engineering
	Engineering, facilities management, access equipment and power generation.
	Incremental
	£4.8 million
	58
	30% of all sales to EU

10% Middle East 

5% USA

	Oil and gas sector manufacturing
	Designing and manufacturing monitoring and control systems for exploration drilling rigs.
	Incremental
	£500,000
	10
	Europe (Norway and Poland)
North America
Middle East

West Africa

Australia

New Zealand

	ICT
	Wireless technology for communications.
	Incremental
	£1.3 million
	21
	50% of sales to US
10% in Europe


Source: SQW case studies

Characteristics and motivations driving internationalisation

5.2 While at one level many of the motivations behind internationalisation reported were common (quality of products and services, experience and pressure to grow the business) there are also motivations unique to each sector.  For example anticipation of declining activity in the North Sea has stimulated a lot of internationalisation activity within the oil and gas sector, specifically to exploit developing markets.

5.3 There are examples of both proactive and reactive approaches to identifying new markets:
Reactive
The company first started trading internationally in 2008 when domestic clients introduced the company to customers firstly in the Netherlands and then in the US.  Its initial involvement in international markets was therefore described as reactive.  Two of the company’s main projects at the moment are for US customers in California and Texas and this international work currently accounts for around six of the 28 employees.

Proactive

The motivation for the company to work internationally was there from the start.

The company founder had years of experience of running international companies and set up it up with a clear ambition of operating internationally.

5.4 In both cases there was an emphasis on leadership and “management’s experience, commitment and knowledge in driving internationalisation”, and this is coupled with investment in innovation and in overseas travel to visit markets.

5.5 In other cases, however, growth is to be driven by a specific new innovation.  In one case this is in the chemical sector and in another relates to the development of subsea communication systems.  Both are internationally relevant innovations and the firms see their markets as global rather than building incrementally on domestic experience.
Source of competitive advantage

5.6 In several cases the competitive advantage relates to the experience gained domestically in supporting the oil and gas sector and learning to exploit this elsewhere.  Alternatively, innovation provides an immediate competitive advantage to take overseas, although its success depends on demand, how well protected it is and how competitors respond.

5.7 We know from Harris and Li (2009) that productivity is an important determinant of exporting.  Poor levels of productivity will hinder competitiveness in most cases, while the opposite provides a motivation to expand internationally itself.  Higher productivity leads to greater profitability providing more resources for investing in expansion and also encourages businesses to identify new markets where activities can be replicated.

5.8 This was the case in the firms that were internationalising incrementally, where they were building on domestic experience.  The importance of productivity is less clear in the cases where international activity is framed around new innovation. In these cases it is too early to assess the contribution to the firm’s performance.

Role of innovation and R&D in deriving productivity advantages – importance of technology

5.9 Productivity advantages can come through economies of scale, innovative services or products, better production and processes or through stronger management and marketing.  These cases provide examples that demonstrate the importance of technology in leading internationalisation:-
· The Chemicals producer has introduced a new process technology for mixing chemicals;
· The Technology research firm has developed unique technology to minimise waste;
· The Engineering firm has introduced new techniques and adopted lean principles to reduce turnaround times; and
· The ICT firm has developed   new subsea technology that has potential international interest.
5.10 Each of the examples has introduced some form of innovation that has created a competitive advantage in international markets.  In these cases internationalisation is not simply about selling domestic products and services into new markets, but is being driven by innovation.  This is not just about whether a firm is born global or develops its international operations incrementally, it is about making changes in what they do and how they do it.  Table 5-2 shows the cases, their motivation for internationalisation, and the role of innovation.

Table 5-2: Motivation for exporting, innovation and model
	Case example
	Motivation
	Innovation
	Model

	Chemicals producer
	Technology is new to the world and provides the motivation to build international markets.
	New process technology for mixing chemicals.
	Born global

	Technology research
	Uses its own unique technology and sees opportunity to expand within oil and gas sector globally.
	Developed unique technology to minimise waste.
	Incremental but new technology is global

	Engineering
	Motivation to internationalise is based on difficult trading conditions and need to survive by broadening markets.
	Invested over £1 million to upgrade facilities and capability.

Innovative new techniques adopted to improve processing and use of lean principles to reduce turnaround times.
	Incremental internationalisation

	Oil and gas sector manufacturing
	Internationalisation recently driven by new MD in face of declining home market.
	Incremental improvements to existing products.
	Incremental internationalisation

	ICT
	New technology as a result of earlier R&D has provided opportunity to develop a stronger international market,
	Development of new technology is key to international activity.
	Incremental but new products are “born global”


Source: SQW case studies

Importance of management approach

5.11 In 4 of the 5 cases the management experience was specifically identified as being crucial in internationalisation (see text box example).

