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Executive summary

1 This report sets out the findings and conclusions of an external evaluation of Glasgow’s Business Efficiency Initiative (GBEI) and Lean Management Thinking (LMT).  GBEI was initiated in 2002.  It includes the following programmes which have been the subjects of the evaluation:

· Lean Management Thinking (LMT)

· Innovation and New Product Development (NPD), and 

· Environmental Audits / support to achieve ISO 14001.  

2 LMT has been operational across five LEC areas (Glasgow, Ayrshire, Dunbartonshire, Renfrewshire and Lanarkshire); NPD has been operational across four (not Lanarkshire); and the environmental programmes have been operational in Glasgow and Dunbartonshire alone.  The programmes have common objectives, namely, to offer companies support which will: 

· raise productivity and make them more competitive, and at the same time

· secure a positive effect on the environment by assisting in the process of generating greater outputs from the same inputs.  

3 These objectives chime very much with the refreshed Smart Successful Scotland and the SE Operating Plan 2005-2008.

Lean Management Thinking (LMT)  

4 LMT aims to improve productivity in companies by:

· introducing a process of analysis to drive down costs by eliminating waste

· changing culture by involving the whole workforce in the process of cost reduction and waste minimisation.  

5 The programme consists of a series of workshops around LMT principles.  Businesses participate in the workshops and implement Lean Management projects within the firm.        

6 Over 90 companies in the five LEC areas have taken part in LMT since 2002.  Eighty-five percent of the firms which have taken part in the workshops have gone on to implement projects and make changes within the company.  There were nearly 130 instances of achieved or planned change among the 40 or so companies interviewed.  They have followed LMT principles by:

· forming Lean Management Teams

· analysing and mapping processes, especially production processes, and 

· involving a wide a range of the workforce.

7 There has been a good level of leverage The £325,000 cost of LMT to the public sector has stimulated approximately £1.4m in investment (including staff time) among the assisted businesses.    

8 Benefits achieved are spread proportionately between manufacturing and service industry businesses.  Service industry companies (about 35% of programme beneficiaries) recognise that LMT principles apply just as much to them as to manufacturing companies.  

9 Most practical changes within companies so far have related to production processes, physical shape of production, administration and stock control.  Over 80% of businesses have experienced some form of benefit, the main ones relating to:   

· overall reduction of waste (54% of companies)

· stock/inventory levels reduced (37% of companies) and 

· bureaucracy reduced (37% of companies).  

10 Reduction in labour requirement was perceived to be a benefit in over 30% of companies, though LMT itself has also safeguarded and created jobs in many companies.  Among manufacturing firms, over 40% experienced a reduction in manufacturing downtime.  There is limited impact in relation to energy costs, principally because many of companies are not high users.  

11 The greatest influence that LMT has had in relation to the SE Growing Business Criteria has been on quality/continuous improvement with 30% of companies claiming significant influence. There has also been good influence on training/staff development, change management and leadership style.  Among SMEs, there was considerable influence on strategy development (40% with ‘significant’ or ‘some’ influence), more so than among larger companies.  It appears that LMT provides a prompt for smaller companies who otherwise might find strategy development difficult.  SMEs were also more influenced in relation to IT than were larger ones.  

12 Over 80% of firms have changed what they do as a result of LMT.  Many businesses have introduced new ways of operating that they would otherwise not have considered.  It has been a highly innovative programme.  

13 Three quarters of businesses reported an impact of some degree in terms of productivity.  Within this total, a major impact was experienced by nearly 30%.  There have also been major savings in the reduction of the cost of waste (in terms of waste and inefficiency in whatever form within the company).         

14 Although measurement of change among companies was disappointing overall, many companies were in fact able to provide quantification.  The main quantifiable benefits were:

· an average of 13% improvement to productivity among the companies that were prepared to quantify it.  Higher benefits are expected in future - on average 19%  

· over £1.4m pa in reductions in inventory costs over the population as a whole, net of non-additionality (£2.05m gross).  Inventory cost savings expected over the next few years amounted to over £2.1m pa net (£2.9m gross)  

· nearly £1.1m of reduction in the cost of waste to companies net of non-additionality (£1.5m gross).  Additional savings could be nearly £3.3m net over the next three years  (£4.5m gross)

· £8.7m pa in sales arising through LMT net of non-additionality (£12m gross), where, for example, a company believed that the introduction of LMT principles had led to more efficient handling of enquiries or improved the quality of tender submissions.  Expected sales (net) over the population as a whole amount to over £22m pa (£31m gross).    

· Net employment safeguarded and created so far amounted to nearly 400 – with more jobs safeguarded (229) than created (167).  Future net employment created and safeguarded amounts to nearly 600 (gross 800).  To put this into perspective, the net figure amounts to just over six jobs per LMT company.    

15 Absolute additionality (present in 33% of cases) is higher than in many other programmes and is somewhat higher among SMEs.  There was a degree of additionality in every company interviewed.  Fifty per cent of businesses saw LMT as ‘important’ to the firm’s growth in future and 20% saw it as ‘vital’.  

16 Overall, the evaluation suggests that LMT constitutes an effective use of SE resources.  It is delivering good benefits at reasonable cost and is highly appreciated by most of the companies which have participated.  LMT has generated change in important areas of business performance which are given particular emphasis within the national policy framework.  The evaluation has identified a few areas which SE managers might think about in relation to targeting and delivery of LMT.  There are four main recommendations.

· Recruitment to LMT could be directly aimed at Account and Client Managed companies.  Where they are not already being assisted through LMT, these companies are in most cases likely to be receptive to LMT ideas.  Co-ordination through Account and Client Management should mean that LMT is integrated with other forms of support.         

· Measurement of benefits continues to be weak.  Efforts to promote better measurement (such as Lean Financial Management) should continue.  Follow up support to companies should be predicated on a commitment by the company to develop measurement systems.        

· A structured approach to support and aftercare, both during the workshop period and following the exit visit by the consultants who deliver the workshops, is valuable.  A single point of reference for queries or visits and an LMT network would also be helpful.

· The need to recognise the importance of the sustainability of new practice over time needs to be emphasised through the workshops, the follow up support provided, and possibly through return visits to companies which took part in LMT some time ago.  

Innovation and New Product Development

17 Innovation is about the acquisition of firm-specific knowledge and capabilities.  Promoting business growth through innovation is a key feature of the SE Operating Plan 2005-2008.  It is not synonymous with New Product Development although product development is an important dimension, alongside service and process development.  The Innovation/New Product Development element of GBEI consisted of a series of workshops held in October and November 2004. This was a pilot to inform future activity in this area. The programme was promoted through an Innovation Workshop held at Glasgow Science Centre, attended by 300 delegates.  

18 Subsequent attendance was disappointing.  About 35 attendees from 26 firms attended at least one of the substantive workshops.  Of these:

· only five attended all four workshops

· a further four attended three workshops

· four attended two workshops

· the majority (22) attended a single workshop only.

19 It appears that limited personal follow-up was built into the recruitment programme to explain in detail the objectives of the programme overall and the commitment that would be expected of firms.     

20 The New Product Development (NPD) programme was, however, a pilot initiative and it does appear that lessons have been learned.  Subsequent NPD workshop attendees have been recruited by the consultant responsible for their delivery and a nominal charge of £50 has been made for attendance. This has led to a significant improvement in terms of firms’ follow up.  We also understand that there is now a financial incentive to the consultant to ensure that firms follow initial interest with actual participation.

21 Only two firms have yet launched new products or services since participation in the original programme although a further four plan to do so.   A majority of firms say they have made ‘no changes’ to their business; none have put in place systems for the management of their NPD activity, with only a few having set out an NPD strategy or established an NPD team.

22 Among the small number of firms which say they have made changes, a range of benefits were identified, including increased sales, reduced dependency on mature products, improved company image, new customers attracted and reduced production costs.  These firms also recognised the programme as having an influence in relation to some of the Growing Business Criteria, especially NPD/Innovation and, on occasion, strategy, marketing, customer relationships, training, quality and corporate responsibility.  Only two firms quoted any quantifiable impact, including a sales impact of £25,000 and a productivity improvement of 15%.

23 All firms which had actually made changes reported some degree of additionality.  In one case, this was ‘absolute’ and in the others it related to timing, scale and quality.

24 Other main conclusions are as follows:

· There is a demand for innovation support, among a wide range of firms

· The definition of objectives for the programme could have been clearer, specifically in defining the benefits which it is expected that firms would gain from their participation

· There were good levels of satisfaction with programme delivery among those firms who saw the programme through  

· The programme is seen as focused on New Product Development specifically, rather than wider aspects of innovation

· Monitoring of data regarding participation in the programme has been limited.

This, however, has been a pilot programme and lessons have been learned in terms of the subsequent implementation of New Product Development support.

25 Some firms have benefited significantly from this programme but consideration needs to be given to whether, as it was configured in the pilot, it best meets the needs of the full range of companies which could benefit.  We recommend that:

· An innovation programme be redesigned which specifically focuses on embedding innovation capabilities within firms and which recognises the varying needs of different types of firms such as those in service industries and firms of different sizes.  This could build on the revised Innovation/New Product Development programme currently being run by SEGL.  

· Future programmes should articulate clearly the desired outcomes for participating firms, such as development of an innovation strategy, establishment of a New Product Development system, establishment of a New Product Development team, enhanced market awareness and so on.

Environmental Audits/ISO 14001 Evaluation

26 Environmental support under GBEI has been operational in two LECs alone - SEGL and SED - and has operated in different ways in each.  In Glasgow, companies have been able to take advantage of three days of an environmental consultant’s time, principally to undertaken an Environmental Audit.  Twelve companies have benefited.    

27 In Dunbartonshire, support is very recent and there have been no formal ‘environmental audits’ as such but brief initial visits from a consultant at which a short review of waste and energy usage has taken place.  One important function is to encourage companies to sign up to the Dunbartonshire Environment Management Initiative (DEMI) which consists of a series of workshops covering waste minimisation, resource efficiency and environmental management.  Eighteen businesses had benefited from the initial short one-day review.    

28 Nearly 50% of companies overall (seven companies in Glasgow and four in Dunbartonshire) had made some form of change as a result of the support received.  Lower uptake of change in Dunbartonshire is understandable given the relatively light touch nature of the support provided there.  Nine companies were able to quantify the extent of their own commitment in response to the Environmental Audits.  This amounted to over £10,000 per company on average, and in one case was over £35,000.  

29 The most common area of change was waste disposal.  This often involved separation of waste as well as waste minimisation generally.  Recycling (or, for example, use of recycled paper) was next most common followed by training and premises.  

30 Five of the companies that had made changes (45%) suggested that there had been product development through the environmental audits.  This is not a specific aim of the audits but is a significant and positive finding.  In some cases, it relates to the ability to offer a higher quality service though the changes and accreditation which might follow from the audit and, to allow firms to bid for work with different clients.  

31 Most firms had taken specific steps to promote the sustainability of change.  This mainly related to building changes into standard procedures (over 70% of cases), including ISO 14001, and regular appraisal/review within the company (over 90%).  Over half were continuing to use consultants.  A bonus system for staff to promote good environmental practice had been introduced in one company.  

32 Many companies had experienced significant barriers to change, the most important of which (in over 50% of cases) related to staff attitudes.    

33 Ten of the 11 firms that had made changes reported benefits so far, seven in Glasgow and three in Dunbartonshire.  The main benefits were reductions in the cost of waste (one company has reduced paper waste by 50%), energy consumption and improved market position.    

34 However, the quantification of benefits has not been good.  Of the ten companies that had reported some benefits achieved, six were able to provide quantification in one form or another.  Because the intervention in Dunbartonshire has been so recent, there are few impacts there yet (though there are some).  

35 The most impressive quantifiable results relate to sales, which three companies were willing to quantify.  Quantifiable employment results (created and safeguarded) were also reasonable.  Overall, and given what companies said about systems to measure performance, we would have expected more quantification and it is disappointing that it is not present to a greater extent.  

36 Over 20% of companies in Glasgow and Dunbartonshire that have made changes in some form following the support would not have made any changes but for the support received.  In most cases, additionality related to timing, most commonly that action had been brought forward by about one year.  These figures are not as positive as LMT, but reasonable nonetheless.  

