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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 (SE) 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 resource.
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 a 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 then held with appropriate Scottish Enterprise Glasgow staff, industry representatives, knowledge centres, and intermediate institutes (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 Construction  Industry

2.1 Industry Description

The Achieving Construction Innovation and Excellence in Scotland report
 contains a diagram which broadly splits the construction industry into three - design and project management, core activities and the supply base.  Design and project management encompasses the various elements of the construction process from inception and project preparation through to building, installation and asset management. Professional skills, including engineering, planning, surveying and project management, are mainly relevant here. The core activities mainly refer to the manual trades of relevance through the construction process from ground works through the various construction and engineering skills and on to the management and eventual demolition of completed buildings. The supply base includes manufacturers of building materials and fittings and the providers of services such as waste disposal. 

The following table provides Scottish Executive data on the construction sector.

Table 2.1  Construction Output and Employment Data

	
	
	1998
	1999
	2000
	2001
	2002
	2003

	
	
	
	
	
	
	
	

	Employment (000s)
	Scotland
	138.5
	133.8
	130.3
	120.1
	123.3
	120.6

	
	UK
	1302
	1337
	1340
	1365
	1348
	1376

	
	UK (excl)
	1023.6
	1051.6
	1049.5
	1072.8
	1068.1
	1101.1

	Businesses
	Scotland
	14027
	14037
	14043
	13986
	13886
	14078

	
	UK
	179868
	188304
	190550
	192960
	195595
	201122

	
	UK (excl)
	129278
	134668
	136177
	138509
	140467
	145451

	Turnover (£m)
	Scotland
	8387
	9461
	9788
	9643
	10287
	-

	
	UK
	102446
	111365
	121549
	130064
	140475
	152403

	
	UK (excl)
	75334
	80022
	87132
	96549
	102295
	-

	GVA (£m)
	Scotland
	3206
	3575
	3857
	3755
	4064
	-

	
	UK
	34474
	39150
	42275
	47530
	49785
	53147

	
	UK (excl)
	25743
	28943
	31044
	35883
	37137
	-

	Cap Expenditure (£m)
	Scotland
	185
	182
	177
	172
	227
	-

	
	UK
	1822
	1869
	2216
	3107
	3934
	3318

	
	UK (excl)
	1195
	1297
	1692
	2504
	3096
	-


Source: Scottish Executive / ONS

UK (excl) refers to the UK excluding the South East (As this has a distorting effect in many sectors.
House building is the aspect of construction that is perhaps highest in the public perception; however it is not the largest area of activity and accounts for about 25% (£1.8 Billion, 18-20,000 units) of the total annual industry output in Scotland. Scottish construction output for 2003 was £7,619 Million (DTI). This equates to 5.4% of GVA (Scottish Executive). By mapping the entire supply chain Scottish Enterprise estimated that the construction sector contributes £10 billion to the Scottish economy. The market for construction in Scotland is by nature domestic (i.e. not export driven) and dependant for over half of its turnover on public sector-led building programmes. Evidence from the policy documents points to the increasing demands being placed on the sector through significant increases in construction investment associated with housing stock transfers, school building programmes, infrastructure developments and major commercial projects such as the Glasgow financial district and Clyde Development.

In terms of geographic patterns there is a strong focus on the West of Scotland – the projected construction demand for the period 2003 – 2008 is £5.57 Billion. 

The industry is generally mature, though there are some elements within the cluster, such as off-site construction that could be labelled as an emerging sector of the industry.

The industry is very fragmented both in terms of its day-to-day business and its representation. With clients and their agents applying cost pressure on main contractors, main contractors and house builders also pressurising sub-contractors and everyone pressurising suppliers. This results in a highly competitive and still confrontational industry aspiring to margins of 2%. In contrast and reflecting improving economic conditions in recent years and the continuing lack of available land in areas where people want to live, house building has enjoyed margins of anything between 15-25%.

Virtually all of the large contractors are non Scottish owned, though within the largely professional design and project management sub sector there are still a significant number of Scottish owned firms. At the smaller scale end of the core businesses the SMEs tend to be Scottish owned. 

2.2 Cluster / Industry Trends and Changes

The following international changes and trends occurred between 1993 and 1997.

· The Local Government Act meant that Compulsory Competitive Tendering prevailed within the public sector effectively meaning that lowest price was the main if not the only criteria used to award contracts. This created an atmosphere of mis-trust between the private and public sectors and served to encourage rogue traders who, with limited overheads, could significantly undercut the legitimate industry. Direct works departments within local authorities were seen to be successful at this time. The industry was unable to obtain any meaningful analysis of their operation and pricing policy and as a result, suspicion grew that they were being subsidised by other local authority departments.

· Constructing The Team was published by Sir Michael Latham supported by and in response to the Government’s call for a fairer and more efficient construction industry. Sir Michael’s proposals ultimately led to the introduction of The Housing Grants Construction and Regeneration (HGCR) Act which introduced new and fairer payment terms through the contractual chain and provided more straightforward and affordable mediation in the form of fast track adjudication.

· The Private Finance Initiative was introduced whereby large public sector capital projects could be considered through the levering in of finance and expertise from the private sector and the financial institutions. This was slow to materialise in Scotland partly due to the concerns of the public sector in relation to jobs within the facilities and services which were being taken over by the private sector and partly due to the negative press coverage concerning value for money.

· Earnings in the industry had been maintained at relatively low levels for many years and the basic rate for a fully qualified craftsperson had fallen below their equivalent in related industries. It was a fact at this time that the basic hourly rate for stacking shelves in a supermarket was higher than that for a craftsperson. Discussions were held with the Unions on a UK wide basis to remedy this situation.

Between 1998 and 2000 the following international issues and concerns arose.
· Industry concerns that the newly elected Government would abandon The Private Finance Initiative were unfounded. New hospitals and schools needed to be built and there was general agreement that this was the only way to do it. The Public Private Partnership was introduced to encourage collaboration between the two sectors.

