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The Creative Economy Programme, which we began in November 2005,
is one of the most important pieces of work undertaken by the DCMS.
The size of the creative industries is comparable to the financial services
sector. They now make up 7.3 per cent of the economy, and are growing
at 5 per cent per year (almost twice the rate of the rest of the economy).
Including those working in related creative occupations, the creative
economy employs 1.8 million people.

The UK creative industries outperform every other European state and
in the 21st century they have moved to centre stage of the UK economy.
It is vital to the whole economy that Government works with industry to
create a framework in which these sectors can flourish.

Our analysis of the creative economy began with The Creative Industries
Task Force and Mapping Documents in 1998 begun by my predecessor,
Chris Smith. Many of the challenges those mapping documents
identified are still relevant today, but the industries themselves are
constantly changing, driven particularly by the speed of technology and
globalisation. Since the Mapping Document, interest in the development
of the creative industries and creative economy has spread worldwide.

The Creative Economy Programme is developing the early Mapping
Document work and this Report to Government by The Work Foundation,
which was commissioned as part of the Programme, is an important
contribution to the continuing work and debate. It is significant not only
for DCMS and DTI but for all Government Departments and the economy
more widely.

The analysis by The Work Foundation puts at the heart of the UK
economy scriptwriters, computer programmers, designers and
musicians. It brings into focus institutions like the Victoria and Albert
Museum, the British Library, the BBC and the National Theatre. In doing
so it recognises not just their cultural influence but also their critical
economic value.

Foreword –
Tessa Jowell
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The Work Foundation’s report recognises the significance of design and
innovation not only to the creative and cultural industries but also to
the wider economy, and the work of the Creative Economy Programme
complements that of George Cox’s report published in 2005.

There is a wide range of issues raised here. Some of these reflect market
failures, which is what makes them the concern of Government as well as
industry. But even where the issues are clear, the role of Government in
intervening may not be.

This report and the other work which the Programme is undertaking
certainly raise questions for public cultural programmes, as we look for
the best way to achieve our social and economic objectives.

One thing though is already clear. For too long discussion about cultural
and artistic activity has been dominated by arguments about how much
funding the Government makes available to cultural institutions.

The Work Foundation analysis firmly endorses the value of public
investment, but widens the scope to embrace the vital role of education,
skills, diversity, networks, cultural investment and public institutions,
access to finance, business skills, the intellectual property framework,
access to market, regulation, competition and crucially the collection
of evidence and data.

A huge amount of work has gone into this report and I am grateful to
The Work Foundation and indeed to all those who continue to help us
in the Creative Economy Programme.

Undoubtedly this report will stimulate and provoke broad discussion.
The value of this analysis is that it should do just that.

The Secretary of State for Culture, Media and Sport,
The Right Honourable Tessa Jowell MP

Staying ahead: the economic performance of the UK’s creative industries
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The Creative Economy Programme, launched in November 2005, seeks
to create the best framework to support the innovation, growth and
productivity of the creative industries. It was conceived as an ongoing
iterative relationship between government and the creative industries in
which problems could be identified and solutions proferred to a sector
that is increasingly significant in the British economy.

The Work Foundation was commissioned by the Department for Culture,
Media and Sport (DCMS) in late 2006 to undertake an analysis of the
nature of the creative industries – their size, the factors that have shaped
their comparative success in recent years, and the challenges which they
face in the years ahead in anticipation of a Green Paper.

One important objective was to attempt to see what binds the creative
industries together, always recognising that, as in any other sector, there
are wide variations between members. The creative industries of course
face many similar challenges to business more generally, but they plainly
have something in common that allows them to share membership of the
same group. What are their distinct characteristics and challenges?

In taking our work forward, we were able to build on the solid
foundation provided by the reports of the seven working groups set up
at the outset of the Programme – on education and skills, infrastructure,
competition and IP, access to finance and business support, diversity,
technology, and evidence and analysis.

A huge range of individuals and organisations from across each of the
creative industries and from areas such as skills, finance and business
support, infrastructure and local and regional policy have shaped the
process – too many to list here in full. The selection at the end of this
report pays testimony to the interest our work has attracted and the
commitment shown by all better to make the case for the importance
of the creative industries.

The eleven industry summits – organised by the DCMS and Department
of Trade and Industry (DTI) and which ran from January to April this
year – provided us with an opportunity to ‘road-test’ our emerging thesis,
and a good deal of the content of this report has been shaped by those
who gave their time and opinions as part of that process. A peer review
group fed back their reactions to an initial draft of the report; many
thanks to them for their constructive criticisms which we hope they
will think are reflected in the report. The usual disclaimers apply.

Foreword –
Will Hutton
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The DCMS has prepared a series of industry portraits and clarifications
and asked us to include it in our report as an annex to give as complete
a picture as possible of the creative industries with the information
currently in its possession.

Many of the issues raised here undoubtedly throw up challenges both
for how government support for the creative economy is structured
and operates at a number of levels, and for the industries themselves.
In some instances the exact nature of the issues, the arguments for
potential action and the extent to which the burden lies with the
industries themselves or with government, are work in progress.

I want to thank the team who wrote this report with me. It comprised
Áine O’Keeffe, Philippe Schneider and Robert Andari at The Work
Foundation, and Hasan Bakhshi from NESTA – an organisation whose
support has been outstanding. The team has put in an extraordinary
effort to produce this report. Thanks also to the Director of our
Knowledge Economy Programme, Ian Brinkley, who offered timely
contributions from his team’s work. And not to forget Sarah Holden’s
mastery of my impossible diary.

In addition we have enjoyed unstinting support from the Minister for
the creative industries, Shaun Woodward, and Secretary of State Tessa
Jowell, the Creative Economy Programme team, in particular Brian
Leonard, Phil Clapp, Helen Williams and Kirsty Leith, and the DCMS’s
Evidence and Analysis Unit. At the DTI, Margaret Hodge, her ministerial
colleagues and officials – especially Mark Beatson, Adrian Brazier and
Rachel Clark – have been no less constructively engaged. We are also
grateful to Stewart Wood at the Treasury for his input.

We hope this report will illuminate many of the issues, and we look
forward to the debate and dialogue in the months ahead.

Will Hutton
Chief Executive of The Work Foundation
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Doctor Who
Made in Wales

© BBC
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When BBC Wales was asked to reinvent Fqevqt" Y j q
for a new generation more than four years ago, many
wondered whether it could be pulled off. The idea came
about because of a series of happy coincidences. Julie
Gardner had just been appointed Head of Drama at
BBC Wales, Russell T Davies wanted to revive Fqevqt
Y j q, Jane Tranter, Head of Drama Commissioning
thought it was time Fqevqt"Y j q was reinvented for the
21st century and the BBC had committed to increasing
network production in the nations. So BBC Wales was
asked to produce it. It was an exciting and daunting
prospect in equal measure.

Market research suggested that many viewers had
already made up their minds not to watch a brand
that seemed a little dated, and there were plenty who
wondered quietly whether the creative sector in Wales
really could deliver on the network stage.

Three series on, and 30 million viewers later, it is not
hard to see why Dtqcf ecuv magazine recently hailed
Fqevqt"Y j q as the “reawakening of the Welsh dragon”.
It is the biggest network project ever to come out of BBC
Wales, and its staggering creative and popular success
has demonstrated both the maturity and potential of the
media sector in Wales.

At the peak of production, BBC Wales’ new drama studio
complex, just outside Cardiff, is home to more than
400 actors, writers, editors, technicians, designers and
producers. With 86,000 sq feet of studio space spread
across six stages, executive producers Russell T Davies
and Julie Gardner are able to lead an integrated operation
responsible for Fqevqt"Y j q, its sister series Vqtej y qqf  and
Vj g"Uctc j "Lcpg"Cf xgpvwtgu, plus the myriad online and
interactive incarnations.
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The complexity and scale of the endeavour has had a
tangible impact on the local creative economy. In just
three years, BBC Wales has doubled its income from
network production to more than £50m; money that is
now being invested with a wide range of local businesses.
From costumiers and set builders, to prop suppliers and
stage electricians.

For many of these local companies, it is their first brush
with a major television production. A local business
more used to crafting designer sofas was asked to build
a seat for the Doctor’s Tardis; the Defence Aviation
Repair Agency at St Athan found one of their hangars
accommodating Billie Piper suspended from a crane
rather than housing high-powered jet aircraft.

The ‘Doctor Who effect’ is also having a direct impact on
the bottom line of the Welsh tourism industry. Cardiff has
seen a substantial rise in visitor numbers, with nearly
20 per cent saying they are attracted to the city directly
because of what they have seen on Fqevqt"Y j q and
Vqtej y qqf . As a result, the Welsh capital recently broke
into the top 10 of the UK holiday destinations.

© BBC
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But alongside these immediate economic benefits, the
ambition and success of Fqevqt"Y j q has also enabled more
long-term talent planning. From the outset, BBC Wales
was determined to ensure that Fqevqt"Y j q showcased and
developed the brightest and most creative Welsh talent,
rather than simply importing experienced production
staff from elsewhere.

There are plenty of examples, but production designer
Edward Thomas’ story is not untypical. Originally from
Swansea, he left Wales some years ago to work in the
film industry in Europe and South Africa. Now he has
returned to Wales to work on Fqevqt"Y j q and is helping
to train a new generation of design talent, many straight
out of university or college. BBC Wales has also joined
with the Welsh industry body Cyfle to create a unique
production training scheme, enabling young people with
little previous production experience to develop specialist
skills by working on both Fqevqt"Y j q and Vqtej y qqf .

BBC Wales’ network success has also brought on a raft
of first class writing and directing talent which was
developed on the BBC’s local dramas for Welsh audiences
(including the Welsh language soap Rqdqn"{ "Ey o  and
the English language series Dgnqpi kpi ) – a boost to
their careers that in earlier years they might only have
secured by leaving Wales.

The Welsh Assembly Government’s creative industries
strategy has also grasped the opportunities provided by
the ‘halo’ effect from Fqevqt"Y j q, leveraging the series’
profile and success to stimulate growth in the wider TV
and film production sector in Wales.

