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Auditor General for Scotland

The Auditor General for Scotland is the Parliament’s watchdog for
ensuring propriety and value for money in the spending of public funds.
He is responsible for investigating whether public spending bodies
achieve the best possible value for money and adhere to the highest
standards of financial management.

He is independent and not subject to the control of any member of the
Scottish Executive or the Parliament.

The Auditor General is responsible for securing the audit of the Scottish
Executive and most other public sector bodies, except local authorities
and fire and police boards.

The following bodies fall within the remit of the Auditor General:

» departments of the Scottish Executive, eg the Health Department

» executive agencies, eg the Prison Service, Historic Scotland

* NHS boards

» further education colleges

e Scottish Water
 NDPBs and others, eg Scottish Enterprise.

Audit Scotland is a statutory body set up in April 2000
under the Public Finance and Accountability (Scotland)
Act 2000. It provides services to the Auditor General for
Scotland and the Accounts Commission. Together they
ensure that the Scottish Executive and public sector
bodies In Scotland are held to account for the proper,
efficient and effective use of public funds.



Contents

Summary
Introduction

Summary of key findings
Page 2

Summary of key recommendations

The study
Page 3

Part 1. Introduction
Page 4

Strategic direction

The study
Page 7

Part 2. Scottish economic context
Key messages

Scotland's performance relative to
the UK

Page 10

Progress towards A Smart,
Successful Scotland

Regional variations in performance
Page 12

Part 3. The performance
measurement framework

Key messages
Page 16

Scottish Enterprise’s performance
measurement framework
Page 17

Scottish Enterprise’s reported
achievements
Page 20

A balanced scorecard for Scottish
Enterprise
Page 22

Linking inputs to outcomes

Measuring outcomes
Page 28

Recommendations
Page 31

Part 4. Developing, monitoring
and evaluating activities

Key messages

Developing activities
Page 32

Setting performance expectations
Page 35

Monitoring progress
Page 36

Evaluation of performance
Page 37

Recommendations
Page 40

Appendix 1. A review of
international performance
measurement approaches
Page 41



Introduction

1. Scottish Enterprise is the main
agency for economic development
in Scotland. It delivers its functions
through a network of 12 Local
Enterprise Companies (LECs). Over
the period 2001/02 to 2004/05, it has
spent just over £2 billion.

2. In January 2001, the Scottish
Executive published A Smart,
Successtul Scotland, (SSS), a
comprehensive policy statement
which sets out the strategic direction
for Scottish Enterprise, Highlands and
Islands Enterprise and their networks
of LECs.

3. It set out a strategy for improving
the competitiveness and productivity
of the Scottish economy focusing
around three key themes:

Growing Businesses

Global Connections

Skills and Learning.

4. Scottish Enterprise provides
a range of services and projects
to deliver these three themes in
partnership with others.

Summary of key findings

Economic context

5. Scottish Enterprise’s
achievements need to be set in
the context of wider economic
performance. Although Scottish
Enterprise’s activities should all
support the growth of the Scottish
economy, the performance of the
Scottish economy reflects a wide
range of influences, many of which
are beyond the control of Scottish
Enterprise.

6. In recent years, Scotland's
economic performance has been
mixed. Progress has been made
in narrowing the gaps between
Scottish performance and that of
UK and international comparators,
but performance remains weak
in a number of areas and there is
considerable variation between
Scottish regions.

The performance measurement
framework

7. The Scottish Executive uses a
range of 38 outcome indicators to
monitor progress towards achieving
the ambitions set out in A Smart,

&

Successful Scotland. Scottish
Enterprise’'s Operating Plan attempts
to link its project activities to these
ambitions and the Annual Report
provides a summary of achievements
against ten key progress measures.
These measures focus on the
activities and outputs of the network.

8. There is no explicit link between
the Annual Report progress
measures and the SSS outcomes.
This makes it difficult to assess how
Scottish Enterprise activities are
contributing to the overall strategy.

9. Information published in the Annual
Report provides a limited picture of
Scottish Enterprise’s achievements.
Internally, Scottish Enterprise uses a
much wider range of information to
assess performance. The ‘balanced
scorecard’ approach provides a more
complete picture, but the emphasis
has tended to be on ‘process’ rather
than ‘impact” measures.

10. The lack of impact data largely
reflects the complexities of
measuring outcomes in relation to
economic development activity.
Other economic development



agencies in the UK and internationally
face similar challenges, and no
simple solution exists, although
Scottish Enterprise’s approach
appears to be well advanced.

11. Scottish Enterprise has
attempted to measure the overall
impact of its activities, most recently
in 2003, but the results should be
treated with caution. It estimated
that it had added some £1.6 billion to
Scottish GDP over three years, as a
result of its activities in 2001/02.

Developing, monitoring and
evaluating activities

12. Our review highlighted some
concerns in relation to appraisal,
approval, monitoring and evaluation:

e The strategic rationale for projects
was not supported by factual
evidence in 40 per cent of the
cases we examined.

e In over half of cases reviewed,
alternative project options were
not adequately considered.

e Performance targets have been
based on past performance and
the resources available, with
limited consideration of the wider
economic environment.

e Monitoring tends to focus on
data about activities and outputs,
rather than outcomes.

e |Information from monitoring and
evaluation is not always used
effectively to manage and improve
performance or to inform wider
operations, strategy or policy.

e The quality of evaluation evidence
is mixed and approaches to
impact assessment vary widely.

e Qver half of the evaluations
reviewed failed to test the
strategic rationale for intervention,
less than half provided an
assessment of net additional
impact and only a quarter
assessed value for money.

13. Gross value added (GVA) is being
used more widely and is a potentially
useful impact measure that helps
focus on outcomes. However,

the concept needs to be clearly
understood and used in conjunction
with other SSS indicators.

14. Scottish Enterprise has
introduced new processes and
guidance which should help address
these issues, improve the strategic
fit of their activities and promote
efficient allocation of resources.

Changes underway

15. A number of changes have been
made, or are underway, that should
encourage improved performance
management within Scottish
Enterprise. These should sharpen
the strategic focus of its activities
and improve understanding of its
their contribution towards intended
outcomes. Changes include:

e agateway system and training for
project appraisal

e acustomer relationship
management system

e greater focus on economic
impact using GVA

e focusing on key industries and a
metropolitan approach.

16. However, Scottish Enterprise
is large and dispersed, and there
is some way to go before staff
throughout the organisation
understand the positive role of
performance management.

Summary of key
recommendations

¢ |n assessing and reporting
on performance, Scottish
Enterprise should work with
the Scottish Executive to focus
on the contribution being made
to SSS outcome measures.

e Scottish Enterprise should
further investigate the potential

of econometric models to
estimate the combined impact
of its activities.

e Targets should be informed by
external evidence, rather than
past performance.

e Monitoring frameworks for
projects should reflect a focus
on outcome measures.

e Scottish Enterprise should
continue to work to improve
the quality and consistency of
evaluation work and ensure
that learning effects are
disseminated effectively and
are used to challenge the
rationale for activities.

e Evaluation activity should focus
on broader, strategic studies
that can deliver a wider picture
of impact, based on the range
of indicators presented in SSS,
rather than on GVA alone.

e Scottish Enterprise should
continue working to ensure
that the positive changes
at management level are
cascaded throughout the
organisation.

The study

17. The study follows earlier work
undertaken by Audit Scotland. It
covers:

e the performance of the Scottish
economy and progress towards
A Smart Successful Scotland

e the framework for measuring
performance and the information
available on Scottish Enterprise’s
achievements

e how Scottish Enterprise
develops, monitors and evaluates
its activities and how it manages
performance to encourage
continuous improvement.
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18. Growth in Scotland’s economy was
recognised as the top priority in the
Scottish Executive’s 2003 Partnership
Agreement’, which identified a
successful economy as the key to
future prosperity and a prerequisite for
building first-class public services, social
justice and a Scotland of opportunity.

19. Alongside its sister organisation,
Highlands & Islands Enterprise

(HIE), Scottish Enterprise is the

main public agency for supporting
economic development in Scotland.
The investment it makes is, however,
a small proportion of the overall
investment in the economy in any
year. Its role is therefore to act as a
catalyst to enable more, better or faster
investment than would otherwise take
place to realise Scotland's full potential.

20. Scottish Enterprise and HIE were
established under the Enterprise and
New Towns (Scotland) Act 1990.
The Act defines Scottish Enterprise’s
functions as to:

e further the development of
Scotland’s economy and, in that

L

connection, provide, maintain and
safeguard employment

e enhance skills and capacities
relevant to employment in
Scotland and assist persons to
establish themselves as self-
employed persons there

e promote Scotland’s industrial
efficiency and international
competitiveness

further improve the environment
of Scotland.

21. Scottish Enterprise and HIE
deliver their functions through
national teams and networks of
Local Enterprise Companies (LECs).
LECs were established in 1991 as
companies limited by guarantee
with local business-led boards. Many
of Scottish Enterprise’s and HIE's
powers were delegated to the LECs
under operating contracts to enable
LECs to better assess and deliver
services to meet local needs. LECs
became wholly-owned subsidiaries
of Scottish Enterprise and HIE in

2000. There are 12 LECs in the
Scottish Enterprise area (Exhibit 1).

22. An organisational review is
currently under way at Scottish
Enterprise, which may result in
structural changes. In part, this is in
response to Scottish Enterprise’s
emerging ‘city regions’ agenda. This
entails greater focus on the economic
performance of key metropolitan
areas. The details of any changes
have yet to be announced, but the
metropolitan regions are likely to
centre around Glasgow in the West
and incorporate Edinburgh, Dundee
and Aberdeen in the East.

23. Scottish Enterprise spends around
£500 million each year delivering
services related to its statutory
responsibilities. Some £400 million of
its budget comes from the Scottish
Executive Enterprise Transport

and Lifelong Learning Department
(SEETLLD); the rest comes from its
own business income (for services
provided and from property and
investments) and from grants from
the European Union (Exhibit 2).

1 A Partnership for a Better Scotland set out the key principles guiding policy development and implementation for the current Parliament.
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Exhibit 1
Map of LECs

There are 12 LECs in the Scottish Enterprise area covering the southern half of Scotland, from Grampian
to the Borders.

Highlands & Islands Enterprise tv: -

Scottish Enterprise Grampian

Scottish Enterprise Tayside

Scottish Enterprise Scottish Enterprise Fife

Dunbartonshire
Scottish Enterprise Forth Valley

Scottish Enterprise Lothian
Scottish Enterprise Borders

Scottish Enterprise Glasgow
Scottish Enterprise Renfrewshire
Scottish Enterprise Lanarkshire

Scottish Enterprise Ayrshire

Scottish Enterprise
Dumfries & Galloway

Source: Scottish Enterprise

Exhibit 2

Scottish Enterprise annual income

600 .
D EU income
500 - Business income
. Scottish Executive
400 income
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Source: Scottish Enterprise



Exhibit 3

Scottish Enterprise: roles, responsibilities and accountability for expenditure

The Scottish Executive provides the bulk of funding for Scottish Enterprise’s operations. Scottish Enterprise
is accountable to the Scottish Executive for spending the money effectively.

Scottish Enterprise
internal audit
Financial monitoring
and evaluation

Performance )

management,
programme
evaluation, business
improvement

Flow of funding

Source: Audit Scotland

Scottish Parliament

v

Minister for Enterprise
and Lifelong Learning

Y

Scottish Executive Enterprise,
Transport and Lifelong Learning
Department
Role: To set the financial, managerial
and operational framework for
Scottish Enterprise.

