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

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

· 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). Nine interviews were then held with industry representatives, public bodies and appropriate Scottish Enterprise staff (see Annex 2 for a list of interviewees). Main findings and conclusions have been tested with independent sector experts and reviewed by relevant Scottish Enterprise stakeholders. 

2.0 Position and Development of the Shipbuilding Industry

2.1 Industry Description

In this introductory section the industry in Scotland is defined, and the scope and scale of current activity is described.  In particular, it should be noted that the industry, as defined by Scottish Enterprise, is not limited to shipbuilding and has three main industry sub-sectors:

· Shipbuilding, ship repair and refit of naval ships

· General boat-building and repair

· Marine equipment, engineering and related technologies

A global description of the shipbuilding industry encompasses the manufacture, repair and operational activities for merchant and naval ships, including the equipment and services supply chain.  With the increasing scale of the vessels concerned, the ship definition can be extended to include workboats and leisure craft.  The growing market for superyachts brings private vessels very much into the scale of the ship.

There are strong links with the offshore industry with its large marine structures, the construction of which require similar skills, technologies and resources. 

The table overleaf summarises data based on SIC codes 3511 (Building and repair of ships), and 3512 (Building and repairing of pleasure and sporting boats). This information therefore may not encompass any additional activities included in the Scottish Enterprise definition of "marine industries" (in particular the supply of marine equipment). 

Table 2.1  Summary SIC data for shipbuilding (3511 and 3512)

	
	
	1998
	1999
	2000
	2001
	2002
	2003

	
	
	
	
	
	
	
	

	Employment (000s)
	Scotland
	9.4
	9.1
	8.6
	7.3
	6.2
	5.4

	
	UK
	42.0
	40.0
	35.0
	37.0
	35.0
	32.0


	
	UK (excl
)
	34.8
	33.0
	28.1
	30.9
	28.6
	27.1

	Businesses
	Scotland
	176
	171
	154
	146
	146
	140

	
	UK
	1520
	1843
	1645
	1543
	1531
	1463

	
	UK (excl)
	1040
	1301
	1151
	1090
	1053
	992

	Turnover (£m)
	Scotland
	806
	751
	444
	518
	429
	-

	
	UK
	3593
	3341
	2481
	2685
	2526
	2492

	
	UK (excl)
	-
	-
	-
	2226
	-
	-

	GVA (£m)
	Scotland
	334
	273
	188
	187
	170
	-

	
	UK
	1359
	1841
	994
	1170
	970
	1025

	
	UK (excl)
	-
	-
	629
	962
	742
	-

	Cap Expenditure (£m)
	Scotland
	13
	17
	10
	12
	9
	-

	
	UK
	49
	59
	56
	83
	109
	79

	
	UK (excl)
	-
	-
	-
	-
	-
	-

	Exports (£m)
	Scotland
	
	
	
	
	
	

	
	UK
	728
	787
	683
	573
	619
	740

	
	UK (excl)
	
	
	
	
	
	


Source: ONS/Scottish Executive (ABI); HM Revenue & Customs

The main points to note from this data are:

· Employment has declined continuously - the most severe decreases were during the period 2000-2002. 

· Scotland's share of UK shipbuilding employment fell from a high of 25% in 2000 to 17% in 2003.

· Similarly, turnover, GVA and capital expenditure show continuous decline both in absolute terms and as a share of the UK totals. 

· Compared with the UK as a whole, capital expenditure in Scotland fell particularly severely after 2000. 

· There appear to be fewer businesses employing more workers in Scotland than in the UK as a whole (17% of workers, but less than 10% of businesses in 2003). 

· In 2003 UK shipbuilding exports recovered to a position comparable to 1998.

The shipbuilding and repair industry in Scotland is mature. It represented a significant part of the Scottish economy from the mid-19th Century until the 1960s. However, there has been a steady decline over the last thirty years. Whereas in the past customers were naval and merchant, major capacity is now confined to naval ships alone. Public sector intervention in the industry has been largely aimed at stemming closures and redundancies. 

Strategic industrial capability in Scotland lies in naval shipbuilding. There are two large companies in this business, both UK-owned:

· BAE Systems Naval Ships which has two ship yards on the Clyde at Glasgow – Scotstoun and Govan, employing some 2,300 people. 