· The need for affordable housing, particularly in the South East, was being promoted by the Office of the Deputy Prime Minister stating that all new private housing development sites should allow provision for affordable housing. A figure of 25% was announced for England and Wales. Although Scotland was avoiding any specific mention of percentage allocations, the pressure was mounting on private house builders to act accordingly.

· The government announced a clamp down on the abuses of the self employed status within the industry and the Inland Revenue was to be resourced to properly enforce the new and much more rigorous regulations. As a result there was, in Scotland, a substantial swing to directly employed labour with many companies incurring the associated additional costs. 

· The emergence of the Scottish Parliament meant that many of the powers which had previously been retained by Westminster were now devolved to the new Scottish Executive. This provided greater access to decision makers and meant that policies relating to issues such as construction training and housing should better reflect the Scottish scene.

· HM Treasury, the National Audit Office and the Office of the Deputy Prime Minister announce their intention to procure services on the basis of value for money rather than lowest cost. This effectively sets aside the former Compulsory Competitive Tendering approach and replaces it with the Best Value Regime.

· Rethinking Construction was conceived and delivered to the industry by Sir Richard Egan on behalf of the government. The Egan Agenda for change called for greater emphasis on the development of improved processes of management and production and improvements in supply chain management.

· In response to both the Latham and Egan Agendas, the UK government introduced the Quality Mark Scheme. This was to be a benchmark for quality enterprises in construction and was driven at that time by the DTI.

· The Working Time Directive and the way it was adopted by the UK Government, provided the industry with a number of challenges. Holidays with pay and the impact of the public holiday element had to be regularised as did the arrangements concerning premium hours and the maximum working week.
Between 2001 and 2005 the following events and trends of relevance occurred.

· The production of the document “Accelerating Change” by the Strategic Forum again led by Sir Richard Egan, followed on from Rethinking Construction and called for new and innovative ways of working in the industry.

· As a spin off from the Accelerating Change proposals, the Movement for Innovation (M4I) and Best Practice Clubs were established.

· Environmental considerations in relation to the industry started to come to the fore with the publication of the “Building a Better Future” (DLTR, 2001) report and the United Nations Sustainable Development “Agenda 21” proposals. Both Local and National Government were now expecting contractors to be able to exhibit their environmental policies as part of their tendering procedures.

· With interest rates falling throughout the western world, the construction industry received a major boost in terms of investment opportunity. New projects came on stream and the house building industry enjoyed a sustained period of significant growth. This however fuelled house price inflation which was exacerbated by the planning system and demographic changes in the population profile.
The following issues are key to the future of the construction sector.
· There seems little doubt that the environmental agenda will continue to have an increasing impact on the way the industry operates.

· The use of “Prime Contracting” methods in the USA and parts of the EU will become more common place particularly where large Government contracts are involved.

· Although there has been considerable resistance in the past in the UK to prefabricated and modular type building, efficiency and quality gains have been demonstrated in other parts of the World (USA and Scandinavia in particular). Manufacturing off-site will improve production and will have spin-off effects in the areas of health and safety, training and working conditions.

2.2.1 Opportunities and Threats for Scotland
In terms of opportunities and threats specific to Scotland the following points were of most relevance between 1993 and 1997. 

· Many of the direct works departments within local authorities began to report massive deficits in their operation. The then Secretary of State for Scotland threatened closure of several departments unless they could turn the results around.
· Planning constraints resulting in part from the lack of proper communication between planning authorities, the utility companies and developers, resulted in a continuing shortfall in the number of houses being built in Scotland.
From 2001 to 2005 the followings trends / events were of importance to the Scottish Construction sector:
· In response to the need for a more strategic approach to the challenges facing the industry, the Scottish Construction Forum was formed. 
· Having examined the design and operation of the DTI funded Quality Mark scheme which was operating in England and Wales only, the industry in Scotland decided to set up a somewhat different scheme. This scheme, The Construction Licensing Executive (CLE) differed in two main ways. Firstly it was considerably less bureaucratic and therefore less expensive to the individual contractor and secondly it was being supported and administered by the principal trade and professional bodies in Scotland.
· The Cross Party Group for Construction in the Scottish Parliament was formed. This provided a vehicle for regular discussion between the politicians and the industry and stimulated for the first time, parliamentary debates on construction issues.
· Despite a good level of intake of apprentices each year into Scottish companies (approx 2000 pa), work was undertaken by the CITB to introduce construction into schools by influencing the curriculum at both primary and secondary levels. By the end of 2004 some 7000 youngsters were expressing an interest in a career in the construction industry in Scotland. Intake remains at around the 10,000 mark.
· Establishment of the Scottish Building Standards Agency – provides guidance and advice to the industry on contracts etc.
From 2005 onwards the following points are seen as key to the future of the industry.
· The Scottish Construction Forum will be required to take a lead position in modernising and streamlining the industry in Scotland. It must become the informed and authoritative voice for the industry and work with the principal trade and professional bodies in the industry. As a secondary aim it should work to reduce the fragmentation of representation in the industry by for example encouraging the amalgamation of appropriate said bodies.
· The Best Value in Local Government regime is beginning to deliver results and should be supported and encouraged by the private sector. It should be allowed to become properly established and any proposed change resisted for the foreseeable future.
· A more flexible approach to working hours and skills training will be required. Being available to work when it suits clients i.e. out of hours and being able to provide a range of skills in fewer people, i.e. multi-skilled, as well as semi-skilled, will deliver a more efficient and effective industry.
· One of the biggest problems for the industry at the domestic end of the market place is the operation of the cowboy/rogue trader. Everything needs to be done to support the efforts of the CLE in Scotland. Clients and Main Contractors must be encouraged to insist on contractors and sub contractors being CLE approved.
· Notwithstanding the significant advances in IT in this country, the construction industry in Scotland remains fairly immature in terms of its use of the technology. Promotion and training will be required.
· Launch of the Scottish Executive’s Infrastructure and Investment Plan, of £8,337 Million over the next 10 years.
The following table summarises some of the trends described above and classifies them in terms of threat or opportunity for Scotland. 
Table 2.2  Threats and Opportunities for the Scottish Construction Sector

	Trends
	Opportunity for Scotland
	Threat to Scotland

	1993-1997

Planning Constraints
	To create a more flexible and responsive planning system
	House price inflation, increased problems for 1st time buyers/homeless.

