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Executive Summary

i. This study is part of a wider programme of evaluation undertakeRdyional Development
AgenciesRDA}to report on the impact of their interventions during the period 2002/3 to
2006/7. It focuses onnnovation Infrastructureand is one of three undertaken by Regeneris
Consulting and explores:

1 Managed Workspace
1 Innovation & Knowledge Transfer

ii. This is a programmkevel evaluation exploring investment themes rather than specific
projects. It endeavoursto develop a rounded picture of each theme and has not been
designed as a replacement for a more detailed projegel assessment. Although the
evaluation explores the impact §f9 9 5ihvé€stiment up to the end of 2006/there are
undoultedly further impacts accruing to these investmentghich have yet to manifest
themselves in the economyThis is especially the case withlanaged Workspace
interventions, as a number of the centres examined in this evaluation had only been
operational fa a short period of timeThe evaluation has been designed and undertaken in
order to comply with the principles set out in the Impact Evaluation Frameworkuide
how RDAs demonstrate their impact on regional conditiand will feed to theEvaluation &
the Impact of RDA Spending rep@@mmissioned by BERR.

iii. Theevaluation hadeen basedn a reviewof a sample of projects and a sample of business
beneficiaries. Conclusions drawn from the fieldwork should be interpreted with the possible
margins of eror inherent in any samplinrgased exerciseln addition, at the time of the
survey design, it was believed that tleapital build projects weréncubation centres. The
survey gquestions therefore sought to assess the impact of revenue support and services
available to tenants, as well as the impacts of locating in the centres themselves. On closer
subsequent inspection, it became apparent thatthough displayingsome of the
characteristics of incubatorsthe Business Centres are better defined asardged
Workspace and it would have been more appropriate for them to be included in the
evaluation of SEEDA land and property investments, which has been ongoing at the same
time as this evaluationFurthermore, the galuation focuses on regional impacts, whereas
the Managed Workspacprojects are focused on local areas.

iv. The evaluation has been designed and undertaken in order to comply with the principles set
out in the Impact Evaluation Framewo{llEF)to guide how RDAs demonstrate their impact
on regional conditins.The exercise focused on four central elements of the IEF:

1 to review conditions and strategies in the South East
1 to gauge therelevanceof interventions to the challenges facing the regional
economy

YoglfdzddAaya GKS LYLIOG 2F 9y3flyRQa wS ddobdgylahd EGaiadiént 2 LIY Sy
Frameworkg February 2006 http://www.berr.gov.uk/files/file21900.pdf

regeneris

Version 42Page| CONSULTING



1 to provide a quantitative assessment of net econorimpact, as a measure of
effectivenesof the interventions reviewed

1 to assesfficiencyby considering valuéor-money indicators on unit costs to the
public purse of the interventions reviewed.

V. Where possible, the evaluation endeavours to:
1 generate lessns and advice to SEEDA on thglity and sustainabilityof the
interventions to help shape future rounds of investment
1 and, to identify examples aftrategic added valuerhich have been secured through

{9951 Qa4 Ay@2t #SYSyd Ay LRtArde RSOSt20LYSyd

StrategicContext and Investments

Managed Workspace

vi. {9951 Q& I LIWINRIOK (2 AyOdzol A2y KlFLa o06SSy (42 ¥
around the regionwhich cansupport enterprise and innovatioim underperforming areas
where there is an apparent lack of suita accommodation for small and starter businesses
Previously, intervention was by way of gap funding, but this been avoidedin recent
years due to State Aid issueFhe Managed Workspacprogramme has been specifically
brought forward to supporthe EnterpriseHub and Enterprise Gateway business support
programmes.

Vii. The investments examined in this evaluation clearly suppibie South East Regional
Economic Strateg{RES) 20022 commitmentto increase the rate of new business starts
and to improve he rates of survival and growth of young companfe® 95! Q& t€ 6 2S5 0 A
raise the levels of enterprise and business competitiveness in less prosperous parts of the
South East, in part through the provision of specialist business premisssreaffirmedn
the latest RES (2086c 0 ® ¢KS fFGSad wo{ Ffaz2 NBFfSOGa
provision of business premises to further stimulate entrepreneurialism and innovation in

existing growth area&s @ KA OK A& NBFTfSOGSR AY kP& ! Qa4 Y
proposals.

Innovation & Knowledge Transfer

viii. TheRES (2002 and 200iglentified innovation as one of the key priorities for achieving a
dynamic, diverse and knowleddmmsed economy. Key actigrsupported by thénvestments
examined in this evaluatig are:

1 Supporting knowledge transfer into the business community

1 Driving the adoption of best practice through networks, asuringhigh- quality
business support

iX. The RES priorities are reiterated throughout SEEBArporate Plags (200205 and2005
08). For example, e 200508t f Yy Q& Lyy2@F A2y t NA2NRGE LI |
supportingfledgling technology businesses, seerttaskey drivers of innovation. SEEDA will
continue to help such businesses through its network of Enterprise Hubs, prosi
appropriate business space and provide access to finance and a faster route to market for
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new ideas. The latest Corporate Plan (20048 sets out how the Enterprise Hubs will be
delivered through sulsegionallnnovation Teamsn order to support theBusiness Support
Simplification Processinnovation products, rolbuts of which & anticipated from April
2009.

Market Failure

X. ¢KS Yz2al O02YLISt Ay MaradeH WfiSpadinteventiohs {(add dhe Q a
that was implicit in all the projects reviewgds on equity grounds. The investments have
sought to tackle economic undg@erformance in lagging areas and foster a more
equitable spread of enterprise and business growth across the regirincreasing the
stock of business premisemd facilitathg access to business support for small and starter
businessesIn doing so, the projects were clearly supporting RES and Corporate Plan
objectives.

Xi. The most powerful market failure argument for thenovation and Knowledge Transfer
theme, one which was nocited, centres on imperfect information (where poor awareness
and limited understanding led to stdptimal or irrational decisiommaking. The innovation
process is a complex one which requires companies to understand a wide array of issues
from technia@l testing obligations to the funding regimes which can support Riithout at
least a basic amount of understanding of the options available, businesses maysuiake
optimal investmentdecisions or simply not invest at é8lEEDAunded innovation suppdaris
helping SMEs to navigate this landscape when, particularly for very small anedistart
businesses, it may absorb substantial resources and be prohibitive in cost terms.

Table1{ dzY Y NB 2F t 2GSy dAlLf wlkaGA2yFfS F2NJ {995

Market Failue Equity
Public Externalities Imperfect Market
Goods Information power
Managed KK K KKK

Workspace Equity. The investments have sought to tackle economic urgEformance in
lagging areas and to foster a more equitable spread of enterprise andhdsss
growth across the region by increasing the stock of business premises.

Innovation & K K KKK K
Knowledge Imperfect information. Poor awareness and limited understanding of technologie
Transfer lead to low levels of take up.

Note: For strength afarket failure case, 1 tick = weak ca2dicks = partial casand 3 ticks = compelling case. No ticks = n¢
case.Source: Project Reviews

Performance & Impact on Businesses Supported

Xil. The majority of businesses assisted have seen no significant impememtheir standing
after receiving SEEEfAnded innovation infrastructure support. Although firms have grown
GKSANI GdzZNYy2@SNJ I yR SYLX 28YSyid &aAyOS NBOSAQDAY
assistance to be a decisive factor. Too many firms haygorted no change in
competitiveness at a time when the wider economy had continued to grow strongly.

Xiii. Many more businesses stated that they were now more likely to seek external support in the
future than those wlb were less likely to. Thgiggess that the support received has been
valued by clientsand provides a good platfornfor effecting wider levels of change through

business support.
regeneris
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Xiv.  The most noticeable impacts reported by firms located in Managed Workspace centres were
on their confidence and on #hefficiency of their business to run more efficiently. Greater
g NBySadaa 2F o0dzaAySaasSaQ O2YLISGAGAGS LRAAGA 2,

XV. Innovation/knowledge transfer support appears to have yielded the greatest impacts on
business confidencand skills. A relatively high number stated that they have developed
new products, whilst the high percentage of businesses that have seen new markets opening
up suggests that the support has been configured to hew customers, and perhaps has been
well integrated with mainstream marketing advice.

Managed Workspace

XVi. By and large the Managed Workspace projects did not have specific outputddogehe
evaluation periodalthough there were targets further downstrearievertheless, to date
the centres haveexured a higher number of tenants than predicted at this stage of their
project life cycle. Overall performanceill need to be considerk over a longer period of
time and under a wider frameworthan consideration of initial shotterm outputs which
aremainly relevant while theentres are becoming established.

