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1.0 Introduction

The Evaluation of Intervention with Clusters and Industries in Scotland is intended to be a learning evaluation for Scottish Enterprise on the policy interventions pursued to date.  Specifically, the research objectives for this study – Phase I of a broader evaluation scheme - focus on five principal learning areas:
· Appropriateness of cluster and industry policies and strategies;

· Rationale of programme selection and design in the light of strategic intent;

· Efficacy of cluster and industry interventions seeking to improve critical factor inputs;

· Learning lessons and the adaptation and evolution of the approach;

· Broader Scottish Enterprise support and resourcing.

This report is one of 15 cluster and industry-specific reports that have been prepared as a supplement to the principal report.  It focuses on three main questions:
· What was the rationale behind Scottish Enterprise involvement in the cluster and was/is the strategy appropriate?

· How has the cluster work rolled out in practice and in light of expectations?

· What lessons have been learnt and how should Scottish Enterprise go forward?

This report has been primarily based on desk review of the individual clusters and industries - collected and collated by Scottish Enterprise and ECOTEC jointly (see Annex 1 for an overview of sources).  A total of approximately 15 interviews were also held with appropriate industry representatives, academic and research institutes, intermediaries, and Scottish Enterprise staff (see Annex 2 for a list of interviewees).  Main findings and conclusions have been tested with independent sector experts and reviewed by relevant Scottish Enterprise stakeholders. 

2.0 Position and Development of the Digital Media and Creative Industries Cluster

2.1 Cluster Description

The economic importance of Digital Media and Creative Industries (hereafter DMCI
) has been progressively recognised and increasingly accepted over time, both internationally and within the UK.  Notably, the establishment of the Creative Industries Task Force by the Department of Culture, Media and Sport (DCMS) in 1997 has been instrumental in focusing attention on DMCI in Scotland and other parts of the UK.

While creativity and innovation have become increasingly vital ingredients across the vast majority of sectors, DMCI may be distinguished on the basis that 'creativity' is not simply a source of ideas for change or improvement but is actually the foundation of the enterprise itself.  DMCI should be seen as integral to a post-industrial economy in which creativity and know-how are increasingly important determinants of competitive advantage.

DMCI can most effectively be defined as:

‘…industries which have their origin in individual creativity, skill and talent, and which have a potential for wealth and job creation through the generation and exploitation of intellectual property’.

Whilst SE’s definition of DMCI has broadly mirrored that adopted by DCMS, it incorporates particular modifications intended to more accurately represent the structure of DMCI in Scotland
.  The definition comprises the following sectors components:

	CREATIVE INDUSTRIES

Advertising  Architecture  Arts and Cultural Industries  Design (incl. fashion & crafts)  Film  Interactive Leisure Software (computer games, consumer packaged software) Multimedia  Music  Publishing  TV & Radio


Importantly, SE has taken the view that software is more an enabling technology than a part of DMCI per se.  The notable exceptions to this are interactive leisure software and multimedia.  

Though nominally classified as a subset of DMCI, a distinction may also be made between artistically based ‘cultural’ industries on the one hand, and the commercial imperative of ‘creative’ industries and on the other.  Though, in practice, there may be some overlap in terms of both talent and shared challenges, it is the case that the focus of SE cluster intervention has been firmly on creative industries.

Within the overall DMCI grouping, it has become clear that SE has increasingly adopted a more explicit emphasis on the digital (DM) industries over time.  DM industries are those that have the potential to produce and distribute creative output via digital technologies.

Mapping and analysis of the Scottish DMCI cluster has usefully revealed some of the structure of activities and functions surrounding this complex area of the economy.  In essence, the Creative Industries supply chain may be separated into four distinct phases:
· Creation (content originators)

· Commercialisation (production/ IPR commercialisers)

· Distribution (media/ channels), and

· Markets (consumption).  

Scotland has had reasonably strong representation in content creation and consumption activities.  However, and with a few notable exceptions (e.g. broadcasting – two major broadcasters are based in Glasgow), production and distribution activities have tended to be rather less well established.

Scottish DMCI represented an immature cluster at the start of the evaluation period, characterised by a disparate collection of companies and individuals in related activities and sectors: Lord Associates' (1999)
 research, for example, based on Glasgow's, described the creative industries cluster at this time as 'emergent'.  Whilst certain sectors have benefited from elements of long-standing establishment and presence - including publishing and broadcasting - the majority of sectors, and especially those comprising digital media sectors, have not had significant profile or presence in Scotland.  Moreover, many sectors (including film, music, and computer games) are characterised by large numbers of micro businesses and extensive use of freelance labour. 

Table 2.1 – DMCI Cluster Profile: Scotland

	
	1998
	2000
	2002
	2004

	Employment*
	89,206
	99,361
	93,392
	-

	Business Stock*
	-
	10,810
	10,935
	11,260

	GVA (£m)*
	2,583
	2,941
	2,833
	-


*Source: EKOS (2005) [Employment data based on ABI; Business data on IDBR; GVA data on ABI]

Though notoriously hard to quantify – many activities do not fit well within established SIC classifications - recent baseline analysis
 has put DMCI employment in Scotland as of 2002 at 93,000 jobs (see Table 2.1), approximately 4% of total employment in the Scottish economy.  The Scottish CI cluster contributed an estimated £2.8bn in GVA to the national economy in 2002 (5.2% of the total) and represents a major contributor to Scotland’s emerging knowledge-based economy in terms of high-value output and highly skilled jobs.  Employment grew by almost 5% during the period 1998-2002, lagging slightly behind jobs growth in the Scottish economy overall, whilst the corresponding increase in GVA was close to 10%.  The Publishing and TV/ Radio sectors represent the most significant DMCI employment sectors in Scotland. 

Geographically, and in common with most other European countries, Scottish DMCI tend to be concentrated predominantly in metropolitan and major urban centres.  The most notable spatial concentrations are in Glasgow (>20% Scottish DMCI employment) and Edinburgh, though significant concentrations are also present in Dundee (notably the games sector) and Aberdeen.