	1998-2000

Rogue Traders.

The Scottish Parliament.

Affordable Housing.

PFI and PPP
	A more regulated and attractive industry.

A greater influence on devolved issues as they affect the industry.

Attraction of key personnel in employment areas.

The continuing provision and maintenance of much needed facilities.
	Lost revenue to the Treasury.

No perceived threat.

Over provision could stifle the housing market and discourage private house builders.

The cost of bidding and the decreasing number of companies in the market.

	2001 – Present.

Management Contracting.
The CLE.
Environmental issues.
The Scottish Construction Forum.
	Work for indigenous companies.

Ridding the industry of the “cowboy element” and associated perception.

A cleaner and safer industry.

A better informed decision making process on strategic issues
	Profits retained elsewhere, fewer people employed and fewer people trained.

No perceived threat.

None other than not striking the right balance.

Allowing the SCF to develop into another “talking shop”.

	
	
	

	
	
	


3.0 Intervention Rationale and Evolution of Approach

3.1 Initial Rationale

The key document in illustrating the reasons for intervening in the construction sector is Achieving Construction Innovation and Excellence in Scotland1, a report that was endorsed by the Minister in Autumn 2003. This was developed following wide industry consultation and highlights a number of sector characteristics, the presence of opportunities to improve sector performance and threats to the future of the sector.

The sector characteristics include:

· The large size of the sector - it is a major employer with a significant economic output (10-12% of GDP). 

· The cross cutting nature of its product, i.e. virtually every part of the economy needs buildings. 

· The large public sector contribution (55%) to construction turnover which means that the public sector can exert a strong influence on construction and that any savings / efficiencies enabled should release public funds for other issues. 

The opportunities identified for the construction sector include:

· Public procurement could be modified in such a way as to favour good quality construction practice and local companies.

· Scotland has been slow to take up the principles of UK national policy development in construction, such as Rethinking Construction and Accelerating Change, with few participating in Demonstration Projects. 

The threats identified for the construction sector include:

· The fact that construction has had a bad image over the years.

· Scottish construction has a worse performance on health and safety issues than the rest of the UK. With only 22% of Scottish construction companies achieving a zero percentage accident rate compared to 44% for the UK as a whole (see table 6.1).

· Barriers to small and micro organisations engaging in the whole improvement agenda. Smaller companies dominate the construction sector and many are not fully aware of the types and range of opportunities that will be available to them or how best to access the new opportunities.  
· The construction sector in Scotland is extremely fragmented and traditional procurement practices compound this. There is a need to provide strategic guidance and leadership to the sector, to improve working relationships and overall communication.
· Poor links between the agendas and organisations involved in construction and business improvement agendas.

It is clear that the Scottish Executive had the key role in deciding that the construction sector would benefit from public sector interventions. In terms of the role that SE have played in this process there are a number of reasons why the abilities and experience of SE were and are felt to be well suited. These reasons include:

· SE have the set up and expertise on how to engage with a sector that includes a high number of small companies, such as construction.

· SE is seen as independent of any existing vested interests in construction and as such is a good choice as the secretariat for the Scottish Construction Forum.

· SE have experience in helping industry led groups set up and develop an identity - that is seen as separate to but facilitated by SE. 

· The financial support that SE is able to provide is felt to be very important as without support strategic level groups can struggle to develop and maintain momentum. 

As has been described in the section on key trends and events there have been a number of UK wide strategic reports concerning the performance of the construction sector and how to improve it. For example:

Latham Report - Constructing the Team (1994)

Egan Review – Rethinking Construction (1998)

Egan Review - Accelerating Change (2002)

Egan Review – Skills for Sustainable Communities (2003)

The issues raised in Rethinking Construction stimulated the development of industry wide Key Performance Indicators (KPIs) that have been used to compare companies project performance. 

The Egan Review of Skills for Sustainable Communities argues for a cultural change in the skills, behaviours, knowledge and training of the occupations involved in delivering sustainable communities. The Review considers that traditional built environment skills need to be supplemented by knowledge of key issues such as environmental best practice, what constitutes good design, multi-disciplinary working and an understanding of local democracy.

These reports are key to the rationale for intervention in construction. They have led to activities starting in the English regions, Wales and Northern Ireland (e.g. the development of centres of excellence). The UK Government, through DETR (as was) and now DTI fund a substantial programme of initiatives aimed at improving the performance of the construction industry. These have been brought together under the umbrella body Constructing Excellence in the built environment. 

The Scottish construction industry became concerned that they were missing out on these activities and put pressure on the Scottish Executive to act. This led to the formulation of the strategy and the choice to involve SE as a facilitating body - in both the consultation processes and the subsequent delivery. 

Given the recent development of the construction strategy the sector characteristics, opportunities and threats identified are still true.

3.2 Evolution of Approach

SE has only been involved in the construction industry at a sector wide and strategic level for two to three years. Prior to this, and still ongoing, LECs have been involved with construction companies on a more operational level. The first year of this involvement concerned facilitating the development of the strategy. In the last year SE Glasgow involvement has been concerned with the establishment and operationalising of the Scottish Construction Forum and other activities. Section 5 of this report provides a detailed description of the projects and activities that SE Glasgow has engaged with regarding construction.

3.3 Strategic Aims 

The action plan for the sector is effectively contained in ‘Achieving Construction Innovation and Excellence in Scotland’. The main objectives outlined in the report are to:

· Improve the performance of the industry;

· Create a connected and innovative industry;

· Achieve recognition of the industry’s contribution to Scotland

The report contains around 20 recommendations under the headings of procurement, workforce development, image and awareness and best practice designed to achieve a step change in performance of the industry in Scotland. 