· Babcock Engineering Services, which is based at Rosyth in Fife, employing some 1,800 people. Babcock Naval Services employs another 1,500 people at the Clyde Submarine Base at Faslane.

Ferguson Shipbuilders, at Port Glasgow on the Clyde, builds smaller-sized, specialist commercial vessels (such as ferries and dredgers) and employs some 225 people. 

There are also a number of boat-building and repair yards and dry-dock facilities. Scottish

Enterprise has used data from Dun and Bradstreet to indicate the number of firms 

engaged in this type of activity at about 100. However, the main examples are:

· 
River Dee Shiprepairers (Aberdeen)

· 
Buckie Shipyard Ltd

· 
MacDuff Shipyards

· 
Garvel Drydock on the Forth

Manufacturers of marine equipment for both naval and civilian markets (for example Rolls Royce Marine in Fife), taken together with smaller companies further down the supply, chain may number some 300 firms (again, a Scottish Enterprise estimate based on Dun and Bradstreet data). This would include suppliers of electrical components, civil engineering, steel fabrication, sheet metal working, metal parts, pipes, pumps and fitters. 

2.2 Industry Trends and Changes

Merchant orders are experiencing a period of growth (driven by expansion of the Chinese economy), which offers opportunities to Scottish suppliers of marine equipment. Since there is no longer any large-scale indigenous merchant shipbuilding capacity, taking advantage of this demand means supplying products and services to yards outwith Scotland. This trend should also reduce competition from merchant yards outside Scotland to build unarmed naval auxiliary vessels.

Western European shipbuilders cannot compete globally on costs (in particular labour and steel), but can through advanced technologies.  Investment in Research, Development and Innovation is key.  R&D is a complex area for shipbuilders, because of the nature of the business: technologies often need to be developed before contracts are signed, leading to a level of financial insecurity – the report LeaderSHIP 2015: defining the future of the European shipbuilding and repair industry (2003) notes that, “an increasing number of European shipbuilders operate in and depend on high tech market niches, requiring continuously growing investments in R&D in order to maintain the leadership position held today.”
In terms of naval ships, exemptions to EU procurement rules allow Member States to limit tendering to domestic firms. This may change, but is unlikely to do so in the short and medium term. 

The withdrawal of BAE systems from merchant shipbuilding, following its takeover of the Govan shipyard, left Scotland with significant naval shipbuilding capacity together with small-scale specialist commercial capacity with Ferguson at Port Glasgow. The combination of the two upper Clyde yards under BAE Naval Ships has allowed some rationalisation and investment (for example, steel-work is concentrated at Govan and can be transferred across the river to the Scotstoun site, increasing the ability to construct more than one vessel at a time). 

The transfer of the construction of six Type 45 destroyers for the Royal Navy, as a result of delays in the Astute submarine-building programme at Barrow-in Furness (where it was intended these ships would be built), provides a base load of work for the two Clyde yards up to 2013. However, design work on these has been completed and activity will start to wind down when steel work is completed in 2009. This contract has also allowed £30 million of investment in the Clyde yards. 

BAE Naval Ships is also currently contracted to build two of a series of four LSD(A) – Landing Ship Dock Auxiliary – vessels. These ships are to transport troops, stores, equipment and vehicles world-wide and are therefore akin to mainstream merchant vessels. The lead yard and builder of the other two ships is Swan Hunter (Tyneside) Ltd. Both BAE ships have now been launched. 
The other main industry player is Babcock Engineering based at Rosyth. Its current workload comprises a significant proportion of re-fitting and repair work for the Royal Navy, representing turnover of some £200 million. Two facilities on the South coast of England compete for this work, with the Scottish facility currently having about half.  Like BAE Naval Ships, Babcock also has significant design capacity (some 350 qualified staff). It also has some non-military work, mostly of a marine and offshore nature (about 30% of turnover). 

The Ministry of Defence's (MoD's) current procurement programme represents something of a potential boom in naval shipbuilding and comprises:

· Two new aircraft carriers for the Royal Navy - the Future Aircraft Carrier, or CVF. 