2.2 Cluster Trends and Changes

The DMCI are global industries which have shown consistently strong growth during recent years.  Forecasts prepared in 1998, for example, estimated future growth in these industries is predicted to continue to expand in the region of 10% a year (compared to less than 3% for general services and less than 1% for manufacturing industries).  Certain sector components, notably those connected to digital media, were identified as reasonably expected to show growth rates of up to 20% a year
.

Despite some weaknesses in the global economy during more recent years, industry growth prospects remain strong.  Latest projections
 suggest that the global entertainment and media industries to be worth $1.7 trillion by 2008, from $1.3 trillion in 2003, an annual growth rate of 7%.

The business climate for Scottish DMCI is of course affected by a range of exogenous factors.  More specifically, it is possible to identify and summarise a number of key market and industry trends which have impacted on Scottish DMCI during recent years.  Table 2.2 (below) classifies these according to particular time periods:

Table 2.2 – Opportunities and Threats for Scottish CI

	Trends
	Opportunity for Scotland
	Threat for Scotland

	Key trends 1993-97

US led IT revolution, with Windows based services

Emergence of new workforce, digital media freelancers

Deregulation in telecommunications sector

	English-speaking DMCI workforce

Reduction in 'economic distance' due to cheaper telephony
	Immaturity of indigenous Scottish DMCI

Domestic market focus

	Key trends 1998-2000

Explosion of internet services

Successful introduction of low-cost airline services (reducing importance of physical distance/ enhanced geographical mobility)

Emergence of a large number of small enterprises producing innovative digital media services for a global audience

	Emergence of global Scottish players like DAG, Visual Sciences, DMA Design, showcasing the best of Scottish talent to a global audience
	Increased attention given to the global hubs, especially London and New York

	Key trends 2001 – present

Weaker investment in technology markets

Emergence of dominant global players in digital media services like EA

Content is King

Explosion of the internet bubble

Communications Act (2003) and formation of OFCOM

Explosion of broadband subscriptions


	Profile of Scottish creative talent helping to produce outstanding content in Scotland 

Revitalised broadcasting sector following deregulation 

Possibility of further consolidation of UK media industry, with Scotland benefiting from the increased international attention to this sector
	Emergence of CEE countries as key providers of low-cost/high-quality workforce for range of digital services

Difficulties in accessing finance – increasing risk adversity on part of VC community.  VCs less willing to invest in companies without strong IP protection (but especially the case for start-ups and micro businesses)




Although DMCI comprise a notably complex set of sub-sectors, each with their own particular drivers and dynamic properties, it is possible to identify a number of key drivers impacting on DMCI at the global level.

Technology - continues to represent a key driver, and digital technology is creating opportunities for the development of new and more interactive content.  As a result, there is increasing demand for new types of media through new distribution channels and platforms: mobile, PC, TV, video on demand, games consoles etc.

IP – Market power has traditionally tended to rest with the 'commercialisers' of media content – broadcasters, publishers, distributors.  This is now starting to change as more content providers find new ways to finance the development and production processes.  For content providers, investing in production is likely to be central to retaining IP and to developing extended revenue streams.

Complexity – increasingly, companies no longer fit easily into categories like production and distribution.  For example, Mobile phone manufacturers, telecoms companies, and ISPs are all increasingly active across the DMCI supply chain.  In short, the market place is characterised by ever increasing complexity.

Whilst industry trends can be interpreted as representing more opportunity for Scottish DMCI, at the same time they are also likely to mean greater competition.  The assertion that in the past Scotland been disadvantaged by the fact that none of the major global media publishers or distributors have had a significant Scottish presence could become less significant as a consequence of a simplified distribution chain whereby consumers start buying content directly from content creators.  Notwithstanding these technology developments, for the small independent companies which comprise much of the Scottish DMCI cluster there are likely to continue to be tough challenges in terms of retaining IP and negotiating for larger percentages of subsequent revenues.  With IP protection remaining weak for games, other assets (brands, secured distribution deals etc) are likely to be important to the investment community.

Regulatory changes in broadcasting affecting the terms of trade between broadcasters and production companies continue to create notable opportunities in that sub-sector, with Scotland being well placed to take advantage - as evidenced for example by recent investment from C4 and the BBC for content development in Scotland.

3.0 Intervention Rationale and Evolution of Approach

3.1 Initial Rationale

A number of factors have been consistently highlighted and advanced in respect of grounds for cluster intervention in DMCI in Scotland, including the market potential and economic contribution of the sector, fit with strategic policy, and the opportunity to build on distinct areas of Scottish creative excellence:

· The strength of global market demand and associated growth prospects for DMCI - in the order of 10% per annum, with certain sector components (incl. digital media) up to 20% per annum (1998 forecasts) - have been cited as evidence underlining the potential economic importance of DMCI in Scotland.

· Similarly, DMCI have been identified as integral to Scotland’s Knowledge Economy development in light of the increasing premium placed on creativity and innovation within a post-industrial economic system.  The (typically) high wage, high value added profile of many DMCI related activities would tend to further add weight to this assertion. 

· Promotion of DMCI as an engine of economic development and growth has tended to have a strong strategic fit with national economic policy – as articulated under Smart Successful Scotland.  This strategic policy fit also extends to successive UK and European economic policy statements directed at highlighting the economic importance and value of DMCI.

· It has been possible to identify distinct areas of market opportunity based around Scotland's indigenous base of assets.  A rationale for promoting cluster intervention has centred on the development of DMCI as a base for nurturing and exploiting the acknowledged wealth of Scottish creative talent.  Specific opportunities have also been identified in niche areas based around changing technology and regulatory drivers (e.g. in broadcasting).

As noted above, there has been a strong strategic context for the promotion of DMCI, and evidence of market demand.  However, strategic fit in itself is not enough to justify intervention by public agencies.  It is essential to identify gaps in provision and to understand why these gaps have come about.  Market failure is the key to setting the strategic rationale for public sector intervention in any local economic development market.