The ambition is clear. As one journalist put it:
“When the world of television takes a look at the pool of
talent in Wales, they should find that – like the Tardis –
it is much, much bigger than it looks from the outside.”
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1.1 The UK has the largest creative sector in the EU, and relative to
GDP probably the largest in the world. It is a national asset in
multiple ways. The creation of ideas, images, symbols, design and
cultural expression on this scale would alone be enough for the
sector to warrant attention; such vitality needs to be honoured
and nurtured. Yet the creative and cultural industries play an
increasingly important role in economic life. They account for
7.3 per cent of the economy comparable in size to the financial
services industry. They employ 1 million people themselves, while
another 800,000 work in creative occupations. The livelihood of
a growing proportion of British citizens will depend upon the
sector maintaining its trajectory of growth.

1.2 The objective of this report is to open up a debate about the
drivers of this phenomenon, and to understand the opportunities
and challenges facing the sector. It will help the 13 industries
that currently constitute the sector on the definition established
in the 1998 and 2001 DCMS Mapping Documents to recognise
many of their commonalities. This would allow them to begin to
speak with a more effective voice to their varying stakeholders
and represent common interests to the Government with more
self-confidence.

1.3 Two hundred years ago, received opinion was that art and
culture, whatever their important intrinsic merits, were a
diversion of otherwise productive capital and labour into
essentially unproductive activity.

1.4 Today there is growing recognition of the subtle but important
linkages between the vitality of the creative core, the creative
industries beyond and creativity in the wider economy – although
uncovering their exact extent is made very difficult because of a
paucity of evidence and data.

1.5 Creativity and innovation are overlapping concepts. In the main,
creativity, as the Cox Review on Creativity in Business argued, is
about the origination of new ideas – either new ways of looking
at existing problems, or of seeing new opportunities, while
innovation is about the successful exploitation of new ideas. It
is the process that carries them through to new products and
services or even new ways of doing business.

1.6 Increasingly, both are important across the spectrum of economic
activity. The creative industries can be conceived as a pioneer
sector of the economy, trailblazing approaches, and fostering an
attitude towards creativity and innovation from which the rest of
the economy and society can benefit. This critically depends on
whether ‘effective’ transmission mechanisms are in place.

1.7 The UK is in a strong position; however, it faces fierce
competition from growing overseas markets.
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The knowledge economy

1.8 Knowledge and creativity have always played a key role in the
economy. For example, high-tech manufacturing and universities
are two long-standing building blocks in the economic structure
of advanced capitalist economies. However, the concept of
the knowledge economy goes further. It captures a paradigm
shift in which a critical mass of economic activity falls into
the category of knowledge production, as firms deploy new
technologies and techniques to meet important changes in
the structure of demand.

1.9 Apple’s iPod; video on demand; internet shopping; the
personalised car; designer clothing; experience-intensive
holidays; online banking; and many other forms of economic
activity are supply responses to articulate, discerning, better
educated, richer and more demanding consumers and citizen
users. All are acts of innovative and creative origination
anticipating, responding to or shaping demand from this
new class of consumers.

1.10 Importantly, there is an information technology-enabled ‘iterative’
relationship between consumer and producer, in which the
knowledge offering is constantly being improved and changed
by inputs from the consumer. In this sense co-production lies
at the heart of the knowledge economy.

1.11 Over the last 50 years there has been a steady increase in the
productivity of the economy and per capita incomes generally.
In addition, the price of a basket of manufactured goods has
fallen in price relative to a basket of service offerings. Moreover,
increasingly affluent consumers have not wanted or needed to
spend as much proportionally on the basic staples of life – food,
transport, housing, clothing and mechanising the home with
brown and white goods – because it has become relatively cheaper
to satisfy those demands, which in any case are not infinite. Once
those basic material needs have been met, consumers start to
want to satisfy more complex psychological and emotional needs
from their consumption decisions.

1.12 Business success is increasingly driven by the capacity to
respond. One important indicator of the growth of the knowledge
economy has been the steady build-up in the proportion of
investment in all industrialised countries in ‘intangible’ assets
– research and development, computer software, design, brand,
human capital, organisational systems etc – that is now equal in
size to tangible investment in plant, machinery and buildings.
Intangible investment of this type strengthens firms’ capacity to
create, manage and exploit knowledge, and above all to interact
and respond to the new evolution of demand.
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The creative industries as part of the knowledge economy

1.13 The creative industries have benefited from the same growth in
affluence along with the growth in creative and cultural tastes
that accompany it. There is some evidence that human beings
have an innate tendency to want to express their emotional
and psychological feelings at the highest aesthetic or technical
level in whatever cultural dimension – music, theatre, art or
interactive websites.

1.14 The scale of the current demand for creativity, alongside a
desire to participate in producing and creating it, is on an
extraordinary and under-reported scale. For example, there are
five million active musicians in the UK, one-quarter of a million
play in bands. There are reckoned to be over 4,500 live gigs
every evening. Similarly, there is strong growth in art fairs
and literary festivals. The use of interactive websites is another
tribute to the bottom-up desire of millions of British people not
merely to interact, but to express themselves creatively – and
in ways that are beginning to impact on culture.

1.15 It is this demand that underwrites the growth of the creative
industries, and provides them the platform for a substantial
international presence. The British are second only to the
Americans in a range of creative industries, including television,
music, advertising, publishing and computer software, while
our presence in architecture, film and design is scarcely less
formidable.

1.16 Other societies, like the UK, are increasingly better educated and
more affluent, and new technologies are universally available.
Their creative and cultural sectors are also growing. Nonetheless
the UK performs better than any other European economy. Why?

1.17 In part it is because over the last 15 years the growth in demand
in the UK has been particularly high. And of course English
is the international language, giving British producers a huge
advantage in global markets. Part of the explanation also lies in
London’s position as a global creative powerhouse, in a society
that has become more open, diverse and plural, spawning a
depth of cognitive diversity which is at the heart of creativity.

1.18 Creative origination is sparked by challenges to existing
routines, lifestyles, protocols and ways of doing things – and
where societies want to experiment with the new. London and
the UK, societies which have developed the value of tolerance
and openness as reactions to the early embrace of democratic
institutions, overseas expansion and the pernicious impact of
religious persecution, have been more ready to accommodate
‘difference’ and thus the creativity that springs from it. London is
only rivalled by New York in the number of different languages
and cultures it boasts.

1.19 The UK has also developed a propitious public infrastructure
of support for the creative and cultural industries that has been
accumulated over more than a century, and from which the
country is now reaping rich dividends.
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1.20 Although the scale of direct British public support for art and
culture does not compare favourably with many of our peers, the
country benefits from a particularly rich institutional heritage
– ranging from the BBC to our art and design schools, from our
museums to our theatre and dance companies.

What the creative industries have in common

1.21 The 13 creative industries which have developed against this
background are often perceived to have as many differences
as similarities; indeed, even within a sector like publishing the
differences between, say, newspapers and educational publishers
are often perceived to loom larger than their commonalities.1

However, the truth is that each creative industry has a core
business model in common.

1.22 All originate ideas of expressive value which they commercialise.
‘Ideas of expressive value’ can range from the humblest
pleasing song or appealing advert to the latest interpretation of
Shakespeare or new design for a car. They create new insights,
delights and experiences; they add to our knowledge, stimulate
our emotions and enrich our lives.

1.23 Nor in the first decade of the 21st century is expressive
value confined to traditional arts forms; expressive value is
represented in software programmes, video games and the
range of interactive, user-generated cultural material found
on the internet.

1.24 The ‘creative core’ can be conceptualised as the production of
‘pure creative expressive value’ – ranging from traditional high
art to video games and software. Some of the activity in the
creative core is enabled in part by grants from the state, because
without investment it would not exist.

1.25 Other activity in the core flourishes without any form of
support, and is in some respects a hardier creative and cultural
contribution. Shakespeare required no subsidy; his drama was
self-supporting and arguably the stronger for it.

1.26 Nevertheless, without investment, many organisations would
not exist on their current scale. But the public monies need to
be carefully and strategically disbursed to avoid the danger of
creating supplicant, grant-dependent bodies.

1.27 ‘Cultural industries’ – film, television, publishing, music, the
performing arts and video games – construct their business
models principally upon commercialising acts of origination
of expressive value. They are distinguishable as a subset of
the creative industries. The independent television producer,
computer games or software house or educational publisher may
have different markets and audiences but one way or another
they are commercialising expressive value.
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1.28 Moreover the way they set about organising such origination
is necessarily through a process of light-bulb moments,
iteration and experimentation, rather than recourse to any
codified body of knowledge – another feature that binds them
together. Legally, their business models are more based on
the right to copyright the ideas they originate, in contrast
to, say, manufacturers, who patent innovations because
of the uniqueness of their function or purpose. However,
all sectors use a range of intellectual property rights.

1.29 ‘Creative industries’ are analytically first cousins to the cultural
industries; distinct but obviously from the same family of
activity. What they produce has a high degree of both expressive
and functional value. Architecture, design, fashion, computer
services and advertising are quintessentially creative industries
whose market offerings pass both a cultural and workability
test. Adverts have to sell products, but work best if they firmly
express the culture. Buildings should be both aesthetically
pleasing and work. Design should embody the culture, but is
useless if the products do not function well. Fashion products
have to be culturally in the vanguard but wearable at the same
time. Not every single building, advert, dress or design needs to
pass both tests, but the creative industries are healthier and more
vital to the degree that as many as possible do.

1.30 Building a business around the commercialisation of expressive
value presents particular business challenges. Demand for a film,
novel, painting, j cwvg"eqwvwtg dress or the success of an advert,
building, computer game or new design is much more difficult
to predict than for products or services with more functional
content.

1.31 Consumers find it difficult if not impossible exactly to anticipate
the reward from a creative or cultural offering before they have
experienced it. While many technologically complex products
have this property, they can often be assessed by reference to
some objective criteria. The rewards from consuming creative
offerings are necessarily both more subjective and social, so
that word of mouth becomes an especially important if fickle
determinant of demand – but makes business planning highly
problematic. There is also an ever-present incentive for companies
to compete by improving quality and spending; an incremental
few pounds may make the difference between success and failure.