· A further two Type 45 destroyers.
· MARS vessels - Military Afloat Reach Sustainability (not contracted yet)

· FSC – Future Surface Combatant, Type 23 Frigate replacement (not contracting before 2012)
. There are some reports that the FSC programme was de facto cancelled in November 2004.

BAE Naval Ships continues to pursue orders from foreign navies and appears to be meeting with some success, although such orders are infrequent and competition strong.

The new UK Future Aircraft Carrier (CVF) vessels are expected to enter service in 2012 and 2015. The programme is estimated to be worth £3 – 4 billion. Steel cutting for the first ship is currently scheduled to be in 2006 with assembly from 2009, at Babcock Engineering's Rosyth facility. Sea trials will begin in 2010 for commissioning in 2011. The MoD's preferred prime contractor for the CVF is BAE Systems, with Thales UK as the key supplier. The industrial partnership between BAE Systems and Thales UK is known as the Future Carrier Alliance. In February 2005, Kellogg, Brown & Root UK (KBR) was appointed as preferred "Physical Integrator" for the project and is responsible for developing the optimum manufacturing (i.e. shipbuilding) strategy
. The project is still in the Assessment Phase and the Alliance is scheduled to submit a fully-costed bid in summer 2005, prior to a decision and subsequent contract award by the MoD in the latter half of 2005.

The size of these ships means that their design and construction will require the UK's entire shipbuilding capacity over the period 2006-2016. They will therefore be built as a series of modules (or "blocks") around the UK, before final assembly and integration at Rosyth. All UK shipyards may therefore expect to receive a substantial work load under the CVF programme. Over this period it is estimated that an extra 2,600 direct jobs will be created in Scotland
 and the current 4,300 safeguarded. Such a significant expansion of the workforce raises the issue of the ability of Scotland's training infrastructure to provide enough workers with the appropriate skills.
The Type 45 destroyer programme had an original requirement for 12 vessels but this was cut to eight. Six have been contracted.  All ships will be assembled and launched at the BAE, Clyde shipyards. Vosper Thorneycroft in Portsmouth is building the bow sections, masts and funnels for all six ships. The first-of-class ship, HMS Daring, was begun in March 2003 and it is scheduled for launch in early 2006 and to enter service in May 2009. Construction of the second, HMS Dauntless, was begun in August 2004 and the third, HMS Diamond, in February 2005.

The Military Afloat Reach and Sustainability (MARS) vessels will replace many of the existing Royal Fleet Auxiliary (RFA) fleet following their progressive retirement from service in the latter part of this decade. The project is currently in the final stages of the Concept Phase. The preferred contractual route for meeting the MARS requirement is to create an alliance with a lead contractor (the Integrator). The Pre Qualification Questionnaire was due to be issued in early April 2005. 

3.0 Intervention Rationale and Evolution of Approach

3.1 Initial Rationale

The rationale for intervention grew out of the crisis in the industry in 2001 precipitated by the announcement of significant redundancies on the Clyde. What started as a response to this crisis – the report of the Clyde Shipyards Task Force published in January 2002 – became a Scotland-wide remit for Scottish Enterprise, which agreed to "progress opportunities from forthcoming naval contracts under its cluster approach"
. Although a clusters approach has not been applied as this was not appropriate for the needs of the industry. As a result, Scottish Enterprise produced the Shipbuilding and Marine Industries Action Plan in 2004. The emphasis in this Action plan is on retaining jobs in the industry and maximising orders for the companies operating in Scotland. 
MoD Policy Paper No 5, Defence Industrial Policy, highlights the UK defence industry's major contribution to the UK economy: 

· £15 billion per annum 

· provides high-value employment, technology innovation and exports 

· employs some 345,000 people directly and indirectly

· provides around 3% of the UK’s manufacturing output

· in 2000 won export orders worth £4.7 billion - a significant proportion of this was for shipbuilding and repair (£683 million or 14.5% of the total
)
The UK government is trying to balance support for the defence manufacturing industries with the need for competition. For shipbuilding, in practice this means having the minimum capacity needed to deliver orders, while keeping enough firms and facilities in business to allow some form of competition, to provide value for money. 
Shipbuilding is viewed as being of strategic economic importance globally.  It contributes to the development of advanced technologies with spin-offs to other sectors and provides essential means of transport for international trade. This theme is echoed in the Scottish Shipbuilding and Marine Industries Action Plan, where the need is identified to change perceptions of the industry from decline to a high value economic activity. 
In terms of market failure, the rationale for intervention focuses on skills, specifically managing significant demand for labour resulting from the construction of the two new aircraft carriers and other forthcoming naval programmes. Such demand presents potential risks of:

· The industry not having the internal capacity to provide enough skilled staff; 

· Distortion and spill over effects on the Scottish labour market, where sectors might compete for a limited pool of labour.