Notwithstanding existing sector strengths and future growth potential, cluster mapping and industry consultations undertaken by SE during the cluster scoping phase were able to identify a number of specific shortcomings and/ or potential barriers to maturation of Scottish Creative Industries (‘Vital Issues’), including:
· Inadequate levels of international participation (heavy focus on home market)

· Lack of appropriate commercial and management skills 

· Weak links between industry and university research

· Lack of communication and collaboration between individual industry sectors

· Weak specialist business support infrastructure

Crucially, it was also noted that Scottish Creative Industries lacked cohesive identity and leadership.  In this respect SE was regarded as best placed as an organisation able to provide the desired leadership, coordination and confidence for the fledgling cluster.

3.2 Evolution of Approach

DMCI (as represented by ‘multimedia’) were identified by the Monitor research in 1993 as one of 13 key industries for Scotland.  However, it should be recognised that a number of DMCI related projects were already in progress in Scotland at this time, including film and multimedia work from a national perspective and games sector development in Dundee, thereby providing something of an early springboard for development of the cluster programme.  Prior to the cluster planning programme proper SE itself had also been working on a number of initiatives – for example, with Scottish Screen on the development opportunities in the film and TV sectors.

The Creativity and Enterprise
 document prepared by the Creative Industries Team in SE did much to establish the credentials and prepare the ground for the formal development of a strategy for Scottish CI.  Other work undertaken during this period encompassed a far reaching programme of scoping and mapping work, including CI global trend analysis, economic and comparative performance analysis of CI, and attempts to measure their contribution to Scotland’s national economy.

Following approval from the SE Board, the process of developing a strategy for Creative Industries in Scotland got underway in October 1999.  Significantly, the process of working towards a cluster strategy involved extensive industry-wide consultations, with 300 individuals being engaged as part of the strategy development process.

3.3 Strategic Aims 

Creative Scotland
, a 3-5 year strategy document for the cluster, was published in 2000.  Under Creative Scotland strategic interventions were to be focussed on delivering four principal objectives:

· Development of a dynamic, flexible business environment

· Expansion and development of the existing talent and skills base

· Development of an environment in which innovation can flourish

· Development of a international reputation for Scotland’s creative industries

A number of key performance targets were also established for the cluster in Scotland, with these becoming operational in 2001/02
:

· Build Scotland’s Creative Industries by 10% each year for three to five years (in the process creating between 1,500 – 2,000 new jobs).

· Build Scotland’s level of creative exports to reach 15% of the country’s exports total within three to five years.

· Business Performance – increase turnover by 20% within three to five years.

2005/06 marks the concluding year of the initial strategy.  At the time of writing the Cluster Team is currently preparing a new strategy for the next phase of DMCI development in Scotland, to be submitted for approval later in 2005.

3.4 Main Findings

· Overall rationale for supporting the industry was sound at the beginning of the process.  A number of principal criteria (size, opportunities, international orientation and readiness of industry) played a role in selecting DMCI, though potential opportunity was a central component.

· Given the nature of global industry drivers, a specific focus on digital media and particular niche areas and/ or sub-sectors by the Cluster Team has been appropriate.

· Whilst it is clear that Scotland has possessed particular competitive assets that have provided further justification for targeting of DMCI, a critical challenge facing the cluster centred on the provision of effective leadership and identity for the cluster.

· Scottish DMCI have been characterised by a consistently strong strategic and market failure rationale.  Therefore, that the overall rationale for the cluster programme has been robust and relevant.

· Strategy aims have successfully exhibited a close match with the findings of Scottish cluster research and cluster mapping.

4.0 Inputs, Support and Resourcing

4.1 Financial Resources 

The SE Board has been responsible for approving up to £25 million funding investment to help to grow and develop the cluster over a 3-5 year period
.  Funding has subsequently been allocated through annual Cluster Operating Plans, the first of which was approved covering the period 2001/02.  

Annual financial allocations that have been identified for the cluster are summarised in the table below.  

Table 4.1 – Funding: DMCI Cluster

	
	
	Allocation
	Spend

	2001/02
	LEC managed projects
	
	

	
	National Team managed 
	
	

	
	Other (SDI)
	
	

	
	TOTAL
	7,880,000*
	

	2002/03
	LEC managed projects
	7,501,708
	7,041,325

	
	National Team managed 
	592,000
	492,392

	
	Other (SDI)
	280,000
	281,443

	
	TOTAL
	8,373,708*
	7,815,159*

	2003/04
	LEC managed projects
	2,186,524
	2,159,424

	
	National Team managed 
	1,338,788
	913,163

	
	Other (SDI)
	362,950
	351,535

	
	TOTAL
	3,888,262
	3,424,123

	2004/05
	LEC managed projects
	1,511,491
	1,441,487

	
	National Team managed 
	1,794,005
	993,590

	
	Other (SDI)
	230,000
	254,881

	
	TOTAL
	3,535,496
	2,689,959


Source: Financial Monitoring data, SE

*N.B: Totals include Network Priority Projects = £2.45m [Pacific Quay], 2001/02; £4.9m [Pacific Quay], £0.5m [Seabraes Yards] 2002/03

By way of interpretation, the following points can be made with regard to cluster funding:

· The data suggests that total budget allocation for the cluster has declined across the period, though this picture is complicated by the fact that the budget allocations for 2001/02 and 2002/03 are inclusive of figures for Network Priority Projects (cluster linked infrastructure), whilst subsequent budget allocations are exclusive;

· If funding for Network Priority Projects is excluded from this analysis, then an initial funding allocation for the first year (2001/02) amounted to £5.4m.  Subsequent annual allocations have fluctuated within the region of £3-4m per year;

· From a financial viewpoint DMCI have ranked among the better resourced cluster and industry groupings within SE since the first year of the cluster programme.  For 2004/05, the budget allocation of £3.5m represented 14% of the aggregate budget allocation for all clusters and industries.

4.2 Governance Structure

An integrated national team delivery structure at SE Headquarters has been adopted for the cluster.  The basic rationale behind this would appear sound, having allowed for a combination of project definition and delivery by LECs (including in some cases national projects) as appropriate; or otherwise by the SEN central team for other, nationally important projects.  Importantly, this delivery model has also has the potential advantages of enabling the Cluster Team to effectively accommodate previous and/or ongoing initiatives (e.g. support to the TV and film industry in Glasgow) as appropriate, without the need for wheels having to be reinvented.   

