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1.0 Introduction

The Evaluation of Intervention with Clusters and Industries in Scotland aims to be a learning evaluation for Scottish Enterprise on the policy interventions pursued to date. The research objectives for this study – Phase I of a broader evaluation scheme - focus on five principal learning areas:

· The appropriateness of cluster and industry policies and strategies.

· The rationale of programme selection and design in the light of strategic intent.

· The 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 the fifteen cluster- and industry-specific reports that have been prepared as background to the main report. It focuses on three main questions:

1 What was the rationale behind Scottish Enterprise involvement in the cluster and was/is the strategy appropriate?

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

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

This report has been primarily based on desk review of the forest industry cluster documents - collected and collated by Scottish Enterprise and ECOTEC jointly (see Annex 1 for an overview of sources). A total of approximately 14 interviews were then held with appropriate Scottish Enterprise staff, industry representatives, intermediate institutes (see Annex 2 for a list of interviewees). Main findings and conclusions have been reviewed by relevant Scottish Enterprise stakeholders. 

2.0 Position and Development of Forest Industries
This section provides a description of the different forest industries sectors, before discussing some key characteristics of the industry. The section finishes with an overview of the key trends that have influenced the industry over the last twelve years and discusses the opportunities and threats that it has faced.

2.1 Cluster Description

The forest industries cluster encompasses all those companies and industries involved with the planting, management and harvesting of forests, through sawmilling, pulp, paper and board production to the production of higher value manufactured goods. It includes the following sectors: 

· Forest owners: public (Forest Commission) and private (investors, estates and landowners). 

· Forest services: forest management companies, nurseries, agents (forest and woodlots buying and selling, landowner representation), consultants, research and educational institutions. 

· Harvesting and transport operators: This component is the contractor base and those management companies that bundle contractor operations into a harvesting and transport service. 
· Primary wood processing: This comprises sawmilling, and wood panel producers (based on virgin and recycled wood). 

· Primary fibre processing: This comprises integrated (pulp and paper manufacture) and non-integrated (paper manufacture only) manufacturing. The raw material can be virgin or recycled fibre. The products include printing and writing papers, magazine grades, security papers, specialities and tissue. 
· Secondary wood processing: This is a highly diverse but value adding component, and includes: furniture and kitchens, joinery, construction (e.g. joists, timber frame, pre-fabrication), fencing, garden furniture and crafts. 

· Secondary paper processing: This covers converting into packaging (boxes, cartons), sheeting, laminating and pre-printing.

· Co-products: This is a term used for sawdust, chips and off-cuts which are used in production of wood panels and bio-energy. There are companies which trade in these products, and offer logistics to transport the raw materials. 

· Timber merchants: The UK imports most of its forest and paper products.  Merchants usually sell timber products into the home market.

· Logistics: Scotland, with a small population base is not a large consumer of forest products, and depends on successful delivery to the UK market especially England.

· Recycling and recovery: This comprises the waste paper (and wood) collectors, sorters and merchants, who then trade in this, feeding primary wood and fibre processors with the necessary recycled raw materials.
From a global perspective, Scotland has representative businesses across this sector chain, although in smaller total scale compared to large sector representation in traditional industry homes of Nordic and North and South American countries. 
Table 2.1 overleaf shows the industry's performance from 1998 to 2003 based on key economic indicators. 

Table 2.1 key Economic Indicators for Forest Industries, 1998 to 2003

	
	1998
	1999
	2000
	2001
	2002
	2003
	Total Change

1998-2002
	% Change

1998-2002

	Businesses
	
	
	
	
	
	
	
	

	Scotland
	1833
	1833
	1783
	1756
	1717
	1614
	-116.0
	-6.3%

	UK
	 -
	-
	14400
	14286
	-
	13698
	-
	-

	UK (excl)
	 -
	 -
	11019
	10926
	 -
	10648
	-
	-

	Turnover (£m)
	
	
	
	
	
	
	
	

	Scotland
	2078.7
	2031.1
	2263.3
	2429.6
	2434.5
	-
	355.8
	17.1%

	UK
	 -
	-
	18371
	18574
	-
	19287
	
	-

	UK (excl)
	 -
	 -
	 -
	 -
	 -
	 -
	-
	-

	GVA (£m)
	
	
	
	
	
	
	-
	

	Scotland
	657.8
	662.9
	701.3
	765.6
	798.5
	-
	140.7
	21.4%

	UK
	 -
	-
	6298
	6318
	-
	6471
	-
	-

	UK (excl)
	 -
	 -
	 -
	 -
	 -
	 -
	-
	-

	Cap Expenditure (£m)
	
	
	
	
	
	
	
	

	Scotland
	99
	102.4
	86
	81.1
	94.5
	 -
	-4.5
	-4.5%

	UK
	 -
	-
	735
	-
	-
	892
	-
	-

	UK (excl)
	 -
	 -
	 -
	 -
	 -
	 -
	-
	-

	Exports (£m)
	
	
	
	
	
	
	
	

	Scotland
	 -
	 -
	 -
	 -
	 -
	 -
	-
	-

	UK
	2600
	2461
	2528
	2537
	2531
	2759
	-69.0
	-2.7%

	UK (excl)
	 -
	 -
	 -
	 -
	 -
	 -
	-
	-


The key aspects of the sectors performance are:

· Employment in forest industries in Scotland has fallen by 8.8% between 1998 and 2002. There are no figures for the UK level over this period, but data shows a decline in employment between 2000 and 2003.