In terms of opportunities, the rationale includes:

· The opportunities afforded by the major naval shipbuilding programmes to improve workforce skills, many of which are transferable to other parts of the economy.

· The opportunity to promote and encourage high technology engineering and related activity including graduate employment.

· The need to identify potential common areas of action in energy, aerospace, construction and Clyde regeneration. 

There is no significant temporal aspect to consider as the Action Plan setting out the rationale is at the early stages of implementation.

Since the Action Plan was developed, circumstances have not changed significantly. There is a substantial pipeline of naval orders, but this is shrouded in uncertainty as far as exact scheduling is concerned. However, the fact remains that an almost unprecedented volume of work will come to Scotland over the next 15 years, in particular, but not limited to, the construction of two new aircraft carriers for the Royal Navy (not likely to commence construction much before 2009, with some design work potentially in 2006). This has the characteristics of a substantial and strategic inward investment opportunity. Unlike normal foreign direct investment schemes, the companies delivering CVF cannot receive State Aid in the form of Regional Selective Assistance, as MoD contracts are ineligible for this type of assistance.

3.2 Evolution of Approach

The Monitor report from 1993 reviewed shipbuilding as part of the value-added engineering cluster. This included shipbuilding and repair; construction/earthmoving equipment; process engineering contractors, pumps, boilers/process plant; electronic components; industrial valves; engines; fabricated steel-work and mining machinery. Monitor concluded that this cluster had declined to become a series of sub-clusters with few linkages between them. It noted that diversification that had taken place in the cluster resulted from the North Sea oil and gas industry. 

Many of the characteristics described remain, and apply to shipbuilding – a small number of large OEMs sourcing globally, representing "islands of engineering capability" rather than components of an integrated value-added engineering cluster. The report recommended that such a cluster should be supported, by fostering innovation, strengthening firm competitiveness and developing second-tier players to collaborate to achieve critical mass. By doing so, Monitor suggested that a more sustainable knowledge-based high value engineering cluster could be developed, drawing on the indigenous skills base and intellectual capital.

Such an approach was not adopted by Scottish Enterprise and the development of the current rationale for intervention grew out of the crisis in the industry in 2001 precipitated by the announcement of significant redundancies on the Clyde. The report of the Clyde Shipyards Task Force, published in January 2002, resulted in Scottish Enterprise being given a Scotland-wide remit to develop a strategy for the shipbuilding and marine industries. It became apparent that there was a wider opportunity to address a longer term issue in terms of the emerging opportunities for naval orders.

Scottish Enterprise produced the Shipbuilding and Marine Industries Action Plan in 2004, with an emphasis on retaining jobs in the industry and maximising orders for the companies operating in Scotland. Work had begun on this Action plan in 2002. It incorporated the results of a cluster analysis study carried out for Scottish Enterprise in 2000
, which concluded that a cluster was not present, but rather there was a series of sub-sectors competing and sourcing globally. This echoes the Monitor findings from 1993, as described above.

In 2002, due to problems with the Astute submarine-building programme at Barrow, the Clyde yards found themselves with a much healthier future, as work on the Type 45 destroyers came to the Clyde. This also allowed BAE Naval Systems to invest £30 million in the yards.
In February 2004 a draft Action Plan for a Scottish Marine Industries Training Project was prepared by Scottish Enterprise. 

3.3 Strategic Aims 

The Scottish Shipbuilding and Marine Industries Action Plan aims to assist the Scottish shipbuilding industry to exploit forthcoming opportunities and to create a long-term sustainable industry.  The Action Plan is not yet operational.

It focuses on defence industry contracts.  In particular it focuses on the award of the future aircraft carrier (CVF) contract, which is still pending but which Scotland hopes to win a significant share in.