1.32 And on top, creatives – ‘the talent’ – are motivated by a desire
to fulfil their art; and the creative process necessarily involves
marrying and integrating diverse and sometimes very
individualist people into successful teams. The consequent
management challenges are particularly acute.
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Challenges and opportunities

1.33 Although the industries have grown on average
rather faster than GDP over the last decade, there is
considerable volatility around the average, and some
signs of difficulties emerging in many of the industries
that have begun to constrain their growth.

1.34 Shares quoted in the media sector, for example, have seriously
underperformed compared to the wider stock market. Although
the data are limited and do not permit strong conclusions, some
creative industries (eg advertising, design, architecture) and
software in particular would seem to be pro-cyclical, growing
faster than average in an upturn and swinging more quickly
downwards in downturns. Equally the fortunes of others can be
transformed in any year by one hugely successful hit.

1.35 However, on top of these long-standing characteristics,
digitisation and the internet are disrupting business models
and brands – notably in film, music and publishing but to a
significant degree in every creative industry – that have been
carefully built up over decades on the notion of protectable
copyright, and well established routes to market, but which
are now under challenge.

1.36 In today’s world, copying and downloading have become much
easier, putting enormous downward pressure on prices, while the
internet has created new competitors for advertising revenue. In
addition, all face mounting international competition. Individual
sectors, like computer games or design, have recently faced a
particularly tough time.

1.37 However, change creates opportunities. Individual consumers
now have access to books, film and music ever more cheaply,
which in turn stimulates their demand and capacity to enjoy
creative and cultural offerings. If globalisation is intensifying
competition in the British market, it similarly offers British
companies new markets in which they can compete.

1.38 Equally the challenge from the internet and digitisation is
faced by every creative industry in the world. Digitisation
presents opportunities for businesses to offer their creative
products through different channels, tailoring their products to
customers’ different needs.

1.39 In Hollywood, for example, new distribution channels have given
film-makers new ways of price discriminating between audiences:
this has increased the studios’ profits, while at the same time
increasing the diversity of outlets through which products are
exhibited to consumers. Digitisation also raises the prospect of
smaller production companies distributing their content more
cost-effectively – increasing the diversity of product too. Rewards
will fall to those organisations and individuals who can adapt
most quickly, which in turn will partly depend on their own
effectiveness and partly on the adaptability of the wider public
and private institutional architecture which supports them.
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1.40 Increasingly, consumers identify being part of a ‘staged’
experience as contributing to their satisfaction in spending; an
airline flight, visit to a department store and or even sleeping
in a bed are no longer simple acts of consumption – these are
experiences. The quality and energy of the creative industries
provide templates for creatively developing such experiences and
a flow of skilled people to migrate into the wider economy who
know how to mount them. There is some evidence that innovation
and creativity in the wider economy is stimulated by the creative
industries in this way.

1.41 Moreover, a dynamic creative sector has an important role in
helping to revive British cities and regions – a role successfully
played in Glasgow, Gateshead and Cornwall, for example –
and helping them to address the income and cultural gap
with London.

Influencing success

1.42 There are eight broad areas, or drivers, which have an impact
on the performance of the creative industries. Some of these can
be influenced by government, some by industry.

Drivers of success in the creative economy

1. Demand. The growth and productivity of the UK’s creative
economy is closely related to the growth and character
of demand. The more that educated and discerning
demand is evenly and broadly based around the country,
the more local creative and cultural activity will be
stimulated, increasing the number of both performers and
entrepreneurs. Early exposure to culture, higher levels
of education, developing the capacity of the UK’s cities to
offer the full spectrum of cultural and creative experiences
and decentralising as far as possible the UK’s national
cultural institutions to promote access will all contribute
to this end.

2. Greater diversity. Diversity is critical to the continuing
success of the creative industries. The more diversity,
openness and contestability are encouraged, the more
likely it is that creativity will be fostered and productivity
increased. The industries need to address diversity
issues urgently, and think more systematically about the
internal processes that foster creativity. Interdisciplinary
innovation – which brings together talent from the arts,
sciences and wider society – should also be promoted.

...innovation and
creativity in the
wider economy
are stimulated
by the creative
industries...
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3. A level playing field. Creativity flourishes in an
environment which encourages innovation and
experimentation. Some creative and cultural content
industries, such as film and video games, are characterised
by a relatively small number of large distributors. There
may be good reasons for such industrial structures which
need not damage consumer welfare, but there are also
concerns that this can restrict the diversity of creative
products on offer to the public, and may inhibit the growth
of small- and medium-sized companies. These may warrant
further investigation.

4. Education and skills – ensuring balance and the
appropriate supply. There is a shortage of industry-
specific skills in key creative industries and of knowledge
on how to commercialise creative ideas. This is also true
of the wider soft skills which allow tacit knowledge to
be exchanged and developed. The UK’s powerful art and
design school tradition needs to be celebrated, nurtured
and developed. There needs to be greater understanding
about career paths in the creative economy for students at
schools.

5. Networks – harnessing capacity. Very few creative
firms or organisations have the critical mass of in-house
skills and market knowledge fully to exploit market
opportunities or generate creativity through in-house
teams of sufficient diversity. They need to be able to
network with others to fill gaps in their knowledge and
skill sets. There is a strong case for greater brokerage,
especially through the internet, to enable this to happen.

6. Public sector – fit-for-purpose public architecture,
grants and institutions. Most members of the creative
and cultural industries have in some way been helped
to develop their franchise through public support and
investment. This interaction needs to be better understood,
developed and where relevant reformed, as evidence
suggests.

Grants to the creative core need to be more strategically
organised to maximise their creative and cultural impact,
with better or new transmission mechanisms to encourage
strong spillovers and connectivity between the core, the
creative industries and the wider economy.

7. Intellectual Property – a clearly defined and enforced
regime. The UK’s Intellectual Property framework is
critical to the success or failure of the nation’s creative
industries. The business model of the creative industries
depends significantly on their capacity to copyright
expressive value.

A level playing
field…

Education and
skills…

Networks…

Public sector…

Intellectual
Property…
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The Gowers report pointed the way to greater clarity,
more education (for example about the dangers of
piracy), greater enforcement and higher penalties – while
attempting not to draw the copyright regime so tightly
that it inhibits creativity. It is important that Gowers is
implemented, but the copyright regime will need to be kept
under review in the light of ongoing technological change.

8. Building greater business capacity. There are many
small- and medium-sized creative businesses with the
potential to grow, but who struggle to increase scale in
practice. Some of the explanation lies in the blockages
outlined above, but there are also specific managerial/
business discipline shortcomings in the sector. There may
also be structural problems in accessing equity and debt
finance which may merit further consideration.

1.43 One important precondition for influencing these drivers is that
more rigorous analysis is needed of what drives the creative
industries and the mechanisms through which its creativity
spills over into the wider economy and society. This would be
helped by greatly enhanced statistics and smarter classification
of how the sector works. What cannot be measured cannot be
managed. Too much information about the creative industries
is either not collected on a comparable basis or is significantly
(in a digital environment) out of date.

1.44 Some of these drivers need to be addressed by government; others
by the industries themselves. Engineering the nature of the
response is in all cases complex and frequently multi-layered.
Inactivity would be ill-advised. These industries face mounting
challenges, and there are rich rewards if the framework in which
they do business can be improved – and equally much foregone
if it is not.

Building
greater business
capacity.
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Notes
1 In what follows we refer to the 13 creative industries as the

‘DCMS 13’ to distinguish them from the narrower set of ‘creative
industries’ that inhabit our conceptual framework.

Chapter 1
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Becoming a business
Miles Jacobson – Sports Interactive Computer Games

© Sports Interactive
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“Our start was a strange one, as the first game that came
from us was literally two schoolchildren making a game
in their bedroom who were just grateful that someone
wanted to release their game. The game hadn’t been
funded, but made for fun, with no staff and no need
for an office, although still didn’t retain the intellectual
property, and it was over a decade until we were in the
position where we did.

As those days are gone, the biggest challenges nowadays
for games developers are finding funding that doesn’t
impinge on creativity, and holding onto IP, which is so
important if you want a business that is going to have
any value.

The games industry is still very young, so many
established routes of raising funding are blocked to
developers, new and old alike, while attempting to retain
control, which is very important for any creative entity.
Unlike a band, where you have a few people able to do
other jobs or sign on, making a game nowadays involves
dozens of people, expensive equipment, and working
very long hours just to get to prototype stage, and you
could quite easily lose the rights to your creation just
out of desperateness to get a deal to pay some bills.
Record labels will often take a punt on a new artist, but
a punt in games costs millions of pounds, so the risks
are higher.

We’ve been very fortunate in that, because we started so
small, we’ve grown organically over many years to get
into a strong, market leading, position. We were able to
learn from our mistakes without losing everything and
despite some attempts over the years to destroy us for
corporate gain, we fought back and won.

If we were doing it all again now, we wouldn’t have
signed the original deal offered, and would have
attempted to retain more control early on, but then
maybe we wouldn’t have ever got a deal by holding out!
It’s a strange industry where a games publisher will
often get another developer in to work on the previous
developer’s creation – a bit like if EMI just decided to
get another four people in and call them The Beatles.
It sounds ridiculous, but happens all the time.

We’re really lucky being based in London. It’s such a
creative hub not just for the UK, but for Europe too.
Team members come here from all over Europe, and
London is a huge attraction to a lot of them.”
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Chapter 2
Economic performance

The UK’s
creative
industries have
emerged as
leading players
in the global
economy.

2.1 Strong growth, intense innovation and creativity, and focus on
the demands of consumers are hallmarks of the 13 industries
which fall under the umbrella of the creative industries.2 This
chapter sets out the current size, growth and performance of
each of these 13 industries, describing their industrial structures
using new estimates.

The UK’s creative industries

2.2 The UK’s creative industries have emerged as leading players
in the global economy. Their performance in recent years has
been one of the great unsung success stories of the economy.

2.3 They can be seen as a significant and dynamic part of the
knowledge economy, accounting for 7.3 per cent of gross value
added (GVA) in 2004 (figures 2.1 and 2.2).3 They generate over
twice as much value added as tourism, and are now comparable
in size to the financial services industry.4

2.4 Software (including computer games and electronic publishing),
publishing and TV and radio between them account for around
two-thirds of overall GVA of the creative industries.

