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Section 1: Executive Summary


This study has reviewed the first full year of operation of SE’s pilot clusters – in Food & Drink, Biotechnology and Microelectronics, through a combination of desk research, external and internal interviews and wider consultation. 


Overall, SE has made progress in applying clusters thinking in a practical economic development context. There have been inevitable early problems, but the approach provides a promising basis to move forward in future years. 


The report finds that the Clusters approach is a valuable part of the SE Network’s range of economic development offerings. Customers find it valuable as a route to bringing integration and direction within their industry. The SE Network is gradually learning to integrate the cluster model with its established approaches and procedures. And it is an approach that is consistent with Scotland’s economic development imperatives – Growing Businesses, Global Connections and Learning and Skills. 


Progress has been made in a number of key areas. Less than two years into the implementation phase of their work, cluster teams have been effective in setting up and working with national industry bodies and organisations. They have implemented a number of key early projects. They have established industry networks with some of the main players, in the process being accepted by into the wider ‘infrastructure’. They have largely succeeded in obtaining a national focus for the clusters and their Action Plans. In Food & Drink particularly, representatives from the industry have taken ‘ownership’ of the cluster plans, ensuring that the SE Network is seen as a valued partner. But it is difficult – at this stage – to quantify these impacts in terms of the traditional measures of economic, industrial and business success. 


However, future progress must be accelerated if the clusters process is to meet the targets set out in each of the action plans, the increasing demands and expectations of customers, and the more difficult global economic conditions that these industries face. The approaches must be better articulated, and widened out to far more players in the industries. Until now, most emphasis has been placed on creating collaboration. Now, there is an urgent need to focus on fostering innovation and entry within the cluster, in order to achieve notable successes, and a sustainable ‘critical mass’ within the cluster. 


The goodwill that has been built up in a number of clusters is in danger of being lost if customers do not see continued commitment and a sense of progress. This progress will require the SE Network to address some internal matters to increase the chances of future success. 

The principles lying behind the clusters process must be accepted and aligned with the emerging business approach and model adopted within SE. There is great scope to develop clusters in line with the new Global Connections Strategy, and the evolving changes in Skills and Learning and Competitive Business.  The clusters approach should also link closely to Business Transformation.  There needs to be more leadership, support and clarity of positioning of the clusters approach. Links must be strengthened between cluster teams and other operational units and LECs. Monitoring and evaluation of activities and progress must be developed further, so that each cluster is able to demonstrate its effectiveness in promoting wealth and job creation in Scotland. 

Each cluster process is different, so their effectiveness must be assessed separately.  On balance, Food and Drink and Biotechnology have received the most positive feedback from customers.  As yet, reaction to the work of the Microelectronics clusters is more mixed. 

Section 2: Introduction and Scope of Study

Background

The Scottish Enterprise Network has, in recent years, pioneered a new approach to working with and supporting industries in Scotland. This ‘clusters’ approach focuses on the overall supportive environment experienced by particular companies. It pays attention to the customer/supplier/partner relationships that hold within the industry. It focuses largely on the innovation, collaboration and underlying infrastructure that drives elements of competitiveness
. 

Within the Scottish Enterprise Network, the cluster methodology implies a ‘seamless’ approach to working with an industry, encompassing skills and business development, global connections and infrastructure provision. As such, it has required new relationships between cluster teams and more established operating units and LECs. This practical implementation of a clusters approach has positioned Scottish Enterprise – and therefore Scotland - as a leading proponent of the cluster methodology. 

SE has adopted the approach in many different industries. It has been taken furthest, and is most formalised in Food & Drink, Biotechnology and Semiconductors/Micro-electronics. This report will review the first full year of operation (2000/01) for these three clusters, but will also provide guidance and recommendations that will inform the general development of the cluster methodology within SE. 

Objectives and Methodology

For this review, the study objectives were as follows:


To review progress in SE’s implementation of a ‘clusters’ approach – focusing particularly on the three clusters identified above


To assess the benefits delivered to date


To draw lessons from our experiences of this form of approach, including those relating to SE skill sets and organisational structure

Our methodology consisted of four main elements. 


We commissioned EKOS, a firm of independent consultants, to review the extent to which each of the clusters had progressed towards their action plan targets. Details of their findings are summarised in Section 4, with full report contained in the Appendices to this report.


We conducted in-depth interviews with a number of SE ‘customers’ who were close to the clusters approach. The internal study team interviewed representatives from 13 companies, with at least 4 in each cluster. Additionally, we gathered other customer feedback from earlier work conducted last year by Scottish Enterprise, involving interviews with another 12 companies.
 


We conducted over 30 interviews and consultations with individuals and staff groups from across the SE Network, who have been closely connected with the development and implementation of the clusters approach. This included cluster teams, LEC management teams, representatives from International Operations (now SDI), Competitive Business and Learning and Skills.


We have shared the learning from our review at a number of conferences, and gathered feedback from a number of academics working in this field. This has been particularly relevant for assessing the future prospects for clusters as a form of economic development and industrial policy intervention. 

Why Not a Full Evaluation?

It has proved impossible to conduct a full impact evaluation of the clusters approach at this stage, for a number of reasons. Firstly, it is still early in the process. We have been able to review one year of data, and nearly two years of experience, in order to reach these conclusions. Industry representatives within the cluster processes clearly see these initiatives as long-term commitments. They want to see real benefits immediately, but recognise that 5-10 years is a more appropriate timescale in which to view the performance of the approach. 

Secondly, robust evaluations depend upon good monitoring information. Data collection and categorisation from the first year of operation has not been comprehensive enough to provide a full picture – although this situation has improved in the current reporting year. Thirdly, a full impact evaluation will need to focus on some of the individual projects that are being pursued under the banner of a cluster approach. We are now seeing the first evaluation of such a project – the Alba project. SE should commission more evaluations of ‘constituent’ projects in order to build up a more complete picture of the value of the clusters approach.   

For all these reasons, it is best to interpret this report as a review of progress. It gives us an indication of whether the cluster approach – across the three specified clusters - is delivering benefits to customers and to the SE Network, but we cannot be definitive at this stage.

However, we have developed a methodology with the Fraser of Allander Institute that will allow us to track, in more detail, the economic and industrial performance of clusters within Scotland. This involves a firm-level analysis of output and employment data, linked in to Scottish Input-Output tables to provide information on cluster linkages. The first of these reports will be ready in Spring 2002. 

Section 3: Feedback from Customers

This section of the report summarises the findings from customer interviews in the three clusters. The interview programme comprised five interviews in Microelectronics, four in Biotechnology and four in Food & Drink. More details are provided in the Appendices. These face to face interviews were conducted by Scottish Enterprise evaluation staff in late August and early September 2001. 

What has pleased customers about the clusters process?

Raising sights and awareness…

At a personal level, many respondents suggested that initiatives within the clusters process had enabled them to develop themselves as managers and leaders within their organisations. The events have enabled people to network and learn from each other in very rich ways, and respondents gave the impression of being more confident, informed and potentially innovative as a result of being involved in the process. The ability to step back and ‘see the big picture’ was especially valued by managers who are often faced with a lot of day-to-day ‘firefighting’ issues within their businesses. A number of respondents gave very positive feedback about the concept of a ‘cluster map’ which set out the relationships and opportunities for the industry.

Others felt that they had learned much about how other parts of the ‘system’ worked. Those working in academia felt that they gained a better understanding of the needs of those in business. The cluster process has made individuals in the three industries aware of the strengths and challenges in Scotland as well as the global context for all our activities. There is now a forum to share ideas and develop the argument. 

The process has also given participants a sense of vision and optimism. They can see that Scotland has a rich endowment of people, talent, basic science and natural resources. The cluster process has given a wider perspective, and offers opportunities to unlock this potential. 

Greater levels of engagement and ‘ownership’…

Customers suggested that the approach has been successful in engaging many prominent individuals, companies and academic institutions. The range of events and coverage in the press has mostly created a positive reputation for the three clusters. According to many respondents, the real benefits for the cluster communities are due to enhanced networking and confidence-building. Creating the forum for discussion and regular networking events has been the strongest part of the process. The basic facilitation tools such as websites, information services, conferences and events have been established. Once those are established, individuals and other players develop contacts to their own benefit without needing the explicit support of SE.

Greater engagement has led, in some places, to direct benefits for companies. In biotechnology for example, trade missions, conferences and networking events are vital in making contact with key international players. In Biotechnology one company estimates that through the involvement at missions and trade networking events, around £0.5m of new business leads is created each year. Although the figure fluctuates annually (in line with market movements and international confidence) and the gestation time to conversion can be long, the scale and significance of the benefits is increasing each year as the credibility of the Scottish cluster is developed.

Greater levels of engagement are starting to lead to more ‘industry ownership’ of the clusters process.  A higher level of industry ownership is one of the fundamental aims of a cluster process, as it signifies that companies and other organisations are starting to take responsibility for developing their industry. In this situation, they start to see public sector agencies (such as the SE Network) as true partners, rather than solely as sources of funding or people. The Food & Drink cluster has created a very strong industry steering group, which has assumed a degree of responsibility for cluster development. The situation in Microelectronics is very different, where SE continue to be seen as the driving force behind the initiatives. 

More co-ordination of policies and activities…

It was widely noted that attempts at networking, integration and joint working were not new. However, all respondents from the Food cluster suggested that, without the approach adopted within SE, the industry would still be deeply fragmented with uncoordinated policy activities still occurring. No one suggested that the current situation was near perfect – just that they felt that much progress had been made in ensuring better co-ordination. But there is always scope to get more of the right people involved. 

Collaboration initiatives have worked particularly well in the area of skills development. All clusters have realised that the future competitiveness of their industries will depend in part on the skills of their employees. As such, there have been some excellent approaches, involving joint working between businesses and academic institutions to promote such developments. The Biotechnology College Consortium and the Scottish Food Learning Network are two good examples of cluster-induced learning initiatives. 

However, collaboration has been far less successful when businesses have been encouraged to get together and address issues around marketing and R&D. Because this is seen as a core source of competitive advantage, there is less willingness to share ideas. This is becoming a source of frustration for many, as it is likely to hold back the further development of the cluster.

Numerous useful specific initiatives

Virtually all interviewees could quote specific projects within the clusters approach that delivered benefits, or had the potential to deliver benefits for their organisation. This gave them a real sense of optimism, and a determination to extend these products and services wider in the cluster. 

What has left customers frustrated about the clusters process?

Limited understanding of the concept…

There are still different interpretations of what the ‘cluster approach’ means in Scotland. Outside those close to the SE cluster teams, awareness of the concept is generally poor and this does inhibit successful engagement with some potential customers. Even for customers close to the process, some people have taken months to understand the overall strategy being followed by some clusters. In Microelectronics, a number of key companies noted that they were unsure of the current activities of the microelectronics cluster team.

Approach has limited popular appeal…

Many interviewees cited the fact that the clusters process was still only appealing to a small proportion of the potential audience. In Food & Drink, most attention has been paid to those individuals and/or companies who are innovative and ‘early adopters’ of new concepts and ideas. They have seen the benefits of the process, and are getting a lot out of it. But they acknowledge that the process needs to be much more inclusive. This requires renewed efforts and redesigned approaches to appeal to other businesses and organisations. In Food, despite a vibrant industry steering group, there is also a sense that the ‘public sector’ continues to dominate many of the forums and exchanges. 

Requirement to take ‘tough decisions’ …

There is a lack of belief that the cluster approach is being developed towards a more radical re-shaping of the industrial, institutional and academic base in Scotland. In a sense, our interviewees were challenging SE (and themselves) to take some hard decisions about prioritising activity within the cluster process. A number of interviewees talked about SE needing to ‘make some enemies’. Until now, the emphasis has been on including as many as possible within the process. To achieve step changes, more significant decisions must be made, which may offend constituencies within the cluster. 

Absence of a ‘critical mass’

There is a deep frustration that, in each of the three clusters studied, Scotland does not possess a real ‘critical mass’ of world-class companies that could drive the cluster forward. At the same time, there are a few significant developments of genuine potential (such as Alba) but these have yet to generate a momentum that will change the overall structure in Scotland. In biotechnology, intervieweees suggested that the cluster needs ten times as many world class companies before it has a critical mass. In food, the required uplift is similar. Venture capital availability and connections with universities were mentioned as two keys that may unlock this situation. 

Overambitious agenda…

Some interviewees suggested that the cluster plans were very broad ranging and ambitious, attempting to tackle too many things and spread resources too thinly. This may inhibit major change and affected customers’ confidence in the clusters’ ability to deliver its goals. 

On balance…

Across all interviewees, there is a mixture of satisfaction and frustration.  Customer do realise that things have come a long way, but this has, if anything, only served to increase the appetite for more radical change.  There is recognition that clusters take time to develop, yet there is a perception that the pace and scale of change requires to be accelerated. 

The work at grassroots level has established a position to make a drive for competitive advantage at a Scottish level. The clusters approach needs the basic networking and communications to continue, its needs the integration of key issues like skills, the development of partnership relationships with government, industry and academia. But, increasingly, customers do not see these as sufficient. Efforts need to be enhanced to build critical mass and connections within high value, globally competitive segments of clusters, but this is currently at an early stage.  This poses great challenges for policy makers.

