	
	O’Herlihy & Co. Ltd.


Evaluation of Inward Investment in Forth Valley

1997-2002

Final Report

	V. 04 08 2003


	O’Herlihy & Co. Ltd

Unit 10, Ladywell

94 Duke Street

GLASGOW

G4 0UW

Tel : 0141 552 8976

Fax : 0141 552 9104

Email : info@oherlihy.com




Contents Page

Executive Summary
i

1. Introduction
1

2. Context
3

3. Findings
16

4. Issues Arising from Consultations
23

5. Impact
32

6. Experience Elsewhere
40

7. Conclusions & Actions
49

Appendix 1 – Overview of Czech Republic

Appendix 2 – Technical Appendix

Evaluation of Inward Investment Support 1997 – 2002

Executive Summary

Introduction

1
This report presents the findings of an evaluation of inward investment activity in the Forth Valley area during the period 1997 to 2002. The research underpinning the evaluation was undertaken between March and May 2003.  The assignment was commissioned by Scottish Enterprise Forth Valley.

2
The brief specified three key aims that were to be addressed through undertaking the evaluation, namely to: review and assess the contribution of inward investment; advise on its management, impacts and sustainability; identify new ways in which future investment activity should be developed; review the approaches of other agencies to inward investment.

Methodology

3
Our methodology comprised four separate elements: desk research; consultations with SEFV and partner organisations; interviews with firms; a review of inward investment operations elsewhere (covering Scotland, Ireland and Central Europe).

4 There were nineteen investors (21 projects) over the period.  Thirteen were interviewed.  

Objectives 

5
One of the aims of SEFV’s support of Inward Investment was to address the economic imbalance in the area.  Reviewing the profile of investments, it would appear that SEFV have been successful.  

6
Separately, the additionality of its support, in particular for one case which contributed the greatest impact, was high.  

Context

7 There has been a marked shift in the nature and scale of inward investment activity in Europe. Critically, there are far fewer projects coming to the UK and those that do come tend to be smaller. In SEFV’s case, there has been a 60% drop in the number of enquiries in the first six months of 2002-2003 compared to the same period last year. 

Forth Valley's inward investment product 

8
Forth Valley as an entity was not considered by partners to be a good representation of the area - the area comprises three distinctive districts each with its own characteristics and each with its own attractiveness factors for potential investors. This perspective was reflected in responses from firms. Clackmannanshire was seen as being a ‘rural’ location, Falkirk being attractive to ‘manufacturing’ and Stirling being attractive to ‘services’.

9
The central location of Forth Valley is an important factor to the firms. It was considered be a strongly positioned, being between the cities of Glasgow and Edinburgh and being close to the major motorway networks. 

Labour supply and cost were also positive factors. 

Engagement of partners 

11
Feedback from the firms indicates that the responses of individual councils differed notably. Critically, councils that have not been part of the earlier discussions with the firms often required time to get up to speed. Consequently, some firms had to invest more effort in their proposal than they anticipated. 

12 Our consultations with councils indicate that they feel remote from the inward investment process and that they tend to get involved relatively late. They would welcome the opportunity to discuss with both SE Forth Valley and Scottish Development International the needs of typical inward investment firms and to identify how they can best respond to the types of cases that are coming forward currently.

Activities 

13
SE Forth Valley's support comprises a mix of advice/information and finance. Its financial support can be subdivided further and comprises regional selective assistance (grant based) and discretionary support.  Of the 19 investor firms, six have received just advice/information. 

14
The case handover between SDI and SEFV is not always smooth. Firms also commented that the Enterprise Network's interest in their case appeared to wane once they had made their decision. 

Approaches elsewhere 

15
There are similarities between the approach adopted in Ireland and that adopted in Scotland. There are also some notable differences. In terms of the similarities, there are dedicated organisations located in different parts of the Republic that promote the inward investment strengths of their respective areas. Overseas promotion is handled by IDA Ireland and this promotion is organised both geographically and sectorally within each geographic region. 

16
From a very different perspective, the local plant manager of an investment company will sometimes work with the inward investment case officer of the Investment Agency to put together a case for further investment.

17 Our review of the Ireland approach suggests that their grant support mechanism may be more transparent than that in Scotland. Discretionary support does not appear to be a significant element of the Ireland package. However, feedback from firms in Forth Valley indicated that it was particularly important when they were making their investment decision. This is potentially a positive and negative finding - positive as it allows Forth Valley to differentiate its offering, but negative in that clients can be confused by the terms of the package on offer.

Impacts 

18
The total public expenditure was £6.3 million between 1997 and 2002.  This covered SE/SEFV discretionary support, grant support provided through RSA and rent relief offered through the councils.

19 The impact attributable to SE Forth Valley's inward investment activity is relatively high:

· Additionality of just under 40 per cent for SE Forth Valley and just under 50 per cent for all public sector support is good

· Net impact to date of the Enterprise Network's support was £323 million (at current prices) at the Scotland level - in addition, firms indicated that they would generate sales of just under £310 million between 2004 and 2006

· A total of 782 jobs (net) have been created to date while the firms indicated that a further 182 jobs will be created between 2004 and 2006 (bringing the total to 962). 

· The cost per net job created to date is £8,129 while that for future job-creation is £6,607 (cost per job figures include Regional Selective Assistance expenditure). 

· Each pound of public sector expenditure generated in the order of £20 of sales. 

	Table 7.1 Impact Summary
	
	

	
	To Date
	Future (2004 – 2006)

	Gross Impact - Sales
	£392,000,000
	£408,000,000

	Additionality 
	38% SEFV

49% all public
	38% SEFV

49% all public

	Displacement 
	2.3% FV

27% Scotland
	2.3% FV

27% Scotland

	Supply Multiplier
	1.00 FV

1.03 Scotland
	1.00 FV

1.03 Scotland

	Income Multiplier
	1.1 FV

1.3 Scotland
	1.1

1.3 Scotland

	Net Impact – FV support
	£365,700,000 FV

£315,100,000 Scotland
	£285,000,000 FV

£248,000,000 Scotland

	Net Impact – All Public support
	£372,700,000 FV

£323,500,000 Scotland
	£345,800,000 FV

£309,300,000 Scotland

	Net Employment 
	726 SE/SEFV

782 all support


	898 SE/SEFV

962 all support

	Expenditure – SEFV
	£2,367,000
	-

	Expenditure – RSA & Rent Reductions
	£3,989,000
	-

	Expenditure – Total Public
	£6,356,000
	-

	
	
	

	Cost per job [£]
	£3,260 SE/SEFV

£8,129 all support
	£2,636 SE/SEFV

£6,607 all support

	Cost per £1,000 sales 

(all support)
	£17 (FV area)

£20 (Scotland)
	£22 (FV Area)

£20 (Scotland)


Assessment of performance

20
On face value, this impact looks impressive.  However, 85% of the impact was derived through one case and this case absorbed around one third of the public sector support.  This suggests that there is scope to refine SEFV’s inward investment support.

Key areas of future focus

Accommodation

21
New, pre-built accommodation is a significant attraction for firms.  Making these facilities and services available will necessitate the engagement of the local authorities as they are critical to the planning process.  

22
There is scope for SEFV to engage the councils more but in return the councils could introduce more responsive procedures for Inward Investment cases. We feel that SEFV would benefit from having a common inward investment support mechanism (across the three council areas) that fast-tracks decisions on planning and building.

23 The issue of speculative property provision needs careful consideration.  Competitor locations appear to offer this facility and it may be appropriate for SEFV to discuss ‘speculative build’ with local developers and public sector partners.

Market and promotion

24
Since 2001 there have been fewer projects.  Separately, there has been a downward shift in firms’ size – many inward investment firms are more akin to start-ups, than traditional ‘employment’ generators.  If the current climate continues, a different type of support will be sought in future: smaller premises; affordable, quality telecommunications; locations with a strong modern/professional image

25
Scottish Development International is a key source of leads and SEFV has historically had a good working relationship with the various sector teams.  

26 The ranking attractiveness factors by firms are dominated by premises and facilities, labour supply also proved to be important.  Firms were generally attracted by (and were satisfied with) the quality of staff they could source locally. Surprisingly, ‘quality of life’ factors ranked low among investors.

Continued support

27 There firms were particularly dissatisfied, the most common cause was an inconsistency between the ‘package’ they were led to believe they would receive and what they were offered in practice.  Discretionary funding seems to be a specific issue.  On the one hand, it is one of SEFV’s key strengths as it allows a flexible package of support to be assembled.  On the other, its flexibility is a specific weakness as some firms appear to base their decisions on the ‘maximum’ possible grant available while in reality their package may be much smaller. Based on our research, the grant packages available in Ireland appear to be less ambiguous. We suggest that introducing a process whereby all contacts with the firm, that relate to the package of support that may be on offer, are documented and confirmed in writing with the firm promptly.  

Ambassadors 

28
Recent investors suggested that they could be used as ‘ambassadors’ for the region.  Established firms also considered that there was scope for greater contact and sourcing of reinvestment opportunities.  Both ‘ambassadors’ and ‘reinvestment’ are priorities in Ireland at present. 

29 Recent investors could also provide a valuable insight for partners in Forth Valley. There is scope to work actively with local management teams.

Focus for future approaches

30 We propose that the key elements of the future approach are:

· Don’t undersell the area – feedback from firms indicates that the product is good

· Good skills supply at competitive rates across different sectors is a key selling point

· High quality, available, premises were also important 

· The area may be attractive to smaller firms, but they have different requirements to those of larger firms and they may prefer urban locations, with good surroundings 

· Consider introducing a dedicated resource to 

· ‘land’ projects

· provide follow-up to the investment decision

· provide growth support.

31 Recognise that the ‘growth’ input may be more akin to business start-up 
activity than to conventional FDI growth assistance.

Overall conclusion

32 Our overall conclusion is that Inward Investment has been effective in generating employment and in helping the Forth Valley region to address the difficulties faced by the region’s larger employers.

Summary Actions

	Issue
	Action

	Marketing
	

	Firms size decreasing
	Adapt support to meet smaller firms’ needs

Consider integrating ‘start-up’ type support where relevant

	Capture re-investment opportunities
	Lobby SDI field staff – get FV assigned to their targets

Build strong links with local firms’ management teams (Shannon)

Identify key investment decision makers at firms’ HQ 

	Guide of Support
	Consider (carefully!) how the range of (especially discretionary) support available to firms might be made more transparent



	Three areas, three offerings. Diversity could be a strength.  
	Consider developing three propositions representing each of its three districts

	Promote your strengths
	Reinforce the key promotional messages with all SDI teams

	Ambassadors for Forth Valley
	Engage local firms to act as Ambassadors

	Generating/Reporting Enquiries
	Review current SEFV/SDI reporting procedures for partners

	Infrastructure
	

	Pre-Built new premises
	Consider how appropriate, modern premises can be built for firms.  (Premises were seen as being critical in FV, Fife and Ireland)

Consider how SEFV/Councils might engage the private sector in speculative development

	Aftercare
	

	No formal aftercare programme exists
	Consider enhancing the support offered by the Business Gateway Team in SEFV by ensuring a minimum level of aftercare support for all inward investors.

	Investors may use their existing suppliers 
	Consider introducing a supply chain development initiative to maximise the ‘value’ of the investment to the FV area

	Roles & responsibilities
	

	Lack of clarity on roles & responsibilities among partners
	Develop clearer role for local and national partners, and assign overall case responsibility to one person.  

Also consider Invest in Fife approach of merging teams

	Gaps: SDI to SEFV handover 
	Introduce formal process for noting commitments agreed with firms 

	Each council has its own sector/investment priorities
	SEFV should agree its target sectors and goals with councils and endeavour to gain agreement on the future activity focus


	Issue (Continued)
	Action

	Admin & Management
	

	‘RSA too bureaucratic’ say firms
	There is scope for SEFV to provide feedback on the firms’ experiences of RSA to the RSA Team at The Scottish Executive

	Firms: ‘support from SEFV and Councils is hard work for modest levels of support
	Agree with councils and within SEFV the optimum procedure for approving support to inward investment cases

	Firms understood that they would receive a higher level of support levels from SEFV than that which  materialised
	Aim to confirm in writing (say within 48 hours) all commitments of support.

Where the firms may receive ‘up to’ a certain level of assistance, SEFV should be realistic in making its commitment, especially where this is likely to be significantly below the maximum level


Section one
Introduction

Introduction

1.1 This report presents the findings of an evaluation of inward investment activity in the Forth Valley area during the period 1997 to 2002. The research underpinning the evaluation was undertaken between March and May 2003.  The assignment was commissioned by Scottish Enterprise Forth Valley.

1.2 The brief specified three key aims that were to be addressed through undertaking the evaluation, namely to:

· review and assess the contribution that inward investment has made to restructuring the local economy and to advise on its management, targeting, outcomes and impacts and the sustainability of the investment 

· identify new ways in which future investment activity should be developed to further enhance the local economy 

· review the approaches of other agencies to inward investment.

1.3 The brief also provided details of inward activity over the period covered by the study. These details indicated that there were a total of 21 Investment projects by 19 firms. We used these data as a basis for the selection of the sample of interviewees. 

Methodology
1.4 Our methodology comprised four separate elements (Figure 1.1) that covered:

· desk research

· consultations - within SEFV, and with representatives of partner organisations within Forth Valley and Scottish Development International

· interviews with a sample of firms, covering those that had received support and a number who had chosen not to locate.