2.5 The creative industries are a major employer too – between
them employing over 1 million workers, or 2.7 per cent of total
employment. The number of individuals employed in all creative
occupations in the whole economy (including those working in
sectors formally outside the creative industries) is greater still,
at 1.8 million (figure 2.3).5

Recent performance

2.6 figure 2.4 plots the contributions of individual sectors to
overall growth in current prices GVA in the creative industries
(excluding design and crafts). figure 2.5 includes the design
sector, but for a shorter sample period, as DCMS’s proxy for GVA
in the design sector – turnover – is only available since 2000.
Both of these figures combine information on the growth rate of
GVA in the individual sectors with each sector’s share in overall
creative industries GVA. The charts are more illuminating than
looking at growth rates alone: a sector may have grown by a
great deal in any one year, say, but if its share in overall GVA
is low it will have contributed little to overall growth.

2.7 figure 2.4 should be read as follows. In 1998, GVA in the
creative industries as a whole (excluding design and crafts)
grew by 14.9 per cent, of which just over 11 percentage points
was accounted for by the software, computer games and
electronic publishing sectors, 2.4 percentage points by the
publishing sector and around 1.5 percentage points by the
remaining sectors. In 2004, GVA in these industries grew
by 4.5 per cent, of which the radio and TV sectors contributed
1.8 percentage points, followed by software, computer games
and electronic publishing at 1.7 percentage points, with other
sectors accounting for just over 0.9 percentage points.

The creative
industries are
a major
employer too...
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2.8 Four observations can be made from these charts.

2.9 first, although the statistics that are available cover a relatively
short timeframe, and as such do not allow firm conclusions to
be drawn, there are indications of a strong cyclical dimension to
economic activity in a number of creative sectors. This is especially
true in the software, computer games and electronic publishing
and advertising sectors.

This pattern also appears in investment spending by the creative
industries and spending by UK households on creative outputs.
figures A1 and A2 in the appendix to this chapter show that
investment spending by the creative industries as a whole and
household spending on creative outputs in the UK – expressed
as a percentage of their whole economy counterparts – correlate
with GVA growth.6 This suggests that the creative industries
are more pro-cyclical than other sectors of the economy.

Chapter 2
Economic performance

Source: DCMS
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figures A3 and A4 show how this feature also manifests itself in a
greater tendency in the creative industries for profits – as measured
by firms’ gross operating surplus (GOS) – to vary over time.

2.10 Second, these particular sectors appear to be important in
accounting for growth in the creative industries in recent years.
The software industry in particular has accounted for a large
proportion of overall growth in GVA.

2.11 Third, sustained weakness in the design sector has played
a major role in the recent underperformance of the creative
industries vis-à-vis the rest of the economy.

2.12 Fourth, there was a particularly sharp slowdown in growth in
the creative industries in 2000 and 2001, which coincided with
the dot.com crash. This is illustrated by the performance of UK
media stocks. figure 2.6 shows that these have still not reached
one-half of their peak in the heady days of the internet start-up
boom at the beginning of 2000.7

2.13 The volatility of the software sector appears to be driven in part
by global factors, as illustrated by the swings in export growth
in recent years, though export performance in the creative
industries as a whole has been stronger than in the rest of the
economy.

2.14 figure 2.7 shows that overall export values in the creative
industries (excluding fashion design and crafts) grew by roughly
16 per cent in 2001, almost wholly accounted for by software,
computer games and electronic publishing, which accounted for
over 14 percentage points, ie around 90 per cent of this growth.
In 2004, exports in these sectors grew by around 12 per cent,
just over one-half of which was accounted for by software,
computer games and electronic publishing.

figure 2.6
FTSE All-Share media index
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 2.15 Unlike the DCMS, the ONS publishes imports data for its
classification of the creative industries. figure 2.8 shows
that the trade performance of the creative industries as a
whole on the ONS measure appears to reflect trade patterns
at the wider level, with trade deficits opening up in the second
half of the 1990s, following a sharp and persistent appreciation
in the sterling effective exchange rate (EER).

2.16 Significantly, the trade performance of the creative industries
has been stronger than the rest of the economy, with deficits
closing in 2004 as the whole economy trade balance moved
further into deficit.

2.17 Unsurprisingly, the high variability of output in the creative
industries is mirrored in the employment figures (figure 2.9),
though, as with other sectors in the economy, employment is
in general less volatile than GVA. This shows up in a tendency
for labour productivity – GVA per person employed – to be
pro-cyclical.

figure 2.7
Contribution to year-on-year growth in creative industries exports
2001–04 current prices
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2.18 It is noteworthy that employment in the software, computer
games and electronic publishing industries (as defined by
current statistics) would appear to be even more volatile than the
numbers of individuals employed in software, computer games
and electronic publishing occupations in the wider economy.
This suggests that the adverse employment consequences of a fall
in GVA growth are ‘cushioned’ by workers in these industries
– particularly software – finding similar work in other sectors.
It is a good illustration of the close linkages between this sector
and the rest of the economy.

Innovation

2.19 As with other sectors in the knowledge economy, the outputs
of the creative industries are intrinsically related to innovation
in a way that more traditional products are not.

2.20 Few published innovation metrics for the creative industries
are available. The main yardsticks by which researchers derive
quantitative measures of innovation are invariably science
and technology-focused and, for example, exclude artistic
innovations. Even so, the 2005 UK Innovation Survey sampled
around two-thirds of sectors that make up the creative industries,
and tentatively suggested that the creative industries were
innovative compared with many other sectors. According to
that survey, around 70 per cent of creative businesses had been
involved with some form of innovation activity over the period
2002 –04, compared with around 55 per cent of businesses in
other industries.8

2.21 But survey-based measures of innovation need to be interpreted
with care, particularly when it comes to the creative industries.
Defining the knowledge frontier for products with expressive
value is likely to be more difficult than for innovation in, say,
manufactured products. And obsolescence is likely to be a more
complex process.

Productivity growth

2.22 These major caveats aside, a high rate of innovation is usually
expected to spur faster productivity growth. Accurate estimates
of labour productivity in the UK’s creative industries are not
available, again largely because of problems with measurement,
but the DCMS tentatively estimates that productivity growth in
the creative industries as a whole between 2000 and 2004 may
have been somewhat lower than in the service sector over the
same period (figure 2.10).9

...outputs
of the creative
industries are
intrinsically
related to
innovation...
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 2.23 Performance appears to vary widely across the sector: for
example, the GLA (2002) reports that in London, while a number
of creative sectors (such as architecture and video, film and
photography) enjoyed the highest productivity growth rates
of all business sectors between 1995 and 2000, other sectors
such as fashion were among the weakest.10

2.24 A gap between innovation and productivity performance – to the
extent that one exists -– suggests that there may be potential for
creative businesses in the UK to translate more of their creative
successes into higher productivity.
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The global picture of the creative industries

2.25 The creative industries are significant and growing on a global
level. UNESCO analysis11 of customs-based data shows that trade
in cultural goods – which it defines as heritage goods, books,
newspapers and periodicals, other printed matter, recorded
media, visual arts and audiovisual media – increased by over
50 per cent during the last 10 years from $39.3 billion in 1994
to $59.2 billion in 2002. UNESCO draws attention to a range
of other measures of the importance of cultural goods in the
world economy: the global market value of industries that rely
heavily on creative and cultural inputs is estimated at $1.3
trillion according to UNCTAD figures, for example, while the
OECD points to annual growth rates of between 5 per cent and
20 per cent in its countries’ creative and cultural industries.12

As high value added, knowledge-intensive sectors and with real
disposable income rising globally, the demand for goods and
services produced by the creative industries is anticipated to
rise further, fuelling growth in these sectors.13

2.26 High-income economies have maintained their leading export
position in the world market, but steady growth can also be seen
for lower middle-income economies from 1995. At the regional
level, the EU is the greatest exporter of cultural goods on the
UNESCO definition (51.8 per cent share of world exports), but
since 2002 Asia has emerged as the second largest exporting
region (20.6 per cent share), attributable to the growth in East
Asian video games and visual arts.

China, India and creative industries

The prospects for the UK’s creative industries are dependent
not only on UK factors, but also on the wider global
competitive environment. In many other sectors, the key
threat is from the fast-growing economic superpowers
of China and India.

Though both have indicated ambitions to climb the technological
value-chain and in some higher tech areas have enjoyed
strong performance, China and India’s comparative advantage
remains in low-skill and labour-intensive manufacturing.
In 2003, manufacturing and construction alone accounted
for 52.2 per cent of GDP.14, 15 The creative industries made up
less than 1 per cent in contrast.16 In India, the agricultural
and manufacturing sectors between them still account for
almost one-half of economic activity.

At the regional
level, the EU
is the greatest
exporter of
cultural goods...
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Even in Asia’s most developed regions and countries,
the creative industries do not account for a large share of
activity. For instance, the much-trumpeted creative cluster
in Singapore accounts for only 2.8 – 3.2 per cent of GDP.17

In Japan, the combined output of the creative industries is
still less than 3.3 per cent of GDP,18 though these numbers are
not constructed on the same basis as mapping undertaken
by DCMS in the UK. In Hong Kong, the creative industries
account for 2.5 per cent of GDP.19

International competition is no longer of course the preserve
of manufacturing. It is estimated, for example, that 90 per
cent of the world’s animation is sourced in Asia.20 The same
is true of other ‘tradeable’ sectors.21 A study by OVUM for the
DTI on the software and IT sector, for example, forecast that
while in 2005 21 per cent of employees serving the UK market
were based in off-shore and near-shore locations, this number
is set to grow to 36 per cent by the end of 2008.22

To date, routine tasks have been most suited to off-shoring,
interpreted by some as a greater challenge for middle-income
countries.23 Competition for higher-end tasks has been
predominantly a North-North affair, in which labour costs
are less decisive. The consultancy firm McKinsey points to
looming talent shortages in economies like China and India.
It finds, for instance, that only 160,000 of China’s 1.6 million
engineering graduates would be deemed suitable for work in
multinationals – roughly the same size as in the UK.24 Even
India, which saw exports of business services grow nearly
700 per cent between 1994 and 2004,25 is confronted with
a significant skills squeeze.