In practice the majority of the DMCI cluster programme has been delivered via the LEC network.  Given that the dominant geographical focus of the DMCI programme has been urban, not all LECs have been active in implementation.  Specifically, four LECs have been central to the delivery of the national cluster strategy:
· SE Glasgow

· SE Tayside

· SE Edinburgh and Lothian

· SE Grampian

Despite the ‘seamless’ approach to working with industry implied by this model, the realities of delivery within this organisational model have inevitably been more complex, requiring many new relationships to be fostered between the DMCI Cluster Team and more established operating units and LECs.  In this respect the view from stakeholders was that over time, and with comparatively few exceptions, largely healthy working relationships had been successfully cemented between the Cluster Team, the key LECS, and other relevant arms of SE.  By way of example, the good relationship established between the DMCI Cluster Team and SDI was highlighted on a number of occasions by consultees.

4.3 Staffing

The Cluster Team has comprises a core national team of staff based in Atlantic Quay together with a number of other individuals (engaged on either a full-time or part-time basis) spread across other parts of the network.  Staffing levels within the core team reached a peak of 6 FTE in 2000/01.  Since late 2002 the core team has comprised 4.5 FTE.

Within the Cluster Team there has been an observable pattern of allocating specific roles and responsibilities to individual members of staff based on strategic priorities areas.  Thus, in the early programme period (2001-02) two members of staff were specifically assigned responsibility for infrastructure projects and other operational matters, with other staff tasked with implementation of the general cluster action plan in coordination with other network partners and LECs.  The structure is seen as having providing a framework for thematic focus and/ or industry specialisms within the team whilst also retaining a sufficient degree of flexibility appropriate for responding to particular issues or unexpected matters as required.

It is clear that the workings of the DMCI Cluster Team have benefited from strong management and leadership.  It is also notable that this leadership quality has largely been maintained across the programme period despite a number of changes having taken place at a senior management level.  The point has also been made that senior Cluster Team members have been instrumental in ensuring the continued wider political support for DMCI within SE.

The view from industry suggests that the Cluster Team has maintained consistently high levels of credibility with those in enterprise.  The level of specialist expertise and industry knowledge which has been available within the SEN DMCI Cluster Team was also widely commented upon and acknowledged by many in industry.

Perhaps predictably, the availability of in-depth industry knowledge and associated skillsets has been identified as being somewhat more 'patchy' across the wider LEC network.  Given the distinctive geography of DMCI in Scotland, to a large extent this is probably unsurprising.  More importantly, staff expertise in core DMCI LEC areas (including Glasgow and Tayside) was viewed favourably, with for example key staff at SE Tayside regarded as being particularly well attuned to the needs of the games sector locally.  

4.4 Main Findings

· The scale of financial resources allocated to the cluster on an annual basis (exclusive of Network Priority Projects) has maintained some broad consistency.  Following an initial allocation in the order of £5.4m during the first year (2001/02), subsequent annual allocations have been in the general range of £4m – £3m.

· The organisational model adopted by the cluster has generally worked well in practice.  A strong central team has provided management and strategic steer to the cluster, whilst a high proportion of project implementation has been delivered effectively through the LEC network.

· Stakeholder consultations would tend to confirm the favourable view of skills sets and specialist industry knowledge which have been made available through the Cluster Team.

· Strong leadership of the DMCI Cluster Team has been an important determinant.  This has been influential both in terms of cementing credibility with industry and in retaining political support for the cluster within SE itself.

5.0 Intervention Efficacy

5.1 Activities and Interventions

The Creative Scotland strategy has been implemented under a series of annual Operating Plans running from April 2001 to the current time.  Through scrutiny of the various Operating Plans, together with other documentary evidence, it is possible to identify the range of cluster activities and interventions.  The four strategic priorities identified under the strategy have remained constant across the period and provide a framework for summarising intervention activities.  Table 5.1 below highlights a selection of principal projects which have been undertaken to date by the Cluster Team:

Table 5.1 – Cluster Activities: Selected Projects by Strategic Priority Area

	Business Environment

	Digital Media Co-investment Fund

Pacific Quay

Cultural Enterprise Office
	Seabraes Yards

Cultural Enterprise Office Roll Out

Glasgow Film Office

	Talent and Skills Base

	Ideas Factory

Dare to be Digital

Musicworks
	Soma Skool

Workforce Development Plan 

Raising the Bar

	Innovation

	IC-CAVE

Research Centre for TV & Interactivity

Enterprise Fellowships
	Proof of Concept

TechMedia ITI

Cluster Research & Information

	International Reputation

	Creative Strategies

MusicWorks Convention

3-Festival Networking
	E3 Games

MIDEM/ MIPTV

Television & Animation Company Support


Although the above list is by no means exhaustive, it is sufficiently clear that the majority of cluster intervention activities have been closely rooted in cluster research work undertaken by the Team.  In this respect the early cluster mapping work has proved to be a useful diagnostic devise for identifying critical issues and consequently helping frame project development proposals.  In short, it seem just to conclude that the cluster programme has rested on a notably strong research base, one which has embraced cluster mapping and scoping, an on-going appreciation of global trends and drivers, and international best practice.

Significantly, it is also apparent that the development of cluster strategy and many project activities which have followed have been well grounded in industry consultation.  Within this context, the point was made earlier about the levels of engagement and consultation that went hand-in-hand with the development of the cluster strategy.  Encouragingly, however, industry consultation would not appear to have ceased with the approval of strategy.  A good recent example cited in this regard is the development of the Digital Media Co-Investment Fund.  The creation of this fund can be taken as a specific response to industry consultation – the existing SE Co-Investment Fund was felt by many in industry to be insufficiently tailored to DMCI.  Consultation with industry stakeholders was instrumental in the subsequent establishment of a dedicated fund for projects with sales potential being developed by DMCI companies.