Three prime and interdependent recommendations were highlighted as having strategic significance to create the conditions necessary to achieve a step change in the performance of the Scottish construction industry over the next three years.  These are:

· Create a Construction Innovation and Excellence Forum;

· Create a Scottish Innovation and Excellence Centre; and

· Facilitate Workload Continuity. 

Two of these priorities, the Forum and Centre, are considered essential steps in taking forward the action plan and ones in which SE Glasgow is involved in establishing, on behalf of the SE Network.  

3.4 Main Findings

In terms of rationale for intervention, the following points can be made:

· The sector characteristics, opportunities and threats (i.e. market failures) that were identified as the justification for public sector involvement in construction appear reasonable.

· However a key point when considering the intervention rationale is the lack of match with some of the original key criteria for selection of clusters to target, e.g. the value of exports are limited and the industry is cyclical. This does not imply that the sector is not worth supporting but does raise questions as to the labelling of the support as cluster promotion. 

· The rationale was informed by a number of high profile, UK wide reports on the construction sector. These had led to activities partly funded by the DTI in the English regions, Wales and Northern Ireland which the industry felt were not being replicated in Scotland.

· The Scottish Executive had a key role in formulating the strategy for construction.

· SE was involved in the Scotland-wide specific consultation in March 2003. This was felt to capture the views of the majority of the sector, though SMEs involvement was limited (their representative bodies were consulted and SMEs are by nature hard to engage).

· The consultation process created an expectation of rapid activity.
· SE has a number of skills, experience and the resources to provide very valuable help in facilitating and pump priming the support the industry needs.

· The strategy is felt to reflect the key issues which need addressing to improve the performance of the industry. The solutions to many of these problems are interlinked. 

Given the short period (2-3 years) of SE involvement in construction industry support of this nature there have been no major events that have required a change in approach.

As an industry construction is cyclical with sectoral output and employment strongly linked to economic growth rates and public expenditure. This means that not only will it accentuate positive outcomes during growth periods but also negative outcomes in subsequent dips. 

4.0 Inputs, Support and Resourcing
4.1 Financial Resources 

The original approval paper for the three year Modernising Construction action plan, written in 2003/04 approved funding to a total of £1,200,000 (£400k per year). This funding was ring-fenced (i.e. could not be drawn down for any other activity).

The table below shows the data we have collected for the construction industry support. 

Table 4.1  SE Construction Industry Budget and Spend

	
	Planned Budget (£)
	Actual Expenditure (£)

	2004-5
	400,000
	370,000

	2005-6
	400,000
	170,000 (committed to date)


* Need to explain the changing nature of new Network Budget Model.

It is also relevant to mention the funding which has been assigned to the Construction Skills Action Plan. This is administered by a separate team, also based at SE Glasgow, and has different aims and objectives than the construction industry support (Modernising Construction) budget described above. The budget for their work is £35m for the period 2003 – 2008. The majority of these funds (£25m) are focussed on work in Glasgow with the remaining £10m to be spent in the rest of the SE LEC network. 

It is not clear if there is a specific budget for LEC account managed construction company work.

4.2 Team /Operational Structure

A major part of the modernising construction team's role is to act as secretariat to the Scottish Construction Forum (SCF). The main types of support for which the secretariat are responsible are:

· Arrange pan-Scotland meetings for the Forum;

· Attend appropriate conferences and workshops, feeding back as appropriate, to the Forum Chair;

· Ensure Forum members are kept informed on progress of related projects e.g. National Construction Skills Action Plan; 

· Taking and distributing of minutes/notes from Forum meetings;

· Supporting the Chair, where appropriate i.e. arranging meetings with the Minister;

· Project management of work to inform and support the recommendations; these have been let to external contractors.
· Liaising with Highlands and Islands Enterprise (HIE); and 

· Developing working relationships with HIE, to allow the overall Modernising Construction project to be pan-Scotland.
The Modernising Construction team has also managed the work involved in getting the Constructing Innovation and Excellence Centre up and running - i.e. the Options Study and the forthcoming approval and negotiated tendering process.

To date there has been some activity, in terms of the strategic level construction industry support considered here, by other SE regions, namely Dumfries & Galloway, Borders, SE Tayside, Fife and Highlands & Islands. SE Dunbartonshire is leading the work on the web development and the procurement portal. 

It is important to stress that the business support available via the SE regional offices and business gateways is available to any construction company that seeks it out. In addition there are a number of regional construction forums (Borders, Dumfries and Galloway, Tayside and Fife with others proposed) and these are reported as receiving LEC funds. There are LEC account managed construction companies; however it appears that the budgets and outputs for this work are not separately accounted by SE. 

There were up to three SE staff involved during the strategy consultation phase who have since moved to other duties within SE. 
4.3 Staffing

The Modernising Construction team consists of three staff based at SE Glasgow.  One of these staff members is a secondee from the Scottish Executive who will be with the Team until November 2005. 

The construction skills team has 9 staff but it is important to stress that this is a separate team not involved in the strategic industry support work. 
The work that has been required of the SE staff involved in the construction industry support to date has mainly been the facilitation of the Forum and project management and development of the Action Plan and the projects that flow from this. This requires good organisational skills and the ability to mobilise resources. 

4.4 Main Findings

The following points emerged regarding the Team/Delivery structure and staff resources for the Modernising Construction activity.

· The activity is run by a team of three based in SE Glasgow.

· There is activity involving regional SE offices but not under the budget lines or direction of the Modernising Construction team.

· The team are well regarded by the industry people who have been consulted.

· The majority of the work required of the team to date has been facilitative in nature. This has meant it has not been necessary for the staff to have very detailed technical knowledge of construction. Though those consulted commented on how well the staff involved had picked this up.

