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1.0 
Introduction

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

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

· The efficacy of cluster and industry interventions seeking to improve critical factor inputs.

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

· Broader Scottish Enterprise support and resourcing.

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

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

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

This report has been primarily based on desk review of the individual clusters and industries - collected and collated by Scottish Enterprise and ECOTEC jointly (see Annex 1 for an overview of sources). A total of approximately 17 interviews were then held with appropriate Scottish Enterprise staff, industry representatives, intermediate institutes (see Annex 2 for a list of interviewees). Main findings and conclusions have been tested with independent sector experts and reviewed by relevant Scottish Enterprise stakeholders.

2.0 Position and Development of Financial Services

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

2.1  Industry Definition
The definition of financial services used by Scottish Enterprise broadly reflects the composition of the industry in Scotland.  It covers the following sectors:

· Banking – Scotland’s banking sector undertakes a wide range of business activities including retail and corporate banking, treasury, insurance, actuarial and consultancy services, mortgage activities, investment management and corporate finance.
· Life Insurance & Pensions and General Insurance – Pension fund business is particularly active with all pension products serviced including stakeholder, personal and corporate.  Other services managed from Scotland include annuities, health insurance and investment products such as unit trusts and open-ended investment companies.

· Asset Management & Securities Broking  and Intermediation – This includes asset servicing companies that provide securities servicing, investment accounting, performance measurement, trustee and depositary services and treasury services, in addition to retail fund administration, shareholder services and compliance and client management.  It also includes the management of long-term savings, investment trusts, property funds, private equity funds and hedge funds.

Scotland is the second largest financial centre in the UK. In some sectors such as banking, insurance and fund management, Scotland has a well established presence.  According to figures released in January 2005 by Scottish Financial Enterprise (SFE) Scotland now ranks second to London in the European league table of headquarters locations of the 30 largest banks in Europe, measured by market value.  Scotland is one of the world's major fund management centres with over £300 billion managed directly in Scotland. Scottish-based life assurance companies manage over £640 billion of funds with over £200 billion of these managed directly in Scotland.  In recent years, Scotland has become a major European centre for asset servicing on behalf of fund managers in Scotland, the UK, and other parts of the world. 
Table 2.1 shows the industry's performance from 1998 to 2003 based on key economic indicators. This sector profile is not totally representative of the sector that Scottish Enterprise deals with, nevertheless, it provides an overview of its performance and contribution.

Table 2.1 Key Economic Indicators for Financial Services, 1998 to 2003
	 
	1998
	1999
	2000
	2001
	2002
	2003
	Total Change

1998-2002
	% Change

1998-2002

	Employment (000s)
	 
	 
	 
	 
	 
	 
	 
	 

	Scotland 
	82.9
	86.1
	93.6
	105.1
	106.9
	108.1
	25.2
	30.4%

	UK 
	-
	-
	-
	-
	-
	-
	-
	-

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

	Businesses
	
	
	
	
	
	
	 
	 

	Scotland 
	3690
	3630
	3870
	3800
	3760
	4220
	70.0
	1.9%

	UK 
	-
	-
	-
	-
	-
	-
	-
	-

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

	GVA (£m)
	
	
	
	
	
	
	
	

	Scotland 
	3217
	2898
	3070
	3239
	4703
	-
	1486.0
	46.2%

	UK 
	45211
	40051
	41662
	42705
	61656
	-
	16445.0
	36.4%

	UK (excl)
	23650
	21498
	22387
	23036
	31467
	-
	7817.1
	33.1%


Source: Scottish Executive (IDBR); ONS (Regional Accounts)

The key aspects of the industry's performance are:

· In Scotland, employment in financial services expanded by 30.4% between 1998 and 2002. The numbed of financial services companies in Scotland rose by 1.9% over the same period.  

· GVA growth in the Scottish financial services industry outstripped that for the UK. GVA grew by 46.2% between 1998 and 2002 compared with 36.4% for the UK and 33.1% for the UK excluding London.