It is notable that increasing emphasis has been progressively attached over time to digital media elements of the cluster programme
 – over other, more ‘conventional’ sub-sectors, including design and architecture.  Whilst this move has attracted some criticism from certain elements in industry, the reasoning behind this emphasis has been reasonably sound given that, globally, it is digital media sectors which are predicted to record the strongest growth performance.  Many of these sectors have also tended to be appreciably less 'mature' within a Scottish context, and characterised by a distinctive freelancer/ micro company profile.

5.2 Outputs and Results

With many of the outputs from the cluster Operating Plans not able to be recorded through the formal KMIS system there remain very real difficulties in any attempt to summarise the actual aggregate output results of the cluster interventions and activities.  It is also not possible from this data to correctly assign outputs to individual projects and hence budgets - a requirement if projects are to be benchmarked on a cost per output basis.  Plainly, KMIS is not well targeted to monitoring the outputs of cluster work.

Notwithstanding these shortcomings in output monitoring systems, it is nevertheless possible to identify some major qualitative advances at the level of programme outputs and results that have accumulated over the period of cluster intervention:

· A core output for the cluster has been the development and approval of a carefully researched strategy – Creative Scotland – for creative industries and digital media.  This strategy is currently in its final year of operation.  The strategy has set clear (and ambitious) targets for the development of the DMCI cluster in Scotland.  Awareness of this strategy remains high amongst stakeholders in industry.

· The Cluster Team has undoubtedly also taken important measures to increase and build networking and industry knowledge within the cluster – through industry specific events and other promotional channels.  Especially in the case of certain digital media sectors this has encompassed the far from straightforward task of engaging with a number of industry stakeholders not previously represented within the conventional orbit of economic development activities in Scotland.

· With regard to the strategic objective of improving the 'business environment', major infrastructure projects closely connected to DMCI are now under development at Pacific Quay (Glasgow) and Seabraes Yards (Dundee).  Pacific Quay, whilst attracting some critical comment on account of the protracted timescale involved, has been acknowledged as pivotal infrastructure underpinning for the future of broadcasting in Scotland.  It is notable that there has been the successful establishment of an industry specific fund for DMCI (Digital Media Co-Investment Fund).  Consultations have revealed a positive response on the part of industry to the Cultural Enterprise Office, established (in partnership with Glasgow City Council and Scottish Arts Council) to provide business assistance for pre-start ups in DMCI.  A three year pilot in Glasgow will now be extended to encompass a national support network.

· In the area of 'innovation' stakeholder consultations have revealed the strong reputations of the Glasgow Film Office (a partnership project with Glasgow City Council) and the Research Centre for TV and Interactivity (a partnership project with Channel 4).  Both have been the subject of favourable independent evaluations (see Outcomes).  The IC CAVE and Interactive Tayside initiatives have contributed substantially towards shaping a strong identity for digital media industries in Dundee.

· Within the 'skills' field the completion of the Workforce Development Plan (with labour market partners) has been the key output of the Cluster Team in this priority area.  The WDP (2004-07) has now been widely agreed and endorsed by industry partners.

· Principal outputs in the area of 'internationalisation' have generally been confined to support to Scottish digital media companies to enable their presence at international events such as E3 in Los Angeles and various content markets in France (MIPCOM, MIDEM).  Inward investment activity has not been a significant feature of the cluster development programme.

The cluster has also successfully contributed outputs towards a number of horizontal SE policy areas, but most obviously those connected to innovation and commercialisation initiatives:
· Proof of Concept – a total of 13 projects within DMCI sectors (as of Nov 2004), accounting for £2m worth of awards

· ITI (TechMedia) – established in 2003 with a remit to bridge the gap between publicly funded early stage research and private commercial development.

5.3 Main Findings

· Strategy aims and objectives satisfactory reflect 'critical issues' identified during cluster research and mapping phases, and have been well grounded in consultation with industry.

· There has been a consistently close match over time between the scope of activities undertaken by the Cluster Team and the four strategic areas articulated in the cluster strategy: 'Business Environment', 'Skills', 'Innovation', and 'Internationalisation'.

· The operational focus of the national Cluster Team has been on projects of national strategic significance as well as the co-ordination of the operational plans delivered by the LECs.

· There has been a discernable (and appropriate) shift in cluster emphasis towards support for digital media industries over time.

· Inadequacies in the KMIS reporting system and other available monitoring data prevent a meaningful quantitative assessment of cluster output performance to date.

6.0 Results and Impacts

6.1 Outcomes

For the reasons outlined earlier (see Section 2.1), and notwithstanding the considerable efforts of the Cluster Team in attempting to assemble baseline data, difficulties in the provision of reliable baseline and monitoring data has represented a persistent obstacle to effective assessment of cluster outcomes against targets set in the strategy.  However, the most recent baseline study commissioned by the Cluster Team (2005) has now gone some way towards rectifying this deficiency.  By making reference to the data contained in Table 6.1 it is possible to make at least a partial quantitative assessment of cluster outcomes against targets set in the Creative Scotland strategy:

Table 6.1 – DMCI Cluster Performance against Strategy Targets

	Cluster Target Criteria
	1998
	2000
	2002
	2004

	Employment
	89,206
	99,361
	93,392
	-

	Business Stock
	-
	10,810
	10,935
	11,260

	GVA (£m)
	2,583
	2,941
	2,833
	-

	Turnover (£m)
	7,392
	8,423
	7,711
	-

	Exports (%)
	-
	-
	-
	-


*Source: EKOS (2005) [Employment data based on ABI; Business data on IDBR; GVA and Turnover data on ABI]

Creative Scotland strategy headline target:
· Build Scotland's Creative Industries by 10% each year for 3-5 years

· Build Scotland's level of creative exports to reach 15% of the country's exports within 3-5 years

· Increase industry turnover by 20% within 3-5 years

With reference to strategy targets, it is possible to make the following observations based on the data presented in Table 6.1:

· Growth performance in the period immediately prior to cluster intervention (1998-2000) was strong, with employment, GVA, and turnover measures all suggesting pronounced growth in the cluster

· Subsequent performance of the cluster, which has corresponded with the period since the cluster programme got underway, has been comparatively weak: whilst business stocks increased (over the years 2000-2004), employment, GVA, and turnover measures all suggest contraction in Scotland's DMCI cluster over the years 2000-02 (N.B. post 2002 data remains unavailable for these indictors)

· The absence of relevant export data continues to prohibit any effective assessment of cluster performance against the export measure.