· a review of inward investment operations elsewhere (covering Scotland, Ireland and Central Europe).
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1.5 Although the evaluation focused on identifying the impact of SE Forth Valley's inward investment support, we paid particular attention to the context within which the support was delivered over time. The UK has seen a marked downturn in inward investment activity since 2001. To an extent this has been driven by terrorist events in New York but it has also been due to a sharp slowdown in the world economy and in particular technology markets. Historically, it has been technology firms that have been the driving force behind much of Scotland's foreign direct investment. 

1.6 Separately, the structure and approach of SE's support to business has changed markedly since 1997. When conducting our desk research, we aimed to capture the essence of the Enterprise Network’s policy for both indigenous and foreign direct investment firms. 

Report structure

1.7 The report comprises seven sections.  Section two sets out the context for inward investment over the period covered by the review, both in terms of global developments and changes in the performance of the Forth Valley economy.  Section three presents a summary of our findings of interviews with firms and is followed by a Section presenting the impact.  Section five summarises the key issues emerging from our consultations while Section six presents the findings of our research of inward investment elsewhere.  Section seven presents our conclusions and recommendations.

Section 2

Context

Introduction

1.8 Since 1990, Forth Valley has lost thousands of jobs from traditional industries including mining, textiles, brewing, metal manufacturing and timber products
. One of the roles of inward investment is to help address these losses by attracting foreign direct investment and mobile investment from indigenous companies.  

1.9 Data produced by SEFV
 indicate the different profiles of each of the three districts comprising Forth Valley.  Analysis of these data highlights three points.  First, there have been several notable shifts in Forth Valley’s business stock between 1995 and 2001.  Relatively, Forth Valley has performed better than Scotland as a whole in eight of the eleven sectors and experienced a 7.2% increase in VAT registered businesses while Scotland’s VAT stock rose by just 0.1%. The sectors in which Forth Valley performed particularly well included:

· Financial Services - +66% (10 units) compared to –12.3% in Scotland (-100 units)

· Business Services - +37% (315 units) compared to +28% in Scotland (+5280 units)

· Hotels and Restaurants - +16% (90 units) compared to –3.1% in Scotland (-325 units)
1.10 A summary of the relative performance of the key sectors is presented below in Table 2.1 below
.

	Table 2.1 VAT ‘Churn’ Forth Valley, 2001
	
	
	
	

	
	Forth Valley

[%]
	Forth Valley

[Units]
	Scotland

%
	Scotland

[Units]

	Agriculture & Fishing
	-3.0
	-20
	-4
	-820

	Mining & Utilities
	0.0
	0
	-10
	-30

	Manufacturing
	2.5
	10
	-9.3
	-855

	Construction
	1.4
	10
	-9.3
	-1250

	Wholesale & Retail
	-10.4
	-165
	-16.6
	-4900

	Hotel & Restaurants
	16.2
	90
	-3.1
	-325

	Transport & Communications
	4.8
	15
	1.4
	65

	Financial Services
	66.7
	10
	-12.3
	-100

	Business Services
	37.1
	315
	27.8
	5280

	Public Admin
	26.9
	140
	33.2
	2980

	Education & Health
	0
	0
	2.8
	40

	All Groupings
	7.2
	405
	0.1
	85


1.11 Second, in addition to outperforming Scotland in terms of ‘expanding’ the business stock, Forth Valley also outperformed the rest of the UK:

· Forth Valley experienced a 7.2% increase in Business Stock

· Scotland stayed roughly even

· The UK increased its business stock by 3.4%.

1.12 Third, the area is dominated (in terms of both population and employment) by the performance of Falkirk, which accounts for 52% of the population (Fig. 2.1) and 50% of the employment (Fig 2.2).
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Source: Forth Valley Economic Assessment 2002
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Source: Forth Valley Economic Assessment 2002

1.13 The objectives of inward investment are two fold, to generate higher value added employment and productivity levels and to meet targets for creating jobs and address inclusion. Against this background the Scottish Executive and Scottish Enterprise put together a Smart Successful Scotland. The policy context within which Forth Valley operates is described below. 

Smart Successful Scotland

1.14 In January 2001, the Scottish Executive published ‘A Smart, Successful Scotland’.  This sets out the Executive’s ambitions for the Enterprise Networks and provides them with overall policy direction.  ‘A Smart, Successful Scotland’ summarises the challenges facing the Scottish economy and Scottish business and outlines the contribution that the Enterprise Networks can make in meeting them.  It sets out three key themes: Growing Businesses; Global Connections; and Learning and Skills (Figure 2.3, below).

1.15 While these themes are inter-related, the most relevant in relation to Inward Investment is Global Connections.  Under this theme, Smart Successful Scotland committed the Scottish Executive and the Enterprise Networks to produce a joint Global Connections Strategy, whose strategic intent is to support the fullest possible Scottish participation in the global economy.

Figure 2.3:  Smart Successful Scotland’s Key Themes


Global Connections and Scottish Development International

1.16 Scottish Development International (SDI) was created in October 2001 as a result of the national Global Connections Strategy.  It brings together the activities of Scottish Trade International and Locate in Scotland “to focus on a wider range of ways to attract knowledge into Scotland and to support efforts to generate value for Scotland by exporting knowledge to the rest of the world” (Global Connections Strategy).  SDI is a joint venture between the Scottish Executive and Scottish Enterprise.  SDI’s main aims are:

· partnership investments between Scottish and other companies to open new channels to markets, technologies and products; 

· increasing trade growth by encouraging the expansion of Scotland’s portfolio for first class exported goods and services to new markets; 

· helping to strike licensing deals between Scottish and overseas companies and universities; and 

· the attraction of direct investment, concentrating on research, design and development projects with high knowledge content. 

1.17 SDI markets each of Scotland’s regions, including Forth Valley, through its website, overseas offices and other marketing activities.

International Context

1.18 The profile of Inward Investment activity in Europe has changed significantly over the past two years (since 2001).  The publication of the European Investment Monitor in both April 2002 and November 2002 identified notable shifts in activity.  The key points of the reports can be summarised as follows: 

· The number of new investment projects in Europe fell from 2,243 in 2000 to 1,974 in 2001, a decline of 12%. 

· There were 340,000 new and safeguarded jobs, down 9% on 2000 (370,000). 

· The UK sustained a significant loss in 2001 (34% decline from 575 projects to 387) with this rate of fall slowing to 25% in the first half of 2002, 

· Other losers (in terms of project numbers) in 2001 were France (25% down), Ireland (46% down), the Netherlands (37% down) and Switzerland 47% (down). 

· In 2001 there were 733 new investment projects into Europe from the US, a 26 % fall from 985 in 2000. US market share fell from 44% in 2000, to 37% in 2001 and to 32% in the first half of 2002. 

· London retained top spot in the regional tables with 94 new projects in 2001 (down 48% on 2000), Catalonia was second on 86 with Paris 61 in third

· By sectors, the stars of 2000 (telecommunications, computers, electronics and business services)  fell off in terms of projects in 2001 by 48%, 49%, 22% and 18% respectively. 

· The top performing sectors of 2001 were pharmaceuticals with an 18% rise in the number of projects, automotive (including components) 9% and transport 21%. The star performer in the first half of 2002 was software with 151 projects accounting for 16% of the total

· New countries have entered the market in the first half of 2002, notably Hungary (up 50% on the same period in 2001) Russia (up 84%) and Romania (up 142%).

1.19 It is within this global context that the activities of the Enterprise Network should be considered.

Scottish Enterprise and Scottish Enterprise Forth Valley
1.20 The Scottish Enterprise National 2002 operating plan makes a commitment to developments in Inward Investment.  

1.21 Scottish Enterprise is committed to “the successful operation of ‘Scottish Development International’, the new joint body between ourselves and the Scottish Executive that will integrate all of the international economic development activities that we share responsibility for”.

1.22 Within SE Forth Valley’s 2000/2001 Operating Plan the main reference to Inward Investment is within “Promoting Internationalism through attracting mobile investment” and “supporting locational and property solutions via mobile investment”. In the 2002/2003, support for Inward Investment is identified within “Global success in key sectors”. 

Inward Investment Funding

Changes to Regional Selective Assistance

1.23 From July 2000, the boundaries for RSA were re-drawn, with certain parts of Forth Valley having Assisted Area Status.  For the majority of areas, RSA is at 15%, although there are a few areas at 20%.  Under the previous RSA map there were more areas in SEFV that had a 20% limit. SMEs can also access a 7.5% top-up, although this is dependent on the type of business. 

1.24 As an Assisted Area, SEFV has often used its own financial resources to enable it to be competitive with other areas, such as Lanarkshire and Fife, where firms could apply for up to 30% RSA support. 

State Aid Rules

1.25 State Aid Rules govern the level of assistance offered by Scottish Enterprise as well as the sectors it can assist. 

1.26 Total public sector contribution, known as Net Grant Equivalent (NGE) cannot exceed 20% of project cost
. Up to the mid 2001, SEFV had some flexibility and exemption against NGE under Sections 6 and 7 of the Enterprise and New Towns Act 1990, which cover environmental powers relating to softer issues such as, landscaping, fit-out, extra-ordinary groundwork etc. However, the European Commission ruled that these interventions constituted a state aid and the use of the powers was suspended 18 months ago.  A new approved scheme was introduced in July 2003.

SEFV Inward Investment Support Process

1.27 During 1999, SE Forth Valley developed an Inward Investment process to support the Forth Valley partnership strategy, Global Change Local Challenge.  This set out a framework for developing the Forth Valley economy. The Inward Investment process was designed to address the following economic issues: 

· Prosperity; the number of high added value industries in Forth Valley needed to be increased in order to bring the prosperity and wage rates of local residents up to the UK and Scottish averages

· Productivity; there was a need to replace the relatively low productivity traditional manufacturing sectors, which were declining, with more modern, high growth, high productivity sectors. 

· Participation; pockets of higher than average unemployment exist in Forth Valley, particularly in Clackmannanshire and Falkirk. There was a priority to attract a significant number of new jobs to these areas, even though these jobs may be in low productivity sectors. 

1.28 The criteria used to determine support for inward investment projects were the same as those for indigenous clients namely; 

· Investing in product / process development

· Investing in their people

· Respecting our environment

· Creating opportunities for partnerships 

· Taking a global view. 

Assessment of all inward investment projects were to take into account:

· State aid rules

· Regional selective assistance; financial assistance through RSA was to be the first consideration for all projects

· Strategic fit; SEFV to actively target and support projects that bring the greatest contribution to GCLC targets

· Value for money and the value of the inward investment project to the area

· Location and property provision. 

1.29 In order to gain maximum economic impact for the area SE Forth Valley identified the companies and sectors to be targeted. These were: 

· To generate higher value added employment & productivity

· Software

· Electronics

· Biotechnology



 

· Chemicals

· Business services

· Financial Services

· Creative Industries

· To meet targets for creating jobs and address inclusion

· Retailing 

· Warehousing 

· Distribution 

· Healthcare 

· Call centres

· Tourism
1.30 A slightly different approach was adopted within each Council area to address their different short and long term requirements and sectoral advantages.  Specifically, call centres were highlighted to meet short-term unemployment needs. 

Converting leads to live projects
1.31 Generally, inquiries come in the first instance to Scottish Development International. Inquiries are allocated to the appropriate case officer based upon the nature of the investing firm and their sectoral area of activity. 

1.32 Following initial discussions between Scottish Development International and the firm, cases that have a genuine interest in locating in Scotland are pursued. Mostly, SDI will arrange a visit tour for the company's officials and will usually present to them four or five possible locations. During these visits, local representatives in each of the Local Enterprise Companies will be invited to make a presentation on the strengths of their respective area. 

1.33 The outcome of these visits tends to result in the firm choosing one or two locations for serious consideration. It is at this point that the local representatives get involved most actively. Both SDI and the Local Enterprise Company case officers will work together in order to respond strongly to the firms requests for assistance and information. In terms of responsibilities, SDI tends to take on the marketing role and to brief the RSA team on the firm's proposed investment. The Local Enterprise Company case officer will take a lead in putting together a package of discretionary support for the firm. This discretionary support can cover such issues as: 

· Training costs 

· Market investigations 

· Consultancy cost (that are of a specialist nature) 

1.34 Once the firm has been working closely with a Local Enterprise Company, SDI will tend to withdraw from the location process. The firm is nominated a LEC-based Account Manager who handles aftercare and is supported as required by SDI.

1.35 The Local Enterprise Company case officer will continue to work with the firm to finalise the scope and scale of discretionary support that is offered, the details of the RSA business plan and application and the engagement of relevant personnel within the local council. Council input is particularly important where land or property that is owned by the council is part of the overall assistance package offered to the firm. Its input is also important where planning approval is required. 

1.36 SE Forth Valley has a relatively small facilitation budget for inward investment cases. Generally, it assembles a "package" of support based on the requirements of each individual case. In certain instances, no financial support is offered with the Network's input comprising purely of information or advice. 

1.37 Generally, based on feedback from the firms, the discussions between firms and councils tends to be one to one  - Local Enterprise Companies tend not to get involved at this stage. Our observations of the process indicate that this stage may be a potential weak point, especially where the direction of the firm and the respective council differs. Feedback from firms indicates that the interest of SE Forth Valley/SDI drops notably once the firm finalises its commitment to the area. This stage appears to be a potential "dead patch". 