Employment in financial services is concentrated in Edinburgh and Glasgow.  The three large Scottish-headquartered Groups (HBOS, Royal Bank of Scotland and Standard Life) which dominate employment in financial services are located in Edinburgh. Edinburgh accounts for over half of financial services jobs. Glasgow accounts for over a quarter of financial services jobs. Clydesdale bank is headquartered there, as are Britannia Building Society and the abbey Group, (incorporating the former brands of Scottish Provident and Scottish Mutual)
. 
Financial services companies are well represented in other parts of Scotland.  The Forth Valley area has a number of financial services companies located, mainly centred around Stirling. 
These include Prudential, Bermuda Systems and Hazel Carr, as well as a number of smaller call centre type operations. Tayside has a number of companies located within the area which are directly related to the financial services. These include HBoS, Norwich Union and Alliance Trust. Grampian has a number of financial services companies including Aberdeen Asset Management and Accenture, as well as a number of accountancy and insurance companies. The southern area of Fife has a number of established occupiers in terms of the financial services sector. Companies such as Dunfermline Building Society, HBoS, RBS and Intelligent Finance have facilities there
.
2.2 Industry Trends and Changes

The key event in the last twenty years was the de-regulation of the stock market (the ’Big Bang’) in 1986. Since then a range of factors drove growth in the industry. These included:

· Outsourcing – the outsourcing of non–core activities such as IT functions, administration and business processes has been a major trend. This has led to job losses in the financial services industry but a growth in support services. Outsourcing has also meant that certain activities did not need to be located at a specific financial centre, which has created strong opportunities for Scotland. In recent years, there has been a trend towards outsourcing these activities overseas in lower cost countries. This has affected administration, processing and IT. This has undoubtedly led to a loss of jobs from Scotland; however, the net impact of outsourcing has had a positive impact on employment.

· Mergers and consolidations: Reforms to the regulatory framework have removed some constraints on mergers and acquisitions. A direct consequence of this reform was an increase in mergers and consolidations, which led to a reduction in the number of banks and insurance companies, and a growth in the number of foreign banks in the UK. For Scotland, this has produced job losses in some parts of the financial services industry, but it has also led to job creation among companies headquartered here.
· Macroeconomic: The macroeconomic context for the financial services is very important because of the industry links across all sectors of the economy - business, consumers and government. The period saw a general improvement in economic growth to the point where it was above trend. This strong economic growth meant that over the period the demand for financial services increased significantly.

· Information and Communication Technology. The growth in ICT usage by financial service firms enabled the industry to make significant changes to the way it operated. This was particularly evident in retail banking and led to a growth in the growth call centres and internet accessed services. Both of which produced significant cost saving for companies. These new ways of working saw both jobs losses and gains for Scotland. Overall the net impact has been positive.
These drivers had varying impacts on the financial services industry over the period.
The period between 1993 and 1997 was one which saw important changes in the industry in the UK. General economic conditions were improving after the pound had been forced out of the Exchange Rate mechanism (ERM).  Key indicators of economic performance were improving. The housing market was emerging from the doldrums, and inflation and unemployment were falling. These favourable economic conditions helped the stock market record annual growth of around 12% over the period, and to boost activity and employment in financial services.
In this period, there were major changes in how the financial services industry operated.  The use of computerisation increased. This affected relationships with customers as ATMs became more widespread, and changed the way the industry operated internally as increasing computerisation of back office operations led to job losses and the decentralisation of these activities from large financial centres such as London.  Call centres were also being introduced as part of this process and some limited outsourcing. This had a positive impact on financial centres such as Scotland which had a cost advantage over London.
De-regulation of financial services acted as a spur to consolidation among the more established companies.  Mutual organisations were also merging and in some instances de-mutualising.  This led to reduction in employment as companies sought to achieve cost savings from the mergers.

Over the next 3 years (1998-2000), the economic conditions became very favourable which helped to boost the financial services industry. In the financial services industry there were a number of key trends. Outsourcing continued and call centres became more widespread. This was generally beneficial for the industry in Scotland, although some of these activities were moved abroad.  Falling profit margins in financial services maintained the trend towards consolidation. In Scotland, the RBS outbid the Bank of Scotland for NatWest, and Scottish Widows and Lloyds combined. Employment losses followed these mergers. 
Over the last 5 years (2001-2005), despite strong economic conditions, the stock market fell by almost 50%, affected by the slump in the technology shares and the fallout over the Gulf war and concerns about terrorism. Significant jobs cuts were made as a result of the drop in financial services activity and the loss of confidence, although these losses mainly fell in London and other UK financial centres were largely unaffected.
Companies refocused their activities in a number of ways. Outsourcing took on a new dimension and increasingly began to move overseas. Consolidation continued.  The merger of Halifax and B.O.S created HBOS, which was the largest of these. The widespread use of the internet led to a growth in internet banks. 