· The numbed of businesses in Scotland has fallen by 6.3% and that trend appears to be UK wide. Despite this fall, turnover in the industry increased by 17.1% and consequently GVA rose by 21.4%.

· Other indicators showed the industry's performance weakening. The value of goods exported by Scottish firms fell by 2.7%, while investment fell by 4.5% which was contrary to the evidence for the industry performance in the UK. 
2.2 Industry Trends and Changes

A number of factors have strongly influenced growth in forest industries. This analysis considers the key drivers of change in the industry between 1993 and 2005, the period over which Scottish Enterprise started to engage with the industry and during which the cluster was developed. Due to the complex nature of the industry, the global market and industry trends have been divided into the forest and fibre, paper, and wood sectors.

Forest and Fibre

In the period between 1993 and 1997, the forest and fibre market was subject to a number of key trends. Wood and fibre cost were key drivers of profitability. Prices were under pressure from short rotation plantation resources (especially in Southern Hemisphere) which provided low cost and very competitive fibre. Traditional forest resources (e.g. Nordic countries, North America), which provided high quality wood products also added to the downward pressure on prices.  Changing technology was also exerting an influence on the industry. High yield gains were been achieved through silviculture and tree improvement in plantation forests.

The environmental agenda was becoming more prominent. This produced an increase in certification due to tropical forest deforestation.  Governments acted to reserve forests and to exclude them from production. There was a renewed focus from institutions (e.g. World Bank) on social and environmental objectives. Fiscal measures to support forestry created large forest resources in Southern Hemisphere and specific locations, including UK.

In the next 3 years (1998-2000), economic conditions were less favourable.  The initiative started as the market price cycle was going down, which meant that financial returns were hit, creating an imperative to improve efficiency. The exchange rate was unfavourable to the industry and timber prices were low. The utilisation of recovered paper continued to be driven by legislation. 

In addition, forest management techniques changed to emphasise multiple use – landscapes, recreation and tourism. There was a growth in farmer and landowner schemes to promote industrial forest establishment.  Forests were seen at the centre of global environmental policy. Following the EU Ministerial Conference on Forests, the EU embraced forests (excluded from the Treaty of Rome) in European wide frameworks and directives. There was also a growing financial institutional investment in forestry (e.g. pension funds). 

Over the last 5 years (2001-2005), the market and economic conditions for wood products has been influenced by new capacity growth and the need for cost reduction and operational improvement. There have been no moves to consolidate sawmilling. Both the forest and fibre sectors identify bio-energy as potential opportunities and have built plants to take advantage of green energy incentives. The demand for recovered wood has grown due to the need for raw materials to construct panels. . New environmental challenges have emerged – with the issues of global climate change leading to forest resource and management to be reassessed in terms of roles and solutions. 

During the same period, high yield products such as high wood conversion have been promoted. The measurement of forest values (social) has been used to assess the contribution to well-being, health, education and quality of life etc. There has been a decline in industry attractiveness (employment) and skills availability.  The issue of global warming has continued to gain in credibility and attention, leading to the ratification of the Kyoto Agreement. Forests are an important part of the global warming debate, and the initiatives from the Kyoto Agreement include; market mechanisms and incentives for green energy, forest establishment and carbon trading.  Forest industry development has been supported by Governments in forest rich regions (e.g. in Eastern Europe, Russia and Latin America).

Wood (sawmilling and wood panels)

In the period between 1993 and 1997, sawmilling - which in general has a fragmented business ownership - spread from large groups who were part of the pulp and paper chain (supplying co-products) to many small family businesses. During this period growth was flat and profitability was challenged. On the other hand, the wood panels sector was becoming more dynamic and attracting larger forest product groups. 

Between 1998 and 2000, consolidation in wood panels has been the main strategic activity. Companies became increasingly pan-European and a global leader emerged. Sawmilling remained unconsolidated and largely local. 

Over the next five years (2001-2005), the wood panels sector oscillated between new capacity growth and the need for cost reduction and operational improvement. Sawmilling remained unconsolidated. 

The sector was subject to similar trend from political, institutional, social and environmental trends as the wood and fibre sector.

Paper 

Between 1993 and 1997, the paper industry experienced slow growth relative to the 1980s. Volatile prices and low profitability led to consolidation in the sector– lead companies doubled size every 4-5 years. There was a lack of innovation in the sector, with R&D spend at around 1% of sales, and the industry continued to use old but proven technology.  There was a shift to new regions for investment (e.g. Latin America and Asia). Environmental concerns increased around the pulp and paper industry with issues such as forest, emissions and chlorine bleaching coming to prominence. 