Innovation & Knowledge Transfer

xvii.  Innovation andKnowledge Transfeprojects have, on the whole, supported far more
businesses than were contracted. This is because (for the overall theme)ogtstwere
lower than anticipated at commencement of project delivery, and that the projects were
more successful in attracting clientBhe average unit costs reported (£16,100 per business
assist) is an indication of intensive assistance, so the prdj@ets assisted a greater number
of businesses whilst still providing intensive interventions.

xviii.  The core RDA Tasking Framework outputs do not truly reflect the activities being delivered
by the projects. For example, whilst the output indicatof peovides a effective measure
of first interaction between the businesses and the knowledge base, it provides no evidence
of the depth of interaction or relationship development. A number of project teams have
reviewed options for generating other KPls, but havenfbuhat this is far from being a
simple task (e.g. how to quantify the human interaction benefits of knowledge networks and
other knowledge collaboration activityNESTA are currently working on developingre
appropriateinnovation metrics.

Impact on the South East Econoniy

Net Cumulative Impact on the Economy

Xix.  Theevaluation estimatethat the cumulative total achievement of thlanaged Workspace
programme is a net additionajrossvalue added of between470,000 and £64,000. It
appears that he majority of impacts have occurred more recently, which is to be expected

2 Number of businesses engaged in new collaborations with the knowledge base (4a).

%3 Gross and Net impacts have mainly been generated using survey responsedusinesses supported by SEEDA
investments. The technical approach adopted and the survey questionnaire can been seen in the associated appendices
G2 GKAA NBLR2NI® adzAZ GALX ASNA 6SNB OF t Odzf I G SR iswtedlgcal | O dzi /
adzZllLX @ fAy1Fr3Sa YR AYRdzOSR 2NJ Ay02YS ST¥FSOihaéod
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given the lag between spend and occupancy of the managed workspace.

Table 2: Cumulative Impacts for Managed Workspace

Relevant spend covered (£Em) £15.3 million

Jobs GVA
Gross Impacts 55¢ 75 £2.04-£2.8
Effective Additionality Ratio 44% 23%
Net Impacts 24-33 £047-£0.64
Return on Investment £487kper addl job £0.04per £1 invested

XX. The evaluation estimates thatumulative netgrossadditional value added of £41liiton-
£48million has been generated by thenovation and Knowledge Transfdreme. This
analysis suggesthat the impact of the interventions has become more apparent over time
(as new ways of working become more ingrained and as the impact of related
investments/actims start to manifest themselves).

Table 3: Cumulative Impacts for Innovation & Knowledge Transfer

Relevant spend covered (Em) £16.4 million

Jobs GVA
Gross Impacts 3,117-3,662 £180-£212
Overall Additionality Ratio 20% 23%
Net Impacts 629-739 £40.7-£47.8
Return on Investment £24kper addl job £2.70per £1 invested

Returns on Investment

XXi. Net returns for Managed Workspace are modest to date, but it is clearly too early to form
any definitive judgements on their impac(capital schemes have a nulonger payback
period than the period covered in this evaluation)mpacts will take longer to materialise
due to the lag between investment and tenamtcupancyHowever, returns should start to
look better as occupancy at the centres nears capacity.adidition, net returns on
investment should increase in the futyras thephysical premiseare WNBS O& Of SRQ 0 A &S
more firms will bendf from the premises in the long term thaare housed at any one time).

If the cumulative impacts to date are prajeed forward, assuming an annual tenant
W3 dzOOS & a T dzfrate NIS10%B20A, (tHe MgrAged Workspacerogramme could
potentially generate net additional GVA in the range of -£28nmillion over the next 25
years.

xxii.  Net returns on investment to date areasonable fotthe Innovation &KnowledgeTransfer
investments To date, a pound of public sector investment could be expected to have
generated £3.30 ohet additional turnover and £2.70 of naddditional GVA. In terms of
value for money, this is firmly ithe middle of other similar programmes evaluated. Best
performing programmes evaluated previously have generated around £14 of net additional
turnover and up to £4.50 of net additional GVA per £1. However, there are examples of
programmes in whichreturns were so poor that they generated less profit and turnover
than they cost to deliverinnovation &Knowledge Transfgurojects will have a longeaerm
LISNIF AABS AYLI OG 2y FANNVAQ LISNF2NXVIYyOSs a2 (
future.

*The assumption is that each year 5% of managed workspace centre tenants will move onto alternative premises in order
to meet their growth aspirations and that new tenants will be secured.

®Ba®d on an assessment of exit survey evidence provided by commercial operators.
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SEEDA'$mpact on Changing Conditions

Table4: Setting Programme Impacisto Contextof Regional GVA performance

GVA Uplift Jobs Increases
Theme Cumulative | % of GVA Increase Total Percentage ofdbs
Increase in SE | Attributable to Increases in | Increase Attributable
(Emillions) SEEDA SE to SEEDA
Managed Workspace 0.001% 0.1%
Innovation and Knowledge ~ £44.,587 0.09% 54,000 1.3%

Transfer

Source: Regeneris Consulting calculations of impact and Headline GVA at current basic prices (National Statistics\Regional C
available to 2006/07. The average uplift in regional GVA 1997/8 to 2005/06 has been used for 2006/07 and 2007/08.

Increase in jobs in the region has been calculated using Annual Business Inquiry (ON8P@89Bor 2006/07 and 2007/08 the
average annal increase has been used to allow an overall figure for regional growth in employment during the relevant period
generated

xxiii. ~ Taking cumulative impacts to date, tivanaged Workspacprogramme has made only a
trace contribution to the regional ecomay. Thelnnovation and Knowledge Transfer
LINEANF YYS A& SAaGAYIFIGSR (2 0SS NBalLRyairofS F2NJ

Strategic Added Value

xxiv. The projects that have been examined in this evaluation hgedded some important
SrategicAddedValue (SAWenefits, which are summarised Table5 below.

Table5: Strategic Added Value
Managed Workspace Innovation & Knowledge Transfer

Leadership |The projects have made a strong a/Within the BSSP agenda SEEDA is leadir
clear case for local provision of businethe streamlining and targeting of innovatio
space and made kepdal partners moreand growth support to high potentia
aware of the need for business space {businessesKnowledge transfer investemts
start-up and growing businesses. have promoted greater collaboratior;

between businesses and the research bz
AY {9951 Qa4 LINA2NRGeE

Influence |A number of other neighbouring{ 995! Q& Ayy2@I iA2Yy
authorities have expressed an interest |carrying weight with big companies, whic
developing similar centres in their majlare demanding more engagement with tt
business loations. HEI and SME bases.

Leverage |Leverage has been achieved in two waylnnovation services are helping compani
f Subsequent investment fronto lever in funding from a wide variety

tenant businesses in the lat Sources for R&D. Kn0W|edge transt

economy activity is acting as a catalyst for Ré

collabomtion between businesses and th

Nurturing entrepreneurship anc
T g P b research base.

elevating the aspirations of loc:
people.

Synergy The centres have become business hiEngagement with Business Link, Enterpr
for the town. The centres have beconHubs, Finace South East and Sect
regular meeting venues for knowleddConsortia shows good synergistic working
sharing by local stakeholders.

Engagement The roltout of the centres has cemente|Again, cooperation with Business Link a
some good working relationships thathe Enterprise Hubs has been an imgort
already existed. form of engagement.
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Overall Reflections & Key Evaluation Questions

Managed Workspace

xxv.  TheManaged Workspacprojects examined in this evaluation are targeted at improving the
local area economy, not the regional economwhilst t is clearlytoo early to draw any
definitive conclusions on future impact, the projects may havarger impact in the future
Bvidence ofinterventions elsewhere has shown thaManaged Workspace&an have a
noticeable impact omusiness confidence, business formatisarvial and growth rates.

xxvi. Most of the projects delivered to date can really only be defined as managed work, space
although they do display some of the characteristics of incubatorsavitsite management,
on-site support, links to business events, and linksusiness support. Other projects
within the incubation programme now being brought forward lean closer towards
promoting innovation and knowledge transfer.

Innovation & Knowledge Transfer

xxvii. Many of the SEEDA projects examined in this evaluation are atrethnginghe culture of
the way businesses and universities operate and intetthet intention is that this will flow
into greater interactionsleading to collaborative work (paftinded through other bodies or
funded entirely by the companies theniges).

xxviii. SEEDA has acknowledged teapport shouldbe focused and targeted on businesses with
the greatest potential to innovate and grow. Also duplication/overlap of services should be
reduced such as has happened with aspects of the Innovation AdviSemyice and
Enterprise Huhswhere they have both addressed the needs of early stage technology
businesses in a very similar way.