	The importance of people
There has not been one specific trigger for the company to increase its international activity. However, when a new director joined in 2008 the company decided to take a more strategic view of their involvement in overseas markets.  The new director brought a fresh outlook and years of experience of working internationally (for example in the US, Korea and Canada).  The company management have been able draw on his international experience with other firms.


5.12 In a fifth case, SDI’s International Manager for Hire Programme provided support.  For one year the company will benefit from a manager from the Saltire Foundation with part of the salary met by SDI. The first task for this manager has been the preparation of a new business plan with later presentations to venture capitalists likely.  Without SDI support the company considered it unlikely that it would have been able to employ someone with this experience.

5.13 It appears from these cases that management with international experience has been a key factor in developing international markets.  In both cases where internationalisation is incremental and where it is led by innovation, prior experience of international activity seems to be key and supports the rationale behind SDI’s Manager for Hire intervention.

Pattern of exporting – incremental versus born global

5.14 Among the cases covered here 2 are born global, innovation driven exporters, 2 can be described as incremental, building on UK experience, and the remaining one involves elements of both.  While the importance of management experience is present in both types, the marketing activity will be subtly different.  In the incremental cases, the companies are selling experience and quality. In the born global cases, the product or services are to varying degrees new, but inherently lack a track record (which would be the case with any innovation) and also face the challenges of understanding new markets.  

5.15 Both born global developments were still at too early a stage to determine how successful they will be, but both commented specifically on the impact of the recession and how it had affected demand.  The recession will impact on the demand for most exports in many parts of the world, but it may be that adoption of new technology and willingness to take risks may be affected to a greater degree than sales of goods and services that have a track record in the UK and are now seeking international markets.  This will no doubt vary across sectors and technologies.

5.16 Figure 5-1 sets out a simple matrix to show how new products/services and new markets combine.  This is helpful in explaining how incremental development or born global businesses are positioned.  Incremental internationalisation moves activity from the lower left corner upwards to the top left and occasionally also the top right quadrant.  Born global businesses have no existing products so simply start in the top right quadrant, selling a new product straight into new markets albeit that they may also have and target domestic customers..

5.17 These models are helpful in thinking through whether both types of internationalisation require the same types of support.

Figure 5-1: Internationalisation matrix
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Spillover effects through relationships with suppliers and networks

Suppliers

5.18 The evidence of any spillover effects through the supply chain is limited both by the types of relationships with suppliers and by the value and types of inputs that are purchased.  Typically these cases spent around 20% - 30% of their turnover on supplies within Scotland.  For example:-
· The ICT firm spends 25% of its turnover on bought-in goods and services and the majority of these inputs are purchased from within Scotland.  These products are not described as highly innovative. They tend to be electronic components such as materials for antennae and circuit boards.  The firm did not think that their relationship with its suppliers is likely to have resulted in any spill-over benefits;
· The Oil and Gas sector manufacturing firm spends around 30% of the company’s turnover on bought-in goods and services and of this perhaps 50% is purchased from within Scotland.  However Aberdeen based suppliers are becoming increasingly expensive and this is encouraging the company to look outwith Scotland; 
· Around 30% of the Chemicals producer’s bought-in goods and services are purchased from suppliers in Scotland; and
· Less than 5% of the Engineering firm’s turnover is purchased from Scottish suppliers.  The company did not know whether Scottish suppliers would benefit from the firm’s international activities, but in terms of competitors in Scotland, it is unlikely that there are any spillover effects.

5.19 There were no examples where firms considered that their suppliers had changed their behaviour as a result of   their internationalisation.

Competitors

5.20 Although the consultees could not identify any examples where competitors had changed their products or services as a result of their international activity, it was suggested by one company that their growth overseas may encourage other Scottish firms in the sector to increase their international activity.  This may be true in the oil and gas and other energy sectors, and in food and drink where the success of pioneering firms can encourage and inspire others to investigate prospects overseas (a demonstration effect).  It lends support to SDI’s role in promoting case studies and using mentors to try and build momentum in specific sectors.

Networks

5.21 Four of the 5 companies were active members of professional networks.  These included: research projects with universities and research institutes; and membership of professional institutions.  These organisations will, to varying degrees, have benefited from the internationalisation of these companies.

5.22 For example, one of the companies had worked with several universities (an employee is doing a PhD, and a university is also being commissioned to do consultancy work).  It has also recently commissioned work from another institution (set up by a number of universities).  This involves some knowledge sharing, but the company is also very careful to protect its intellectual property (IP).  The chemical manufacturer has recently started working on a Knowledge Transfer Partnership project with contacts at Napier and Edinburgh Universities.