Like other innovation activity, the ability to generate and
commercialise exciting creative content is dependent on
a supportive institutional environment.26 Clearly, policy
liberalisation has forced public and private actors in both
China and India to become less wedded to the dependencies
of the planned economy, and more willing to exploit value
inherent in creative content. As the benefits of economic
growth spread, there is a bustling sense of possibility and
adventurousness among younger generations: China’s
equivalents of YouTube (Tudou and Yoqoo) and social-
networking sites (Douban and QQ), in addition to its 34 million
and counting blogs, provide powerful bottom-up energy.27

However, major challenges remain – some of which, in
the case of China, are seen to touch on broader questions
of political control. An interesting contrast is provided
by the international recognition of the South Korean film
and television industry, one that has been attributed to the
relaxation of the censorship regime in the aftermath of
the Asian financial crisis.28



39Staying ahead: the economic performance of the UK’s creative industries

Another significant challenge is piracy and the lack of a
rigorous intellectual property protection system. Counterfeiting,
for instance, is estimated to account for around 8 per cent of
China’s GDP.29 The software piracy rate – defined as the
percentage of total software installed that is not legally
acquired – was 86 per cent in 2005, the fourth highest in the
world. In India, piracy is on the rise too, with piracy rates for
recorded music having risen from 30 per cent in 1998 to 55
per cent in 2005.30 These numbers are of course difficult to
verify, but they are certainly large enough to seriously limit
Chinese and Indian creative businesses’ incentives to innovate.

As China and India become richer, however, compliance with
global IP norms may be expected to increase. The figure below,
which plots the estimated fraction of software that is pirated
in various countries against per capita GDP, neatly captures
this point. Indeed, it is easy to forget that the US was the
world’s foremost copyright pirate when it began its economic
take-off in the mid-nineteenth century.31

Consistent with these findings, creative products are currently
more often imitative than truly innovative in these countries.
In China, many creative enterprises have opted for low cost
production and derivative formats, such as Pop Idol (Chaoji
Nüsheng = SuperGirl) or the Apprentice (Ying zai Zhongguo =
Win in China).32
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 2.27 A lack of consistency in how different countries’ statistical
offices classify the creative industries makes comparisons
across regions difficult. At the EU level, however, we can say
that the picture is also one of a sector playing an increasingly
important economic role. The creative and cultural sector as
defined by a study for the European Commission – comprising
film and video, radio and television, video games, book and press
publishing, music, design, fashion design, architecture and
advertising – contributed to 2.6 per cent of EU GDP in 2002.33

The overall growth of the sector’s value added was 19.7 per cent
in 1999–2003 – some 12.3 per cent higher than the growth of the
economy as a whole. It employed 5.8 million people (equivalent
to 2.1 per cent of the total employed population). In 2002–04,
when employment overall in the EU decreased, employment in
the creative and cultural sectors increased by 1.9 per cent.34

2.28 The UK itself is a world leader in the creative industries. In
ongoing work, the OECD has made the first tentative steps in
ironing out classification differences between countries, and
estimates that the UK’s creative industries make up a greater
share of GDP than in other nations (figure 2.11).35

2.29 UNESCO’s estimates suggest that on its definitions, the UK
is remarkably the world’s biggest exporter of cultural goods,
surpassing even the US: in 2002, it exported $8.5 billion of
cultural goods (compared with $7.6 billion by the US, and
$5.2 billion by China).36

2.30 NESTA’s upbeat assessment is that “…relatively small
improvements in export activity across these [creative] sectors
could mean significantly increased revenues for the UK, given
the size of the international market for creative products and
services (estimated for the media industries alone to be $1.8
trillion by 2009). A growing market is out there to be won by
businesses that are willing and able to innovate, and that do
not see any inherent conflict between creative and commercial
excellence.”37

the OECD...
estimates that
the UK’s creative
industries make
up a greater
share of GDP
than in other
nations.
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2.31 UK Trade and Investment focuses its efforts on supporting those
industries it sees as having the greatest potential for growth,38

identifying China, France, Germany, Japan and the USA as
particularly high priority markets.

Digitisation: the changing world

The challenges and opportunities faced by the DCMS 13 must
be considered in the context of digitisation. An evolving
assemblage of affordable software formats, high-bandwidth
broadband and exponential computer processing power, is
reconfiguring how information is produced and exchanged
in ways that redefine basic industry practices. Digital
convergence – the ability of online digital content to subsume
all existing forms of media39 – muddies traditional distinctions
between publishing, broadcasting and telecommunications,40

while consumers are able to access ‘always on’ multimedia
content through multiple platforms and devices. The
future direction of the creative industries will rest on the
development of tools that promote the coordination of
decentralised assets (such as P2P networks), user-friendly
content creation software, optimised search engines,
interoperability of protocols and the accurate measurement
of content diffusion.

At the same time, the growth of convergence will require
a growing demand for digital, rather than physical, goods.
Digitisation has confronted individuals with a tsunami of
information, risking cultural overload. What has emerged is an
‘economy of attention’, one in which the ability to market and
capture human attention has become increasingly central.42

Whether consumers will prefer the flexibility of the internet as
a source of content over the predictability and convenience of
more traditional methods of content diffusion (eg centralised
content delivery such as Xbox Live) will be important in
shaping future trends.

Future scenarios 41

One future scenario envisages a world where the internet
is the prime driver of convergence, and the ‘long tail’43 –
the decentralisation of distribution – allows smaller actors
to compete with dominant players, bypassing physical
distribution infrastructures to satisfy demand for an ‘infinite
variety’ of creative offerings. The result is a more diverse,
fragmented and contestable terrain. Research for the
UK film Council has found that online DVD rental ‘opens up’
the market to niche productions. The top 100 movies account
for 86–90 per cent of cinema and traditional video rental,
but only 70 per cent of online rental. Eight per cent of online
transactions are for films that achieve no ‘bricks and mortar’
exposure through retail or video rental.44
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This is an environment where consumers are part of a
digital community, and contribute to content creation: from
co-designing open source software such as Mozilla’s firefox to
social networking on websites such as Facebook to remixing
videos on YouTube. New currents of creativity are already
seen in the film production process, where technology is
rendering independent producers more visible, allowing them
to exchange scripts, work on film-making techniques online
and use digital video camcorders and computer programs
to bypass traditional distribution channels.45 The 2004 film
Vctpcvkqp for example, which debuted at the Cannes and
Sundance film Festivals, was made on an Apple using iMovie,
a free video editing software, for $218.46

At the same time, the growth of technological niches and
requirements by consumers to transport many types of digital
content between devices will require greater compatibility
between platforms. The standardisation of protocols (eg
OpenGL, lossy data compression) will enable smaller content
creators to overcome conditions that can prevent access to
broader markets.

The music industry symbolises the growing pains in the
transition to a digital distribution model and has borne the
brunt of these disruptive changes.47 Ten per cent of the UK
internet population engage in content piracy through user-
friendly peer-to-peer software programs such as BitTorrent
and Limewire48, and up to 80 per cent of music downloads are
unpaid for.49 At the same time, record companies and artists
are becoming increasingly effective in using the internet
to reach new audiences – websites such as MySpace and
Bebo allow artists to distribute music directly to consumers.
Analysts predict that 20–33 per cent of all music sales will
shift from CDs to digital distribution by 2010.50

The industry has reacted to consumer desires for greater
interaction by diverting users to legitimate music distribution
sites, creating easier ways to pay for downloads, using mobile
phones as a means to access and consume music51 (revenues
from ‘realtone’ ringtones reached $100 million in 200652),
and gaining access to back catalogues: EMI Group and
Apple recently announced that they would abandon usage
restriction in online sales of their archives.

A second scenario sees the web as a component of top-down,
‘read-only’ content delivery platforms to convergent devices in
homes. In this scenario, commercial content providers such
as Apple and Microsoft become the “digital descendents of
traditional broadcasting structures”.53 Homogenised platforms
for the distribution of content allow a greater degree of
control over how people consume creative content (eg Apple
iTunes allowing music downloads only to Apple iPods).
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In this scenario, the ‘winner-take-all’ model thrives and the
market is dominated by capital-intensive hits. Markets enabled
by the digital world (the long tail) are over-hyped. The online
distribution of digitised goods increases the cost advantage
that hit producers have over content with more limited appeal,
leading to a significant concentration of success on even
fewer best-selling titles. Indeed, current evidence suggests
that a small number of products still dominate the online
market in revenue terms. The online DVD retailer Netflix has
55,000 titles, yet the top 50 titles account for 30 per cent of
all rentals. Similarly, 2.7 per cent of Amazon.com’s inventory
accounts for 75 per cent of its revenues.54 At the tail end, there
are a growing number of titles that rarely, if ever, sell; March
2006 data for the 1.1 million songs on Rhapsody reveals a 22
per cent no-play rate with another 19 per cent receiving only
one or two plays.55

Business strategies

The glut of choice will mean that the creative industries
must vie for consumer attention and look beyond traditional
measures of competitive strength, such as economies of scale,
and instead seek to optimise value, acquiring processes and
resources as easily as they are relinquished, and gathering
continuous feedback from consumers who are increasingly
involved in the creative process. Such a transformation will
inevitably entail:

– An increase in business intelligence and tools for measuring
content diffusion, leading to better informed business
decisions, and greater flexibility in responding to patterns of
consumption. Audiences will be targeted more successfully
through content sampling across a range of platforms.56

– Closer partnerships with a wide variety of sectors along
the value chain, extending from small content creators to
large network operators,57 and a re-engineering of scale and
processes around new technologies, leading to a reduction
in costs.

– An acknowledgement by companies will acknowledge that
digital communities and peer production are important
drivers of the innovation process and an embrace of new
ways of managing reciprocal relationships. This will grant
new freedom of access and provide customised tools and
open application interfaces for creating and managing
content, driving new forms of consumption.