Recommendations

xXiXx. There are a number of clear overarching messages:

1) SEEDA must work to ensure that a greater proportion of supd businesses
experience a transformative change in their performance

2) A more targeted approach to investment is required to ensure that the modest
NBE&2dz2NOSa | afeFoeused@d intdRveniidni? that Will generate the
largest returns

3) A morerigorous and consistent approach to measuring Key Performance Indicators
(KPIs) is needed

4) Investments should be underpinned k& more rigorous assessment of market
failuree a2 AG A& Of SFNJ gKSNB {995! Qa AyidSNBSy
market failure assessment shld inform how they intervenedfrect development of
Managed Workspaceat 100% of cost is hard to justify on a market failure
assessmenglonealthough it is justified on economic equity groufds

regeneris
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XXX.

XXXI.

XXXIl.

XXXili.

XXXIV.

XXXV.

XXXVI.

XXXVil.

Managed Workspace

Managed workspace investment has a continuing role to play in supporting the growth of
enterprise and employmenin deprived areas of the South Edlstough provision ohigh
specification office spacen favourable (i.e. flexible) lease terms, for a maximum period of
two years (beforgenantsare required to move on to new premisem)d provision ofaccess

to a range of business support and advice.

Incubation centres have a major role to play in facilitating the development and
management of innovative, higjrowth, knovledgebased organisations and the
interchange of concepts, ideas and experiefices

Premises funding will have different impacts depending on its purpose and also the scale at
which it is being utilised (i.e. regional, stdgional, local level). The stigest impacts are
likely to come through the development of specialist business space demanded by higher
value, technology orientated companies and provision of tailoreditssupport.

Future investment should be firmly predicated on tackling clearwaltevidenced market
failures. The evidence from this evaluation and from elsewhere suggests that:

1 The strongest market failure argumerft provision ofincubationspacerelate to
the process ofclustering or knowledge transfer.The new development athe
University of Kent and the Isle of Wight are in keeping with the approach, as was the
Aylesbury Vale Hatchery.

1 There is an entirely separatase in terms of SM&arter premisesas a means of
encouraging more enterprise in a particular location or camity, as was the case
in Shoreham and Faringdon.

These two distinct rationatefor incubation and managed workspace need to more explicitly
inform how SEEDA intervenes and invests and the kinds of impacts and returns it might
expect to secure.

Innovation & Knowledge Transfer

Encouraging universilgusiness collaboration should remain at the forefront{o® 9 5! Qa
corporate objectives. This will require the very r@adtitutional and funding barrierghat
remain in the way of greater commercial exploitatiaf research and the lawledge
generated to be removed

SEEDA is becoming more demded in its approach, and has learnadrh experience. It
has taken the initiative to redesign support for higtowth potential businesses with the
Innovation and Growth d&am model, which aims to improve the return on investment ,and
using the relatively small amount of funding availalbdeachieve the maximum impact.

Substantial investment has been made Imovation and Knowledge Transfar recent
years, much of whichas come from RDA and European funding sources. Looking forward,
Innovation and Knowledge Transfeill surely feature just as heavily in the future. With this

in mind, future investment should be firmly predicated on tackling clear and-exedenced

® Source: CLGood Practice Guidance for ERDF andZE5B).
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market failures.

xxxviii. The evidence from this evaluation and from elsewhere suggests that imperfect information
provides the most powerful market failure argument. The innovation process is a complex
one, which requires companies to understand a wide array of iséues technical testing
obligations to the funding regimes which can support R&D. Innovation support is clearly
helping SMEs to navigate this landscape when, particularly for very small aneustart
businesses, it may absorb substantial resources anddialgtive in cost terms.
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1. Introduction & Background

1.1 This evaluation study is part of a wider programme of evaluation undertaken by RDAs to
report on the impact of their interventions during the period 2002/3 to 2006/To¢uses on
Innovation Infrastructurend is one of three undertaken by Regeneris Consyliirdging at
RAFFSNBY(H FaLlsSoda 2F {9951 Qa Ay@2f @dSYSyid Ay
other two reports areBusiness Competitiveneasd Individual Bterpris§. The evaluation
explorestwo themes whichmakezLd { 995! Q&4 O2YYAlYSyd "i2 Lyy2@t

1 Managed Workspaée
i InnovationKnowledge Transfer

1.2 This is a programmkevel evaluation exploring investment themes rather than specific
projects. This evaluation will feed to thEvaluation of the Impact of RDA Spendiagort,
commissioned by BERR and subcontracted to Regeneris Consulting by
PricewaterhouseCoopers LIOe evaluation has been designed and undertaken in order to
comply with the pinciples set out in the Impact Evaluation Framewdtkendeavoursto
develop a rounded picture of each theme and has not been designed as a replacement for a
more detailed projecievel assessment. Although the evaluation explores impact
of{ 9 9 5ihvestment up to the end of 2006/7there are undoubtedly further impacts
accruing to these investments which have yet to manifest themselves in the ecofibisyis
especially the case with managed workspace interventions as a number of the centres
examinal in this evaluation had only been operational for a short period of tiffiee
evaluation haseen basedon a reviewof a sample of projects and a sample of business
beneficiaries. Conclusions drawn fronetfieldwork should be interpreted withetpossikg
margins of error inherent in any sampliddgsed exercise in mind.

1.3 In addition, at the time of the survey design, it was believed tagtital build projectsvere
incubation centresThe survey questions therefore sought tesess the impact of revenue
support and services available to tenants, as well as the impacts of locating in the centres
themselves.On closer subsequent inspection, it became apparent #ititough displaying
some of the characteristics of incubatorghe Business Centres are betterefthed as
ManagedWorkspace and it would have been more appropriate for them to be included in

7 These themes have been constructed for the purposes of this evaluation exercise to match the wider national
programme of assessment being undertaken. SEEDA has its own grouping of investments and this evaluation draws on
THO2 Managed Workspace Physical Infrastructure, THO3 Business Support and THO5 Knowledge Alttamsdgr.
these themes are included within the sammeport, they are very different in their delivery and target areas and the
evalaution does not therefore make any comparisons between them.

8¢ kSasS AypSaitySyida sSNB OFiGSI2NRASR dzy RSNJI { 995! Qampley Odzo | i A 2

for this evaluation are existinfylanaged Workspaceprojects located in regeneration areas. This is reflected in the

evaluation analysis and conclusiomscubation centres are characterised by provision of tine&ind specalist business

space for newtarts, the provision of ongoing hadublding and tailored ossite support, written into the contractual terms

of tenancy.

9@ tdzr GAYy3d GKS LYLIOG 2F 9y3dttyRQa wS3arzylft 580St2LIvSyi
CNJ Y S g Rebkijafy 2006 http://www.berr.gov.uk/files/file21900.pdf
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1.4

15

1.6

1.7

the evaluation of SEEDA land and property investments, which has been ongoing at the
same time as this evaluatiorzurthermore, the galuation focuses on regiohampacts,
whereas theManaged Workspacprojects are focused on local areas.

The evaluation has been designed and undertaken in order to comply with the principles set
out in the Impact Evaluation Framewdtko guide how RDAs demonstrate their impact
regional conditionsThe exercise focused on four central elements of e |

1 to review conditions and strategies in the South East

1 to gauge therelevanceof interventions to the challenges facing the regional
economy

1 to provide a quantitative assessmenf net economic impact, as a measure of

effectivenesof the interventions reviewed

1 to assesfficiencyby considering valuéor-money indicators on unit costs to the
public purse of the interventions reviewed.

Where possible, the evaluation endeavours to

1 generate lessons and advice to SEEDA onutildy and sustainabilityof the
interventions to help shape future rounds of investment

1 and, to identify examples aftrategic added valuerhich have been secured through
{9951 Qa4 Ay@2f gSydeyti Ay Ll2fA0O& RS@GSt 2

It should of course be borne in mind that IEF criteria were not in place when the projects
under review were designed and initially began operating.

Approach & Work Undertaken

The evaluations have been built up from a series of fieldwork tasks:

q An hitial round of scoping interviewswith SEEDA staffto understand regional
strategic priorities, the South East context and the approach adopted by SEEDA to
intervening in each of the theme areas. These sessions also helped identify the
short-list sampleof project for detailed review.

1 Deskbased analysiSELX 2 NAyYy3d GKS NBIA2yQa aidl G§SR
Corporate Plan and other documentspmbined with an assessment of the overall
scale of spend and performance of investments.

1 A series ofproject reviewswith the shortlisted sample of projects to understand
how interventions had been managed and delivered on the ground, and to assess
how they have contributed to regional economic priorities.

~

a

Wogltdd GAy3a GKS LYLIOG 2F 9y3IflyRQa wSIAazylf 5808t 2LSyi
C NI Y S g Rebidjaty 2006 http://www.berr.gov.uk/files/file21900.pdf

" Geoff Hawkins and Jeremy Hieg. for managed workspace; Colin Baldwin and Tiziana Bby@ninnovation &
knowledge transfer.
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1 An extensive telephonsurvey of businessé$assisted by the shoristed projects
to gauge the perceptions of business people and the impact services have had on
the performance of individual companies.