In seeking to make any form of value assessment based on the above data it is important to remember that these changes in the baseline position of the cluster are likely to closely reflect changes in the global market environment and other, external factors beyond the control of the Cluster Team in Scotland.  Thus, the growth that characterised the cluster in the period immediately prior to intervention (1998-2000) took place against a largely favourable economic backdrop which was characteristic of this time.  Conversely, the subsequent post 2000 period which accompanied the onset of the cluster programme was much less favourable in economic terms, corresponding with the end of the dot.com bubble and a sharp dip in confidence by technology market investors.  Though now somewhat improved, the current market environment continues to remain 'challenging' in this area of the economy.  Such assessments serve to highlight the difficulties inherent in setting appropriate and relevant cluster targets against a context of rapidly changing market conditions.

Other hard evidence corresponding to definitive outcome measures at the level of the cluster programme remains unavailable at the present time.  

6.2 Impacts

Quantitative assessments of overall cluster impact are similarly hampered by difficulties in respect of data capture and the inadequacy of SE monitoring performance measures.  Based on interview and documentary evidence it is however possible to provide a qualitative interpretation and assessment of a number of important cluster impacts:

· It is indisputable that the cluster approach adopted by the Cluster Team has been successful in instilling much stronger cohesion and a sense of identity to what was a fairly disparate collection of companies and individuals.  In the words of one industry observer, Scottish DMCI had matured appreciably and 'grown up'.  Cohesion and identity should rightly be regarded as important measures of success.

· On a related theme, the successive evolution of the DMCI strategy has achieved much in respect of changing external perceptions connected to the economic value and importance of DMCI in Scotland – in short, the sector can now be widely recognised as a ‘real industry’ and a growing driver of a modern Scottish economy.

· Considerable importance has rightly be attached by many stakeholders to major physical infrastructure projects – including Pacific Quay and Dundee Digital Media Campus (Seabraes) – in terms of providing cluster 'anchors', instilling symbolic value and raising the overall ‘visibility’ of DMCI.

· Consultant evaluations of a number of high profile strategic projects having reported on results accruing from these schemes.  An evaluation of the Research Centre for TV and Interactivity
 (first established in 1998 as a partnership between SEG and Channel 4), for example, suggests that the Research Centre is progressing well against the original objectives of the project.  Evidence collected demonstrates growth in the sector, driven by increases in sales, whilst economic impact assessment suggests generation of net direct additional sales of £2.78 million to 2003.

· An evaluation of the Glasgow Film Office
 (Phase 2) – a project first established in 1997 as a partnership between GDA (now SEG) and Glasgow City Council – asserts that the GFO has delivered significant economic benefit to Glasgow.  The project has apparently supported generally low levels of displacement (15%-30%) and demonstrated strong additionality (53% - 79%) in most areas – though the evaluation also suggests that there exists scope for improvement here, in particular with regard to the additionality.

· Evidence of outcomes accruing to particular niche DMCI sectors (notably those with a distinctive digital media orientation) is perhaps best demonstrated by the example of the games sector – although broadcasting represents another good example with work being widely commended by stakeholders.  Notwithstanding current volatility evident in the sector, three of the best selling computer games of recent years – Grand Theft Auto, State of Emergency, and Roller-Coaster Tycoon' have originated in Scotland.

· In the area of innovation, it is notable that SE's Proof of Concept fund had been disproportionately linked closely to the DMCI cluster across the programme period.  As of the start of 2005 a total of 13 projects had been funded over 5 rounds, with aggregate investment totalling nearly £2 million.  Although the TechMedia ITI promises much in the field of matching local R&D to commercial needs of the digital media sector, it is apparent from consultations with industry that concerns are now beginning to build over future ambition and the scale of progress to date.

· Inward investment activity within the cluster to date has been insignificant.  This is perhaps unsurprising given the position that global markets for DMCI are largely controlled by multinational distributors and media conglomerates, few if any of which are UK based.  Instead, the focus has been on further establishing Scotland as a major source of innovative ideas in the area of media content.

It is worth remembering that many DMCI companies continue to be 'high risk'.  Many areas of DMCI are intrinsically 'difficult' given that many sub-sectors comprise large numbers of freelancers and micro companies, and there is generally a requirement for sustained investment and support ('slow seed to germinate').  As across much of the UK the dot com crash in 2001 had a pronounced impact in relation to many elements of Scottish DMCI, emphasising how rapidly market conditions may be expected to change.  Moreover, different business models and market drivers continue to apply in different industries - as exemplified, for instance, by the recently downturn in the games sector, a notoriously volatile sector.

Scotland's DMCI do remain disadvantaged to the extent that none of the major global media publishers or distributors have a Scottish presence, and, realistically, they are unlikely to do so until a point is reached whereby there exists substantial critical mass in these industries.  Nevertheless, markets can be expected to continue to expand, and Scotland is steadily building a reputation in a number of core sectors and other, niche areas within the content industries.

6.3 Monitoring and Evaluation

KMIS has been the principal management reporting system.  Cluster projects are disclosed as individual projects with expected targets and outputs which are annual.  Beyond the practical problems already identified with this output reporting system (see section 5.2), it should also be apparent that there is an inherent tension embodied in this arrangement given that KMIS is designed to measure progress on an annual basis whilst, in reality, cluster activity can only sensibly be measured over an appreciably longer period (5 years+).