Management statement

Grant-in-aid

Scottish Enterprise

Role: To improve the
competitiveness and productivity of

the Scottish economy.

Operating contract

12 Local Enterprise Companies
Role: To develop plans for delivering
Scottish Enterprise services to meet
the needs of their local communities.

3

]
)
}

A Smart, Successful
Scotland :
SE Network
Operating Plan and
Annual Report

LEC Operating Plan

Monthly financial
and management
Information

Anjigelunoasay



Exhibit 4

A Smart, Successful Scotland: Key themes

Growing Businesses

Part 1. Introduction 7

Other countries have shown that significantly increased productivity is attainable, with higher skills sustaining both
higher wages and employment growth. Our strongest businesses are on a par with the best in the world. However,
we have many more underperforming enterprises and we need to help others with potential to match the best, to
improve our performance, create jobs, raise incomes and put Scotland on a new, higher-growth path. To ensure that
Scotland is a better place to work and a more productive place to do business, will require us all to be agile and fast to
learn. Closing the productivity gap with other leading nations will mean raising the long-term growth rate of the Scottish
economy above its trend rate of two per cent, in ways consistent with the principles of sustainable development.

Global Connections

Our approach to globalisation must not be to resist change, but to embrace it. VWe need to be globally connected, integrating
the Scottish economy into the world economy. We need to tell the world about Scotland and tell Scotland about the world.
This will enable us to learn from abroad and earn abroad. To enable the improved flow of products, technologies and ideas in
and out of Scotland, the measure of achievement will be making Scotland a globally connected nation.

Skills and Learning

Our vision is of a high-skill, high-wage economy with a higher employment rate across many parts of Scotland. In
an age where knowledge is a key competitive weapon, skills and learning need to be at the heart of the network’s
activities. WWe must enhance Scots’ employability and equip them for the challenges of tomorrow’s labour market

— with every Scot ready for the new challenges. Education, while not narrowly focused on employability alone, must
actively enable young people to take their part in a prosperous and competitive economy. We must seek to provide
employment opportunities for all. In consequence, we need to achieve significantly higher employment rates for
those groups and areas which are lagging behind.

Source: A Smart, Successful Scotland

24. The roles, responsibilities and
accountabilities associated with
Scottish Enterprise are set out in
Exhibit 3. The framework under
which Scottish Enterprise operates
is set out in a management
statement drawn up by SEETLLD in

consultation with Scottish Enterprise.

The framework covers:

e rules and guidelines relevant
to the exercise of Scottish
Enterprise’s functions, duties
and powers

e the conditions under which any
public funds are paid to Scottish
Enterprise

e how Scottish Enterprise is
to be held to account for its
performance.

Strategic direction

25. In January 2001, the Scottish
Executive published A Smart,
Successful Scotland (SSS), a
comprehensive policy statement
which sets out the strategic direction

for Scottish Enterprise, HIE and their
networks of LECs. It offers a strategy
for improving the competitiveness
and productivity of the Scottish
economy focused around three

key themes — Growing Businesses,
Global Connections and Skills and
Learning (Exhibit 4). Twelve specific
priority areas are associated with
these themes (Exhibit 5, overleaf).

26. A refreshed version of the
document, published in November
2004, retained the themes and
priority areas identified in the
earlier version, but emphasised
that Scottish Enterprise and HIE
needed to work in partnership with
other parts of the public sector if
improvements are to be delivered.

27. Over the period 2001/02 to
2004/05, Scottish Enterprise has
spent just over £2 billion. Total annual
expenditure has varied very little,
although the composition of the
annual total has changed over time
(Exhibit 6, overleaf). The biggest
change has been a fall in expenditure
within the Global Connections theme.

The study

28. In November 2003, the Auditor
General for Scotland produced a
special audit report on Scottish
Enterprise. The report covered a
number of areas where Scottish
Enterprise performance activity (as
reported in its Annual Report to
Parliament) had been the subject of
media speculation. The Parliament’s
Audit Committee made a number
of recommendations for improving
performance management in
Scottish Enterprise, and supported
a more detailed review of

Scottish Enterprise’s performance
management in the future.

29. The overall aim of this study is to
determine whether the performance
management framework for Scottish
Enterprise provides a complete and
accurate record of strategic and
operational achievements. It covers:

e the performance of the Scottish
economy and progress towards A
Smart Successful Scotland (Part 2)
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Exhibit 5

Priority areas set out in A Smart, Successful Scotland

There are 12 priority areas associated with the three key themes of A Smart Successful Scotland.

Source: A Smart, Successful Scotland

Exhibit 6

Scottish Enterprise expenditure by theme

600
Staffing and support costs
500 Network R & D
Skills and learning
400
Global connections
s
E 300 Growing businesses
u
200
100
0

2001/02 2002/03 2003/04 2004/05

Note: Includes Careers Scotland from 2002/03.

Source: Scottish Enterprise



e the framework for measuring
performance and the information
available on Scottish Enterprise’s
achievements (Part 3)

e how Scottish Enterprise
develops, monitors and evaluates
its activities and how it manages
performance to encourage
continuous improvement (Part 4).

30. The results of the study provide a
review based on information available
at this stage. But measuring the
impact of assistance to economic
development is difficult. There is no
easy way to assess the extent to
which investment by an economic
development agency influences overall
changes in economic performance.

31. We compared Scottish
Enterprise’s approach to
performance measurement with
that of other international
organisations undertaking similar
functions (Appendix 1). We found
that other organisations also
struggle with these issues and that
Scottish Enterprise’s approach is
well advanced. \Wherever possible,
we used that information to place
Scottish Enterprise’s activity

in context.

32. Scottish Enterprise is changing
its approach to performance
management, including a number of
initiatives to improve the quality of
its performance information. These
initiatives are at different stages in
development and many have yet to
deliver results. The report therefore
comments on what is currently in
place and recognises the changes
that are under way.

Part 1. Introduction
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Part 2. Scottish economic context

Key messages

Scottish Enterprise’s activities
should all support the growth of
the Scottish economy. However,
the performance of the Scottish
economy will be subject to a wide
range of external influences that
are beyond the control of Scottish
Enterprise, so that Scottish
Enterprise’s performance needs
to be considered within the wider
context of the performance of
the Scottish, UK and international
economies.

In recent years, Scotland’s
economic performance has been
mixed. Progress has been made
in narrowing the gaps between
Scottish performance and that of
UK and international comparators,
but performance remains weak
in a number of areas and there is
considerable variation between
Scottish regions.

33. To set the context for Scottish
Enterprise’s performance, this part of
the report looks at:

e the overall performance of the
Scottish economy

e progress towards the goals
set out in A Smart, Successful
Scotland

e regional variations in economic
performance.

Scotland'’s performance relative
to the UK

34. For much of the last decade,
Scotland’s economic performance
has been weaker than that of the
UK as a whole. With the exception
of 2002, when Scotland grew
marginally faster than the UK as a
whole,” the Scottish economy has
grown at a slower rate than the UK
in every year since 1995 (Exhibit 7).

2 As measured by gross value added (GVA) at current basic prices.
3 GVA is linked to gross domestic product (GDP) as follows: GDP = GVA + taxes - subsidies.
4 Regional Gross Value Added, National Statistics First Release, 22 December 2004.

35. The gap between Scottish

and UK gross value added (GVA)
per head has also widened. GVA
measures the total output of an
economy and GVA per head is a key
indicator of economic prosperity.’

In 2003, Scottish GVA per head
stood at 94 per cent of the UK level,
compared with 99 per cent in 1995
(Exhibit 8).*

36. The UK-wide figure is heavily
influenced by the strong performance
of London and the south-east of
England. Scotland’'s GVA per head
remains higher than many English
regions (Exhibit 9, page 12), and
higher than Wales and Northemn
Ireland. Nonetheless, the figures
indicate a widening gap between
Scotland and the UK average,

that sets a challenge for Scottish
Enterprise in helping to close this gap.
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Exhibit 7

UK and Scottish economic growth

Economic growth at a sub-UK level is measured by gross value added (GVA). The gap between UK and
Scottish economic performance has been particularly marked since 1995.

GVA at current basic prices

200 UK

190
m— Scotland
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100)
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140
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130
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Source: Regional gross value added, National Statistics First Release, 21 December 2005

Exhibit 8
GVA per head in 2004

GVA per head is a key measure of economic prosperity. The gap between Scottish and UK GVA per head has
widened steadily between 1995 and 2001.

GVA per head

20,000 - UK

18,000
D Scotland
16,000

14,000
12,000
10,000
8,000
6,000
4,000

2,000

0
1992 1993 1994 1995 1996 1997 1998 1893 2000 2001 2002 2003

Source: Regional gross value added, National Statistics First Release, 21 December 2005
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Exhibit 9
Regional GVA per head in 2004

Scotland’s GVA per head is higher than many other parts of the UK.

GVA per head at current basic prices

25,000

20,000

15,000

South
East England

London

West
Ireland
Humber

Source: Regional gross value added, National Statistics First Release, 21 December 2005

Progress towards A Smart,
Successful Scotland

37. A Joint Performance Team (JPT)
comprising representatives from

the Scottish Executive, Scottish
Enterprise and HIE was established
in 2001 to measure progress against
SSS and develop an evaluation

plan to assist in assessing the
impact of the Enterprise Network
interventions. The team publishes
annual progress reports assessing
performance against each of the SSS
indicators and comparing results with
those recorded elsewhere in the UK
and in other OECD countries.

38. The most recent report,
published in December 2005,
identified progress in a number of
areas. The gap between Scotland’s
performance and that recorded by
the rest of the UK has narrowed for
all but two of the indicators — GDP
per capita and productivity levels
(Exhibit 10).

39. Although changes in the
definition of indicators used makes
comparison with other OECD
countries difficult, a review of
information presented in the report
published by the Scottish Executive
suggests progress. Scotland
continued to narrow the gap in
performance for eight of the twelve
indicators assessed. There was no
change for one indicator (business
research and development as a
percentage of GDP) and a widening
of the gap for three of the indicators
(percentage of businesses trading
online, productivity levels and
percentage of employers exporting).

40. As a result of the progress
recorded, latest data position Scotland
in the top quartile for four of the lead
indicators (Exhibit 11, page 14):

e percentage of businesses
trading online

e percentage of employers
exporting

5 Measuring Progress Towards a Smart Successful Scotland, Scottish Executive, 2005.

North Yorkshire Northern North
West Midlands Midlands West and the

“
10,000
5,000
0

East of Scotland South East

Wales

e employment rate

e percentage of those in employment
undertaking training.

41. However, Scotland has not moved
higher than the third quartile for:

e new business starts per capita

e business research and
development as a percentage
of GDP

® net migration as a percentage of
the population

e proportion of 16 to 19-year-olds
not in employment, education
or training (NEET).

Regional variations in performance

42. Economic performance across
the regions of Scotland varies
considerably. Scottish Enterprise
uses a wide array of data at LEC
level to assess and compare regional
performance against SSS indicators.
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Notes:

1. The gap since 1999 is calculated on the basis of the Scottish value of the indicator as a percentage of the OECD first quartile and UK averages for
the latest available year compared to 1999. The percentages are rounded to whole numbers to exclude minor shifts.

2. While indicator 2b is not a lead indicator, the figures are included, as no internationally comparable data were available for indicator 2a (high
growth firms (business starts)). UK comparisons refer to VAT registrations per 10,000 population and international comparisons to the Global
Entrepreneurship Monitor Total Entrepreneurial Activity (TEA) Index.