1 A brief round of stakeholder interviews with  SEEDA partners to develop an
understanding of the apppriateness of strategic priorities, assess how closely
interventions fit with needs and opportunities, and better understand how the
region has progressed over the relevant period.

1.8 This report sets out an analysis of the fieldwork findings. Technicailslen the scale of the
fieldwork, the research tools deployed and supplementary findingdugiveg some of the
raw data) can be found in the Appendices.

Strategic Context in the South East

South East Socideconomic Position
Overview

1.9 The South East ismosperous region, consistently outperforming the national average on a
wide range of measures of economic whedling. In 2004, it recorded residehaised Gross
Value Added (GVA) of £158,187 million, second in England only to London. South East
England ao has the second highest workplaoased GVA per head of any UK region. In
2004, it recorded workplace GVA per head of £19,505, higher than the UK average of
£17,258. However, this strong performance is not uniform across the region; almost half of
SouthEast England's local authorities scored under the UK average in terms of workplace
GVA per head.

1.10 According to data from the Annual Population Survey, South East England has the highest
employment rate of all UK regions at 7%00ver the past decade, themployment rate in
South East England has increased bybdlthough most of the increase occurred during
the late 199087 The region has the third lowest unemployment rate of the English regions.

Enterprise and Business Competitiveness

1.11 On the measure ofew VAT registrations as a percentage of total business stoekSouth
East ranks third of the English regions with98®9 With 43.5 new VAT registrations per
10,000 adultsthe South East's performance is well ahead of the national level (39.2),
rankingbehind only London. In the South East, -ssifployment accounts for 14% of all
employment, ahead of the national level, but only the fourth highest of UK regions. Nearly
70%o0f business registered for VAT in South East England are still operatinthedteyears
this is the highest survival rate of all the English regions, and is above the UK figuré/ef 66.5

2 The survey included®1 managed workspace tenants and 135 businesses assisted by the sampled innovation &
knowledge transfer projects.

3 Annual Populatiorsurvey, July 2004June 2005, NOMIS

2 nter -Departmental Business Register, ONS and Small Business Service, DTI
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1.12

1.13

1.14

1.15

Innovation

Data from the Fourth Community Innovation Survey (CIS4) shows that the South East is,
along with London, the top performing regiom England with 3% of the region's turnover
attributable to new or improved products. The region also performs well in respect of gross
expenditure on R&D as a percentage of GVA%R.¢the second highest in England behind

the East of England regibhOthe data from CIS4 report a similarly strong performance:

1 60% of all enterprises in the South East engage in some form of innovation activity,
the highest in the country.

1 The South East is second to London in respect of bringing new products/ processes
to market, with 32%of its firmsintroducing eithera new process or new product in
the 200204 period.

Of all the UK regions only firms and government in the East of England spend more on R&D
per unit of GDP than the South East. However, despite the retaskearch strength of the
South East'suniversities the region is only a moderate performer relative to other UK
regions for research and development expenditure by higher education institutions.
Increased R&D investment by universities would help avate the South East above the

3% of GDP target suggested by the Lisbon Agenda. A6 the South East is already
performing above the 2% national target set by the UK Government in the Science &
Innovationinvestment FrameworR004-2014.

Managed Workspace
Regional Economic Strategy

One ofthe key priorities of the South East Regional Economic $ydRESP00212 is to
increase the rate of new business starts and to improve the rates of survival and growth of
young companies through the creation ofatwork of:

1) Enterprise Hubs.Provision of business support services particularly focused on
businesses in highgrowth areas and sectors. Key initiatives are designed to promote
clustering, improve networking and share knowledge & technology.

2) Enterprise Gatways.Developed in partnership with South East Business Link, these
give businessManaged Workspace support to a wide range of businessas
underperforming locationsPriority is given to rural areas and groups within those
areas where entrepreneurshignd business skills are low. However, the programme
is currently being reviewed in light of the business support simplification process
and the move to a regional Business Limflbimation, Diagnostics &Brokerage (IDB)
model.

The Enterprise Hubs and Engmise Gateways(subject to a separate analysis in the
Individual Enterprisevaluation)areintended to besupported by the provision ohcubation
facilities and managed workspace for a broad range of small businesses across the region

15 ONS and RHA, 2005
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although this hasiot always been the case

116 { 995! Qa O2YYAuUYSyd G2 NrAasS GKS tS@gSta 2F Sy
prosperous parts of the South East, in part through the provision of business premases
reaffirmed in the latest RES (@®16) under Ation 5.6 The RES also refleCBEED® a
refocusing its efforts on provision of business premisesto further stimulate
entrepreneurialism and innovation in existing growaheas, recognising that survival rates
should be higher even in more prosperous ardns

1 Supporting and promoting the concept of the Oxford to Cambridge Arc

1 Supporting the creation of a network of innovation amdanaged Workspace
centres across the Milton Keyrngsouth Midlands growth triangle

1 Providing enhanced business support and suppg businesdo-business
collaboration in key clusters and sectors.

SEEDA Corporate Plan

1.17 The RES priorities are reiterated throughout SEEBArporate Plas (200205 and2005
08). For example, e 200508t f | Yy Q& Lyy2@0F GA2y tNRABMNAGE LI |
supporting fledgling technology businessésat are regarded as the key drivers of
innovation. The latest Corporate Plan (20Q8) sets out how the Enterprise Hubs will be
delivered through sulsegionallnnovation Teamsn order to support the Busirgs Support
Simplification innovation products, raduts of which are anticipateétom April 2009. The
latest Corporate Plan (20081) confirmed that theEnterprise Gateways are to be
restructured and refocusedn community outreach work, providing an im&ve prestart
up service which will be mainstreamed into Business Link by 2010.

Innovation & Knowledge Transfer

Regional Economic Strategy

1.18 TheRES?2002 and 2006)dentified innovation as one of the key priorities for achieving a
dynamic, diverse and knvledgebased economy. Key actions around this priority are:

1 Supporting knowledge transfer into the business community

1 Driving the adoption of best practice through networks, asuringhigh-quality
business support

1 Supporting rural businesses by encagiry investment in new technologies,
processes and markets

SEEDA Corporate Plan

119 Lyy2@0FGA2Y A& 2yS 27F T Xorphrate]RAN200RA03 &nd thed S (1 2 dzl
promotion of innovation is a key requisite for driving up productivity through soatdé
economic growthThe Corporate Plan recognises that the region lags behind in international
comparisons of levels of product and process innovation in companies and in levels of
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business R&D

1.20 The region also lags behind key competitors in the legklsigher skills in the workforce,
and in the amounts of training undertaken by businegdthough the South East England
performs well compared to the rest of the UK, it rankd’ 34 the bestperforming global
regions®, with labour productivity 2% below the highperforming global average. The
region is 556 below Hartford (US)the best performing global regiorand 53 % below
Luxembourg, the best performing European region.

Overview of Approach

Managed Workspace

121 { 995! Q& I LIINEI OK (te2fund tifeCiidzelbpindnof makaget warkSpage
around the regiorto support enterprise and innovation, including in underperforming areas
where there is an apparent lack of suitable accommodation for small and starter businesses
Previously, intervention waby way of gap funding, but this has not been possible in recent
years due to State Aid issues.

1.22 The private sector already provides managed workspace in many areas of the region.
Specialist operators include Basepoint, Evans Easyspace, Oxford InmavadicStart. In
FRRAGAZY wS3dzA LINRPJARS | Y2NB O2YYSNOAIFf | LL
tackle market failure where the private sector is unable or unwilling to provide space.

1.23 SEEDA typically invests in managed workspace in locations whexee isa viability gap
between initial ost and valueCentres inlaggingareasare characterised biower property
rental values leading to aviability gapthat is often high The Managed Workspace
programme has been specifically brought forward t@port separate Enterprise Hub and
Enterprise Gateway business support programmes.

1.24 Costs of development argypically between£4million and £6million,including site costs
(although larger projects can cost more), with an end value of about half that, dépeon
size and location. This discrepancy between cost and value is caused by a number of factors
¢ low property valueshigh turnover because of the flexible letting terms, the cost oke
management and thaeed for meeting rooms and management sggawhich reducethe
net lettable area.Workspace is let at market rates.

1.25 A South EasBpecial Purpos€ompany is to be established by SEEDA and its partriegs. T
stated intention is for the direct provision of new managed business centres around the
region, and commitment to supporting the provision of incubation for other programmes
such as science and innovation campudessting SEEDA Incubation property assets and
land will be transferred to the company, along with a number of development sites and
ground leasesThe company will seek to obtain alternative forms of privaad publie
sector funding to accelerate delivery of the incubation development prograrmynievering
in private debt finance.