The Action Plan sets out the scope of the industry, listing the key players and supporting organisations. There is a section titled objectives, although these may be more accurately described as aims. These are to:

· Maximise the economic development value of a range of current and future defence contracts

· Improve regional business and economic competitiveness in the marine sector

· Encourage skills development and grow the numbers in high skilled employment

· Improve links between marine industries and Higher Education Institutions

· Engage the industry in planning and cooperation

· Secure Scotland’s presence as a globally competitive defence shipbuilding and repair region 

A range of Planned Actions are outlined in the following areas: 

· Shipbuilding and refit

· Marine equipment, Engineering and related Technology Sectors

· Commercial Boat Building and Repair

Scottish Enterprise has engaged “to a limited” extent with the commercial component of the industry, and the actions therefore focus on planned actions in the first two areas above.

Actions are proposed as follows:

· 20 actions for policy development, skills, and collaborative and business development; 

· six actions for company-to-company collaboration; 

· 14 actions for the three main companies and 

· seven actions related to the shipbuilding and repair supply chain. 

A further list of actions is outlined with respect to the marine equipment, engineering and related technology sector.

No specific targets are set out in the Action Plan.

3.4 Main Findings

· Overall, the strategy in place appears appropriate, given the political context, significant potential opportunities for work in the industry and the relatively limited lobbying power that Scottish Enterprise has. The opportunity to focus on the shipbuilding and marine industries and bring a longer term strategic approach to public sector support is welcomed by industry.
· The Action Plan does not represent a call for a cluster approach and this is a deliberate decision, supported by a consultants report carried out in 2000 which concludes there is no such cluster. This approach is also validated by the evidence gathered during interviews with the main industry players.

· The Action Plan presents a strong, well researched analysis of the industry position, together with a series of appropriate aims. The analysis of skills needs in particular is very valuable.

· The list of actions proposed is perhaps too ambitious and in many cases the rationale for public sector intervention is not clear. In particular, evidence from interviews with the two main industry players suggests that some of the actions assigned under company-to-company collaboration and individual company actions are unnecessary. There is a need to focus on fewer, focused actions based on sound arguments identifying the risk of market failure and issues relating to market adjustments and opportunities.

· In 2005 the medium to long term prospects of the industry are positive, as a result of the significant programme of naval shipbuilding planned by the MoD. The problem that this programme presents however is that while ideally an overall strategic approach by the MoD would see a smoothing of demand, the industry, through years of experience, believes that significant uncertainties remain and the size of the programme may yet be reduced and/or seriously delayed.

· Uncertainty and delay associated with MoD orders mean that it is likely that firms will have to lay off workers in the near term. Projects of this type have long lead times (e.g. nine years from start to commissioning the current Type 45 destroyer) and it appears likely there will be a "hollow" (over the next 18 months approximately), before the peak of activity associated with the new aircraft carriers arrives.

· The main concentrations of shipbuilding and re-fitting activity, at Glasgow and Rosyth, operate as separate labour markets and travel between them by workers with trade skills is unlikely to be a realistic option.
· Scottish Enterprise's rationale calls for targeted action, with the emphasis on skills, account management and providing informed inputs to the lobbying process aimed at securing as large a share as possible of MoD work for Scottish facilities.  Such an approach appears justified and industry is supportive, although it should be noted that companies of the size of the two main players have strong capabilities in terms of both lobbying and training capacity.  Babcock Engineering has access to 500 trainees a year produced through a joint venture with Lauder College (although Babcock has now sold out of this company) and BAE Naval Ships takes on some 100 Modern Apprentices each year. Since interview evidence indicates that the main industry players do not necessarily foresee the need for intervention in compelling terms, Scottish Enterprise needs to be clear and realistic about the added value it can bring. 