3. Under indicator 6a, data refer to broadband coverage. Cost data are available for only five countries.

4. Not in employment, education or training (NEET).

5. International comparisons are not appropriate for indicator 12a, as it seeks to measure variations in unemployment within Scotland.

Source: Measuring Scotland’s Progress Towards A Smart Successful Scotland, Scottish Executive, 2005



Exhibit 11

Progress towards A Smart, Successful Scotland: Scotland’s changing position

1

mtromews 2 2 2

133 Proporton n employment underaking taing  NA NA 1

Notes:

1. While Indicator 2b is not a lead indicator, the figures are included as no internationally comparable data were available for Indicator 2a (high-growth firms
(business starts)). UK comparisons refer to VAT registrations per 10,000 population and international comparisons to the Global Entrepreneurship Monitor
Total Entrepreneurial Activity (TEA) Index.

2. Under indicator 6a, data refer to broadband coverage. Cost data are available for only five countries.

3. Not in employment, education or training (NEET).

4. International comparisons are not appropriate for indicator 12a, as it seeks to measure variations in unemployment within Scotland.

Source: Measuring Scotland’s Progress Towards A Smart Successful Scotland (various reports), Scottish Executive
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Exhibit 12
Estimated GVA per head in 2002 at LEC level

There is wide variation in the economic prosperity of regions within the Scottish Enterprise area.

25,000
20,000
15,000
[
10,000
5,000
0
SE SE Edinburgh SE SE SE Fife SE
Glasgow and Lothians Tayside Lanarkshire Borders
SE SE SE Forth SE Dumfries SE SE
Grampian Renfrewshire Valley & Galloway Ayrshire Dunbartonshire

Source: Scottish Enterprise

Scottish Enterprise’s latest estimates
suggest that, in 2002, GVA per head
ranged from just under £9,000 in
Dunbartonshire to over £20,000 in
Glasgow (Exhibit 12).°

43. This type of analysis is
influencing the way Scottish
Enterprise considers the regional
distribution of resources. The data
presented in Exhibit 12 show how
wealth generation is concentrated in
the main cities of Scotland. There is
increasing acceptance that this is, to
some extent, inevitable. Economic
activity will always tend to gravitate
towards major centres of population.
Rather than trying to counter

this effect, Scottish Enterprise is
developing a ‘city regions’ approach
that focuses on how surrounding
areas can contribute to and

benefit from the growth in major
conurbations.

6 These data are estimates and to some extent reflect commuting patterns eg, Glasgow's figure is boosted by the fact that many people commute into

work there, which raises the GVA figure (which is workplace-based) without increasing the population base (which is residence-based).
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Key messages

The Scottish Executive uses a
range of 38 indicators to monitor
progress towards achieving the
ambitions set out in A Smart,
Successful Scotland. The
framework focuses on the
overall performance of the
Scottish economy.

Scottish Enterprise provides a
summary of achievements against
ten key progress measures in

its annual report, focusing on

the activities and outputs of

the network. These progress
measures give a limited picture of
achievements. The performance
data make no explicit link to

the SSS outcomes and it is
therefore difficult to assess how
Scottish Enterprise activities are
contributing to the overall strategy.

Scottish Enterprise uses a wider
range of information internally

to assess performance. The
‘balanced scorecard’ approach
provides a more complete picture,
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but the emphasis has again
tended to be on ‘process’ rather
than ‘impact’ measures.

To a large extent, the lack

of impact data reflects the
complexities of measuring
outcomes in relation to economic
development activity. Other
economic development agencies
in the UK, and internationally,
face similar challenges, and no
simple solution exists. Scottish
Enterprise has attempted to
measure the overall impact of

its activities, most recently in
2003. This exercise, which should
be interpreted with caution,
estimated that its activities

had added some £1.6 billion to
Scottish GDP over three years, as
a result of activities in 2001/02.

44. This section examines:
e how the Scottish Executive

measures progress towards A
Smart, Successful Scotland

e how Scottish Enterprise
reports on progress against key
performance measures

e additional information used to
provide a ‘balanced scorecard’
of performance for Scottish
Enterprise

e the issues and complexities
involved in measuring outcomes
in economic development.

Measuring progress towards A
Smart, Successful Scotland

45. The Scottish Executive sets

the strategic direction for Scottish
Enterprise through A Smart
Successful Scotland. Exhibit 13
illustrates the relationships between
the two organisations and their
respective roles.

46. A Smart Successful Scotland
sets out a range of indicators for
monitoring Scotland’s economic
performance. There are two headline
measures of progress supported

by 12 lead indicators and 24 sub-
measures, giving a total of 38
indicators (Exhibit 14, page 16). They
are designed to provide a framework



Exhibit 13

Setting the strategic direction

/

Joint performance team

Impact assessment

o

Source: Scottish Enterprise

that can be benchmarked against
comparative economic performance
in the UK as a whole and in other
OECD countries. There have been
only very minor changes to the
measures since 2001, although the
Scottish Executive is expected to
complete a consultation exercise on
the appropriateness of the measures
currently in use early in 2006.

47. The Executive's annual
Measuring Progress reports
present a snapshot of the relative
performance of the Scottish
economy and provide some
analysis of the reasons underlying
Scotland's relative position against
each indicator. However, they do
not comment on the contribution
of Scottish Enterprise, or the role
of Scottish Enterprise in seeking to
influence performance against
these indicators.

/

Corporate planning
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partners

Outputs and evaluation

Scottish Enterprise’s performance
measurement framework

Scottish Enterprise’s progress
measures

48. Scottish Enterprise’s Operating
Plan sets out how it intends to
tackle the challenges identified in
A Smart Successful Scotland. It is
a rolling three-year plan, updated
annually. Within the context of SSS
and Scottish Enterprise’s planned
activities, the plan also sets out

‘in year’ progress measures. The
latest plan (2005-08)” identifies ten
progress measures against which
performance is to be reported:

e business starts assisted

e major high-growth business
start-ups assisted

e growth businesses improving
their performance

e knowledge transfer supported
by the network

7 http://www.scottish-enterprise.com/publications/se-operating-plan05-08.pdf

e working age population assisted
with career planning

e number participating in
occupational training programmes

e number achieving positive
outcomes from occupational
training

e companies helped to develop
their workforce

e high-potential organisations in
priority industries helped to do
business internationally

e planned high-value jobs brought
to Scotland as a result of inward
investment support.

49. The current set of ten measures
represents a significant rationalisation
in the range of headline measures
used in the past (from a total of 28
measures in 2003/04). Exhibit 15
(Page 19) tracks the changes since
2001/02.
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Exhibit 14

SSS progress measures

The 38 progress measures of SSS are subdivided within the three broad themes of SSS.

Headline measures
GDP per head
CO, emissions

Lead indicators

Growing Businesses

High-growth firms (business
starts)

Percentage of businesses
trading online

Business research and
development as a proportion of
GDP

Productivity levels in Scottish
industry

Skills and Learning

Proportion of the working age
population in employment

Proportion of 16 to19-year-olds
who are NEET

Reducing the gap in
unemployment between the
worst ten per cent of areas and
the Scottish average

Proportion of those in
employment undertaking
training

Global Connections

Cost and coverage of
broadband

Proportion of employers
exporting

Graduates as a percentage of
the workforce

Net migration (working age) as
a percentage of the population

Sub-measures

New business starts per 10,000 population

Proportion of innovative firms

Proportion of business activity transacted through e-business
Share of business using broadband

Number of academic spin-outs

Number of patents filed (academic and industry)

Knowledge-based industries index
Number of new global/European HQs

Skill shortage vacancies as a proportion of employment
Ratio of unemployment to unfilled vacancies

Proportion of people aged 20 to 24 achieving a qualification at NVQ level
3, or above

Proportion of young people with adequate transferable core skills
Number of working age people in education, training or employment
Employment rates of relatively disadvantaged groups

Number of Investors in People-accredited companies
Employment in Investors in People accredited companies
Demand for learning to enhance transferable core skills

Share of population online

Share of population in Social Inclusion Partnerships (SIPs) and other
fragile areas with internet access

Proportion of employers with overseas alliances, operations, joint
ventures, mergers and acquisitions

Export sales per worker

Availability, frequency and cost of direct international transport links
Overseas and British visitor expenditure

In-migration (working age)

Working age population change by local area

Source: Measuring Scotland’s Progress Towards A Smart Successful Scotland, Scottish Executive, 2005
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Exhibit 15

Scottish Enterprise progress measures: changes and rationalisation

There have been a number of changes in the measures used and the definitions over time. Dotted lines indicate
where definitions have changed between years. Asterisks show where measures have been used for a single year.

Growing Businesses 2001-02 2002-03 2003-04 2004-05 2005-06
Innovative business ~ — - - - mm—— - — - - - - >
Business starts >
Business starts by SIP residents >

Business starts by women >

High-growth business starts >
E-business | e e e - >

New products/processes —_———— - >

Spin-outs/Knowledge transfer - - --- - - - - - >—
Environmental standards ~ — - oo oo oo oo - »>

Business development reviews *

Agricultural diversification *

Global Connections 2001-02 2002-03 2003-04 2004-05 2005-06
Businesses exporting e e e e e e e e e e e e e e e e mmm—— - - >
Businesses exporting to new markets *

Businesses with deeper international penetration *

Global company strategy review process completed *

Jobs generated by inward investment activity =0 0 0 -=-=-=-=-==-=-=--- > B
Brownfield land developed *

Accommodation provided for key industries e ——_—

New international transport links *

Attraction/Retention of key skills ————

Telecom hub development *

Skills and Learning 2001-02 2002-03 2003-04 2004-05 2005-06
Occupational training programme participants - - - - - >
Occupational training programme participants with R  ———
positive outcome

Adult modern apprentices in training *

Support to adults in disadvantaged areas =0 — - - - - - - - oo - - >

Workforce training leavers gaining employment - == =-=-==-=--- - >

SME workforce development * —_—
Investors in People reviews oo B —

Low-paid staff undertaking skills development == === >

Use of careers guidance/planning services === -~ >
Pupils with additional support needs moving into *
employment/education/training

Teachers participating in enterprise in education *

programme or placed in business

Unemployed young people moving into *

employment/education/training

Source: Measuring Scotland’s Progress Towards a Smart Successful Scotland, Scottish Executive, 2005
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50. As well as a reduction in the
number of measures used, there
have also been a number of changes
in the measures themselves,
including both fundamental changes
and more subtle changes in
definitions. Some of these changes
reflect policy developments; others
represent refinements to improve
the focus of the measures and
mitigate any undesirable effects they
might create.

51. Examples of changes include:

¢ In the first three years there was
a measure to record the number
of spin-out businesses generated
by company and/or academic
research activity. This definition
changed in 2004/05 to knowledge
transfer supported by the
network, reflecting recognition
that knowledge transfer may
occur in the absence of a spin-
out being formed. The unit
of measure was expanded
accordingly to include licences
acquired by businesses to exploit
intellectual property, and new
collaborative ventures between
business and academia with the
aim of knowledge transfer, in
addition to spin-outs.

e The measure for the number
of companies achieving the
Investors in People standard
has been broadened to
SMEs engaged in workforce
development to better reflect
the overall objective. Again, this
newer definition captures a wider
range of activity, making year-on-
year comparisons impossible.