Online product differentiation will still take place, centred
around service capability and brand recognition. Hence
Amazon.com is likely to be able to demand a premium for
online books over less prominent competitors.58 Pricing
patterns may become more dynamic, with higher prices
reserved for goods (eg the latest album or DVD) where
demand is more inelastic.
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IP in a digital world

In an environment where copyright is more difficult to
enforce, firms are exploring different ways to protect their
creative outputs in lieu of or in tandem with existing rights.
One way is to embed an invisible layer of software into
copyrightable material otherwise known as Digital Rights
Management (DRM). This allows content producers to place
usage restrictions on copyrighted material, for example, it
prevents consumers from transferring songs downloaded from
a digital music store more than a limited number of times.

Though DRM is an enabling tool for many creative businesses,
there is a lack of knowledge from creatives, industry and
consumers what each can legitimately do with creative content.
DRM systems are also complex and can infringe fair dealing
codes because they work indiscriminately. DRM also risks
segregating markets and stifling creativity, especially among
smaller content creators who may become marginalised in
niche markets.

Another way to protect creative outputs is to introduce some
form of statutory licensing, one that would, for example,
remove content control in return for levies collected from
providers of goods and services such as ISPs whose value is
boosted by file swapping. Revenues might be distributed to
copyright owners in relation to the frequency with which
their works are consumed.59

This approach has various advantages: it is grounded in the
fundamental reality that peer-to-peer is here to stay; it would
necessitate no special technology; transaction costs associated
with litigation would be reduced; and the democracy for
creative works would be strengthened. Still, like all regimes,
it also has weaknesses: it would grant a substantial amount of
discretionary power to those agencies responsible for collecting
levies; determining a precise formula for compensation, in the
absence of the price mechanism, would be difficult; and it might
increase cross-subsidies and distort consumer behaviour (think
broadband subscribers who do not like music or films).

Barriers to digital engagement

The ability to participate in digital markets and communities
depends on access. However, as the Office of the Deputy
Prime Minister notes, cost remains a key barrier to internet
uptake. Although disparaties in home internet access between
the lowest and highest income groups have narrowed, those
living in the highest income group are still seven times more
likely to have access to the internet. Increases in take-up have
occurred solely among the C1 and A/B groups and connection
levels among D/E groups remain at only 20 per cent, a
pattern that has remained unchanged since 2001. Households
with two adults and one or more children are significantly
more likely to have home internet access than single parent
households.60 Other studies reach similar conclusions.61
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Industrial structure and performance

2.32 The importance of large firms varies greatly across the
creative industries.62 figure 2.12 sets out for each of the
individual creative industry sectors two simple measures of
their importance – the percentage of overall industry turnover
that is accounted for by the four largest firms (CR4, denoting
concentration ratio-4) and by the eight largest firms (CR8,
denoting concentration ratio-8).63

2.33 The degree of concentration clearly varies from sector to sector,
with the most concentrated sectors being TV and radio, publishing
and design.64 These concentration ratios are consistent with there
sometimes being large numbers of small creative enterprises
operating alongside large – often vertically integrated – firms.
So, for example, businesses with less than nine employees account
for 14 per cent of overall turnover in the design sector. That share
rises to 63 per cent in the case of music and the performing arts,
and 58 per cent in the case of fashion design.

2.34 The co-existence of very large firms and very small firms
partly reflects the fact that technological change and increased
international competition have driven a process of simultaneous
fragmentation and consolidation in many creative sectors –
fragmentation, because technology and greater competition
has allowed consumers to satisfy their ‘infinite variety’ of
wants; consolidation, because the same forces have increased
the returns to scale for mass, standardised products.

Source: Frontier Economics (2007), forthcoming
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The design example

Design Council data suggest that there are over 65,000
design businesses in the UK (Design Council, 2005). The size
distribution is very heavily skewed towards small firms, with
more than 75 per cent being small consultancies and freelance
individuals. A very small number of firms – just 3 per cent –
have an annual turnover of more than £1 million, though
survey evidence suggests that these account for a significant
share of overall activity (British Design Innovation, 2005).

2.35 International data support the view that this duel process of
fragmentation and consolidation reflects wider structural
changes, and not factors specific to the UK. US Census data, for
example, suggest that the percentage of turnover in the specialist
design industry accounted for by the four largest establishments
increased by almost a half to 2.4 per cent in the five years to
2002, at the same time as the number of establishments increased
by 15.3 per cent.65

2.36 The very limited evidence which the Competition and Intellectual
Property Working Group was able to gather on economic
performance in the creative industries does not point to
unusually high profitability when compared with other sectors.66

2.37 The intrinsically high risks faced by many creative businesses –
discussed in chapter 4 – have important implications for market
structure. Profitability in the creative industries at the company
level can be extremely volatile from year to year.67

2.38 The market structures we observe in the creative industries
partly reflect these uncertainties. In principle, deep financial
markets give investors opportunities to diversify risks, but
there is evidence that they find this difficult in practice. Creative
businesses can typically access external finance more easily if
they have greater scale, as illustrated by the experience of the
film industry: in the US, even independent production companies
with film slates have been able to tap private equity markets in
recent years.68 In increasingly globalised markets, this confers
an advantage to creative businesses which are organised as
multinational corporations.

2.39 figure 2.12 confirms that foreign-owned companies play an
important role in many of the UK’s creative industries. Foreign-
owned companies appear to account for a particularly large
share of value added in publishing and design – two of the most
concentrated sectors. Foreign-owned companies have a major
presence in software and computer games too – accounting for
41 per cent of turnover.

2.40 Interestingly, Frontier Economics (2007) also reports that the
turnover share for foreign companies exceeds the employment
share in all 10 separate categories that can be identified from
the Inter Departmental Business Register (IDBR), with the
exception of music and performing arts and arts, antiques and
crafts (where there is minimal foreign presence in any case).
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This suggests that the level of productivity in foreign creative
industry multinationals is higher than in other firms – a result
echoed in other sectors of the economy too.69

Cities in the knowledge economy

2.41 Cities, and the proximity of activity they permit, can have
important implications for economic performance, drawing
on a concentrated labour pool that can match the demands
of employers with the skills of workers and provide access
to large markets and suppliers. They are also a source of
knowledge exchange within and across sectors.70

2.42 Clearly, size is not the sole determinant of success. Larger cities
that do not have a diverse industry base may find themselves
less fleet-footed, unable to respond to shifts in competition, trade
and technology. As population sizes increase, so do the costs
of congestion, land and labour. By contrast, small and medium
cities may provide firms or sectors with significant
cost advantages.71

2.43 Peter Hall’s tracing of creative cities and their role in economic
development notes that despite a rich literature on creativity,
there is little that addresses the significance of place.72 He
provides a comparative overview of six major cities in history,
each renowned for their creativity: Athens in the 5th century
BC, Florence in the 14th century, London in Shakespeare’s time,
Vienna in the late 18th and 19th centuries, Paris between 1870
and 1910, and Berlin in the 1920s.

2.44 Several drivers of success can be identified: many cities were
large and important but far from beautified and many had embraced
social and economic change – cities such as Athens, Florence and
London were especially integrated in global trading networks.

2.45 Yet wealth and patronage were probably less important than
a city’s ability and willingness to attract talent from far-flung
places – be it the metics of Athens or the Jews in Šp/f g/ukgeng
Vienna. That talent almost invariably had something against
which to rub and react, partly because these places were in
considerable, often uncomfortable, flux, for example Paris
in 1860 or Berlin in the 1920s.

2.46 But, as this study also points out, too little order can be
as stifling to creativity as too much order. To this extent,
a creative city “is a place where outsiders can enter and feel
a certain state of ambiguity: they must neither be excluded
from opportunity, nor must they be so warmly embraced
that the creative drive is lost.”73

2.47 The work of Richard Florida74 in identifying a ‘creative class’
drawn to cities that can offer the diversity on which it thrives,
and his conclusion that regional economic growth is built
on the ‘3Ts’ of creativity (Technology, Talent and Tolerance),
has undoubtedly influenced the debate on how regional and
city policy should understand the creative economy.

...proximity can
have important
implications
for economic
performance...
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2.48 Using three of the creativity indicators identified by Florida –
ethnic diversity; proportion of gay residents; and the number
of patent applications per head – a Demos study found that
Manchester comes top, London and Leicester 2nd, Nottingham
4th and Bristol 5th.75

2.49 Florida’s analysis has had a mixed reception in several quarters,76

not least because of the lack of correlation between his creativity
index and traditional measures of economic prosperity such as
value added and numbers of jobs.

The place of London

2.50 London, a global centre of creative business, has a disproportionately
large creative sector in comparison to the rest of the UK. Benefiting
from a rich infrastructure of internationally-renowned educational
and cultural institutions, and its place as one of the most diverse
cities in the world, the creative industries are the second biggest
sector in London’s economy.

2.51 Between 1995 and 2001, London’s creative industries grew faster
than any other major industry except financial and business
services, and accounted for between one-fifth and one-quarter
of job growth in London in this period.77 Any policy that aims
to support the productivity of the creative industries in the UK
must look to London’s particular place in their ecology, where
a concentration of demanding customers, innovative ideas, and
intermediaries necessary to access both markets and supply
chains is to be found.

2.52 The fortunes of London’s creative industries are closely
intertwined with those of the wider economy, but appear to be
more volatile. The GLA (2007)78 reports that, since peaking in
2001, total creative employment in the city has fallen in each
of the following three years, upturning only in 2005.

2.53 Over 50 per cent of the demand for the UK’s creative products –
in particular advertising, architecture, and software which make
up a considerable proportion of the creative industries in the
UK – is estimated to come from business sources. It follows that
expenditure on these creative products is particularly vulnerable
to any slowdown in business activity.

London... has a
disproportionately
large creative
sector…
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Mark Ward
Production Manager, Rolling Stones
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“The music industry has a great opportunity to lead
in reducing carbon emissions and global warming.
Key environmental impacts occur when bands go
on the road to perform at either single large events,
or as part of a general tour encompassing many
different venues. We should address this issue with
the objective of limiting the carbon footprint and
making it possible for operations to become completely
carbon neutral.

We propose an official Kitemark, providing guidelines
to the music industry as a whole. They would establish
a baseline and identify a framework for action enabling
bands, managers, promoters, record labels, etc to make
informed decisions. Because of the differing nature of
touring which can see the band visit one-off events like
festivals or a series of venues, each with its own set of
individual challenges and issues, a distinction must be
drawn between what the music industry can change
themselves and what will be the private motivation of
each third party supplier such as venues, transport,
companies and hotels.