37 The approach of offering consultant support for several days is one that companies appear to like. In several cases, the consultants have been kept on at the company’s expense.  There is enthusiasm to take part in further initiatives of this nature and a reasonable willingness to contribute to the costs.  

38 This leads to four main recommendations.

· Support to undertake environmental reviews is welcomed by companies and has delivered reasonable impacts.  We believe that it should continue in both forms in which it is currently being delivered, but that companies should show their own commitment by contributing to the costs in future.  

· The marketing of future programmes should be clear about the objectives of the support.  It would be worthwhile emphasising the market benefits to companies in terms of image and quality accreditation.  

· There are very strong links and overlaps between LMT and the Environmental Audits.  There might be benefit in seeking to find companies which are prepared to take forward both at the same time and in conjunction with one another.  

· Measurement of benefits is poor.  It would be important in the future for the consultants working with companies to lay greater stress on the need to measure the effects of change, if for no other reason than to allow the company to establish whether any changes made are making a difference.

Overall conclusions

39 GBEI continues to address areas of national significance as identified in important policy documents such as the refreshed Smart Successful Scotland and the SE Operating Plan 2005-2008.  These include productivity, reductions in waste and environmental sustainability.  There are still very strong environmental components (and benefits) through the GBEI programmes themselves as they have been implemented, and overall, the main objectives have been achieved.  Some general conclusions can be made as follows:

· There could in future be stronger links between these programmes – there is particular potential congruence between LMT and the Environmental Audits.  

· All three programmes to some extent address change of culture within companies; there are barriers to be overcome, often relating to staff attitudes.  This will in many cases require sustained effort over time.  

· Measurement of benefits is weak in all of the programmes among the companies which have taken part.  This continues to be an area which needs to be strengthened.  

· Most ERDF targets, in relation to SMEs in Glasgow and Dunbartonshire (where support has been partially funded through ERDF), and Renfrewshire, have been or will be met

· There is a strong case for continuation of much GBEI activity, though we would hope that our recommendations for each programme would be borne in mind.  

1:
Introduction

1.1 This report sets out the findings and conclusions of an external evaluation of Glasgow’s Business Efficiency Initiative (GBEI) and Lean Management Thinking (LMT). The work has been undertaken on behalf of Scottish Enterprise Glasgow (SEGL), Scottish Enterprise Ayrshire (SEA), Scottish Enterprise Dunbartonshire (SED), Scottish Enterprise Lanarkshire (SEL) and Scottish Enterprise Renfrewshire (SER).  The fieldwork for the evaluation took place during February 2005.  

1.2 GBEI was initiated in 2002.  It grew out of a series of initiatives which had previously been piloted.  They included SEGL’s Rapid Improvement Challenge; an environmental business efficiency programme undertaken by SE Borders; and Lean Management Thinking which SEGL had run in 2001.  GBEI itself contains several principal elements.  They came together in a bid for European Regional Development Funding (ERDF) and include the following programmes which the brief specified should be the subject of the evaluation:

 Lean Management Thinking (LMT)

 Innovation and New Product Development, and 

 Environmental Audits / support to achieve ISO 14001.  

1.3 The programmes have common objectives; their overall aims are to offer companies support which will: 

 raise productivity and make them more efficient and competitive, and at the same time

 secure a positive effect on the environment by assisting in the process of generating greater outputs from the same inputs.  

1.4 These objectives chime very much with the refreshed Smart Successful Scotland which:

 notes Scotland’s weak performance in terms of productivity - improved productivity requires continued innovation in products and processes
 suggests that resource efficiency and waste minimisation increase productivity and can drive economic growth
 proposes that the Networks have an important role to play in promoting the adoption of good practice among Scottish businesses in terms of sustainable procurement, production, energy efficiency and waste management
1.5 They are in line with the SE Operating Plan 2005-2008 which also highlights the need: 

 for faster productivity growth in key sectors in Scotland  

 to help businesses find growth through innovation and 

 to promote sustainability through encouraging businesses to make more efficient use of their resources.  

1.6 Lean Management is specifically referred to in the Operating Plan as a means of working towards achievement of the above national objectives.    

The programmes covered by the evaluation 

1.7 GBEI commenced in 2002.  Initially, it was very much focused on business issues relating to the environment (for example, the search for new product opportunities in sustainable products or renewable energy).  However, as it has been implemented, it has been reoriented somewhat towards general efficiency and improvement in business performance per se rather than with a specific environmental slant.  This is not in our view a particular issue, since the thrust of the main programmes will continue to deliver environmental benefits, even if they are not defined exactly in these terms.  Lean Management Thinking is the most longstanding of the programmes under GBEI and has had by far the greatest take-up.  Originally operational in Glasgow only, it was then extended to the four other LECs and is now a ‘Network product’.  It involves the introduction into companies of Lean Management principles, based partly on Kaizen methods pioneered by the Toyota Corporation.  LMT has been operational in all five LECs referred to above.  

1.8 Other support covers Environmental Reviews and assistance towards ISO 14001 Accreditation.  Environmental reviews are based on a ‘healthcheck’ for companies which looks at processes, products, emissions etc and which may lead them on to ISO 14001.  This form of support, under GBEI, has been operational in SEGL and SED only, and has operated in quite different ways in each of the two LECs.    

1.9 The third programme relates to Innovation/New Product Development, delivered through workshops.  These have been carried out on two occasions, the first in 2003, and have been led by the consultants UXL.  UXL describe them as ‘designed to provide participants with knowledge of the new product development process whilst equipping them with the tools, understanding and skills which will support them in the development of new products’.  Innovation/New Product Development has been operational under GBEI in all LECs bar Lanarkshire, although take-up in Ayrshire has been very limited.  

Programme costs

1.10 GBEI was originally approved by Strathclyde European Partnership (SEP) and SE National in May 2002. The original costs, activities and outputs were revised in 2003 to reflect the changes in the programme reducing activities but increasing outputs.

1.11 The programme is still running and the expected total costs, covering all the elements listed above for SEGL and SED only, are expected to be £385,000 for SEGL & £50,000 for SED -  £435,000 in total.  This includes Lean Management Thinking costs for these two LECs only.  Fifty percent of this total to a maximum of £217,500 is available from ERDF against eligible expenditure on SMEs (Small and Medium Sized Enterprises) only in Glasgow and Dunbartonshire (ERDF funding did not apply in Ayrshire, Renfrewshire and Lanarkshire).  As the ERDF element can only be used to provide support to SMEs, it is necessary to report separately on the impacts generated among the SMEs supported through GBEI in SEGL, SED and SER
 with the separate targets set out under the ERDF application.  This analysis is set out in Appendix A. 

1.12 The Lean Management Thinking costs over three delivery years amount to £325,000 for all participating LECs.  The Environmental Support programmes were only run in Glasgow and Dunbartonshire.  Taking all elements together (including accommodation costs for LMT) total costs for delivering GBEI across the five LECs amount to £641,000.

1.13 In the remainder of this report Section Two looks at Lean Management Thinking; Section Three Looks at Innovation/New Product Development and Section Four looks at Environmental Audits/ISO 14001.  Section Five draws the analysis together with some overall conclusions.  Recommendations are set out for each programme at the end of each individual Section.  

2:
Lean Management Thinking Evaluation 

1.14 The fundamental aim of Lean Management Thinking (LMT) is to make businesses more efficient, principally by eliminating waste, reducing costs and improving productivity.  It has particular relevance in the UK where productivity levels (measured in terms of GDP per worker) consistently lag behind other economies (30% behind the USA, 13% behind France and 5% behind Germany
).  The productivity gap is likely to be reflected in the West of Scotland, where there continues to be a strong manufacturing presence, though productivity issues are not confined to manufacturing businesses.  It provides much of the rationale for a programme such as LMT.

1.15 It is not the whole rationale, however.  Many businesses are now more aware of the need to reduce waste for environmental as well as business reasons.  The emphasis in LMT on efficiency improvements and reduction of waste, while principally aimed at productivity, if successful is also likely to lead to environmental benefits by reducing the resource inputs for a given level of output.  

1.16 The principles of LMT are that:

 anything that the customer is not prepared to pay for is waste

 all processes in the business should be subject to mapping and analysis to eliminate waste

 a culture of efficiency, cost reduction and waste minimisation needs to be bought into by all the workforce throughout the business

 all members of the workforce should be prepared to take responsibility for the beneficial changes that are required.

The LMT programme 

1.17 SEGL introduced the idea of LMT into the West of Scotland.  This was initially through Rapid Improvement Challenge, now developed through LMT.  

1.18 The development, management and organisation of LMT in the West of Scotland have been led by the Project Manager within SEGL.  Delivery of LMT has been undertaken by private contractors.  During 2002-03 and 2003-04 it was undertaken by CQM Ltd; more recently, it has been provided by Accelerate P&R, on sub-contract from Innovation Catalyst.  Over the period, however, basically the same people have delivered the service.  They have the prime responsibility for recruiting companies, delivering workshops and undertaking immediate follow-up.  Recruitment is wide ranging and is not, for example, confined to SE Account Managed companies.   These are the main steps in the process: 
1 There is an introductory breakfast event at which companies are introduced to the principles of LMT; this allows them to decide if they wish to put a team forward 

2 Companies which have signed up are visited individually by the consultants to gauge their level of commitment, confirm that a project and a team have been selected, and to assess their readiness

3 First workshop held with groups of senior managers to introduce ideas related to lean strategies and deployment

4 There is then a series of team-based workshops introducing ideas about analysing and reconfiguring processes to eliminate waste

5 Companies introduce improvement projects within their own operations

6 Subsequent workshops report on progress

7 There is a further senior managers workshop 

8 There is a final workshop where company teams present achievements in terms of actual and expected benefits to senior managers and peers

9 There is a post-workshops visit to each company by a consultant to map out the way forward.  The consultant’s ‘exit report’ is based on this visit.

1.19 The ‘team based’ workshops (step 4 above) cover the following items:

 Creating the Lean Team; introduction to the programme for the chosen operational team, explanation of the programme and team development.

 Operational Lean Process Management; introduction and explanation of LMT. 

 Lean Tools Deployment; techniques and tools available to assist with the practical implementation of LMT by the teams in their individual companies.

 Waste Elimination Management; introduction to the idea of waste and the techniques and tools available to aid its elimination.

 The Efficient Lean Organisation; conclusion of the programme bringing together the different skills and techniques learned throughout the workshops, assessing what has already been done and the systems which have been put in place, and the introduction of continuous improvement.

1.20 There is a process of funnelling down from the first event to actual participation.   Innovation Catalyst have described it as follows for the 2004-05 programme:

 80 organisations attended the breakfast event

 60 ‘signed up’ at the event

 55 attended the senior management workshop 

 10 subsequently dropped off (citing ‘timing not right’ mainly)

 45 organisations
 took teams forward, with 55 teams in total 

 almost all of these companies see it through having got to this stage.    

1.21 Follow up support for LMT teams in some companies has been provided by three independent consultants contracted by the LECs.  It is not provided by the consultants who have delivered the workshops.  

1.22 A separate set of workshops entitled Lean Financial Management was delivered in March 2004.  They have principally been for Finance Directors and other senior personnel and have been designed to demonstrate how measures of productivity improvement and other LMT activities should be linked to reported statutory financial indicators.  In almost all cases, the 36 companies that participated in Lean Financial Management were already participants in the general LMT programme.  It is perhaps a demonstration of the commitment of companies that have taken part that they have been prepared to extend their involvement into Lean Financial Management.  As this report is being written, the most recent programme, covering the 2004-05 period, is just about to finish.  

1.23 Initially LMT was available to Glasgow companies only.  However, its success has been such that the four other LECs now participate – Dunbartonshire, and Renfrewshire (from the 2002-03 programme on) and Lanarkshire and Ayrshire (from the 2003-04 programme on).  This evaluation covers the period since 2002-03.  Since then, the number of companies signing up to each programme has been as follows:

 2002-03  
33 companies 

 2003-04
53 companies 

 2004-05
39 companies 

(this is lower than the 45 organisations which took teams forward, referred to above, since it excludes public sector organisations and companies from outside the West of Scotland) 

 Total 

125 companies.

1.24 Thus, there have been 125 company ‘participations’ over all three programmes; however, 25 companies have taken part in two programmes and two have taken part in three.  The actual number of companies which have taken part at least once is 94.  This is the effective ‘population’ of LMT companies since 2002.  