52. The changes in the measures
make it impossible to provide a time
series of performance information for
all measures for all years.

Scottish Enterprise’s reported
achievements

53. Scottish Enterprise’s Annual
Report to Parliament includes both
qualitative and quantitative analysis.
Its focus is on annual achievements
rather than a review of performance
and impact over a longer timeframe.

Qualitative analysis of
performance

54. The qualitative analysis describes
key achievements during the year,
highlighting successful projects
and investments. It describes the
rationale for the main activities
supported and the allocation of
funds. Areas for future focus are
also identified. Highlights from the
2004/05 Annual Report within each
theme are presented in Exhibit 16.

55. This analysis provides a helpful
picture of the key areas of activity
and achievements. Scottish
Enterprise has introduced quarterly
reviews of progress against
performance measures and these
reviews are scrutinised by the board.
The Scottish Executive receives half-
yearly updates which summarise
progress made and form the basis
of its assessment of performance.
However, these performance
reviews are not published and

the annual report remains the key
statement on Scottish Enterprise’s
activities, outputs and impact. It
highlights areas of good performance
rather than presenting a balanced
picture of performance across the year.

Quantitative analysis of
performance

56. The quantitative analysis
presented in the annual report
provides evidence about performance
on the ten progress measures. The
measures are grouped into the three
strategic themes; for each measure
an expected output range is set and
performance is reported against these.

57. Two measures have remained
unchanged through the whole period:

® new business starts (Exhibit 17,
page 23)

e high-growth business starts
(although the measure relating to
high-growth starts has changed
for 2005/06 so further time series
analysis will not be possible)
(Exhibit 18, page 23).

58. Scottish Enterprise assisted

a steadily increasing number of
business starts each year between
2000/01 and 2003/04, although the
total fell back slightly in 2004/05. The
target also increased steadily over
this period. Assisted high-growth
starts showed greater variability over
the same time period, although the
target also fluctuated.

59. Reported achievements against
the full set of ten measures for
2004/05 are presented in Exhibit 19
(page 24). In isolation, these figures
give a very limited picture of Scottish
Enterprise’s achievements. Without
contextual data on activity in the
wider economy, or time series data
for many of the measures, it is
difficult to interpret the figures in any
meaningful way; they simply provide
a snapshot of activities and outputs
at a point in time.

Are the measures ‘fit for purpose’?
60. The ten performance measures
and the highlights of achievements
in Scottish Enterprise’s Annual
Report do not capture the full range
of Scottish Enterprise’s activities

and are supported internally by

other management information and
research and evaluation evidence

to provide a more complete picture.
The performance measures focus

on activities and outputs rather than
impacts; although Scottish Enterprise
met or exceeded all its headline
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Exhibit 16

Scottish Enterprise achievements in 2004/05: Highlights

The box below presents some of the highlights from 2004/05.

Growing Businesses

e The Scottish Co-Investment Fund — investment in excess of £4 million in over 40 businesses with private
sector leverage of over £10 million.

e The Business Growth Fund — investment of £5 million in over 60 high-growth businesses with private sector
leverage of £15 million.

e 1,300 young people assisted with starting their own business.
e |ntermediary Technology Institutes signed up 11 projects and 200 new members.

e 32 Proof of Concept projects completed, leading to three spin-outs and three licences, and leveraging over
£7 million of private sector funding.

e Qver £15 million awarded to 11 projects under R&D Plus, with the potential to create around £120 million of
investment in new products and processes by Scottish businesses over the next three years.

Skills and Learning

e Participation in Modern Apprenticeships (MAs) up 9%, with 60% achieving the full qualification.

e QOver 90% of MA trainees in work six months after completion of programme.

e Training for Work assisted 4,000 individuals into employment, with 21% lower delivery costs.

e QOver 180,000 individuals assisted with career planning, with 97% customer satisfaction.

e Qver 3,200 SMEs helped with workforce development.

Global Connections
e 11 new international air routes supported by the Route Development Fund.

e Scottish Development International (SDI) creating more than 30 new posts worldwide to promote inward
investment and support the internationalisation of Scottish companies.

e SDI named by World Bank as the ‘world’s most consistently high-performing investment promotion agency'.
e Scotland's share of R&D inward investments was a third higher than UK or European averages.

e 3,900 businesses encouraged to take-up broadband through awards under the Broadband Incentive Schemes
and 1,700 SMEs connected to broadband.

Source: Scottish Enterprise Annual Report 2004/05
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targets, this does not provide
a picture of the impact that the
activities have had on the economy.

61. The relationships between
inputs, activities and outputs can be
used to assess the economy and
efficiency of an organisation and are
important operational tools. However,
an assessment of effectiveness
requires an understanding of how
inputs, activities and outputs relate
to outcomes.

62. Scottish Enterprise’s Operating
Plan seeks to link its activities and
progress measures with the SSS
priorities and indicators, but these
linkages are weak or non-existent
in some cases. Exhibits 20, 21 and
22 (pages 24-26) show the linkages
between SSS priorities and indicators
and Scottish Enterprise’s activities
and measures, as presented in the
operating plan.

Growing Businesses

63. There are four Scottish Enterprise
‘in year' progress measures in the
Growing Businesses theme. Three

of these measures relate to the SSS
priority of entrepreneurial dynamism
and creativity (Exhibit 20, page 24) and
one relates to increasing research and
development. There are no measures
for two of the SSS priorities: global
success in key sectors and creating
more e-business.

64. The weaknesses with the
growing businesses measures largely
reflect the fact that they are ‘in year’
measures that are not designed to
provide information on outcomes,
which need to be assessed over a
much longer timeframe:

e There is often no direct link to
show how the activity and output
measures identified will contribute
to SSS outcomes being achieved.

e \While the measures are specific
to the activity being delivered,

only one of the four (growth
businesses showing improved
performance) attempts to
measure qualitative improvement.

e There is no use of benchmark
data eg, total number of business
starts in Scotland in a year
relative to the number assisted by
Scottish Enterprise.

e The measures make no attempt
to address issues of additionality
and attribution ie, how much of
any observed output is wholly
due to the intervention of Scottish
Enterprise?

e None of the growing business
measures address cost issues,
ie, what inputs have gone into
achieving an output?

Skills and Learning

65. The second of Scottish
Enterprise’s three themes is

Skills and Learning. Four of the
ten headline measures monitored
are within this theme (Exhibit 21,
page 25). Again, one of the four
SSS priorities — narrowing the gap
in unemployment — does not have
an associated measure (although
measures such as participation

in training which appear under
other priorities will also influence
this priority).

66. Many of the same limitations
apply to those in the Skills and
Learning theme. In addition, the Skills
and Learning measures tend to be
quantitative in focus and have limited
reference to qualitative achievements
that may have been realised.

Global Connections

67. The remaining two measures
relate to the strategic theme of
Global Connections (Exhibit 22,
page 26). This is the weakest
theme in terms of the relationship
between SSS strategic priorities
and Scottish Enterprise progress

measures. Measures exist for only
one of the four strategic priorities,
and a number of key activities with
substantial funding levels, such as
major infrastructure projects, are
not included in the measurement
framework.

68. Internally, Scottish Enterprise
uses a much wider range of
information to assess performance.
For example, some of the information
gaps highlighted above are addressed
periodically through evaluation
studies which allow for a much more
in-depth analysis of performance

in relation to specific interventions.
Also, use is made of contextual and
qualitative data to inform internal
analysis eg, assisted business starts
are reviewed in the context of all
business starts and information is
gathered on the survival rates of
new businesses. But this type of
information is not always collected

in a strategic manner, and it does

not feature in public performance
reporting, which remains heavily
focused on activities and outputs.

A balanced scorecard for Scottish
Enterprise

69. To present a balanced view

of an organisation’s performance,
objectives and information reflecting
a range of perspectives need to

be considered. Scottish Enterprise
has adopted a balanced scorecard
approach and considers performance
from four perspectives.

e Stakeholder: How is Scottish
Enterprise contributing to the
strategic objectives envisaged by
the Scottish Executive?

e Customer: How are Scottish
Enterprise’s services perceived by
its customers?

e Process: How effectively and
efficiently is Scottish Enterprise
delivering its services?
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Exhibit 17

Scottish Enterprise progress measure: Business start-ups
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Note: In 2004-05, output ranges rather than target levels were used. The output range was 9,000-10,000.

Source: Scottish Enterprise

Exhibit 18

Scottish Enterprise progress measure: High-growth start-ups
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Note: In 2004-05, output ranges rather than target levels were used. The output range was 150-200.

Source: Scottish Enterprise
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Exhibit 19

Scottish Enterprise reported performance in 2004/05
The table below shows reported achievements against each of the ten Scottish Enterprise progress measures.

Scottish Measure Achievement
Enterprise
theme
Growing Account-managed businesses improving their business performance 359
Businesses
Total business start-ups 9,387
High-growth start-ups 207
Knowledge transfer supported by the network 117
Skills and Individuals of working age benefiting from career planning 185,493
Learning
Individuals on occupational training programmes 42,723
Individuals achieving a positive outcome from occupational training programmes 18,749
SMEs helped to take steps to develop their workforce 3,242
Global . Organisations helped to do business internationally 963
Connections
High-value jobs brought to Scotland through inward investment 1,854

Source: Scottish Enterprise Annual Report, 2004/05

Exhibit 20

Growing Businesses measures

SSS priorities and indicators

Entrepreneurial dynamism and creativity
¢ high-growth firms (business starts)

- new business starts per 10,1000
population
- proportion of innovative firms

Increased research and commercialisation
e business research and development as a
proportion of GDP

- number of academic spin-outs
- number of patents filed (academic and
industry)

Global success in key sectors
e productivity levels in Scottish industry
- knowledge-based industries index
- number of new global/European HQs
Creating more e-business
e percentage of businesses trading online

- proportion of business activity transacted
through e-business
- share of business using broadband

Source: Scottish Enterprise Operating Plan 2005-08

Key Scottish Enterprise activities
include...

e Business Gateway services

e Business start-ups, survival and
growth

e Developing high-potential
companies

e Scottish Co-Investment Fund

e Direct investment

¢ |ntermediate Technology Institutes

e Company Innovation projects

e R&D Plus

e Proof of Concept Fund

e Specific sectoral initiatives

e Activities outlined above will
contribute to this objective

The Operating Plan
identifies these
progress measures...

Business start-ups
assisted

High-growth starts
assisted

Growth businesses
showing improved
performance

Knowledge transfer
supported by the
Network

No specific measure,
although other Growing
Businesses measures
are relevant

No specific measure,
although other Growing
Businesses measures
are relevant



Exhibit 21

Skills and Learning measures

SSS priorities and indicators

Improving the operation of the labour

market

e proportion of the working age population in
employment

- skill shortage vacancies as a proportion
of employment

- ratio of unemployment to unfilled
vacancies

The best start for all our young people
e proportion of 16 to 19-year-olds who
are NEET

- proportion of people aged 20 to 24
achieving a qualification at NVQ level 3,
or above

- proportion of young people with
adequate transferable core skills

Improving demand for high-quality in-work

training

e proportion of those in employment
undertaking training

- number of Investors in People
accredited companies

- employment in Investors in People
accredited companies

- demand for learning to enhance
transferable core skills

Narrowing the gap in unemployment

¢ reducing the gap in unemployment
between the worst ten per cent of areas
and the Scottish average

- number of working-age people in
education, training or employment

- employment rates of relatively
disadvantaged groups

Source: Scottish Enterprise Operating Plan 2005-08

Key Scottish Enterprise

activities include...

e Careers Scotland

e Futureskills Scotland

e Modern
Apprenticeships

e Skillseekers

e (Get Ready for Work

e Adult Modern
Apprenticeships

e Construction skills

e \Workforce
development,

including Investors

in People

e Training for Work

e | ocal regeneration

activities

Part 3. The performance measurement framework

The Operating Plan
identifies these progress
measures...