It is clear from discussions with key players in each cluster that although some success and benefits have been generated; these appear modest and reflect the difficulty of implementing a clusters approach. Comparison with the findings from a series of interviews conducted in 1999 (SE Geenshoots paper) reveals that industry views have strengthened. Now, there is a desire for SE to re-state intentions, update communications and clarify the whole clusters approach. 

Section 4: Recorded Achievements

The overall objective of this piece of the study was to undertake an interim review of the three cluster Action Plans inform on how these clusters have progressed against their stated objectives and targets.  This was undertaken by EKOS, a firm of independent economic consultants.  In more detail the study sought to:


provide an update on the baseline position of each of the identified clusters;


provide an update on progress towards stated objectives and targets;


identify and quantify all network inputs; activities; and outputs;


identify and describe the changes to the external environment that have impacted upon the performance of the clusters;


identify the key milestones achieved by the cluster teams; and


provide some clear conclusions on the overall progress made in each of the cluster areas. 

The review was largely desk based and involved a synthesis and analysis of information provided through a number of sources, including:


Cluster Action Plans;


Network Operating Plans:


Knowledge Management Information System (KMIS);


Network approval papers; and


Internal SE Financial systems.

The review and analysis was supplemented with meetings and discussions with SE Planning and Evaluation and the Cluster Team Directors and Executives. 

General Findings

Based on the analysis of all the data reported against the Action Plans and through our conversations with the Cluster Teams, it appears that much progress has already been made and much activity has occurred. However, there appear to be a number of problems and difficulties with the measurement system in 2000/2001 that constrain the ability to measure progress in a totally objective manner. 

In overall terms, progress has been made in a number of key areas, including:


setting up and working with national industry bodies /organisations;


implementation of a number of key early projects;


establishing industry networks;


being accepted by into the wider industry infrastructure; and


obtaining a national focus for the clusters and their Action Plans. 

The study reviewed each cluster. 

Biotechnology 

Assessment of progress 2000/2001

The Biotechnology Framework for Action was launched in 1999. Its aims were to: 


increase employment in the cluster from 9,000 to 18,000, of which employment in company based research would rise from 1,000 to 4,000;


double the number of biotech companies from 50 to 100; and


increase the number of support companies from 90 to 159.

These figures were revised in 2001 to reflect changes in the performance of the cluster and the widening of the scope of its activities. (See Appendix 1 for revised figures). 

In the first full year of operation the Network’s activities were focussed on developing and operationalising the strategy; marketing and communications; developing networks and engaging with customers; undertaking project development work; and adapting to the changing environment.

It is worth noting that these activities are unlikely, by their very nature to result in short term quantifiable outputs or impacts.  These will only become apparent in the long run.  Therefore, much of the activities are going unrecorded and therefore any review will always “underscore” achievements.

Assessment of performance

Although it is difficult to accurately measure the real impacts of the Biotechnology cluster framework using the reporting systems in place during this time, there are signs that progress is being made.  The Cluster Team reported substantial progress in the following areas:


achievement of “critical mass” has been assisted by the increasing number of companies and jobs within the cluster;


increased community ownership of the process through the creation of BIA Scotland, a Scottish office of the national trade body;


commercialisation of academic research received a significant boost with 14 biotech projects receiving Proof of Concept funding of £2.5m;


assisting international trade development has helped increase business for Scottish biotech companies by £21m, with a further £16m projected;


the launch of the Biotechnology College Consortium and BioSolutions has improved skills provision within the cluster;


raising the international profile of Scotland through international alliances has been enhanced with the launch of the Scotland-Maryland alliance; and


the groundwork done on the Biomanufacturing Campus, Edinburgh has helped secure the longer-term development of the cluster.

While it has not been possible to offer definitive conclusions on the performance of the Biotechnology Cluster, there are signs that the Framework is well on its way to meeting the long term objectives and targets. There is however a need to develop measures and indicators that capture progress towards targets and for people to be more disciplined in completing reporting formats. Over the last year a new reporting system has been in place to address most of these issues.

Food & Drink 

Assessment of progress in 2000/2001

The Food & Drink Cluster strategy set out to achieve the following aims by 2010:


increase employment in food and drink processing (except whisky) by 6,000 employees, from 48,000 to 54,000;


achieve a growth in sales from £4.2 billion to £7.4 billion;


increase value added from £1 billion to £2.5 billion; and


treble exports to £1.5 billion.

The 2001/2002 Operating Plan focused on 6 key areas: 


E-Business: to underpin all key areas of activity, to increasingly enable innovative solutions to key issues and activities, and enable business models within the cluster to change;


Leadership and Governance: to address the lack of sufficient leaders and organisations that are capable of competing in tomorrow's markets;


Skills: to develop a strategic approach to human resource development where the business benefits are clear;


Innovation: improve exploitation of new technologies to develop new products, improve processes, and add value by connecting the academic/research base with the rest of the cluster;


Market exploitation: address the lack of ability of the cluster to exploit the premium, sophisticated markets of the UK and Europe; and


Efficient Supply Chain: developing a competitive and efficient supply chain.

Progress made towards Cluster Targets

A number of critical external factors  - Foot & Mouth disease, the BSE crisis - have impacted on the performance of the cluster. These, coupled with the cluster team not being fully staffed since establishment have hampered progress in a number of key areas.

Despite the above hindrances there have been a number of key achievements:


a high degree of industry ownership of the Cluster strategy and approach, culminating in the Industry Strategy Group;


endorsement of the Cluster strategy at the highest levels - including the Scottish Parliament and Scottish Executive;


recognition that the Food and Drink Cluster approach was the central way forward for the cluster and industry; and


implementation of key projects, including the Food Learning Network, CALMIC, Scottish Food & Drink International and progress in innovation and research.

Although it has been impossible to accurately assess the contribution towards cluster targets, it does appear that good progress has been made towards the broad strategy and goals set out.  The review has identified the difficulties in measuring the real impacts of the Food & Drink Cluster Strategy and the need to link project outputs with cluster targets. 

If the measurement system is to work effectively there needs to be greater adherence to reporting frameworks for all projects as well as a requirement to revise the 2010 targets in light of recent market developments.

Semiconductor/Microelectroniucs Cluster Team

Assessment of Performance in 2000/2001

The Semiconductor and Microelectronics Cluster strategy covers the period 1999-2004 and set out to achieve: 


5,000 employees in design, development and applications with a further 5,000 in manufacturing and 4,500 in supporting industries, while retaining the 8,000 people currently employed in the industry;


the world’s most successful Intellectual Property trading exchange;


five new hi-tech global microelectronics companies; and


attracted international development groups to Scotland.

The Plan set out the following six strategic themes to:


become a global centre for microelectronic design maintaining the momentum of the Alba project;


increase the quality and quantity of research and development and its application in Scotland;


increase our impact on the fast emerging world of software, process design and embedded software;


develop and commercialise emergent microelectronic related technologies;


sustain and develop the manufacturing base in Scotland; and


make better connections between the cluster components and their final markets.

Progress towards strategic targets.

The microelectronics industry in Scotland has gone through major upheaval during this period with plant closures and restructuring resulting in a significant number of redundancies.  Despite the difficulties in the external semiconductor environment progress has been made although, this is not represented well by the standard performance data and reporting formats:


underpinning the development of Scotland as a design centre, SE has secured a £20m investment from Motorola on a design centre at Alba;


the development of the Microelectronics Test Centre has helped strengthen the cluster;


securing £500,000 from Proof of Concept has aided the commercialisation agenda;


the in development of the skills base the Institute for System Level Integration has enrolled 54 students and a series of key vocational courses have been developed in conjunction between industry and the FE Colleges; and


the establishment of the Microelectronics Website has provided a useful mechanism for communications and also in raising the awareness of Scotland as a centre for microelectronic design.

Based on the available information it has not been possible to measure the progress towards targets in the cluster action plan.  The Cluster Team’s operational experience suggests that progress has been made, although the reporting systems are not in place to provide detailed supporting evidence.

While there has been significant levels of spend and activity there has been no indication of their impacts.  A system needs to be designed which better links projects with wider targets and work is required to establish a more accurate baseline for the cluster.

Section 5: The Clusters Approach – Review of Internal Issues

The ‘Clusters’ approach evolved within SE Network throughout the 1990s and has been an important feature of network policy and operation since 1999. The first Operating Plans for Food, Biotechnology and Semiconductors were in place for Financial Year 2000/01. 

The cluster methodology developed alongside other forms of intervention – commercialisation; business birth rate; global companies; competitive locations; inclusion; and international activity - guided by a series of strategies and Directorate plans. So the ‘clusters approach’ has been an important implicit part of the overall Network Strategy but it should be seen as an approach to economic development, not a strategy in its own right. 

The development of the clusters approach was the responsibility of a Clusters Development Directorate headed by a Director of Cluster Development. Their role was to lead and support the process of clusters, and embed this change through the SE Network. Once the second wave of cluster action plans – Optoelectronics, Forest Products, Creative Industries and Tourism - had been validated, the clusters development function was disbanded. 

The implementation of the clusters approach was the responsibility of specific cluster operations teams. These teams  - originally for Food & Drink, Biotechnology and Semiconductors - comprised representatives from across the network, brought together under a Network Director. Following a strategy development phase, the teams prepared Action Plans approved by the SE Board. Budgets were allocated to the team to deliver a National Cluster Strategy. Delivery (and therefore budget) was then devolved to appropriate points within the SE Network – in LECs, other business units, or retained within the national cluster team. Each of the three clusters managed this process differently. 

Three Different models of delivery. 

The three cluster teams have each taken a different approach to the delivery of their Action Plan.  The approaches have been influenced by two main issues: the history of intervention with the sector within the Network; and the nature of the interventions being delivered.

1.
The Biotechnology Cluster has established an integrated national team, which brings together people with a range of skills and expertise from across the network to form a cohesive unit to cluster action plan. The team members are each responsible for delivering a national priority project and the corresponding management of the project’s budget – which in some cases has been devolved to their ‘home’ team (within a LEC or other business unit).  In order to provide clarity of purpose for the team members and to minimise conflict of interest with their “home” team a formal secondment system operates within the Team.  

The Biotechnology team is spread across many different parts of the Network. In 2001, the team accounted for 25.5 FTEs in the Network, broken down as follows:

	
	FT
	PT (fte)

	Biotechnology ‘Home’ Team
	6
	0

	Scottish Development International
	6
	2.5

	LECs
	6
	4.5


It seems that the establishment of a national team has helped to forge a real team spirit, ensure a shared understanding of the key goals, establish a network for identifying and sharing knowledge and expertise, and cut down on duplication of effort.   However, there are still a number of unresolved issues. This includes the inability of the Network Director to formally input to performance appraisal. Also, there is some evidence of disconnection between projects delivered and national priorities.

2.
The Semiconductor Team operates a centralised delivery structure, with the majority of projects designed and managed by the core team in Atlantic Quay. There are a few exceptions to this pattern. For example, SEE&L undertake skills development work for the cluster; and wider promotional activity is undertaken by the Alba team on behalf of the microelectronics cluster. 

	
	Atlantic Quay
	Other Network

	Microelectronics ‘Home’
	5 FTE
	1.2FTE

	Optoelectronics
	2 FTE
	1.5FTE

	Alba Centre
	
	c.12FTE (SEE&L)


This approach has been used, in part, because of the underdeveloped nature of the key themes in the Action plan.  A considerable amount of feasibility and design work was required to identify the series of projects which were going to deliver the key themes, and the expertise to undertake that work lay only within the core cluster team.  

While interviewees supported the need for a centralised approach in the above circumstances it has, nevertheless, resulted the situation where people external to the core team have become detached from the bigger picture objectives of the strategy. This is particularly apparent in some LECs, where responsibility for working with microelectronics companies has been outsourced to contractors. 

3.
The Food & Drink Cluster operate a devolved approach to project delivery, where all projects are designed, managed and delivered by the Network.  This devolved approach has been applied by F&D in response to the planning guidance issued and because of the strong Network presence that already existing in relation to food and drink. 

The ‘home team’ in Food & Drink employs 8FTE in Atlantic Quay, and another 8.5FTE spread across the 12 LECs. However, this full-time equivalent in the Network is spread over at least 20 people, with most providing a relatively small fraction of their time. In addition, there is no guarantee that this level of resource is available to the cluster team whenever they need it. 

The use of this approach has broadened the sense of ownership of the process across the network. However, it seems to imply a heavier burden upon management, as they face the task of delivering an Action Plan, while having only a partial influence over those able to deliver. This tension has been highlighted by a number of the external interviewees during the process. As a result, we have seen some delays in implementing key projects and some disconnect between local delivery and the bigger picture aims of the Strategy.

New Approaches? Clusters working in the SE Network 

Whichever method chosen to manage their integration, an underlying aim of the introduction of clusters was the development of new ways of working within the Network. The approach was aimed to encourage greater collaboration in the design of projects and more co-ordination in delivering activities.  The integration of cluster approaches into other parts of SE business has not been without difficulties. Clusters offers a very different model compared to many of the established approaches, so it is no surprise that it has taken two years for some issues to be resolved. 