1.25 Finally, a new programme, LMT Social Economy, has recently started, aimed as its name suggests at social economy organisations.  This is a pilot with eleven organisations currently taking part, all from Glasgow or Dunbartonshire.  The final presentations were made on 22nd March 2005.       

The interim evaluation 

1.26 An interim evaluation carried out in late 2003 looked at the 2000-02 and 2002-03 programmes.  Twenty participating companies were interviewed by telephone with positive results.  The Interim Evaluation suggested that LMT has improved productivity in companies by:

 introducing a process of analysis to drive down costs by eliminating waste

 changing culture by involving the whole workforce in the process of cost reduction and waste minimisation.  

1.27 The evaluation this time round has been more significant in terms of the scope of geographical coverage, the number of interviews undertaken and that fact that a significant number of interviews were carried out face-to-face rather than over the phone.      

The final external evaluation 

1.28 The fieldwork for the evaluation currently being reported was undertaken in February 2005.  We were successful in securing 43 interviews with companies which had taken part in Lean Management to the extent that they had at least gone as far as having teams present to their peers at the end of the workshop process as described above.  

1.29 The population of participating companies is 94.  However, of that number, five were uncontactable, had gone out of business or suggested that they had not taken part in LMT at all.  This leaves an effective population of 89.  In addition, SER was at the same time carrying out an evaluation of another programme of support to companies.  To avoid ‘survey fatigue’, they suggested that we should restrict the interviewing in Renfrewshire to a relatively small number.  Our estimate is that this reduced the population available to be contacted to 78.  We have therefore been able to interview 56% of those able to be interviewed and 49% of the total population.  

1.30 With a relatively small population, the higher the number of interviews, the better.  Scottish Enterprise evaluation guidance suggests a minimum of 30 interviews in order to be reasonably representative
, and indeed, diminishing returns may set in after this.  We can therefore be reasonably confident that these interviews should provide a fair reflection of the population as a whole.  

1.31 Since we have interviewed only a sample of the population, where our analysis covers impacts, we have ‘grossed up’ from the sample to the population of LMT companies as a whole.  A requirement of the brief was that there should be separate reports on impacts in each LEC area.  The distribution of interviews by LEC in comparison with the population is shown in Table 2.1.   In four out of the five LECs, it is not safe to do this by individual LEC area because the numbers are so small.  We have therefore reported (in Appendix B) the actual impacts in each of the five individual LECs (without identifying companies), without ‘grossing up’ to the population for each LEC.  This would be likely to lead to distorted results in view of the small numbers.  The ‘grossing up’ process to arrive at programme impacts is undertaken only for the population of LMT companies as a whole.  

	Table 2.1: Number of interviewed companies by LEC area

	
	Population of companies
	Sample interviewed
	% sample

	Glasgow 
	30
	20
	63

	Ayrshire
	16
	7
	44

	Dunbartonshire 
	12
	4
	33

	Lanarkshire 
	10
	5
	50

	Renfrewshire 
	10 (21)
	7
	70 (33)

	Total
	78 (89)
	43
	56 (49)


1.32 The remainder of this section looks at the characteristics of the companies which have taken part in LMT, and the extent of the influence of LMT on company behaviour.  

The companies

1.33 The key characteristics of the companies in the sample – which we believe to be reflected in the population - were as follows:

 the biggest proportion (56%) were in manufacturing with a significant minority (34%) in service industries (Fig 2.1) and the remainder in other sectors such as construction

 63% were SMEs (almost the same proportion as in the population as a whole); all the non-SMEs were part of larger groups.   

1.34 The proportion of LMT companies which are SMEs has risen from 52% on the 2002-03 programme to 74% on the 2004-05 programme.  Most are well-established companies.  

1.35 Manufacturing still predominates with a significant proportion of companies (16%) in electronics.  However, considerable efforts have been made to make LMT attractive to service companies; workshop groups are ‘segregated’ by sector, for example.   There is now good representation of service sector companies, especially so on the technical and computing/IT side.  
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1.36 LMT has been running since 2002.  The distribution of the sample by the year when firms first took up LMT was as follows:

 2002

 26%

 2003

 29%

 2004

 45%

 Total

100%

1.37 In this particular respect, our sample is not strictly representative of the population as a whole, where higher proportions had first taken part in 2002 and 2003.  We may as a result underestimate the impacts since those which have been more mature participants are more likely to have established demonstrable impacts though it is impossible to tell how far impacts have been sustained among businesses which did not participate in the survey.  .  

1.38 The highest proportion of businesses (43%) had found out about LMT through direct mailing.  The direct mailing undertaken is not random.  It is based on lists of companies, drawn up by LECs, which include Account Managed companies and others that LEC business development managers consider might be appropriate for exposure to LMT.  Twenty per cent had found out directly through a Scottish Enterprise Account Manager or the Business Gateway.  Nonetheless, it is possible that these businesses are not typical of the Scottish Enterprise client base, with a higher proportion from major groups or in sectors which might not normally be SE priorities.  

1.39 Most of the firms operated mainly in markets outside their local LEC area and outside Scotland.  Average displacement was only 15% at the West of Scotland LEC level and 25% at the Scotland level.  It was slightly higher among SMEs than among the larger companies, though still well within acceptable limits.  There were a few companies, especially smaller ones, where displacement at the Scotland level was 100%.   This may be an issue in relation to how firms are targeted for support in the future.  That said, an important objective lying behind the programme is to reduce waste.  This will deliver benefits no matter the market which the beneficiary company is in.  Thus, displacement is less of an issue in LMT than it might be in other economic development interventions.  The imperative is to reduce waste; the willingness to work towards this is the main criterion for recruiting companies to participate in LMT.  

Motivation 

1.40 Businesses were asked, unprompted, what their principal business reasons for becoming involved in LMT were in the first place.  The most important single reason was the wish to address inefficiencies, with reducing costs and improving competitiveness next in importance (Fig 2.2).   A higher proportion of larger firms (for convenience non-SMEs are referred to as ‘larger companies’) were concerned to address inefficiencies (nearly 90% as opposed to 60% of SMEs).    The need to change culture within the company was also present and was much more prevalent among the larger companies than among the SMEs, where company culture is apparently less of a problem.  
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Team membership and formation

1.41 An important principle of LMT is that change of culture and practice is endorsed and supported throughout the organisation.  In practice, an indication of how this has actually worked out can be gathered from looking at who attended the LMT workshops (including the introductory events) and who actually participated in the LMT Teams formed within companies.   In some cases, they will be different, with workshop attendees going back to the company and assisting in the formation of more than one team.  

1.42 MDs were involved in the workshops to some extent but much less so in the implementation through the teams, as might be expected.  There was, however, a high commitment among senior managers to participate in the LMT teams with nearly 70% being involved (Table 2.2).   Participation in teams is clearly spread throughout the companies but with especially good participation by both senior and junior managers.  This shows good overall commitment from managers to participation in LMT.  There was little difference between larger firms and SMEs in this respect.  

	Table 2.2: Initial workshop/event attendance compared with team composition 

	
	Attendance at workshops

%
	Participation in teams

%

	Chairman
	4
	

	Managing Director 
	27
	4

	Senior managers
	73
	68

	Junior managers 
	57
	80

	Technical staff
	35
	54

	Office staff
	55
	46

	Shop floor/front line staff 
	65
	63

	Population = 49 for attendance at workshops; 41 for composition of  teams


1.43 It is interesting (and necessary for ERDF purposes) to look at some of the characteristics of the people who attended the workshops and formed the teams.  A separate analysis has been undertaken for SMEs and for the population as a whole (Table 2.3).  Over 50% of companies had workshop attendees who were are female.  Nearly 80% had team members who were female.  Over 20% of companies had senior manager team members who were female.  Our impression is that this is creditable equalities performance in this one respect.  Among all the variables relating to gender equality, SMEs performed better than the larger companies.  

1.44 Seven per cent of companies had at least one team member who was from an ethnic minority.  This is unlikely to be too much different from the ethnic minority proportion in the population of the West of Scotland as a whole, so the performance of LMT in this respect is acceptable.  We are not aware of any promotion of LMT which emphasises these equalities issues, so performance in this area has arisen quite naturally.  There are, however, very small numbers of disabled people in the teams.    

	Table 2.3:  Analysis of ‘equalities’ performance of LMT companies 

	Companies with………
	SMEs

%
	All companies

%

	Female workshop attendees
	52
	49

	Female team members 
	79
	71

	Senior manager attendees female
	16
	12

	Senior manager team members female
	21
	15

	Workshop attendees from ethnic minorities
	3
	6

	Team members from ethnic minorities
	4
	7

	Workshop attendees disabled
	3
	2

	Team members disabled
	4
	2


1.45 Forty-one of the 43 companies interviewed (95%) had formed teams within the company.  In theory, the figure should be 100% since we only interviewed companies which had participated fully in the process.  However, two which had not so participated seem to have slipped through.  Over 20% had formed three or more teams (Table 2.3) suggesting significant commitment to the implementation of LMT principles.  
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Changes made

1.46 The thinking behind the LMT programme is that staff should attend the workshops and take the ideas back into the company to implement change using LMT principles.  Of the 43 companies interviewed, 35 (just over 85%) had implemented LMT projects.  Over 60% had implemented more than one project.  Since a relatively high proportion of the companies interviewed are participants in the current programme, many of these projects will be in the process of implementation at the moment, in association with the 2004 LMT workshop process.  This has important implications when we later on come to look at impacts, so far and expected.  

1.47 Changes to production processes, administration arrangements and changes to the physical shape of production or service delivery are together the most common forms of change promoted under LMT (Fig 2.4).   Many firms have made changes under more than one heading.  There were nearly 130 instances of achieved or planned change among the 43 companies interviewed.  Over 70% of companies that had made some changes had plans to go on and make further changes.  
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1.48 Some of the specific changes included:

 Front end order process - order to shop floor 

 Customer response time and delivery of spares                                                                                                                                                                                                                                                                                                                                                                                                                     

 Review of file / documentation storage and products                                                                                                                                                                                                                                                                                                                                                                                                                 

 Production area for cartridges  

 More efficient changeover on packaging line

 Processes for estimating orders and contracts 

 Project to create additional space                                                                                                                                                                                                                                                                                                                                                                                             

 Material utilisation and improving productivity in relation to the product of a specific form of label                                                                                                                                                                                                                                                                                          

 Improvements to documentation and quality control                                                                                                                                                                                                                                                                                                                                                                                                                           

 Full review of sales administration procedures                                                                                                                                                                                                                                                                                                                                                                             

 Review holding of raw materials                                                                                                                                                                                                                                                                                                       

 Customer services diary system. 

1.49 The average number of projects per company was just over two, with some companies undertaking four projects or more.  The actual benefits derived from these changes are described in the next section.  It is worth noting, however, that companies’ approaches varied in intensity.  In some cases, LMT has meant a root and branch review of what the company does; in others it is only a small-scale incremental start which may lead to other things if it is seen to be successful.    

Measurement 

1.50 An important principle of LMT is that firms should be able to quantify the improvements.  The presentations that teams provide at the end of the LMT workshop process should demonstrate the quantified benefits that are expected to occur, or which have occurred.  The quantification of benefits covered in the next section demonstrates the extent to which firms were able to provide quantification during our interviews with them. 

1.51 Steps towards developing quantification techniques were taken through the Lean Financial Management workshops undertaken in 2004, which were designed to demonstrate how measures of productivity improvement and other LMT activities should be linked to statutory financial indicators.  Over 36 LMT companies participated in this.  Our interviews suggest, however, that only 30% of LMT companies overall have actually introduced systems to measure change in performance as a result of LMT, and some of these were very general, relating, for example, to ISO 9000.  

1.52 This is somewhat disappointing, especially since many teams are able to predict savings when they make their final presentations.  In many cases, this does not appear to be carried through into the development of actual measurement systems.  Though firms can actually measure the effect that the changes are expected to deliver, it appears that only a minority have introduced systems to ensure that such practice is sustainable over time.  This emphasises the importance of continuing with initiatives such as Lean Financial Management.  It might be beneficial to place Lean Financial Management in the middle of the programme overall to give more prominence to measurement issues.  