Working age population
engaged in career planning

Number participating
in occupational training
programmes

Number achieving a positive
outcome from occupational
training programmes

Businesses engaged in
workforce development

No specific measure, although

other Skills and Learning
measures are relevant

25
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Exhibit 22

Global Connections measures

Source: Scottish Enterprise Operating Plan, 2005-08
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Exhibit 23

A balanced scorecard for Scottish Enterprise

A wide range of information informs the performance assessment of Scottish Enterprise.

Stakeholder
Information collected includes:

e periodic evaluations of programmes and projects
e thematic reviews eg, business birth rate review,

review of R&D
e one-off analysis of impact.

Example of evidence:
e Estimated impact of £1.6 billion in 2001/02.

Comments:

e jrregular analysis at organisational level

e evaluation studies tend to focus on individual
programmes or projects, although a more
strategic approach is evolving

e |earning effects from evaluation studies are not
always effectively disseminated.

Customer

Information collected includes:
e regular customer satisfaction surveys

e monitoring of performance against Customer
Charter commitments

¢ client feedback often collected as part of
evaluation studies and customer forums

e customer relationship management (CRM)
system recently introduced.

Example of evidence:

e 87% of business service customers with a
named advisor fairly or very satisfied with
service.

Comments:
e regular collection of data

e broad ‘headline’ figures indicate generally high

satisfaction levels, but more detailed findings are
necessary to inform future delivery eg, feedback

from evaluation studies

e CRM data will help, in the future, to identify
which interventions have been used and
with what effect.

Source: Audit Scotland

Process

Information collected includes:

detailed quarterly financial monitoring

detailed management information for all key
measures and a wide range of sub-measures.

Example of evidence:

4,008 business starts assisted in first half of
2005/06.

Comments:

regular, detailed monitoring of a wide range of
financial and process-related information

good benchmarking between LECs, but limited
external benchmarking due to the variability of data.

People
Information collected includes:

regular staff satisfaction surveys

analysis of management/admin/staffing costs in
relation to budget

training and development activity
staff turnover and sickness absence.

Example of evidence:

69% of staff satisfied with current role.

Comments:

data used by managers to manage staff
performance and address local variations

extensive training and development activity
undertaken eg, leadership development on
customer relationships with senior staff.

27
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Exhibit 24

Inputs — Activities — Outputs — Outcomes: Linkages

A Smart, What are we aiming to achieve? A Smart,
Successful Scotland with more value added in
Successful Scotland and growth in Scotland’s national income
Scotland (measured by an increase in GDP per head).

How can progress towards this be measured
and understood? Against A Smart Successful
Scotland measurement framework, in relation to
the performance of OECD countries.

How does Scottish Enterprise contribute to this
change? The operating plan sets out specific priorities
for each theme of A Smart Successful Scotland.
Progress will be measured during the year against the
targets and milestones.

OUTPUTS

L

ACTIVITY

What will Scottish Enterprise do?
Deliver the projects and programmes
set out in the operating plan.

Source: Scottish Enterprise Operating Plan, 2005-08

e People: How do the staff support
the achievement of the Scottish
Enterprise objectives and how
satisfied are they?

70. This allows for a more rounded
analysis of performance. It also
balances the need for regular on-
going monitoring of activities and
outputs (‘process’ perspective) with
the need for longer-term strategic
analysis of impact (‘stakeholder’
perspective).

71. Scottish Enterprise’s set of

ten progress measures focuses
essentially on the ‘process’ aspect of
the list above. Additional information
is collected within Scottish
Enterprise to inform the assessment
of wider aspects of performance and
provide a more complete picture.
This includes much more detailed
process information, as well as
information to address the other
perspectives within the balanced
scorecard. Examples of the type of
information collected is summarised
in Exhibit 23 (page 27). This exhibit
does not aim to present a full picture
of the information available (which
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is extensive), but simply highlights
examples of the type of information
available within each perspective.

72. The balanced scorecard approach
provides a more rounded picture of
Scottish Enterprise’s performance,
from a range of perspectives.

This information is used as part of
quarterly reviews with the Executive
board, which were introduced in
Autumn 2005.

73. Although process information is
important and valuable, it needs to
be balanced against other aspects
of performance. For Scottish
Enterprise, the key challenge
remains in understanding the
combined impact of all activities.
This is a highly complex area, but
forms an important element of

a comprehensive assessment

of performance. Three board
committees were established

in Autumn 2005 (Performance,
Investment and Operations) and
the Performance Committee will be
seeking to address these complex
issues as part of its remit.

How much will this cost? The
operating plan sets out the estimated
budget for the plan.

Linking inputs to outcomes

74. The Scottish Executive's
monitoring of SSS indicators is
primarily concerned with outcomes
and changes in Scottish economic
performance, while Scottish
Enterprise’s published performance
information focuses on its own
activities and outputs. Exhibit 24
shows the linkages between inputs,
activities, outputs and outcomes

for Scottish Enterprise. Scottish
Enterprise’s Operating Plan shows
the link between its planned
activities and SSS outcomes, but
there is limited evidence of linkages
when performance is assessed. This
would enable the Scottish Executive
to challenge Scottish Enterprise more
effectively on its contribution towards
the goals contained within SSS.

Measuring outcomes

75. The difficulties in providing
information on Scottish Enterprise’s
overall impact should not be
underestimated. In the field of
economic development, measuring
outcomes is a highly complex task.
Routinely-collected performance



information on activities and outputs
does not provide for an assessment
of outcomes, as the linkages
between outputs and outcomes are
complex and require careful analysis
and interpretation. But measuring
outcomes is a critical element of
performance management and these
complexities cannot be ignored.

76. The type of information required
for a fuller picture of Scottish
Enterprise’s achievements is neither
cheap nor easy to collect. A range of
issues make the task of measuring
the impact of an economic
development agency particularly
complex. In particular:

e Attribution — changes in
economic performance will reflect
the combined influence of a wide
range of factors, including many
which are beyond the control
of Scottish Enterprise, such as
interest rates and exchange rates.
Also, a business or individual
may have received a number of
different types of support from
Scottish Enterprise and other
bodies. Isolating the influence of
any single factor is impossible
without making a range of
assumptions, which may be
subject to some degree of error.

e Additionality — identifying how
much of any observed change
is due to a particular intervention
by Scottish Enterprise involves
assessing what might have
happened in the absence of that
intervention. Again, this requires a
range of assumptions to be made.

77. This means that activities and
outputs can be measured using data
that are relatively easy to collect

and analyse, but impact can only

be assessed through evaluation
studies which consider the impact
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of a particular intervention in detail.
However, evaluation can only

take place some time after the
intervention, to allow impacts to
have been achieved. As a result,
evaluation evidence will only be
available after some time — often
several years.

78. Scottish Enterprise has
attempted to measure its overall
impact, building on the extensive
range of evaluation evidence it holds.
This is a complex exercise, subject
to a wide margin of error and highly
dependent on the extensive range
of assumptions made, so the results
should be treated with a degree of
caution. Nonetheless, it is important
in providing the scale of impact.

79. A two-stage exercise was
undertaken in 2003, relating to
activity in 2001/02. This was

a detailed and comprehensive
exercise, the second stage of which
used an econometric model to
simulate effects on both the Scottish
and UK economies. It estimated
that Scottish Enterprise’s activities in
2001/02 generated additional GDP
in Scotland of some £1.6 billion over
the course of three years.?

80. Scottish Enterprise acknowledges
that the methodologies employed
require improvement and the
exercise highlighted some of the
methodological difficulties involved.
There are no immediate plans to
repeat such an exercise; the current
focus is on improving the quality of
evaluation and using the results of
evaluation work more effectively.

International experience

81. The lack of evidence of impact
at organisational level is not
unique to Scottish Enterprise. As
part of this study, we reviewed

a number of agencies in the UK

8  This compares with total GDP (at basic prices) of £70.4 billion in 2000 (Source: ONS).

and internationally to compare
approaches to performance
measurement and management
and determine if lessons learned
could be applied to Scottish
Enterprise. The review examined
approaches to performance
measurement and management
and — where it was made explicit
by the organisations concerned — the
rationale for measuring performance.
Organisations in the following
countries were included in the review:

e Australia

e (Canada

e Denmark

e England

* [reland

* New Zealand
e USA

82. The review confirmed that
other agencies struggle with

the same issues and there is no
simple solution. Two examples of
particular interest are summarised
in Exhibits 25 and 26 (page 30).
These examples highlight the
importance of gathering good-
quality, reliable information in any
attempt to measure impact. The
Canadian example demonstrates
the next stage in the process, using
the information in an attempt to
measure impact through the use of
an econometric model.

83. The Danish Government's
Regional Growth Strategy published
in 2005 presents benchmark data

on a number of economic and

social performance measures for its
regions and between Denmark and
other countries. Exhibit 27 presents a
simplified version of this approach.
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Exhibit 25

Performance measurement in Canada

Atlantic Opportunities Canada Agency (AOCA) is the economic development organisation for Atlantic Canada and
is one of the many organisations that report to Treasury under the Departmental Reporting Guidance. The most
recent reports are under the old guidance regime.

It is the only comparator studied that attempts to put a figure on its contribution to its region’s GDP and
employment. The agency has three strategic themes and uses the logic chain to report back against each of these.
However, it also includes an assessment of its macro-economic contribution. This is based on an assessment of
the number of jobs that the agency has supported. The figures take account of additionality (or incrementality)
through results from a client survey which asks whether they would have carried out a project anyway, without
the support they received. Using their CRM database, they are able to estimate the net impact on employment
supported in the region.

These results are then used by the Conference Board of Canada, a national not-for-profit organisation which, among
other things, conducts research in economic trends. The results are used as an input into a model of the economy,
which then produces estimates of a number of variables, including:

e GDP and GDP per head
® tax revenue generated
e payroll supported.

AOCA also works with Statistics Canada to derive other statistics using their CRM and national data to do
comparisons of performance between assisted and non-assisted firms. This allows analysis of productivity of
assisted and non-assisted firms across different sectors.

The interesting point of this model is not just that AOCA have estimated the GDP contribution of the agency,

but that they have collected suitable data for an econometric model and have worked with several research
institutes in order to produce some genuinely different measures of the agency performance. No doubt there are
methodological issues, but it represents a useful starting point.

Source: Audit Scotland

Exhibit 26

Performance Measurement in Ireland

We examined the use of large-scale surveys of supported companies by Forfas and Enterprise Ireland. These
provide a large volume of information against which these agencies are able to provide a detailed breakdown of
the performance of clients. For example:

e Through its employment survey, Forfas reports on changes in employment by sector among supported
companies.

e Through its business survey, it estimates:
— sales

payroll costs

Irish raw materials

Irish services

direct expenditure in the economy.

e Through a corporation tax survey, Forfas estimates the tax payments of supported companies through an R&D
investment survey it produces estimates of business expenditure on R&D (BERD).