Consequently, during this review, we have as yet seen little evidence of radical changes in approach or major new ways of working. However, progress is now being made. This is evidenced by many examples where changes have occurred, and which promise much for the future. 

Clusters and Scottish Development InternationaI
…

The Interim report describes the issues faced by clusters and International operations. The lessons learned can be generalised away from international operations to all other units in the network. The co-ordination process would have been far smoother if attention had been paid to aligning the objectives of Clusters and other teams. However, the teams did not share a common understanding of what the ‘clusters’ concept was about. LiS and STI were not closely involved in cluster selection and strategy. And both ‘sides’ did not exhibit the flexibility in behaviours, targets and structures that are required in such times of change. As a result of objectives being misaligned, it became more difficult to achieve quick successes in co-ordinating activities, developing common approaches, putting in place skills and support structures, and effectively using resources. However, progress is now being made. 

In the Internationalisation arena a number of new approaches are being used with some success.  Both Biotechnology and Microelectronics are working with Locate in Scotland to deliver a more collaborative pitch to potential investors. The cluster teams provide the technical and company specific expertise and the SDI (formerly LIS) staff bring the inward investment and marketing capabilities. This complementary approach has helped to secure Molecular Robotics and other technology focused companies.   

A new approach, “intelligent targeting”, is being applied to fill specific gaps within the cluster value chain.  To support of the development of this approach Biotechnology cluster staff have been boosting the capabilities of the SDI staff in Asia, helping them to better understand the biotechnology world and the specific strengths and weaknesses of the Scottish cluster. 

The Food & Drink cluster has introduced a new approach to internationalisation with the establishment of Scottish Food & Drink International, a joint project between the food cluster and Scottish Trade International. The group will be housed within SDI, with SDI staff, but be accountable to the Food & Drink Industry strategy group.

Clusters and other National Teams…

One of the main limitations of the first year of the clusters approach has been the lack of connection between clusters and other teams in the National Operations part of SE. The relationship between cluster teams and the Competitive Businesses Directorate has, until now, been focused primarily on securing resources from the European Commission and the operation of the Proof of Concept Fund.  There has been little meaningful integration and joint work concerning the core elements of innovation and commercialisation. Considering that innovation is one of the main objectives for each of the clusters, this has been a significant oversight. This is not to suggest that clusters have not worked on areas like commercialisation of science. It is more that opportunities may have been foregone by not connecting in with other teams sooner. There is now expectation that the development of Intermediary research institutes may provide the vehicle for joint strategy development and planning between the groups. 

There is a similar situation between clusters and the New Ventures team. This relationship has not developed well over the first 1-2 years. Again, some clusters – particularly biotechnology – have addressed some issues relating to new start companies, but more joint working and sharing could have yielded additional benefits for both clusters and new ventures. The repositioning of the Business Birth Rate strategy should provide the impetus to develop these relationships, especially in biotechnology, microelectronics, communications technologies  and creative industries, all potential sources of high growth new start businesses. 

The microelectronics cluster team has had a direct relationship with the Life Long learning and Inclusion Directorate (LLI) (now Skills and Learning). They are working jointly to establish Modern Apprenticeship programmes with specific applications in the cluster.  The other cluster teams have developed their own expertise in the skills and training field although they have used LLI as a source of guidance and signposting.  This situation has arisen for two main reasons: the change in focus of LLI towards assistance in low and intermediate skill levels and the need for the cluster teams to address very specific skills and training issues.  Where it has been appropriate to bring skills contacts together from across the cluster teams on specific areas of common interest e.g. management development and core skills training, LLI have facilitated those gatherings and helped to co-ordinate activities.  

There are however, issues around the integration of new functions into the LLI Directorate – Future Skills Scotland and the Careers Service – where new relationships, channels of communication and knowledge share need to be established to ensure the smooth function of the skills pipeline.  

Clusters and the LEC Network…

In network consultations, it became clear that each LEC has a variable understanding of the clusters concept being pursued by SE. As a result, slightly different attitudes and approaches have been adopted towards the implementation of clusters. While there has always been a commitment to participate and implement alongside local priorities, there is no doubt that the way the process and subsequent relationships have developed, reflects the lack of a shared understanding of the concept and its importance in the overall network approach to economic development. Again, as with other relationships, we are starting to see evidence of progress as the network learns to adjust to new models. 

Lack of focus on implementation…

Some of the difficulties between LECs and the cluster teams have a long history. The original clusters research was seen as academic in orientation with very limited consideration of an implementation process suitable for the network. The lack of clarity of the implementation process, uncertainties on status and championing of clusters and the number of changes in personnel within SE cluster teams have all combined to undermine consistency in approach. As a result, some mis-alignment of activities and resources was expected as part of the real time learning with a pioneering approach.

Differences in models and incentives…

Clusters models place the emphasis largely on horizontal infrastructure (building the capacity of the cluster through horizontal infrastructure and community building) rather than specific projects. However, the delivery system (the LECs) and the imperative to spend large budgets, meant that it was inevitable that cluster activities would closely resemble projects already happening within LECs. A number of LECs were quick to spot the potential of clusters, and organised teams to align activities with identifiable national priorities. However, there are question marks over the degree to which such projects are truly representative of a ‘clusters’ approach. 

Clusters don’t respect local boundaries…

Individual LEC responsibility for implementation of clusters created tensions between local and national priorities. Benefits from clusters initiatives are not defined by local area boundaries, but budgets and projects are.  This inevitably creates tension in the interpretation and pursuit of priorities with attached funding.  In the Interim report (Appendix 4) it was recommended that teams within SDI are responsible for achieving certain cluster targets. As the concept of the balanced scorecard develops, we should see LECs and cluster home teams starting to discuss how each will deliver on cluster based targets. This will ensure that the approaches are focused on outcomes, and not just on achieving a certain budget. However, this will not always be straightforward, because of the ‘pan-Scotland’ issue. 

Clusters require a pan-Scotland outlook…

Most LECs want involvement in most, if not all, clusters, rather than recognising the national priorities for focus. Biotechnology has been successful in lessening this behaviour: but there remains a view that concentration on top priorities needs a greater focus of resources on areas of advantage to generate the real additional, step change initiatives or global competitive infrastructures.

These issues were encountered across the network and across all clusters to some extent. Greater cross cluster discussion and sharing of learning could have improved the situation. Some progress has been made over time especially in the Biotechnology cluster. 

Cluster Governance

Many of the integration issues described above can be linked to a common theme: the governance of the cluster process within the SE Network. The lack of clarity around the governance of clusters – what is the chain of command and where do the Network Directors fit in that chain? – is not helping to embed the concept in the Network’s operational priorities.

This is a difficult area. Clusters are, primarily, about relationships and connections. Those working in clusters are expected to be able to influence and facilitate their way towards results, with external and internal partners. This, however, does become difficult when there are competing models with a clearer ‘chain of command’ within the organisation. 

Without wanting to over-formalise the role of the cluster teams (which may, in part, defeat the object) we suggest that there is a need for more clarity over the status of the cluster approach within SE. Is it a valued model? Does it deliver additional benefits? How should it link in to other operational teams and to the Business Transformation process?

Clearly, the clusters approach has been prioritised at a Board level, and backed up by the degree of financial resources given to the activities. But there remains an issue about leadership, support and clarity of positioning. In order for the SE Network to invest in understanding and ‘buying into’ clusters, there needs to be a conviction  - and a communication - that the approach is worthwhile and valuable. Until now, the main messages have been ambivalent. This has made it difficult to get things done. Incidentally, interviewees reckoned that working with customers in the industry has been more straightforward and supportive than trying to get things done internally. 

If clusters are to have a chance of delivering a new way of working in SE, then it needs to be valued, and be seen to be valued, at a senior level. 

Clusters and Measurements Systems

There are a number of issues concerning clusters and the use of management information systems. Some changes have already been introduced to address many of the issues, so this highlights the key management information issues raised through this review  The external consultants recommended that clusters teams should:


relate annual operating targets with the measures available in KMIS or alternatively, find some other method of recording activity and outputs;


describe which Action Plan objective individual projects are supporting;


better integrate LEC activity with the Cluster Action Plan through developing better lines of communications;


develop a system for linking KMIS reporting with Approval Papers and operating plan targets;


develop indicators that better capture the wider impacts of the Cluster Action Plans; and


provide more guidance and support to the executives who are required to provide information to the reporting systems.

Measuring Changes to the Baseline…

Each cluster team is pursuing a different approach to measuring changes their ‘baseline’ (i.e. starting point). However, there are difficulties in accessing suitable secondary data sources, so alternative methods of measuring changes to the baseline are required. It would be useful if all the Cluster Teams adopted a similar approach and perhaps there may be opportunities to share the costs in the process.

Providing Annual reports…

With much of the outputs from the Action Plans not being recorded through the Kmis system, and the difficulties in articulating the real achievements of the activities, it would be a useful adjunct for each of the Cluster Teams to produce annual reports which could be used to both highlight the wider achievements of the Cluster Teams and as marketing/promotional material. 

Biotechnology and Food and Drink already produce annual reports but there may be merits in again adopting a standard format that could be aggregated together to provide an annual overview of all the clusters. 

Monitoring and Evaluation plans…

At this stage we are not aware of any monitoring or evaluation framework for capturing the impacts of the Action Plans. It would appear prudent to set in place an appropriate framework at this time that would allow appropriate monitoring data to be collected to aid any evaluations.  It would be appropriate to set up procedures for both interim and final evaluations with support from Knowledge Management. 

Skills for successful cluster work

The Review has also sought to find out discover the skills requirements of a successful cluster team. According to customers, and to internal observers, cluster teams should bring together people with a broad range of complementary skill sets, focused on the delivery of the cluster strategy from the cluster community perspective.

The Cluster Team leader needs to have a high degree of credibility and influence with the cluster community. They need to be able to ‘get things done’. The Cluster Team requires, primarily, people who understand and can engage with industry and academia, but who also have experience in economic development. Some cluster areas (microelectronics and biotechnology) require some degree of technical expertise to provide credibility. Customers also valued people who could collaborate with others, make the links across the cluster and see the ‘big picture’. 

Given the findings of this report, it is also important for the cluster teams to have some resource that develops the information and policy capabilities of the team. Providing information to demonstrate effectiveness is vital, as is keeping abreast of new developments in the field. At present, these areas are not well resourced, as they are seen as less of a priority than directly serving customers and delivering projects. 

Section 6: Next Steps for Clusters in SE 

This review has highlighted points of learning from the first three ‘pilot’ clusters implemented in the SE Network. There are a number of issues within three broad areas:


accelerating cluster activity and value 


recording and demonstrating economic impact of cluster policies


addressing internal matters that may ‘hold back’ progress

These areas are the priorities for action. There is a fourth area, common to all clusters, that needs to be developed for the future. It is in developing the policy thinking around clusters in SE.  It is worth recalling that the clusters methodology being followed within SE has its foundations in the regional and industrial analysis of a decade ago. As we know, many things have changed in the world economy  - and in each of our clusters - over this time. If we are to remain as a pioneer in this area, as an organisation, we need to be connected in to new developments in policy and practice.

Appendix 1: Data and Interview Details

Biotechnology – Excerpts from EKOS report.

Background

SE launched its Framework for Action for the Biotechnology Cluster in November 1999. 

The £40 million 4-year strategy set out to:


Increase employment in the cluster from 9,000 to 18,000, of which employment in company based research would rise from 1,000 to 4,000;


Double the number of biotech companies from 50 to 100; and


Increase the number of support companies from 90 to 159.

The plan was also seen as helping to improve the performance of Scottish biotechnology companies, research institutes and academia, by encouraging innovation, commercialisation and globalisation. Overall it was seen as strengthening Scotland’s reputation as a centre of excellence for leading edge biotechnology.

The initial Framework was revised in 2001 to reflect changes in the performance of the cluster and the widening of the scope of its activities, including introducing companies operating in the medical device sector. The new Framework also included revised targets, which were:


Increasing employment in the cluster from 12,000 to 24,000;


Increasing the number of biotech companies from 50 to 100; and


Increasing the number of support and supply companies from 180 to 290.

The strategy focuses on three key areas: 


Building critical mass through new firm formation, foreign direct investment and engaging companies which are not currently in the cluster. 


Improving performance to strengthen skills and competitiveness in the global market. 


Building strategic linkages and value added networks to develop a community with added economic strength and real competitive advantage. 

The key activities that the Framework will deliver to support the plan include:

	
Commercialisation of the research base


Accessing finance for start-up and growth


Improving business support and infrastructure


	
Assisting international trade development


Improving skills


Strengthening vital networks


Attracting inward investment





The Framework highlights the Key Activity Areas under which they will deliver projects and programmes as detailed in Table 3.1.

	TABLE 3.1: BIOTECH FRAMEWORK 2000/2001

	Strategic Goals
	Key Activity Areas

	Building critical mass, through new firm formation, foreign direct investment and engaging companies which are not currently in the cluster. 
	Commercialisation
	Pre-Start and Start Up Support
	Targeted Inward Investment
	
	

	
	
	
	
	
	

	Improving performance to strengthen skills and competitiveness in the global market
	Business Development Support
	Internationalisation
	Knowledge and Learning
	Infrastructure
	

	
	
	
	
	
	

	Building strategic linkages and value added networks to develop a community with added economic strength and real competitive advantage
	Local Networking Initiatives
	Value Chain Working Groups
	Biotech Scotland Website
	Medical Device Institute
	Education Industry Skills


This review considers the changes to the baseline indicators and the progress made to achieving the four year targets. It also provides an analysis of:


Data reported through the KMIS system; and


The various projects that have been approved under the Framework.