1.38 Once the firm's operation commences, responsibility for contact by the Enterprise Network and the firm passes to the Business Gateway. This team is responsible for providing client management support to firms offering potential within the Forth Valley area. The (SDI) team is located at different centres throughout Scotland and uses salesforce.com a dedicated customer relationship management system that supports foreign owned firms. 

Targeting 

1.39 It is an objective of SE Forth Valley for inward investment activity to address the negative effects of economic restructuring within the area. 

1.40 The area has been particularly effective in attracting call centres and firms operating in the financial services and Bio/Life Science sectors. Given the historical domination of chemical processing in Falkirk, the attraction of these "new sector" businesses is seen as being a notable contribution for the area. 

1.41 Scottish Development International offers a mix of reactive and proactive support. Its proactive activities include targeting call centres, software, financial services and biotechnology. Feedback from the consultees in Scottish Development International indicate clearly that Forth Valley offers a good level of service when compared to other areas of Scotland. This is characterised by being responsive to inquiries, knowing local firms well (which is good when exemplars are required) and by keeping in regular contact with the various SDI teams. 

District Characteristics

Clackmannanshire

1.42 Clackmannanshire has experienced a down turn in its traditional manufacturing activity over the last decade and now has a very high level of out-commuting. Approximately, one in three resident workers commutes to work outside of the district. 

1.43 The area has a higher proportion of professional workers and significantly more managerial staff relative to Scotland.  However, unemployment in Clackmannanshire is above both the UK and Scottish average. 

1.44 The Forth Valley Action Plan 2000
 identified the urgent need in the short term to attract new jobs into the area. It was stated that one or two small to medium sized customer call centres would make an immediate impact on the Clackmannanshire economy. 

1.45 In the long term, the need to bring higher value jobs to the area in order to create a more balanced industrial structure was identified in the Action Plan. High value sectors were identified in the Action Plan that were already present in Clackmannanshire and on which they could build. These included: 

· Software – application software developers, and 

· Creative industries – film, TV, radio, multi-media, music, design, advertising, application software and art industries. 

Falkirk

1.46 As with Clackmannanshire, Falkirk has lost a significant number of manufacturing jobs over the past two decades.  However, this has had a less dramatic effect than is the case in Clackmannanshire.  This was partly because the decline in manufacturing happened over a longer period of time, enabling the economy to adjust more gradually and giving the public sector time to develop new property to attract mobile projects. 

1.47 However, unemployment in Falkirk is above the UK, Scottish and Forth Valley averages. The area has both high out-commuting and high in-commuting. The Action Plan identified that one additional call centre east of Falkirk would help to smooth the transition from manufacturing to service employment. 

1.48 In the long term a number of high value sectors were identified that were already present in the Falkirk area or would be suitable for developing. These were: 

· Chemicals – the pharmaceutical sector was expected to grow as a result of growth in the health care sector

· Biotechnology – research and manufacturing

· Optoelectronics – communications, information processing and optical energy generation. 

1.49 In  addition, in 2002  the Falkirk Action Plan was drawn up. The Plan was brought together by three key partners (BP, Scottish Enterprise Forth Valley and Falkirk Council) to stimulate significant economic development. The Plan provides a prime opportunity for exploitation of Falkirk’s key strengths in terms of its central location and its significant technology capacity.

1.50 It  proposes a series of linked and sustainable developments, building on the area’s strengths, which will materially improve productivity, prosperity and participation of both the immediate area and the wider Scottish economy.  The four themes identified in the Plan, to be delivered through 18 linked projects, are: 

· Innovation Falkirk (developing 21st century technologies)

· Successful Falkirk (creating capacity for business growth)

· Experience Falkirk (living, working and visiting Falkirk)

· Networked Falkirk (exploiting physical and digital connections to the world)

1.51 It is anticipated that the projects within these themes, primed by circa £20m of public sector investment over 2002-2005, will stimulate between £175m and £200m of commercial investment and will result in over 4,250 additional jobs.

Stirling

1.52 The Stirling area has a varied industrial base, with a high level of low paid service sector jobs combined with a reasonable number of high value companies.  Although unemployment is low, wages are also relatively low and the Action Plan placed emphasis on attracting high value, high wage jobs into the area. 

1.53 It identified the need to develop the financial, business services and software sectors. As at November 2000, mobile projects in these sectors employed less than 100 people.  The Action Plan set out an aim to attract 15 new companies employing a total of 300 people. 

1.54 The key sectors identified for inward investment in Stirling were: 

· Software – application software developers

· Education and healthcare – research and development

· Financial services – customer service centres, specialist banking services and I.T. support centres

· Optoelectronics – communications, information processing and optical energy generation

· Biotechnology – research and manufacturing.
1.55 The sectors identified for each Council area sought to build on their existing strengths, as well as seeking to attract new and emerging industries.  However, the need for Forth Valley to be a competitive location was identified by all three Councils as one of the key factors in attracting inward investment.  

Section 3

Findings

Introduction

3.1
Thirteen firms were interviewed in the Inward Investment survey.  Interviews covered the following topics: 

· Background information

· factors influencing the location decision 

· other competitor locations

· the benefits of locating to Forth 

· employment, turnover and expenditure impacts, and 

· any other comments on the inward investment support. 

Background

3.2
The status of the companies interviewed was:

· 31% were public limited companies, and 

· 69% were private limited companies.

3.3
Eighty five per cent (11) of the companies interviewed were part of another organisation.  Of these, sixty two per cent of the total (8) were branch offices, 15% (2) were subsidiaries and 8% (1) was part of a joint venture.  Fifteen per cent of companies (2) were head offices. 

3.4
The sectors covered by the inward investors interviewed are shown in Table 
	Table 3.1: Sectors

	
	Number
	Percentage

	Customer services
	3
	23%

	IT
	3
	23%

	Food and drink 
	3
	23%

	Electronics
	2
	15%

	Finance
	1
	8%

	Chemicals
	1
	8%

	Total 
	13
	100%


3.5
The majority (69%) are accounted for by customer services (e.g. call centres), IT and food and drink companies.  The later were attracted to the area due to the availability of new, ready built premises. 

Factors influencing investment decision 

3.6
The reasons for seeking a location in Forth Valley or Scotland were varied.  Fifty-four per cent of companies were interested in opening a branch plant, 38% were start-up companies and eight per cent were looking to establish a base in Europe. 

3.7
Thirty one per cent of companies heard about the potential advantages of locating in Forth Valley through Scottish Enterprise Forth Valley. A further 31% heard through Scottish Development International.  The remainder heard either through other parts of the Scottish Enterprise Network; via a Council; through discussions with other investors or due to having invested in Forth Valley previously. 

3.8
During the interview firms were asked to rate the factors that were important to their location decision on a scale of one to five (one was not important at all and five was very important). 

3.9
The most important factor affecting firms’ location decisions was premises. The average figures for the companies interviewed are: 

· New build and existing premises (4.5)

· Communication network e.g. roads and public transportation (3.8)

· Serviced site (3.3)

· IT infrastructure (2.9)

3.10
Of less importance was the location of other businesses e.g. suppliers or the existence of other similar investors.  Respectively these factors scored 2.1 and 1.8. 

3.11
Employment was also a key factor influencing firms’ location decisions. The skills set of employees was regarded as fairly important (3.4), as well as the availability and number of employees (2.9). 

3.12
Finance, although seen as important, appeared to be less significant than premises or employment.  The average score for the influence of a grant or loan was 3.1 and favourable lease terms were rated at 2.5.  Tax breaks were not seen as very important (0.8). 

3.13
Overall, lifestyle/quality of life issues were of lowest importance.  Closeness to and quality of the countryside, city, shops and housing were not regarded as an important factor in the decision to locate to the area. 

The Location of Decision Makers

3.14
In terms of location, around two thirds of Headquarters Functions were based in the UK:

· Outwith UK: 4 (31%)
· England: 4 (31%)

· Scotland: 4 (31%)

· Start-up: 1 (8%)
3.15
This is an important finding as it emphasises the importance of attracting UK investment to the area (either as new or ‘repeat’ investment).

3.16
In 85% (11) of cases, the location decision was taken by staff in headquarters. In only eight per cent of cases (1) was the decision the responsibility of the branch manager. One firm was unsure how the decision was reached. 

3.17
In all but one case, the companies approached SDI or SEFV for assistance when looking for a location. 

3.18
When considering locations, 54% (7) of companies were interested in locations throughout Scotland, 38% (5) companies were primarily interested in Forth Valley and 8% (1 company) had not considered Scotland as a location: they were looking in England and Wales. 

3.19
The typical process companies went through when locating to Forth Valley was:
· They contacted SDI or SEFV for support

· SDI and / or SEFV provided support identifying sites, premises and financial assistance e.g., grant support

· Council support was also provided, in some cases, to identify premises, discuss planning regulations and rental costs. 

Competitor locations

3.20
Seventy seven per cent of companies considered other locations than those in Forth Valley.  On average, they considered between 5 and 6 other locations.  Within Scotland the alternative locations were Livingston, Dundee, Edinburgh and Glasgow.  Elsewhere in the UK examples included Abingdon, Huddersfield, Newport, Bedford, Darlington, Sunderland and Wigan. 
3.21
Only one firm considered a location outside the UK and this was Ireland. 

3.22
Overall Forth Valley’s main competitors were: 

· Livingston

· Dundee

· Glasgow

· Huddersfield

· Bedford

· Northern Ireland.

3.23
The main advantages of these locations were: 

· The availability of premises

· The location of premises e.g. located closer to head office 

· Good communication routes, and 

· The level of grant available. 

3.24
The disadvantages were mainly labour related.  The cost of labour, availability of labour and the poor skills set were the main reasons for not choosing the competitor locations.  However, the distance from research institutes and the cost of premises were also factors.

3.25
Following their move to Forth Valley, 23% (3) of firms have had further mobile investment.  All of these firms chose locations outside Forth Valley.  One firm cited the slowness of response to a request for finance in FV as the reason.  Another firm chose an alternative location for employment reasons and one firm chose to expand at their headquarters outside FV. 

Benefits of Forth Valley

3.26
The main advantages of locating in Forth Valley are:

	Table 3.3: Advantages of Forth Valley

	
	Number
	Percentage

	Labour; availability, skills set, cost of 
	8
	62%

	Communication: roads, airports
	7
	54%

	Premises: 
	6
	46%

	available
	3
	23%

	Lower cost of premises
	3
	23%

	Location
	3
	23%

	Near R & D institutes
	2
	15%

	Closeness to complimentary companies
	2
	15%

	Availability of RSA
	1
	8%


3.27
The main advantages of Forth Valley were the availability, skills set and low cost of labour with 62% of interviewees citing this as a key advantage.  The good communication of the area in terms of transport was also cited by over half of companies
3.28
Premises were also a key advantage for 46% of companies, of which 23% mentioned the main advantage was their availability and 23% their lower cost.  Location was cited by 23% of companies. Companies mentioned the advantage of being located close to Glasgow and Edinburgh, road networks and airports, as well as enjoying a scenic location. 

3.29
Only one firm stated that the benefits of locating in Forth Valley were different than those anticipated.  The main difference was a difficulty in recruiting staff, although this problem has eased over the last five months. 

3.30
The disadvantages of Forth Valley tended to be company specific. 

	Table 3.4: Disadvantages of Forth Valley

	
	Number
	Percentage

	Poor public transport
	2
	15%

	Difficulty recruiting staff
	2
	15%

	Poor Council support
	2
	15%

	Distance from market
	2
	15%

	Inadequate IT infrastructure
	1
	8%

	Location
	1
	8%

	Too close to competitor employer
	1
	8%

	Cost of lease too high
	1
	8%


3.31
Fifteen per cent of companies cited the poor public transport, in particular the bus service, as a disadvantage of the area.  Employees had overcome this difficulty by driving or walking to work. 
3.32
Fifteen per cent (2) had difficulty recruiting staff and both of these companies were call centres. One company who had difficulty recruiting the necessary number of employees delayed their move to Forth Valley because of it.  The other company had particular difficulty recruiting sales staff. They stated that the suitable individuals would rather work in Glasgow or Edinburgh where “there is a greater buzz and more going on”. 

3.33
Poor Council support was also noted by 15% (2) of companies.  This criticism was mainly directed at the speed with which the Councils dealt with requests and made decisions. 

3.34
Distance from the market was also noted as a disadvantage. For one company, this problem is greater now than when they moved to Forth Valley because their client profile has changed. Now the firm is working with smaller companies that do not want to travel. 

3.35
Seventy seven per cent (10) companies would still have located to Forth Valley based on their current knowledge. Only 8% (1) would not have moved to the area. Difficulty recruiting staff and the quality of employees was the main reason why the single company would not have moved to the area. 

3.36
Fifteen per cent (2) were unsure about their decision.  Inadequate IT infrastructure was the main reason for one company and the location of clients in the West Midlands was the reason for the other. 

3.37
Overall, there was a common view expressed by firms (although not always stated explicitly) that they were impressed by the level of interest shown by the Enterprise Network in their intention to locate in Forth Valley.  However, the same firms indicated that they were disappointed that they tended to be left alone to effect the investment once they had made a commitment to the area. 

3.38
The following section presents the key issues arising from our consultations.

Section 4
Issues Arising from Consultations

Introduction

4.1 This section discusses the main issues emerging from the consultation and interview programme undertaken during the evaluation of inward investment into Forth Valley.  A list of the individuals and organisations consulted is appended to the report.

4.2 Each of the key issues identified during the consultation and interview programme are presented in this section, in a series of boxes.  For each, the issue is described, the implications are discussed and possible actions are identified.  The issues are grouped as follows:

· the market and marketing;
· infrastructure;

· aftercare;

· role of organisations; and
· administration and management.