Investment and leverage

1.53 Companies themselves had invested their own resources in implementation - on average over £20,000.   Most of this is in the form of management and staff time, though there has also been capital spend.  Within the total of £20,000 per company, an average of £8,000 has been spent on capital.  Average overall spend in larger companies was £26,000; in SMEs it was £16,000.  ‘Grossing up’ to the population of companies as a whole suggests companies committing their own resources to the extent of £1.4m overall and £480,000 among SMEs across all five LECs.      

1.54 Over the past three years the costs of delivering LMT amount to £325,000 across all five LECs.  With 94 companies assisted, the average cost to the public sector per company assisted has been around £3,500.  With stimulated private sector commitment per company of £20,000, this suggests a good level of leverage.    

Sustainability of change

1.55 Businesses were asked about the steps they had taken to ensure that LMT-prompted changes would be sustainable within the company and would not decay over time.  Three quarters of companies had taken some form of specific measure, the main ones being attendance at future workshops, rolling out LMT, introducing LMT principles into standard procedures and regular appraisal within the company.  Nearly 20% had continued to use consultants.
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Barriers to change 

1.56 LMT is about culture change – thinking differently and doing things differently.  One quarter of firms found no barriers to change.  Of the 74% which did experience barriers, the most important were staff attitudes (in 54% of cases) and management attitudes (in 31% of cases).    These particular barriers were significantly more prevalent among the larger companies than the SMEs.  

1.57 ‘Immediate events taking priority’ appeared as a barrier in 14% of cases.  This is a relatively small proportion of the response which suggests a high degree of commitment among companies to the LMT process in that only in a few cases was Lean Management diverted or put back because of higher immediate priorities.     

Firms that had taken no action

1.58 Eight firms which had taken part in the workshops had taken no action at all so far as a result of LMT.  In one half of these cases, it was because they felt that they had only just started the process.  In the remainder, it was because other items had taken priority.  Clearly there was a lesser degree of commitment among this group.  That said, six of these firms planned to make changes in the future directly as a result of LMT.    

Summary of firms’ characteristics

 Over half of LMT firms are in manufacturing though more service-providing businesses are now coming on board; nearly 35% of LMT companies are now from the service industries.

 All levels of staff in firms – from senior management to shop floor/front line - are represented in the workshops and in the teams.  

 Most changes have been to stock control, physical organisation of production and production processes.

 Some firms have introduced measurement systems.  Give the importance of measurement in the LMT philosophy, more widespread introduction of measurement systems should continue to be promoted.  

 Most firms see LMT as a continuous process with plans for more change; a majority have explicitly considered the sustainability of change.

 Significant barriers, especially cultural, have had to be addressed, though it is clear that in most cases, LMT has started the process of change in culture.  

Broad indications of benefits

1.59 The businesses which had implemented a project or otherwise undertaken change were asked about the shape of the benefits that had been delivered.  Thirty-five out of 43 firms (over 80%) indicated that benefits in one shape or another had arisen. The main benefits related to the overall reduction of waste (54% of companies), stock/inventory levels reduced and bureaucracy reduced (Fig 2.6).  It is worth noting that reduction in labour requirement was perceived to be a benefit in over 30% of companies.  Since LMT is principally to do with improving productivity, this is not a surprise.  Fig 2.6 shows reduction on manufacturing downtime at 26%.  If manufacturing firms alone are considered, the figure rises to 43%.  There is limited impact in relation to reduction in energy costs.  

1.60 There were some significant differences between SMEs and larger firms.  Larger firms were much more likely to have benefited from stock level reductions and floorspace reduction.  SMEs benefited more from reductions in bureaucracy, staff turnover and energy consumption.  
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1.61 The survey looked at the possible influence that LMT might have on firms in relation to the Scottish Enterprise Growing Business Criteria.  The results are shown in Table 2.4.  By far the greatest influence has been on quality/continuous improvement with 30% of companies claiming significant influence. There has also been good influence on training/staff development, change management and leadership style (it was noticeable that some firms see LMT as a training or personal development programme for staff).  Among SMEs, there was considerable influence on strategy development (40% with significant or some influence), more so than among larger companies (where the comparable figure was 30%).  It appears that LMT provides a prompt for smaller companies who otherwise might find strategy development difficult.  SMEs were also more influenced in relation to IT than were larger ones.  

1.62 LMT is all about introducing new practice and changing culture.  It is about persuading business to do things in a different way.  Over 80% of firms have changed what they do as a result of LMT.  Together with the good level of additionality (demonstrated later in this report) it is clear that many businesses have introduced new ways of operating that they would otherwise not have considered.  It has been a highly innovative programme in these respects.  However, the Growing Business Criteria analysis suggests relatively small influence on innovation and new product development.  This may be because of the way that this criterion is worded, with innovation associated with new product development; in fact, innovation can cover almost any aspect of the business, including for example production processes which are a major area of LMT influence.     

1.63 Even in relation to new product development, considered on its own, LMT has had an influence.  When asked specifically about this, 28% of businesses reckoned that LMT had had an influence on product or service development, though in some of these cases, it related to the delivery of a better or more efficient existing service rather than a completely new one. 

	Table 2.4: LMT influence in relation to the Growing Business Criteria

	
	Significant influence %
	Some influence   %
	Total                   %

	Quality/Continuous Improvement
	31
	37
	68

	Training and Development
	23
	26
	49

	Change Management
	20
	23
	43

	Leadership style
	9
	29
	38

	Strategy development 
	9
	26
	35

	Customer Service/relationships
	6
	29
	35

	Supply Chain Management
	9
	20
	29

	Asset Base (eg investment)
	2
	23
	25

	Information Technology
	11
	14
	25

	Entrepreneurialism/attitude to risk
	3
	20
	23

	Corporate Responsibility 


	0
	14
	14

	Innovation/New Product Development 
	6
	6
	12

	Marketing
	0
	4
	4

	Internationalisation/Exporting
	0
	3
	3

	Base = 35


1.64 Businesses were asked about the broad effect of the projects on a number of key variables: productivity, cost savings, waste reduction, energy costs, sales, employment safeguarded and employment created.    

1.65 By far the most important benefit has been in productivity gains with three quarters of businesses reporting an impact of some degree, major or minor, under this heading (Table 2.5).  Within this total, a major impact was experienced by nearly 30%.  The benefits were evenly spread among SMEs and larger companies.  There also appear to have been major savings in the reduction of the cost of waste to the company.  This does not simply refer to waste which has to be disposed of, but waste and inefficiency in whatever form within the company.  So if floorspace is not used efficiently, that will constitute waste to the company which LMT can help to eliminate.  There were also effects in relation to reduction of inventory costs (though relatively few major impacts here).      

1.66 Employment effects, which were significant in 14% of cases, relate to jobs safeguarded as well as created.  In a couple of cases, implementation of LMT projects has led to short term reductions in employment as labour efficiencies have been identified.  Should any new jobs emerge, they will come in the future as a result of improved competitiveness.     

	Table 2.5:  Broad effects of LMT on company performance 

	
	Major positive effect
	Minor positive effect
	Effect total

	
	% of companies 
	% of companies 
	% of companies 

	Productivity (output/employee)
	29
	46
	75

	Reduction in cost of waste to the company 
	23
	49
	72

	Reduction in inventory cost
	6
	46
	52

	Employment (created and safeguarded)
	14
	31
	45

	Sales  
	9
	31
	40

	Energy cost reduced
	0
	20
	20

	Reduction in waste/pollutant emissions
	6
	9
	15


1.67 Many firms have pointed out that they are not big consumers of energy, even those which are involved in manufacturing.  Most firms when asked about this suggested that they did not see energy efficiency per se as part of LMT but as something to be followed up later as part of a different exercise. This does not mean that the environmental or sustainability impact of LMT is negligible.  Reductions in waste and improvements in productivity (more output from the same input) should, other things being equal, lead to a smaller call on natural resources.  

Quantification of benefits

1.68 Some businesses did not find quantification of benefits easy.  As has been noted in the last chapter, most of the businesses have not yet introduced any systems to measure change in performance.  That said, in the presentations which end the LMT workshop process, quantification is encouraged.   Many firms were able to provide quantification of impacts so far or expected, though in many cases this was somewhat ‘rough and ready’.  In the analysis which follows, we have:

 ‘Grossed up’ from the sample to the population

 looked at impacts expected over the next few years as well as those expected so far.  Since some of the changes through implemented projects have been relatively recent (ie, within the last year) and since LMT is aimed at developing long term change, this seems reasonable.    

1.69 There is also a need to convert ‘gross’ to ‘net’ impacts to take account of non-additionality, that is the extent to which businesses believe that they would have undertaken the projects in any event, even without support through the LMT programme.  Additionality is an important subject which is discussed in its own right later (para 2.65), but the application of arithmetical non-additionality at this point serves to provide a better indication of the net impact of the LMT programme.  

1.70 We have also separately calculated impacts for the population of SMEs in Glasgow, Dunbartonshire and Renfrewshire in order to provide an indication of the impacts among those businesses which have benefited from support funded partially through ERDF
.  The results are shown in Appendix A.  

1.71 Quantification for the whole population of LMT companies is set out in Table 2.6.  Unlike other business development programmes, the performance of LMT needs to be looked at across a wide range on indicators.  It cannot be reduced to one simple indicator, such as job creation.  In fact, as noted several times in this report, short-term job creation is not what LMT is about.  These are the main findings. 

 Of the 41 companies who responded to these questions, nearly 80% were able to quantify benefits in one shape or another, either so far or expected; most of these who could not quantity were SMEs which had taken part in the most recent programme. Because of the non-responses, the figures below are probably an underestimate since they do not take account of benefits achieved which companies have not been able to quantify.  

 Among those which could quantify benefits, significant improvements to productivity have been achieved so far – an average of 13% among the 14 companies that are prepared to quantify it.  Higher benefits are expected in future, on average 19% with 18 companies prepared to quantify.  

 Significant savings have been experienced so far in relation to reductions in inventory costs – over £1.4m pa over the population as a whole, with 13 companies being prepared to quantify.  These figures, and those which follow, have taken account of non-additionality, that is, the extent to which companies believe that they would have achieved these benefits at some time even had there been no support through LMT.  Inventory cost savings expected over the next few years amounted to over £2.1m pa, with 14 companies prepared to quantify this.  Among the companies in the sample that could quantify the benefit, the average cost saving so far was £71,000 pa, with four companies (three SMEs) achieving savings so far of £100,000 pa or more.    

 Reduction in the cost of waste to companies is also significant.  Net of non-additionality, it amounts to nearly £1.1m so far.  It could amount to nearly £3.3m (net of non-additionality) over the next three years over the whole population of companies.  Among companies prepared to quantify this benefit, the average saving so far has been £85,000 pa with £227,000 pa expected in future.  

 There has been little by way of quantifiable energy savings, for the reasons which were explained earlier.  

 Effects on sales arising though LMT have been substantial so far, amounting to £8.7m pa (net).  LMT can certainly affect sales where, for example, a company believes that the introduction of LMT principles can lead to more efficient handling of enquiries or can improve the quality of tender submissions.  But these figures need to be taken with care.  The sales effect so far has been experienced by a small number of companies.  The effect on future sales is probably a better indicator since more companies (14) responded to this.  Expected sales (net) over the population as a whole amount to over £22m pa (on average about £1m per company among those prepared to quantify).  There was one substantial company where LMT had led to improvements in production amounting to £15m pa, with this expected to continue into the future.  There was substantial timing additionality in this case.  We have excluded this figure from the general analysis since to ‘gross up’ from a sample including this figure to the population as a whole would give a distorted figure of overall impact.  Nonetheless, it shows the potential scale of LMT impact where it is put into operation in a major organisation.  

 Net employment safeguarded and created so far amounts to nearly 400 – with more jobs safeguarded (229) than created (167).  Future net employment created and safeguarded amounts to nearly 600.  To put this into perspective, it amounts to just over 6 jobs per LMT company.    