The report focuses in on activity over the period 2000/2001. This reflects the changes to the internal reporting mechanism of SE and the difficulty in accessing data to provide a robust analysis prior to this period.
Key Events in 2000/2001

Changes To The Baseline
The initial baseline figures of number of companies and employment were developed through primary research for the Cluster Team by external consultants who have provided a six monthly update, again based on primary research. They have not sought to use published business and employment data to reflect two key factors.

Standard employment SIC codes are not suitable for measuring biotech activity as they are unable to provide the required level of disaggregation. In addition, business and employment data is not current being usually two years out of date. Therefore any data available today will only reflect the situation in 1999. 

The Cluster Team believe that while the current method of measuring business and employment data may allow a small number of companies to be missed, it is much more robust than any other methods. 

Table 3.2 below shows the changes to the baselines as reported through their monitoring systems.

	TABLE 3.2: CHANGE TO BASELINE

	Date
	Biotech Companies
	Service & Supply Companies
	Medical Device Companies
	Academic & Research Organisations
	Total

	
	Emp
	Comp
	Emp
	Comp
	Emp
	Comp
	Emp
	Comp
	Emp
	Comp

	Mar 99


	3211
	49
	2976
	93
	4000
	90
	2542
	25
	12729
	257

	Mar 00


	3344
	86
	4780
	135
	4000
	90
	2735
	37
	14859
	330

	Sep 00


	3677
	74
	4969
	163
	4771
	92
	5013
	53
	18430
	382

	Mar 01


	3873
	77
	5066
	173
	6742
	105
	7730
	49
	23411
	404

	Change

 
	21%
	57%
	70%
	86%
	69%
	17%
	204%
	96%
	84%
	57%


The data show there has been an increase in baseline employment from 12,729 to 23,411 which would suggest that the overall employment targets have been almost met. In addition, the number of biotech companies has increased to 77 (54% of target) and the number of support and supply ones from 183 to 278, again almost on target.

However, in terms of the employment data it is important to note the significant increase in the academic sector (5,188). The bulk of this increase largely reflects a recalculation of the baseline and the Cluster Team believe that this has accounted for much of this increase. However, there has also been an actual increase of over 600 jobs (21%) in biotechnology companies over the same period. 

It is therefore difficult to say exactly what the real increase in total cluster employment has been over the period. However, with the changes now in place, it should be possible to compare real increases over the next period. 

External Environment

At the global scale the Cluster Team believe that major events / themes through 2000-2001 included:


completion of the human genome sequence : major symbolic / PR event "The Book of Life" etc and a significant trigger for huge investment in biotech companies playing in the genomics area.  DNA sequence data will be used as the starting point for years to come in drug discovery programmes etc;


year was a bumper one for investment into biotech companies.  USA saw $40bn invested ($24bn of that as IPOs and follow-ons which compares with $26bn in IPOs and follow ons for the entire decade of the 1990s).  Europe also had a record investment year $6bn raised and 39 companies through IPOs. Also saw 35 specialist Life Science / Healthcare VC funds close with funds of approx $4bn.  Recent big investments like Cyclacel and Strakan now coming through as the public markets go cold on technology stocks and the private investors are sitting on sums raised last year;


globally the biotech drug pipeline expanded to record levels and saw 21 new biotech drugs approved by the FDA.  Now approx 120 biotech drugs on the market.  This resulted in shortfall in biomanufacturing capacity becoming an issue for the first time (particularly in US market);


heat was turned up on bioethics / public acceptability of the technology.  This will be the crucial theme which the industry must address going forward.  Year 2000-01 saw the public debate focus on use of stem cells worldwide.  UK passed very liberal legislation as compared with rest of Europe and the US (this year);


growing convergence of the IT/ Biotech sectors as several of the big IT companies signed JVs with biotech companies to enable data management of the big sequencing projects.
Milestones

At the Scottish level and based on the Framework for Action document the Cluster Team saw significant progress made on the following:


growth of the biotech cluster in terms of companies and jobs is on track to meet the targets set in 1999 in agreement with the Biotech Industry Steering group;


creation of Scottish office of the national trade body : BIA Scotland.  This is an essential component in the community taking ownership;


commercialisation of academic research has received a significant boost with 14 biotech projects receiving Proof of Concept funding of £2.5m in total;


strong relationships between SE Biotech team and the teams in LIS and STI, the latter resulting in £21m worth of business for Scottish biotech companies in Year 2000-01 and a further £16m projected;


launch of the Scottish Biotechnology College Consortium (see FFA document) and BioSolution;


launch of the Scotland-Maryland alliance (see FFA);


launch of "Your World" magazine, integrated into the school curriculum through collaborative approach;


approvals / groundwork done for Biomanufacturing Campus in Edinburgh completed, groundbreaking took place summer 2001
Network Operating Plan

The Network operating Plan for 2000/2001 approved a total of £11.505 million split between the Network’s Strategic Themes as follows:

IFSO:
£10.755 million;

PALE:
£0.750 million

The plan sets out Network Outputs and Key Targets as shown in Table 3.3.

	TAble 3.3: OUTPUTS AND TARGETS

	IFSO

	Network Outputs
	Key Network Targets

	Stimulate more research, development and commercialisation
	Help deliver 30 patent and IPR registrations by Scottish companies

	Support for patenting and licensing
	Support 38 commercialisation projects

	Targeted property support
	Help generate 14 spin outs

	Key infrastructure projects
	Work with 6 organisations to increase R&D potential

	Support new products and services
	Achieve 2 inward investments

	Maximise FDI contribution
	Support 30+ high growth starts

	Assist in establishment of new business networks
	Work with 4 companies working toward global status

	Examine new business models and collaborations
	Achieve 40 export projects

	Support adoption of new business models
	Develop 5+ networks dedicated to promoting innovation

	
	Establish knowledge management network of peers

	PALE

	Formation of new organisation to provide services and products critical to innovation
	Establish at least 1 knowledge management/learning Network of peers

	Encourage more research and knowledge sharing
	


KMIS Reporting

The Information reported through Kmis is shown in Appendix 1. It is analysed by both individual project and key project area.  The reporting framework identifies 16 Key Project Areas as highlighted in Table 3.4.

	TABLE 3.4: KEY PROJECT AREAS

	Biotechnology Mentoring
	Scottish Applied Research Centres
	New in Year Projects

	ADAPT Programme
	Scottish Incubator Network


	Product Development Support

	Bio manufacturing Facility
	Tayside Biotech Cluster
	Promoting Scotland's Biotech Cluster

	Biotech Innovation Networks
	Technology Targeting
	Science Park Developments

	Commercialisation Support
	Trade Development
	

	Value Chain Working Groups
	Value Chain Gap Analysis
	


The key points of the detailed analysis are highlighted below:


A total of 142 projects were reported during 2000/2001;


Over 50% of projects are reported as:


Commercialisation Support


New in Year Projects


Total spend is reported at £6,577,137, compared to an operating plan 


forecast of £7.6 million;


Activities are reported as:


242 Assists


24 Projects;


Outputs are reported using 17 measures;


Key reported outputs, include:


43 initiatives to increase commercialisation of research


over 24,000 mts of new and refurbished property provided


£16.25 million of private sector investment

In terms of reporting, the detailed analysis in the Appendix shows that there are significant gaps in the data:


71 projects (over 50%) do not report any Activities; and 


84 projects do not report any outcomes.

With the consequent lack of data it is difficult to report in aggregate what the Network is delivering, in total, and what are the likely outputs and finally potential impacts of the delivery of the Framework. Therefore the reported outputs are likely to underestimate the potential outturn. 

Our discussions with the Cluster Team confirms that there may be many projects which were not recorded or details provided.  

This relates to those projects where there is a long-term commitment such as a three year programme where annual reports are not completed. In addition, where projects were approved under LEC delegated authority, details may not be available. 

Biotech Approval Papers

In addition to the KMIS reporting, the Cluster Team monitor the various papers that have approved projects under the approved Framework. Again the detailed analysis is shown in Appendix 1.

The analysis shows that 51 projects amounting to £4,892,957 were approved during 2000/2001. 

The projects were analysed using the Key and Sub Activity categories highlighted in the Framework and the details are shown below in Table 3.5. 

	TABLE 3.5: ANALYSIS OF APPROVAL PAPERS

	Key Activity Area
	Sub Activity Area
	No Approval Papers
	Proposed Spend

	Building Critical Mass
	Commercialisation
	12
	417,689

	
	Pre Start Up and Start Up Support
	4
	194,808

	
	Targeted Inward Investment
	2
	108,700

	Improving Performance and Global Competitiveness
	Business Development Support
	2
	245,000

	
	Internationalisation
	6
	182,510

	
	Learning and Knowledge
	12
	436,250

	
	Infrastructure
	7
	3,110,000

	Building Strategic Linkages
	Local Networking Initiatives
	2
	25,000

	
	Value Chain Working Groups
	3
	113,000

	Strategic Documents
	Strategic Documents
	1
	60,000

	
	
	
	

	Total
	
	51
	4,892,957


The analysis shows that commercialisation and learning and knowledge account for over 50% of projects although infrastructure, unsurprisingly accounts for around 64% of total spend.

The forecast outcomes are detailed in the Appendix with the key ones being:


£1.2 million invested in new start ups;


a forecast increase in sales of biotech companies of £12.7 million with a £21.5 million increase in exports;


Over 275,000 ft of new property provided;


Over £70 million of private sector leverage; and


1,507 new jobs forecast as a result of the projects and programmes. 

As with the KMIS reporting, not all approval papers provide details of expected outputs or impacts and the above numbers will therefore underestimate the potential impact of the Framework. In particular, the Cluster Team believe that with the LECs having individual approval reporting systems during the review period, many of the projects approved within the Action Plan will not be detailed.  

In contrast, much of the outputs and impacts do not specify which year they are excepted to occur and as such it is difficult to consider the situation in any one year. The move towards reporting annual outcomes should help this situation in analysing future years. 

Overview of Activities

The year 2000/2001 was the first full year of activity under the new Framework.  As such much of the activity has focused on:

Developing and operationalising the strategy;

Marketing and communications;

Developing networks and engaging with customers;

Undertaking project development work; and

Adapting to the changing environment.

These activities are unlikely, by their very nature to result in short term quantifiable outputs or impacts. These will only become apparent in the long run.

With the focus on these activities this may explain why the level of spend is around half that approved in the Operating Plan, although there may be other activities that are not recorded or are recorded elsewhere. 

Progress against Targets

We have attempted to reconcile what data has been reported against the approved Network targets. This has been difficult as the measures used in the targets do not coincide exactly with the reported data and we required to undertake a certain degree of interpretation. 

Table 3.6 shows an assessment of progress against targets for the period 2000/2001 using both KMIS and the approval papers.

	TABLE 3.6: PROGRESS AGAINST TARGETS 2000/2001

	Target Area
	Target
	Kmis
	Approval Papers

	Help deliver patent and IPR regs by Scottish companies
	30
	-
	-

	Support commercialisation projects
	38
	43
	12

	Help generate spin outs
	14
	4
	5

	Work with organisations to increase R&D potential
	6
	19
	6

	Achieve inward investments
	2
	-
	23

	Support high growth starts
	30
	3
	25

	Work with companies working toward global status
	4
	-
	-

	Achieve export projects
	40
	-
	89

	Develop networks dedicated to promoting innovation
	5
	8
	10

	Establish knowledge management network of peers
	
	YES
	YES


Based on the above analysis, it would appear that most targets will have either been met or are nearly achieved.  The reporting systems do not provide information on two target areas (IPR and Global Companies) and as such we are unable to report. 

However, we understand from the Cluster Team and through an examination of the projects delivered, it appears likely that outputs will be delivered under these target headings, albeit there is no formal recording of activity.  

Overview Of Cluster Team

The Cluster Team recognises that there are a number of deficiencies in the system, particularly for the period under review. These are seen to make any review difficult and the results therefore less than valid. 

In particular, over the review period, the Cluster Team had no control (although they had the targets) over the individual LEC operations.  It is believed that much of the deficiencies in 2000/2001 have been sorted although any new (and evolving) system takes time to bed in and more effort is needed to ensure that the system is properly utilised.  Although it is seen as very time consuming, it is also recognised that when fully operating it will be a very useful tool for the Team. 

It was also recognised that there are deficiencies in terms of the measures being used in the reporting systems. Firstly, the Cluster Team has particular targets for which there are no measures being recorded and consequently it is not possible to measure progress. Secondly, some of the activities are both highly qualitative and long term – such as influencing Networks. 

Therefore much of their activities are going unrecorded and any review will always “underscore” achievements.  It was recognised that this is a major issue and that steps must be taken to ensure that it is corrected for the future. 

Biotechnology Cluster Review Feedback

Key issues from internal interviews

Successes


Network Cluster Team – works as an integrated unit. 