· The technical and research work (e.g. as requested by the SCF) has been contracted out to consultants / academics.

The Lessons that can be derived from these findings are:

· Industry involvement in the work is good and is improving.

· Keeping SE distant from the strategic direction of the SCF is seen as positive.

5.0 Intervention Efficacy
5.1 Activities and Interventions

The two overarching priorities of the Modernising Construction team are the support for the Scottish Construction Forum (SCF), driving forward the establishment of the Scottish Construction Innovation and Excellence centre and project management of the raft of projects which support the action plan. 

The remit of the SCF (originally called the Scottish Construction Innovation and Excellence Forum in the strategy) is to:
· Build relationships within the sector and across the UK to promote construction innovation and excellence;

· Encourage employer leadership throughout Scotland;

· Review progress annually on the implementation of the Modernising Construction recommendations;

· Advise Scottish Enterprise, Highlands and Islands Enterprise, Ministers and members of the sector on actions required to achieve recommendations;

· Advise on the longer term strategic issues affecting the workforce and the competitiveness of the sector; 

· Promote a positive image of the construction industry; and
· The Chair of the Forum will represent the construction sector on UK wide groups.

At its inaugural meeting the SCF agreed a prioritised action plan for implementation during the three year period 2004/05 to 2006/07 under three main headings:

· Procurement

· Workforce development

· Image and awareness

Members of the Forum will be expected to provide leadership for the sector in driving forward the agenda and ensuring delivery of the action plan by the sector. The main activities for the Forum, with support and facilitation from Scottish Enterprise Glasgow, will be:

· Establish themselves as the leading point of contact with the construction industry for the Scottish Executive.

· Agreeing the preferred option for the Scottish Construction Innovation and Excellence Centre.
· Agreeing the business case to deliver the Centre.
· Developing key relationships.
· Developing a Communications Strategy, including a public relations campaign, to communicate key messages and promote industry successes.
· Work on the Key Performance Indicators (KPI), extrapolating Scottish data.

· Five working groups have been set up to look into the key issues identified in the strategy - with the aim being to report back to the Scottish Executive an industry view on each one.
The establishment of a Scottish Construction Innovation and Excellence Centre is seen as central to the delivery of the action plan. The approval paper for the Centre is currently making its way through the Scottish Enterprise approval process. Once approval for the Centres budget has been secured a Notice calling for expressions of interest in developing and running it will be placed in the Official Journal of the European Union. Early work going on includes developing a complete inter-active map and database of the construction support infrastructure, creation of a network of local forums, development of a web-site and ensuring that there is recognition of success by an awards system, which will move to the Forum. The Centre will take on the secretariat role for the Forum and administration of a number of existing activities, such as the Demonstration Projects; “Pulling Together”.
The third major recommendation of the strategy - facilitate workload continuity - has been actioned by a Scottish Executive led project “Building a Better Scotland: the Infrastructure and Investment Plan, which will invest £8,337Million over a 10 year period. This provides a breakdown of all the public sector construction projects expected over the next decade and is intended to enable construction companies to plan for forthcoming projects. It was published in February of this year.

In addition to the above, SE Glasgow has funded other activities to assist in the delivery of the action plan: 

· SE Glasgow is providing the Secretariat for the Forum. An eighteen month (now extended to 22 months) secondment has been negotiated with the Scottish Executive to provide an additional staffing resource for the project. 
· The Pulling Together web-site will continue to be supported to ensure that the Modernising Construction project does not lose the information, contacts and expertise built up over the last two years and has a platform on which to build for the future.
· The Construction Licensing Executive (CLE) was created in 2002 to regulate the domestic construction industry in Scotland, which accounts for over 14,000 businesses.  Funds have been provided to support a marketing campaign to raise awareness about CLE amongst traders, consumers and partner organisations. An output from this is to have 800 traders licensed by December 2004 and 1500 by the end of 2005. SE Glasgow are also providing marketing advice to the CLE and they will be invited to sit on the SCF.
· Demonstration Projects are defined as a site-based project or a change within an organisation that addresses innovative ways of delivering projects, processes and products and are an essential component of best practice, in line with the United Kingdom ‘Constructing Excellence’ agenda.  SE Glasgow has inherited the existing portfolio of Demonstration Projects previously supported via funding in 2003/04 by Communities Scotland (funding in 2002/03 was via the Department for Trade and Industry).  Dundee University currently hosts this project.  It is planned to continue to support Demonstration Projects in anticipation of the Centre taking this activity, on board when it becomes operational.
· Consultancy / research projects have also been carried out. These include a report with recommendations on modern construction methods (off site pre-assembly) and a mapping of the existing relevant trade associations and other support organisations, e.g. training providers, unions and academic institutions. This should show up where gaps exist. 

· Other activities include plans for a SCF branded conference in November 2005 and assistance (grant funding towards an ERDF project) for A Centre for Advancement of SMEs involved in the concrete sector in the East of Scotland. 

· An annual report describing the first year’s activities of the Forum and their future plans will also be produced.

· Development of KPIs for the Industry.
Although not considered in detail here the extensive and well funded work on construction skills, led by a separate team in SE Glasgow, is clearly of relevance to the construction industry.

The work carried out to date has had a strategic focus though it is clearly linked to the recommendations of the Modernising Construction group ('Achieving Construction Innovation and Excellence in Scotland').  This strategy was developed in consultation with industry and is related to the good practice and recommendation developed on a UK wide scale. 

There is clear evidence of the use of research in the work carried out to date.

As yet there is little evidence of any link with SE regional activities. As the work of the SCF develops it is expected to lead to a series of projects and programmes - some of which may be run by SE though many will hopefully be delivered (and funded) by other organisations.

Opening the Centre will be a major positive step in starting to show more visible activity of benefit to the construction industry.