	Table 2.6: Quantifiable LMT benefits over whole population of companies

	
	Achieved so far
	No. in sample prepared to quantify
	Expected
	No. in sample prepared to quantify

	Productivity


	13% improvement
	14
	19% improvement
	18

	Reductions in inventory costs
	2,053,500
	13
	2,939,200
	14

	Net of non-additionality 
	1,483,000
	
	2,122,800
	

	Reduction in cost of waste pa
	1,509,600
	9
	4,544,300
	10

	Net of non-additionality 
	1,090,200
	
	3,282,000
	

	Energy cost reductions
	99,900
	3
	170,900
	4

	Net of non-additionality 
	72,150
	
	123,400
	

	Sales pa
	£11,999,000
	4
	£30,835,000
	13

	Net of non-additionality 
	£8,666,000
	
	£22,270,000
	

	Employment safeguarded
	317
	9
	466
	10

	Net of non-additionality 
	229
	
	337
	

	Employment created
	231
	4
	333
	13

	Net of non-additionality 
	167
	
	241
	


Composition of jobs

1.72 The composition of the jobs safeguarded and created, over the population of companies as a whole, was as follows.

Jobs created/safeguarded
 for ……..

 women:





 202

 members of ethnic minorities:
   

  13

 disabled people:



  14

 residents of disadvantaged communities:
 150.

1.73 Businesses do not normally think about performance in these terms, and in most cases, the information was not ready to hand. Consequently, these figures almost certainly underestimate the numbers involved.   For future reference, and as was recommended in the Interim Evaluation, it would be helpful to remind businesses assisted that the support provided sometimes requires them to think about recruitment and retention in the above terms.  


Value for money

1.74 LMT has cost £325,000 to deliver since 2002.  As was noted, this has stimulated significant investment among companies themselves.  Companies are now also beginning to make a financial contribution towards the delivery of the LMT service, specifically in the case of Lean Financial Management.  Also, a small number of companies are taking up support from LMT consultants (beyond the three days support which they can access following the workshops) to which they have to contribute 50%.   

1.75 The total sum of net benefits generated so far (inventory costs, reductions in cost of waste, reductions in energy costs, sales generated) comes to £11.3m.  Also, the combined total of net jobs created and safeguarded comes to nearly 400.  Looked at from these angles, LMT appears to be very good value for money; the benefits it has generated, taking account of non-additionality, are higher than the costs of the programme by a factor of 35.  As is noted below, the benefits are such that firms might be asked in future to contribute to the cost of participation in LMT generally.    

Environmental sustainability 

1.76 While LMT has had little impact on energy consumption, we would expect it to have delivered (and to deliver in the future) environmental benefits through:

 more efficient production through productivity gains, and 

 waste reduction -  which is central to the LMT ethos.  

1.77 There is also the possibility that the introduction of LMT into a company can be a precursor for more detailed consideration of energy savings in the future.  There is some evidence from the company interviews that this is likely to be the case.  

Additionality 

1.78 Additionality is an important consideration which goes beyond the ‘bean counting’ to reduce gross impact to net impact.  It is a measure of the influence that an intervention has had on behaviour within a company.  If additionality is low, then a programme is not worth delivering because it is only supporting businesses to do much of what they would do anyway.  In the case of LMT, additionality is high (Fig 2.7).  In terms of ‘absolute additionality’ (firms would not have undertaken the projects at all but for LMT), a value of 33% has been achieved by LMT.  This is high in comparison with many business development programmes that we are familiar with.  Similarly the ‘timing’ additionality achieved (firms believe that they might have taken similar measures at some time but that LMT brought it forward), has also been significant, with most saying that it would have been two years or so before they would have done anything like this.  Some businesses who were already familiar with LMT concepts and techniques still believed that they would not have taken any action but for the prompting provided by the workshops.  Additionality was slightly higher among SMEs.    
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Delivery of LMT

1.79 Levels of satisfaction with the consultants who have delivered the workshops are described in Table 2.7.  They are very good.  High levels of satisfaction with ‘understanding of Lean Management’ are probably to be expected, but it is encouraging to see how many firms believe that Lean Management coaching has been ‘pitched at the right level’.    LECs and the consultants can be pleased with these results.  

	Table 2.7:  Views on workshop delivery (% of company respondents)

	Consultant's…….
	Excellent
	Very Good
	Satisfactory
	Less than satisfactory
	Poor

	…understanding of your firm's operations
	21%
	51%
	28%
	
	

	…understanding of Lean Management 
	38%
	52%
	10%
	
	

	…industry credibility
	26%
	58%
	16%
	
	

	…pitching it at the right level
	35%
	49%
	13%
	3%
	


1.80 Over 60% of businesses had received LMT-related follow up from an SE manager or a consultant.  Almost all were happy with the level of follow up though individual comments suggested a view among some that strengthening this side of LMT would be appreciated.  This is returned to later.   

Importance of LMT 

1.81 A high value is put on LMT by almost all companies in the survey.  Ninety percent were ‘certain’ or ‘quite sure’ of its relevance to their company’s operations, including companies which had taken no action so far.  Most saw it as being vital or important to the firm’s operations (Fig 2.8).  Over 40% were definite about attending future workshop programmes.  Only 12% would definitely not be participating in future.  

[image: image25.wmf]4

4

4

5

5

7

9

Production processes

Quality control

Management team working

Premises

Training 

Recycling

Disposal of waste


1.82 Over 40% would also be prepared to contribute to the costs of future workshops.  Thirty per cent said that they would not and the rest were unsure.  This is something for SE to reflect on.  We understand that where similar programmes are run by the same consultants elsewhere in the UK, companies are normally expected to contribute to the cost.  In view of the level of benefits which are being delivered through LMT, charging does not seem unreasonable, especially where companies have continued on to a second set of workshops.  If the prospect of payment puts some companies off, it may be that their commitment was not great in the first place.  As was noted, companies are now contributing towards the costs of Lean Financial Management as well as to the costs of follow up support from consultants beyond three days of consultants’ time.  

Strengths and areas for improvement

1.83 Businesses commented on the main strengths of LMT and areas where improvement might be looked for.  The tone of the comments received was very positive with many comments about the value of LMT and how firms have taken to it.  There were some comments on weaknesses in the current programme, and they too are referred to.  Strengths and areas for improvement are summarised, in descending order by the number of times they were mentioned, in Fig 2.9.  The most important strengths are:

 the analytical approach which LMT promotes – the fact that time needs to be taken out to think though processes and improvements and that a high degree of discipline is required

 that it involves the whole workforce; the firm can draw on the experience of staff at all levels – it is also a much more solid way of getting buy-in from those most affected by change

 it is based on team formation and team building which promote change within companies and can help to generate new relationships

 it promotes culture change.  

1.84 A few businesses also commented on the value of getting out of the organisation and into a new environment.  This promoted and stimulated the generation of new ideas.  Adoption of the philosophy appears to work best where there is senior management buy-in and project teams that slice through the company and include shop floor/frontline staff plus supervisors, managers and admin staff.  LMT appears to work across any size of company, though our impression is that the biggest relative impacts may well be with growing small businesses where the introduction of processes can have a more stark impact, though the absolute quantitative benefits may be relatively small.  We noted somewhat higher additionality among SMEs.  

1.85 The weaknesses are to do with delivery rather than with the concept of LMT itself.  By far the most important area for development, as far as firms were concerned, relates to follow-up to the workshops or the involvement by consultants on a one-to-one basis with companies at an earlier stage.  Where follow up has been carried out, it has been highly appreciated by the companies.  It is actively undertaken in Glasgow with some companies having been visited several times by one of the cadre of consultants which has been employed for this purpose.  All companies are offered this with three days of consultants’ time provided free.  Additional time can also be provided with the company and the LEC splitting the costs 50/50.  Uptake of this has been limited.  

1.86 It is possible to comment that companies are always looking for more support.  There are also clear limits to the additional support that can or ought to be provided, not only through the State Aids rules but also because there comes a time when businesses have to take forward LMT on their own.  That said, where buy-in is uneven within a company, it sometimes might be asking too much of the team to promote internal change without some form of external support.  All we would say is that where aftercare works, it seems to work well.  A more structured approach to support and aftercare, both during the workshop period and following the exit visit by the consultants who deliver the workshops, would be valuable.     

1.87 There were a few comments, though not significant in number, that the language used in the workshops contained too much which was orientated towards manufacturing, especially in the examples used.  We do not believe that this is present in sufficient strength to warrant any major change in delivery but it is an item to be watched.  

	Fig 2.9: Strengths and weaknesses

	
	
	

	Strengths
	
	Areas for improvement

	· Promotes analysis and questioning of all aspects of the business 

· Involves the whole business 

· Promotes team working and team building

· Promotes culture change

· Contribution of the follow up consultant support.   


	
	· Needs better follow up – longer term support

· Earlier involvement by the consultants

· Still orientated towards manufacturing  

· Less complicated language would help.  




Summary

1.88 The main points from this section are:

 Firms that have implemented projects have experienced benefits which have been as wide-ranging as the projects themselves and have included stock, waste and floorspace reductions.  

 There appear to be major positive effects on productivity, sales and reducing the cost of waste.  

 Significant numbers of jobs have been created or safeguarded, even though job creation in particular is not expected to be a major effect of the programme.  

 There has been very good additionality.

 The ratio of costs to benefits suggests that LMT has been good value for money.

 The main strengths of LMT are the analytical approach, team building and the promotion of culture change.  The main suggestions for improvement relate to follow up support.  

Conclusions and recommendations

1.89 Overall, the evaluation suggests that LMT constitutes an effective use of SE resources.  It is delivering good benefits at reasonable cost.  It is highly appreciated by most of the companies which have participated.  Since additionality is good, in fact higher in our experience than in many other similar business development interventions, there is clear influence on company behaviour.  

1.90 LMT has generated change in important areas of business performance, productivity in particular, which are given particular emphasis in the refreshed Smart Successful Scotland and the SE Operating Plan 2005-2008.  Its potential to improve environmental performance by reducing the cost of waste to companies is also in line with the aims of these strategic documents.    

1.91 Nonetheless, this evaluation has identified a few areas which SE managers might think about.  They are not fundamental points and do not relate to the principles of LMT; they are more to do with targeting and delivery.  Some were identified in the Interim Evaluation but continue in our view to be relevant.  

The companies 

1.92 The first is the nature of the companies worked with.  Benefits achieved seem to be spread proportionately between manufacturing and service industry businesses, so there is no need for any change in that respect.  There is also a much clearer orientation towards SMEs now than was the case at the start of the programme.  Recruitment, however, is mainly in the hands of the consultants who deliver the workshops.  Though they no doubt draw on contacts provided by LECs, there is probably a case for specifically targeting a programme such as LMT directly at Account and Client Managed companies – though other companies should not at all be excluded.  Many LMT companies are indeed Account Managed, but more direct targeting of this group could be beneficial.  We understand that this is now being taken forward by the LECs participating in LMT.  

1.93 Similarly, there seem to be limited links between LMT and other forms of SE support, which Account Managers will generally try to co-ordinate.  The impression given is that LMT is a stand-alone initiative, to some extent apart from other SE network activity.  We therefore recommend that:

…..recruitment to LMT be directly aimed at Account and Client Managed companies.  Where they are not already being assisted through LMT, these companies are in most cases likely to be receptive to LMT ideas.  Co-ordination through Account and Client Management should mean that LMT is integrated with other forms of support.         

Delivery

1.94 The delivery of the service by and large is good. Few companies had any suggestions to make about how it could be done better.  The content of the workshops and the style of delivery are welcomed by most companies which take part.  There were some negative comments about delivery but this may be to do with the fact that LMT is delivered to groups rather than to individual companies.  However, there are some areas which have been mentioned by businesses where more explicit coaching and one-to-one support may be required.  

1.95 Measurement is still an issue, even though it has recently been explicitly addressed through Lean Financial Management.  It still continues to be difficult to secure quantification of benefits, a keystone of Lean Management principles.  We suggest that existing effort to promote measurement continue and that any follow up with companies should pay particular attention to this issue.  

Measurement of benefits continues to be weak.  Efforts to promote better measurement (such as Lean Financial Management) should continue.  Follow up support to companies should be predicated on a commitment by the company to develop measurement systems.           