*Robert Huggins Associates (8)Global Index of Regional Knowledge Economies/imdd Knowledge Competitiveness
Index
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1.26

1.27

1.28

Innovation & Knowledge Transfer

{9951 Q& 0 ohRid tiRinclegsénSoyatioh among South East businesgincluding

the exploitation of new technologies and idgahrough better linkages involving the
NEIA2YQa dzy AGSNEAGASAZ NBaS§basdo & thrgeprongaddzi Sa |
approach:

1 Working with SMEsto develop Knowledge Transfer Networks, as envisaged by
BERR. SEEDAector Consortigand the supply chains they relate e seen as
key routesto market for this initiative.

1 A brokerage service for knowledge transfer primarilyedied at the 56500
employee group, drawing on the Chalmers model in Gothenburg.

1 Support for a clustering of the universities iffeeW{ 9¢ | dzoaQ (G2 &aAYLX A
offer a wide range of knowledge and technology, including the provision of high
leve specialist technical skills training, on a gebional basis.

SEEDA is content for businesses to work with a knowledge paner outside the SE
region; the priority is fobusinesgsto find the most appropriate partne 9 95! Qa | LILINER |
also incldes:

1 Commitment to Knowledge Transfer Partnershipsncluding the pilotingof a
AK2NI SHEtasY AR 62N)] 6AGK az2YSyidlQa {SyazN
see projects proposals brought forward which includeérdaarnationalelement.

1 Investment in Cdhborative R&D in priority areas as identified by the regional
Science & Industry Council. Support for Intelligent Transport Systems and Services
KFra o6SSy FftA3IySR gA0K GKS ¢SOKyz2f23& { 34N

1 The support / development ofegional Science & Innovation Campuses, again
focused on regional priority areas.

SEEDA also welcomed the findings of the SainsBewjew'® which recommended more
flexible KTPs and RDAs working more closely with the Technology Strategy Board.

r BERRKnowledge Transfer Networkttp://www.berr.gov.uk/files/file35678.pdf

¥ HM Treasury, Sainsbury Review of Science and Innovation (2007)
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2. Analysis of3 %%$! 6 O )1 OAOOI AT ¢

2.1 During the evaluation period 2002/03 to 2006/07 SEEDA has invédte@nillion into its
Managed Workspaceentresand £16.4nilion into innovation/knowledge transfer activities.
| 26 SASNE véstneriin Ihavatibn/and Knowledge Transfectivity has increased
at a rapid rate since 2004. Annidhnaged Workspacsepend has variefrom year to year
which may reflect the availability of suitable sites and premiseming forward for
development} & ¢Sttt | a {995! Qa F@FLAtlFotS OFLRAGEE ®

2.2 The balance of spend is likely to shift in the future. Common with most RDAs, SEEDA is
planning to reduce its spend on physical investmgimsluding business premisedjring
the next Corporate Plan period. Innovati& knowledge transfer is increasingly placed at
the heart of RDA Corporate Plans and European Regional Development Fund (ERDF)
programmes, which are now administered by RDAs (winidiarn are expected to provide
the bulk of the match funithg).

2.3 The SouthEast ERDF Programme for 24 has a strong emphasis on innovation &
knowledge transfer, witha limited amount ofmoney put aside for spend ospecialist
premises. The shift in spend may also reflect the fact that market failure arguments tend to
be lesspersuasive fogeneralsites & premisesnvestment®, although the market failure
case for provision of specialist space such as incubators is widely accepted.

24 SEEDA has spent £99iflion in total on business interventions within the relevant period
acros all of the themes. Once already evaluated projects have been removed from these
themes, the population of investment in scopé the three evaluations is #64million, of
which this report focuses on3f.amillion (covering a population of 15 Managed Wsplace
projects and 15 Innovation/ Knowledge Trangfenjects).

Table2-1: SEEDA Spend By Y¢&8000s)
2002/3 2003/4 2004/5 2005/6 2006/7 Total

Managed Workspace 139 439 4,288 5,709 4,653 15,227
Innovatbn/ Knowledge 1,993 1,273 1,710 3,480 7,969 16,425
Transfer

Total 2,132 1,712 5,998 9,189 12,621 31,653

Source: Aggresso (SEEDA)

Scale of Achievements

2.5 Table2-2 shows the total population of outputs by the population of progetccording to
the PMS system. This data should be treated with extreme caw®itmay not havebeen
reliably or consistently entered by SEEDA staff across the themes and overThiime
evaluation periodalso stretches over a shift from Tier 3 outpu{2004/05) to Tasking
Framework outputg2005/06 and 2006/07)Data for 2002/03 and 2003/04 has not been

¥ CLG, Good Practice Guidance for ERDF and ESF Investment (2006).
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2.6

2.7

2.8

provided to us.

Table2-2: SEEDA Achievements By Year

2004/5 2005/6
New jobs created/sadéguarded
Managed Workspace 0 0
Innovation & Knowledge 4 0
Transfer
Brownfield land reclaimed and/or redeveloped (ha)
Managed Workspace No Previous 0
Innovation & Knowledge Output 0
Transfer
Number of businesses assisted to improtheeir performance
Managed Workspace No Previous 0
Innovation & Knowledge Output 413
Transfer

Source: PMS (SEEDA)

Overal,{ 995! Qa Ay@SaidyYSyia

2006/7 Total
0 0
8 12
3 3
0 0
0 0
465 878
KIS 3ISYySNFrGdSR &dz a

Period which have been reported to BERRd partners. Given the manner in which this
information is storedit has not been possible to include a comprehensive illustration of
those achievements for these themes. Thiswever, does not affect any of the subsequent

analysis of impact in the resf the evaluation report

The Sample of Projects Reviewed

The samplef projects reviewed in the course of this evaluatisrmade up of Q projects,

and a total spend of £15.4milliéh TheManaged Workspacprojects are, on average, much
larger in termsof financial scal¢han the Innovation& Knowledge Transfgurojects, due to

the substantial resources required to construct new centres and renovate existing buildings.

Table2-3: Sample Shortlist

Theme Number of Projects Total Spend in Relevant Peried
Aggresso (£000s)

Managed Workspace 4 9,652

Innovation/ Knowledge Transfer 6 5,723

Total 10 15,375

Source: Aggresso Data

Managed Workspace

The strategic objective of theManaged Workspace schemes was toimprove the
competitiveness and survival rates of SMEs (both new and established) by meeting their
needs for premises where it wakemonstratedthat the marketwould not SEEDA funding

has provided resources to increase the supply of Joghlity businesspremises,
infrastructure and support available to SMEs. Projestaminedin this evaluatiorhave by

and largeinvolved reuse of existingites and buildings andesignedo benefit new or small
businesses in lagging economic areasd to complement exisig Enterprise Hubs and

Enterprise Gateway business support programmes.

D The sampling methodology is describedi@tail in the Technical Appendix.
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2.9 The main aim of the projects was to promote a culture of business enterprise and
entrepreneurship, by offering statip and growing companies new highality office space,
with the additional benefits of orsite meeting rooms, conference facilities and communal &
breakout areas. A variety of units, from single person offices, workshops and larger suites
are available on easy geasy out, monthly terms. Offices tend to be sahtaired and fully
furnished with telephone and broadband connections.

2.10 Support to tenants has beeavailable from the Enterprise Gateways and Enterprise Hubs,
which provided business support (and in some cases weflecaded with the managed
business centres)Therefore, access to premises was just one element of the overall offer to
businessesThe projects reviewed were:

1 Hatchery: Aylesbury Vale HulRrovision of flexible highpecification office space to
entrepreneurs who meet the Aylesbury Vale Enterpike criteria for portfolio or
network membership.

1 Newhaven Enterprise Gateway Building Denton Islaadd Shoreham Enterprise
Gateway Building These are managed business ceatpeoviding office space for
new and growing companies and -siie facilities igluding meeting rooms,
O2yFSNBYyOS 7TI-Dizii ®iUniBBi¢luEigipiisighaNsBall incubator
units, larger general business space, workshop yaittdNewhavenkand studios for
new and small businesses, offered on flexiMl@ y (i Kf kS [UESS a2dzIAQ £ A O
terms.

1 The Faringdon Enterprise Gateway Buildings intended to be a similar
development. However, to date the main activity undertaken has beensite
acquisition. An existing office on the site has been temporarily used as a simip fr
and to house a small number of local businesses

2.11 The locations were chosen specifically to assist the delivery of existitegprise Hubs and
Gateways business networkis key areas. Part of the Enterprise Hub and Gateway strategy
has always been to wk with partners to develop physical incubators and managed
workspace in areas where these facilities are not already available, and to add value to these
SEEDA initiatives.