Although not part of the work of the construction industry team it is worth mentioning the positive comments about the construction skills work. It was reported during the consultations that the skills activity in Glasgow is held up as the state of the art across the UK. This was felt to be very much helped by their being one coordinating body - SE Glasgow. The SE attitude towards training was seen as forward thinking, they had seen the skills gap and acted. The SE pump priming of activity was reported as enabling a lot of positive results. The central co-ordination (by SE Glasgow) was reported as providing vital direction to the work.

5.2 Outputs and Results

The work completed to date has achieved a number of positive and very useful outputs. The largest of these is successfully setting up and facilitating the SCF. This is the vital first step in helping construction make the most of the opportunities available to it and responding to the threats. 

In terms of classically measurable outputs the SCF are actively considering how progress should be measured - at the output, outcome and impact level. This is being done through the development of KPIs. This will have an important impact on what activities are supported and how they are prioritised. 

Despite the early stage of the intervention during the consultation process views were sought on the activities to date and those planned for the future. These are reported in the next section.

5.3 Main Findings

The following points were raised regarding the Scottish Construction Forum (SCF).

· The SCF has taken time to settle. It is not a natural thing for the industry people involved to think strategically. It is important to realise that it will take even longer for the message to spread across the industry.

· In the early stages people were picked as individuals rather than as representatives - this has changed for the better as the chair has broadened membership and tried to get people who can give representative views. The membership is now felt to be wide enough to cover virtually the whole industry.

· In principle the SCF is viewed as a good thing to have, as being new it avoids the preconceptions associated with the wide range of existing representative groups.

· All those consulted felt that the chair was very able and felt that his independence (i.e. non construction background) was a positive attribute. 

· It is vital that the SCF continues to be seen as industry owned. If it becomes seen as an SE led body this will damage its credibility.  

· The industry view of the SCF would be enhanced if more publicity was given to what they have done and what their powers and remit are. The marketing plan should begin to address this. 

· The method of splitting into sub groups to deal with specific issues was praised.  

· The SCF is already felt to be influencing the views of the Scottish Executive. 

· A number of points were raised about the SCF's relationship with the well established representative group the Scottish Construction Industry Group (SCIG).

· A number of SCIG members are on the SCF. This is not necessarily a bad thing as SCIG does represent large parts of the industry and their views are relevant.

· SCIG has traditionally focussed on issues of a more practical nature than the strategic issues of concern to the SCF.

· There was a difference of opinion on whether SCIG should continue to exist and seek a dialogue with the Scottish Executive. Some felt they should, given their history of dialogue while others felt they should seek to reduce this. 

The following points were raised regarding the proposed Scottish Construction Innovation and Excellence.

· Many consulted felt the Centre needs to be a small body which acts as a hub for existing networks (including the regional construction forums being part funded by regional SE offices) as this will be the best way to get buy in and avoid duplication.

· The time taken to consider the options for the Centre has led to politicking among the potential providers.

· The purpose and role of the Centre will need to be very clearly communicated to avoid negative perceptions developing. 

· In the medium to long term most feel that the Centre should become industry funded, however this won’t be achieved until the industry can see results. The Centre will have a difficult task (especially in the early days) as results are less likely to be achieved without industry involvement.

When questioned about the potential benefits and practicality of promoting networking in the construction industry the following issues were raised.
· There is a potential difficulty in persuading competing contractors to co-operate however it is not an impossibility and vertical networking should be less problematic.

· Despite the conservative nature of the industry and the difficulties that this implies the potential benefits are such that it is worth trying and there are good examples of it working in construction.
· If a few industry leaders can be persuaded to take up the networking offer this will inspire others to do it.

· The difficulty that is anticipated in getting people to join in is a symptom of the short sighted nature and lack of will to change that is common in the sector. There is a good role for SE to make resources available to encourage participation from this group.

· There will be difficulties associated with capturing the benefits of networking events - i.e. the increased sales / other improvements made as a result of contacts made at events will not be captured by SE but by the Centre. 

When questioned about how well SMEs are / will be catered for by the work, the following points were raised:

· The CLE has an important role to play - if clients can be persuaded to push for CLE accreditation among all contractors than SMEs will start to seek the accreditation in increasing numbers. This should oblige the SMEs to improve their standards.

· Many of the SMEs may need more generic business skills rather than construction specific advice.

The following comments were received on the Pulling Together website: 

· The site as it stands was generally felt to be a reasonable start but is in need of improving.

· The suggestion was made that a re-branded site with different areas for different parts of the industry, (e.g. clients, contractor, professional needs / interests etc.) would be an improvement.

· It was recognised that the lack of budget available had constrained activities but it was also pointed out that there is a lot of material already available and including and developing this would produce a very useful resource. 

· Lack of budget, needs major development - can be done, lots of materials.

Given the scale of the budgets, the actions achieved and the relevance a number of the interviewees commented on the construction skills activities. 

· As with all skills work there is a risk of duplication of activity.

· Some of those interviewed felt that there should be more publicity of what has been achieved.

· Those who had a good knowledge of what has been going on had a high opinion of the activities and felt they had enabled a lot of activity that would not have happened without SE involvement.

· The work being delivered by the LECs was also praised.

· When questioned on the link between the skills work and the industry support work most felt that there was no link yet at the delivery level but as the aims and audiences were different this was not a problem. 

In terms of the proposed work to promote best practice the following points were raised:

· Information needs to be made available to allow all parts of the industry to benchmark their performance. For example what is aspirational best practice to the smallest contractors may be accepted and common practice to larger companies. 

· Best practice promotion works best in technical areas as opposed to management and other soft issues.

The following general points were raised about the nature of the interventions to date and as planned:

· The idea of branding the existing (and future) projects and programmes of relevant organisations under a ‘ Scottish construction’ heading, in the same way as the work of various organisations is branded as 'Scottish Food and Drink', was seen as a good idea by a number of relevant organisations. 

· To date it is felt that the supply base side of the construction sector is not very strongly involved in the work. 

· A number of industry consultees felt that SE could be more aggressive in going out and selling to industry what they have to offer.