1.96 Most firms taking part in the programme have implemented projects with a good degree of success so far and more expected.  Even so, many would have liked more support after the programme of workshops was over or even while the programme was taking place.  Those which had benefited from consultant support have found this highly beneficial, especially where the promotion of culture change was an issue.  Consultant support is regarded highly where it had been used, and is seen as very beneficial in terms of getting teams through the process and projects.  The group of consultants currently providing this service are performing a valuable function which should continue.  There is, however, a continuing need to ensure that there is good communication between them and the consultants who are delivering the workshops in order that issues identified at the workshops are capable of being passed on to those working directly with companies.  This is currently in place.  It will be important to ensure that it continues at this level.  There may also be a case for an LMT network facilitated by SE, or an LMT self-help group to support the future and improve sustainability within the companies.  

A structured approach to support and aftercare, both during the workshop period and following the exit visit by the consultants who deliver the workshops, is valuable.  A single point of reference for queries or visits and an LMT network would also be helpful.

1.97 There is always a danger that LMT practice will not be sustained over the passage of time when people move on or enthusiasm becomes dimmed.  We are not sure how far sustainability of LMT practice is promoted through the workshops.  Companies’ responses to how to make practice sustainable were not always convincing with either nothing specifically planned or confined to a reliance on ISO 9001.  

The need to recognise the importance of the sustainability of new practice over time needs to be emphasised through the workshops, the follow up support provided, and possibly through return visits to companies which took part in LMT some time ago.  

3:
Innovation/New Product Development Evaluation 

Background and Participation

1.98 The Innovation/New Product Development element of GBEI has been a relatively new addition, with a series of workshops held in October and November 2004, as detailed below. This was intended as a pilot effort to inform future activity in this area. The programme was promoted through an initial Innovation Workshop held at Glasgow Science Centre.  This event featured a number of guest speakers and was very well attended, with an estimated 300 delegates.

1.99 Innovation is essentially about the acquisition of firm-specific knowledge and capabilities.  Promoting business growth through innovation is a key feature of the SE Operating Plan 2005-2008.  It is not synonymous with New Product Development although product development is an important dimension of innovation, alongside service and process development.  Essentially, innovation is one source of competitive advantage alongside alternatives such as location, scale and assets.  Increasingly, however, it is recognised as key to the competitiveness of small businesses which would otherwise find it difficult to compete due to competitive disadvantages caused by their scale and limited assets. There is a substantial body of academic literature which identifies effective practice in relation to innovation including, for example, the adoption of “stage-gate” approaches and efforts to reduce time to market.

1.100 During the Science Centre event, the programme of workshops was promoted as a ‘follow-on’ to the initial Innovation Workshop and participants were asked to register an interest in taking part in the follow-on workshops.  A significant number (75) did so, and this led the LECs involved to double up on the programme of workshops to meet this anticipated demand. However, attendance at the follow-on workshops turned out to be much lower than anticipated. 

1.101 For the purposes of this evaluation study, we were provided with details of 30 participating firms.  A total of 20 interviews were completed.  However, in ten of these cases, no one from the firm had actually attended any of the four substantive workshops.  These participants commented that they had attended ‘an initial workshop’ and had not taken their interest further; we assume, therefore, that these firms were amongst the 75 who had expressed an interest but did no more.  

1.102 The data subsequently provided to us by the programme consultants presents a different, but more detailed and accurate picture of participation in the substantive programme. The details of the workshops are summarised below.

	Table 3.1: Workshop attendance 

	
Workshop
	Dates
	Venue
	Attendance Levels
(both workshops)

	Putting the New Product Development Process in context
	26 October
27 October
	SE Clydebank
Hillington Innovation Centre
	17

	Product Design
	2 November
3 November
	World of Golf – Clydebank
Glasgow Science Centre
	25

	Compressing Time to Market
	9 November
17 November
	RDM Centre,
(Strathclyde University)
	12

	Building the Brand, Project Management and Business Planning
	23 November
24 November
	SE Clydebank
Hillington Innovation Centre
	10


1.103 Based on the data provided to us by the programme consultants, 35 attendees from 26 firms had attended at least one of the substantive workshops.  Of these 35 attendees:

 only five had attended all four workshops

 a further four had attended three workshops

 four had attended two workshops

 the majority (22) had attended a single workshop only.

1.104 The reasons for the apparently disappointing uptake of the programme are worthy of comment in two respects:

 the drop-off rate from those who registered with the initial Innovation Workshop

 the pattern of participation levels at the workshops proper.

1.105 As we understand it, the initial recruitment phase was limited to participants at the initial Innovation Workshop expressing their interest through the questionnaire issued at the time. Some of this has not led to follow-on participation for a variety of reasons:

 the workshop programme was not appropriate for certain firms (eg those in the social economy)

 some of those who had expressed interest were not actually commercial enterprises, but were part of the Scottish Enterprise Network.

More importantly, it appears that only limited personal follow-up was built into the recruitment programme to explain in detail the objectives of the programme overall, the themes it would cover and the commitment that would be expected of firms.  The assumption appears to have been made that expression of interest at the initial Workshop was tantamount to a commitment to participate - this is clearly not the case.  The programme involved a considerable time commitment on the part of firms and more careful explanation of the commitment required of firms would have been beneficial to obtain their formal sign-up.  While this may have led to fewer firms committing to the programme, a more accurate picture of expected participation would emerge. 

1.106 The programme as described above has an ostensible focus on manufacturing firms and on New Product Development (which, as we have noted, could be seen as only one element of ‘innovation’). Thus, many firms may have expressed an interest in innovation by attending the initial workshop but may not have perceived the programme to be an appropriate solution to their needs.

1.107 It can be seen above that only 18 of the 75 firms who expressed an interest attended the first round of workshops. This figure rose to 25 for the second workshop, which was due to direct recruitment by the programme consultants, but then tailed away sharply for the final two workshops.

1.108 Some practical factors militated against continued participation:

 timing of the workshops over the October holidays

 rotation of workshop venues.

1.109 However, the absence of firm commitment from businesses and a lack of clarity of objectives may also have militated against sustained participation.  

1.110 It should be recognised, however, that the New Product Development programme being evaluated was a pilot initiative and it would appear that lessons have been learned.  For example, subsequent New Product Development workshops have been recruited by the consultant responsible for their delivery.  Participating companies have also paid a charge of £50 for NPD workshops. This contribution partly offsets the delivery cost of the workshop programme. It is understood that this has led to a significant improvement in terms of firms’ follow through.  We also understand that under the new arrangements, there is a financial incentive to the consultant to ensure that firms follow up initial interest with actual participation in the programme.  

Non-participating firms 

1.111 We interviewed ten firms who appear to have expressed an interest but did not take this further and we now comment briefly on the issues emerging from these discussions. 

1.112 Seven of the ten firms which did not take forward an interest were in non-manufacturing sectors, including retail, pest control, publishing and broadcasting.  By contrast, all bar one of the ten firms interviewed who did participate in the substantive workshops were in manufacturing or technical/business services.  While the programme may have been appropriate to a wide range of firms, this might not always have been the perception.

1.113 It is also interesting to note that five of these ten firms said that they ‘were about to launch new products’. The suggestion is that many firms will seek support in relation to new product/service development when they are already quite far ahead in this process.  Only one participant said that the firm had now established a New Product Development (NPD) team or similar and all of the others stated that they had made ‘no changes’ as a result of their attendance at the initial workshops.  The most common barrier to taking forward action in this area was ‘insufficient management time’ (mentioned by six respondents). Typical comments included:

Only went to a breakfast meeting. Workshops due to start in December when team are too busy to go

There have been changes in the company and some lack of interest shown.

1.114 Despite this, six firms said they would ‘possibly’ send teams to future workshops and one would ‘definitely’ do so. The implication is that there remains some desire for innovation support amongst such firms if the programme fits their business needs, but firms remain uncertain of the relevance of innovation to their business needs (only two are ‘certain’ or ‘quite sure’ of the relevance of Innovation / New Product Development).

1.115 The most common additional comments made by these ‘non-attendees’ related to the limited company time available to take forward NPD activity.  However, in two cases, comment was made on SE’s apparent failure to provide accurate information about the workshops with one respondent in particular stating that the had not received promised information about the workshops even after a ‘customer care’ call promising that the would be contacted.

The workshops

1.116 The programme material provided to us does not articulate all that clearly the objectives of the programme.   As described by the programme consultants the objective is:


To provide participants with knowledge of the new product development process whilst equipping them with the tools, understanding and skills which will support them in the development of new products.

1.117 Clearly, over time the success of a programme such as this can be measured in terms of impacts in relation to successful new product / service introductions and the attendant sales and profitability impacts.  However, given the timescales for the development and launch of new services, it is clearly too early to establish achievements in this regard.  However, it may be that the programme would have benefited from a sharper focus on intermediate objectives, which could have included, for example:

 establishment of in-company teams to address New Product Development/ Innovation

 development of an appropriate process within the business to manage such activity

 improvements in market awareness within firms

 understanding and application of NPD techniques within the firm.

1.118 The programme consultants have provided us with a summary of the ratings provided in workshop satisfaction forms. These results are set out below. 


Fig 3.1: Workshop Ratings
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1.119 It is notable that the ratings for the first workshop were considerably poorer overall.  It is possible that this reflects a mismatch of expectations and content during the recruitment phase, to which we have already alluded – despite the fact that some businesses were phoned and e-mailed in advance.  Ratings provided by participants for the latter workshops are, much better (and are, indeed, very positive).  It should be noted, however, that not all participants completed workshop evaluation forms for the workshops.

Attendees

1.120 The comments below refer to the ten participating companies interviewed who had taken part in at least one of the substantive workshops.  It should be noted that details for 11 of the 26 participating companies were not provided to us at the sample selection stage and were only identified following our discussion with the programme consultant.  We have successfully interviewed 10 of the 15 firms whose details were provided to us.

1.121 All bar one of the ten attendees were SMEs and were in either manufacturing or technical / business services.  Five out of the ten were young, having been established within the past three years.  Eight of the ten firms were independent, with the others being part of a larger group.  A significant number of firms (four) had heard about the workshops through direct mailing but a similar number were contacted by SE personnel.

1.122 In some cases, firms had fairly specific reasons which prompted them to participate in the workshops:

Needed to become more market-orientated compared to our previous history

Learn about procedures that can help development and launch.

1.123 More commonly, the business rationale was expressed in more general terms:

To develop new products.

1.124 In a few cases, the motivation had not gone beyond a general curiosity:

Wanted to know what was available

Seemed like a good idea.

1.125 As illustrated below, participation has been at a high level within firms, with seven MDs attending.
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Fig 3.2: Who Participated?
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1.126 Table 3.2 illustrates the frequency with which attendees included particular groups of interest for ERDF purposes.  There was particularly good representation of female MDs or senior managers.  Innovation and New Product Development Teams have been established within three firms.  One of these teams has a female member and one has someone from an ethnic minority background. 

	Table 3.2: ‘Equalities’ composition of attendees’ teams

	Total
Attendees
	Some Attendees Female
	MD / Senior Managers Female
	Ethnic Minority Attendees
	Disabled Attendees

	10
	5
	4
	1
	0


1.127 Only two firms have yet launched new products or services since participation in the programme although a further four plan to do so in the near future (Fig 3.3).

Fig 3.3: Have any new products or services been launched?

Base: 10

However, the impact of the programme on various aspects of firms’ behaviour has been fairly limited to date (Fig 3.4).

Fig 3.4: Changes Made as a Result of Innovation/New Product Development
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1.128 It is somewhat disappointing that a majority of firms say they have made ‘no changes’ to their business as a result of the programme and that, for example, none have put in place systems for the management of their NPD activity, with only a few having set out an NPD strategy or established a team for NPD within their business.

1.129 Among the small number of firms (four) who say they have made changes as a result of the programme, a range of benefits were identified, including increased sales, reduced dependency on mature products, improved company image, new customers attracted and reduced production costs.  These firms also recognised the programme as having an influence on their approach in relation to some of the SE Growing Business Criteria, especially NPD/Innovation and, on occasion, an influence on issues such as strategy, marketing, customer relationships, training, quality and corporate responsibility.  There was less influence on issues such as leadership style, change management, internationalisation, attitude to risk, IT and supply chain management.

Broad impacts on businesses 

1.130 Table 3.3 illustrates the number of firms, out of the ten participants, declaring business impacts.   At this stage, very few firms are able to identify such impacts from the programme.