5.23 The Oil and Gas sector manufacturing firm is a member of the Scottish branch of the International Association of Drilling Contractors (IADC) and regularly attends networking and information events.  The Engineering firm, however, does not participate or contribute to any networks.
Learning from exporting and absorptive capacity to benefit from experiences

5.24 The cases produced mixed evidence of learning from exporting:

· The Oil and Gas sector manufacturer, for example, had to adapt to different terms and conditions in overseas markets. For example, in the United Arab Emirates standard practice is that there are no upfront payments to suppliers;
· The Engineering firm highlighted that the result of internationalisation is that it is now more “culturally aware” of doing business abroad. The internationalisation experience has influenced how the company operates because of its joint venture;
· The Chemicals producer considered that the international experience had introduced new ideas to the company. Visiting new markets had exposed them to alternative approaches and new applications.  They reported that this learning has helped the company to become more productive and to ensure its approach is addressing market demand.  The company firmly believes that it is now operating differently as a result of its international experience; and
· The other 2 cases were those selling “born global” products and there were no significant learning effects reported.

5.25 The most common learning tended to be practical changes to the companies’ processes and understanding of international business rather than the development of new products or services.

Barriers

5.26 These cases have all overcome any barriers to internationalising, but still had views on some of the challenges.  Typically most of the firms started by saying that they saw very few barriers to Scottish firms trading internationally and believed that most could do it.  For example one considered that Scotland has become more “insular” and “lost its entrepreneurial” drive.
5.27 Economic conditions were the most significant barriers reported by the born global businesses, but also specific skills and experience lacking in Scotland (in this case engineering).  The recession had made markets more difficult to access with potential customers significantly reducing research budgets and delaying development projects. One company had responded by developing smaller, less expensive versions of their products.
5.28 One of the main challenges for these smaller firms was finding their way into the large companies, and particularly identifying the right people to speak to.  Having local networks is therefore crucial. Companies entering new markets need to have agents based in the country who are able to arrange meetings.  For many parts of the world the different time-zone can immediately make it difficult to speak to potential customers.  One good example provided was of a recent visit to Muscat in Oman where the sales agent managed to arrange six meetings for the same day.  This made the visit a lot more efficient and productive for the company.  

5.29 Other barriers include understanding the legal requirements and the contractual issues around exporting goods to certain countries.  Different approaches/cultures to doing business also need to be considered.  It is no surprise that most of the companies identified the North American market first, which shares a language and has a similar culture to the UK, while many of the emerging markets, such as the Middle East, India and China are regarded as a lot more difficult to break into.  Experience, and SDI support here, is likely to be more important in these markets.

5.30 One interviewee (the Chemicals firm) suggested that many companies tend to underestimate what is required in terms of understanding new markets (for example different legislation and approaches to setting up Joint Ventures).  Another described different approaches adopted by different Scottish companies.  The older generation often used what was described as a ‘gentleman’s club’ approach compared to younger business leaders who seemingly prefer a more direct approach to doing business.

Access to finance and impact on planning

5.31 The impact of the recession was a significant issue for all the cases.  One business reported a drop of 30% in turnover over the last year and the reduced cash flow has meant the company has had to cut back on the frequency of its overseas trips.  In the current climate, reduced domestic demand means fewer resources to invest in developing new markets.

5.32 The Chemicals firm found that difficulties in managing cash flow during the recession have restricted international activity.  Although the company has had a good relationship with its bank (even during the economic downturn) tighter restrictions on finance have had an impact on the business and reduced its ability to travel.
5.33 On 3 occasions recently, one of the companies has considered accessing private sector equity finance. However, in each case investors were not willing to invest a sufficient level of cash over the longer term (that is. they wanted a quick return on their investment). The recent exchange rate fluctuations have also caused concern.

Role of SDI interventions and results

5.34 The results of SDI interventions are best presented as direct examples to demonstrate the flow from support through to outcomes.  In all cases the companies were able to identify the results of the interventions. For example:-
· The ICT firm believed that 20%-30% of their international sales could be attributed to the support received;
· The Oil and Gas sector manufacturing firm reported that international sales would be 20% lower without SDI support (they are currently £500,000);
· A third case resulted in a large order from a major pharmaceutical company that would otherwise not have come to Scotland; and
· The Chemicals firm claimed that around 30-40% of exports and 10-20% of turnover could be attributed to the support that has been provided by SDI over the last 6 years.
5.35 Table 5-3 shows the range of support that each company has received over the past 3 years.  Compared with the inward investors, there is greater participation across the range of SE/SDI products.  This is logical given that these tend to be smaller, domestic firms without access to group funds that larger, foreign-owned firms would have.  Most companies have participated in the Overseas Market Support and International Exhibitions and Missions Programmes. They have also received support for innovation and business mentoring.  Three have had an International Manager for Hire and 2 attended International Strategy Workshops.
5.36 From this it would appear that SE is more engaged with the internationalisation cases than the inward investors interviewed.
Table 5-3: Matrix of company support