For the period from 1998 to 2000, an economic upturn led to increased buoyancy. The sector was at least partially boosted by its close relationship to economic and industrial growth. Although globalisation potential rose, the industry still remained local or regional based. Poor profitability meant that new facilities were not considered and growth was by mergers and acquisitions. New issues such as recycling, renewable energy and sustainable resources arose which could potentially be addressed by the industry. 

For 2001 to 2004, there was continued consolidation but profitability was still not satisfactory. China and Russia emerged as new areas of interest. By 2004/5, the industry had gained enough confidence to begin direct investment in these countries.

High yield pulps (high wood to product conversion) and the substitution of higher cost fibres began to emerge. The industry is able to respond to the major issues of the time such as climate change, and new opportunities appear based on the industry use of bio-energy and management of forest resources.

2.2.1 Opportunities and Threats for Scotland

As a consequence of the key changes to the industry a number of opportunities and threats emerged for Scotland over the period.  The key opportunities for Scotland were:

· There was a shift to virgin fibre as a basis for the next industrial growth cycle. The Industry turned to wood supply regions, of which Scotland is one. In particular the need for spruce characteristics became a premium. Sawmilling investment took place, based on market achievements to date. 
· Paper demand led to new investment in Scotland.

· Scottish resources were well suited to new high yield products.

· New products, markets and processes emerged such as value added and bio-energy.

· The industry, because of its nature (renewable and sustainable) became more and more aligned with future societal needs and requirements.

· The industry was well aligned with environmental demands.

· The Industry was accepted as a desirable route to realising value from planted resources, with rural development as a key benefit

At the same time, these trends created threats to the industry in Scotland:

· Infrastructural costs and supply chain challenges had not been addressed. The wood based panels sector was being challenged by plants closer to South East UK markets with cost and locational advantages. 
· Wood costs were too high, or returns to forest owners too low (and they did not participate in the wood market). 
· Sawmilling remained unattractive and investment did not take place. China and Russia occupied and dominated the industry investment programmes – Scotland became increasingly sidelined. Only wood exports grew, and insufficient critical mass was achieved. The industry remained unattractive to new people and innovation rates were low.
· Profitability remained poor, with complex entry into bio-energy restricting new investment.
· Some forests were taken out of production.
· The complexity and cost of environmental requirements proved a constraint on the development of the sector. The industry had to contend with an increasingly complex political and environmental and the subsequent impact on the business climate.

3.0 Intervention Rationale and Evolution of Approach

3.1 Initial Rationale

The cluster developed in 2001 as a result of one key factor. Scotland had a timber resource that was maturing – the ‘wall of timber’. It was therefore becoming imperative that sufficient mechanisms, especially processing, were in place to take advantage of this resource. Scottish Enterprise realised that there was an opportunity for the industry and that it could make a significant difference. The industry was quite fragmented - made up of numerous very small companies and a few large ones, with differences between growers and processors - who tended not to communicate between each other. It would have been difficult for the industry to develop a coordinated response to the ‘wall of timber’ due to tensions between companies. An outside perspective was important for developing a coordinated framework for moving the industry forward. An issue of secondary importance was the rural dimension. Scottish Enterprise’s support of the industry also provided an opportunity to promote rural development, given the large concentration of forestry employment in rural locations.

The overall rationale for supporting the industry still remains. The timber resource is expected to double to 10m m3 by 2020, and while this opportunity remains Scottish Enterprise support for the cluster is required until the industry can develop its own body to deliver what is currently been delivered by Scottish Enterprise.

3.2 Evolution of Approach

This section reviews the critical events that have occurred within Scottish Enterprise between 1991 and 2004, which had an influence on the cluster and Scottish Enterprise’s relationship with it. It does this for three distinct time period: 1991 to 1997, 1998 to 2000 and 2001 to 2004. Section 2.2 provides the economic and industry context for these periods.

· The Early Years (1991-1997): Scottish Forest Product Development group, which included Scottish Enterprise, the Forestry Commission and timber growers ended in the early 1990s. Between 1991 and 1997 Scottish Enterprise provided no structured support to the industry. 

· Strategy and Action Planning (1998-2000): In 1998 Scottish Enterprise, working with the Forestry Commission, set out a strategy for the realisation of the major opportunity in Scotland presented by the doubling in the wood fibre supply over the next twenty years.  This strategy (prepared by Jaakko Poyry Consulting JPC) focused on the development of a Scottish cluster and the marketing of a high impact pulp mill opportunity. The first cluster strategy: 'Roots for Growth' was published in 2001.Scottish Executive’s Scottish Forestry strategy was published in 2002. 

· Implementation & delivery (2001-2004): The strategy provided the context for the development of the cluster. The leadership group was set up in 2001, the chair being replaced the following year. The cluster was devolved to SE Dumfries and Galloway in 2002. Devolution in 1999 meant that Scottish Enterprise now reported to the Scottish Executive. Smart Successful Scotland, launched in 2002 and refreshed in 2003, set the framework for achieving the Executive strategic objectives. It focused on three thematic areas: growing business, learning & skills and global connections. Cluster outputs were linked to these objectives. The McDonald Report, calling for greater industry integration was published in 2003.