	Table 3.3:  Broad indications of impact

	
	Major Positive Impact
	Minor Positive Impact

	Sales generated
	0
	3

	Employment
	0
	1

	Productivity
	0
	1

	Cost savings
	1
	1


1.131 In quantified terms, only two firms quoted any impact from the programme.  One quoted a sales impact of £25,000 (and expected sales impact of £100,000), productivity improvements of 10% and costs savings of £5,000 per year (£10,000 expected).  Another quoted a productivity improvement of 15% (expected 20%) and costs savings of £50,000 (achieved) and £100,000 (expected).

1.132 Of the four firms which had actually made changes as a result of the programme, all reported some form of additionality.  In one case, this was ‘absolute’ and in the others it related to timing, scale and quality.  While a number of reasons were made for the other six firms who had yet to make any changes, many of these were again related to management time and ‘other issues taking priority’.  In some case, there were other circumstantial reasons:

Not enough market for the product to justify investment

Still awaiting funding.

1.133 The latter point illustrates that a number of participants approached the programme for support on a particular product innovation, rather than seeking to embed a capability for innovation into their business.  Only one of these six firms currently has changes or projects planned.

1.134 There were few complaints regarding the quality of workshop delivery.  Of the firms which were asked this question and gave a rating, two thirds were ‘very satisfied’ and the remainder were ‘satisfied’.  Three firms said they would definitely send participants to future workshops and four would possibly do so.  Seven of ten firms were either ‘certain’ or ‘quite sure’ of the general relevance of NPD to their business.  Most, however, saw it as either ‘important’ or ‘useful’, whereas in the LMT programme a number of firms saw the support as ‘vital’.

Summary and conclusions on Innovation / New Product Development 
1.135 The mains points from this Section are:

 There is an ostensible demand for innovation support, among a wide range of firms, as witnessed by attendance levels at the Initial Innovation Workshop.

 The processes for recruitment to this type of programme require strengthening.  There appears to have been limited communication between the recruiters and LECs and a lack of clarity in communicating to firms the level of commitment to the process expected.   

 The definition of objectives for the programme could have been clearer, specifically in defining the benefits which it is expected that firms would gain from their participation.

 Despite this, there were good levels of satisfaction with programme delivery among those firms who saw the programme through.  

 There must be doubts, however, as to whether the programme as presently configured best fits the needs of a range of customer segments including, for example, smaller firms and service businesses.

 The programme is seen as focused on New Product Development specifically, rather than wider aspects of innovation.

 As previously designed, the programme is not maximising its potential to embed organisational change within firms.

 Monitoring of data regarding participation in the programme has been limited.

 This, however, has been a pilot programme and lessons have been learned in terms of the subsequent implementation of New Product Development support.

Conclusions and recommendations
1.136 Overall, the importance of innovation to firms’ competitiveness should continue to be recognised.  It is an important element in the aims of the SE Network as articulated in the Operating Plan 2005-2008.  A number of approaches for businesses to improve their innovative performance exist.  Some firms have benefited significantly from this pilot programme but consideration needs to be given to whether, as it was configured in the pilot, it best meets the needs of the full range of companies which could benefit.  We therefore recommend that:

An innovation programme be redesigned which specifically focuses on embedding innovation capabilities within firms and which recognises the varying needs of different types of firms such as those in service industries and firms of different sizes.  This could build on the revised Innovation/New Product Development programme currently being run by SEGL.  

1.137 It is important that firms are clear as to the commitment required for participation in such a programme, as well as what it is expected that the programme will achieve.

Future programmes should articulate clearly the desired outcomes for participating firms, such as development of an innovation strategy, establishment of a New Product Development system, establishment of a New Product Development team, enhanced market awareness and so on.

4: 
Environmental Audits/ISO 14001 Evaluation 

Introduction

1.138 This section of the report covers the support for Environmental Audits in companies that has taken place under GBEI.  This has been operational in two LECs alone - SEGL and SED - and has operated in different ways in each.  In Glasgow, companies have been able to take advantage of three days of an environmental consultant’s time, principally to undertaken an Environmental Audit of the business.  The database with which we were provided suggested that twelve companies had received this service and a further two had received a ‘waste minimisation’ audit.  This support has been in place for the past two years.  The aims of these programmes - which are to align improvements in firms’ performance through cost reductions and productivity with broader environmental and sustainability aims - are very much in line with the thinking set out in the SE Operating Plan and the refreshed Smart Successful Scotland.  
1.139 In Dunbartonshire, support is much more recent and has been in place only since last August.  It has also taken a different form.  Under GBEI, there have been no formal ‘environmental audits’ as such but short initial visits from a consultant (on some occasions undertaken under the Government ‘Envirowise’ scheme) at which a short review of waste and energy usage in the company (taking up about one day of a consultant’s time) has taken place.  One important function of this short review is to encourage companies to sign up to the Dunbartonshire Environment Management Initiative (DEMI) which consists of a series of workshops, one per month over a period of six months, covering waste minimisation, resource efficiency and environmental management.  These workshops only commenced in February 2005.  The information with which we were provided suggested that 18 businesses had benefited from the initial short one-day review, some of whom were going on to participate in the workshops.  However, since these have only just commenced (as this report is being written) there have been few impacts yet.  This has been taken into account when impacts generally are discussed later on.  SED do arrange environmental audits under DEMI, but they are not part of the programme subject to this evaluation.  

1.140 In the analysis which follows, we have distinguished Glasgow and Dunbartonshire companies where appropriate.  In some instances, however, it is possible to aggregate the findings from both LECs for analytical purposes.  

The survey

1.141 Taken together, 32 companies have taken part in the two initiatives in Glasgow and Dunbartonshire.  We secured 25 interviews, 14 in Dunbartonshire (78% sample) and 11 in Glasgow (79% sample) – a 79% sample overall.  It has to be acknowledged that some of the telephone interviews in Dunbartonshire were very short, given the low level of involvement of some companies so far in the initiative.  

The companies and the shape of support

1.142 Over 40% of participating companies were in manufacturing with 20% in business services.  Sixteen per cent were in tourism.  Almost all were SMEs and a quarter had been formed within the last three years.  This is a much younger and more 'small business' profile than in LMT.  

1.143 Over 80% received the support during 2004, with only a few in Glasgow having benefited in 2003.  Most of the interventions, even in Glasgow, are therefore still relatively recent, which is bound to affect the extent to which benefits might yet have arisen.   Most had found out about the support though SE or the Business Gateway.  

1.144 Businesses were asked, unprompted, what their principal business reasons were for becoming involved in the environmental support.  The most important single reason was the wish to reduce waste – there seems to be a keen desire to address this - with reducing costs and addressing inefficiencies next in importance (Fig 4.1).  It is likely that the need to reduce cost, as well as being an explicit aim on its own, is an implicit aim of reducing waste.  There was little to do with the need to change culture within the company.  A significant number were looking for support to address regulatory requirements.  This clearly is something to be careful of in relation to additionality.   


1.145 A significant additional reason was marketing.  Several businesses recognised that demonstration of environmental concern can be a major marketing tool for the company.  In some cases, it has allowed the company to pitch for better work with higher quality clients.  These results are borne out to some extent in the analysis of impacts which follows where significant sales impacts are reported and expected by a few companies.  In some cases, there is an imperative from the appreciation that clients are beginning to demand good environmental practice and accreditation from sub-contractors.  

1.146 In five companies out of the 25 interviewed, ethical reasons were the most important.   

1.147 Almost all firms in Glasgow (bar one) had received support from a consultant.  Only 50% in Dunbartonshire had received such support, reflecting the relative newness of the intervention there and the fact that the workshops are the main shape that support takes.  Fifty percent of firms in Glasgow had received more than five days of a consultant’s time; in three cases, it amounted to over 10 days.  Since SEGL only supports three days, this means that firms have continued to pay for the consultant from their own resources (and this has definitely occurred in at least one case) or other sources have been sought.  Glasgow City Council for example, will provide support (at a lower rate than SEGL) for firms to go on to ISO 14001.  It is fairly encouraging that at least some firms are going beyond the minimum support provided by the LEC.  

1.148 The subjects covered by the consultants were very wide ranging in Glasgow (Fig 4.2).  Premises were the most common area to be covered (as in Dunbartonshire in those cases where some form of review had taken place).  This was mainly to do with energy use and efficiency.  In a significant number of cases, training for staff had been a component.  Recycling and transport/distribution were also common.  There were a reasonable number of cases where staff development and training took place and also good levels of referral on to other agencies (in 40% of cases), including the local authority scheme referred to and also to Envirowise, the UK scheme run in Scotland by the Scottish Environmental Efficiency Office in the Scottish Executive.  There were perhaps fewer cases of guidance on production processes than might have been expected given the scope for efficiency and environmental impact.  This contrasts again with LMT.  


Changes made

1.149 Twelve per cent of companies, and over one quarter of those interviewed in Glasgow, had gone on to achieve ISO 14001.  A further 20% (most of which were in Dunbartonshire) were in the process of going for ISO 14001.  This still leaves nearly 70% who do not have ISO 14001 and are not going for it.  This might be counted a disappointment and suggests that a majority of companies have not approached this subject in depth.  However, the other 30% (eight out of the 25 interviewed) appear to have taken a more rigorous approach.  It may be that ISO 14001 is not appropriate for smaller businesses and that this might in part explain the lack of take-up.  That said, measurement of change is an important issue (as it is in LMT) which companies find difficult.  We understand that in the DEMI programme in Dunbartonshire (not part of this evaluation), the first workshop is linked to the measurement of baseline data so that subsequent change down the line can be measured).  

1.150 Nearly 50% of companies overall (seven companies in Glasgow and four in Dunbartonshire) had made some form of change as a result of the support received.  Lower uptake of change in Dunbartonshire in comparison with Glasgow is reasonable given the relatively light touch nature of the support provided in Dunbartonshire at the time that the evaluation took place.  Nine companies (36% of the total interviewed and 82% of those which had made some form of change) were able to quantify the extent of their own commitment in response to the Environmental Audits.  This amounted to over £10,000 per company on average, and in one case was over £35,000.  

1.151 The most common area of change was waste disposal (undertaken by 9 out of 25 companies interviewed – Fig 4.3).  This often involved separation of waste as well as waste minimisation generally.  Recycling (or, for example, use of recycled paper) was next most common followed by training and premises.  


1.152 There are few changes in some of the areas which had figured strongly in the audit, such as distribution/transport and production.  Also, fewer companies had actually made any changes than had actually seen a subject covered in the audit.  Thus while over 60% had looked at premises in the audit, only 25% (5 out of 25) had made any changes in this area of activity.  This may reflect the fact that the audits are still relatively recent.  Furthermore, ten businesses planned to make changes (or make further changes).  The most commonly mentioned ones again were waste disposal, recycling and training/HRD.  

1.153 Of the eleven companies that had made some form of changes, eight (73%) suggested that they had introduced systems to measure change in performance.  Over 80% of these related to monitoring of waste outputs.  There was little description of these systems however, except to note that in two cases, they related specifically to ISO 14001.  It is likely that these figures exaggerate somewhat the practice that might actually have been put in place since only a small number of interviewed companies were actually able to quantify benefits achieved.  

1.154 Five of the companies that had made changes (45%) suggested that there had been product development through the environmental audits.  This is not a specific aim of the audits but is a significant and positive finding.  In some cases, it relates to the ability to offer a higher quality service though the changes and accreditation which might follow from the audit and, to allow firms to bid for work with different clients.  

1.155 Ten of the 11 had taken specific steps to promote the sustainability of change.  This mainly related to building changes into standard procedures (over 70% of cases), including ISO 14001, and regular appraisal/review within the company (over 90%).  Over half were continuing to use consultants.  A bonus system for staff to promote good environmental practice had been introduced in one company.  

1.156 Many companies (eight of the 11) had experienced significant barriers to change, the most important of which (in over 50% of cases) related to staff attitudes.  As one business noted, ‘It’s been a battle…..’.  

Broad indications of benefits

1.157 Ten of the 11 that had made changes reported benefits to the firm, in one form or another, so far.  There were seven in Glasgow and three in Dunbartonshire.  The main benefits (Fig 4.4) were reductions in the cost of waste (one company has reduced paper waste by 50%), energy consumption and improved market position.  We have already commented on the somewhat unexpected importance of market position in these audits.  