	Case name
	 Account management
	Business mentoring
	International specialist engagement
	Manufacturing review
	Sales and marketing programme
	Innovation specialist
	Overseas Market Support
	Int. exhibitions/missions
	Business Efficiency Workshop
	International Strategy Workshop
	International Manager For Hire
	SMART/ R&D grant
	ICT project support

	Chemicals producer
	
	 
	
	 
	 
	
	 
	
	 
	 
	
	 
	 

	Technology research
	
	
	
	
	
	
	
	
	
	
	
	
	

	Engineering
	
	
	
	
	
	
	
	
	
	
	
	
	

	Oil and Gas sector manufacturing
	
	
	
	
	
	
	
	
	
	
	
	
	

	ICT
	
	
	
	 
	 
	
	
	
	 
	 
	
	
	 


SQW case studies
5.37 The cases demonstrate how well the packages of support can work and more detail is provided in the following examples.
	Oil and gas sector manufacturing
The company received a range of support including Overseas Market, International Manager for Hire, International Strategy Workshop, Manufacturing Review and sales and marketing support to visit different countries.  The company’s relationship with SDI was established in 2009 when the company recruited someone who had previously received support from SDI.

The most useful support has been the International Manager for Hire, with the individual being subsequently recruited on a full time basis by the company, and the support provided by SDI’s overseas network particularly the SDI office in Singapore which has helped develop a link with another Group. The relationship was facilitated by SDI and has the potential to result in around £500k in additional international sales.  Another important aspect of the networking support has been the GlobalScots based in Houston and Singapore who have provided advice to the company.
Without SDI and SE’s support, it is estimated that the company’s international sales would be 20% lower.  There is also a chance that the contacts which have been facilitated by SDI could result in hundreds of thousands of pounds of additional sales for the company over the coming years.


	Technology Research company
SDI is currently financially supporting a senior manager at this firm to visit a range of pharmaceutical companies in New England.  The firm also attended an SDI supported exhibition in Singapore in 2009 resulting in good contacts. The company is optimistic that sales will result.

The firm attended a SDI supported exhibition in Madrid and made contact with another Scottish company on the stand.  As a result a relationship has been formed, based on complementary technologies, which they hope will now lead to a joint bid to Unilever.

The firm has also now become part of a joint venture between the private sector, Universities and Scottish Enterprise.

The company had been 'courting' a leading pharma customer for some time and the opportunity arose for a small amount of contract research.  As an incentive for the pharma customer to undertake the activity in Scotland, SDI agreed to meet part of the cost.  This in turn led to a substantial follow up order which may result in a bigger order later this year. Without the SDI support, it is unlikely that this work would have been done in Scotland.


5.38 Table 5-4 shows the headlines reported by each firm in respect to the package of support they received from SDI.  These typically represent a significant proportion of international sales and overall revenue.
Table 5-4: Impact of support on sales
	Case example
	Sales impacts

	Chemicals producer
	Around 30-40% of exports and 10-20% of turnover can be attributed to the support that has been provided by SDI over the last 6 years.

	Technology research
	The resources (not just financial) from SDI allow it do things and make contacts through accessing wider networks that it could not do on its own.  Some of the benefits delivered through contact with SDI would not have happened at all without the support.  In some other cases, the company might have been able to do something (as in the research for a Pharma company) but it would have taken much longer and the opportunity might have been lost.  

	Engineering
	SE and SDI support has had a marginal effect overall.  Without it the sales in the Far East would be around 1-2% instead of 5% and 3% in Africa instead of 5%.  This still represents a significant sales value.

	Oil and gas sector manufacturing
	International sales would be 20% lower without SDI support.

	ICT
	Although difficult to attribute business impact to the support from SDI, it is estimated that around 20-30% of the company’s international sales can be attributed to the package of support received over the last 3 years. It was through trips and events organised by SDI that the company made contact with key customers in the US.


Source: SQW case studies

6: Conclusions

6.1 These case studies provide some real world examples of the types of companies that are being supported, their motivations and links with suppliers, customers and networks in Scotland.  Although they are not intended to be representative of the population of cases that SDI/SE support, they demonstrate the uniqueness of each case, which can often get lost in large scale evaluations.

6.2 The cases provide material that allows a finer grain understanding of how businesses operate and enables some of the wider theory to be considered in relation to individual examples.  Because of the limited number of cases, the research is not, however, a basis for making concrete recommendations, but it does raise a number of issues and in particular demonstrates the diversity of firms supported.