The relative lack of official data pertinent to the DMCI cluster in Scotland has already been highlighted, with well known difficulties associated with SIC code 'fit' compounded but the fact that many areas of DMCI are dominated by freelancers, one man bands and micro-businesses.  Notwithstanding a number of attempts at baselining undertaken by the Cluster Team (most recently in 2005) there remains a strong requirement for additional data assembly and associated quantitative analysis in order to better understanding impact on the cluster

6.4 Main Findings

· Whilst the absence of comprehensive and fully up-to-date baseline data prevents a full quantitative assessment of the current position of cluster, available data suggests that cluster growth targets established in the strategy have not been successful met to date.

· It is, however, important to appreciate that broader changes in the global market environment for DMCI, outside the control of the Cluster Team, have meant that trading conditions within the cluster have been notably tough across much of the programme period.

· The cluster approach has successfully instilled a marked sense of cohesion and identity to the emergent DMCI cluster.  Increasing industry involvement and external profile are indicative of progressive maturation of an emergent Scottish cluster.

· Work undertaken by the Cluster Team to date has achieved much by way of improvement to the business environment, provision of appropriate infrastructure, and innovation processes relevant to the Scottish cluster.  Developing more businesses of scale and improving participation in international markets remain at the forefront of future cluster development requirements.

· Unsuitability of current monitoring systems: there is an inherent mismatch between the annualised KMIS output system and the necessary time conditioning required to capture many cluster impacts.  There remains a paucity of official data relevant to the Scottish DMCI cluster.

7.0 Conclusions and Learning Points

7.1 Conclusions

· The rationale for SE intervention in DMCI was compelling at the onset of the cluster programme and this continues to be the case: DMCI remain strategically important to developing the competitive position of Scotland.

· The interventions of the Cluster Team have contributed significantly towards the maturation of Scottish DMCI: the cluster has successfully evolved from 'embryonic' status, though it continues to lack the requisite weight of an 'established' cluster.

· The SE Cluster Team has been instrumental in providing early (and sustained) leadership to the emergent DMCI cluster.  Identity and confidence within the cluster have benefited appreciably from this process.

· External perception of Scottish DMCI is now appreciably higher.  Importantly, this extends to widespread recognition of the true economic contribution of CI to the overall Scottish economy.  DMCI will continue to be central to any effective realisation of a Scottish Knowledge Economy.

· The Cluster Team has successfully retained high levels of industry credibility.  

· Overall performance of the cluster against strategy growth targets has been weak to date.  However, changing external market conditions combined with the difficulty of assembling robust baseline information means that it remains very difficult to be precise about the contribution of cluster interventions in respect of progress towards strategy targets.

· Though current market conditions remain tough and the sector is characterised by increasing global competition, growth opportunities for Scottish DMCI continue to be encouraging.  However, a number of outstanding challenges to Scotland's competitive position will need to be addressed in the near future, including requirements for developing more businesses of scale and for increased participation in international markets.

7.2 Learning Points

· Embryonic clusters require strong leadership and a strong sense of identity if they are to be nurtured – SE Cluster Teams are well placed to provide this role.

· Successful cluster strategy and action planning are likely to be highly dependent on effective industry consultation and on-going research.  However, it needs to be recognising that industry requirements are liable to change over time, with this reflecting a market environment that is often susceptible to rapid and unforeseen change.

· Physical infrastructure is likely to represent a key ingredient in 'anchoring' any cluster development strategy – especially in clusters or industries where there is a basic intangibility of product.  This is also an area in which SE is particularly well placed to provide the necessary intervention.

· It needs to be recognised that DMCI – as with many new and emerging areas of the economy, but especially those based around rapidly changing technology drivers – are inherently volatile and high risk, with little guarantee of a quick pay back from cluster activities.

· Cluster Teams require a demanding mix of skill sets, incorporating specialist industry knowledge (sub-sectors), economic development expertise, and effective communication skills.

· Cluster monitoring and information systems are presently inadequate.  In particular, there is a need for much better information management to justify the link between proposed activities on the ground and the achievement of realistic outputs, appropriate outcomes, and impact on GVA and other competitiveness headlines.

7.3 Further Research Questions

· The evaluation process has necessarily been partial.  A more comprehensive evaluation will need to be carried out to understand the full achievements, impacts, and value for money of the programmes delivered to date, and to inform the monitoring and evaluation for the programme in the future. 

· The measurement of quantitative impacts and results of cluster interventions may require the development and application of a specialist modelling framework in order to better isolate and capture programme additionality. 

Annex One
List of Documents
Initial Documents Received

Overview of Cluster Operating Plans 2004-05 – SE (2004)

Clusters Policy in Scotland – SE (1999)

The Clusters Approach – SE presentation (unspecified date)

Clusters: How Successful Regions Do Business – SE working document (unspecified date)

Cluster Development – SE presentation (1998)

Creative Industries Cluster Operating Plan 2001-02

Creative Industries Cluster Operating Plan 2002-03

Creative Industries Cluster Operating Plan 2003-04

Creative Industries Cluster Operating Plan 2004-05

CMG/ CIT Meeting Agendas: October 1998 – May 2002

CMG/ CIT Meeting Minutes: February 1999 – December 2001

Cluster Action Plans: Main Phases in the Plan Development Process – SE (unspecified date)

Creative Industries Cluster Planning Meeting [SE Dunbartonshire] – SE presentation (2000)

Creative Industries Cluster Planning Meeting [SE Forth Valley] – SE presentation (2000)

Creative Industries Cluster Strategy – SE industry focus group (2000)

Digital Media Industry Market Study: Tayside – Roger Tym & Partners (2000)

Forth Valley Emerging Industries: A Profile of Creative Media – Roger Tym & Partners (1999)

Glasgow's Creative & Cultural Industries – Lord Associates (1999)

Research Assessment Exercise 1996

Value Web: Interactive Content – Gemini Consulting (unspecified date)

Creative Industries: the Cluster Development – SE (1999)

Developing Scotland's Cluster of Creative Industries [invitation to consultation event] – SE (unspecified date)

Creative Industries Mapping of Industry Sectors – SE (unspecified date)

Creative Industries Position Paper – SE (unspecified date)

Scotland's Creative Industries: Cluster Map – SE (unspecified date)