2.2.1 Opportunities and Threats for Scotland

As a consequence of the key changes to the industry a number of opportunities and threats emerged for Scotland. The key opportunities for Scotland were:
· The trend towards outsourcing in financial services provided an opportunity for a growth in financial services in Scotland.

· The increasing use of technology eliminated the need to co-locate back- and front-office functions. This provides an opportunity for Scotland to compete with larger financial locations such as London on factors such cost, and life style.

· As a result of mergers, financial services companies headquartered in Scotland sought to expand their operations which boosted employment.

· Centralisation of procurement among larger financial services companies provided opportunities for Scottish SMEs, especially among financial services companies headquartered in Scotland.

· Scotland’s reputation as a financial services centre gave it an advantage in securing inward investment from financial services companies. The skills of the Scottish workforce and the financial services workforce formed an important factor of this offer. 

· There were growth opportunities in parts of the sector such as fund management, marketing, asset servicing and mortgage services but threats from increasing legislation and the acquisition of Scottish life companies by UK companies.
At the same time, these trends provided threats to the industry in Scotland:
· Outsourcing also included an element of offshoring which meant that some financial services jobs were lost to Scotland. 

· Mergers and acquisitions led to job losses in some Scottish financial services companies.

· Centralisation of procurement among large financial services companies meant that opportunities were lost to Scottish firms.

· Recruitment problems limited companies’ ability to expand and had the potential to reduce Scotland’s attractiveness as a financial services location.

· The closure of bank branches also posed a threat to employment in the retail side.
· Increased competition from other financial centres in the UK and abroad was a threat to the industry in Scotland, either from the loss of firms from its current business base, or the loss of potential inward investors.
· Loss of jobs through the automation of some financial services processes.

· Most financial services companies in Scotland are not Scottish owned which meant that decision making on location of company was influenced by UK or global criteria.

3.0 Intervention Rationale and Evolution of Approach

3.1 Initial Rationale

Scottish Enterprise's industry level approach to financial services began in 1997 after financial services companies approached Scottish Enterprise for support with recruitment. Strong growth in the sector had made recruitment more difficult and Scottish Enterprise quickly recognised that this was a problem across the industry and devised a set of actions to address these needs. Subsequently, Scottish Enterprise realised that they needed a better understanding of the industry and commissioned a study on the industry from the Fraser of Allander Institute


. This report and a set of consultations with mainly HR representatives formed the basis for the first industry action plan in 2001. This was a joint venture between Scottish Enterprise, the Scottish Executive and SFE (Scottish Financial Enterprise)
 and signalled Scottish Enterprise’s formal involvement with the industry.

The basic rationale for Scottish Enterprise’s support of the financial services industry has remained unchanged since the first action plan.  Although this rationale has developed over time as Scottish Enterprise’s understanding of the industry has grown. The resulting increasing awareness and recognition of the needs of the industry have reinforced the basis for Scottish Enterprise's involvement. Over time, a number of factors have informed Scottish Enterprise’s increasing involvement in the sector. These included:

· Quantification of the important part that financial services plays in the Scottish economy. The Fraser of Allander report presented Scottish Enterprise with a clear understanding of the industry’s economic contribution to the Scottish Economy, which until then had not been quantified. Recent estimates indicate that the industry contributes significantly to GDP, (estimated at £5 billion in 2003) and employs over 108,000 people directly, (accounting for 9.3% of total employment - see table 2.1).

· Growth potential of financial services. Prospects for the financial services indicated that the sector would outperform the overall economy, which implied that its significance to the Scottish economy would increase. Growth in the financial services has outpaced that of the average for the economy – in the last five years, financial services in Scotland grew by 36.5%, compared with growth of 9.5% in the overall Scottish economy
.

· Changing attitudes among financial service companies, which now sought public sector support in key areas. 

· Competition position. Labour supply issues were perceived both by industry and Scottish Enterprise as a threat to the competitive position of the industry.  Latterly, SE intervention has also been influenced by the recognition that financial services companies are relatively mobile and very cost sensitive.  Therefore, another factor that also underpins SE rationale for involvement in the industry is the need to provide a supportive environment that encourages firms to stay and attracts others to Scotland. 