Inward investment cases

6.3 The theories of technology or knowledge spillovers assume that the inward investments bring new technologies and innovation.  In most of these cases this was happening.  The greater challenge was how this is transferred to suppliers, customers, competitors and networks in Scotland.  Supplier and customer (vertical) linkages were weak in almost all of the cases.  The companies had few competitors in Scotland and, either as a result of their nature or position within a global group, the scope for engaging with Scottish suppliers was also generally quite limited..  Connections with networks were found to be more prevalent, particularly in the “newer” technologies such as biotechnology, medical research and software, rather than among the more specialist manufacturing activities.  This reflects, to some extent, “absorptive capacity”.  Knowledge spillovers are more likely to occur in sectors where there are existing networks and clusters that are able to support and learn from new investments.

6.4 Table 6-1 tabulates the assessment of the direct effects, product displacement, the innovation effects (the extent to which there are innovations that could strengthen other Scottish-based firms) and the potential spillover effects (based on the relationships with customers, competitors, suppliers and networks in Scotland).

6.5 There are six cases that score highly in at least one category.  The Energy engineering, Biotechnology and Medical Technology firms are all involved in large R&D programmes that strengthen research capabilities in Scotland.  They also offer high direct impacts, through employment. Two of them also have the potential for this work to spillover more widely into other Scottish activity.  Four others have medium direct effects but more limited potential for innovation spillovers. The remaining two are weaker in most of the areas covered by the Table.

Table 6-1: Summary of effects – Inward Investors

	
	
	Direct effects
	Displacement

(lower is better)
	Innovation effect
	Spillover estimates

	Energy engineering
	Worse                                                                              Better
	High
	Low
	High
	High

	Biotech
	
	High
	Low
	High
	High

	HR services
	
	High
	Medium
	Medium
	High

	Medical technology
	
	High
	Low
	Medium
	Medium

	Games software
	
	Low
	Low
	Medium
	High

	Glass manufacturer
	
	High
	Medium
	Low
	Low

	Pharmaceuticals manufacture
	
	Medium
	Low
	Low
	Low

	Whisky distiller
	
	Medium
	Low
	Low
	Low

	Printing manufacturer
	
	Medium
	Low
	Low
	Low

	Pharmaceutical services
	
	Low
	Medium
	Medium
	Low

	Aerospace maintenance
	
	Low
	Low
	Low
	Low

	Metal processor
	
	Low
	Low
	Low
	Low


Source: SQW case studies

6.6 There are a number of key factors that need to be considered when assessing which companies are likely to have the greatest impact on the Scottish economy as a consequence of public support. These are:- :

· Deadweight; 

· The inclusion of innovation or R&D;
· Sectors or technologies that are relevant and can benefit from wider SE support; and
· The parent company’s attitude to engaging with networks and universities.
6.7 Each of these is now explored in greater detail.

Deadweight

6.8 Deadweight is likely to be the biggest determinant of the impact that supported cases will have.  Would they have proceeded with the investment anyway, without support?  The recent CEP Discussion Paper (Criscuolo et al. 2012) raises this specifically in relation to firms having over 150 employees that have received support through RSA. The conclusion is that there is no net impact on employment and productivity as a result of this support.  These larger firms are more likely to “play” the system” by moving activity from plants or areas that are not eligible for support to those that are.  The experience from these case studies is, however, different.  Because these are international firms, any gaming is at a global, European or possibly UK level: that is moving resources from outside of Scotland into Scotland.  This seemed to be the position with most of these cases where the financial support significantly increased the probability of securing the parent company’s investment by helping to achieve an adequate rate of return.  If the investment is not made it can make the plant more vulnerable.

6.9 It is important to consider the idea of “gaming” that the CEP Paper describes. However, in the examples analysed in this report it is not felt that this has been a factor at a Scottish level.

Inclusion of innovation or R&D

6.10 Most of the cases examined here included innovation or were carrying out R&D.  The literature indicates that this is an important contributor to wider spillover effects, but these cases also highlight the need for some form of knowledge or technology transfer mechanism.  We found that these cases tended to have few customers, competitors or suppliers in Scotland so that the potential for these things occurring was limited.
6.11 Related to this, the cases demonstrated very weak supplier linkages.  With increasing globalisation of supply chains, for these examples at least, there seemed to be little potential for wider benefits.

Sectors or technologies that are relevant to Scottish research and business base and can maximise SE support

6.12 Three of the cases discussed the attraction of being part of a cluster and were engaged in relevant networks.  This maximises the chances of realising the potential benefits from knowledge and technology transfer.  The closer the fit to areas of existing interest the greater the opportunities for wider relationships to develop.  This relates to sectors, such as energy, food and drink and life sciences, but also to the interests and strengths of universities.