Market and Marketing

	DECREASING SIZE OF FIRMS

	Issue
	The size of firms enquiring about possibly investing in Forth Valley is decreasing, reflecting the trends in the foreign direct investment market in Western Europe. 

	Implications
	Smaller firms have different needs to those that have historically invested in the area.  Many of the recent investors are similar to conventional business start-ups.  

The assistance required in such cases will be different from historic inward investment support and might include business start-up advice and dealing with councils and other authorities on issues such as planning.

This also has implication for marketing – this is discussed further below.

	Action
	SEFV should review the range of support services available to potential inward investors.  In particular, SEFV should consider how strong the links are between inward investment services and business start-up programmes, particularly high growth business start-up support.


	DIFFERENT TYPES OF INWARD INVESTMENT PROJECTS

	Issue
	There are, broadly, two types of inward investment projects:

· companies locating in the area for the first time; and

· companies already located in the area (‘second generation’ inward investment).

The actions required to identify and convert each type of lead are different.  

	Implications
	The inward investment services provided by SEFV and partners were originally designed to deal with large scale companies investing in the area over time.   

However, second generation projects require close relationships with existing firms (ideally at headquarter level) to identify opportunities and close working relationships between business development and inwards investment executives to convert opportunities.

	Action
	SEFV need to identify key targets for SDI field staff.  It is important that relationships at headquarter level are developed for key foreign owned companies in Forth Valley so that second generation opportunities are identified.


Marketing
	GUIDE TO SUPPORT FOR FIRMS

	Issue
	The evaluation found examples of investors that felt that the scale of support that they might expect had not been fully explained. Investors can receive assistance from two sources: RSA through the Scottish Executive and discretionary assistance through SEFV.

This was a specific issue relating to discretionary support where the investors had expected to receive the maximum percentage available and had not appreciated that there was a possibility of receiving a lower percentage.  Discretionary support is based upon an assessment by SEFV on an identifiable and justifiable funding gap.  Each case is unique.

Generally, investors will want information on the percentage support they can expect, prior to making an investment decision or, at the very least the criteria for discretionary support.  

	Implications
	This issue is not specific to Forth Valley; it applies to Scotland as a whole.

	Action
	SEFV and SDI need to discuss the merits of producing a guide including information that would be valuable to firms but would not compromise Scotland’s competitive position in inward investment terms.


	DIVERSITY OF INWARD INVESTMENT NEEDS

	Issue
	The Forth Valley area has diverse needs in terms of the role of inward investment in stimulating economic development.  The needs and opportunities in each of the three districts of Forth Valley are:

· Stirling: high value service sector jobs (e.g. financial services).

· Falkirk: high value manufacturing jobs (e.g. biotechnology and chemicals).

· Clackmannan: Proposals from any sector that deliver a large number of jobs (e.g. call centres).

Additionally, the Forth Valley ‘brand’ was not recognised by the companies interviewed in the evaluation.  They considered their location to be ‘Stirling’, ‘Falkirk’, ‘Clackmannan’, or in some cases ‘Central Scotland’.

	Implications
	The diverse needs of the three districts mean that it is difficult to develop a general value proposition for target firms.

	Action
	This issue highlights the need to prepare specific propositions for each target firm that will focus on their needs.  To assist this process SEFV, in partnership with the three councils, should develop the marketing material for each of the three districts needs to be developed to reflect the needs of each area.


	MARKETING THE STRENGTHS OF FORTH VALLEY

	Issue
	While companies may not have recognised the Forth Valley ‘brand’, the advantages of the area for inward investors was identified as the combination of:

· its central position in Scotland with good transport links covering all modes of transport (rail, sea, road and air);

· lower costs than Edinburgh and Glasgow; and

· University and specialist facilities available locally.

	Implications
	These assets suggest that Forth Valley could offer an attractive proposition for investors looking to establish a Scottish base.

	Action
	SEFV needs to ensure that all marketing materials, including those used by SDI highlight these strengths.


	AMBASSADORS FOR FORTH VALLEY

	Issue
	Companies that have been satisfied with their move to Forth Valley commented that they had been surprised that SEFV had not taken up offers to assist in attracting other companies to the area (e.g. by hosting visits of potential investors).

	Implications
	Potential investors are more likely to be converted to investors if the advantages of locating in Forth Valley are presented to them by previous investors.  Using this marketing tool to its full potential could help increase inward investment.

	Action
	SEFV should give consideration to identifying previous investors willing to act as ‘ambassadors’ for Forth Valley.


	GENERATION AND REPORTING OF ENQUIRIES

	Issue
	There is a perception in the Councils that the level of enquiries for inward investment to Forth Valley is low.  However, there is very little transparency in the system of dealing with and distributing enquiries.  They are unsure whether enquiries are entering Scotland through SDI and are not passed to them or whether the level of enquiries to Scotland is low.

The perception is that SDI often try to put their best options forward in the shortest period of time and this often goes to the traditional investment areas e.g. Livingston, Glasgow and Edinburgh. 

	Implications
	This issue affects the number of firms who are considering locating to the area.  The Councils are concerned that the promotion of areas outside the Edinburgh – Glasgow corridor is limited and that there are misconceptions regarding access and communication.

	Action
	SEFV and SDI should consider the need for greater clarity in the system of reporting enquiries to other partners (e.g. how many enquiries are coming in, where are they going, how are they service and why).  


Infrastructure

	REQUIREMENT FOR PRE-BUILT ‘NEW’ PREMISES

	Issue
	The majority of firms interviewed were looking for modern, pre-built accommodation that they could adapt to their own requirements.   There was a concern amongst consultees that there were few sites and premises in Forth Valley suitable for inward investors.  Furthermore, there was a concern that those available were not listed on the Scottish Property Network.

	Implications
	The Scottish Property Network is used by SDI.  If premises in Forth Valley are not included, the area could be missing out on inward investment opportunities.

	Action
	SEFV should discuss the operation of the Scottish Property Network with the Councils to ensure that the Councils can ensure that all available premises are included.  

SEFV should also consider whether there is a need for intervention in the property market to increase the supply of premises suitable for inward investment.


Aftercare

	AFTERCARE PROGRAMME

	Issue
	There is no formal aftercare programme for companies.  Support to companies after they have located in Forth Valley depends on the client qualifying for other programmes.  The aftercare support varies from case to case.

	Implications
	There is a risk that some companies will get no aftercare support or that the support offered will not be specific enough to meet their needs.

If companies feel that the effort made by SEFV and other agencies is less after they move than it was to attract them, they may become dissatisfied with their decision.  This makes it less likely that the companies will bring second generation projects to Forth Valley and that they will act as ambassadors for the region.

	Action
	SEFV needs to identify the minimum aftercare service that each client company can expect and ensure resources are in place to deliver it.  This could be a specific programme or part of an existing programme.


	SUPPLY CHAIN DEVELOPMENT

	Issue
	Investors will tend to come to the area with established supply chains and may not use local suppliers.  

	Implications
	The impacts of inward investment could be increased if action could be taken to bring investors and local suppliers together.  

Investors may be able to reduce costs if they met local suppliers and discussed what they needed to do to be competitive.

If local suppliers had the reputation for being competitive on cost, operations in Forth Valley could increase their competitiveness and, therefore, increase the chances of securing further investment.

	Action
	SEFV should consider the need to introduce a supply chain development programme.  This could take the form of a series of supplier workshops or seminars with investors followed up by individual meetings between investors and suppliers.


Role of Organisations

	LACK OF CLARITY ON THE ROLES OF THE ORGANISATIONS

	Issue
	Inward investment activity to Forth Valley often involves SDI, SEFV and at least one Council (often several departments of the Council).

There is a lack of clarity regarding who does what between the inward investment organisations.  This results in firms being unclear about which organisation they are dealing with.  For example, one individual thought they were dealing with SE Glasgow but in fact it was SDI.

	Implications
	Firms found that this caused lack of clarity, unwieldy meetings and time lost due to duplication.  They were not always aware of who their main contact was. 

	Action
	The partners involved in inward investment activity to Forth Valley, need to discuss and agree their respective roles.

In each case, a lead contact should be appointed to deal with the potential investor.


	SDI TO SE FORTH VALLEY HANDOVER

	Issue
	There are examples of issues and topics being agreed at SDI level that are then not honoured subsequently by SEFV.

	Implications
	This issue increases the chance of firms moving out of the area and may also have a negative impact on repeat investments where Scotland may not be made aware of mobile projects that the firm is considering at corporate level.

	Action
	There needs to be a formal process agreed with SDI and SEFV for a formal transfer of responsibility with SDI briefing SEFV in full on all discussions and agreements with the investor.


	CONFLICT OF INWARD INVESTMENT TARGETS

	Issue
	Each Council has its own planning guidelines and procedures and they have different views on the attractiveness of certain types of firms. 

However most of the inward investment opportunities are generated by SDI, which might not be aware of Councils’ priorities and targets.  SDI and SEFV operate to nationally agreed priorities and targets.  

	Implications
	If SDI is not aware of local targets and responsibilities, the ability to use inward investor as a tool for the implementation of local economic development strategies could be reduced as they may conflict with Council planning policies.

	Action
	SEFV and SDI should ensure that Councils are made aware of their target sectors and where appropriate, SEFV and SDI can gain Councils’ agreement on the content of marketing materials demonstrating the advantages to firms of locating in Forth Valley.


Administration and Management

	REGIONAL SELECTIVE ASSISTANCE APPLICATION PROCESS

	Issue
	Firms considered the process of obtaining RSA took too long and was an administrative burden.  One firm surveyed was only able to take on a temporary lease on premises, so they didn’t breach the additionality clause.  Another firm did not apply for RSA due to the length of the process.  

	Implications
	For some investors, RSA can play an important part in the decision to move to Forth Valley.  If the processes are lengthy and time-consuming some firms may decide not to apply and relocate somewhere else instead.

	Action
	RSA is a Scotland wide programme.  However, SEFV should raise the concerns of firms identified during this evaluation.

SEFV should also consider giving further assistance to firms to complete RSA applications and advice on the process.  Making the process of applying for RSA less time consuming and easier would improve Forth Valley’s competitiveness.


	APPLICATION PROCESS FOR SEFV AND COUNCIL SUPPORT

	Issue
	Firms found that the administrative procedures associated with securing financial help from SEFV and the Councils were viewed by some firms as being ‘torturous’.  One company commented that the paperwork involved in securing support from a council was more extensive than an RSA application for 30 times the value.

	Implications
	The pressure on the management of a firm in the process of relocating or setting up a new operation can be significant.  Increasing the workload on the management does not make the location process any easier.  Firms that have been dissatisfied with what they consider to be excessive bureaucracy are less likely to recommend the region to others.

	Action
	While appropriate procedures are necessary to account for public sector expenditure, SEFV and the councils should consider whether efficiencies are possible.  For example, rather than asking for the same type of information more than once, could it be possible to use RSA applications to support applications for SEFV and council funding?


	RECORDING DISCUSSIONS AND AGREEMENTS

	Issue
	The evaluation found examples of firms that claimed that what they discussed at initial meetings with SEFV did not always come through in practice.

	Implications
	If firms are disappointed this can affect the reputation of the area.  It can also cause specific problems for SEFV when firms enter “dispute” status.

	Action
	SEFV, with input from other Local Enterprise Companies, should introduce a process for responding and minuting all face-to-face meetings.  Letters should be sent to firms within 48 hours and a copy kept on file.  Particular points that need to be noted would relate to the percentage assistance available and likely total values (ceilings/floors).  In addition, the note should detail the process that will be involved in order for the decision to be made and the money allocated by the public body.


	DISPUTES PROCESS

	Issue
	Disputes need to be resolved early and established relationships need to be developed.

	Implications
	Having a disputes process would benefit firms, in that grievances and potentially difficult cases would be resolved early on in the process, thereby improving the relationship between the public sector and the investing firm.

This will contribute to reducing negative press and damaging the area’s image when dealing with competitor destinations.

	Action
	SEFV needs to develop and agree a process for handling disputes.  This process should complement that of contact recording.


	ADMINISTRATIVE ERRORS

	Issue
	One company identified as a failed case by SEFV was, in fact, still considering locating in Forth Valley.

	Implications
	Opportunities may be lost if potential investments are considered to be failed before the location decision has been finalised.

	Action
	SEFV should take the lead in reviewing the systems used to monitor the progress of each potential investor to ensure that this scenario does not occur again.


The following section presents our analysis of impact.

Section 5
Impact

Introduction

5.1
Thirteen firms were interviewed in the Inward Investment survey.  Eleven were able to provide quantitative figures on impact.  Two firms were unable to provide figures for the following reasons:
· One firm is still at pre-start stage, and 

· One firm was unwilling to release the information. 

Gross Economic Impact

5.2
The gross impacts of the current programme have been calculated over two periods:
· Impacts achieved to date

· Expected impacts for 2004 to 2006. 

5.3
The impacts have been derived for SE Forth Valley’s grant, loan and other support both at a local (Forth Valley) and national (Scottish) level.  We also calculated impact for SEFV and the support provided by all the “other” external bodies including the Scottish Executive, Scottish Development International and the Councils, again at a local and national level. 

Gross impact: Turnover

5.4
Nine companies out of the eleven were able to provide current turnover figures.  The gross impact in turnover to date (1998 to 2003) of these nine inward investors is £392 million.
5.5
It should be noted that one company, accounts for a high percentage (69%) of this figure. Throughout this section, therefore, the impact figures will be quoted including and excluding this company, so that the figures of one company do not distort the findings. 