3.3 Strategic Aims 

The current cluster’s strategy is developed around a thematic framework. The key priorities are:

· Developing knowledge – this includes objectives such as encouraging a collaborative approach to training, research and knowledge sharing, improving learning throughout the cluster and creating a better understanding of wood amongst professionals and wood users.

· Developing new products and markets which include developing product awareness of Scottish softwood, developing higher added value products and processes, strengthening the design of wood and timber products, improving education about wood as the sustainable material, developing market niches based on local advantage and/or design and marketing strength and strengthening home-based advantage by getting closer to customers.

· Developing the workforce – the cluster’s objectives are framed around the Sector Skills Development Agency’s key elements to a skills development strategy, which are to: engage employers, define skills needs, improve responsiveness of provision and raise employer commitment and policy influence.

· Developing the network – which includes objectives such as enabling the industry to make best use of e-commerce and to respond to change through collaboration, securing strategic sites for large-scale investment and devising advanced transport and logistics solutions.

· Developing opportunities in bioenergy and woodfuel – by articulating and disseminating the benefits, supporting project evaluation and pre-commercial development, promoting bioenergy schemes, forming new networks of interest and informing policy development and supporting the development of a database of woodfuel suppliers.

· Developing links with the wider community including creating links and benchmarks with other industries, capturing the benefits of non-market uses of the forest resource, promoting the role of the Cluster in supporting rural inclusion and creating a single voice for the Cluster on shared issues of concern.

These priorities have remained broadly unchanged from the first cluster strategy ‘Roots for Growth’.  Their prime focus is economic and the strategy does not directly address social or environmental objectives

The main area that the strategy has evolved is around inward investment and development of a career framework.

3.4 Main Findings

The main findings on the strategic rationale are:

· Scottish Enterprise’s support for the cluster is based on the rationale that without efficient processing and a competitive supply chain, the forest resource would be harvested and exported with no added value to Scotland, or stand beyond maturity to the point where extraction becomes uneconomic. This response has been in response to multiple market failure in the industry. In particular the conservative nature of the industry had made companies less inclined to invest in new technology and to innovate. Externalities produced by the market have also meant that the industry could not provide any coordinated responses to change market conditions; therefore support from Scottish Enterprise was required.
· The aims of the strategy were appropriate for the circumstances that the industry faced. From an industry perspective the key imperative of the strategy was to reduce costs and increase productivity. In doing so the strategy has sought to keep pace with developments in the industry. The strategy provided a framework for the development of action that dealt with these concerns.

· The cluster strategy has helped the industry to act in a more co-ordinated way. This has led to some positive developments around priorities areas such as transport, e-business, training, research and innovation. It is also reflected in the manner in which the industry has discussed an appropriate response to Scottish Enterprise's planned disengagement from its current role in the cluster.

4.0 Inputs, Support and Resourcing

The aim of this section is to review the resources available to the cluster team in support of forest industries.

4.1 Financial Resources 

Figure 4.1 shows expenditure by the forest industries team over the last 4 year. A total of £3.5 million has been spent on cluster activities. Another £200,000 was spent on pre-planning studies prior to the creation of the cluster. Expenditure peaked at £1,029,000 in 2002/03 and was 856,000 for the last financial year.

Figure 4.1: Forest industries team expenditure, 2001/02 to 2004/05
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Table 4.1 shows annual expenditure by activity expressed as a percentage of the total annual expenditure. The focus of expenditure has altered over the life time of the cluster. In part this is due to the set up costs of activities compared with the operational cost, and it also is explained by changing objectives. In early years a large share of the annual budget was spent on transport related activities, this has fallen to 4% in 2003/04. The development of new products and markets has remained a key focus of expenditure accounting for between 23-32% of total expenditure. Innovation accounted for 17% of total expenditure in 2003/04 compared with 4% in 2001/02 and partnership increased from 13% to 20% over the same period.

Table 4.1 Annual expenditure by activity, 2001/02 to 2004/05 (% of total)
	
	Partnership
	New products and markets
	Innovation
	E-commerce
	Transport
	Training
	Entrepreneurship
	Rural
	Total expenditure 

	2004-5
	16%
	24%
	10%
	7%
	4%
	4%
	28%
	6%
	320,580*

	2003-4
	20%
	23%
	17%
	6%
	5%
	4%
	8%
	17%
	772,537

	2002-3
	9%
	32%
	14%
	6%
	11%
	2%
	17%
	8%
	1,029,015

	2001-2
	13%
	26%
	4%
	0%
	23%
	5%
	0%
	31%
	663,369


Source: Scottish Enterprise. * Figures do not include all committed expenditure.

4.2 Governance Structure

At the centre of the cluster is leadership group, made up of industry and Scottish Enterprise representatives, sets the strategic direction of the cluster. This structure has remained unchanged since its creation, though the composition has changed.  The chair was replaced in 2002 and individual membership has also rotated. 