3.2 Evolution of Approach

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

· The Early Years (1991-1997): Between 1991 and 1996, Scottish Enterprise's activities relating to financial services were focused at company level. There was no industry level support to the financial services industry. 
· Strategy and Action Planning (1998-2000): Fraser of Allander Institute report on the contribution of the industry to the Scottish economy was delivered in 2000. In the same year, SEEL was given responsibility for Scottish Enterprise’s financial services activities.  Scottish Enterprise’s soundings of the industry indicated that the industry wanted an action plan rather than a strategy.

· Implementation & delivery (2001-2004): Building on the Fraser of Allander report and following industry consultations, Scottish Enterprise launched the first action plan for the industry in 2001, which was revised in 2003. 
3.3 Strategic Aims 

The overarching aim of Scottish Enterprise’s strategy was to address issues that threaten to hold back future growth in the industry and adversely affect Scotland’s competitiveness. To achieve this, specific objectives were to
:

· Ensure an adequate pipeline of appropriately skilled people to support the growth, increased complexity and competitiveness of the sector.
· Ensure adequate provision of strategic property locations for the full range of functional requirements.
· Maximise e-business innovation in Financial Services companies and their supply networks

· Influence the development of transport policy to address issues of workforce mobility and global connectivity.
· Ensure opportunities are maximised to attract new investment and retain and grow existing investment.
· Provide clarity of roles within the public sector to Financial Services companies.

3.4 Main Findings

The main findings on the strategic rationale are:
· Scottish Enterprise’s initial rationale for intervention was around people and skills. This theme remains a key element of their support to the industry. This was an appropriate response to the circumstances because financial services companies were experiencing difficulty with recruitment. 
· The broadening of support to the industry to promote inward investment and the retention of existing companies was also an appropriate response and reflects the mobile nature of the industry.

· Other Scottish Enterprise initiatives, such as transport, property and general public support to the industry, were focused on maintaining and promoting Scotland's competitive position. These partially addressed concerns around losing business to other financial centres.
4.0 Inputs, Support and Resourcing
The aim of this section is to review the resources available to the cluster team in support of the financial services industry.

4.1 Financial Resources 

The financial services team operates with a limited budget. Expenditure by the financial services team peaked at £636,000 in 2001/02, and averaged around £500,000 over the last three years.

Financial resources have mainly been focused on the people and skills element of the strategy. In the early years, a large part of the budget was spent on commissioning research, this reflected Scottish Enterprise’s need to develop a greater understanding of the industry. More recently, it has been spent more directly on projects aimed at addressing the main elements of its strategy. There has also been some capacity building through the sponsorship of the Scottish Investment Operations (SIO).
Scottish Enterprise is also able to use other mainstream programmes such as Modern Apprenticeships and Skill seekers to support their activities. Therefore, public sector expenditure directed at the industry is larger than that of the financial services team. For instance, national programme expenditure of £834,000 in 2004-05 supported the training of 400 individuals from financial services companies.
4.2 Team Structure & Organisation
The development of the most recent financial services strategy has seen the most significant change to the governance structure regarding strategy development. Development of the new strategy was led by the Financial Services Strategy Group (FSSG), comprising senior business leaders from across the industry; Scottish Executive; Scottish Enterprise and trade unions. In recognition of the important role that the SE Financial Services team plays, and as the senior officer responsible for the SE Financial Services team, Jim McFarlane, CEO, SE Edinburgh and Lothian represented the SE Network on the FSSG. Jon Moore, Team Leader participated in the Working Group supporting the FSSG. 

Following publication of the strategy in March 2005, a new Financial Services Advisory Board (FiSAB) has replaced FSSG and has ownership for the Strategy and its delivery. An implementation group (FiSIG) has also been formed to take responsibility for the implementation of the strategy.  Both these groups comprise representation from the industry, the Scottish Executive and Scottish Enterprise. Jim McFarlane and Martin Togneri (SDI) represent the Network on FiSAB and Jon Moore and Danny Cusick (SDI) represent the Network on FiSIG.  