Source: Audit Scotland
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Exhibit 27

Economic development in Denmark

Benchmark == How do we compare with others?
Analysis == How did we get to where we are now?
Conclusions == \What can we improve?

v

Strategy development ==§» How do we improve?

v

Political negotiations == |s a political agreement on the way ahead achievable?

v

Implementation == How can/will different areas of government contribute to achieving the goal?

Source: Audit Scotland

Recommendations

Recommendation 1: A clearer
understanding of the contribution
Scottish Enterprise is making to
achieving the ambitions of SSS

is required, and the Scottish
Executive should work with
Scottish Enterprise to achieve this.

Recommendation 2: In assessing
performance, Scottish Enterprise
should make greater use of
longitudinal assessment and

use this to make more explicit
reference to the contribution being
made to SSS outcome measures.

Recommendation 3: Scottish
Enterprise should further
investigate the potential of
econometric models to estimate
the combined impact of its
activities.
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Part 4. Developing, monitoring and
evaluating activities

Key messages

The processes for developing,
monitoring and evaluating
activities are critical to effective
performance management.
Scottish Enterprise has introduced
new procedures for appraising and
approving projects which should
help improve strategic fit and
promote efficient allocation

of resources.

Targets have a valid role in
monitoring activities and outputs,
but they must be carefully
selected and should not be the
main driver for activity.

The use of GVA as an impact
measure should help focus on
outcomes, although the concept
needs to be clearly understood
and used in conjunction with
other measures.

Evaluation is a critical element
of impact assessment and the
current variation in approaches
and quality needs to be

addressed. Greater emphasis
should be placed on broader,
strategic evaluation studies, and
more effective mechanisms for
disseminating and responding to
findings need to be introduced.

There is evidence of positive
change within Scottish Enterprise
in moving towards a performance
improvement culture. However,
Scottish Enterprise is large and
dispersed, and there is some
way to go before staff throughout
the organisation understand the
positive role of performance
management.

84. Effective performance
management relies on high-quality
management information and
effective use of this information.
Underlying this, a well-designed
framework for selecting, monitoring
and evaluating activities is essential.

85. This part of the report looks at
how Scottish Enterprise selects
activities and subsequently monitors
and evaluates the chosen activities
by considering:

e developing activities

e target setting
® monitoring progress
e evaluating performance.

e changes under way at Scottish
Enterprise.

Developing activities

Appraisal and approval

86. If Scottish Enterprise’s activities
are to maximise impact in relation

to the strategic objectives set out in
SSS, resources must be allocated
with the ultimate objectives of SSS in
mind, with clear linkages between the
individual activities and the objectives
towards which they aim to contribute.

87. The process for appraising

and approving new projects is
therefore an essential element of the
performance management process.
If these processes are effective,
resources will be allocated efficiently
and outcomes will be maximised.
Once activities are identified, it is
crucial that good-quality monitoring
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Strategic rationale of Scottish Enterprise projects
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Source: Audit Scotland

information is available to support
subsequent evaluation to inform
future delivery.

88. To understand how effectively
the appraisal and approval process is
operating within Scottish Enterprise,
we reviewed a small sample of

78 project appraisals. The sample
included projects of a range of sizes
and from a range of LECs across the
network. In relation to appraisal and
approval, the review considered the
following stages:

e dentification of the strategic
rationale

e objective setting
e options appraisal

e detailed appraisal of the
selected option

e approval process.

89. Each project was scored

against a framework, developed in
conjunction with Scottish Enterprise.
The framework criteria were based
on guidance issued by Scottish

Rationale based
on market failure

Enterprise. Where projects were
approved prior to the latest guidance
being issued, assessments were
based on good practice.

90. Identification of strategic
rationale. This is the first step for
Scottish Enterprise in determining
whether to intervene in the market
place where it is failing to operate
effectively. The majority (79 per
cent) of projects clearly stated

a rationale for the project in the
appraisal paperwork, but this
rationale was based on market
failure considerations in little over
half of projects and only 40 per cent
of projects gave factual evidence to
support the rationale (Exhibit 28).

91. Objective setting. All projects
should have clearly stated objectives
setting out the changes that will be
achieved through delivery. Generally
projects scored well on this element
of assessment, with the majority
having clearly stated objectives and
three-quarters linking objectives

to change. But only 32 per cent of
projects had measurable objectives.

Factual evidence
to support rationale

92. Options appraisal. It is

critical that an options appraisal

is undertaken prior to deciding

how to intervene in the market

to ensure that the right type and
level of intervention is achieved.
This was the weakest stage in the
project appraisal cycle. Only six per
cent of projects fully appraised the
options to determine the preferred
approach and the overall process was
considered ineffective in more than
half (55 per cent) of cases reviewed
(Exhibit 29, overleaf).

93. Appraisal of preferred option.
The preferred option generated
through the option appraisal process
should be subject to rigorous
assessment to determine the risks
and benefits associated with delivery.
This assessment should cover the
inputs, management structure and
capabilities required to deliver the
project, and an exit strategy on
completion of the project. In general,
appraisal papers scored well on
assessing delivery requirements

— 87 per cent of projects adequately
assessed inputs and 75 per cent
had sufficient consideration of the
management capabilities required.
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Options appraisal of Scottish Enterprise projects

Inclusion of relevant options’ appraisal elements

6%

31%

Source: Audit Scotland

94. The main weaknesses were in
identifying potential benefits (only
38% of projects did this fully) and
how these could be attributed to
Scottish Enterprise’s intervention
(only 16 per cent of projects
considered additionality). There was
also limited consideration of what
would happen at the end of the
project — only 36 per cent of projects
had a clear exit strategy.

95. Approval process. Appraisal
papers are submitted for formal
approval to the relevant body. The
process differs depending on the
nature of the project: large national
projects are reviewed by the
Scottish Enterprise board, while
larger LEC-specific projects are
considered by the LEC board, and
smaller projects do not require board
approval. The board should review
the appraisal papers and challenge
the assumptions. Most projects are
approved with limited changes. From
our analysis of 78 projects, only three
projects were returned for further
comments and four were rejected
outright. For ten projects (13 per
cent), there was no approval

paper available.

. Does not include 14%

- Includes some

D Includes all

31%
63%

96. Despite this high level of first-
time approval, only 38 approval
papers were considered to be
effective and compliant with the
available guidance. A further 27
were assessed as being partly
effective, with the remaining 13
approvals assessed as ineffective.
This suggests that in some cases
there is insufficient rigour in the
process leading to approval of
projects, without adequate review
and enhancement.

The Gateway review process

97. In September 2003, Scottish
Enterprise introduced a much more
rigorous appraisal, approval and
evaluation process, known as the
Gateway review process. This is

a five-stage process providing a
clearly structured format for the
development and delivery of projects
which is in accordance with HM
Treasury guidance. It incorporates:

e strategic review
e project appraisal

® investment decision

Effectiveness of options’ appraisal process

B neffective

- Some inadequacies

[ ] Effective

55%

® implementation review
e evaluation.

98. There is now comprehensive
and clear guidance for all stages in
the project lifecycle. The system
applies to all projects, from large
infrastructure projects down to
smaller-scale interventions (although
smaller projects use a much
simplified version). Extensive training
in the Gateway process has been
delivered to staff at all levels to
ensure that they fully understand
the processes involved and their
importance to the development of
high quality projects. This has been
accompanied by the development
of comprehensive support materials
and peer networks.

99. In the past, the appraisal and
approval process has been viewed
by some staff as a barrier to getting
on with project delivery, rather than
a potentially constructive process
that can help in developing a better
quality project. These perceptions
undoubtedly still persist to some
extent across the network, but
Scottish Enterprise anticipates that
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Scottish Enterprise performance against output ranges: 2004/05
All output ranges for 2004/05 were met or exceeded.

Scottish Enterprise Measure
theme

Growing

Businesses performance

Account-managed businesses improving their business

Total business start-ups

High-growth start-ups

Knowledge transfer supported by the network

Skills and Learning

Individuals of working age benefiting from career planning

Individuals on occupational training programmes

Individuals achieving a positive outcome from occupational

training programmes

SMEs helped to take steps to develop their workforce

Global Connections

High-value jobs brought to Scotland through inward investment

Source: Scottish Enterprise

training will help to change attitudes
and ensure that project appraisal

is seen in a more positive light.
However, it is too early to judge
whether the new procedures are
having a positive impact on the quality
of the appraisal and approval process.

Allocating resources

100. Until this year, budgets were
allocated to each broad theme at the
start of the financial year, and then
broken down further to individual
LECs. This may have created an
incentive for LECs to spend up to
their budget allocation, with a risk
that some projects may have been
selected by LECs with this objective
in mind, rather than on the basis of
economic justification or strategic fit.

101. In 2005/06, Scottish Enterprise
introduced a major change in the
way it allocates funds to projects.
Budgets have not been allocated

in advance either by theme or
geography. Instead, project staff
apply for funds as project proposals
are approved during the course of

Organisations helped to do business internationally

the year. Applications are reviewed
throughout the year and approved or
rejected following review. There is
no set budget limit for specific areas
of activity. Financial control relies

on robust forecasting and strategic
alignment relies on quarterly
management reviews.

102. This rolling system should

help ensure that projects are

driven by economic justification
rather than budgetary limits. As a
result, the selected projects should
more closely reflect the ultimate
objectives and strategic intent of

the organisation, provided that the
appraisal and approval system works
effectively. However, this is the first
financial year that this approach has
been used, and management reports
to the Scottish Enterprise Board
indicate that demand has exceeded
the resources available. It is too early
to comment on the effectiveness

of management action to contain
expenditure, but audited accounts
will be available later in 2006.

35
Output Met or

range exceeded?
300-400 v
9,000-10,000 4
150-200 v
100-120 v
175,000 190,000 4
41,000-46,000 v
16,000-19,000 v
2,300-2,600 v
720-850 4
1,000-1,300 v

Setting performance expectations

103. Each of Scottish Enterprise’s
ten progress measures has an
associated output range, published
in the operating plan. Until 2004/05,
Scottish Enterprise’s Operating

Plan included targets for each
performance measure. However,
because Scottish Enterprise
considered that the targets were
driving activity in too narrow a way,
they were replaced in 2004/05 with
indicative output ranges (Exhibit 30).
This allows for greater flexibility in
the distribution of resources and
should help avoid excessive focus on
a single figure.

104. Output ranges are developed
by Scottish Enterprise and agreed
with the Scottish Executive.’ They
are reviewed annually. In the past,
the review of targets was primarily
based on past performance and
available resource, seen within the
context of the policy objectives.
Since Scottish Enterprise generally
outperformed against many of

9 With the exception of the target for Modern Apprenticeships, which is set by the Scottish Executive and forms an important component of the
occupational training programmes’ participants’ target.
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its headline targets, the targets
tended to increase over time (see,
for example, Exhibit 17, page 23
— business start-ups).

105. There appears to be an implicit
assumption that, for many areas

of activity, a higher level of activity
is better and will achieve greater
impact. For example, the target for
new business starts assisted by
Scottish Enterprise has risen from
6,600 in 2000/01 to a target range of
9,000-10,000 for 2005/06. However,
it is not clear that the review of this
target takes account of the wider
economic environment in which
Scottish Enterprise operates.

106. Although a higher number

of business starts is generally
considered to be a desirable aim,
this does not necessarily imply that a
higher number of assisted business
starts is desirable. A steadily
increasing target is not necessarily
appropriate because, with higher
levels of Scottish Enterprise
intervention in the new business
market, there is an increasing risk
that Scottish Enterprise funds will
be used to support businesses that
would have started up regardless.
To make effective use of public
funds, support should be targeted at
achieving outcomes that would not
be achieved without assistance. It is
not easy to identify and support only
those that would not otherwise
start up, but this should be the
guiding principle.