5.6
All eleven companies provided estimates for expected turnover between 2004 and 2006.  The expected gross turnover impact is £408 million.  One company accounts for 40% or £162 million. 

Net Impacts 

Additionality

5.7
The study team estimated the additionality per firm based on a series of questions on the support provided by SE Forth Valley, the Councils and the Scottish Executive.
5.8
Two types of additionality were estimated: 

· The grant / loan support and “other” support from SE Forth Valley, and

· The grant / loan support and “other” support from SE Forth Valley and the “other” external bodies 

5.9
The figure for SE Forth Valley support additionality is 38%, indicating that over a third of the impact benefits are attributable to SEFV support and would not have been derived without this assistance.
5.10
The level of additionality for SEFV and the “other” bodies support is higher at 49%.  The importance of access to RSA is the main reason for the higher figure.  Two firms stated that they would not have located to Forth Valley without RSA and five firms stated that it made a lot of difference to their location decision.
Displacement 

5.11
Displacement of other firms’ activities was very low at the local level. Average displacement for Forth Valley was estimated at 2.3% and 26.8% at a Scottish level.

5.12
The nature of the business of the inward investment companies that were interviewed as part of the evaluation indicates that the respective displacement at a local and national level was relatively low. 

Multipliers

5.13
Our aim was to use figures obtained directly from the companies to derive the supplier multiplier.  However, only five out of the eleven companies were able to provide the relevant figures.  The figures showed that the average supplier multiplier for Forth Valley was 1.0032 and for Scotland 1.0289 for these companies. 

5.14
Published income multipliers of 1.1 at a local level and 1.3 at a Scottish level were used. 

5.15
We used the Scottish Input / Output tables
 (for the six companies unwilling or unable to provide data to calculate multipliers.  These tables provide a combined supplier and income multiplier by product type.
Net economic impact

5.16
Net turnover benefits (taking account of additionality, displacement and multipliers) were: 

SEFV Support

· £365.7m to date and £285m expected benefits at the Forth Valley level 

· £315.1m to date and £248m expected benefits at the Scottish level. 

SEFV and Others Support

· £372.7m to date and £345.8m expected benefits at the Forth Valley level 

· £323.5m to date and £309.3m expected benefits at the Scottish level. 

5.17
The higher figures for SEFV and “others” support is due to the higher level of additionality attributable to this group, primarily due to the importance of accessing RSA.  

Key company Impact

5.18
The above impact figures include an estimate of the impact of one large inward investor. As mentioned earlier in the section, this company accounts for a large proportion of impact and their contribution to the figures is shown below: 

· 90% of the figure to date and 69% of the expected benefits at the Forth Valley level for SEFV support

· 93% of the figure to date and 71% of the expected benefits at the Scottish level for SEFV support

· 88% of the figure to date and 57% of the expected benefits at the Forth Valley level for SEFV and others support

· 91% of the figure to date and 57% of the expected benefits at the Scottish level for SEFV and others support

Net economic impact excluding key company

5.19
The net impact figures excluding the one large company are shown below: 

SEFV Support

· £36.2m to date and £87.3m expected benefits at the Forth Valley level 

· £22.2m to date and £72.2m expected benefits at the Scottish level. 

SEFV and Others Support

· £43.1m to date and £148m expected benefits at the Forth Valley level 

· £30.5m to date and £133.5m expected benefits at the Scottish level. 

Employment 

Gross Impact: employment

5.20
The total number of gross jobs created or safeguarded amongst the thirteen inward investment companies interviewed is 1,807 to-date (2003), by 2006 this number is expected to rise to 2,406. 

5.21
Gross turnover per employee for the inward investors is as follows: 

· £64,406 in 2003, and 

· £71,910 estimated for 2006. 

Net Impact: Employment
5.22
To calculate the number of net jobs created additionality was applied for SEFV and for SEFV and “others” to the above figures.  The findings are: 

·  726 jobs have been created to-date and 898 jobs are expected by 2006 due to SEFV support 

· 782 jobs have been created to-date and 962 jobs are expected by 2006 due to SEFV and “others” support.

Net employment impact excluding key company

5.23
As with turnover, one key company accounted for around two thirds of the employment impact. The net employment figures excluding this one large company are shown below:
· 226 jobs have been created to-date and 398 jobs are expected by 2006 due to SEFV support 

· 282 jobs have been created to-date and 462 jobs are expected by 2006 due to SEFV and “others” support.

Capital Expenditure 

Gross Impact: Expenditure 

5.24
The inward investment companies were questioned about the amount of capital they had invested in equipment and fitting out their premises in Forth Valley.  Eleven companies out of the thirteen interviewed were able to provide figures. 

5.25
Total gross capital expenditure amounted to £81 million, of which one company accounted for £70 million.
5.26
Firms were asked where they sourced supplies for capital. This figure enabled an estimate of impact at a Forth Valley and Scottish level to be derived.   

· Total gross capital expenditure in Forth Valley was £2.85 million

· Total gross capital expenditure in Scotland (including Forth Valley) was £7.2 million

Net Impact: Expenditure
5.27
To derive an estimate of net capital expenditure additionality, displacement and multipliers
 were applied to the gross expenditure figure above. The figures were calculated for SEFV support and for SEFV and “others” support at a local and national level.  SEFV support has led to: 
· £1.54 million spent in Forth Valley and 

· £1.95 million spent in Scotland

5.28
SEFV and “others” support has lead to: 

· £1.61 million spent in Forth Valley and 

· £2.65 million in Scotland

5.29
To calculate the number of jobs sustained as a result of the above net capital expenditure a standard construction figure of £300,000 per a 10 man year job was used.  The capital expenditure supported: 

· SEFV support: 5.1 jobs sustained in Forth Valley and 6.5 in Scotland

· SEFV and “others” support: 5.4 jobs sustained in Forth Valley and 8.8 jobs in Scotland

Public Sector Support

5.30
SE Forth Valley provided financial assistance to nine out of the thirteen inward investors when locating to Forth Valley. The total value of inward investment funding amounts to £2.367 million for the period 1998 to 2003.
5.31
In addition, seven companies received assistance from other public sector organisations such as RSA from the Scottish Executive and rent reductions from the Councils. The total value of “other” public sector inward investment funding amounts to £3.989 million.  In total therefore, SEFV and the “other” public organisations provided £6.356 million of financial funding to inward investors. 

5.32
A public sector cost per net job figure was estimated using the net jobs created figures for SEFV support and SEFV and “others” support, divided by public sector financial support, see Table 4.1.  The cost per net job is lower to-date, than in the future, due to the increase in the number of jobs in the future. 

	Table 4.1: Cost per net job created

	
	SEFV
	SEFV & others

	
	
	

	To date: 2003
	£      3,260
	£      8,129

	Future: 2006
	£      2,636
	£      6,607

	
	
	


Impact on GDP

5.33
The impact on GDP, in Forth Valley and Scotland, as a result of SEFV and total public sector support is shown in Table 4.2 below.  The figures have also been shown excluding the impact of the one key company. 

	Table 4.2: Impact on GDP

	
	SEFV
	SEFV

(excluding key company)
	SEFV & others
	SEFV & others (excluding key company)

	Forth Valley
	
	
	
	

	To date: 2003
	£274.4 m
	£31.4 m
	£279.8 m
	£36.8 m

	Future: 2006
	£227.4 m
	£81.6 m
	£284.9 m
	£139.1 m

	
	
	
	
	

	Scotland
	
	
	
	

	To date: 2003
	£178.3 m
	£16.3 m
	£183.2 m
	£21.2 m

	Future: 2006
	£161.1 m
	£63.9 m
	£216.1 m
	£118.9 m

	
	
	
	
	


Summary of Impacts

	Impacts
	
	

	
	To Date
	Future (2004 – 2006)

	Gross Impact - Sales
	£392,000,000
	£408,000,000

	Gross turnover per employee
	£64,406
	£71,910

	Additionality 
	38% SEFV

49% all public
	38% SEFV

49% all public

	Displacement 
	2.3% FV

27% Scotland
	2.3% FV

27% Scotland

	Supply Multiplier
	1.00 FV

1.03 Scotland
	1.00 FV

1.03 Scotland

	Income Multiplier
	1.1 FV

1.3 Scotland
	1.1

1.3 Scotland

	Net Impact – FV support
	£365,700,000 FV

£315,100,000 Scotland
	£285,000,000 FV

£248,000,000 Scotland

	Net Impact – All Public support
	£372,700,000 FV

£323,500,000 Scotland
	£345,800,000 FV

£309,300,000 Scotland

	Expenditure – SEFV
	£2,367,000
	-

	Expenditure – RSA & rent Reductions
	£3,989,000
	-

	Expenditure – Total Public
	£6,356,000
	-

	Net Employment 
	726 SE/SEFV

782 all support


	898 SE/SEFV

962 all support

	Cost per job [£]
	£3,260 SE/SEFV

£8,129 all support
	£2,636 SE/SEFV

£6,607 all support

	Cost per £1,000 sales 

(all support)
	£17 (FV area)

£20 (Scotland)
	£22 (FV Area)

£20 (Scotland)

	GDP Impact – FV support
	£274,363,000 (FV)

£178,300,000 (Scotland)
	£227,415,250 (FV)

£161,100,000

	GDP Impact – Total public
	£279,800,000 (FV)

£183,200,000 (Scotland)
	£284,900,000 (FV)

£216,100,000 (Scotland)


Section 6

Experience Elsewhere

Introduction

6 This section presents the findings our review of approaches adopted elsewhere.  The principal findings describe the approach of Shannon Development and the IDA in Ireland.  Shannon Development is a local economic development organisation that specialises on attracting investment (and offering businesses development support) to the Shannon region in the West of Ireland.  IDA takes the lead responsibility for inward investment in all other areas of the countries and as can be seen from the description, has a specific role to play in certain investment decisions in the Shannon Region.

6.2
The focus on the investment processes used stems from the interim meeting with the client where the original focus on Central and Eastern Europe was revised.  We include in Appendix 1 the work that had been undertaken on Central and Eastern Europe up to the point when the review meeting took place.

6.3
We also include a brief summary of our consultation with Invest in Fife at the end of this section.

Pre-investment  Assistance Process 

The process used by agencies in Ireland to manage and track the interest expressed by firms

New Greenfield Projects

6.4
Foreign Direct Investment projects in Ireland are tracked and managed by the Industrial Development Authority (IDA) for all locations in Ireland except the Shannon Free Zone, where projects are tracked and managed by Shannon Development (SD). This is a legacy of historical legislation. 
6.5
For projects to the Shannon region, responsibilities for overseas leads are split according to expertise and presence.  Shannon Development has a marketing presence in the East and West Coast of the USA. IDA has a more extensive office network in the US, as experience has shown two thirds of FDI projects come from the USA. Shannon Development manages all other markets (Japan and Europe) from Shannon HQ. IDA has an office presence in Japan and other major European cities. 

6.6
Both IDA and SD use similar processes to track and manage potential FDI projects. The SD process is as follows. A database is created once relevant contact is made and a key contact identified in the target firm. All contact at this stage is between the SD overseas marketing presence and the key contact in the firm. Various initiatives are used to the keep potential FDI projects warm e.g. newsletters; Ireland social events; FAS
 graduate programme; government ministerial visits; university linkages etc.  Separately, other tools are used to reinforce the “Ireland message” e.g. accounting, tax and legal firms are encouraged to promote the incentives available in Ireland through business breakfasts / lunches.

6.7
Increasingly, testimonials are used where firms, who have good experience in investing in Ireland, are used to sell the message at the different forums outlined above. Shannon Development has used this strategy in the last six months and is finding this to be an effective marketing tool.  (Interestingly, a number of firms in Forth Valley suggested that they could fulfil this role but were not asked to do so).

6.8
Once the potential FDI project visits Ireland, the local project manager in the respective investment agency and the overseas marketing executive jointly own the ‘case’.  The overseas marketing presence leads until the project locates in Ireland, at which point responsibility is passed to the local project manager.

Established Company Expansions

6.9
Expansions can be driven either locally or by the parent company / corporate HQ. Where projects are driven locally the process is as follows.

6.10
The local SD project manager is the key contact for expansions and they regularly work with the local management teams of former investors to put together packages / propositions for expansion to the firm’s Corporate HQ.

6.11
IDA / SD have recently launched a new financial support package called The Strategic Competitiveness Programme which provides financial support to established companies that have the capacity to lever additional investment from the parent company. Under this Programme a company can hire an external consultant to identify potential areas within the parent company that could be targeted for a new investment project. Half of the cost of the consultant (to a maximum of €25,000) is allowed.  Full buy-in is required from the both the local operation and overseas parent company in advance for this Programme to be approved.  Where the interest is driven by the local management team, no approach is made to corporate HQ unless there is full buy-in by local management. 

6.12
Occasionally, the Vice President in charge of initial investment at corporate HQ will change (they usually have a short life) emphasising the importance of having the local management team engaged as they can identify the best contact at the corporate HQ with whom expansion can be discussed. This potential new project and the new contact are logged on the database and tracked similar to new Greenfield project.  The expansion project is now owned jointly by local SD project manager and overseas marketing presence.

6.13
Currently local project managers have performance targets that require them to identify expansions from their existing portfolio each year.  A growing proportion (up to 25%) of new investment projects in Ireland are coming from the existing established base.