The Leadership Group is supported by the Cluster Director and executives from Scottish Enterprise and Highlands and Islands Enterprise.  The executive team includes members from five LECs, SDI and HIE with additional full time secondment from the Forestry Commission (a department of government) and the Forest Industries Development Council.  Work is arranged on a project delivery basis with Scottish Enterprise funding channelled through Scottish Enterprise Dumfries and Galloway.  Line management is through the Chief Executive at Scottish Enterprise Dumfries and Galloway.

To complement the work of the leadership group, regional cluster groups were introduced in 2003 in order to link the work of the Cluster more directly with issues relevant to the regions and to engage more actively with a broader industry membership across South Scotland, Central Scotland and North East Scotland. The chairman of each regional cluster has been invited to join the Cluster Leadership Group, which has helped to broaden the cluster's engagement.

Scottish Enterprise plan to withdraw from their current role in three years time. As part of this process, the cluster seeks to establish a pan-industry body which would take over its role. This change to the governance structure would have to be managed to ensure that similar services as provided by the new organisation as are currently provided by Scottish Enterprise and it remains a priorities to ensure that this capacity is deliverer in the timeframe 

The fact that there have been no organisational changes has provided continuity and allowed the cluster to focus on delivering and implementing the strategy rather than dealing with change.

4.3 Staffing

4.3.1 Team size and Composition

Scottish Enterprise’s Forest Industries team was created with a team leader, a secondee from the Forestry Commission and an administrator from Forest Industries Development Council (FIDC) now Confederation of Forest Industries (CONFOR), funded from the team’s budget. The core team was supplemented by support from the LEC and Business Unit. These members have been task focused and therefore been members for a specific period of time.  This amounted to 1 to 2 FTE non-core people over the years.  A key drawback of this approach is that the availability of LEC staff is affected by the each LECs’ priorities. This has meant that LEC resources are not always available to the cluster team. An additional disadvantage of using the task-based approach is that it has required a large amount of management time.

Therefore the team compliment has been around four or five FTEs over the period. 

The original team leader has remained in post.  This has benefited the cluster, allowing the team to develop good relationships with industry representatives. The consultations revealed that this is seen as a major contributor towards the success of the cluster. 
4.3.2 Staff Skills

The skills set of the original team were complimentary. The team leader had knowledge of the network and of the cluster approach, which was supplemented by forestry experience from the forestry commission secondee. This pattern has continued. The forestry knowledge of the team leader has grown and is generally respected in the industry.  These skills have been fundamental in shaping the cluster and in helping to implement the cluster strategy and delivering the involvement of the industry. As cited in the consultations, the team’s networking skills were important in securing industry support and engagement. The team leader in particular has been cited as a key influence on the success of the cluster.

The team has also brought an international perspective and different insight to the industry. According to industry, the cluster team has helped to introduce news ideas to the industry which wouldn’t have come through so quickly e.g. education and training. The team’s knowledge of the Scottish Enterprise Network has also been useful for the industry, allowing it to understand where the forest agenda matches or clashes with the national agenda. A concern about the cluster team’s lack of business acumen or commercial awareness was raised during the consultations though this was never cited as a constraint on the effective of the cluster. 

4.4 Main Findings

· The cluster's financial resources have not been a restraint on delivering Scottish Enterprise’s aims. The core team along with support from the Scottish Enterprise Network and the leveraging of support from industry has allowed the cluster to deliver a range of activities and produce key achievements, which were beyond the scope of the core team's capabilities  

· At the start of the cluster, expenditure was targeted on rural activities (developing links with the wider community), transport (network) and new produces and markets. The focus of expenditure has changed over time to reflect new priorities and changes to current ones.

· A critical decision at the start of the cluster was to position the cluster group within industry not Scottish Enterprise. This has succeeded in promoting a high level of ownership from within industry and has produced the favourable comments around Scottish Enterprise’s support made during the consultations. This approach has engendered partnership from a previous fragmented industry and would serve as a good model of the public and private sectors working to a common agenda. It has also helped to prioritise activities.

· The introduction of regional cluster groups has provided a new dimension to the cluster. These groups might prove a distraction from the delivery of the national agenda. It is as yet too early to assess their impact in this respect. They, however, have been designed with the intention of providing a mechanism for delivery of those parts of the strategy that are best delivered at that level such as e-business and skills. They also have been developed with a mind to broaden engagement. Therefore on balance they should be seen as beneficial to the cluster.

· The team has been able to create the cluster from a disparate group of companies and sectors. This has required a set of skills including relationship building, industry knowledge and knowledge of clusters. The team has provided industry with the knowledge and expertise to create the cluster, without which it would not have been established.

· The continuity with the team leader and with the governance structure has allowed the cluster to focus on delivering and implementing the strategy. The use for other LEC staff to supplement the team has been beneficial, allowing the team to call on time and specialist skills on a task by task basis. A disadvantage has been that this approach has required a considerable amount of management by the team manager. However, the overall benefit is beneficial.

5.0 Intervention Efficacy

This section reviews the key activities of Scottish Enterprise’s support for the industry and the associated outputs. 