The parent company’s attitude to engaging with networks and universities

6.13 The firms that were engaged with networks and universities most heavily were companies that already understood and recognised the benefits that this could bring.  This approach was led and influenced by the parent company.  In these examples the ownership of the company has played a part in the Scottish operation’s engagement with a wider set of stakeholders.  Some parent companies will have a much better reputation for engaging than others and this could be a valuable indicator of the linkages that could be formed.

Summary of inward investor issues

· Despite a lot of theory about inward investment and its benefits, in practice cases each have unique stories.
· The majority of these cases have been in Scotland for more than 20 years. They are not new investors and the support has been for expansion, modernisation or R&D rather than to bring them to Scotland.  In this sense the fact that they are inward investors has less relevance.  These are investments that could be applicable to any business.
· These examples were less about gaining access to customers with their products or services and more about using Scottish assets within the context of their Group (to carry out R&D or to use existing sites and expertise).

· The support in all cases is considered to have played a significant role in either increasing or retaining the business and its employment.

· The investments are not just important for these direct effects but also for contributing to the status of the plant within the Group.  To retain these activities, plants must have clearly defined roles within an international group.  Not securing investment makes them vulnerable to future reorganisation.

· The scope for spillovers across competitors, customers and suppliers was, with a couple of exceptions, fairly limited.  The fact that these are foreign-owned businesses means that they are often part of a much larger group.  As part of a group, their role will often be fairly specialist either in production or R&D.
· But there are several exceptions  to this:

· The HR services and Energy engineers bring new products and services which domestic firms can potentially benefit from; and
· The Biotech firm and the Software developer were both considered to be important parts of industry networks and therefore contribute more widely to the knowledge transfer and capability of their sectors generally.

· There are also potential spillovers through the R&D activities of some of the other firms through the movement of people between firms.  Staff turnover in these firms was considered to be low, but over time some of the knowledge and experience of this work could permeate into related sectors.

· There were limited supply linkages in these cases.  The increasingly global nature of these firms and their roles within the parent company means that the idea that these firms will need a domestic supply chain is outdated.  Many require only minimal inputs (some local services) while others are so specialist that their supply chains too must be equally specialist.  In a global market, supply chains are also increasingly international and managed by multinational groups.

· There is an interesting tension between displacement and spillover potential.  Where an inward investor has more Scottish-based competition and customers there is theoretically more chance of these being influenced. However, there is also a greater chance that competitors will lose market share.
Internationalisation cases

6.14 There are only a relatively small number of internationalisation cases and each is different.  Even so they do serve to illustrate some important aspects of the process.

· The importance of innovation as a driver of internationalisation is very noticeable across these cases. They all have some new product, service or process which is leading internationalisation.  In some cases these are genuinely “born global” developments, in others developments in existing products.  In all cases, though, innovation, rather than other factors, is the driver for entering new markets. 
· There is limited evidence of spillover effects within these cases.  These are generally smaller companies and the scope for international experience “spilling” into competitors, suppliers or wider networks, is fairly limited.  The firms themselves were not able to identify specific examples, but over time, as staff move, some of this experience and knowledge may transfer with them.

· There was some evidence of learning within the company as a result of internationalisation activity.  One case in particular felt that it had directly impacted on its productivity.  It was probably too early for several of the other cases.  It is interesting to consider whether and how firms use this experience and whether there is scope to do this more effectively.

· The conclusions on the SDI interventions are very positive.  In all cases there was a tangible sales value attributed to the support, which was significant. Some interventions were identified as having particularly good impacts, particularly learning journeys and the Manager for Hire Programme.

· The cases highlighted the different models of internationalisation with examples of both “born global” and incremental cases.  However, these are not always clear cut.  Incremental internationalisation in several cases was sparked by a “global” innovation, while it may be that it is only a single product or service that is “born global”, which might be developed by a firm that has operated solely in domestic markets for many years.
· The overriding concern at present for all these firms is economic conditions.  This sits behind many of the issues that were raised.  It impacts on access to finance, which is needed to support international development.  It impacts on exchange rates and the Euro crisis as a depreciating Euro would be bad for exporters.  It impacts on conditions in domestic markets, which need to be buoyant to provide the finance for international investment, and it generally reduces demand in many of the other markets that these firms are seeking to operate in.

· The main barriers, as identified in many surveys, were principally about knowledge of international markets, but it is also noticeable how much emphasis in these interviews was placed on the role of management in leading internationalisation.  In this respect a major, and often overlooked, barrier could be the international experience and leadership of the management team.

· The case studies indicate that the competitive advantage for exporting tended to be innovation and quality rather than trying to compete on price.  This is probably true of most Scottish exports, given our cost base.  This places greater importance on R&D and innovation as a route to internationalisation.