Innovation & Knowledge Transfer

2.12 Innovation has been identified in the South EadsiSRas key contributor to business
competitiveness. The key objectives of the investments are to facilitate knowledge transfer
between the knowledge base and South East businesaed, to exploit research
opportunities, catalys collaborations and bring merinnovation to market, in order to:

1 Increase the number of SMEs working with a HEI partner
1 Increase the number of startp businesses in the region
1 Increase the number of companies that are technologically innovative

2.13 The projects reviewed were:
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2.14

2.15

1 Regional Technology Advisors/ Technology UsersBusiness FellowsPiloting a
model to improve links between businesses and the region's knowledge base, and
adding additional Business Fellows to the current cohort.

1 Emerging TechnologiesKnowledge NetworksFaciltation of knowledge transfer
between the knowledge base and South East businesses through the creation of
Knowledge Networks and engagement with innovatsupport initiatives.

1 Knowledge Tragfer Partnerships(KTPs)Placement of a KTP associate (graduate
at least NVQ4 qualified) in a company to work on a knowledge transfer project
which is core to the strategic development of the business.

1 POCKET 036. Repayable awards of up to £30,000 to innovative SMEs or
entrepreneurs to undertake collaborative wowith a HEI partner at the proof of
concept phase of commercialisation.

1 Innovation Advisory Servicelnnovation advisor service to offer support to growth
companies and to engage businesses to stimulate interest in innovation, with a focus
on those whichare technology intensive.

1 South East Motorsports Education CentrBartfunding of the development of a
Motorsport Engineering Centre, which houses a number of labs containing industry
standard test and research facilities.

Project Scale

Actual and contreted spendfiguresfor the shortlisted samplare shown in Table-2 below
Table 24: SEEDA Costs

£000s Managed Innovation/

Workspace | Knowledge Transfer Grand Total
Total SEEDA Cos:té:ontracted £13,59 £5,723 £19,313
Total SEEDA Costactual £13,590 £5,723 £19.313
Actual- Contracted 0 £0 0
Average of Actual as % of Contracte 1006 100 106

Source: Regeneris Project Review Database

Note: 1. TheManaged Workspacprojects are in effect direct delivery with 100% SEEDA funding.
terminologyin the table is retained for consistency with the other evaluation reports.

Actual as % of Contracted presented as an average of individual projects within each theme

Managed Workspace

It should be noted that by and large tidanaged Workspacprojectsdid not have specific
output targets for the evaluation period-Thereis a clear time lag between the physical
investment and the resulting impacf Managed Workspacechemes oncéusinesses take

up tenancy A number of projects havetgets for the sublsquent years and havieegun to
report business assists/new businesses during 2007@8rently, uit costs appear high,

but this needs to be balandeagainst the fact that these are major capital investments with

a long lifecycle. Unit costs vary considably between projects. This mainly refledtse
current status of the Faringdon Gateway project: money has been committed but full
development has yet to take place. For the other centres, unit costs were broadly in line
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2.16

2.17

2.18

2.19

2.20

with English Partnerships benchrikarfor these types of investments.

In addition, projects were not required to distinguish betweenjob creation and jobs
safeguarded, and there are no definitive figures for new jobs from the project claims.forms
It is likelythat embedded in the new/safagarded jobs figures ar@bs that have been
created by tenant business The underperfamance on new business creatiogflects the
reality that the projects were in facinanaged workspace rather than genuimeubation
centres, and did not place as muichportance on new strts as genuinéncubationprojects
would da

The strong performance on businesses support is due to more rapielifake the business
units than was originally envisagédther thana high churn/turnover rate of businesges
Accordirg to project managetrschurn to date has been lower thaimey hadanticipated.

Outputs will need to be considered over a longer period of fiotker than consideration of
initial shortterm outputs while the centres are becoming established. A rate ofrchnd

of new jobs and businesses creation per year will be maintained into the future together
with multiplier effects.

Table 25: Performance oManaged Workspac®rojects

£000s Job Creation Business Business Floorspace (sq
Creation Support m)
Contracted 39 16 64 4183
Actual 37 4 97 4183
Balance -2 212 33 0
Average of Actual as % of Contracte 95% 250 151% 10026
Average unit costs (E000s) £374 £3,458 £143 £4
Range otinit costs (£000s) £142£554 |£2,123 £4,100 £76-£345 £2-£7

Source: Regeneris Reat Review Database
Actual as % of Contracted presented as an average of individual projects within each theme

Innovation & Knowledge Transfer

Innovation andKnowledge Transfeprojects have on the whole,supported far more
businesses thamvere contrated. Nevertheless, e average unit costs reported (£16,100

per business assist) is an indication of intensive assistance, so the projects have assisted a
greater number of businesses whilst sfiiovidingintensiveinterventions.

Unit costs for job cre#on, whilst slightly below target, are reasonable if these are higher
value jobs in keynnovation andtechnology2 NA Sy 1 SR aSOG2NER® DAGSY
on boosting innovation and use of knowledge, we would expect the impact on productivity
to be much greater than on employmentt is pleasing that the activities have stimulated
some new business formatipeven though this was not part of delivery contracts
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2.21

2.22

2.23

Table 26: Performance ofnnovation & Knowledge TransfdProjects
Job Creation Busiress Creation | Business Support

Contracted 30 0 128
Actual 27 9 302
Balance -3 9 174
Average of Actual as % of Contracted 90% N/A 236%
Average unit costs £50,078 £110,000 £16,101
Range of unit costs N/A N/A £3,085- £43,333

SourceRegeneris ProjecReview Database

Note: 1. Only one project (Knowledge Transfer Partnerships) was required to report on jobreaadio
none were required to report on businesses created.

Actual as % of Contracted presented as an average of individual projects withitheawh

The coreRDA Tasking Framewaookitputs do not truly reflect the activities being delivered

by the projects. For example, whilste outputindicator4& provides an effective measure

of first interactionbetween the businesses and the knowledgedyasprovides no evidence

of the depth of interacton or relationship developmen# number of project teams have
reviewed options for generating other KPIs, but have found that this is far from being a
simple task (e.g. how to quantify the human inteiaotbenefits of knowledge networks and
other knowledge collaboration activityNESTA are currently working on developing
innovation metrics.

Other key outputs recorded were:

1 New connections to the knowledge base (defined as both private and public sector
research organisations).

1 Number of businesses engaging with regional, national, and European innovation
support initiatives. This is consistent with projects which seek both to connect
beneficiaries to the region's knowledge base, and assist them mssitg funding
for innovation.

1 Number of people assisted with their skills deymment (workbased training).This
reflects the fact that training is also regardedaasimportant part of the innovation
process €.g.to improve the capacity of a companyg drive forward innovation
within the business).

1 Applicants moving to the next stage of commercialisation (iext stage funding,
license agreement, revenue generation, commercial collaborations)

By and large, projects appeared to be successful in imgetontracted (or forecast) targets
on these indicatorsfFor example, the IAS project helpg€1 businesses$o connect with the
knowledge base angrovided some 466 individusivith work-based training.

Z Number of businesses engaged in new collaborations with the knowledge base (4a).

regeneris

Version 4238.9613 CONSULTING



2.24

2.25

2.26

2.27

2.28

2.29

Project Investment

Managed Workspace

For the ManagedWorkspaceprojects, all funding wasonsideredcapital (SEEDA directly
developed and funded fully)There was noup-front private sector investment in the
schemesalthough tenants of the centres do pay a full market rental rdteere are some
staff cossfor on-site management and reception facilitiddowever, these are not reflected
in the table below, as thenajority of these costs areffset by the revenue income from
renting the units.The costs of providing any businesgpportrelated activities vere met by
the Enterprise Gateways/Hule®ntracts.

Initially, SEEDA provided gap funding for provision of managed businessispagoators
around the region: bwever, this was declared illegatage Aid by the EU in 2000. Since that
date SEEDA has madsteategic decision to directly provide new managed business centres.

Innovation & Knowledge Transfer

Innovation &Knowledge Transfeprojects were mainly revenue spendnd interventions
were delivered byteams of advisa@. In the future, delivery arrangeents are likely to look
very different; under the IDB model, Business Linkbrilker supportto specialist providers
(including in the private sectognd, subregional placebased Innovation Teanmere being
established

The majority of the Innovation & Knowledge Transfeprojects were funded entirely by
SEEDA. The£750,000vate costsshown inTable 27 belowwere accounted for by just one
project; the Knowledge Transfer Partnershipguiredbusinesses to paifiund interventions
intended to help themengage with the knowledge base for specific projects of strategic
importance to their business growth.