Scotland's Creative Media Industries Cluster: Cluster Map – SE (unspecified date)

Cluster Prioritisation Criteria – SE (unspecified date)

Summary Policy Conclusion from Comparison Analysis - SE (unspecified date)

Creativity and Enterprise: Scotland's Creative Industries – SE (1999)

Role of Content In Network Commerce Buying Process – Gemini Consulting (unspecified date)

Economic Contribution - SE (unspecified date)

Film Studios in Scotland – SE Board paper (1999)

Taking Future Clusters Forward – SE (1999)

Glasgow's Creative & Cultural Industries – (unspecified author & date)

Creative Industries in the Lothians in 2005 – LEEL (1999)

Creative Industries Cluster Action Planning Process to Date – SE (unspecified date)

Management Arrangements for Clusters in Implementation – SE (1999)

Creative Industries Cluster Planning Sub Groups - SE (unspecified date)

Briefing Pack for Facilitators – SE (2000)

Strategic Framework and Outline action Plan for Scotland's Creative Industries – SE Board paper (2000)

Creative Industries – SE Board presentation (2000)

Creative Industries Paper- General Comments – SET (1999)

Industrial Clusters: Scotland's Route to Economic Success – Botham, R & Downes, R (unspecified date)

Mapping of Total Scottish R&D Base – SE (2002)

History of Creative Industries – SE slide (unspecified date)

Creative Scotland: Shaping the Future – SE (2000)

Creative Industries Cluster: Refreshing the Strategy – SE presentation (2002)

Creative Industries Cluster: Contribution to Network Targets - SE (unspecified date)

Notes from Creative Industries Cluster Dunkeld Away Days: Sept 25/26 2002 – SE (20020

Summary Briefing for Minister – SE (2000)

Creative Industries Strategy Launch: Additional Briefing – SE (2000)

Cluster Response to Hong Kong Survey – SE (1999)

Should the Creative Industries Cluster really be a Digital Media Cluster? – SE (2002)

Creative Industries Network Team Meeting SE Forth Valley, 15th September, 2000 – SE (2000)

An Overview of the Software Industry in Taiwan – presentation by Market Intelligence Center, Institute for Information Industry (unspecified date)

A Profile of the Multimedia Industry in Taiwan - SE (1998)

Digital Media & Games Industry – SE (2002)

Digital Media & Games Industry – Sector Priorities Services Team: Operation Year 2002-03 – SE (2002)

Korean Games Research – SE/ Trade Partners UK (2001)

Mapping the Music Industry in Scotland – University of Stirling, University of Glasgow and Queen Mary University College/ Sano Management (2003)

The Value of Music in Scotland – University of Westminster (2000)

Scotland's Research Strengths Potentially Relevant to a Communications Technology and Digital Media ITI – SE (2002)

Summary of Research and Consultation in support of establishing a Technology Institute for Communications Technology and Digital Media in Scotland – SE (2002)

Creative Industries: Company Development Guidelines – SE/ Scottish Arts Council (2000) 

Creative Industries Company Development – SE/ Scottish Arts Council press release (2000) 

An Interim Evaluation of Cultural Enterprise Office Glasgow – DCA (2004)

Roll Out of Cultural Enterprise Offices – SE Board paper (2004)

Cultural Enterprise Office Roll Out: Detailed Cost Analysis – SE (2004)

Cultural Enterprise Office Scotland: Estimated Demand for Support Services – EKOS (2004)

Creative Industries Project Co Investment Scheme – SE presentation (unspecified date)

The Edinburgh International Games Festival: Business Plan/ Feasibility Study 2003-2006 – EIGF Committee (2003)

Film City Glasgow: Redevelopment of Govan Town Hall – SE Board paper (2003)

Interim Evaluation of Glasgow Film Office: Phase 2 – EKOS (2004)

The Glasgow Film Office (GFO) – SE Board paper (2001)

Interim Evaluation of the Research Centre for Television and Interactivity – EKOS (2003)

Research Centre for Television and Interactivity: Phase 3 – SE Board paper (2004)

Documents Received During the Process

Digital Media and Creative Industries: Baseline Study 2004/2005 (draft) – EKOS (2005)

Clusters and Industries Performance Information 2002-2005 – SE

Clusters and Industries Expenditure Data 2002/03, 2003/04, 2004/05 - SE

Annex Two
List of Interviewees

The following individuals were consulted as part of the evaluation research:

	Fiona Hamill
	SEN

	Richard Brown
	Soma Quality Recordings

	Sarah Jane Kerr
	PACT

	Colin Urquhart
	Virtual Clones

	David Cowan
	Scottish Executive

	Tim Gatland
	F4G Software

	Stuart MacDonald
	The Lighthouse

	Paul Fullwood
	University of Abertay

	Jim Terkeurst
	University of Abertay

	Stuart Cosgrove
	Channel 4

	Steve Inch
	Glasgow City Council

	Joyce Matthew
	SE Tayside

	Carol Sinclair
	Research Centre for TV & Interactivity

	David Reilly 
	SMG

	Lorraine Fannin
	Scottish Publishers Association

	Gerald Kelly
	SEN

	Jeff Meek
	McCabes

	
	






































� SE has formally adopted the DMCI cluster as a priority for intervention: previously the cluster was known simply as 'Creative Industries'


� Creativity and Enterprise, SE (1999)


� Glasgow's Creative and Cultural Industries – JLA (1999)


� Digital Media and Creative Industries: Baseline Study2004/05 (draft) – EKOS (2005)


� Spectrum Strategy Consultants (1998)


� Global Entertainment and Media Outlook, 2004-2008, Pricewaterhouse Coopers (2004)


� ibid


� Creative Scotland: a strategy for the future – SE (2000)


� Strategic Framework and Outline Action Plan for Scotland's Creative Industries – SE Board paper (2000)


� SE Board Paper (1999)


� This has also been reflected in a change in title of the Cluster Team to DMCI


� Interim Evaluation of the Research Centre for Television and Interactivity – EKOS (2003)


� Interim Evaluation of the Glasgow Film Office: Phase 2 – EKOS (2004)
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