6.14
Often expansions come from completely different divisions within the multinational company, consequently local management may have very little knowledge of the potential investment. Such cases are usually identified by the SD overseas offices and are processed as if there were a Greenfield project. 

6.15
Where expansion is driven from parent company / corporate HQ, it is tracked by the SD overseas office but the local SD project manager is informed. The local SD project manager may / may not advise local management. 

6.16
Final negotiations for new investment are undertaken with local project manager present usually at firm’s overseas corporate HQ.

Contract Negotiations
Process used by the agencies in Ireland to identify the level, scope and type of support a firm might receive

New Greenfield Project:

6.17
Both IDA and SD operate to the same guidelines in terms of the type and level of financial grant support available to an investing company – the organisations never compete with grant support for a project.  The key factor used to determine the level of grant is the skills level of the jobs on offer. Job numbers do have a bearing but the skills level is a more critical measure of assessment.
6.18
Financial grant support is in the form of employment or capital grants.

6.19
Grant levels for employment grants are a maximum of €14,000 / €15,000. In practice however the grant support provided would be much lower with a range of grant per job of €6,000 – €9,000.

6.20
Grants are however not the key motivator in winning a project – other factors such as people availability and costs, infrastructure (in particular telecoms) and readily available facilities (modern / state of the art) are much more important.  (This concurs with the feedback from firms in Forth Valley).

6.21
Employment grants have less onerous conditions attaching, less administration to handle and are the most commonly used with the exception of heavy capital investment projects (e.g. medical device or pharmaceutical projects). 

6.22
Capital grants have the advantage that they are paid up front.

6.23
The exception to the above occurs for the IDA in the Borders Midlands and West region where higher grant levels apply and the grant amount is influenced more strongly by job numbers. There is a higher grant rate for job numbers of a medium skill level in these locations.

6.24
There was only one new FDI project in Shannon last year (2002). It was a service company for multinationals who wished to out-source their corporate travel and was a small project of 20-30 jobs. Shannon Development has encountered tough trading conditions over the last three years. (IDA had a more fruitful year in 2002 and a full listing of projects approved can be obtained on their web site www.ida.ie under announcements).

6.25
This year (2003) is also proving to be a difficult year for SDI, however activity is being generated in the medical devices sector.
6.26
An analysis of IDA activity in 2003 shows 19 projects were approved and announced. Two sectors dominate - Healthcare & Medical Devices account for seven new projects while International Services companies account for nine new projects.  The balance is made up of Manufacturing and R&D projects.

6.27
A geographic analysis of new projects to Ireland to date in 2003 shows once again that investment from North America predominates. USA accounts for 14 of the 19 new projects, with the balance coming from Europe (two), Japan and Israel (1 each) and a new market Australia (one).

6.28
Of the 19 projects approved and announced in 2003, seven have come from the existing established company base. 

Expansions

6.29
‘Expansions’ are also eligible for financial grant support (employment or capital grants) but in addition are offered R&D grant support. There is a competitive R&D grant support package where established firms are invited to tender for product development / R&D (with heavy emphasis on the development rather than research) support. Companies who are successful under this category can get support for R&D facilities and equipment. (Refer to www.enterprise-ireland.com for more information).

6.30
Both IDA and SD also offer an R&D Capability Grant to encourage established companies to expand into R&D activity. This is used to fund R&D facilities and equipment and is designed to encourage R&D activity out of the parent company.  The aim in these cases is to improve the competitiveness of the established company base in Ireland.

6.31
Both SD and IDA are very keen to support new sustainable activity and are constantly looking at devising programmes to encourage established firms to embark on relevant projects. 

6.32
Both SD / IDA offer very little in terms of non-financial support to expanding companies. The established companies have the local management on the ground to run with the project. 

6.33
Both SD / IDA offer an advisory service to newly establishing companies, for example they advise them on where they might source particular expertise. 

What processes do the agencies use to ensure BOTH that the local project receives the assistance to help it to grow and that potential new “reinvestment” leads are identified and nurtured?
The Shannon Development process - Leads from locally based firms

6.34
This is a key area, and of growing importance. As shown above seven of 19 projects approved and announced by IDA in 2003 came from the established base. It is relatively easy for Shannon Development, as a regionally based organisation, to establish the personal relationship required with local management.  

6.35
Shannon Development has a process in place to nurture and identify leads locally.  This is achieved through appointing a dedicated Shannon Development project manager based locally who establishes a personal relationship with the firm’s management team.  The local SD manager has targets including quarterly meetings with firms’ management when new programmes / assistance that are available are presented and they can update themselves on the progress of the local project.

The Shannon Development Process - Leads from Headquarters

6.36
The Shannon Development process for nurturing and identifying leads at HQ is led by the overseas office where staff have targets to meet corporate HQ at least annually. Once a potential project is identified, the local SD project manager is informed but the project is tracked and led by the overseas SD office as if it were a Greenfield project.

6.37
By virtue of being a centrally based organisation with a larger geographic area to cover, IDA has to work harder at keeping in touch with the established base. For the last number of years, there has been a move within IDA to divest more responsibility for tracking to the local IDA offices based throughout Ireland. 

The IDA process - Leads from locally based firms

6.38
For locally identified reinvestments leads, IDA uses its local offices that are organised according to specific geographic regions, to fulfil the local liaison role.  IDA has project managers based in Dublin and sector managers who are responsible for a particular industry sector and who liaise with overseas offices. (There is a move on going within IDA to decentralize the project managers).  For the IDA, much like SD project managers, the local offices are responsible for establishing relationships with local management and identifying and nurturing reinvestment leads. 
6.39
Once identified, leads are passed to the Dublin based project manager for negotiation.  The Shannon Development Process - Leads from Headquarters

6.40
For reinvestment leads identified at corporate HQ, the sector managers are the key link between the local project, the IDA overseas office and the corporate HQ. The IDA sector managers visit the corporate HQ together with the IDA overseas office on an annual basis. 
6.41
If a new investment opportunity is identified it is tracked by the IDA overseas office and all levels are within IDA are notified.  The local company may or may not be informed depending upon the advice / instruction from the corporate HQ. 

6.42
IDA and SD managers have been assigned targets to obtain an increasing percentage of new investments from the established industry base.

Invest in Fife

6.43
We consulted the Invest in Fife team following discussions at the interim project meeting.

6.44
Invest in Fife is a partnership organization comprising SE Fife and Fife Council.  Both organisations have transferred staff to the new entity in order to maximize coordination and communication between the different parties.

6.45
The team has brought together:

· a joint operating plan

· joint investment and resources

· ‘nodes’ in key Council departments

· Education

· Housing

· Planning

· Property

6.46 The aim is to improve communication and to present a more coherent form of support to the client.  Given feedback from firms in Forth Valley that links between the Councils and SEFV appear weak, intuitively, the Fife approach would appear to be sound.
6.47 Invest in Fife recognise the importance of property provision.  However, there is relatively little public sector provision (Fife Council’s stock is small) and Invest in Fife work with local developers to encourage them to build speculative developments.  They have found this a challenge.

6.48 Although Invest in Fife might be seen as a brand, its delivery would suggest otherwise.  Effectively, Invest in Fife is a sales team for the area that aims to offer the client a single source of advice where the traditional boundaries between the Council and the LEC are minimised 

Aftercare

6.49 Invest in Fife provide an interface with SDI. The team from SDI handles the inward investment inquiries along with the Invest in Fife team. Once the firm locates in Fife and starts to trade, responsibility for their growth support passes to the Company Growth team within the LEC. The Invest in Fife team will liaise closely with those in SDI to ensure the firm receives coherent and consistent advice. 

6.50 Invest in Fife liaises constantly with the local management teams of former investors to identify new investment opportunities. In such cases, the team has found that the headquarters functions and value the input of the local inward investment project managers. In such cases, Invest in Fife will work with the local management team in order put together a strong bid. 

6.51 Links to intermediaries are important for Invest in Fife. Intermediaries include: 

· Ernst and Young 

· Recruitment Consultants 

· Universities 

· Property Agents 

· SDI

6.52
The team has seen a notable shift in the nature of investment enquiries over the past two years, with the current investments being smaller and more specialised than was the case previously. 

Conclusion
6.53
There are two key points to note regarding Invest in Fife. First, there seems to be a high level of communication between the local Enterprise Companies/SDI staff and those seconded from Fife Council. Given feedback from firms in Forth Valley that indicated weak communication between SEFV and the respective councils, the Fife approach may be worth further investigation. 

6.54
Second, Invest in Fife uses a variety of sources to identify potential investment leads. It does not rely on SDI alone. We are aware that SEFV is approached by different organisations but there may be scope to formalise how it engages with private sector referrals in order to maximise their value.

6.55
The following section presents our Conclusions and Suggested Activities.

Section 7
Conclusions and Actions

Objectives 

7.1
One of the aims of SEFV’s support of Inward Investment was to address the economic imbalance in the area.  Reviewing the profile of investments, which have a concentration of service based activities, it would appear that SEFV have been successful.  

7.2
Separately, the additionality of its support, in particular for the case with the most impact, was high.  This indicates that SEFV is having a positive influence on the cases it assists. 

Context
7.3
Inward investment activity in Scotland must be seen in the context of the wider world/European economic performance. As summarised in Section 2, there has been a marked shift in the nature and scale of inward investment activity in Europe. Critically, there are far fewer projects coming to the UK and those that do come tend to be smaller.
7.4
From a positive perspective, this shift is recognised by Scottish Development International's current strategy and its support for smaller, higher technology firms. 
7.5
Data provided by SE Forth Valley indicate clearly the reduction in case inquiries in recent times with a 60 per cent drop (compared to the same period the previous year) in the number of enquiries in the first six months of 2002-2003. 

Forth Valley's inward investment product

7.6
Our consultations with Partners suggested that the Forth Valley inward investment product comprised separate offerings. Forth Valley as an entity was not considered to be a good representation of the area - the area comprises three distinctive districts each with its own characteristics and each with its own attractiveness factors for potential investors. 
7.7
We did not undertake extensive assessment of the role/attractiveness that each of the areas played when investors were making their locational decision. However, it was clear from our interviews that the firms considered the three districts comprising Forth Valley to be quite different. For example, one company chose Stirling over Falkirk on the basis that it was a services company and that the image of Falkirk was of "manufacturing". It paid a premium of more than 100 per cent on its premises when making its location decision. Clackmannanshire has notable quality of life factors and analysis of employment data indicates that it is more attractive to senior/managerial staff.
7.8
The central location of Forth Valley is an important factor to the firms locating there. It was considered be a strongly positioned, being between the cities of Glasgow and Edinburgh (and their respective airports) and being close to the major motorway networks. 

7.9
Labour supply was also an important factor. Two firms indicated that they chose the area over West Lothian due to the ready supply of skilled labour at competitive cost.

Engagement of partners 

7.10
Partner organisations, in particular the councils, play a critical role in facilitating investment decisions. Councils were responsible for ensuring the availability of appropriate premises for the majority of the cases. Feedback from the firms indicates that the responses of individual councils differed notably. Critically, councils that have not been part of the earlier discussions with the firms often required time to get up to speed and effectively to be won over to the appropriateness of the investment decision being made. In other cases, the council's responsiveness failed to live up to the firms' requirements and as a result the firms had to invest more effort in their proposal than they anticipated would have been the case. 

7.11
Our consultations with councils indicates that they feel remote from the inward investment process. Councils tend to get involved relatively late in the process. They would welcome the opportunity to discuss with both SE Forth Valley and Scottish Development International the needs of typical inward investment firms and to identify how they can best respond to the types of cases that are coming forward currently. There is scope for SE Forth Valley to capitalise on this interest.

Activities 

7.12
SE Forth Valley's support comprises a mix of advice/information and finance. Its financial support can be subdivided further and comprises regional selective assistance (grant based) and discretionary support. 

7.13
Of the 19 firms that have made investment, six have received just advice/information. In such cases, the influence of the Enterprise Network's input is much lower than in the cases where financial assistance is given. 

7.14
The Network's contact with the client is usually initially handled by SDI who will present the firm with a number of relevant locations that may be of interest. Once the firm has chosen a particular occasion, there will be a "handover" between SDI and the respective Local Enterprise Company. This handover was not always smooth with firms indicating that the Enterprise Network's interest in their case appeared to wane once they had made their decision. Interestingly, this is not just an issue in Scotland – it appears to be relevant in Ireland too.

7.15
In terms of financial support, this can be split between grant support (primarily RSA) and discretionary support. Historically RSA support has favoured projects with significant levels of capital investment and job creation. In 2000, the assistance "map" was redefined and assistance levels were published openly for the first time. Currently, SE Forth Valley firms can receive up to 15 per cent of total eligible expenditure.

Approaches elsewhere 

7.16
Our consulting team included associates based in the Irish Republic and central Europe. It was agreed at the interim meeting with the client that the approach in the Irish Republic was likely to be of most relevance to SE Forth Valley. We have included in the appendix the initial output from our central Europe based associate. 

7.17
With our example in the Irish Republic, it is clear that there are similarities between the approach adopted there and that adopted in Scotland. There are also some notable differences. In terms of the similarities, there are dedicated organisations located in different parts of the Republic that promote the inward investment strengths of their respective areas. Overseas promotion is handled by IDA Ireland and this promotion is organised both geographically and sectorally within each geographic region. Initial leads tend to come through the international offices but where there is scope for reinvestment, the International Office will approach local regional agencies (in Ireland) as soon as is practical. Thus, the international arms engage local representatives as a matter of priority. 