The important role of the SE Financial Services team is identified in the new Strategy and also in the first year Implementation Plan developed by the FSSG to accompany the launch of the Strategy. The priorities in the new Strategy and accompanying Implementation Plan reflect the same priorities as the earlier Action Plans, reaffirming the robustness of the consultative process and the relevance of the Scottish Enterprise approach.
4.3 Staffing

4.3.1 Team Size and Composition

The Scottish Enterprise’s Financial Services team started with 4.5 full time equivalents (FTEs) in 2001. For 2003, a student placement was added to the team. The team was reduced to 3.5 FTEs in April 2005 when a staff member left the team to move to another priority within SEEL.

The financial services team has been fortunate in being able to retain a number of core staff. Although the original team leader left their post in November 2002 and was replaced in May 2003. There does not appear to have been much disruption as a consequence of this change, in part due to the continuity of team membership over the transition period. This has allowed the team to retain a high level of industry knowledge and maintain contacts within financial services companies.

4.3.2 Staff Skills

During the course of the evaluation, a key theme that emerged from the interviews was the performance of the team. There are a number of aspects that have influenced the team’s performance that was directly commented upon. These included:

· Understanding of the industry - The team’s understanding of the key issues facing the industry was identified as important. In the view of those interviewed, this knowledge allowed the team to appreciate the needs of the industry and to develop successful initiatives to meet these needs. 
· Relationship-building/networking skills - The findings from the consultations indicate that the industry attaches a great deal of value to their relationship with the team. These skills have been important for developing a dialogue with the industry and have secured support and engagement from financial services companies.

Importantly, these attributes has given the team credibility with financial services companies. 

4.4 Main Findings

The key findings are:

· The findings from the consultations indicate that the team’s financial resources are adequate to deliver Scottish Enterprise’s aims and the activities sought by the industry. A key focus of Scottish Enterprise’s activity and therefore expenditure has been on people and skills, the attraction and retention of mobile investment, and developing supply network capabilities. As for the other aims contained in the action plan, the team’s role is more one of influencing and informing, and as such resources are also sufficient.

· The financial services team’s skills have been an essential element in delivering successful industry support. Key attributes include understanding of the industry, and relationship and network building. These have helped build the team’s credibility with industry which has encouraged engagement and buy in, without which the aims of the strategy could not be achieved.   

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

5.1 Activities and Interventions

5.1.1 Overview

SE activities have changed slightly over the course of its involvement with the industry. In the first Action Plan, activities and interventions were listed around 5 themes: People and skills; Property; e-business; FDI; Infrastructure; and in the second Action Plan a sixth theme was added around co-ordination and clarity of public sector activity with the industry. The latter was in response to comments raised by companies during the consultation for the second action plan. The primary role of Scottish Enterprise has involved the following key direct activities:

· People & Skills - A key focus of activity has been around people and skills. This has involved preparing new entrants to the industry, through training the unemployed and other socially disadvantaged people for jobs within it, tailoring a higher level course (MSc in IT and Finance) to allow graduates to have a better understanding of the sector; and lastly around advice and guidance. This last area is focused on the education of both young people and their educators to enhance their perception of the sector and the provision of tailored careers guidance. This has been done through initiatives such as Stock Market Challenge, Money Detective, Financial Tours, FSC4U - the financial services careers website, Finance Matters and e-mentoring.
· Initially action around FDI was focused on developing a marketing strategy for FDI. Once this was in place, action was focused on targeting firms wishing to develop international markets and the development of documentation that would highlight the benefits of locating in Scotland. In practice this has meant close collaboration with colleagues in SDI.

· For co-ordinated public sector response, Scottish Enterprise’s was to have assumed a facilitating role between the industry and other public sector agencies. This role has now been superseded by the new strategy which includes the Scottish Executive in a more strategic role with the financial services.

There were others areas where Scottish Enterprise did not always have the primary role or where no role was required: 

· Property: despite early concerns of potential property shortages, which were partly addressed through new commercial property developments and a reduced growth in new demand for property. Scottish Enterprise’s role became one of monitoring the property markets to identify any issues. 
· Around e-business, it was recognised that ICT is extremely well embedded in the sector. Therefore an action from the first strategy was to complete a mapping exercise jointly with the sector to try to identify areas that may require public support. Based on its findings, the second action plan indicated that e-business would be monitored to ensure that future needs are met. It was recognised that the financial services supply chain could be strengthened and consequently some initiatives around e-business supply chain were commissioned. A series of supply chain workshops were organised involving Heads of Procurement out of which a number of companies were referred on to LEC e-business advisors for 1:1 support through Account Management.
· For infrastructure such as transport, other agencies had primary responsibility for delivering infrastructure projects. These bodies, especially the Scottish Executive, had commissioned studies assessing future transport options. The second strategy indicated that constraints placed on the financial services industry were negatively affecting the industry’s competitiveness. Scottish Enterprise’s role was to lobby those organisations such as the Scottish Executive that did have such a role. 