5.1 Activities and Interventions

Over the last five years, the cluster had delivered a range of activities linked to their strategic objectives. These have been delivered with the framework of Smart Successful Scotland, and include:

Figure 5.1 Key cluster activities
	SSS Priority
	Activity



	Growing Business
	Establishment of an e-Business Forum for taking forward e-business.
Establishment of the Centre for Timber Engineering (CTE) has been established at Napier University to enhance the professional knowledge base in timber engineering, promote the transfer of technical knowledge, and provide research services to industry, conduct strategic research and providing under- and post-graduate education in timber engineering but also supporting the engineering and architectural professions through CPD, research and information.
Conducted a pilot study to establish the viability of engineering Sitka spruce for use in joinery manufacture is underway.

An examination of the opportunities for increasing use of Scottish-grown timber in construction, 

Co-funded the publication of two booklets aimed at promoting use of timber in construction. 

Supported the building of a showcase pavilion made of home-grown wood products constructed at the Plant Collectors Garden at Pitlochry.  
A partnership project between public and private Commissioned international benchmarking studies that identified potential for exporting joinery components to Europe. A follow up study is looking at the matter in more detail.

Held diversification seminars for exploring opportunities in the wind power market to nuclear and offshore decommissioning. 

Commissioned a pre-feasibility study on the establishment of a softwood pulp mill in Scotland.

The Cluster has been supporting the work being done by the National Energy Foundation to develop a database of woodfuel suppliers across the UK.

The Cluster is working with Nifes Consulting Group on a European-funded bioenergy project, Biomass Partnerships.  This is a multi-national collaboration, part-funded under the Intelligent Energy Europe programme, which seeks to grow the market for woodfuel heating systems.

In April 2005 the Cluster, in partnership with the Scottish Enterprise Energy Team, commissioned a multi-disciplinary team of consultants led by the bioenergy experts, Econergy Ltd, to look at how the Scottish biomass heat market could be stimulated.  


	Global Connections
	Commissioned a study into the flows of timber and the barriers to efficient logistics. 
Supporting a number of local forestry initiatives across Scotland that are receiving support from the Cluster and the Scottish Enterprise network and Highlands and Islands Enterprise – often alongside support from Europe.

The Cluster has extended its networks overseas by attending exhibitions and conferences, organising study tours and by meeting industry representatives in the USA, Canada, France, Sweden, Finland, Germany and Denmark.
Strategic business development is being undertaken by a number of leading companies with the support of the Cluster team and other specialists within Scottish Enterprise.
Roots for Growth and subsequent Cluster literature has been distributed across the forestry community in Scotland and to others around the world.
The Cluster has responded to a range of discussion documents, including the Scottish Executive’s draft Scottish Forestry Strategy, the Department of Trade and Industry’s Foresight Programme to encourage representation of the forestry sector on issues relating to construction; the Scottish Executive review of the Woodland Grant Scheme and Farm Woodland Premium Scheme; and the five-yearly reviews of Forest Enterprise and Forest Research.

Presentations about the Cluster initiative have been made to organisations and delegations within the forestry community in Scotland and in Europe.

	Skills and Learning
	CTE is also developing a £650,000 programme of flexible training in timber engineering via online modular education, with a versatile library of online teaching materials. 

Training and skills course offerings have been augmented by the Knowledge Transfer Partnership programme (KTP) run by CTE, which is supported by industry and government funding.  Already there are five KTPs underway with individual research associates working in partnership with industry businesses to examine issues of specific relevance to their own business operations.  

Scottish Enterprise commissioned the development and running of two specially tailored training events in south Scotland and Grampian in business development skills, as a pilot scheme.

Engage government: The forest industries are now engaging government more effectively with the advent of ConFor and the Cross Party Group of MSPs on Sustainable Forestry and Forest Products.   

Work is being done towards a forest industries workforce development strategy through discussions with the relevant Sector Skills Councils. 

A survey of training provision across the industry which is summarised in Training skills review summary (Nov 2002).
Scottish Enterprise has contracted with the Forestry Contracting Association to provide a range of business skills to small-scale entrepreneurs.  This programme, jointly funded by the European Social Fund, has been up-skilling around 200+ people annually. 

Scottish Enterprise has given support to Barony College for Forestry Skill Training.  Again supported by the European Social Fund these courses have helped to up-skill around 200+ annually to the level of National Proficiency Tests Council (NPTC) award.  

Scottish Enterprise has provided support to the UK Timber Frame Association for the development and implementation of on-site training skills.  New financial support has recently been agreed for off-site skills through the Construction Skills Action Plan.  

The Centre for Timber Engineering (CTE) at Napier University offers: a BSc in Civil and Timber Engineering; and MSc courses in Timber Engineering, and Timber Industry Management. Support for a range of continuing professional development (CPD) seminars for architects and industry professionals, as well as support for a coordinator in Scotland for the Forest Education Initiative which is working to create new and improved educational material about the industry for schools.

A Training Needs Assessment has been carried out of companies across the cluster.


Source: Scottish Enterprise

The activities of the cluster are developed in a number of ways. They tend to be based on commissioned research and consultations with the industry. The cluster also hosts an annual conference, which is now seen as a key industry event, which is a mechanism for updating industry on progress and discussing future initiatives and ideas.