7.18
From a very different perspective, the local plant manager of an investment company will sometimes work with the inward investment case officer of the Investment Agency to put together a case for further investment. However in such cases, the local team will engage the relevant international officers as early as they can in the proposal to strengthen contact with key personnel in the headquarters functions. 

7.19
Our review of the Ireland approach suggests that their grant support mechanism may be more transparent than that in Scotland. Discretionary support does not appear to be a significant element of the Ireland package. However, feedback from firms in Forth Valley indicated that it was particularly important when they were making their investment decision. This is potentially a positive and negative finding - positive as it allows Forth Valley to differentiate its offering and thereby present a more attractive package to the client with each case being unique and based on an identifiable business need or evident funding gap. This ensures that the available funds are utilised efficiently. Negative in that clients can be confused by the terms of the package on offer. On balance and based on feedback from firms it appears to be a strength.

Impacts 

7.20
The total public expenditure was £6.3 million between 1997 and 2002.  This covered SE/SEFV discretionary support, grant support provided through RSA and rent relief offered through the councils.

7.21
The impact attributable to SE Forth Valley's inward investment activity is relatively high. Separately, the level of additionality (at just under 40 per cent for SE Forth Valley and just under 50 per cent for all public sector support) is good and exemplifies the influence of the Enterprise Network's activities on the firms' investment decisions. 

7.22
At the Scotland level, the Net impact to date of the Enterprise Network's support for firms that located in the Forth Valley area between 1997 and 2002 was £323 million (at current prices) at the Scotland level. In addition, firms indicated that they would generate sales of just under £310 million between 2004 and 2006. 

7.23
A total of 782 jobs (net) have been created to date while the firms indicated that a further 182 jobs will be created between 2004 and 2006 (bringing the total to 962). The cost per net job created to date is £8,129 while that for future job-creation is £6,607. It should be noted that these cost per job figures include grant assistance provided through Regional Selective Assistance.
7.24
A second indicator of performance is the cost to the public sector of generated sales. In the case of Forth Valley, each pound of public sector expenditure generated in the order of £20 of sales. In comparison to other forms of business development support, this would appear to be a relatively good return. 

	Table 7.1 Impact Summary
	
	

	
	To Date
	Future (2004 – 2006)

	Gross Impact - Sales
	£392,000,000
	£408,000,000

	Additionality 
	38% SEFV

49% all public
	38% SEFV

49% all public

	Displacement 
	2.3% FV

27% Scotland
	2.3% FV

27% Scotland

	Supply Multiplier
	1.00 FV

1.03 Scotland
	1.00 FV

1.03 Scotland

	Income Multiplier
	1.1 FV

1.3 Scotland
	1.1

1.3 Scotland

	Net Impact – FV support
	£365,700,000 FV

£315,100,000 Scotland
	£285,000,000 FV

£248,000,000 Scotland

	Net Impact – All Public support
	£372,700,000 FV

£323,500,000 Scotland
	£345,800,000 FV

£309,300,000 Scotland

	Net Employment 
	726 SE/SEFV

782 all support


	898 SE/SEFV

962 all support

	Expenditure – SEFV
	£2,367,000
	-

	Expenditure – RSA & Rent Reductions
	£3,989,000
	-

	Expenditure – Total Public
	£6,356,000
	-

	
	
	

	Cost per job [£]
	£3,260 SE/SEFV

£8,129 all support
	£2,636 SE/SEFV

£6,607 all support

	Cost per £1,000 sales 

(all support)
	£17 (FV area)

£20 (Scotland)
	£22 (FV Area)

£20 (Scotland)


Assessment of performance

7.25
On face value, this impact looks impressive.  However, 85% of the impact was derived through one case and this case absorbed around one third of the public sector support. 
7.26
It is worth noting that SEFV’s approach in this case was unique, being strongly pro-active and effectively assembling a package within 24 hours of initial contact.  Previously, Scotland was not on the investor’s map.  Ironically, it would appear that SEFV lost out on re-investment by this firm due to being insufficiently responsive – the expansion went elsewhere.

7.27
Removing this case presents quite a different picture.  Based on this observation, we suggest that there is scope to refine SEFV’s inward investment support.

Key areas of future focus

Accommodation

7.28
New, pre-built accommodation is a significant attraction for firms – not just in Forth Valley but also in competitor locations.  The accommodation should have good access to the motorway networks.

7.29
Making these facilities and services available will necessitate the engagement of the local authorities as they are critical to the planning process.  Feedback from the local authorities suggest that they would like to be more engaged in providing support to inward investment. 

7.30
There is scope for SEFV to engage the councils more but in return the councils could introduce more responsive procedures for Inward Investment cases. Presently, there are three councils – this implies that it may be necessary for SEFV to have three separate discussions.  Our discussions with representatives of Invest in Fife indicate that there is clear engagement of the council’s team on inward investment activity.  On balance, we feel that SEFV should aim to have a common inward investment support mechanism that fast-tracks decisions on planning and building.

7.31
The issue of speculative property provision needs careful consideration.  Competitor locations appear to offer this facility and it may be appropriate for SEFV to discuss ‘speculative build’ with local developers and public sector partners.

Market and promotion
7.32
Since 2001 there have been fewer projects.  Separately, there has been a downward shift in firms’ size – many inward investment firms are more akin to start-ups, than traditional ‘employment’ generators.  If the current climate continues, a different type of support will be sought in future:

· Smaller premises
· Affordable, quality telecommunications

· Locations with a strong modern/professional image

7.33
It is clear from our review, that much of the larger projects are heading to Central and Eastern Europe.

7.34
Scottish Development International is a key source of leads and SEFV has historically had a good working relationship with the various sector teams.  For the future, we recommend that SEFV continues to build its links with the SDI teams and considers how the Forth Valley ‘proposition’ can assist SDI in winning projects in its nine key sectors.

7.35
While the ranking of firms’ attractiveness factors are dominated by premises and facilities, labour supply also proved to be important.  Firms were generally attracted by (and were satisfied with) the quality of staff they could source locally.

7.36
Surprisingly, ‘quality of life’ factors ranked low among investors.

The deal is closed, then what?

7.37
Where firms were particularly dissatisfied, the most common cause was an inconsistency between the ‘package’ they were led to believe they would receive and what they were offered in practice.  Discretionary funding seems to be a specific issue.  On the one hand, it is one of SEFV’s key strengths as it allows a flexible package of support to be assembled.  On the other, its flexibility is a specific weakness as some firms appear to base their decisions on the ‘maximum’ possible grant available while in reality their package may be much smaller. 

7.38
Several firms suggested producing an unambiguous ‘guide’ to the support available.  We appreciate that there may be drawbacks in producing such a document given the competitive nature of the inward investment market.  

7.39
Therefore we suggest that introducing a process whereby all contacts with the firm, that relate to the package of support that may be on offer, are documented and confirmed in writing with the firm promptly.  Where the term ‘up to’ is used, it should be made clear that the maximum amount may not be available in every case.

7.40
Based on our research, the grant packages available in Ireland appear to be less ambiguous. 
Ambassadors 

7.41
Firms were surprised that they were not used more actively as ‘ambassadors’ for the region for potential new investment.  Existing firms also considered that there was scope for greater contact and sourcing of reinvestment opportunities.  Both the concept of ambassadors and the focus on reinvestment have been given greater priority in Ireland in recent times as they are considered to be particularly effective in the current climate. 
7.42
The concept of ambassadors could also be used for encouraging greater understanding of inward investors’ needs among local organisations through holding feedback meetings between the firms and the public sector partners to identify their changing needs and to assess how further investment might be attracted.  There is scope to work actively with local management teams.
Focus for future approaches

7.43
The key elements of the future approach are:

· Don’t undersell the area – feedback from firms indicates that the product is good

· Good skills supply at competitive rates across different sectors is a key selling point

· High quality, available, premises were also important 

· The area may be attractive to smaller firms, but

· They have different requirements to those of larger firms

· They may prefer urban locations, with good surroundings (especially for software, games and marketing sectors)

· Consider introducing a dedicated resource to 

· ‘land’ projects

· provide follow-up to the investment decision

· provide growth support.

7.44
Recognise that the ‘growth’ input may be more akin to business start-up activity than to conventional FDI growth assistance.

Overall conclusion

7.45
The overall conclusion is that Inward Investment has been effective in generating employment and in helping the Forth Valley region to address the difficulties faced by the region’s larger employers.

Summary Actions

	Issue
	Action

	Marketing
	

	Firms size decreasing
	Adapt support to meet smaller firms’ needs

Consider integrating ‘start-up’ type support where relevant

	Capture re-investment opportunities
	Lobby SDI field staff – get FV assigned to their targets

Build strong links with local firms’ management teams (Shannon)

Identify key investment decision makers at firms’ HQ 

	Guide of Support
	Consider (carefully!) how the range of (especially discretionary) support available to firms might be made more transparent



	Three areas, three offerings. Diversity could be a strength.  
	Consider developing three propositions representing each of its three districts

	Promote your strengths
	Reinforce the key promotional messages with all SDI teams

	Ambassadors for Forth Valley
	Engage local firms to act as Ambassadors

	Generating/Reporting Enquiries
	Review current SEFV/SDI reporting procedures for partners

	Infrastructure
	

	Pre-Built new premises
	Consider how appropriate, modern premises can be built for firms.  (Premises were seen as being critical in FV, Fife and Ireland)

Consider how SEFV/Councils might engage the private sector in speculative development

	Aftercare
	

	No formal aftercare programme exists
	Consider enhancing the support offered by the Business Gateway Team in SEFV by ensuring a minimum level of aftercare support for all inward investors.

	Investors may use their existing suppliers 
	Consider introducing a supply chain development initiative to maximise the ‘value’ of the investment to the FV area

	Roles & responsibilities
	

	Lack of clarity on roles & responsibilities among partners
	Develop clearer role for local and national partners, and assign overall case responsibility to one person.  

Also consider Invest in Fife approach of merging teams

	Gaps: SDI to SEFV handover 
	Introduce formal process for noting commitments agreed with firms 

	Each council has its own sector/investment priorities
	SEFV should agree its target sectors and goals with councils and endeavour to gain agreement on the future activity focus

	Admin & Management
	

	‘RSA too bureaucratic’ say firms
	There is scope for SEFV to provide feedback on the firms’ experiences of RSA to the RSA Team at The Scottish Executive

	Firms: ‘support from SEFV and Councils is hard work for modest levels of support
	Agree with councils and within SEFV the optimum procedure for approving support to inward investment cases


	Firms understood that they would receive a higher level of support levels from SEFV than that which  materialised
	Aim to confirm in writing (say within 48 hours) all commitments of support.

Where the firms may receive ‘up to’ a certain level of assistance, SEFV should be realistic in making its commitment, especially where this is likely to be significantly below the maximum level


Appendix 1
Overview – Czech Republic

Appendix 1 - THE CZECH REPUBLIC

Background:

The Czech Republic has a population of 10 million and since 1993 has attracted nearly $36 billion of FDI. In 2002 it attracted approximately USD 8 billion, (It should be noted that by no means all of this is Greenfield but also reflects privatisation revenues from the sale of state owned companies.  There is no official breakdown between Greenfield and Privatisation flows available)

On a per capita basis Czech FDI stock was $3,603 at the end of 2002 compared with $2,659 for Hungary and $1,191 for Poland.

Czech Invest is the national investment attraction agency for the Czech Republic (www.czechinvest.org).   The Agency was set up in 1992 as a semi-independent organisation funded through the Ministry of Industry and Trade.  The EU through the PHARE programme has supported it with both Technical Assistance and Finance.  As of 2003 it employs 120 staff. 

The Agency is headquartered in Prague and has sales offices in the following countries:

	UK + Ireland
	London
	 USA
	Chicago and Silicon Valley

	France
	Paris
	Germany
	Cologne

	Japan
	Yokahama
	Belgium
	Brussels

	SE Asia
	Hong Kong
	 
	


In addition to the HQ and International offices, the Agency manages a network of 8 regional offices throughout the country through its Regions department. These are funded by annual contracts with either Regional Development Agencies or local consultants who have the appropriate skills and contacts to undertake the work required.  (It should be noted that RDA’s in Central Europe tend to receive very limited central government core funding and thus have to earn money.  This they do by providing commercial consulting services and by working with regional authorities on specific projects) Czech Invest thus is one of a number of “customers” of these structures.

The Regions department is also responsible for the development of strategic sites across the country.  It also runs a grant scheme, which enables local authorities to develop industrial zones.

Czech Invest drafted the current law on incentives, which has passed EU scrutiny.  They also provide support to investors who qualify for incentives and help them submit these applications to the Ministry of Finance. 

Other Agency departments include:

· The Aftercare Department with 4 staff.  This service aims to work with existing investors to secure second phase investment by removing barriers or problems that the companies may face such as recruitment, skills, property, suppliers etc.
· The Supplier Development Division with 10 staff.  This aims to work with existing investors to identify gaps in the local supply chain and work with Czech companies bring them up to the appropriate quality and productivity levels to fill these gaps.  This programme, which started in 1999, has so far worked with 100 supply companies using EFQM excellence methodology as the basic improvement tool. 

· The Marketing Department, which has several functions. 
· Promotion of the Country and the Agency services to various key targets both inside and outside the country through the Web site and production of brochures, newsletters and fact sheets.  

· Lead generation through targeted direct marketing activities in conjunction with the international sales offices.