Framework for Action – provided clarity of purpose and helped raise international awareness of Scottish Biotech. 


Proof of Concept and the Enterprise Fellowships have been major successes.


Framework for Support – providing better reach to customers

General Issues


Monitoring & Evaluation is difficult.  Too driven by numbers.  How do you capture “getting a company closer to market”?


Clusters needs re-positioned within SE.  Are clusters still the preferred approach to developing critical sectors?

Operational Issues


Lack of a truly “one network” approach – mindsets not in place to let this happen.  Some LEC’s still see themselves inn competition.


Bio cluster isn’t focused enough on the “difficult” issues – commercialisation and new ventures.


Operational alignment – operational targets for some business units are not complementary to Biotech. Examples – missing opportunities in internationalisation because STI are not focused on micro businesses. 


People Management – Cluster Network Director’s still not inputting to the Performance reviews of all cluster team members.


Operating structures – changes have occurred but they are small in number and embryonic. Example Commercialisation activity at St. Andrews University is supported by SE, Tayside, with the blessing of SE, Fife.

Capability Issues


Capability of the SDI field staff to understand the Biotechnology pitch.


Are we making the best use of our STAR centres?  The provide knowledge and can open up new networks not just property.

External Interviews - Key issues raised

Level of involvement in the cluster process.


Interviewees were mainly on the fringes on the SE Cluster Activities. 

Benefits of the cluster approach.


Benefits of the approach have mainly been indirect through increased networking. 


There have been some businesses benefits in relation to increased growth, opportunities to enter new markets.  Example- Roslin Institute now the 2nd largest employer in Midlothian.

The cluster process.


Cluster what cluster?  Doesn’t have the critical mass, as yet, need to generate, nurture more companies.


 Cluster process isn’t well established.  However, this isn’t a problem as the important concepts – commercialisation, improved competition, innovation are well established. 


Having a national focus with a long-term agenda has help increase awareness of Bio in Scotland. 


Process has brought on board “the believers”, needs to start converting the wider community.  For example venture capitalists, Scottish Executive, and other local agencies. 


The LEC network still appears to be competing with itself.  Need to move to a joined up complementary approach. 

Delivery of objectives.


Progress has been made.  However, need to move to delivery mode and follow through good intentions with substance.  

SE Network needs to hold its nerve and invest heavily.

Future Cluster activity.


Focus on the things that will make a difference to the critical mass of the cluster – company growth and commercialisation.  


Establish a “Super Team” to create the eco-system for growth and commercialisation.  Team needs to unlock IP in universities and put it together with venture finance. 


Cluster needs to accelerate the pace of change and get more venture capital into the system. 

Food and Drink – Excerpts from EKOS Report

Background

SE launched its Food and Drink Cluster Strategy and Action Plan in April 1999. The £26.65 million 5 year strategy and action plan set out to achieve the following aims by 2010:


increase employment in food and drink processing (except whisky) by 6,000 employees, from 48,000 to 54,000;


achieve a growth in sales from £4.2 billion to £7.4 billion;


increase value added from £1 billion to £2.5 billion; and


treble exports to £1.5 billion.

The action plan focused on two priorities: achieving excellence in raw materials, and developing value-added meal components. To achieve this, it was indicated that the cluster must have powerful networks and the ability to innovate. The approach was also designed to embrace the drinks, agricultural, aquacultural, science and education base.

An emphasis was put on the need to create an atmosphere where collaboration and competition can co-exist, to overcome the problems of fragmentation and destructive inter-firm rivalry. Overall, the objective was to increase the level of activity in higher value added products and markets.

The initial Framework was revised in 2001 to reflect changes in the performance of the cluster and the widening of the scope of its activities, especially networking projects - including the establishment of a strong industry leadership group, and reduction in scale of some projects due to delayed progress. No revision to targets in terms of employment, sales, value added and exports were made at this time.

The 2001/2002 Operating Plan focused on 6 key areas: 


E-Business: to underpin all key areas of activity, to increasingly enable innovative solutions to key issues and activities, and enable business models within the cluster to change;


Leadership and Governance: to address the lack of sufficient leaders and organisations that are capable of competing in tomorrow's markets;


Skills: to develop a strategic approach to human resource development where the business benefits are clear;


Innovation: improve exploitation of new technologies to develop new products, improve processes, and add value by connecting the academic/research base with the rest of the cluster;


Market exploitation: address the lack of ability of the cluster to exploit the premium, sophisticated markets of the UK and Europe; and


Efficient Supply Chain: developing a competitive and efficient supply chain.

The key activities that the Framework will deliver include:

	
Increased inter-firm linkages throughout the cluster


Greater focus on collaboration and co-operation between companies and support agencies


Greater connectivity throughout the chain from plate to plough


	
Greater value added occurring in Scotland


Strong links emerging between supply and demand which create solutions to the industry's strategic skills needs


A major shift towards e-solutions within industry as a key enabler




This Chapter reviews the progress made in the Food and Drink Cluster, including a review of baselines, targets, and performance. It also includes a summary of discussions and consultations with the Cluster Team.

Changes To The Baseline

The initial baseline figures of number of companies and employment were developed through primary research for the Cluster Team by external consultants and Cluster Team members. The original sources of data, and assumptions behind the initial baseline could not be determined. Therefore a baseline has been re-calculated datasets as available and using SIC codes and other methods to define the cluster.

Standard employment SIC codes are only suitable for accurately indicating data and trends in the food and drink manufacturing and processing. In addition, business and employment data is not current being usually two years out of date. Therefore any data available today will only reflect the situation in 1999. 

Table 5.1 below shows the changes to the employment situation in processing and manufacturing as reported from the Annual Business Inquiry. The analysis indicates that:


Significant sectors in employment terms are:


production and preservation of meat


processing and preserving fish


manufacture of other food products


manufacture of beverages


Significant employment growth over recent years in:


processing and preserving fish


manufacture of dairy products


Significant employment decline in:


production and preservation of meat


manufacture of beverages

	
TABLE 5.1: EMPLOYMENT CHANGE

	Industry
	1995
	1996
	1997
	1998
	1999
	% change 1995 - 1999

	Production and preserving meat etc
	10,813
	10,753
	9,541
	9,367
	9,715
	-10.2%

	Processing/preserving fish etc
	7,536
	9,102
	8,999
	10,146
	10,406
	38.1%

	Processing/preserving of fruit & veg
	1,404
	1,125
	1,349
	986
	1,069
	-23.9%

	Manufacture of veg/animal oils/fats
	297
	354
	357
	331
	305
	2.7%

	Manufacture of dairy products
	2,308
	2,501
	2,095
	2,872
	3,365
	45.8%

	Manufacture of grain mill products etc
	375
	214
	424
	557
	433
	15.5%

	Manufacture of prepared animal feeds
	1,586
	1,920
	1,173
	1,346
	1,153
	-27.3%

	Manufacture of other food products
	17,379
	14,580
	16,341
	16,188
	16,515
	-5.0%

	Manufacture of beverages (excl. whisky)
	3,748
	2,537
	2,588
	5,916
	4,792
	27.9%

	TOTAL
	45,446
	43,086
	42,867
	47,709
	47,753
	5.1%


In terms of reviewing cluster targets, given that the latest figures are for 1999, it is difficult to assess progress.

In terms of the other targets, the latest figures available are as follows (for food and drink manufacturing):


sales of £3.8 billion in 1998 (Input Output Tables, Table 2, excludes Spirits & Wines, at 1998 prices);


value added of £1.2 billion in 1998 (Input Output Tables, Table 2, excludes Spirits & Wines, at 1998 prices); and


exports of £359 million in 1998 (SCDI).

Again, the delay in capturing data in official sources does not allow us to measure progress accurately.

Key Events 2000/2001

External Events

There have been a number of critical market developments that will have impacted upon the performance of the sector. These include:


the assumptions about quickly re-entering red meat export markets post-BSE have proved wrong, and re-entry has proved to be very difficult and slow;


foot and mouth has led to the full closure of red meat export markets, and a crowded domestic market;


seafood is in crisis due to the lack of availability of white fish species; and


the multiple retailer environment has become more competitive in terms of sourcing suppliers, and cost pressures have greatly increased, squeezing the supply base and putting some companies out of business.

Overall, these developments in the market suggest that performance will be significantly reduced from that anticipated at the time of the Cluster Strategy and Action Planning process.

Milestones

The Cluster Team did express a number of key achievements that they thought were worth emphasising, that were perhaps not represented well by performance data and reporting formats:


achieved a high degree of industry ownership of the Cluster strategy and approach, culminating in the Industry Strategy Group;


endorsed the Cluster strategy at the highest levels - including the Scottish Parliament and Scottish Executive;


achieving recognition that the Food and Drink Cluster approach was the central way forward for the cluster and industry;


implementation of key projects, including the Food Learning Network, CALMIC, Scottish Food & Drink International and progress in innovation and research.

The monitoring of baseline targets and activities was acknowledged as a problem, especially the tracking of the market and economic data.  In terms of the context for performance, there has been an issue regarding a shortfall of staff. 

The Cluster Team has not, since establishment, been up to planned staffing levels. It was felt that this had hampered progress in a number of planned developments.

2000/2001 Performance

Operating Plan

The 2000/2001 Operating Plan highlighted the Key Activity Areas under which the Cluster Team were to deliver projects and programmes in this year, as detailed in Table 5.2.

	TABLE 5.2: FOOD & DRINK FRAMEWORK 2000/2001

	Strategic Goals
	Key Activity Areas

	INNOVATIVE AND FAR SIGHTED ORGANISATIONS
	
Mentoring


Lead Industry Group


Organic


Inward Investment


Speciality Food Group


International Business Development Programme


CALMIC


Food and Drink Innovation Network


Biotech in Food


	POSITIVE ATTITUDES TO LEARNING AND ENTERPRISE
	
Graduate into food


Food Learning Network


Scottish Food Skills


New Business Formation



The Network operating Plan for 2000/2001 approved a total of £5.045 million split between the Network’s Strategic Themes as follows:

IFSO:
£4.235 million;

PALE:
£0.810 million

The plan sets out Network Outputs and Key Targets as shown in Table 5.3.

	TAble 5.3: OUTPUTS AND TARGETS 2000/2001

	IFSO

	Network Outputs
	Key Network Targets

	Encouraging longer term and more global management thinking and learning
	Work with 30 organisations to establish them as high growth

	Assisting in the introduction of new products and services
	work with 12 non-traditional organisations to help them develop IFSO characteristics

	Supporting the adoption of new business models and means of trading, such as e-commerce
	Work with 170 organisations to increase their R&D investment

	Promoting greater internationalisation, including activity to encourage new exporters and increase the sales of existing exporters
	Support 1 project, which will engage with 200 organisations, to increase the proportion of organisations using e-commerce

	Supporting the adoption of best practice in knowledge creation and management
	Develop 15 networks specifically dedicated to promoting innovative behaviour

	PALE

	Actions for learning issues
	Assist 250 new business starts

	Raise awareness of business benefits of training
	Strengthen business education links with 5 new initiatives involving 10 organisations

	Generate increased demand for management/leadership development
	135 SVQs achieved by employees of food and drink companies

	Work with education and training providers to encourage innovation - work with 12 organisations
	10 food and drink companies will become approved centres for SVQs

	
	65 employees of food and drink companies will become SVQ assessors

	
	10 employees of food and drink companies will become SVQ verifiers


Performance

Introduction

This section considers the progress made to achieving the annual targets. It also provides an analysis of:


Data reported through the Kmis system; and


Annual reviews of project progress conducted with project executives.

KMIS Reporting

The Information reported through Kmis is shown in Appendix 1. It is analysed by both individual project and key project area. The key points of the detailed analysis are highlighted below:


A total of 96 projects were reported during 2000/2001;


Total spend is reported at £1.8 million - this represents a serious underspend compared to the target of £5,045,000;


Activities are reported as:


87 Assists


36 Projects;


Outputs are reported using 7 measures;


Key reported outputs, include:


500 sq m New property provided


223 Initiatives to increase commercialisation of research.


200 private sector investments


Assisted 19 existing exporters to new markets


15 Hectares of land prepared

In terms of reporting, the detailed analysis in the Appendix shows that there are significant gaps in the data:


18 projects do not report any Activities; and 


91 projects (95% of projects) do not report any outcomes.

With the consequent lack of any output forecasts it is difficult to report what exactly the Network is delivering and what are the likely outputs and finally potential impacts of the delivery of the Framework. Therefore any outputs are likely to significantly underestimate the potential outturn. 

This lack of forecasting makes it difficult to establish progress in a formal sense, however the annual reports highlighted in the next section go some way to addressing this issue. 

Annual Reviews

In addition to the KMIS reporting, the Cluster Team monitor the progress of projects and priority areas by reviewing project progress periodically. A review was conducted during this operating plan period for January to May 2000 - the last 6 months of the Operational Planning Year.