The cluster has also commissioned numerous research studies to help inform its strategy and activity. In particular, there have been several benchmarking exercises which have compared the industry in Scotland with international competitors to look at experiences there. Study visits have also been used to identify best practice used by competitors. Following one such trip to New Zealand study trip, a number of initiatives around training and careers were developed. 

The consultations revealed that these activities are well received by the industry, which in many instances has a direct influence on their adoption by the cluster. Industry also believes that many of these activities would not have occurred without the support of Scottish Enterprise

5.2 Outputs and Results

The cluster records its outputs against Scottish Enterprise targets. Table 5.2 shows these targets for 2004-05, data for earlier years were recorded against different targetry frameworks. It shows the clusters delivering output linked to their strategic objectives especially regarding business assistance, workforce development, networking and e-business.

Table 5.2 Key outputs 2004-05

	Output indicator

	Total

	No. business assists
	28

	No. businesses attending events
	356

	No. businesses progressing into the advanced stages of e-business
	6

	No. collaborative Cluster Networks
	3

	No. individuals attending events
	395

	No. new collaborative ventures supported by Network which seek to achieve tech transfer
	5

	No. organisations expanding their use of e-business
	15

	No. SMEs engaged in LEC supported Workforce Development activity
	244


Source:  Scottish Enterprise

These outputs are well mapped to some activities and therefore provide a useful indication of the cluster success in achieving these activities. They do not provide a comprehensive means of assessing the cluster activities. A wider review of outputs indicates that a range of outputs have been delivered that are aligned to the cluster's strategy.  Examples of these outputs include:

· Three cluster conferences

· The establishment of the Scottish Parliament’s Cross Party Group on the Forest Industries 

· Creation of three new Regional Cluster groups established

· The establishment of the £13m Timber Transport Fund 

· New standards for GIS and Invoicing and Despatch developed and agreed by Industry e-business forum

· Establishment of the Centre of Timber Excellence (CTE)
· Industry learning journeys to British Columbia, Austria, Germany, Sweden  and Denmark which have directly influenced the cluster's activities and strategic direction

These outputs are aligned to the objectives of a Smart Successful Scotland. A number of these outputs are identified with the Growing Business objective including assisting businesses, supporting e-business, the development of new standards for e-business, the CTE and cluster events and structures. Other outputs support the Global Connections agenda. These include the establishment of the Timer Transport Forum, the timber transport fund and assisting companies with strategic business development with the support of the Cluster team and other specialists within Scottish Enterprise. Linked outputs also include the creation of  the Forest Industries Investment Group, (and Forscot) developing major Inward Investment processing opportunities valued at £450m: e.g. Pulp, paper and board, and timber products. Initiatives around bio-energy from wood: 12 new initiatives underway including major £65m Powergen scheme at Lockerbie.
The Skills and learning agenda has been promoted by a range of outputs including work of the CTE towards developing training schemes and other course development such as FCA Machine operator training and management training support at Barony College with over 200 trained, career awareness and assisting SMEs in workforce development.

There has been no evaluation conducted on the cluster's industry projects. The consultations, however, revealed that there is general satisfaction among industry with the strategy and the activities that underpin it. The achievements that the cluster has made to date underline this. The cluster has successful delivered a range of outputs that have been directly linked to the strategy. The perception among firms is that the cluster has been good for the industry; in particular, it has produced greater collaboration between companies.
5.3 Main Findings

· The cluster's activities maps consistently to its strategic objectives. The outputs from these activities were directly relevant and therefore appropriate for the delivery of these objectives. 

· The cluster activities have been focused on addressing the market failures. It has addressed risk averse nature of the industry by providing and funding and support for a number of activities including the Centre for Timber Engineering. The cluster has also address market failure in information by funding training courses, course design and research into skills need, and by working with national organisation responsible for training.

6.0 Results and Impacts

This section describes the main outcomes and impacts that arise from Scottish Enterprise’s activities in the cluster. It also sets these against the overall aims of Scottish Enterprise’s strategy.

6.1 Outcomes and Impacts

The cluster has succeeded in delivering a number of outputs which has directly contributed towards positive outcomes for the industry. The evidence for these outcomes comes from the consultation and from supporting studies.

The consultations revealed that industry’s confidence has increased. Recent survey data supports these findings. It shows that Scottish forest industries recent performance and future prospects are markedly better than elsewhere in the UK
.   The cluster has also succeeded in raising the profile of the industry. The cluster and industry is favourable perceived by the industry in the rest of the UK industry. Some members of the leadership group are supporting similar cluster initiatives in England and Wales, which are seeking to replicated the successes of the Scottish cluster.

The cluster helped to promote the profile of the industry within Scotland.  It has also helped to raise the political profile of the industry. The establishment of the Cross Party Group on Sustainable Forestry and Forest Products has been another significant development for the industry. This provides industry with an opportunity of setting out their agenda to MSPs and gives MSPs access to industry. The establishment of the £13m Timber Transport Fund is further confirmation of the political support for the cluster.