1.158 The survey looked at the possible influence that the audits might have on firms in relation to the Scottish Enterprise Growing Business Criteria.  The results are shown in Table 4.1.  The greatest influence has been on corporate responsibility (as might be expected given the subject matter of the audits), training and development, supply chain and quality/continuous improvement.  This is different to what was found under LMT, reflecting the different directions of each programme.  The influence on training/staff development is to be welcomed.    

	Table 4.1: Environmental Audit influence in relation to the Growing Business Criteria

	
	Significant influence (no. of companies) 
	Some influence  (no. of companies)
	Total                  (no. of companies)

	Corporate Responsibility 
	8
	1
	9

	Training and Development
	7
	2
	9

	Quality/Continuous Improvement
	6
	3
	9

	Supply Chain Management
	4
	5
	9

	Innovation/New Product Development 
	5
	2
	7

	Marketing
	5
	2
	7

	Change Management
	5
	2
	7

	Customer Service/relationships
	4
	3
	7

	Asset Base (eg investment)
	2
	4
	6

	Leadership style
	4
	2
	5

	Strategy development 
	4
	1
	5

	Entrepreneurialism/attitude to risk
	1
	4
	5

	Information Technology
	2
	2
	4

	Internationalisation/Exporting
	1
	1
	2

	Base = 11


1.159 In terms of more specific business performance variables, ‘major positive effects’ were achieved in relation to:

 Reductions in energy consumption – six companies

 Sales – four companies 

 Reduction in emissions – four companies 

 Productivity – three companies.

1.160 Given the relatively low-key nature of the public sector support though this programme, these results look reasonably encouraging.

Quantification of benefits

1.161 Overall, the quantification of benefits has not been good, even under the Glasgow programme where support was somewhat more intensive than in Dunbartonshire (though still only confined to three days of a consultant’s time).  Of the ten companies that had reported some benefits achieved, six were able to provide quantification in one form or another.  Unlike under LMT, there is no need to ‘gross up’ from the sample to the population.  Because the intervention in Dunbartonshire has been so recent, there are few impacts there yet (though there are some) and we have information from most of the businesses in Glasgow.  We have therefore taken the information we have as equivalent to the population.  As in LMT, we have also taken non-additionality into account.  

1.162 The most impressive quantifiable results relate to sales, which three companies were willing to quantify (Table 4.2).  In one company in particular, there has been an excellent effect on sales so far, with more expected.  Quantifiable employment results (created and safeguarded) were also reasonable.  Overall, and given what companies said about systems to measure performance, we would have expected more quantification and it is disappointing that it is not present to a greater extent.  

	Table 4.2: Quantifiable environmental audit benefits 

	
	Achieved so far
	No. prepared to quantify
	Expected
	No. prepared to quantify

	Productivity


	15% improvement
	3
	30% improvement
	2

	Reduction in cost of waste pa
	13,000
	2
	20,600
	2

	Net of non-additionality 
	7,930
	
	12,500
	

	Energy cost reductions
	9,000
	2
	3,200
	2

	Net of non-additionality 
	5,500
	
	1,900
	

	Sales/production pa
	125,000
	3
	250,000
	2

	Net of non-additionality 
	76,000
	
	152,000
	

	Employment safeguarded
	3
	2
	6
	2

	Net of non-additionality 
	2
	
	4
	

	Employment created
	16
	3
	28
	3

	Net of non-additionality 
	10
	
	17
	


1.163 Of the jobs created and safeguarded:

 11 were for women, and 

 18 were in disadvantaged communities.   

Additionality

1.164 The results on additionality demonstrate that 22% of companies in Glasgow and Dunbartonshire that have made changes in some form following the support would not have made any changes but for the support received (Fig 4.5).  In most cases, additionality related to timing, most commonly that action had been brought forward by about one year.  These figures are not quite as positive as LMT, but reasonable nonetheless.  The likelihood that LMT is a more intensive and rigorous form of exercise probably explains this.   


Delivery of the Audits

1.165 This section reports on the satisfaction of companies with the service provided by the environmental specialist consultants.  In this case, we have included the views of all the companies interviewed in Glasgow as well as those in Dunbartonshire which appear to have had some contact with consultants.  The results are very good with results that are rarely less than satisfactory.  The consultants have an environmental bias, but their understanding of business issues appears to be very good on the whole.  It is also important that they are able to ‘pitch it at the right level’.  There therefore seem to be few matters for concern in relation to the consultants employed.  These results are better than in LMT, but are likely to reflect the different forms of delivery with the consultants’ contribution under LMT far more ‘hands off’ than in the environmental audits.  Companies were happy with the level of support.  There was no dissatisfaction with the level of follow up or other support.  Most of the specific comments made about the consultants were highly complimentary.  

	Table 4.3: Views on consultants (% of companies)

	Consultant's…….
	Excellent
	Very Good
	Satisfactory
	Less than satisfactory

	…understanding of your firm's operations
	35%
	65%
	
	

	…understanding of environmental issues 
	53%
	47%
	
	

	… understanding of business issues
	12%
	82%
	6%
	

	…help with undertaking projects
	29%
	59%
	6%
	6%

	…relevance of recommendations
	19%
	56%
	25%
	

	…pitching at right level
	38%
	50%
	13%
	


Importance of environmental issues to companies 

1.166 Nearly 60% of companies were certain that the Environmental Audits were relevant to the company.   Another 10% were quite sure.  However, 20% (four companies) were either not certain or completely unconvinced  - including two in Glasgow which had been assisted.  This might be a matter for concern since these are companies which have been targeted or have sought out support.  It illustrates that there is still a job to be done to convince many companies that this is an important issue for them.  

1.167 Three quarters of companies would be keen to take part in future environmental support initiatives, including nearly 85% of those in Dunbartonshire.  Nearly 50% overall would be prepared to pay, on average, about 50% of the costs (assuming these to be reasonable).  A higher proportion in Glasgow were prepared to pay than in Dunbartonshire, probably a reflection of the minor support offered so far to firms in Dunbartonshire.  

Strengths and areas for improvement

1.168 It is difficult to comment on the programme in Dunbartonshire since implementation has been so recent, though it seems reasonable to say that in those Dunbartonshire companies which have benefited from more than a very small level of contact, there seems to be a good level of interest and intention to take things further.  In Glasgow, where implementation has been more longstanding and direct to the company, the main strengths of the programme appear to be that it provides companies with a framework to implement change and to encourage them to try out ideas that they might have been thinking about but would not otherwise have got round to carrying out.  The main benefit, however, has been the way that the consultants were able to identify, in a relatively straightforward and simple manner, cost savings that were possible and the extent of what might be achieved.  

Summary, conclusions and recommendations

1.169  The main points are as follows.

 Support in Glasgow has been more intensive and longstanding than in Dunbartonshire where this form of support has been relatively recent.    

 A reasonable proportion of the companies assisted have gone on to make tangible changes within the firm; the proportion in Glasgow is much higher than in Dunbartonshire, reflecting the greater maturity of the programme in Glasgow.  

 Companies which have made changes have seen benefits emerging, principally in relation to reductions in the cost of waste.

 Many companies are motivated to take up this form of support  for market reasons; many of the benefits which have occurred are market-related and cover the market position of the company and sales generated.  

 Quantification of benefits has been poor.

 The approach of offering consultant support for several days is one that companies appear to like. In several cases, the consultants have been kept on apparently at the company’s expense.  

 It is too early to comment yet on the workshop approach adopted in Dunbartonshire.  However, this is being developed through the DEMI programme.  For future reference, a comparison between the DEMI approach, operating mainly through a series of workshops, and the more direct approach adopted in Glasgow, might be beneficial.  

 There is enthusiasm to take part in further initiatives of this nature and a reasonable willingness to contribute to the costs.  

 There has been reasonable additionality. 

1.170 This leads us to four main recommendations.

Support to undertake environmental reviews is welcomed by companies and has delivered reasonable impacts.  We believe that it should continue in both forms in which it is currently being delivered, but that companies should show their own commitment by contributing to the costs in future.  

The marketing of future programmes should be clear about the objectives of the support.  It would be worthwhile emphasising the market benefits to companies in terms of image and quality accreditation.  

There are very strong links and overlaps between LMT and the Environmental Audits.  There might be benefit in seeking to find companies which are prepared to take forward both at the same time and in conjunction with one another.  

Measurement of benefits is poor.  It would be important in the future for the consultants working with companies to lay greater stress on the need to measure the effects of change, if for no other reason than to allow the company to establish whether any changes made are making a difference.   

5:
Overall conclusions

1.171 This section of the report briefly presents overall conclusions in relation to the programmes being evaluated.  It does not present programme-specific recommendations since these are contained within each individual section.  

1.172 The characteristics of the main thrust of these interventions under GBEI have changed in some respects compared with what was originally intended in 2002.  At that time, there was a heavy environmental orientation to the series of activities proposed.  Over time, the forms of support (with the exception of the Environmental Audits run in Glasgow and Dunbartonshire) have been less explicitly related to environmental issues than had been envisaged at the start.  New Product Development initiatives, for example, were originally intended to address product development in relation to sustainable and renewable products but have ultimately been directed at general innovation and product development.  Similarly, LMT has essentially been about delivering broad based productivity improvements.  

1.173 We do not see it as a problem that the GBEI programme has evolved over time.  GBEI continues to address areas of national significance as identified in important policy documents such as the refreshed Smart Successful Scotland and the SE Operating Plan 2005-2008.  These include productivity, reductions in waste and environmental sustainability.  There are still very strong environmental components (and benefits) through the GBEI programmes themselves as they have been implemented, and overall, the main objectives have been achieved.  In relation to each of the individual programmes which the brief specified should be looked at, general conclusions are as follows:

 LMT has been very effective and is highly regarded by many companies that have participated; some have latched on to it with enthusiasm

 The Environmental Audits in Glasgow also have had reasonable impacts, particularly in a small number of companies where a significant difference has been made, with reasonable additionality.  Activity in Dunbartonshire has only just commenced so there are limited impacts there so far.  Evaluation of the new activity in Dunbartonshire was probably premature at this stage.

 The pilot Innovation and New Product Development workshops have been less of a success, with high drop-off rates among participating companies and limited impacts among companies which have taken part more fully.  Lessons have been learned from this and are already being acted upon.  If this type of initiative is to be continued, re-appraisal of objectives and means should be undertaken.

 There could in future be stronger links between these programmes – there is particular potential congruence between LMT and the Environmental Audits.  

 All three programmes to some extent address change of culture within companies; there are barriers to be overcome, often relating to staff attitudes.  This will in many cases require sustained effort over time.  

 Measurement of benefits is weak in all of the programmes among the companies which have taken part.  This continues to be an area which needs to be strengthened.  

1.174 Overall, targets have been met, particularly in relation to SMEs in Glasgow and Dunbartonshire (where support has been partially funded through ERDF), and Renfrewshire.  This is covered in detail in Appendix A.

1.175 There is a strong case for continuation of much GBEI activity, though we would hope that our recommendations for each programme would be borne in mind.  
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Fig 2.5: Steps to ensure sustainability of change 





� EMBED Excel.Chart.8 \s ���





Other services





Fig 2.4: Shape of changes made and planned 
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Fig 2.3: Team formation 
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Fig 2.2: Firms’ motivation for taking part 
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Fig 2.1: Sector distribution of LMT companies 





Fig 2.6: % of companies achieving benefits through LMT  
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Fig 2.8:  Importance to the company 
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Fig 4.1: Firms’ motivation for seeking support





Fig 4.2: What the environmental audits covered (Glasgow)
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Fig 4.3: The changes actually made (no. of companies)
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Fig 4.4: Main areas of benefit to companies (no. of companies)
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Fig 4.5: Environmental Audit additionality 








� SER outcome figures can apparently be reported against the ERDF-related target even though SER did not benefit from ERDF support to deliver GBEI in Renfrewshire.


� Office of National Statistics; OECD.


� Some LECs and companies from outwith the West of Scotland as well as public sector organisations have also taken part.  They have been excluded from the subsequent analysis.


� Scottish Enterprise; A Positive Guide to Evaluation 


� Note that while the results for the SER area can be counted against the SME targets, SER did not in fact receive ERDF support to deliver LMT.  


� These particular figures are not discounted for non-additionality.  They are prepared principally for ERDF purposes which requires figures to be presented in ‘gross’ terms only.  
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