The main achievements documented by goal include:

Goal One: To Develop Leading Processors:


learning journey held for 5 SMEs;


Graduate into Food Business has placed graduates from a range of disciplines into 28 SMEs;


£4 million support for an inward investor in Eyemouth Harbour;

Goal Two: Premium Markets


market development assistance for Scottish organic products, doubling of Market Development Scheme financial provision has been doubled to £1 million per annum for non-capital projects 


launch of Organic Scotland (new co-operative venture between Soil Association and Scottish Organic Producers Association);working with FFB to enhance its Scottish role;


48 Scottish Seafood companies exhibited on the Scottish Pavilion at the European Seafood Exhibition in Brussels.


Local Branding pilot project with in Dumfries and Galloway;Market Advantage workshops were held, and were attended by 144 representatives from over 71 companies;


The international trade development programme has assisted in excess of 250 companies, has covered 28 key exhibitions and hosted over 450 exhibitors. Over 30 inward missions and over 30 export development surgeries have been managed. The net impact of this work based on independent evaluation is in excess of £110 million increased exports;


60 food companies attended a meet the buyer event with Somerfield Supermarket;


28 companies have obtained new listings in the ambient goods category;


The Cluster Team is now represented on Food From Britain Speciality Food Group;


Grampian Food Forum participating in promotion throughout Safeway Scottish stores;

Goal Three: Innovation and Technology:


progress in developing the innovation network concept;


projects developed for implementation include support for aquaculture diversification, branded innovation support programmes incorporating Expert Help and SCIS, and the Livestock Breed Improvement Programme;

Goal Four: Quality and Safety Standards:


Successful transition of Scottish Seafood Project into Seafood Scotland with the appointment of new chief executive, generation business plan and securing funding and/or support from Seafish Industry authority and three agencies;


Quality Meat Scotland - legally formed; 


Smart Farms project with 10 objective 5b farms in Grampian region completed.
Goal Five: Effective Infrastructure


pilot surveys to identify opportunities for improved service and cost cutting through capacity sharing;


Delivery of a series of Digital Advantage workshops;


E-Comm2000 Programme implementation;


2 workshops enhancing supply chain relationships held;


participation in UK wide food chain Foresight activity;

Goal Six: Develop Our People


Food Skills Group established to advise on design and development of skills initiatives;


Framework for Food Learning Network developed;

Scottish Food Skills project went live - 806 cereal packs sent to food & drink Managing Directors with 11% response rate.  47 initial briefing visits completed and 12 in pipeline.  8 companies implementing SVQs. 12 assessors/ verifiers trained, 7 assessors/verifiers in training, 22 candidates registered, 1 company gained approved centre status;


Create Interest initiative launched. Links established with 11 Education Business Partnerships, 7 Careers Services and 4 FE/HE establishments;

Goal Seven: Communications


Scottish Food Conference, February 2000 was attended by over 250 cluster players;


Production of newsletter outlining cluster action plan progress and circulation over 500; and


Design and launch of www.scottishfoodanddrink.com – providing a buyers guide, access to market intelligence, trade leads and links to other relevant food information sites.

Overall, from the project review process, there appears to be a lot of activity in terms of developing and delivering initiatives and programmes. In terms of the KMIS data available, it is a moot point to ask why this volume of activity has not been captured in formal management information systems.

Progress against Targets

We have attempted to reconcile what data has been reported against the approved Network targets. This has been difficult as the measures used in the targets do not coincide exactly with the reported data and we required to undertake a certain degree of interpretation. 

Table 5.5 shows an assessment of progress against targets for the period 2000/2001 using both Kmis and the approval papers.

	TABLE 4.5: PROGRESS AGAINST TARGETS 2000/2001

	Target Area
	Target
	Kmis
	Approval Papers

	Work with organisations to establish them as high growth
	30
	-
	-

	Work with non-traditional organisations to help them deliver IFSO characteristics
	12
	-
	-

	Work with organisations to increase R&D potential
	170
	-
	-

	increase the proportion of organisations using e-commerce
	200
	-
	-

	Develop networks dedicated to promoting innovative behaviour
	15
	-
	-

	Assist new business starts
	250
	-
	-

	Strengthen business education links with organisations
	10
	-
	-

	SVQs achieved by employees
	135
	-
	-

	Companies becoming approved centres for SVQs
	10
	-
	8

	Employees becoming SVQ assessors/verifiers
	75
	-
	12


Based on the above analysis, it would appear that there is little reporting of activities and outcomes that is consistent with how targets have been described in the Operating Plan.  It is therefore not possible to measure progress, on the basis of reported data, or to say exactly where the projects have achieved outputs. 

This is not to say that there have been no contributions to these targets, but rather, it is difficult to reconcile them from available documentary and reporting evidence.

View on Reporting Framework

The Cluster Team were consulted as part of this performance assessment, to canvas their views on the progress to date, and their experiences with performance and monitoring systems, as well as to gain an overview of the changes to the market context for the cluster.

Difficulties were expressed in trying to reconcile the various reporting formats, such as approval papers, KMIS and Operating Plans. The reporting systems were not regarded as straightforward, and did not always support the delivery of the Cluster Plan. 

This was thought to be especially the case in terms of activities designed to achieve a cultural and behavioural change in the Cluster and in wider perceptions of the food and drink industry.

Food & Drink Cluster Review Feedback

Key issues from internal interviews

Successes


Industry Steering Group – starting to take real ownership of the process


Project delivery -  Food Learning Network & Food Facts 


Framework for Support – providing better reach to customers

General Issues


Monitoring & Evaluation is poor.  Too many variables and a lack of clarity in the relationship between activities and cluster targets.


Clusters needs re-positioned within SE.  How does it fit with Business Transformation?

Operational Issues


Lack of one network approach - Some LECs still ploughing their own local furrow.


Operational alignment  - duplication of effort beginning to end although still haven’t cracked the one network approach.


Playing by the rules – Projects pushed out to LECs when they didn’t have the expertise or the time to really make them happen.


Operating structures – no significant change.  With the exception of Food & Drink International.  


Delays in fully staffing cluster team have resulted in a serious lag in implementation.


Reporting structures – budget process, project appraisal, performance appraisal.


New internationalisation models demand new skills sets within the network.


Issue of “the day job” mentality need to be resolved.


Need to build capability within the network or be able to develop projects more fully in Atlantic Quay.

 External Interviews - Key issues raised

Level of involvement in the cluster process.


All interviewees now part of the Industry Steering Group. Involvement included focus on a key strategic issue e.g. skills, 

Leadership Group beginning to take control of the cluster process and really drive it forward. 

Benefits of the cluster approach.


Benefits of the approach have mainly been personal.  Helping to expose individuals and therefore their organisation to new ideas and new thinking.  Example learning Journey to the US. 


There have been some business benefits in relation to efficiency/ productivity and in the identification of new project leads around functional foods.


Food and Drink industry now has a clear, concise vision for 2010.  Which has much higher degree of buy-in than has been achieve previously?


Specific Successes – Loadshare, collaborative branding and joint ventures.


Food Learning Network – delivered real hard cash benefits for the colleges involved.  The relationship building opportunities arising from the Network have also brought less tangible but never the less useful benefits.


The national strategy is helping to open doors in other public bodies – SHEFC, Scottish Executive etc.

The Cluster Process.


The networking and community building has worked very well due to the consolidating focus of the National Strategy.  


To date the cluster process has developed the foundations.  It needs to use this as the hook to really move forward. The majority of small companies still ‘don’t get it’. 


Has brought on-board the early adopters but a lot more needs to be done to convince the wider industry of the merits of the process. 


Can’t continue to rely on goodwill from volunteers.  For targets to be delivered someone has to be responsible and remunerated accordingly. 


Quality of service is very varied across the network.  “SE should ensure that all LECs are completely on-board with the food work”

Delivery of objectives.


Performance has been patchy – Goals not progressing at a uniform rate.

Cluster activity needs to start delivering and sharing good individual examples.


No evidence of huge changes having happened.  Although understanding exists that real structural change will take time.   

Future Cluster activity.


Need for greater focus  - need to channel activities in the right direction.  Need to support big national projects that will achieve the greatest impact for the cluster.


Need to start listening to the industry more and stop ‘flogging dead horses’.


Need to bring on board new blood and broaden the involvement  – especially amongst small companies.


SE needs to be brave enough to take the decision to pull out of some things.


Companies need to start seeing real tangible benefits very soon, if the enthusiasm and momentum is to be sustained.


Need to modify the cluster strategy on an annual basis and establish real hard delivery targets, possibly set by the cluster.


Need to keep reviewing whether the cluster approach – with its emphasis on collaboration – is the best long-term strategy to develop the good industry.

Semiconductors

Background

SE launched its Action Plan for the Semiconductor and Microelectronics Cluster in April 1999. 

The £46 million strategy covering the period 1999-2004 set out to have:


5,000 employees in design, development and applications with a further 5,000 in manufacturing and 4,500 in supporting industries;


the world’s most successful Intellectual Property trading exchange;


five new hi-tech global microelectronics companies; and


attracted international development groups to Scotland.

The plan also identified the need to:


keep the 8,000
 people currently employed in Scotland’s semiconductor and microelectronics industry; and


not lose the 4,000 jobs forecast via Alba.

The Plan set out the following six strategic themes to:


become a global centre for microelectronic design, maintaining the momentum of the Alba project;


increase the quality and quantity of research and development and its application in Scotland;


increase our impact on the fast emerging world of software, process design and embedded software;


develop and commercialise emergent microelectronic related technologies;


sustain and develop the manufacturing base in Scotland;


make better connections between the cluster components and their final markets.

Cutting across these themes a number of more general economic development issues were identified:


encourage the creation of new businesses through wider and more ambitious entrepreneurial skills and the availability of hi-tech finance for spin-outs, company start-ups and commercial ideas;


communications plan to change the international and domestic perception of the Scottish cluster from manufacturing dominated to a hi-tech knowledge cluster; and


developing new ways of encouraging links and networks to be set up in the cluster including a review of some of the institutional links

Key Events 2000/2001

Changes To The Baseline

The initial baseline figures of number of companies and employment were developed through primary research for the Cluster Team by external consultants.  Baseline figures are given for the seven semiconductor manufacturing companies and 80 supplier companies.  

	table 4.1: employment

	
	1997 (Actual)
	2000 (Forecast)
	Increase
	% Increase

	Manufacturing
	7,080
	8,500
	1,420
	20.1

	Suppliers
	2,373
	3,6721
	1,299
	54.7

	Total
	9,453
	12,172
	2,719
	28.8


! These were forecasts to 1999

Source: Industry Overview and Supplier Infrastructure

The baseline gave actual employment levels in 1997 and forecasts for 1999 for the supplier companies and 2000 for the manufacturers.  Employment in 1997 totalled 9,453 and was forecast to increase to 12,172 in 2000, up by 28.8%

The baseline figures have not been updated since 1997 so it is not possible to measure the actual change in employment against forecast levels.

However, as the baseline identified employment by individual company it would be relatively straightforward to undertake an update as long as new entrants to the market can be identified.

The cluster team believe that primary research, rather than secondary data,  gives them a much clearer indication of the size of the cluster.  Standard employment SIC codes are not suitable for measuring the cluster as they are unable to provide the required level of disaggregation. In addition, business and employment data is not current being usually one and two years out of date, respectively. 

External Environment

The worldwide economic climate is weakening, primarily driven by the dramatic drop in demand for electronic systems.  This drop in the first instance was seen in the USA but is now affecting all regions of the world.  The two areas of the electronics equipment industry which are performing poorly are:


data processing which includes PC’s, workstations, storage devices, etc; and


communications which is dominated  by mobile phones but also includes other wireless and wired products.

This drop in demand has lead in turn to:


a reduction in demand for wafer fab capacity;


a reduction in demand for materials supplied to wafer fabs; and


excess inventories being scrapped or re-valued.

Overall the microelectronics industry has been affected in a very major way that has resulted in facility closures, lay-offs and delays in major investments.  In Scotland that has meant a string of job loss announcements in the industry.

The main question facing the industry is when will the downturn bottom out and upturn begin.  Without an early upturn the industry will continue to contract and will impact on more of the microelectronic infrastructure and design (which to date has been relatively unaffected as companies want to be ready to announce new products when the market improves).

Milestones

The Cluster Team did express a number of key achievements that they thought were worth emphasising, that were perhaps not represented well by performance data and reporting formats:


£20 million Motorola design centre secured, underpinning the Alba development;


development of national Microelectronics Test centre opened in May 2001;


£500,000 of Proof of Concept Funding awarded to five projects in first round;


Institute for Systems Level Integration has enrolled 54 students;


Key vocational courses developed in conjunction with industry and FE colleges; and


Microelectronics web-site established as a key communications vehicle.

Network Operating Plan

The Network operating Plan for 2000/2001 approved a total of £11.567 million split between the Network’s Strategic Themes as follows:

IFSO:
£10.315 million;

PALE:
£1.252 million

The plan sets out Network Outputs and Key Targets as shown in Table 4.2.