107. Greater emphasis is now

being placed on the use of external
evidence to inform the setting of
output ranges. Output ranges should
reflect evidence about the appropriate
level of intervention to maximise the
impact of public sector support. This
will require research to investigate

the effectiveness of different types of
intervention, and Scottish Enterprise is
seeking to gather better information in
this respect.

108. Targets (or output ranges)
have a valid role in informing the
monitoring of activities and outputs
through the year and play a part

in performance management,

but should not become an end in
themselves.

Monitoring progress

Management information

109. Within Scottish Enterprise,
information relating to headline
measures and a wide range

of supporting measures is

reported through two systems

— the Knowledge Management
Information System (KMIS) and the
Corporate Training System (CTS).
This information is used extensively
for management reporting at LEC
level and at national level. It provides
a basis for senior management to
review progress against targets

on a quarterly basis (or more
regularly at LEC level). Areas of poor
performance can be highlighted and
addressed, and examples of good
practice shared.

110. The monitoring data are
reviewed in the context of the
relevant geographies or markets to
provide an informed analysis of the
data. Nonetheless, there has been
a tendency in the past to focus

on targets, using management
information to assess whether a
business unit or team is managing to
achieve given levels of activity with
the allocated resources and within
a specified timeframe. This type

of review takes no account of the
effectiveness of activities.

Quality of management
information

111. The value of monitoring
information will depend on the
quality of the information collected.
Previous reports by the Auditor
General for Scotland have highlighted
concerns over the quality of
monitoring data.'® We analysed the
quality of the information contained
within KMIS and CTS in respect of
the ten headline measures used by
Scottish Enterprise. A sample of
cases was investigated to verify that
there was clear evidence for each
claimed output.

112. Data on activities and outputs
in relation to training programmes
are robust and there are clear
procedures for recording the data via
CTS. In part, this reflects the clear
cut nature of these activities and
outputs. An internal team (National
Compliance Service) is responsible
for checking the data, primarily
because the evidence is used to
support payment claims by external
training providers.

113. For other measures, there were
a few issues with regard to the
timing of claims, but data generally
seemed robust. However, there are
a number of concerns about the
quality of the KMIS data in relation to
business starts:

e Business starts claimed without
clear evidence of the business
actually trading.

e Business starts claimed where
the LEC assistance appears to
have been provided after the
business was set up (although
this is in some cases allowed
within the guidance).

10  Scottish Enterprise: Special audit examination, Audit Scotland, December 2003; Scottish Enterprise: Account management services to high-growth businesses,

Audit Scotland, June 2004.



e [ack of evidence of the nature or
duration of the LEC assistance.

e |nconsistency in the criteria used
to judge whether an output has
been achieved.

114. In almost half (43 per cent) of the
120 business start claims investigated,
one or more of the above issues was
raised. These issues partly reflect
concerns that have been addressed
through improved guidance. Any
remaining concerns similarly relate to
the guidance available at Network level
and within the Business Gateways.

115. This indicates a need for clear
and unambiguous guidance on how
outputs are recorded, particularly

in relation to business starts where
the Business Gateways have an
important role in the delivery of
services. It also reinforces the need
for careful consideration of the type
of measures used and the incentives
that they may create.

Project-level monitoring

116. Effective monitoring at the
project level requires an appropriate
framewaork for collection of
information. This framework needs
to be established at the outset of

a project. The Gateway process
requires that project staff define a
monitoring framework as part of
the project development process.
This means that all projects should
have a monitoring framework in
place from the outset which defines
the type of information to be
collected, frequency of collection,
responsibilities for collection and
analysis requirements.

117. We reviewed a total of 49
projects to assess the quality of the
monitoring activity associated with
those projects:

e 78 per cent of projects had a
monitoring framework in place.
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e 42 per cent of frameworks were
judged to be fully measuring
the appropriate data, although
a further 47 per cent had only
partial data.

e |nonly 26 per cent of cases
was the framework used by
management to assess the
effectiveness of project delivery.

118. Overall, this exercise highlighted
that project-level monitoring tends
to focus on activity data, with limited
reference to output or outcome
data. Also, monitoring information
on individual projects is not used
effectively by management to
improve performance or inform
wider operations, strategy or policy.
In both areas, there is room for
improvement.

119. Project staff need to fully
understand the potentially valuable
role of well-designed monitoring
activity. The key here is in careful
design — better monitoring does

not necessarily imply collection of
more data. The volume of data is not
the issue — it is the relevance and
usefulness of the data that is the
key factor. The data collected should
reflect the main risk areas and allow
these to be adequately assessed.
Senior management need to ensure
that data are effectively used to
influence future activity, and staff
must be fully engaged in the active
use of monitoring information, so
that they can appreciate its value and
see its practical application.

Evaluation of performance

The role of evaluation

120. Activity and output data

should not be used in isolation, but
need to be reviewed within the
context of outcome data to enable

a comprehensive assessment of
performance. At a project level, the
impact of a particular intervention (or

group of interventions) is typically
assessed through an evaluation
study. This usually takes place on
completion of a project, or some
time after implementation, to allow
for impacts to have been partially,

if not fully, achieved. This means
that outcome data are not generally
available as early as activity and
output data.

121. An economic evaluation study
should consider issues such as:

e the rationale for assistance

e observed changes in performance
of the target group eg, assisted
businesses

e the extent to which observed
changes can be attributed to
the particular intervention (rather
than external factors, other
interventions, support from other
agencies, etc)

e what changes might have been
observed in the absence of any
intervention (the counterfactual)

e the efficiency, economy and
effectiveness of delivery.

122. These are complex issues
which cannot be easily measured or
quantified. For this reason, evaluation
studies — which can be costly — are
not carried out for each and every
intervention on an annual basis.
Rather, evaluations are carried out
according to needs and priorities,
using a risk framework to determine
the evaluation plan for a given year.

Quality of evaluation

123. Scottish Enterprise evaluation
studies are generally conducted

by external consultants, because

of the level of resources and the
specialist skills required. This also
ensures independence and neutrality.
However, the use of a wide range
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of consultants inevitably results in
variations in the methodological
approaches used, the nature of the
assumptions made and the quality
of results.

124. \\Ve examined the evaluation
activity associated with 49 projects
across the network. This included
the extent to which the key stages
in evaluation were completed and
whether feedback was provided to
the organisation as a whole in order
that learning can take place.

We found:

e Just over half (51 per cent)
of projects reviewed had an
evaluation that mapped all
the activity delivered — and
significantly fewer projects
recorded all inputs (30 per cent)
or all expenditure (20 per cent).

e \Well over three-quarters of
evaluations (85 per cent) either
fully or partially assessed outputs
and outcomes, but only 40 per
cent calculated net additional
impact achieved.

e |ess than one in four evaluations
included a value-for-money
assessment.

e QOver half the evaluations did
not test the strategic rationale
(55 per cent).

e There was mixed evidence that
lessons learnt were effectively
disseminated and acted upon
—in only half of cases was there
evidence of feedback being
acted upon.

125. Scottish Enterprise is aware
that there is variance in the quality
of the evaluation evidence and is
seeking to address the issue, initially
through training staff, so that it can

11 GDP = GVA + taxes — subsidies

design better consultancy briefs,
provide more critical comment

on the consultancy reports and
challenge the findings. Extensive
guidance has been produced for
staff. This should help improve

the quality and consistency of the
evaluation reports, although much
will still depend on the ability of the
commissioned consultants to deliver
the standard of outputs required.

Developing the approach to
evaluation in Scottish Enterprise
126. Scottish Enterprise’s approach
to evaluation is evolving. With the
involvement of the JPT, greater
emphasis is now being placed

on more strategic evaluations
covering broad themes, rather than
evaluations of individual interventions
or those focused on local areas.
Examples include the business

birth rate review, the review of
clusters and industries and the
current evaluation of Skillseekers

and Modern Apprenticeships. These
are all large-scale, Network-wide
investigations designed to challenge
the nature and scale of Scottish
Enterprise’s interventions in these
areas and to understand their impact.

127. Each year, an evaluation plan

is prepared identifying priorities for
evaluation and research based on

an analysis of risks. This balances

the evaluation priorities against
available resources, recognising that
the broader strategic evaluations are
costly, time-consuming exercises and
there will be a limit to the number that
can be undertaken in any given year.

128. Greater use of such evaluation
evidence should help in providing a
more complete picture of the impact
of a group of interventions, taking
into account their interactions and
hence the combined impact on the
businesses assisted. This will take

Scottish Enterprise a step further
in addressing the complexities of
impact measurement across the
whole organisation, rather than
simply at a project level.

The use of GVA in evaluation

129. Since early 2004, Scottish
Enterprise’s board and senior
management team has placed much
greater emphasis on the use of GVA
as a means of assessing impact.
GVA is a measure of the output of
an economy that (unlike GDP) can
be calculated for individual economic
units, such as businesses, and for
small geographic units or regions.
Because it can be calculated for
small economic units, it is a valuable
tool for assessing the economic
impact of interventions at a micro-
level. As GVA is closely linked to
GDP"' it represents an appropriate
measure for assessing Scottish
Enterprise’s ultimate objective of
supporting growth in the Scottish
economy.

130. The aim of using GVA is to
encourage project staff to focus on
outcomes, rather than on activities
and outputs. Net additional GVA
should also provide a single measure
for comparing impact across a

wide range of different types of
intervention, both at the project
appraisal stage and at the evaluation
stage. This should help inform
resource allocation decisions and
direct resources to where greatest
impact can be achieved. However,
the complexities involved mean
that the concept is often poorly
understood and there is a risk that

it will be misused. It is essential
that its meaning is clearly explained
and communicated throughout
Scottish Enterprise so that it is used
in an informed manner, alongside
supporting evidence and information.
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Changes under way within Scottish Enterprise

Scottish Enterprise has made a number of changes in recent years that will help improve

performance management.

Development activity 2003-05

Introduction of detailed, thorough
and consistent appraisal process

(accompanied by extensive staff

training).

Greater focus on GVA as a consistent
indicator of impact for appraisal,
monitoring and evaluation of projects.

Improved use of evaluation evidence
to determine activity, and greater
emphasis on wider evaluations of
broad themes and ranges of activity.

Introduction of a CRM system and
customer segmentation.

Review of activities, with the aim of
rationalising the range of products from
around 600 to 100 (and potentially
further).

Shift towards output targets rather than
activity targets.

Move away from annual budgeting to a
quarterly rolling review process.

Establishment of Operations,
Investment and Performance
Committees to critically review
activities.

Focussing on key industry groups.

A move towards a metropolitan
approach to economic development.

Source: Audit Scotland

Comments

Gateway process is thorough and introduces peer review and more
extensive review both before, during and after project delivery.
Training is of good quality and extensive; this should help in
communicating messages and encouraging cultural change.

GVA is a potentially helpful indicator and assists in focusing on
outcomes. However, it is poorly understood and there is a resulting
danger that it will be misused and misinterpreted. The continued use
of a wider range of outcome measures should be encouraged.

Evidence could be better disseminated and used more effectively
to improve and inform future delivery. Wider-ranging, more strategic
evaluations would provide a valuable evidence base and should
challenge the fundamental rationale for projects and activities.