Appropriately, the main focus of Scottish Enterprise’s actions was on skills and the workforce. This was partly because the initial set of consultations was with HR functions of financial services firms, but more importantly it also reflected the industry's main concern at the time.  Scottish Enterprise did not take any significant action to address issues regarding property and e-business. In both instances, commissioned research indicted that industry had not encountered any problems with either of these. In these circumstances, Scottish Enterprise’s decision to keep a watching brief was appropriate. Regarding infrastructure, Scottish Enterprise's approach to infrastructure was to communicate the concerns of industry to those public agencies responsible. Again this response was appropriate. 

A second set of consultation with industry conducted as part of the development of the second strategy confirmed the validity of Scottish Enterprise’s actions and reconfirmed these for the second strategy. 
Scottish Enterprise’s development of initiatives has drawn on good practice used elsewhere in the network. The e-mentoring initiative is based on an American scheme, which was first introduced into the electronics sector in Scotland by Scottish Enterprise. The 'Skills Pipeline' project is another example of the financial services team’s adoption of good practices used elsewhere in the SE network. This project was adapted from the 'Talking Jobs' projects developed by SE Glasgow and SE Forth Valley, which developed these initiatives for their contact centre industries. The financial services team adapted them to meet the needs of financial services employers. 

The quality of the implementation can be best assessed though the feedback from the consultations with industry representatives. The initiatives were generally viewed as very successful. The high level of support that the industry has given to various initiatives provides an additional indication of its satisfaction with Scottish Enterprise's initiatives.  

5.2 Outputs and Results

Over the last four years, Scottish Enterprise has delivered a number of outputs: these include:

· People & Skills: There have been a range of initiatives aimed at making it easier for financial services companies to recruit people. These include over 3,000 people trained in financial services disciplines to help fill recruitment demands; e-mentoring programme introduced to schools and taken up by 250 pupils, promoting career opportunities in the sector; development of Financial Matters a financial citizenship quiz – used by 8,000 pupils across 300 schools in Scotland; the development of a careers information website (fsc4u.com) targeting schools, incorporating case studies and receiving 3,300 hits per month;  and the establishment, with the support of SE Edinburgh and Lothian, of Scottish Investment Operations (SIO) with a membership of 18 companies to raise the profile of the investment operation sector and promote the career opportunities this sector offers.  In addition 16 tours have been arranged for 400 career and job advisers in Careers Scotland and Job Centre Plus, involving 40 companies. Theses are designed to improve the perception and understanding of opportunities within the industry amongst those that influence job/career choice.
· FDI initiatives have produced a number of achievements. Attraction of 11 major Financial Services inward investment projects including Morgan Stanley, Esure, Goldfish, State Street and Intelligent Finance, creating 3,660 new jobs and safeguarding a further 1,090 jobs; prioritisation of Financial Services to be Scottish Development International’s top priority for inward investment lead generation activity; and the establishment of SIO to raise the profile of the investment operation sector.

· There have been notable property achievements including the development of Waterfront Edinburgh and South Fife as significant locations for future Financial Services investment, and the £300m International Financial Services District launched in Glasgow. Regular reviews of the Scottish property market as it relates to the financial services industry have been initiated to maintain a ‘barometer’ of supply and demand of property for the industry. The reviews also provide a profile of any changing requirements and reconfiguration of property portfolios driven by business cycles. Moreover the regular analysis also highlights any significant location related issues, e.g. transport links that are perceived as impediments to growth in Scotland.  These reviews have prompted the Development Solutions team at SEEL to consider the future needs of the industry when planning city centre redevelopment requirements with partners.