	TAble 4.2: OUTPUTS AND TARGETS

	IFSO

	Network Outputs
	Key Network Targets

	
More support for product and service design and innovation


Promote greater internationalisation


Stimulate more research and development and commercialisation activity


Encourage longer term, more global management thinking and learning


Support Scotland wide industry communities that will serve as focal points to generate vision and energy within key cluster


Create international awareness of Scotland as a world centre for design and development in microelectronics


Change the international perception of Scotland from that of being primarily manufacturing led to that of an entrepreneurial, research and design led economy, as regards semiconductors


Support patenting and licensing activity


Attract key knowledge workers in the microelectronics industry to Scotland


Develop key infrastructural projects


Further develop and enhance supplier activity


Increase new exporters, sales and markets of existing exporters and overall increase of exports in the semiconductor industry
	
Work with 11 organisations to increase R&D potential


Support 2 high growth starts


Help deliver 4 patent and IPR registrations by Scottish companies


Generate 20+ inward investment enquiries


Achieve 15 new export projects


Encourage 15 existing exporters to enter new markets


Increase R&D component of FDI cases won for Scotland


Develop 2 networks specifically dedicated to promote innovative behaviour


Establish knowledge management network of peers


Attract key knowledge workers for the microelectronics industry to Scotland


Support 5 commercialisation projects


Assist 2 spin out companies

	PALE

	
Work with education to provide key knowledge workers


Increased semiconductor awareness and understanding amongst students


Increase in lecturers trained to industry standard
	
10 post-graduate students graduating


30 new postgraduate students enrolling


20 students undertaking CPD modules


However, this operating plan did not allocate outputs to individual projects.  

We were subsequently given, by the Cluster Team, an operating plan that showed outputs and impacts by project (shown in Appendix 1)

KMIS Reporting

The Information reported through Kmis is shown in Appendix 1. It is analysed by individual project.  We have been provided with two sets of reports from K-MIS – one form the Cluster Team and one from SE Planning & Evaluation  – which show different levels of expenditure. 

 We have used the data provided by the Cluster Team which provides more information.

The main reasons for this appear to be:


the report dated August 6 does not record some of the projects which feature in the Cluster Team report; and




information for Alba has been recorded under different codes and for recorded different amounts.

The key points of the detailed analysis are highlighted below:


A total of 54 projects were reported during 2000/2001;


16 of these were Alba related projects;


Total spend is reported at £7,236,100;


Activities are reported as:


9 Assists


25 Projects;


22 enquiries


Outputs were reported as;


10 Initiatives to commercialise research


2 Spinouts achieved


12 academic staff participating in commercialisation


6 companies participating in HNC in Mechatronics


4 patent/IPR registrations


5 organisations actually on site


8,400 participants in local project taking next step


3,150 hectares of land prepared


Outcomes were reported as;


£80,000 increase in sales


6 jobs


1 start up surviving

In terms of reporting, the detailed analysis in the Appendix shows that there are significant gaps in the data:


only 13 projects reported any Activities; and 


only 7 projects reported any outputs/outcomes.

With the consequent lack of data it is difficult to report, in aggregate, what exactly the Network is delivering and what are the likely outputs and finally potential impacts of the delivery of the Framework. Therefore any outputs are likely to underestimate the potential outturn. 

Semiconductors Approval Papers

In addition to the Kmis reporting, the Cluster Team monitor the various papers that have approved projects under the approved Framework. Again the detailed analysis is shown in Appendix 1.

The analysis shows that 18 projects amounting to £2,889,600 were approved during 2000/2001. 

The forecast outcomes are detailed in the Appendix 1.  The approval papers provide much greater detail of outcomes from individual projects, than that given in the K-MIS reports. 

However the approval papers provided do not cover all of the projects that have been underway in 2000/2001 and therefore the above numbers will again underestimate the potential impact of the Framework.

Progress Against Targets

We have attempted to reconcile what data has been reported against the approved Network targets. This has been difficult as the measures used in the targets do not coincide exactly with the reported data.

Table 4.3 shows an assessment of progress against targets for the period 2000/2001 using both Kmis and the approval papers.

	TABLE 4.3: PROGRESS AGAINST TARGETS

	Target Area
	Target
	Kmis

	Work with 11 organisations to increase R&D potential
	11
	-

	Support 2 high growth starts
	2
	-

	Help deliver 4 patent and IPR registrations by Scottish companies
	4
	4

	Generate 20+ inward investment enquiries
	20+
	22

	Achieve 15 new export projects
	15
	-

	Encourage 15 existing exporters to enter new markets
	15
	-

	Increase R&D component of FDI cases won for Scotland
	?
	-

	Develop 2 networks specifically dedicated to promote innovative behaviour
	2
	-

	Establish knowledge management network of peers
	1
	

	Attract key knowledge workers for the microelectronics industry to Scotland
	?
	-

	Support 5 commercialisation projects
	5
	10

	Assist 2 spin out companies
	2
	2


Based on the above analysis, it would appear that some targets will have either been met or surpassed.  The reporting systems do not provide information on a number of areas and as such we are unable to report in any detail on these targets. 

As stated earlier the approval papers give further information on outcomes/outputs for individual projects but the majority of these have not been entered into K-MIS.  Where they would not fit with K-MIS measures an alternative system for reporting back against these more detailed outputs/outcomes is not available at present.

Therefore while it is likely that the there will have been greater progress towards the overall Action Plan targets than recorded above, it is difficult to be definitive in any meaningful way. 

Overview of Cluster Team

While recognising the need for the ongoing measurement of the outcomes from the Cluster Action Plan, the Team does not believe that the current system is full able to reflect their real output.  They believe that much of the cluster activity is not measurable at the individual project level and that it is only as a whole are you able to fully reflect their impact. 

In particular, they are seeking to work closely with the industry for whom the SE internal reporting systems mean nothing. The key for them is to impact at industry level rather than individual company level.

Again, they highlight the fact that over the review period, the Cluster Team had no control (although they had the targets) over the individual LEC operations. 

In developing their future plans they believe that the key will be to translate what the industry wants into Kmis “speak through developing more appropriate measures and indicators. 

It is more the inappropriateness of the measures and misunderstanding of the system that has resulted in so little activity and output information being recorded. There are still some issues over communications between LECs and the Cluster Team that results in much of the overall activity going unrecorded and although they “sign of” all the larger projects, they believe that many of the small ones may slip through the net.

Overall they believe that the review will underestimate the real outputs achieved during the review period due to the deficiencies highlighted earlier, although progress that is being made should help in future years.  

Microelectronics Review Feedback

Review of Cluster Action Plan

The review exercise covered the operational year 2000/01, the first full operational year for the first wave of cluster teams.

General Issues


Cluster team and the LECs operate largely independently


Weak linkages between the operating plan and the cluster action plan targets


Reporting formats don’t take account of some cluster based activity


No formal linkages between various reporting formats


No formal method of aggregating activity

Microelectronics Cluster Specifics


Difficult to report exactly what the Network is delivering and what are the likely outputs and the final impacts. i.e. Poor project reporting. 


Some targets are being met or surpassed.  However, the reporting systems do not provide information. Example Alba reporting.


Updating the baselines – Action plan targets have remained static while external environment has changes significantly.


 Mismatch between operational outputs and action plan targets.

Conclusions and Recommendations 


Improving management information systems

Measuring changes to the baseline


Providing annual reports


Monitoring & evaluation plans


Accounting for the external environment

Key issues from internal interviews

Successes


Alba – helping to raise the profile of Scotland


Proof of Concept Funding – tackling a systemic problem


Skills Forum – a now issue for then cluster

General Issues


Lack of understanding of the bigger picture


Breakdown in communications 


Centralised operational model

Operational Issues


Positioning of the cluster in the Network


Operational alignment  - some early signs of progress


Operating structures – no significant change.  


Relationship with International Operations


Reporting structures – budget process, project appraisal, performance appraisal.

Capability Issues


Development of the Core Cluster Team  - where do Opto and Comms Tech sit?


Speed of response – need to be quicker at responding to new challenges.


Development of new capabilities – new internationalisation models, sources of finance etc.

 External Interviews - Key issues raised

Level of involvement in the cluster process.


Involvement included attending breakfast meetings and the Industry Dinners (seen as useful networking opportunities for companies and the academic community) and in some cases input to early cluster strategy development work.

Regardless of level of involvement (Steering group members, key players, on the periphery) people did not have a clear picture of what was currently going on in the cluster and what the priorities were.
Benefits of the cluster approach.


All interviewees were unable to quantify any real benefits (although in most cases benefits were recognised).


More networking taking place – especially within industry and between industry and academia.


Alba and the SLI Institute helping to put Scotland on the global design map.

Awareness of the Clusters approach.


The majority of those interviewed were aware of the concept.  However, it was seen as more relevant to Scottish Enterprise as an economic development tool than to industry as a business development tool.


SE process seen as flawed - not focused on the 'must haves' and on where the approach can really make a difference.

No clear focus for activities – design community and the multinationals both feel that the other is the focus of attention.


No universal understanding of how the various elements of the cluster work together, especially in relation to support bodies – Alba, Electronic Scotland, NMI, Cluster Team etc.
The cluster process.


Frequent SE staff changes has resulted in relationship discontinuities and hindered the smooth working of the cluster.


Breakdown in regular communications has meant that there is no clear articulation of the cluster goals, objectives and activities.


Can be long lag times between developing ideas and implementing them. 


Communication tools do not have any great pull “why would I go to the microelectronics website?”


Steering Group needs to start leading the process.


How does the cluster activity fit with Smart, Successful Scotland?

Delivery of objectives.


Don’t know what all the objectives are, so it’s difficult to comment. However, Alba related activities are seen as one area of success.

Brings people together on important issues but does not follow through to deliver a solution.  “No sense of urgency from SE”.

Cluster activity is not focussed enough to deliver the critical objectives.

Future Cluster activity.


Clearer focus on what needs to be done NOW:


Recruitment and skills development


Increasing the critical mass of design companies


Minimise the number of companies leaving Scotland.


Re-vamp RSA to support R&D inward investment


Cheaper more accessible broadband access


Concentrate on where success is emerging and back it – e.g. opto/semi design.


Improve communications – drive forward with a clear vision and set of objectives.


Re-think SE’s role – become more urgent and solutions-orientated.  Stop trying to please everyone.

Appendix 4

Excerpts from the Interim Report

Clusters and International Operations: Integration Issues

Describing the relationships between IO and Clusters is not straightforward. To clarify thing, we offer a simple model, which gives an indication of how the process of integration happened. In fact, it is sufficiently general to describe any process where two different approaches are coming together. There are three main aspects to the model. 

Firstly, there is a set of required conditions. For the Clusters-IO situation, we have highlighted three – a shared understanding, an involvement in the process, and a willingness to be flexible about behaviours and structures. If these required conditions are in place, then there is a desired outcome – in this case a likelihood that overall objectives will be aligned. If this happens, the consequences – in terms of practical actions – are that activities are co-ordinated, skills and support structures are aligned, there are common expectations and approaches, and resources are used optimally. The following section tells the story of clusters-IO integration, taking each of these elements in turn.
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Processes and Consequences of IO/Cluster Interactions

A shared understanding and context for clusters 

It was – and is still – vital that the clusters idea is widely understood within the SE Network and beyond. After some early difficulties, very extensive consultation processes were put in place to allow Network staff to understand the concept. However, when the 1999 Network Strategy was launched, there was confusion over how clusters fitted with the new Network priorities.  ‘Smart Successful Scotland’ (SSS) makes explicit reference to key clusters, but there is little or no sense of priority of approaches within the document. 

This aspect of clusters positioning is vitally important. Staff working in these teams and  businesses operating within the cluster are unsure of whether the clusters concept is valued within the SE Network. Does it have a future? Until this ambivalence to clusters is addressed – either by saying that it is important, or it is not, then the issues about priorities, targets and systems are unlikely to make a real difference. Different parts of SE have different objectives. If clusters is seen as not important to the overall strategy and SSS, then it becomes very difficult for the teams to gain sufficient influence and power to make a difference within the SE Network. Ironically, clusters teams often find that their work and objectives are better understood outside the SE network. 

Although clusters has now been around as a concept for several years, and many people in the Network have experienced working with cluster teams, there remains a feeling that the major principles of the clusters approach are not being followed. Money and effort goes into cluster plans at the project level. There is less emphasis on the ‘bigger picture’ ideals that the cluster teams started out with. This might, ultimately, have an effect on the true additionality developed within the cluster process. 

Involvement in clusters strategy and selection 

The relationships between IO and clusters started with the strategy development phase of the cluster plans. LIS and STI were invited to be part of the teams that devised the strategy, but there was little coherence in how this was followed through. Some relationships worked better than others.  For some areas, there were individual connections and clear common interests (for example, between food and STI). But in other areas, were one might have expected relationships to develop (between semiconductors and LiS) it took a large amount of time and effort for the links to benefit both sides. 

The initial 4 pilot clusters were chosen on the basis of being ‘pilots’. Because of this, they did not necessarily reflect the exiting priorities of IO teams at the time. There were many different interpretations of what ‘key industries’ Scottish Enterprise should be supporting. STI had its key sectors in the International Challenge. Two years ago, Locate in Scotland had 24 sectoral target areas. There were other sectors represented within teams in SE Bothwell Street, as well as local concentrations in the LEC network.  

Because the pilot clusters were chosen without a large amount of discussion, this led to problems as IO teams were not convinced that the imposition of new industry target areas would help them achieve their own objectives. As a result, the integration process has taken time.  The situation has improved and matured in many cases, especially for the first three clusters. IO plans are more focused, identifying fewer sectors for proactive marketing. Joint working is now very effective between biotechnology and LIS, for example. But there is more to do. Second-wave cluster teams are still finding that their projects are being constrained by a ‘not invented here’ viewpoint in some parts of IO. 