· There may be opportunities for Scottish Enterprise to assist in strengthening the marine industries supply-chain, in particular given the current global boom in commercial shipbuilding, which should be providing opportunities for Scottish marine equipment suppliers. Equally, there may be synergies with aerospace (and indeed defence –related electronics) where Scottish Enterprise may be able to add value. On this last point however, the evidence seems to point to a shared uncertainty as to the potential scale of the opportunity on the part of both Scottish Enterprise and the main industry players to commit fully at this stage.  
· Both Scottish Enterprise and industry are well aware of differences in the arrangements by which Scottish Enterprise can intervene compared to the English RDAs, which have a greater degree of freedom to provide financial support, through Regional Selective Assistance (RSA) for example
.  This means that the Clyde yards in particular may be at a relative disadvantage in terms of infrastructure quality. However, Scottish Enterprise has supported a proposal for RSA for the two Glasgow yards and this does appear to have been successful.

· Since the Action Plan was developed, circumstances have not changed significantly. There is a substantial pipeline of naval orders, but this is shrouded in uncertainty as far as exact scheduling is concerned. Evidence from discussions with the main industry players highlights their relative scepticism that this scheduling can ever be predicted to the degree that Scottish Enterprise's more optimistic outlook suggests. However, the fact remains that an almost unprecedented volume of work will come to Scotland over the next 15 years, in particular, but not limited to, the construction of two new aircraft carriers for the Royal Navy (not likely to commence construction much before 2009, with some design work potentially in 2006). This is rightly seen by Scottish Enterprise as a significant inward investment opportunity.

4.0 Inputs, Support and Resourcing
4.1 Financial Resources 

£70,000 of core funding has been approved for 2005/06, together with an additional £50,000 agreed for funding projects. 

4.2 Governance Structure

Scottish Enterprise agreed to include the industry under its clusters and industry portfolio in April 2003. The Action Plan was produced in August 2004. Scottish Enterprise is still at a fairly early stage in deciding what activity is necessary. Two factors may have delayed progress, although not to a significant degree: the main author of the Action Plan was seconded from the Scottish Executive and when she left Scottish Enterprise, there was a delay (six months) while responsibility for Head of Shipbuilding (and delivering the Action Plan) was allocated within the organisation.
At the time that Scottish Enterprise assumed responsibility for taking forward the recommendations of the Clyde Task Force under a remit widened to the whole industry and the whole of Scotland support was through account management and a Director in Scottish Enterprise Glasgow responsible for producing the Action Plan, assisted by a member of the Scottish Executive staff seconded for a year. A full-time Head of Shipbuilding was appointed in April 2005.
4.3 Staffing

Resources allocated to Shipbuilding and Marine Industries now comprise Director-level responsibility (who also managed development of the Action Plan) and a Head of Shipbuilding. Other day-to-day activity is via account managers (SE Glasgow and SE Fife).  Discussions with the main industry players suggests a high degree of satisfaction with Scottish Enterprise account management services.

Currently the staff allocation is 1.0 FTE, in the form of the Head of Shipbuilding, plus the Directorship oversight input. The Action Plan foresees an ultimate resource allocation of between 2.0 and 2.5 FTE staff. Day-to-day inputs are provided by account management staff in SE Glasgow and SE Fife, working with the key industry players – BAE Naval Ships and Babcock Engineering in particular.
4.4 Main Findings

· With the Action Plan now in place there is an opportunity to move away from the previous reactive, crisis driven approach, emphasising a high technology future for the industry. Opportunities for customary cluster-type activities are few and the focus on skills, account management and infrastructure appears appropriate and pragmatic.

· The implication of such a focus is that there may be a strong case for these issues to be addressed through horizontal components of Scottish Enterprise's activities, rather than as part of the clusters and industries programme, in particular with respect to skills. This is not to undervalue the need for the Action Plan, but rather to highlight how it might be delivered, once an initial intelligence gathering phase has been completed.

· There is a need for a period of fact-finding and orientation for the new Head of Shipbuilding and this is being pursued urgently at the time of writing. 
· The staff resource allocated currently appears appropriate. The ultimate goal of 2.0 to 2.5 FTE staff allocated to the industry also appears appropriate, with the caveat that this may not necessarily imply that these will sit within the cluster and industry programme. 
5.0 Intervention Efficacy
5.1 Activities and Interventions

Preparation of the Action Plan, a draft Scottish Marine Industries Training Project and the appointment of a full-time Head of Shipbuilding constitute the tangible actions and interventions to date. The Head of Shipbuilding is engaged in discussions with key players in the industry. 