The bands are surely the starting point and should
therefore, as part of the initial stage of the kite mark,
state their intentions and commitment to improving
environmental performance by way of their own
environmental policy. If there is acceptance to this
agreement by high profile bands they have the power
over public opinion to drive change.

As part of the baseline assessment an officially
standardised carbon calculator is to be created specifically
designed for music industry use. The will allow the
input of data to include each component of the operation
producing carbon emissions. This could include types of
travel chosen, miles covered, number of people involved,
sourcing of promotional materials etc.
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Even without undertaking a carbon calculation we
already know transport is the main contributor to
carbon emissions. It is also the most challenging
variable. In general flights should be kept to a minimum,
providing alternative means of transport where possible
and where not suitable off-set schemes should be
undertaken. As a future target, freight could be moved
via greener alternatives such as rail or ship. Only smaller
road journeys would be required from station to venue.

Hotels can play a vital role in assisting any achievable
standard. Hotels in every price bracket should be
encouraged to see the benefits of developing this area for
their own gain and to make green touring achievable
for bands at all levels.

Venues should be encouraged to meet environmental
standards and bands can use their profiles and
willingness to work with pioneering eco businesses to
initiate change across the sector. Perhaps a credit system
could be introduced for bands playing venues where
these standards have been achieved. There might be no
penalty for playing venues or festivals which have to be
included in touring circuits, but an incentive to persuade
venues and festivals to become part of the touring
standard. There is also an incentive for all bands – but
especially smaller ones – to play at more ethical venues.

We should look at ticketless events, reduce unnecessary
consumption in offices and administration and other
ways of reducing waste. We could reduce packaging at
venues, reduce trade waste and better ways of disposing
of food waste at concerts.

With time and demand the cost of green touring will
decrease, If the managers and record companies can see
there is no financial disadvantage and a host of green
benefits, the transition to green touring could be swift
and efficient. Government has a role in encouraging
change in the music industry. The Kitemark could
itself be a staged approach with a process of continual
improvement, gaining momentum from high profile
bands, venues and promoters.”
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3.1 Creativity and innovation are already recognised as primary
drivers of economic growth, productivity, and living standards.
However, in the future, innovation’s role in improving
performance in economies like the UK will be even more crucial.

3.2 The development and exploitation of novel products, processes,
services and systems, and the constant upgrading of those
already available, will be increasingly vital in ensuring that high
wage economies like the UK can maintain and increase their
relative high levels of economic wellbeing – both as a response
to the evolution of increasing demand at home and the growth
of competition abroad.

3.3 The resulting phenomenon explains in part the shift towards the
‘knowledge-based economy’. This is the interaction of technology,
in particular ICT, and digitisation, with more demanding
consumers, creating an emergent economy with a significantly
higher reliance on the creation and transmission of knowledge.
As such, it represents a subtle evolution from former conceptions
of economic growth, founded on organising the three ‘factors of
production’ – land, labour and capital – ever more effectively.

3.4 While economies have always deployed the discoveries of
technology and science to innovate and sometimes radically
transform economic activity, today knowledge and information
flows have a more systematic and transformative impact on
the economy. The feedback processes between production and
consumption have become faster and broader, demanding
constant upgrading and innovation of what is produced and how.
Creativity and innovation take even more centre stage; they are
simultaneously the consequence and drivers of these changes.79

3.5 figure 3.1 gives an insight into the degree of change in Europe
over the last decade alone. Manufacturing industry has shed jobs,
and there has been some employment growth in ‘non-knowledge’
services – agriculture, energy and water. However, reflecting
the trends outlined above, the sharpest growth in employment
has been in knowledge services (creative and cultural services,
financial services, business services, computer and information
services, and trade in intellectual property rights including fees,
royalties and Research & Development services) and knowledge
industries (principally ICT, telecommunications, health and
education).
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3.6 The Work Foundation estimates that in 2002 the knowledge
economy’s share of national income in the UK stood at
41 per cent.

3.7 This pattern of changing economic activity is supported by
substantial changes in the pattern of investment. Investment
in so-called intangible assets – defined as human resources and
capabilities, organisational competencies (databases, technology,
internal process and culture), fit-for-purpose computer software
and ‘relational’ capital such reputation, brand and the quality
of customer and supplier networks – now equals or surpasses
investment in physical assets (machines and buildings) in both
the UK and US.

3.8 Moreover the investment in this broad-based concept of
intangibles has increased everywhere in the industrialised
world, in the recent past rising faster than investment in
physical assets in both the EU and US. US investment in
intangibles in relation to tangible physical assets has more
than doubled over the last 50 years (see figures 3.2 and
3.3) – tribute to the growing importance of brain rather
than brawn in delivering comparative advantage.
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3.9 The investment is made because it delivers results. Investment
in computer software, Research & Development, brand equity,
design and human capital has proven high rates of return.
Indeed, the US Federal Reserve Board’s Carol Corrado, together
with colleagues John Haltiwanger and Dan Sichel, estimate that
this broadly defined investment in intangibles contributed as
much to labour productivity growth as investment in tangibles
in the US for the period 1995–2003.80
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3.10 Ellen McGrattan and Edward Prescott reinforce those
conclusions, estimating that unmeasured intangible investment
in the business sector rose from 3 per cent of GDP before 1990
to over 8 per cent of GDP in the 1990s. Increases in labour
productivity over the 1993–2000 period were underestimated by
1.2 per cent per year as a result.81

3.11 HM Treasury commissioned a study by Mauro Marrano and
Jonathan Haskel of Queen Mary’s College, London University
to explore the same trends in the UK. In 2004, private sector
investment in intangible, intellectual assets was 11 per cent
of GDP – about the same proportion as in the USA. figure 3.4
shows the breakdown of £127 billion spent in total on intangibles
in that year.82

3.12 What lies behind these statistics is the growing importance of
creativity and innovation in the economic process. Businesses
are investing in the individuals and processes which can advance
their Research & Development, deliver innovative software,
design and develop innovative products, groom trained human
capital and manage and integrate complex processes better. This
is partly a response to changing demand, as is argued later, and
partly to technological change.

Source: Marrano and Haskel (2005)
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3.13 American economists David Autor, Frank Levy and Richard
Murnane have analysed the way this changing economic
structure is impacting on the character of work and type of skills
that are needed. figure 3.5 above plots a continuing increase in
what they define as complex communication and expert thinking
tasks between 1969 and 1999 and an accompanying decline in
routine cognitive and manual work.83

3.14 The common theme across many businesses is that
computerisation has permitted a growing proportion of
humdrum, rules-based tasks to be processed by machines,
– those, they argue, in which information can be processed
through a series of logical rules or simple pattern recognition.
But, importantly, computers are less good at replacing
work that is based on expert thinking – the circumstances
in which judgement is needed, often against a background
of considerable ambiguity.

3.15 They are also less good at replacing work that is based upon
complex communication – the ability not only to elicit and
transmit information, but also convey a particular interpretation
of information or use it to persuade others (eg teaching, selling,
managing and negotiation).84

3.16 The consultancy firm McKinsey categorises the same phenomenon
differently, but comes to similar conclusions.85 It argues that
the traditional way of adding value is becoming less and less
important a source of competitive advantage. It labels these
activities vtcpuhqto cvkqpcn – extracting raw materials and
turning them into finished goods, and vtcpucevkqpcn – areas like
retailing and providing transport that take place in a generally
rule-based fashion.
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3.17 Success in both forms of activity depends on the routinisation
or streamlining of existing processes. To the extent that those
processes can be codified, best practice can be easily transplanted
from one firm to another.

3.18 The performance gap, as measured by profits per employee,
between leaders and laggards in transformation-intensive and
transaction-intensive sectors is narrowing.86 In other words,
firms find it increasingly difficult to distinguish themselves from
the crowd of competition. It is in industries where the bulk of
transactions are difficult to script, where firms rely on the staff’s
expert capacity to solve problems and communicate complex
ideas – what McKinsey calls ‘tacit interactivity’ – where the gap
between the performance of firms is widest. In general, a new
source of competitive advantage is opening up, one in which the
capacity to deploy knowledge creatively gives the crucial edge.

3.19 Thus, the creative industries should be understood as part of a
wider narrative in which creativity is of increasing importance
generally. The task is Ënot just to encourage creative industries,
our priority is to encourage all industries to be creativeÈ.87

3.20 The creative imperative is as important in, say, the introduction
of the hybrid petrol and electricity engine, a new drug,
even coming up with new sales advice. The creative impulse
everywhere has certain characteristics in common, whether in an
entrepreneur or a performing artist: a certain level of expertise,
the willingness to take risks and the motivation derived from
the pleasure of doing the job.

3.21 Similarly, the task of exploiting creativity for commercial ends is
beset by considerable uncertainty, whether it is a new technology
or a new film. There was no guarantee beforehand that the
seemingly inferior Sony VCR would triumph over the Betamax,
for example. The creative industries may be an important and
dynamic element of the knowledge economy, but that does
not mean they are the only generators of creativity – or that
creativity is not important more widely. To examine the factors
driving both the emergence of the knowledge economy and
creativity, it is important to consider the role of demand.

The role of demand

3.22 The consumer market in the UK has become more powerful,
complex and diverse as real individual buying power has risen
over the last 40 years propelled by rising productivity and real
wages (figure 3.6).
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3.23 As consumers have become richer and better educated with a
greater appetite for individualised goods and services, so they
have become the co-creators of the knowledge economy. New
technologies have enabled firms to offer a more sophisticated
response to their demands.89 Businesses are also powerful
stimulants of demand: firms act as both consumers and
providers of services – in sectors such as software – which
underpins efficiency in other sectors, eg advertising and design.

3.24 Crucially, both the changing character of demand and of supply
is fundamental to the emergence of the knowledge economy,
just as it is to the evolution of the creative industries.

3.25 Across the industrialised west there has been a shift from
producer-led, standardised markets of commodities, goods and
services to markets in which more personalised services and
experiences are co-created by producers and consumers.