· e-business: An initial investigation into the supply network supporting the financial services industry in Scotland was completed in January 2002. The work provided the first high level map, understanding and awareness of the supply and procurement trends within the industry. Moreover strengths, weaknesses and both supplier and buyer perceptions were also highlighted in the study output. This study served as a foundation for engaging with the industry, jointly designing and delivering a series of themed events brining the industry and existing and potential suppliers together to understand cost control pressures, procurement trends, buyer expectations and supply management practice. Initially pilot events were run promoting e-procurement trends within financial services, a follow on theme ‘the reality of supplying financial services’ was delivered in response to industry and supplier feedback. Over 75 Scottish companies supplying a range of products and services have taken part in the series which include post event follow-up and strategic dialogue on a one to one basis with participating companies. The success from both financial services, and supply company viewpoints has maintained the momentum for continuing the themed events using the same industry driven and collaborative approach, input and delivery format. 

The achievements listed above underline the emphasis that is placed on the people and skills, and to a lesser extent the FDI aspects of the strategy. It also highlights that themes such as infrastructure and e-business are not a significant part of Scottish Enterprise’s activities. Therefore it seems that the change in governance structures that has taken place with the new strategy was important in order to achieve these aims. This would also apply to coordinating the public sector response, which is now more easily implemented with the implementation and delivery framework for the new strategy. 

5.3 Main Findings

· Scottish Enterprise’s key focus of activities on people and skills, and on FDI maps consistently to its strategic objectives. The output from these activities was directly relevant and therefore appropriate for the delivery of these objectives. For instance, skills training directly relate to the skills and people theme, and the output, trained people, helps address recruitment problems. 

· The financial services team have adopted good practice used elsewhere in the network; however, this has been quite limited. The e-mentoring programme and skills pipeline are examples that we have identified. 

· Scottish Enterprise has been a key driver of these initiatives. Although companies have been willing to provide resources especially human resources, the financial services team have provided a key organisational and co-ordination role.
6.0 Outcomes and Impacts
This section describes the main outcomes and impacts that arise from Scottish Enterprise’s activities in financial services. It also sets these against the overall aims of Scottish Enterprise’s strategy.

6.1 Outcomes

Scottish Enterprise’s involvement with the industry has served to produce a number of outcomes. One of the key outcomes has been the use of initiatives to tackle the problems associated with recruitment. As a result there have been a large number of people trained for financial service careers and projects have been delivered that attempt to improve the skills pipeline by changing the perception of the industry among school leaver and key influencers. 

One factor influencing location decisions of financial services companies is the level of public support. Therefore Scottish Enterprise and broader public support for the industry has also helped to improve the attractiveness of Scotland to inward investors and to retain and expand existing financial services companies. 

The new strategy for the industry like the previous action plans identifies infrastructure as a key threat to the industry. The main difference with this strategy is that the Scottish Executive has assumed a greater role in its delivery. Among some companies interviewed as part of this study, this has given confidence that solution will be delivered by agencies with the responsibility for this area.
Another key outcome of Scottish Enterprise's work is that it links financial services companies with other public sector agencies. Through the consultations it was revealed that for some companies working with Scottish Enterprise has allowed then to build links with other public sector agencies. 

There have been some recent workshops aimed at strengthening the supply chain of the financial services industry – it is relatively early to judge the success of these but they have served as a useful starting point for this important area.
6.2 Impacts

When examining the possible broader impacts of Scottish Enterprise on the industry it is helpful to remind ourselves of the scale of the industry in Scotland and the key trends influencing it. Financial services companies employ over 108,000 directly with up to another 100,000 indirectly and contribute an estimated £5 billion to the Scottish economy every year
. In comparison the financial services team’s annual budget is around £0.5 million – a fraction of the sector’s overall economic contribution. As a result of Scottish Enterprise's ability to draw on national programmes which are relevant to the industry and due to some of its activities being focused on large and well resourced companies, this budget is sufficient to impact on a number of areas.
The key trends that have influenced the financial services industry over the last few years are a reduction in profit margins, the increased use of automation and external service providers, globalisation and consolidation, greater competition especially from new entrants and increase consumer power. Scottish Enterprise’s has no ability to influence any of these key drivers directly but can influence decisions made in response to these drivers.
Yet Scottish Enterprise involvement has produced some notable impacts that might not have occurred without their presence, and which certainly would not have happened as quickly or to the scale that they have happened.  The new financial services strategy is a prime example. The strategy has been developed between industry representatives, Scottish Enterprise, Scottish Financial Enterprise and the Scottish Executive. Based on the views from the consultations, Scottish Enterprise’s early engagement with industry has helped deliver this strategy more quickly than would have been the case. Another example has been recent inward investment successes such as the Bank of New York or Melon EFS, which came from joint working between the financial services team and SDI. These and similar FDI investments have created 3,660 new jobs and safeguarded a further 1,090 jobs. The extent to which these would have happened without Scottish Enterprise's involvement is difficult to establish. Public sector support is one of a number of factors that influence location decisions and as Scottish Enterprise has been an important driving force behind public support for the industry, it implies that it has been a key influence on these investment decisions.
6.3 Monitoring and Evaluation
Scottish Enterprise has conducted a limited evaluation of its activities. An evaluation was conducted of a pilot e-mentoring initiative, which led to it being rolled out nationally.  The full initiative was evaluated in 2003. A key recommendation was to expand the programme to the higher education sector, which has been acted on. An independent evaluation has also been done for the MSc in IT and Financial Services.