The current priorities are to:

· Contribute to maximising the proportion of naval shipbuilding and repair work that comes to Scotland;

· Influence and lobby the UK government to bring forward naval orders to fill the potential gap over the next 18 months and also bring more certainty to the procurement schedule;

· Work with the main firms and skills organisations and agencies to anticipate demand.

Modest resources are allocated, in keeping with the limited potential to make an impact on an industry where a small number of big players (firms as well as government ministries) make the running. Scottish Enterprise recognises the need for a period of review and intelligence gathering and is not intent on any precipitate actions before this has been completed. Industry is broadly supportive of the Scottish Enterprise approach.

The two main firms in the  perceive that the activities of SE Glasgow, Ayrshire and Fife are not well joined-up and Babcock Engineering in Rosyth clearly perceives a Clyde bias to Scottish Enterprise activity. The Shipbuilding Team has actively been working to address this. On this issue, and indeed on the issue of lobbying for orders, Scottish Enterprise needs to be seen to be impartial. 

5.2 Outputs and Results

No outputs or results have been produced to date as the Action Plan is in the early stages of implementation.

5.3 Main Findings

· The current approach is appropriate and pragmatic. It has the support of the main industry players. The opportunity provided by the appointment of a new Head of Shipbuilding and the resulting renewed momentum provided should be exploited to:

· Undertake intelligence gathering and lobbying to track and influence the progress of major MoD naval orders, specifically to anticipate gaps and promote a smoother workload profile.

· Pursue collaborative interventions to ensure sufficient number of appropriately skilled people are available to the industry when they are required, co-ordinated via the Scottish Marine Technologies Training Project (SMTTP).
· Investigate the potential for supply chain strengthening and collaboration.
· Investigate the potential benefits of a defence industry grouping.
· It is clear that the Scottish Enterprise role in terms if facilitating industry collaboration between the two main players for example has limited scope, given their size and political influence.  However, it does have a role to play in ensuring maximum benefit to the Scottish economy and labour market from the potential opportunities.

· There are varying views on the idea that the marine and aerospace industries could join to form a "defence industries" grouping.  Industry is showing some interest and the example of the North of England was cited in discussions as an example of this approach. From the Scottish Enterprise side the aerospace industry is taking the lead on this, but from the shipbuilding industry perspective, while it does appear to see some merit in it, the benefits of such a development are by no means clear. This applies particularly to the proposed centre of excellence. Linking up with aerospace to form a defence cluster needs to be looked at carefully and the benefits demonstrated before any intervention in support of such a move is sanctioned. There is a need for a coherent Scottish Enterprise view on this issue.

· There appears to be agreement within the industry that "shipbuilding" is not an appropriate badge and that it does not help the outside world to understand the high technology nature of the modern business. The industry is more about complex weapons systems, configuration design, systems engineering and integration than welding steel. 
· There is therefore a positive message to be disseminated about the future of the industry and the role it can play in a knowledge economy. The "non-traditional" shipbuilding and repair part of the industry in particular is characterised by an emphasis on systems engineering and integration rather than more basic engineering. This expertise has wider application than the marine industry – for example Babcock Engineering at Rosyth is completing modules for the fifth new terminal at Heathrow airport.  The refitting of naval ships is an important element and again involves advanced systems engineering and integration almost as challenging as new build projects (e.g. Babcock has a £200 million turnover on refitting activities). Again, a key skills need here is for higher level qualifications.  Scottish Enterprise could fulfil a foresight role to assist companies to exploit future technology developments, a role that appears to be favoured by SE Fife.

· This feature of the Scottish industry could be used to create a more positive image to assist in attracting investment and orders.  Both of the main industry players are of the view that the title "shipbuilding" (and indeed even "marine industries") may be something of a hindrance to promoting an image of a dynamic, flexible, highly-skilled industry and are not wedded to the traditional term.  

· Experience has shown that shipbuilding workers have transferable skills – this view is one shared by both Scottish Enterprise and the industry. There is evidence that when the large naval orders materialise there may be acute shortages of higher level skills such as project management, configuration design engineering and commissioning engineers. In addition, the average age in the industry is relatively high.  Interviews with the two main firms suggest that the main firms are aware of this and well prepared to ensure this does not become a problem through skills dilution (where the ratio of experienced workers to trainees may become untenable for example). 