· Coordination of policy advocacy initiatives to government on behalf of the Agency and AFI. 

Specific Questions

	Targeting 
	

	Does the region/Country target certain types of projects that it is seeking to attract 
	Yes. The country targets a number of sectors including:

· Automotive components

· Electronics components

· Precision engineering

· Strategic Services (Back office functions, R&D centres, Software design and development, Shared Services, Call Centres etc.)

· Biotechnology

These sectors have been chosen for the following reasons:

Automotive: following the sale of Skoda to VW there was a requirement to upgrade the local supply chain and much of this investment cam via VW. However Czech Invest also focused on this sector and as a result now has approximately 70 tier one suppliers in the Czech Republic, many of whom have made second phase investments.

Electronics: this sector was chosen based on world investment flows plus a clear understanding of Czechs competitive advantage in terms of skills, location and cost base.

Precision engineering: based on traditional Czech skills plus a need from existing automotive and electronics investors

Strategic Services: these sectors were chosen again because of world investment flows combined with the desire of the government to attract high value added investment that would enhance the science and university base.

Biotechnology: this appears to be a ‘me too’ choice but is being taken seriously and active marketing is taking place in the US.

Regional targeting is less developed since the current regions (NUTS 2) were only recently created and this combined with lack of marketing resources means that on they are still reactive to investment enquiries rather than being proactive.

However, this is starting to change.  As an example the region of Moravia Silesia, in the north east of the country near the Polish border has recently undertaken a cluster study on the basis of which they have developed a strategy to attract engineering investment to the region.  (Moravia Silesia is a former coal and steel region fallen on hard times many of whose companies are finding it difficult to compete in the global market place.  FDI attraction is only one element of a complex regeneration programme being coordinated through Czech Invest)

	If the agency targets, how does it target the FDI projects
	Based on FDI flows and trends into Europe combined with an analysis of the countries competitive advantages. It also has a number of key corporate prospects in each market that it tracks.

	Does it have specific criteria to appraise projects
	The main criteria are the size of the investment, the number of jobs to be created and the sector of activity.

	How tailored is the response - is it effectively a unique response for each case?
	The response for strategic prospects such as the recent USD2 billion Peugeot Toyota investment is tailored based on detailed briefings and regular meetings with the prospective investor.  An internal project team prepares the response with input from Property, Projects and Marketing departments plus occasionally external consultants as required.

For smaller investments of at least USD 5 million a project manager is assigned to coordinate the agency’s response to the request, which may also involve incentives in which case the agency helps the client to prepare the application.

For investments of less than USD 5 million this is handled centrally or through the regional offices depending on the nature of the project.

	What regional/Country strengths are promoted to potential investors?
	· Competitive Wage rates combined with good skills – both technical and language

· Central and strategic European location means easy access to key markets

· Plentiful supply of ready to go build industrial property options with good infrastructure

· Good communications – Telecoms, air, road and rail transport

· Presence of many large and successful international corporations

· Strong university base for specialised training and R&D at a fraction of western costs

· Financial incentives package – both fiscal and grant related

	How important is access to skills/labour supply to the product
	Research among investors shows that the combination of good skills, ‘trainability’ plus relatively low wages is a key competitive advantage.


	How important is the local infrastructure - in this instance what comprises infrastructure (roads, transport, buildings, telecommunications etc)?
	· Local infrastructure is important and generally the Czech Republic has a pretty modern Telecoms and Internet infrastructure.  

· International standard office space outside Prague is not so easy to find. Inside Prague pretty good supply.  

· All the big international Real Estate Agents and Developers are present in the Czech Republic.

· In terms of logistics the west of the country is well supplied and around Prague there are several major  international standard logistics Parks with space available



	What financial incentives are available?
	· Tax relief based on size and sector of investment

· Subsidised property (and infrastructure where justified by the size or importance of the investment) for a symbolic price

· Training grants (in selected regions)

· Employment grants (in selected regions)

	Lifestyle issues (including education and schools)
	The issue facing foreign companies is the lack of international schools, which teach in English outside Prague. This has been seen as a barrier to attracting international investors staff with school age children.  The Agency has worked with two large recent investors to help establish international schools in Olomuc (east of the country) and Kolin (west of the country). Both international children and local Czech children attend these schools but lessons are in English.  

The agency also helps potential investors identify appropriate housing for their staff. They have no manual or guide for potential investors families.

	What soft support do the Agencies offer?
	In addition to the above, soft support includes help with Visas and other ad hoc issues.

	Facilities/project management expertise for establishing firms
	Czech Invest have a project department that handles large investment projects.  This involves providing investors with appropriate information about the country and its advantages as a location.  Once the decision to invest has been made projects department coordinates support from other Czech Invest departments and other government ministries to network into appropriate national and local services in particular for employment, training and property provision.

 In addition Czech Invest has established the Association for Foreign Investment (AFI) www.afi.cz   The association consists of approximately 20 international and national service providers (accountants, lawyers, banks, recruitment, real estate etc.) whose services are made available to investors on a commercial basis. AFI also sponsors promotional events with Czech Invest through a tiered sponsoring mechanism that allocates exposure to selected members depending on their contribution.

	Client Handling
	

	Is there a formal process in place for handling enquiries at the National/local level
	Enquiries are logged in a central Database – a goldmine application specially tailored to Czech Invest requirements, which also runs in the international sales offices. Depending on the nature of the enquiry it either remains in Marketing or, when considered “live” moves to Projects and is allocated to one of three divisions for follow up.

	What organisation plays the lead role in identifying/responding to approaches from mobile projects
	Czech Invest takes the lead in identifying and responding to approaches from mobile projects.

	Typically what is the process for sustaining/generating interest from an enquirer
	Quarterly newsletters and calls from international sales offices or projects department staff depending on the location of the enquiry.

	Involvement and engagement of local parties
	

	How do national bodies link with local bodies in specific geographic areas
	Czech Invest have local ‘representatives’ in all the Czech Regions.  These representatives handle local client liaison as well as liaison with municipal or regional authorities where required.  This local liaison is agreed on a case by case basis.

	How does the handover occur from the first point of contact to the local body
	There is no handover.  Czech Invest retains central control over most projects.

	What local bodies typically need to be engaged for a successful location (councils, Enterprise agencies, others)?
	Regional Government, local government, city authorities, local labour offices.  There are no enterprise agencies or RDA’s as we know them in the UK.

	How are handover/communication problems minimised
	See above.

	Good Practice
	

	Reviewing the various elements of the client support process, are there specific aspects of good practice that you would identify in the approach 
	· Excellent web site provides detailed information about the country and reasons to invest.

· Good project management skills means clients receive excellent service tailored to their needs

· Link with private sector service providers
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Czech FDI Stock in Detail
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Appendix 2

Calculation of Impact

Appendix 2

Impact Calculations

Introduction

2.1 The process of mapping expenditure to net impacts is presented in a number of UK Governmental documents, most notably the UK Treasury ‘Green Book’
. When designing our approach and when completing our analysis, we have followed its broad principles. We have depicted the logic of our calculations in Figure A2.1 below.
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2.2 This is the total amount invested by the Public Sector and includes grant aid (Regional Selective Assistance), rent rebates, assistance with consultancy or research and other similar assistance provided. 

Converting gross impacts to net impacts

2.3
Gross impacts comprise predominantly sales and employment.  However, firms may also identify other quantifiable benefits associated with improved value added activities, increased profit or reductions in cost.  All of these gross impacts are captured at interview. 

24 However as described graphically in Figure A2.1, these data must be adjusted to take account of:

· Additionality which is the extent to which a firm would have undertaken an identical activity without public assistance – if the firm brought an action forward in time, enlarged its scale or improved its quality as a result of the assistance, these benefits would have to be taken into account

· Displacement is where the benefits derived were at the expense of other Scottish firms operating in similar markets - displacement is usually high among start-up firms which compete strongly in local markets but tend to be less significant for inward investing firms that are bringing new business to the country and which typically export to markets in which Scots firms have a limited presence

· Multiplier effects are of two kinds – the first relates to enhanced spending power (income) and the second to benefits deriving to suppliers (sales) – where possible we derive sales multipliers from first principles based on feedback from each firm although where this is not possible, we used the most recently published multipliers using Scottish or UK Input Output Tables.  For income multipliers, it is best practice to use standard published income multipliers as data is unreliable at a local level where relatively small samples are involved

2.5
These adjustments are analysed on a case by case basis using the responses of each interviewee. Where firms have indicated a timing benefit, we have assumed an additionality level of 25% per year advanced.

2.6
Our handling of future sales requires explanation.  We asked firms for their informed estimate of future sales at a point three years from the first contact with the Centre.  In our calculations, we have assumed that the firm’s sales growth increases linearly over the three years. For each year we have applied a discount rate of six percent (which is conservative by HM Treasury standards) on these yearly estimates.  The data for future net sales impact is the cumulative benefit over the three year period (Figure A2.2).
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Confidential

5 August 2003

Mr Gary McGrow

Scottish Enterprise Forth Valley

Laurel House

Laurelhill Business Park

STIRLING 

FK7 9JQ

Dear Gary
Evaluation of Inward Investment Activity in Forth Valley

I am pleased to enclose a copy of our final report following the suggested amendments in your email of the 24 July and our subsequent telephone conversation.  There are a number of points to note.

We have adjusted the formatting of the previous version and this should eliminate most of the inappropriate breaks.  We have found before that different systems and set-up parameters in Word lead to it looking good on our machine, but a mess on other’s and vice-versa!  We will submit a hard copy later today of the revised version.

We have not included an appendix of the contact names and firms within the report proper.  The sample was relatively small and the impacts ‘concentrated’ – it is possible to identify the firm making the most significant contribution.   In effect, we could be accused of breaching our confidentiality rules.  We have included this list separately with this letter and would ask that you treat it sensitively.

You asked whether the firm identifying a projected 40% increase in future impact is the same as that accounting for 69% of impact to date.  We can confirm that it is.

We must apologise for the confusion surrounding our reference to multipliers.  We can confirm that we used Scottish Input/Output Tables for our calculations and that the version used was published in the summer of 2002.  Jacqueline was using the UK Input/Output tables on another assignment and incorrectly referenced them here.

I note David’s reference to the role of the Councils’ planning powers but based on feedback from firms, would not necessarily agree with his conclusion.  In certain cases, firms indicated to us that they had to work hard to persuade Councils that their location in the area would be positive.  This suggests that Councils can effectively ‘scupper’ the good work done by SEFV/SDI in attracting the firm to the area through making the planning and associated processes difficult.  We have amended the section to which David referred accordingly.

2

This was a very interesting exercise and we enjoyed undertaking it for SEFV.  I shall give you and Peggy a call in the course of the next couple of weeks to get your views on our approach from the ‘client’ side, looking at what went well and any areas where you feel we could improve.

Many thanks.

Yours sincerely

Donal O’Herlihy

Encs

Evaluation of Inward Investment Impact in Forth Valley

Craig Isdale, Falkirk Council

Paul Ketric, Stirling Council

Ian Smith, Stirling Council 

Maureen Todd Hunter, Clackmannanshire Council

Ann Brodie, Scottish Enterprise Forth Valley 

Colette Filippi, Scottish Enterprise Forth Valley 

Richard Howard, Scottish Enterprise Forth Valley 

Stuart Ogg, Scottish Enterprise Forth Valley 

Alan Jones, Scottish Development International

Mark McMullen, Scottish Development International

Iain Crowther Scottish Development International.

Confidential
Interviewees

1. Eisen Electricity Co Ltd (now New Wave UK Ltd)

Sam Lee

2. Thomas Cook Holdings Ltd

Vivienne Grafton

3. Access UK Ltd.


Graham Robertson

4. Hazell Carr


Eddie McGuire

5. Nutritech UK Ltd


Bill Stewart

6. Mack Technologies Ltd


Jim Daziel

7. Avecia Ltd (now Syngenta)

Bruce Kirkwood

8. The Neverfail Group


Lindsay Gill

9. Scotcol


Colin Hepburn

10. Scottish Power


Susan Donnelly

11. Telecom Service Centre


Phyllis Gaunt

12. Arius 3D (now Kestral 3D)


Jerry Connolly

13. Fior Brands Ltd


Stephen Webb























































Global Connections


Greater digital connectivity


Increase global involvement


A globally attractive location


More people choosing to live and work in Scotland








Growing Business


Greater entrepreneurial Dynamism and creativity


More e-business


Increased commercialisation of research and innovation


Global success in key sectors






























































Learning and Skills


Improve the operation of the labour market


The best start for all young people


Narrow the unemployment gap


Improve demand for high quality in work training








� Operations Division “Inward Investment Proposition Marketing” Board Paper; November 2000


� Forth Valley Economic Assessment April 2002


� Bold entries are where Forth Valley performs better than Scotland


� Operations Division Board Paper “Inward Investment Support Process” August 1999. 


� SEFV Operations Division “Inward Investment Proposition Marketing: Appendix 2 Action Plan” November 2000


� Published Summer 2002


� The multiplier was sourced from the Scottish Input / Output tables (published 2002). It comprised of an average for “special purpose machinery” and “office machinery and computers”. 


� National Training Authority


� Appraisal and Evaluation in Central Government – HMSO
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Fig 2.2 Forth Valley Employment 2001
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Figure A2.1 		Impact Measurement
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Figure A2.2		Future Sales
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Fig 2.1  Forth Valley Population 2001
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Figure 1.1		        Methodology
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