The cluster has helped address the fragmentation which characterised it. It has helped the industry cooperate at a strategic level; the cluster’s leadership group is a prime example of this. The e-business forum and the timber transport forum are other examples where the cluster has helped firms to collaborate to deliver initiatives that have raised productivity and lowered costs for the industry. The e-business forum, for instance, encouraged business to come together and work towards GIS data transfer standard. 

Collaboration between the industry and the university sector is another key outcome of the cluster’s activity. With Scottish Enterprise and industry funding, the Centre for Timber Engineering has been established. The aim of the centre is to provide greater professional knowledge of timber engineering and the transfer of technical knowledge, provide research services to industry and conduct strategic research, and to increase the supply of graduates to the industry.  This also occurs at firm level through the Knowledge Transfer Partnership programme (KTP) run by CTE, links are individual researchers are associates working in partnership with industry businesses to examine issues of specific relevance to their own business operations.  

Study visits to New Zealand and British Colombia have proved very useful for identifying good practice that can be transferred to the Scottish industry. These study tours have directly led to initiatives such as the Centre for Timer Engineering, development of more coherent career structures and the regional clusters. These have also helped to refine the strategic objectives of the cluster.

The cluster has set three key targets for the first five years:

· The creation of over 1,000 new jobs 

· The stimulation of an extra £100m of investment in processing capacity 

· An increase in market penetration from 9% to 15%. 

By 2005, actual and proposed investments of £247m had been identified which if realised would mean that the investment target would be exceeded. These planned investments are also likely to lead to more than 1,000 jobs. Scottish Enterprise has been directly involved in the majority of these plans either with supporting studies information and advice or financial support. Therefore it is reasonable to assume that a proportion of these investments can be attributable to the Scottish Enterprise's support.
6.2 Monitoring and Evaluation

The cluster team have not done any formal evaluations of activities, though they have conducted reviews of projects and programmes as necessary (usually associated with ongoing approvals). 

6.3 Main Findings

· Findings from consultations and primary research indicate that the cluster helped to boost the industry’s confidence. This has helped improve the business environment and has been a factor behind recent investments. 

· The coordination role that Scottish Enterprise has performed could not have been provided by the industry itself due to its fragmentary nature. The industry has now a set of collective actions and responsibility under which to group. It has provided the catalyst for a fragmented industry to have a coherent voice.

· Scottish Enterprise support has been fundamental in the development of the cluster. Without this support, some initiatives would have happened; it would only have been at a slower rate. Others would not have happened such as the Centre for Timber Engineering and the Transport Strategic Fund. The cluster itself would not happen – the approach from industry would have been more disjointed. The fact that Scottish Enterprise was a constant over the lifetime of the cluster has helped.  Initiatives such as the e-business forum and the timber transport forum have helped to reduce costs and raise productivity and therefore have address key concerns of the industry.

7.0 Conclusions and Learning Points

This section makes some conclusions and recommendations around learning points and future research.

7.1 Conclusions and Learning Points

The main conclusions and learning points to emerge from the study are:

· The long term involvement of Scottish Enterprise and its financial backing were important elements in the establishment of the cluster.  As the cluster developed, it helped to draw in other industry stakeholders, which were aware of Scottish Enterprises commitment. This seems particularly relevant for an industry as disjointed as forest industries. 

· The leadership group was another key element behind the development of the cluster. It helped the cluster prioritise actions, it encouraged buy-in from industry and it has helped to give the cluster credibility with the industry.

· The findings from the consultations indicate that the skills and experience of the cluster team has been important for the cluster.  This relationship has been built up over time, but it might not have developed these key skills such as networking was not present in the team.

· Engagement provides the industry with ownership of the initiatives, and also helps the strategy and action plan to reflect priorities for the industry. In forest industries engagement at the start of the cluster was at a level sufficient to develop momentum. This engagement gradually broadened and deepened as the cluster developed and the establishment of regional cluster groups has taken this a step further.

· The rationale for Scottish Enterprise’s support of the cluster remains. The industry is still not sufficiently developed or robust to drive the cluster forward without Scottish Enterprise assistance. If Scottish Enterprise is to disengage from its current role, then it needs to ensure that a suitable organisation is in place to take over. The aim is to "create a single voice for the Cluster on shared issues of concern" as in the past the industry has been compromised by the fragmented nature of representation.  At present, ConFor is not sufficiently developed to do so. Scottish Enterprise has made the cluster aware of its intention to disengage and is actively trying to develop the capacity within the industry to do so. It must remain a key priority for the future.

· The benefits to the industry of the cluster have been a renewed confidence in an unfavourable set of economic circumstance, higher inward investment, more innovative in how it used good practice from other industries and countries, the e-business forum, and the timber transport forum which have both helped to reduce costs.

7.2 Future Research 

This evaluation has been based on a limited amount of interviews and a review of key documents and information associated with the cluster. The input of a sector expert was also used to inform the study. This therefore was not a full evaluation of the cluster, its activities and its impacts. A full evaluation would need to draw on a wider body of information which include:

· A detailed assessment of expenditure and output by theme area.

· A review of unit cost of output to establish efficiency.

· An assessment of the impact of the cluster activities on industry GVA and sales.
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