Table27:t N2 2SO0 {LISYR 6mMnnnQav

Incubation Innovation/ Knowledge Transfer
Total SEEDA Costs £13,590,058 £5,722977
Total Private Costs £0 £757,68
Total Public Costs £0 £0
Total Contributions in Kind £0 £0
Total Costs £13,590,058 £6,300,620

The Beneficiaries
Managed Workspace

According to project managers, the majority of tenants were at the micro end of the SME
market (i.e. 310 employees) osole traders. Very few firms had more than 10 employees,
reflecting the aims of the centres to provide a place for small and-sfatfirms to locate.
This is reflected in the results of the tenant surveyound twothirds of respondents were
micro businesses and some 30% were sole traders.

Not surprisingly, the majority of businesses could be found in the lower turnover bands
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around onehalf of firms surveyed reported an annual turnover of under £200,000. The
employment and turnover ranges can partbe explained by the age of the businesses.
Around onethird of tenants had been in business less than two years, with another one
third being in business for betwedhree and fiveyears.

2.30 Sector targeting has been considered by the projects, refletiagcomposition of the local
economy. At the time when the projects were developed and brought forward, there was no
clear identified need foa sectoral focus in Newhaven. In Shoreham Hreéerprise Gateway
already had a creative sector focus, but it wak that these users had no special needs
which could be reasonably met by the business centre. A similar decision was taken for
Faringdon where the local market has a rural sector foderkshops provide space for
more 'manual’ professions/firms and anufacturers. As the centres approach full
occupancy, one of the issues that will need to be considered further will be whether there is
a case for a more sectoral focus.

2.31 The majority of firms are focused on local markets (some 60% of businesses surveyed
reported at least 80% of sales being in the South East). Whilststhartly down to the
odzzelyoOe 2F (KS NBIA2yQa SO2y2Yé oO6ADPSd | &ail
composition of tenants, many of which are likely to be operating in lowakets, adding
little additional wealth to the local economy.

Innovation & Knowledge Transfer

2.32 For this theme, there was a much greater variation in the size of businesses supported.
Around onethird of the 135 firms that took part in the survey were naidsusinesses, but
one-quarter were large businesses (i.e. more than 250 employees). There was an equally
striking spread by turnover, with just over ofifth of businesses reporting an annual
turnover of under £50,000 and some 30% of firms turning overentban £2.5 million per
year. This is a positive finding, as one of the core aims of provisidnnofation and
Knowledge Transfeservices should be to create collaborative working between small and
large businesses, as well as between the HEI andipsegtors.

2.33 The sectoral pattern of businesstst took part in the survewas concentrated in business
services, computing services and manufacturing. More than half of businesses surveyed
reported less than 10% of sales being in the South East réegmsagain reflects the nature
of the markets in which these businesses operatecirfirms operating in intensely
competitive sectors that are open to trade, and which need to innovate to stay ahead of
rivals.

The Support Provided

2.34 TheManaged Workspaceentres provde 'first-step' growon space and an opportunity for
networking with other firms. However, when asked what support they had received, of the
31 Managed Workspacelients that took part in the survejust 21 stated that they had
receivedassistace with business premise<Llearly, all were fohad been) tenants of the
centres and were occupying business space in premises funded by SEEDA. Hawever
number of businesses received additional support (possibly from the Enterprise Gateways).
The Managed Workspacdenantswere charged market rents (i.e. no subsidy) @#nthay be
that some did not viewlocating in theManaged Workspaceentresas a type obusiness
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2.35

2.36

2.37

assistance.

Firms assisted under the Innation & Knowledge Transfeprojectsin the mainutilised
financial support, specific advice and access to netaork

Table2-8: Type ofAssistance Receively Participantsin Telephone Survey

Managed Workspace Innovation and Knowledge
Transfer
Assistance received Number % Number %
Financial 1 3% 57 42%
Assistance with business premises 21 68% 7 5%
Specific advice or guidance 10 32% 40 30%
General Information 3 10% 19 14%
Access to networks 2 6% 49 36%
Total 37 - 172 -

Source: Regeneris Consulting Survey of beneficiaries Q16
Note: At a 95% confidence level, the data in this table has the following margins of error: Man.
Workspace +/14.6%, Innovation and Knowledge TransferA9%

The majority of firmslaimed to havenly received one type of assistance. Some resei2
or 3. A number ofirms supported under thénnovation and Knowledge Transfgrand had
received boththe provision of advicand financial support for innovation.

Table2-9: Number of Types of Assistance

Managed Workspace Innovation and Knowledge
Number of Types of Asg&nce Transfer
received Number % Number %
One 27 87% 111 82%
Two 2 7% 17 13%
Three 2 7% 4 3%
Four - 0 - 0
Five - 0% 3 2%
Grand Total 31 100% 135 100%

Source: Regeneris Consulting SurveBarieficiariesQ16.
Note: At a 95% confidence level, the data in this table has the following margins of error: Man.
Workspace +/14.6%, Innovation and Knowledge Transfer#9%

Market Failure
Managed Workspace

TheManaged Workspacprogramme does not neatly @ompletely address any single one

of the established miket failure categories. Insteatitouches upon several possible market
failures. SEEDA has justified its investment on the grounds of a value gap between the costs
of developing the centres and theental returns that might be securéd Whilst market

2 Alack of private sector workspace provision is not in itself evidence of market failure if it is due to a rationale business
decision hat investment will not generate sufficient returns (i.e. there is insufficient demandther words, the lack
of investments in these areas may be the most market efficient outcome.
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testing and appraisal suggested that rental levels should be high enough to cover running
costs, they were judged to be insufficient to generate a return on investment which could
cover capital costs. Tée possible market failure cases could be put forward:

9 The spillover effects of investment ie the centres aracting as a stimulus for
generating a more entrepreneurial culture, and also focal point for local
regeneration.These have been further enhancég the linkages forged between
the firms in the managed business centres. For the-gpéls to actually realise it
full impact on local economic conditions, the investment should probably be on a
larger scale and more integrated into wider physicalatites.

1 A case could also be made on the grounds of tackliegative externalities
associated with undeveloped land. These workspaces have remediated brownfield
land and made it more economically viable for future development in locations
where the marké assessed costs to be too high. This case provides a justification for
the preparation element of the workspace initiatives rather than the subsequent
construction of higkspec workspace.

1 Previous evaluations have also citémperfect information as a raionale for
investment in managed workspace, based around an assertion that the private
market is not aware of latent demand and potential in the local economy. In these
cases, projects have provided schemes of a comparable quality/fit to that provided
by the private sector, in order to send a signal to the market that there is demand
that can be tapped into. This case is further strengthened by the risks than
associated with the flexible leases offered to tenants (although some private sector
developers sut as Basepoint and Regus do offer flexible lease terms in their
developments in more buoyant areas). In this instartbe, imperfect information
caseis not strong as the market testing and appraisal found that the private sector
would not have brought tl investments forward under any circumstances.

1 Market power was cited as aossiblejustification for investment. This would be
appropriate cause for intervention if dominant ownership of physical assets or an
overly restrictive planning regime were actiag barriers to investment. However, in
this instance, the market power case is not strong.

2.38 Aclear case came made for theManaged Workspaciterventions (and one that was
implicit in all the projects reviewed) oequity groundsas the investments haveought to
stimulate business creation and growth in areas of economic updgormancé®.

2.39 Together these factors point towards a reasble grounds for intervention. Whilsach
could be further strengthened with more evidence, better structured aroundestablished
concepts of market failurepartners including Business Link, local Chambers and local
authorities all agreed that a lack of business space was constrainingebsigireation in the
target areas. fie investments are a reasonable and practicedponse to local market
conditions.

2.40 Although there have been State Aids reasons standing in the way of SEEDA pursuing gap

= Equity here is in the context of spatial economic outcomes , ratiaar socially optimal outcomes.
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funding with the private sector, a closer logic chain to explain the actual configuration of
each investment and how it is intended taddress market failures would put this
programme on a stronger footing the future

Innovation & Knowledge Transfer
2.41 A number ofpossiblemarket failures were citetly project managers

1 Knowledge TransferThereis a suboptimal interface between the Hders and users
of knowledge, as identified by the Lambert Revitand BERR Innovation Repgort
Although the UK has a strong science, engineering and technology base, the record
of knowledge transfer and exploitation by business has generally beaker han
in other nations, although the South East performs better than most other English
regions. The knowledge transfer partnershigpsl networks were set up specifically
to address this failureThis is arguably a way of addressing a market failure around
market power (although it is not directly addressing issues on monopoly or
monopsony power distorting market conditions).

i Innovation skills. Ths is a clear example ohaexternality market failure, under
which the knockon benefitsof investment(in this ase inskill§ are not adequately
priced by conventional market mechanisms, leading to ursdgply (e.g. a well
trained workforce has a positive effect on the underlying competitiveness of labour
markets and benefits the economyout businesses tenahot to invest enough
because they fear losing trained staff to competitor businessésg Innovation
Advisory Service was configured to tackle this market failure

1 Innovation advice. Companies need collaborators and face cost®uing for
innovation connectias in the South &t. Large companiasdten do not commit the
resource to search for newnmovations, are notincentivised to sellexploit
intellectual propertyin the shortterm. Companies are reluctant to license concepts
for development and engage in lboration. Innovation advice fills a gap by
bringing large companies together with the small comipanthat can deliver for
them. The InnovatiorAdvisory Service was configured to tackle this market failure.
Again, this is arguably a way of indirectydeessing a market failure around market
power.