Flexibility in behaviours and structures 

In order to make change happen, it was imperative that parts of the SE Network had to be flexible in their behaviours, structures and targets. It has taken a long time for this to start happening between IO and clusters. 

As explained above, the IO models have been very successful in delivering economic development benefits for Scotland. When the clusters approach was developed, it was not positioned strongly as a ‘dominant’ model which all business units should work around. Because of this, LIS and STI did not have any real incentive to change their activities or behaviour. Support for clusters was seen as a ‘nice to do’, but the real work was elsewhere. The adoption of the clusters process did not lead to significant changes in the behaviour and working arrangements of IO teams.  

There are many signs that the situation is improving. LiS has now organised its home teams on an industry basis, which does help in aligning themselves with clusters. For understandable reasons, the LIS field office are still structured by geographies, as is STI. Although not insurmountable, these structural issues have made it more difficult to reach agreement on issues and move forward on cluster projects.

Alignment of Objectives

Interview responses suggest that these required conditions – understanding, involvement and a willingness to be flexible - were not in place to ensure a completely effective working relationship between clusters and the IO teams. In short, the objectives of these teams were not wholly aligned. LiS and STI were clear about their objectives. LiS tried to maximise the amount of jobs and investment coming in to Scotland. STI focused its attention on increasing Scottish export sales, with a particular emphasis on smaller companies. 

The clusters teams set out their objectives within their Action Plan. These were targets such as: increasing the number of employees, value of sales, number of companies, value of exports within their chosen cluster. However, the cluster teams had some difficulty articulating the projects that would help them achieve these targets. Much more work was required to get project ideas (contained in the Action Plans) to the implementation stage. In particular, the action plans did not specify in great detail the roles for LIS and STI. 

So, IO teams had a model and targets that did not specifically link to the clusters approach. Clusters had another view on the world, set targets, but could not be specific about how IO teams could contribute to them. Without a genuine, shared appreciation of how both sides could benefit from these new approaches, this situation was unlikely to deliver real and co-ordinated benefits in a short space of time.  

Recent LIS plans have stressed that cluster areas would be priorities for attention. The LIS Asia Marketing Plan contains key messages about Alba and VCX. Propositions for biotechnology and optoelectronics are in an advanced stage of development. The European team has highlighted four main primary targets for contestable FDI decisions. Sub-sections include microelectronics, optoelectronics and biotechnology. 

However, these just indicate priorities for activity. Actual targets for LiS and IO are based on macro-level activities and outputs. Staff work towards attaining a certain number of enquiries, visits and sales leads, which should translate in to projects, jobs and investment. These targets are not classified according to cluster areas. As a result, there is little real incentive to change an approach that was delivering benefits. 

There have been attempts to improve alignment. Earlier this year, an International Opportunities Mapping project was started. This aimed to identify the precise nature of the international opportunities that were emerging from the cluster strategies, and then to identify projects and specific companies that need to be targeted. This process has started with e-commerce (not a cluster) and biotechnology. It is a promising idea that needs commitment and follow-up action. 

The fact that clusters and IO have worked well together in many instances is mostly down to individuals seeing the benefits, and wanting to make it work. In interviews, it has been noted several times that the clusters-IO relationship has made progress despite the systems within SE, not because of them.  

Common approaches and expectations. 

Because the models and objectives have not been aligned, there is still a great deal of frustration between IO teams and clusters as to what each team can do for each other. For example, LiS expected the cluster teams to be an immediate source of industry expertise. They could be provided with clear product marketing messages and therefore go out and sell the product. The cluster teams were in development stage, and so were unsure about how and whether inward investment fitted into their plans for the cluster. 

For many in the cluster teams, the LIS radar is still focused on big wins and general selling messages. As a result, there is a feeling that the cluster teams do not get the support they feel is required. Marketing has become much more of a niche activity, with the clusters process able to highlight targets and put together a specific proposition to an individual company. This type of approach is now being taken forward in LIS, but there is frustration that IO continue to seek out (or respond positively) to potential investors, even if it contradicts the cluster plan. This again, seems to represent a misunderstanding of respective roles.

Similarly, the STI approach is often claimed to be too strongly wedded to a standard model of export development. For clusters the typical international company is often small and specialist. They need to be international from Day 1. This requires a new style and form of engagement, where a number of people will have a role to play in a co-ordinated manner. This does not fit neatly into STIs development programs. 

There are some notable examples of good practice, with people from IO and clusters working together on common projects. The biotechnology team work as a fully integrated team, with representatives from LIS and STI. This relationship has taken many months to develop, but its now working well. The attraction of Molecular Robotics, a MEMS/Nanotechnology company, provides a useful example of how clusters and IO can complement each other. Members of the cluster team were integral parts of the pitching team, and arranged the visit programme, identifying the right university departments and centres of excellence to visit. Attracting Test Advantage to Scotland was another joint effort between the semiconductors and IO team.  Scottish Food & Drink International has been set up as a joint project between the food cluster and STI. The group will be housed within STI, with STI staff, but be accountable to the Food & Drink Industry strategy group.

The following table provides an illustration of how the cluster and IO teams have worked together. 

Table 1: Instances of Joint Working

	
	Food & Drink
	Semiconductors
	Biotechnology

	LiS
	
Very few examples of joint projects


Improved relationships between teams – LiS person looking specifically at food opportunities


Food & drink companies now on LiS ‘radar screen’


LiS approach cluster team for expert input
	
‘Intelligent targets’ identified and actioned – i.e. test companies

Building on magnet successes such as Alba, SAMC


Talent Strategy


Joint approach to fdi cases e.g. Molecular Robotics & Test Advantage.


	
Integration of LiS into cluster team


Joint international promotion 


Joint pitches to companies and academics

Biomanufacturing initiative – joint approach by LiS, SE, SEE&L and Cluster Team specialists.



	STI
	
Integrated approach to F&D internationalisation – bringing together of expertise.


Example - Scottish Food & Drink International – strategic approach to internationalisation.
	
Limited scope for joint working


Joint approach to internationalisation process for SMEs.


Success of Asia team approach:  – cluster team bring knowledge of Scottish cluster, while Asia Team provide country specifics.
	
Full integration of STI to cluster team – single point of contact approach.


Developing use of STAR centres 


Example – Bio 2000 & Bio 2001 industry events


Field Team development: clusters team developed US team Bio awareness roadshows.




Skills sets and support requirements. 

IO teams are backed up by teams of salespeople, selling/delivering a relatively standard product. As the internationalisation process becomes more complex, this raises issues about the balance between generalists (who are selling Scotland, or administering standard export programs) and specialists (with industry or functional expertise).  Clearly, the ideal solution is a balance. IO teams would like to see more marketing expertise in the cluster teams – to provide clear selling messages; while Cluster teams call for an increased level of product knowledge and flexibility in general sales people. The real need must be for collaborative teams, with complementary skills, to take forward projects.  

Different parts of the SE Network also need to learn from each other. The biotechnology cluster team has worked closely with LiS field officer to develop their expertise in understanding the Scottish biotechnology scene. As an example, Ken Snowden and Kevin Bazley of the Biotechnology team undertook a 3 week mission to teach LIS and STI field officers about specific biotechnology selling messages. They also sat in on visits to companies on their joint target list. 

But it is not just industry experts that are required in supporting more complex processes of going international. The ability of the SE Network to conduct due diligence on prospective international partners has suffered since Scottish Development Finance became an autonomous body. At the moment, LiS Finance team has very little expertise over and above dealing with straightforward RSA applications, which leaves SE exposed as not having the right support for more complex models of progress such as joint ventures, strategic alliances. As these are common tools for the development of clusters, this skills gap is worrying. 

Co-ordination of activity. 

The advent of the cluster teams has added another dimension to the familiar problem of customer contacts. In some cases there has been uncertainty and confusion over who is the lead contact for a company. If the company in question is an exporter of foods from Fife, then who has the lead contact role? Is it the cluster team, STI or SE Fife? There have been numerous problems around this. It is hoped that the CRM system and related projects will clarify the position around key contacts for companies.

Many interviewees felt that knowledge sharing between cluster teams and IO was less than ideal. Often, IO have little idea of what research is happening within the cluster teams (and often within other aspects of Network operations). This means that new opportunities are unlikely to be progressed as quickly as possible. A shared agreement on strategic research would allow emerging priorities to be determined and action taken to deliver them. 

Optimal use of resources

Differing models and objectives have also led to issues about the best use of resources to link clusters and IO together. The planning and financial system seems to allow for wide variations in approach. For the three pilot clusters, there are 3 different arrangements for how resources are distributed between clusters and the IO teams. The following gives the main breakdown of financial resources for 2000/01.

	Table 2: 

Breakdown of Financial Resources_Total Spend_Devolved to LiS_Devolved to STI

	Biotechnology
	£12.8m
	£45,000
	£352,000

	Semi/Microelectronics
	£8.1m
	none
	none

	Food & Drink
	£3.8m
	£50,000
	£260,000


This shows that there is no set arrangement for how resources are devolved from the cluster teams to IO teams. This is certain to cause confusion with IO, as they have to deal with different systems with each cluster team. 

Often the success or failure of a project has little to do with the financial resources attached to it, and much more to do with the human resources. There seems to be no real system for planning human resources. This has led specifically to overwork and frustration for Optoelectronics, as they have seen their work with the industry stalled in a period of hiatus. In order for the Food team to set up a key Internationalisation team, they had to endure nearly a year of discussions before being granted the resources to hire – and then only contractors on fixed term contracts. Semiconductors had similar experiences before the intervention of senior management to sanction two new posts. 

Summary and Other Issues

This section has attempted to summarise and structure a very complex situation. The clusters process was a new model, trying to establish itself around other approaches. Sometimes these were complementary, at other times contradictory. 

But there remains an issue about leadership, support and clarity of positioning. In order for the SE Network to invest in understanding and ‘buying into’ clusters, there needs to be a conviction  - and a communication - that the approach is worthwhile and valuable. Until now, the main messages have been ambivalent. This has made it difficult to get things done in the Network. Incidentally, interviewees reckoned that working with customers in the industry has been more straightforward and supportive than trying to get things done internally. If this clusters process is to have a chance of succeeding, it needs to have a champion behind it, who is willing to communicate its value to the network. 

Conclusions and Recommendations

The adoption of the clusters approach has taken time to embed within the established models of IO teams. There are still many unresolved issues that need to be addressed. These have been identified throughout this report. There is no doubt that some progress has been made. There is much more understanding of how approaches to IO need to evolve to match new realities.  This is strongly evident in the IO International Economic Development Strategy (2001) and the forthcoming Global Connections Strategy. These changes are likely to bring IO objectives more in line with those of cluster teams. However, there is much to be done before the rhetoric is matched by reality. 

There is enough evidence to suggest that clusters and IO can work effectively together. But a number of conditions must be met. 

Firstly, there is a real need for clarity over the status of the cluster approach within SE. Is it a valued model? Does it deliver additional benefits? Clearly, the answers to this will only come through time. But many feel that attempting to make joint approaches work are currently constrained by the ambivalence and lack of attention shown to clusters by senior management in the SE network. If clusters is to have a chance of delivering a new way of working in SE, then it needs to be ‘championed’ at a senior level. 

The key to effective joint working is good relationships and a shared agenda. IO and the cluster teams have shown that, where objectives are aligned and people have ‘clicked’ then there are many positive aspects to the relationship. Structural issues can be worked through if there is a common understanding of what it at stake. And this joint working takes time to establish. The first wave clusters are finding the IO relationships more valuable and less frustrating than the second wave; this has a lot to do with the maturity of the links. 

But there are some formal aspects of the relationship that need to be clarified and changed. IO claims that the cluster areas are priorities might be more forceful if activity targets were set on the basis of clusters. For example, a LIS region should have a target of having sales meetings with, say, 30 biotechnology companies. At the moment, there is just a general target of sales leads across all industries.  Note that we are not advocating targets for projects/jobs/investment to be cut on the basis of clusters. 

There needs to be practical action to develop skills and capabilities of IO and clusters staff. Opportunities to spend time and learn together – as in the biotechnology experience in the US – should be pushed forward in more areas. 

There should be greater clarity over the issue of devolving financial budgets from the cluster teams to IO. There is much scope for confusion here at present. Similarly, the HR system needs to be much more flexible to cope with changing demands from cluster and IO teams. 

Certain activities require far better co-ordination. The CRM system should help in clarifying lead contact responsibility for key clients, but teams should always be aware of what others are doing. There is also a far greater need for co-ordination of research between teams.  

� The Clusters Approach was popularised as a mechanism for regional economic development by Michael Porter (1990) ‘ The Competitive Advantage of Nations’. However, the concept of ‘clusters’ can be traced back to the work of Alfred Marshall in the late 19th century. 


� The GreenShoots Paper, November 2000.


� For a more detailed account of the co-ordination of Clusters and IO activities, see the Interim report, excerpts of which are contained in Appendix 4.


� Note baseline of cluster actually shows 9,453 employed in 1997.
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