The team’s piloting of new projects can also be seen as the use of good practice and a key element of self-evaluation. Self evaluation of individual project also happens on a limited basis for the financial services tours and Finance Matters.  

The SE teams monitoring of its outputs is recorded in KMIS but there is no formal process for collecting the information. The monitoring of its impact has been addressed in the new financial strategy along with the desire to create industry specific metrics.

6.4 Main Findings

· A key focus of Scottish Enterprise’s support of the industry has been around people and skills. The results show that this has been accomplished. Initiatives have helped train people for financial services jobs and the awareness of the financial services industry as a career destination has also helped. This has also helped in terms of Scotland’s offer to inward investors. A key impact from these activities has been the successful attraction of inward investment and the creation or safeguarding of jobs.

· No results or impacts have been identified through activities related to other themes, though this is a result of SE’s measurement system.

· It is difficult to identify what would not have happened without SE involvement, but we can make some valid observations on the basis of the interview data. These are based on Scottish Enterprise's ability to influence and shape the business environment through activities such as those focused on people and skill. There was a consensus that the work of the financial services team had helped improve the attractiveness of Scotland as a location, which has produced inward investment successes. The knowledge and expertise of the team had also helped Scottish Development International (SDI) to provide a more focused offer to inward investors. It has also demonstrated to inward investors that public sector support is available to them should they locate in Scotland. This is increasingly significant for Scotland as it faces intense competition from other locations. There are two examples cited where this approach has paid dividends – Bank of New York and Melon EFS. 

7.0 Conclusions and Learning Points

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

7.1 Conclusions

The main conclusions to emerge from the study are:

· The activities of the financial services team have been adequately funded; however, it is likely that additional funding would help to secure greater benefit for the Scottish economy. Given the size of the industry in Scotland, it could be argued that more resources should be directed by Scottish Enterprise at the industry; however, this has to be balanced against its needs.  The new strategy and implementation plan provide a framework for doing so.
· The significant contribution of financial services to the Scottish economy justifies the involvement of the public sector. If the sector keeps growing at a similar level to what it has done in the past, then it would justify a greater level of public support.

· The skills set of the team is a key element of the successful delivery and implementation. Without credibility, the team would have found it difficult to engage with the industry and secure buy-in.

· There does not seem to any structured process for formally sharing good practice among cluster and priority industries. There are some instances where the financial services team have adopted good practices used elsewhere in the network. 

· The financial services team has been very successful at involving financial services companies in the design and delivery of their initiatives. This has greatly enhanced its effectiveness.

7.2 Future Research 

There are a few areas which would benefit from further investigation, including: 

· A greater use of evaluations to assess the impact of Scottish Enterprise activities.
· Following on from the recent supply chain initiatives – identifying ways to assist Scottish companies in accessing the financial services supply chain.
This evaluation has been based on a limited amount of interviews and a review of key documents and information associated with the cluster. The input of a sector expert was also used to inform the study. This therefore was not a full evaluation of the cluster, its activities and its impacts. A full evaluation would need to draw on a wider body of information which include:

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

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

· An assessment of the impact of the cluster activities on industry GVA and sales.
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� Financial Services Sector, Property Review Update, Jones Lang LaSalle, 2004


� Scottish Financial Services Industry by Fraser of Allander Institute 2000
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� Financial Services Action Plan Phase 2, Scottish Enterprise.
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