· In terms of trade skills, the main players (BAE and Babcock Engineering) appear less concerned over potential shortages. For example, they will have two years to train up the extra people needed to build blocks for the aircraft carriers and to assemble and integrate them at Rosyth. Evidence from interviews with these two firms suggests they are comfortable recruiting (and indeed laying off) significant numbers of staff as and when required. Recruiting 800 workers to assemble the carriers does not present Babcock with a significant challenge. Immigrant labour is one solution already employed by Babcock for example. However, Scottish Enterprise argues that this is not necessarily the best option for the Scottish economy and for stimulating a transition to a more knowledge-based economy. 
· However, there is evidence from Scottish Enterprise that there is competition for apprenticeships in the Glasgow labour market for example, demonstrating that shipbuilding firms may have more difficulties recruiting staff that they envisage when the large MoD orders start to come through. There therefore appears to be a strong rational for Scottish Enterprise intervention in the area of skills on the basis that the firms themselves cannot necessarily fulfil the scale of training required within a short period. Since these skills are transferable, and given the consequent potential for over spill and distortion of the wider labour market, in particular where competition with the construction industry is envisaged, there is a strong case for this issue to be addressed as a horizontal and not an industry specific intervention.

· It can therefore be argued that the skills element to the Action Plan is positioned within the generic skills activity in LECs and the Learning Directorate, albeit with co-ordination on strategic issues such as the aircraft carriers. This process of joined-up thinking has been scoped out in the Scottish Marine Technologies Training Project (SMTTP), an outcome of the industry Action Plan. This is designed to co-ordinate existing programmes, manage risk and ensure that trainees have widely transferable skills as well as technical skills. 

· The industry may eventually sit comfortably within a manufacturing or advanced engineering cluster or industry (with a shipbuilding specialism within it). This would reflect the reality that shipbuilding is less distinctive than it once was as an industrial activity and shares many common features with other industries in terms of both processes and skills profiles.

6.0 Results and Impacts
6.1 Results / Outcomes / Impacts

It is useful to reflect ex ante on the results and outcomes that should be expected from intervention in the industry. Elements of the Action Plan that are taken forward should have targets and indicators attached. However, the collaborative nature of the actions required makes this very challenging. Further work is therefore needed in this area. 

6.2 Monitoring and Evaluation

Again, consideration needs to be given to how results, outcomes and impacts are to be measured.

7.0 Conclusions

· The shipbuilding and marine industries have been in decline for many years, but have a long tradition of engineering excellence and a strong skills base. Naval shipbuilding now has a significant forward order book and can therefore still bring significant benefits to the Scottish economy. This potential needs to be recognised.

· A cluster approach to development of the industry alone is not justified. However, it should be recognised that shipbuilding and marine industries firms are embedded in a broader engineering cluster, which also includes aerospace, electronics and construction. Linkages should be encouraged between these sub-clusters, and with the knowledge base, to build critical mass and increase competitiveness.

· There is a case for intervention with respect to skills, where actions may be needed to anticipate market failure as the industry struggles to meet demand. Such intervention is most appropriately pursued through horizontal activities.

· Given the strategic importance of the industry, there is justification for 1.0 FTE Scottish Enterprise staff member to play a dedicated role that encompasses "industry-watching", influencing, networking, and promoting a positive image, as well as working with deliverers of horizontal actions, particularly relating to skills and links to the higher education sector.
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� London and South East regions excluded


� There are some reports that the FSC programme was de facto cancelled in November 2004.


� Note that KBR owns DML Devonport Royal Dockyard. KBR has Scottish facilities but it is not known if these will be used for this contract.


� Scottish Shipbuilding and Marine Industries Action Plan, Scottish Enterprise, 2004.


� Board Paper from SE Glasgow on the Scottish Shipbuilding and Marine Industries Action Plan, 16.08.2004


� Data from ONS/Scottish Executive (ABI): HM Revenue and Customs


� Marine Engineering, Technologies and Services Cluster Analysis, Frontline Management Consultants and Ron Botham Associates, 2000.


� RDAs may approve RSA grants of up to £2 million without re-course to appraisal by the DTI.
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