· The cases also highlight the importance of using existing relationships as a starting point for developing international activity.  For example, exploring opportunities to work internationally with customers that they already trade with in the UK.  As industry becomes increasingly dominated by big international firms, working across the world, supply relationships with these companies becomes a more important route to internationalisation.  Indeed, the capacity to service activities internationally and not just in Scotland, could be a condition of a supply relationship.

Learning/thinking points

6.15 The direct effects of the inward investment cases are all very positive, with investment supporting new activity, research and modernisation.
6.16 Despite the findings of the CEP paper (Criscuolo et al. 2012), there was no evidence of substituting activity from other plants in Scotland to supported ones.  The assistance has supported additional employment and output and, more importantly, is typically used to introduce new lines and improve productivity, often in the face of competition from other plants within the same Group.

6.17 There was little product market displacement in these cases and we suggest that labour market displacement was also limited.  In the short to medium term these effects are very positive.

6.18 In the medium and longer term, one of the main arguments for attracting inward investment is that it brings new technology and knowledge that spills over into the wider economy, improving performance more widely.  For this to happen, a number of factors need to be in place:-
· The inward investment should bring, or invest in, new technology or knowledge;
· There must be a mechanism for this to transfer and influence domestic firms; and
· There must be the absorptive capacity within the host economy to take advantage of this.

6.19 The cases in this study were generally active in R&D and engaged in innovation. However, they also suggest that the mechanisms for enabling the domestic economy to benefit more widely from this were limited.  They tended to have few domestic competitors, customers and suppliers.  This is partly the nature of the cases and partly the increasing globalisation of business activity.  As a result the opportunities for knowledge transfer are limited to various networks or clusters.  In these cases at least, while direct impacts are larger, the longer term opportunities for knowledge transfer may be smaller.

6.20 A second argument about “embeddedness” follows from this.  As globalisation increases, we may see growing specialisation with fewer domestic customers, competitors and suppliers.  As a result there is a risk that companies are less embedded in Scotland.

6.21 In these cases the role of networks becomes the main source of any spillover benefits and also contributes to “embedding” the firm.  Without these links into the Scottish economy, in the longer term, foreign-owned plants could become more vulnerable.

6.22 If the linkages are therefore likely to be primarily through networking activities, the case studies suggest that this is more likely to happen in Scotland’s priority sectors, where there are already established networks and absorptive capacity may be better.  Over time, investment in these sectors could offer greater benefits.
6.23 For internationalisation the main findings indicate the importance of international management experience and innovation as the motivators for internationalisation.  For SE/SDI this points towards the value of improving leadership, and specifically assisting in bringing in management with international experience.

6.24 These internationalisation cases are more connected in the Scottish economy than the inward investments, making more use of domestic suppliers, which offers stronger impacts as they grow.  These firms also have more domestic competition, which makes it more likely that their international expansion will be followed by others.  This may be a   demonstration effect that SE/SDI can support through the promotion of successful cases.

6.25 For firms starting to internationalise economic conditions are crucial.  Without domestic income, there are fewer funds to invest in international activity and this is compounded by difficulties in accessing finance from other sources.  At a time when it becomes important to find international markets, firms are finding it harder to do so.  In this context, the SE/SDI support for overseas marketing, exhibitions and missions, is likely to be of even more value.

Annex A: Summary of inward findings
Annex A: Inward Investment cases summary of research issues and findings

	Research issue
	Summary finding

	Reasons behind specific location decisions (why Scotland and why here in Scotland?).
	The specific location is determined by the reasons for the investment.  In most cases there was little choice.  For example, the acquisition of an existing business.

There are also interesting examples of investments that were not specifically made in Scotland, but related to businesses that were acquired as part of the takeover of an existing group. 

	Importance of productivity – what are the sources of competitive advantage for investing in Scotland?
	Productivity is important in ensuring that an investment generates an acceptable rate of return relative to the parent company’s other options.  It is not existing productivity at a plant which attracts investment, but the potential.  This is usually considered in the context of the Group internationally.  Motivations were more likely to be existing sites, workforce or plant.

	Was the financial support, or other forms of support, most important (what was the key)?
	Where the financial support was large, it was the biggest factor, but several of these examples received very little RSA.  While feedback on the contribution of SE and SDI’s non-financial support was positive, firms were keen to point out that successfully securing parent company investment was equally down to their own hard work.

In some cases there was more importance placed on commitment from the prospective host country.  This need not always be financial support.

	Level and type of R&D and innovation – new products, processes or services brought to Scotland….and any learned from Scotland.
	This creates the conditions for potential spillover effects.  These case studies include a large number that bring new technology to Scotland.  The challenge is encouraging technology transfer rather than whether the innovation is present in the first place.  However we also note that some of these cases are very specialised and this limits the potential for spillover effects.