· Industry awareness of the activities was generally felt to be low. This was felt to be linked to the lack of demonstrable projects or programmes to date and the fact that following the wide consultation people expect to see quick action. The centre will be of major benefit in raising awareness. 

6.0 Results and Impacts
6.1 Results / Outcomes

In considering the results / outcomes achieved it is very important to realise that to date, as described in the previous section, there have not been any projects or programmes from the Modernising Construction team designed to produce outputs that obviously fit into a output - result - impact chain. This should not be taken to imply that the activities to date have achieved nothing - this is not the case. For example the SCF has been set up and supported. The SCF will be a key enabler for future outputs and is already having a strategic influence on the Scottish Executive. 

A key issue in outcomes and impacts is how these will be measured. There are a very wide and detailed set of Key Performance Indicators (KPIs) being developed for Scottish construction. However the SCF is currently discussing which of these indicators (and possibly which additional indicators) should be selected as the most important. This will have important repercussions on the selection, design and prioritisation of the projects and programmes which are designed. The table below illustrates the KPI data developed to date.

Table 6.1  Scottish Construction KPI Data

	
	PERFORMANCE
	INDEX

	
	All UK
	SCO
	All UK
	SCO

	KPI
	Measure
	2004
	2004
	2004=100
	2004

	2004 CI Economic KPIs - Comparisons Scotland to All UK
	
	
	
	

	Client Satisfaction - Product
	% scoring 8/10 or better
	80%
	82%
	100
	103

	Client Satisfaction - Service
	
	74%
	75%
	100
	101

	Defects
	
	68%
	68%
	100
	100

	Safety - All Companies
	% achieving zero accident incidence rate
	42%
	22%
	100
	52

	Safety - Companies > £10M T/O
	
	1%
	1%
	100
	100

	Predictability Cost - Design
	% on target or better
	62%
	58%
	100
	94

	Predictability Cost - Construction
	
	49%
	43%
	100
	88

	Predictability Time - Design
	
	55%
	46%
	100
	84

	Predictability Time - Construction
	
	60%
	63%
	100
	105

	Profitability
	Median profit before interest & tax
	7.5%
	7.0%
	100
	93

	Productivity
	Median value added/employed (£000)
	33
	30
	100
	91

	Construction Cost
	Change compared with one year ago
	1%
	-4%
	100
	104

	Construction Time
	
	-2%
	-8%
	100
	108

	2004 CI Respect for People KPIs - Comparisons Scotland to All UK
	
	
	
	

	Employee Satisfaction 
	% scoring 8/10 or better
	41%
	52%
	100
	127

	Staff Turnover
	Median staff turnover (%)
	7%
	8%
	100
	88

	Sickness Absence 
	Median number of days lost (days)
	1.7
	1.8
	100
	94

	Safety - All Companies
	% achieving zero accident incidence rate
	42%
	22%
	100
	52

	Safety - Companies > £10M T/O
	
	1%
	1%
	100
	100

	Working Hours
	Median usual hours worked / week (hrs)
	41
	40
	100
	103

	Qualifications & Skills
	Median % of direct employees qualified to NVQ or higher
	30%
	22%
	100
	73

	Equality & Diversity
	% scoring 8/10 or better
	46%
	52%
	100
	113

	Training
	Median annual training days / full-time equivalent employee (days)
	0.8
	1.0
	100
	125

	Pay
	Median gross weekly earnings (£)
	425
	394
	100
	93

	Investors in People *
	Mean % of direct employees covered by IiP recognition
	19.0%
	 
	100
	 

	Travelling Time
	Median travel time to work / day (mins)
	23
	20
	100
	115

	Construction Time
	
	-2%
	-8%
	100
	108

	2004 CI Environment KPIs - Comparisons Scotland to All UK
	
	
	
	

	Impact on the Environment                                                                                                                                          Product
	% scoring 8/10 or better
	32%
	29%
	100
	91

	 Construction Process
	
	56%
	60%
	100
	107

	Energy Use (Designed) - Product *
	Median energy use kgCO2 / 100m2 gross floor area
	4295
	 
	100
	 

	Energy Use - Construction Process *
	Median energy use kgCO2 / £100k project value
	322
	 
	100
	 

	Mains Water Use (Designed) - Product *
	Median water use m3 / 100m2 gross floor area
	70
	 
	100
	 

	Mains Water Use - Construction Process *
	Median water use m3 / £100k project value
	10
	 
	100
	 

	Waste - construction Process
	Median waste removed from site m3 / £100k project value
	47
	53
	100
	89

	Transport Movements - Construction Process
	Median movements onto site nr / £100k project value
	34
	35
	100
	97

	Impact on Biodiversity - Product
	% scoring 8/10 or better
	28%
	32%
	100
	114

	-  Construction Process
	
	39%
	45%
	100
	115

	Area of Habitat - Created/Retained - Product * 
	Median change in area of habitat as % of site area
	0%
	 
	100
	 

	Whole Life Performance - Product
	% scoring 8/10 or better
	35%
	41%
	100
	117

	Travelling Time
	Median travel time to work / day (mins)
	23
	20
	100
	115

	Construction Time
	
	-2%
	-8%
	100
	108


* Note: This KPI has insufficient Scottish data to produce a reliable Scottish KPI, therefore UK KPI provided and no comparison given. Source: Scottish Construction Forum
In considering the results that may be intended to flow from future outputs it is possible to construct a number of output - result chains. Some examples of these are given below:

· Sector identity strengthened - through the existence and influence of the SCF, through networking events and through the existence of a sector wide strategy.

· Collaboration between firms and universities - through promotion of links to academia. 

· Improved business environment - through networking events and through policy alignment.

· Higher confidence in the future - through improving image of the industry. 

· Image improvement - through promoting the strengths of the industry.

6.2 Impacts

In the same way as it is possible to postulate output - result chains, it is also possible to hypothesize result - impact chains from the results described above. 

· Growing businesses. - This impact should be enabled by results which improve the profitability of construction companies.