2.42 The mostpowerful market failure argument, but one which was not citedntres on
imperfect information (where poor awareness and limited understanding lead to sub
optimal or irrational decisiomaking. The innovation process is a complex gn&hich
requires companies to understand a wide array of issues from technical testing obligations
to the funding regimes whit can support R&DWithout at least a basic amount of
understanding of the options availabldusinesses may make the wrong investment
decisions or simply not invest at aBBEEDAunded innovation support ihelping SMEs to
navigae this landscape when, particularly for very small and startbusinesses, it may
absorb substantial resources and jp@hibitive in cost terms.

2 HM TreasurylLambert Review of Businekliversity Collaboration (2003).

% BERRCompeting in the Global Economy: the Innovation Challenge (2003).
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2.43

2.44

2.45

The Public Goods market failures (i.e. goods and services to which access is hard to control
and thus difficult to charge for, such as awarenessing campaigns and other forms of
information to businesses) does not appeaiferant in the projects examined in this
evaluation.

SummaryAssessment of Projects

Table2-10 below summarises the potential rationale for SERD#erventions with further
information provided under each of the theme headings.

Table 210:Summaryott 2 G Sy GA L+t wlk GA2y+FES F2NJ { 995! Qa

Market Failure Equity
Public Externalities Imperfect Market
Goods Information power
Managed K K K KKK

Workspace  |Equity. The investments have sought to tackle economic ursEformance in
lagging areasand to foster a more equitable spread of enterprise and busir
growth across the region by increasing the stock of business premises.

Innovation & KK KKK K

Knowledge Imperfect information. Poor awareness and limited understanding of teclogges

Transfer lead to low levels of take up.

Note: For strength of market failure case, 1 tick = weak case, 2 ticks = partial case, and 3 ticks :

compelling case. No ticks = no case. Source: Project Reviews.

The following section assesss the themes against a umber of key tests of project
suitability.

Managed Workspace

1 Tackling regional objectivesThe projectsappear to support the objectives
described in the RES of raising the level of stargctivity in less prosperous parts
of the South EasfThe investmats are also providing urban regeneration benefits
In addition, the projects may have some impact on business perceptions, business
confidence and the rate of new business formation in the target areas. Once the
centres have been operating for a numbdryears they could have a larger impact
on business confidence, establishment rates and business survival and growth rates.

1 Efficiency of delivery.Managed Workspac@rojects complement the enterprise
hubs and gataays and appear to have provided highaity business space at a
cost that is in line with English Partnerships benchmarks.

1 Targeting of beneficiariesThe sectoral composition of tenants reflects thattoé
local economyThe centres appear to be attracting a mixture of clients in terms of
their growth objectives.

1 Project ambition. The centres are ambitious in the sense that tlag located in
areas in which the economy had been underperforming the regional average for
many years, andre all intended to become commercially sustainable withibgt
need for ongoing SEEDA funding. This is an aspiration that looks likely to be realised.

1 Bestpractice and innovation in delivery.The centres have incorporated best
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practice in design, technology and sustainable materegl are rated under the
Bulding Research Establishment Environmental Assessment Method (BREEAM) as
SAGKSNI WOSNE 3J22R 2NJ SEOSttSyiQo

Impact on strategic objectivesTheprojects are likely to have only a modest impact

in the shortterm on regional objectives to boost the rate ofew business
formation, although they may have a longrm impact on local enterprise rates
Given the quality of the business space, they may be more successful in helping to
increase the survival rate of local businesses, although this has to be tethpere
against the fact that a high percentage of tenants are likely to be operating in local
markets, and so high displacement of existing activity is likely to result in little
overall addition to the business stock.

Market failure and complementarity.The nost compelling argument is on equity
grounds. The investments have sought to tackle economic upddormance in
lagging areas and téoster a more equitable spread of enterprise and business
growth across the region by increasing the stock of businesmiges.

Appropriateness of beneficiariesThe managed business centres are very suitable
for small and starter businesses that do not want to commit to a long lease, and
could be in a period of rapid growth or chan@ame businesses which are located
in the centres may well have previously been operating instahdard premises
(e.g. old workshops, back offices or bedrooms and garages).

2.46 There does appear to be a clear logic chain for the investments in terms of inputs, activities,
outputs and intended imacts, although project managers were most concerned with
delivery of outputs.

Innovation & Knowledge Transfer

T

Tackling regional objectivesthe project areclearly providing intensive support to
knowledgeintensive companies in growth sectors. Howevéne volume of
companies provided with assistanoepresents a low level of market penetration of
either the overall business base or tivmovation active segment of it. This most
likely can be explained by combination ofi) resources andi) the intensily of
assistsFollowing advice from the regional Science & Industry Coundlifased on
limited budgets), it was decided to focusinvestment in priority sectovs
technologies Knowledge transfer projects appear to have a comprehensive process
of matchingacademics to businesses to assist R&D aspects. They have also been
heavily influenced by the LambeRevievé® which recommends stronger and more
effective HEbusiness interactio.

Efficiency of delivery.t is difficult to assess the efficiency of innoeat service
delivery,since performance has been reported in an informal aadablemanner.
Given that longerm assists areone key feature of the innovation support,
assistance will inevitably beesource intensive Knowledgetransfer support draws

on a number of existing networks, including individuals from universities to forge

% HM Treasuryl.ambert Review of Businekmiversity Collaboration (2003).
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links and bypass théureaucracy2 ¥ dzy A GSNBE A (A S ar@ffileS DKy 2 2 3
other words, the services may be more efficient, but it is difficult to come to a
definitive pdgement based on the monitoring information collected to date.

Targeting of beneficiariesAgain,it is difficult to make anassessent for innovation

services given the type of assistance which is available. However, it appears from

case studies and deriptions of the type of assistance received by compaitiat

the service is offeringa highly tailoredapproach Nevertheless, at present this

targeting is not sufficiently focusedl A ®S ® (i K S NB -céirleAfirstda SRIPSRQ WT .
approach) Knowledge tansfer projects appear to be matching companies to
academics well.

Projectambition. The innovation projects arelearly operating with compatively

low volumes of clients anthey offer an unusually intensive approachhere isno
robust evidence as ye, that can conclusively demonstrate that th@ojects are
encouraging businesses to become m@mbitous, butlarge and smalbusinesses

are being brought together by the sape and it is expected that this wlkad to
some potentially high vak colldorations.Nevertheless, it is probably too much to
expect that these projects alone will have a transformative effect on the South East
economy.

Bestpractice and innovation in deliveryThe innovation services are unique in
terms of bothflexibility andintensity. The open innovation concept secoming
established within and outside of tlregion Knowledge transfer projects are using a
holistic comprehensiveapproach based on knowledge collaborations rather than
grants to promote R&D.

Impact on stratedc objectives.A substantially saledup innovation supportcould
have asignificant impact on the regionverall innovation performance But the
penetration rate iscurrently very low as a percentage of the innovating business
baseand the services arenlikely to make any noticeable impact on the overall
pattern of innovation SEEDAshould consider investing in more discrete, but
foundational catalytic demonstrator interventions than in trying to provide large
volumes of businesses with innovation ambui

Market failure and complementarity.There is a persuasive case that the private
sector would not take upnnovation support of this intensity and duration on a
commercial basis, and thahé¢ SEEDAInded projects areoffering services which
provide a oherent approach to a complex, risky and potentially costly challenge for
businesses. Market failures relating to imperfect informatgiamming from the
technical complexity of some aspects of innovatiprovide amore convincing
rationale for interventon than those relating to negative externalities. For SMEs in
particular, finding a way through the maze of information about new product
development is difficult and the handms support of an expert advisor appears to
provide crucial guidance.

Appropriateness of beneficiariesThe target beneficiaries appear to be appropriate,
but the projectsshould do more to clearly define those targets and the criteria for
entry to the serviceln addition, the projects appear to have supported a large
number of firns located outside the South Eq24% of those that took part in the
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beneficiary survey)Whilst these firms may have important supplier/customers
linkages with other firms in the region, this does suggest that a more careful review
of business locations rrequired.

2.47 There does appear to be a clear logic chain for the investments in terms of inputs, activities,
outputs and intended impacts, although project managers were most concerned with
delivery of outputs.
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