This will provide a mechanism for longitudinal tracking of business
customers and will form an important element of future performance
management. The segmentation of the customer base is being used
to try and identify those interventions and customer groups that have
the potential to deliver greatest impact.

Rationalisation will help focus activities on strategic priorities and will
also make the task of estimating combined impact less complex.

There is evidence of greater use of output targets, but a number
of activity targets remain in the headline measures with potentially
distorting effects on performance.

A potentially helpful development to avoid expenditure and activities
being driven by annual time horizon and support a longerterm
perspective in reviewing performance. However, the allocation

of resources against strategic priorities will need to be carefully
monitored in order to achieve an appropriate balance.

Potentially valuable overarching committees addressing key
performance issues, but it is too early to comment on their
effectiveness. The Performance Committee will develop a set of
outcome measures.

SE plans to increasingly base its activity on helping to realise the
growth potential of Scotland’s key industries. It ianticipates that this
will help to improve its approach to performance management by
better understanding where SE intervention can make a significant
impact and monitoring that change as it occurs.

By identifying and responding to the role metropolitan regions play
in economic growth, SE anticipates that it will better understand and
improve its impact

39
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131. It could be misleading to

use GVA in isolation and Scottish
Enterprise acknowledges this.
Certain activities, such as business
support, would be expected to show
a direct contribution to GVA, but
other activities such as regeneration
or training will influence GVA in a
much less direct manner and over

a longer timeframe. This means
that using GVA as a single measure
of impact over a short timeframe
might unfairly disadvantage certain
types of project. The range of 12
lead indicators presented in SSS
represent a more balanced basis for
analysis. Ultimately, all of Scottish
Enterprise’s activities should have an
impact on GVA, but in some cases
this may be a long-term impact and,
in the short to medium-term, impact
can only reasonably be measured in
terms of a range of indicators.

Changes under way

132. A number of changes have
been made, or are under way,

that should encourage improved
performance management within
Scottish Enterprise. The key areas of
positive development are highlighted
in Exhibit 31 (page 39).

133. These changes should sharpen
the strategic focus of Scottish
Enterprise’s activities and improve
understanding of their contribution
towards intended outcomes.
However, this understanding

will remain partial unless further
work is done to allow for more
regular assessment of impact at
organisational level.

134. Scottish Enterprise is a large
organisation with over 2,500 staff
across 13 locations, and cultural
change will only happen gradually.
Among some Network staff, there
remains a view that appraisal,
monitoring and evaluation processes
are essentially administrative tasks
rather than tools to assist continual
improvement. The training currently

under way will go some way to
addressing this, but the message
needs to be reinforced through
clear communication of the practical
application of appraisal, monitoring
and evaluation findings.

Recommendations

Recommendation 4: Target-
setting should be informed
wherever possible by external
evidence, rather than based solely
on past performance.

Recommendation 5: The focus
of reporting should be on longer-
term outcome measures, clearly
linked to SSS progress indicators,
with activity and output data used
to monitor progress towards
objectives.

Recommendation 6: Clearer
guidance on definitions for
recording activities and outputs
should be prepared for staff

to ensure the quality of the
monitoring data.

Recommendation 7: Monitoring
frameworks for projects should
be designed at the outset to
include outcome measures and
the monitoring information should
influence and inform future
delivery.

Recommendation 8: Scottish
Enterprise should continue to
work to improve the quality and
consistency of evaluation work
and ensure that learning effects
are disseminated effectively so as
to influence future activity.

Recommendation 9: Evaluation
activity should be redirected to
deliver a wider picture of impact
and should provide a more
fundamental challenge to the
rationale for activities.

Recommendation 10: Better

use should be made of evaluation
evidence to allocate resources and
challenge the nature and scale of
activities.

Recommendation 11:
Assessment should be based
on the range of indicators
presented in SSS, rather than on
GVA alone, recognising that the
paths to impact on GVA will vary
considerably between projects.

Recommendation 12: Scottish
Enterprise should continue
working to ensure that the
positive changes at management
level are cascaded throughout the
organisation.
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Appendix 1. A review of interational
performance measurement approaches

This Appendix presents the

key messages from a review
undertaken by SQW Ltd on behalf
of Audit Scotland. The purpose

of the study was to review
international approaches to the
performance measurement of
economic development agencies
and departments with similar
remits to Scottish Enterprise.

Variability of approaches

1. As explained below, the review
identifies both many different
approaches, but also striking
similarities. For example,

the agencies or government
departments researched all had
relatively similar objectives, many
around innovation, supporting
employment, global connectedness,
inward investment. Most set out
their activities within the context

of country or regional performance
generally, often benchmarked against
other countries using OECD data.

2. However, the tools for measuring
performance did vary more widely
— the detailed guidance developed
at a federal level in Australia;
substantial and in-depth consideration
of approach at state-level in the
USA; use of balanced scorecard
approaches alone or in combination in
the USA and Australia; sophisticated
logic models in Canada; and use

of large-scale surveys in Canada
and Ireland. In Canada and in the
US, there were formal reporting
structures to which agencies had

to adhere in order to fit with wider
city reporting systems applied to

a number of different agencies. In
most cases, this was necessary in
order to report to parliament/council
and to demonstrate effective and
efficient use of resources to national
or state government.

No ‘silver bullet’
3. The emphasis of most reporting
was on what is usually termed

inputs, activities and/or outputs. This
was usually in the form of the value
of investment that had been made
and, for example, the number of
companies or projects supported, or
training places created. This led

to what we consider to be a logic
gap or to two sets of performance
information running in tandem.

4. On the one hand, a detailed
assessment of the economic
conditions with benchmarks is often
provided in performance reports,
accompanied by information on
agency inputs, activities and
outputs. The gap occurs at the
interface between identifying the
outputs resulting from an
agency's activities with changes in
the wider economic conditions.

5. We did not find any evidence of
a 'silver bullet” here — we have not
found structures which effectively
bridge this gap or link convincingly
and quantitatively the activities and
outputs of an agency with changes
in the wider economy of its area.
However, we did find examples,
notably in the logic models and
survey work being deployed in
Canada, where this gap was being
narrowed and the link strengthened.

No sense that Scottish Enterprise
in ‘thinking’ and approach is
behind its peers

6. From our knowledge of Scottish
Enterprise’s approach and from
discussions during this work, we do
not consider SE, although adopting
often a different approach, to be
behind its peers. From the many
documents we reviewed, it is clear
that most other agencies are wrestling
with exactly the same issues.

7. Itis also not easy to make direct
comparisons between agencies for a
number of reasons. At the level we
were looking at, it can be difficult to
tell whether some of the apparently
more advanced models, for example

around the use of a balanced
scorecard or a logic model, are
actually being implemented effectively
by the organisations concerned. Also,
although at a national level there are
often attractive models described,
reporting by the agencies in that
jurisdiction that are supposed to be
using the model is often disappointing.

Limited treatment in organisation-
level reports of attribution and
additionality

8. From our own work and
knowledge of SE, we know how
important the treatment of
attribution and additionality to be

in evaluation work. However, we
found that among the agencies we
examined, there was, at best, only
a limited treatment of these issues
in their performance reporting. This
may be because we were looking
primarily at the higher levels of
reporting and that treatment of
attribution and additionality is mainly
handled at project or programme
level through evaluation. Even so,
many agencies appear to report the
gross rather than the net effect of
their interventions eg, the number
of companies they assisted or the
employment that they supported.
Our sense is that SE probably pays
as much or greater attention to these
adjustments than appears to be the
case among other agencies.

Limited use of GVA

9. One of the issues raised in the
consultants’ brief was the use of
GVA by other countries in
measuring the performance of their
agencies. It is worth clarifying here
the definition of GVA and GDP. GVA
is the contribution to the economy
of each individual producer, industry
or sector in for example the UK.
Approximately, GVA represents the
income generated by businesses out
of which is paid wages and salaries,
the cost of capital investment and
financial charges, before arriving

at a figure for profit. It includes
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taxes onproduction (e.g. business
rates), net of subsidies but excludes
subsidies and taxes on products
(eg, VAT and excise duty). So, GVA
+ taxes on products — subsidies on
products = GDP.

10. We found very little evidence
that GVA is used at all. Most agency
strategies and reports use GDP as
an indicator of the condition of the
economy and as a benchmark for
comparison with other countries and
regions. Only in Atlantic Canada did
we find contribution to GDP used
as a measure of the agency’s
performance. In Ireland, a survey of
assisted businesses also provides a
measure of change in net GVA per
employee at a firm level.

11. Although there was limited
evidence of its use, GVA is becoming
more important as a measure

of economic performance and
potentially provides a link between
firm level and regional or national
economic performance, as well as
being a measure of productivity.

The Allsopp report draws a number
of conclusions on the quality and
methodological issues surrounding
the collection and use of GVA
statistics at different levels in the
UK. In terms of the current study,
this only highlights the importance of
GVA as a measure of economic
performance but not specifically of
an organisation’s performance. It also
raises the importance of collecting
data in a form that can be used with
other sources or as an input into
other models.

Benchmarking economic progress
against peers using GDP and
other metrics is common

12. Most agencies introduce their
strategies and objectives using
regional or national statistics that
can be benchmarked against other
countries or regions. This is not just
true of the economic development
function, but of many other areas of

policy. The most common economic
measures are GDP; GDP per head;
employment and unemployment;
business investment in R&D and
exports. Often data on key sectors
are drawn out (biotechnology and
ICT are particularly popular). Despite
often detailed analysis of the
current condition relative to
competitors, this was not tied back
convincingly to attributable,
additional contributions of an agency
in high-level reporting.

Explicit treatment of partner
contributions

13. In some cases agencies are
required to work closely with
partners and this is reflected in the
way in which their performance is
reported. The RDAs in England are
one example, although in the case
the profile of partner contributions
to date is highest in strategy
documents and action plans rather
than in performance reports. In
Canada, agencies deliver a large
number of cross-cutting initiatives
which they report on in order to
contribute to national targets. This
forms a large part of many of the
performance reports and gives a
sense of how partners contribute to
the wider economic development
objectives.

More obviously part of a wider
performance measurement
process followed by other
agencies and departments

14. In several countries, Australia
and Canada in particular, there was
strong guidance on how agencies
or departments should report
performance. This meant that the
performance data collected could be
both compared across departments
and agencies, but also more
importantly could be aggregated or
rolled-up to produce a state level

or federal performance report. The
Canadian guidance produced by the
Treasury stresses the logic chains
linking activities and outputs to

strategic outcomes. In the US some
states collect data from a number
of agencies in order to produce a
state-level report on performance.
Although in practice this consistency
is valuable, it still does not help
understand individual agencies
performance other than to reinforce
the importance of making the links
between activities and strategic
outcomes.

Subject area of current concern to
UK central government$§

15. Finally, these issues and the
measurement of the performance
of economic development agencies
is a current topic in England. SQW
has recently been commissioned
by the Department of Trade and
Industry to develop a framework
for performance measurement of
the English RDAs. This has already
raised issues around:

e development of programme/
project evaluations and the
development of consistent logic
chains from activities through to
PSA targets

e statistical beneficiary analysis — as
a way to look for broad patterns
over time or for comparisons with
control groups

e partners’ contributions — RDAs
work with partners and through
delivery agents more and
more, which will raise double
counting issues unless there is
apportionment of spend/effort
and of outputs/outcomes

e strategic added value (SAV)
— RDAs are placing a lot of
emphasis on the contribution
they make through influencing
others, but there has been limited
work done on assessing this.
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