· Attracting targeted people - This should be enabled by all the industry image improvement results.

6.3 Monitoring and Evaluation

To date there have been no internal or external evaluations of the work carried out by the Modernising Construction team. This is reasonable given the lack of time that the team have been working and the fact that the SCF have yet to decide on the key indicators of success that they should choose. 

For other clusters / industries there is reporting of outputs from LEC work with individual companies. This does not appear to be the case with construction despite the presence of LEC account managed construction companies. 

6.4 Main Findings

In terms of the outcomes and the impacts of the construction industry work to date the following main findings emerge.

· The work to date is well regarded and has put in place some crucial infrastructure (i.e. the SCF) for enabling future outputs, outcomes and impacts.

· There have yet to be projects and programmes which generate outputs and outcomes of a nature which SE record.

· The early stage in the intervention and the subsequent lack of output driven projects and programmes has meant that (sensibly) there have not been any evaluations to date.

· It is possible to postulate how the work to date and that proposed for the future will generate positive outcomes and impacts.

· There are a good suite of Key Performance Indicators available for Scottish construction as it currently stands.

· The SCF are considering which indicators to select to monitor the outcomes and impact of their work. This will have an important influence on the nature and priority of the work. 

· There is a good opportunity to learn from other clusters on the selection of indicators and the need for firm, regular reporting of progress.

· As well as industry performance indicators the delivery mechanisms themselves (SCF and the Centre) should consider developing measures of their own performance. These should be publicised and promoted and will be a very useful way of promoting industry credibility and hence buy in.

7.0 Conclusions and Learning Points

7.1 Conclusions

Rationale

· The Scottish Executive has had a key role in selecting construction as a sector deserving of support.

· There are market failures apparent in construction at both a UK wide and Scotland specific level and there are ways in which SE can use its resources and abilities to help address these.

· The case for labelling the industry intervention as promotion of a cluster is not obvious. The main reasons for this are its lack of exports and cyclical nature.

Strategy development and evolution

· The policy development process was informed by UK level policy work and a robust Scotland specific consultation process which involved as much of the sector as could (and would) participate.

· The strategy is felt to be addressing the most important points in order to improve the performance of construction.

· The intention is clear that the strategy should be industry owned and where possible delivered by existing organisations.

· To date the work carried out has been strategic in nature - setting up a route to collect and feedback the industries views. The proposed Scottish Construction Innovation and Excellence Centre should be the route through which more practical activities (e.g. networking, links to research and supply chain links) should occur.

Effectiveness

· The Implementation of the strategy is at an early stage.

· The Scottish Construction Forum (SCF) is one of the major activities supported by the work of the modernising construction team. 

· Independent chair is well respected and the meetings are well run.

· This has taken time to gather momentum. 

· The breadth of industry involvement is good and there are a significant number of potential delivery partners involved. 

· The primary role of the SCF to date has been to provide the strategic view of the construction industry to the Scottish Executive in order to inform their policy decisions.

· It is envisaged that the SCF will start to have more influence on the direction of the Strategy.

· The planned promotional activity will help address the lack of knowledge of the SCF that some in construction have.

· The proposed Scottish Construction Innovation and Excellence Centre is another major activity with which the team have been involved. Points raised during interviews about the Centre were as follows:

· There is a perception that the Centre is taking a long time to get up and running.

· There has been a degree of politicking between potential providers / hosts for the Centre.

· A lack of clear information being made available on the Centre has led to a lack of understanding among many on what it is for and what it will do.

· The ‘Pulling Together’ website though recognised as a useful starting point does not appear to be well regarded and is felt to be in need of improvement.

· SE is also involved in a significant amount of construction skills work. This is a separate (much larger) budget and team to the Modernising Construction work but is clearly of relevance. 

· There is a significant amount of activity which is generally well regarded.

· There is not a high level of awareness of the activities.

· There are diverging views within the sector on the effectiveness of construction skills work in general.

· To date there are certain parts of the construction sector which have not been very much involved in the Modernising Construction work, for example facilities management and product supply.

· The SCF are currently working on the selection of indicators to measure the success of the strategy. This is an important process and will affect the projects and programmes which are developed and how they are prioritised.

Resources

· The Modernising Construction team is small and is largely concerned with facilitating the strategic level work of the SCF and the creation of the Centre.

· The SCF have been doing much of their analysis work in house. Some of those interviewed felt there is a conflict between the benefits of this (i.e. being quicker and cheaper) and the benefits of the alternative - contracting it out (i.e. possibly increased industry buy in and credibility).

· Many potential delivery partners are involved in the SCF. This makes the future possibility of branding their projects and programmes as the work of a wider 'Scottish Construction' strategy (as with 'Scottish Food and Drink') a possibility.

· There are LEC account managed construction companies and some LEC supported work with the construction industry (e.g. regional construction forums). This is separately budgeted to the work covered here.

7.2 Learning Points

· In the view of many interviewed the relationship between the Scottish Executive and SE in supporting the industry is not clear to many in the industry and would benefit from greater clarity.

· The wide consultation process created an expectation of early activity. The strategic nature of the work to date has led to the perception of a lack of activity.

· Once the centre is up and running there will be much greater opportunities for publicising practical activities.

· There are other activities going on within SE involving the construction industry which may benefit from collective reporting/ co-ordination. 

7.3 Further Research Questions

· What can Construction learn from other clusters / industries? e.g. 

· Choice of indicators of success.

· Involvement of the whole sector.

· Potential to combine the delivery activity of existing and possible future partners as a wider ‘Scottish Construction’ cf. ‘Scottish Food and Drink’.

· How to achieve and sustain industry ownership.

· Would there be any added value in combining all the areas of work with the construction industry that SE is engaged in?

· Would it be of benefit to formally recognise that while there are genuine reasons to continue to support construction these reasons do not offer a good match with those required for classic cluster type support. This would avoid the perception that industry support activity will eventually be 'upgraded' to cluster activity.
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