	Links with academic and other research organisations and involvement in Scottish networks and effects on their activities.
	This was fairly mixed within the case studies.  There were several strong examples where there was a large R&D element, but this was weaker among smaller companies operating in more specialist fields or where the parent companies had more influence. It was more likely to occur with larger investments and with parent companies that have a track record of engaging with academics in other countries.

	Have any innovations been adopted or taken on by any domestic competitors, suppliers or customers?
	No specific examples of adoption were identified, but these cases highlight the challenges when there are few suppliers and customers in Scotland.

	Relationships with Scottish suppliers – examine direct supply chain and the types of companies that are in it.
	Supply chain for these cases was very limited, and they highlight increasing global sourcing which limits local impacts.

	Markets and possible displacement of sales.
	Very little product market displacement was found across these cases: most have very specialised outputs and are competing globally.

	Has presence influenced the behaviour of customers or competitors in Scotland (e.g. resulted in new or better technologies, intermediate goods etc.)?
	There were no examples of impacts on competitors in Scotland, partly because most are competing internationally as part of much larger Groups.  There was also very little impact on customers because sales were largely outside Scotland.

	Employment of local staff and the impact on the levels of training and skills in your sector in Scotland and the effects on wages in the sector.
	There are good examples of training and employment, particularly associated with the larger scale investments and those that had stronger links with universities.  The best example is the HR services company.

	Employment details, numbers educated to degree-level or equivalent, engagement in R&D activity and extent to which the investments brought staff into Scotland.
	These cases all employed higher proportions of people with degree level education than average.  This reflects the technologically advanced nature of their businesses.

The majority of firms brought people to Scotland.  This was important in two types of cases; where they recruited globally to bring high quality researchers, and where employees who know the Group and can provide the link back to the parent company were brought in to manage the operations.

We found that most of the jobs supported were highly skilled and were mostly creating and safeguarding employment for Scottish residents with relatively high level of qualifications.


Source: SQW case studies

Annex B: Summary of internationalisation findings

Annex B: Summary of internationalisation findings

	Research issue
	

	Characteristics and motivations driving internationalisation.
	The cases included examples of proactive and reactive responses to opportunities.  But in all cases there was an emphasis on leadership and “management’s experience, commitment and knowledge in driving internationalisation” and this was coupled with investment in innovation and travel.
The other key motivational factor was a specific new innovation which had led the firm to look at international markets.

	Importance of productivity as a source of competitive advantage.
	Although theory indicates that high productivity should be necessary to compete internationally, these cases were all driven by innovation and quality, rather than price.  Given the cost base in Scotland, this is probably likely to be true for a lot of Scottish exporters (for example, whisky, food and drink).

	Importance of management approach (experience, commitment and knowledge).
	This was supported through the case studies and illustrates the importance of the SDI Manager for Hire programme.  All the cases stressed the importance of management commitment and experience.  This was a key factor in explaining why the companies exported.

	Pattern of exporting – incremental versus born global.
	The cases included examples of both types of internationalisation.  The pattern of exporting shows that the US was a market for all the cases.  This was because the US is the most relevant market for the types of technology that these companies had developed, where the companies had most contacts, and where there are fewest cultural and language barriers.

	Role of innovation and R&D in deriving productivity advantages, especially the importance of technology.
	Innovation and R&D were critical in the internationalisation, but less so in deriving productivity advantages, more in creating a competitive advantage.

	Spillover effects through relationships with networks, suppliers and customers.
	Although the supply chain among internationalisation cases was greater than the inward investors, there were no clear examples of changes in the way that these suppliers operated as a result of their international activity.

	Learning from exporting and having the absorptive capacity to benefit from experiences.
	The findings were mixed.  There was one very clear example of learning from exporting that had impacted on productivity, but in other cases it was not considered to be a factor.  It appears to be the innovation that leads to internationalisation rather than stemming from it.

	Role of SDI interventions in decisions and behaviour.
	All the cases were able to attribute impacts to the SDI support.  Most had received several interventions which makes specific attribution difficult.  However, overall the feedback on the difference that it has made was very positive.  This tended to be in terms of doing things better rather than influencing the decision to internationalise at all.

	Access to finance and impact on planning.
	Access to finance was an important factor in internationalisation and in all cases the condition of the economy was a major factor in their planning.  This was not just in terms of accessing finance, but in relation to exchange rates and impact on demand.  


Source: SQ W case studies
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� Scottish Development International is the joint Scottish Enterprise and Scottish Government agency that promotes internationalisation and the attraction of inward investment to Scotland. It works in very close co-operation with SE that offers a range of complementary business support products.


� This used Total Factor Productivity (TFP) as the principal indicator of productivity.  This measures the productivity of all factors of production (and not labour alone).
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