3.26 US studies show a rise of 5.6 per cent per year in nominal value
added in the production of commodities and a rise of 8.9 per cent
per year in the creation of ‘experiences’ between 1959 and 1996 –
a useful proxy for the growth of individualised demand.90,91
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Source: Office for National Statistics88
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3.27 Some of the trend towards more individualised, experience-
oriented consumption can be explained by a combination
of falling prices and inelastic demand for household basics.
As disposable income has increased, individuals have allocated
a larger portion of their rising real incomes to buying more
sophisticated, individualised goods and services.

3.28 Some of the shift is explained by richer consumers wanting to
find more satisfaction than simple material consumption from
their acts of buying. And some can be explained by the way
technology, globalisation and a more stable performance from the
wider economy have enabled a step change in the variety, speed
and capacity to respond to these individualised demands for
experience, aesthetic, emotional and psychological satisfaction.

3.29 Neither supply nor demand is static, however, each playing a
different role at different times. Innovation in the computer
industry can be traced as largely demand-led before 1960, when
computers were designed and tailored for a specific purpose.
Supply became more important after this time as technological
change began to increase the power and decrease the price
of computers. Computers became powerful and were applied
in different ways: supply led demand. In 1990, a new model
became important: the personalisation of computers.

Spending more on experiences

3.30 The Institute for fiscal Studies92 estimates that between 1975
and 1999, the share of expenditure on ‘bread and butter’
items declined from 40 per cent to 27 per cent of non-housing
spending. The proportion spent on services rose from 29 per cent
to 42 per cent, with real expenditure on leisure goods increasing
by 93 per cent, entertainment 109 per cent, education 319 per
cent and tourism by 270 per cent (figure 3.8).

Individuals are
allocating more
of their income
to sophisticated,
individualised
goods and
services.

Source: Pine II and Gilmore (1999)

% -2

0

2

4

6

8

10

Commodities Goods All offerings Services Experiences

figure 3.7
Year-on-year growth in employment and nominal
Gross Domestic Product for various production activities 1959–1996

Key
Employment
Nominal Gross
Domestic Product



72 Staying ahead: the economic performance of the UK’s creative industries

3.31 In 1997/1998, households spent more on leisure than on food for
the first time. Since then, the share of household income spent on
cinema, video games, theatre music and shows, satellite and cable
subscriptions, internet access and DVDs and videos has more
than doubled (figure 3.9).
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Source: Expenditure and Food Survey, Family Expenditure Survey, Office for National Statistics
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3.32 Alongside this trend has been a giddying proliferation in customised
goods and services. One study93 finds that between the late 1970s
and late 1990s, the number of customised consumer goods jumped
from 5,000 to over 25,000, a trend that is repeated across a wide
range of products and services, from cars to magazine titles, to
university courses to airports – even to KFC menu options.94

3.33 Customisation is a generic term for describing the multiple ways
in which producers seek to meet the increasing demands of these
richer, better educated individuals’ preferences and tastes. The
hunger for experience and the new has created a pressure for
continual refreshment and renewal of products. As a result,
the lifespan of products has been greatly shortened, and there is
a continual re-presentation and redesign of goods and services to
incorporate better quality or performance.95 This acceleration in
the pace of quality improvement is another characteristic of the
knowledge economy.

Personalisation – ‘I spend therefore I am’

3.34 There is a well-established and growing literature exploring how
individuals migrate away from satisfying lower-end physiological
and safety needs and move towards satisfying higher-end cognitive,
aesthetic and spiritual needs as they grow richer and better educated.

3.35 Educational levels in the UK have risen dramatically. In 1970,
there were around 1.7 million in further education; in 2005,
there were over 5 million. In 1970, there were 600,000 in higher
education; in 2005, there were 2.5 million.

3.36 The better educated are more likely to be ‘joiners’ and politically
active,96 more likely to be active consumers – switching between
brands and products (see figure 3.10 below) and more ready
to complain. A 2006 survey97 reported that over 60 per cent of
customers were willing to complain most of the time – a 10 per
cent increase on 2001, while 61 per cent of customers said they
expected a telephone complaint to be dealt with on the same day,
again a 10 per cent increase on 2001.

3.37 Abraham Maslow98 argued famously that as individuals satisfied
their physical needs, so they next began to seek emotional
enrichment and then intellectual fulfilment in climbing a
hierarchy of need. At the apex they looked for aesthetic pleasure
and self-fulfilment.

3.38 Ronald Inglehart99 locates this transformation historically in the
rising security and economic prosperity of the post-war period.
As confidence in formal religion, politics and science as sources
of authority declines, he argues, there is an expanding desire for
participation and self-expression.

The hunger
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and the new
has created
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and renewal of
products...
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3.39 figure 3.11 shows the results of a regular survey charting the
numbers wanting personal fulfilment. This shows a clear rise
among all age groups between 1986 and 2004, with the strongest
growth in the baby boomer generation.
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Source: ‘Changing Lives’, nVision/Taylor Nelson
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3.40 Similarly, as figure 3.12 shows, there has been a parallel rise
in the proportion feeling that they must satisfy their need for
new experiences.

3.41 The combination of the desire for self-expression, the quest for
the new, and a breakdown in old hierarchies of trust has driven
new and novel forms of attachment – online websites, with their
high sociability, are the quintessential expression.

3.42 Second Life, for example, has been inhabited by more than
5,500,000 newly created avatars since its establishment in 2003.
Almost L$2.6 billion (Linden dollars) are in virtual circulation,
with a real world exchange rate of around L$250 to the US dollar.102

3.43 Facebook, MySpace, YouTube and Flickr have all grown
equally rapidly. Technology is not simply being used in
these new websites as means of co-production; it also plays a
subtler role, underpinning what has been called an emerging
‘playlist culture’.103

3.44 Lawrence Lessig differentiates between today’s adults, who
consume culture that is offered essentially top-down, and
children, who “increasingly understand culture as something
they make, or something they remake and remix and remake,
something that they get and through the tools of this technology,
recreate. Culture for them is not delivered in final form. They
use technology where we had no technology and they therefore
experience culture in a way we have not seen.”104

Source: ‘Changing Lives’, nVision/Taylor Nelson
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3.45 Pine II and Gilmore (1999)105 argue that the common thread is a
desire for an individualised experience, and that increasingly the
successful provision of goods and services is about the staging
of consumption as an experience that appeals to one or more
of four realms through which consumers want to be engaged
– entertainment, educational, aesthetic and escapist. There are
two axes, they argue, along which engagement happens; from
passive to active participation, and from absorption to immersion.
Thus the growth of education experiences (the Science Museum’s
space gallery), aesthetic experiences (the Tate’s proposition that
it is brand-led), escapist experiences (adventure holidays) and
entertainment experiences (Disneyworld).106

3.46 None of this is either guaranteed or likely to develop in a linear
way. The spread of these values and accompanying culture are
highly sensitive, in particular, to levels of education and the
structure of the population.

3.47 In economic downturns, consumers quickly consolidate their
expenditure around goods and services that are keenly priced as
much as personalised or offer experience. All things being equal,
as societies become better educated and richer, so they want more
intellectual fulfilment and self-enrichment.107 This is not a new
quest; rather affluence has enabled it to be expressed in practical
terms through more widely enjoyed consumption.

3.48 Emerging insights from the natural sciences confirm that the
demand for personalisation is deeply embedded in the human
condition. Susan Greenfield,108 contends that personalisation is
the default position of our brains: they are not witless captives
to genes but highly plastic, configured by personal experiences
and continuously updated as we live out each moment.

3.49 The ‘experience economy’ is based on the notion that individuals
are as much emotional as rational animals. The studies that
support this hypothesis underscore the extent to which all
thought, logical or otherwise, is suffused with and stimulated
by metaphor – the lingua franca of the creative industries.109

In effect, we are hardwired to seek aesthetic value. finally, there
are no known human cultures that do not express themselves
artistically, suggesting that art may have possibly evolutionary
or adaptive origins.110

3.50 Consumption can thus be seen increasingly as a form of self-
expression and the exercise of individuality of which cultural,
creative and artistic expression are core elements. As sociologist
Tony Giddens argues, in today’s world individuals express
their identity through the choices they make.111 There are
downsides from this emerging new culture of consumption;
Oxford University’s Avner Offer observes it is a culture with
less restraint and with a tendency to be more short-termist.112

What is indisputable is that it exists – and that it is growing.

Consumption
can be seen as...
a form of self-
expression and
the exercise of
individuality...
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3.51 The emergence of personalised, experience-hungry,
discerning consumers is not a domestic but an
international phenomenon,113 and while it is currently
concentrated in developed countries, it is expected to
spread with the emergence of a global middle class.114

3.52 The World Bank115 calculates that while the middle classes
share in world population did not change between 1993
and 2000, it will have surpassed one billion by 2030,
making it the fastest-growing segment. Though 56 per
cent of the members of the middle class currently reside
in developing countries, on current trends this share
should reach 92 per cent in 2030,116 with the greatest
increase in Asia.

3.53 The expansion of the middle class is likely to increase
the demand for creative goods and services. As figure
3.13 shows, in 2005 the global entertainment and media
industry was valued at $1.3 trillion and is projected to
grow to $1.8 trillion.117

3.54 Japan has already trail-blazed the way to becoming a
consumer society; India is likely to follow. McKinsey Global
Institute (MGI)118 has conducted a similar exercise and
assesses the potential of the Chinese market. To date, it has
flattered to deceive: China’s consumer market is little larger
than Italy’s despite having over 20 times the population.
Consumption as a share of GDP actually contracted from
47 per cent in 1995 to 37 per cent in 2005 (Japanese and
US levels are 57 per cent and 71 per cent of GDP respectively).

3.55 Nonetheless, McKinsey predicts that consumption’s share
of GDP will rise to 45 per cent by 2025, making China the
world’s third largest consumer market.119 If the growth
projections of a global middle-class growing twice as fast
as the overall population are well founded, multinationals
will not only have a larger market but the character of
spending will start to simulate that of the West.

Source: PricewaterhouseCoopers (2006) ‘Global Entertainment and Media Outlook, 2006–2010’
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Chapter 3
The knowledge
economy

3.56 The open question is whether these emerging markets will
have as strong a demand for imported creative and cultural
products as other goods and services. China’s media market,
for example, is tightly regulated and censored, because the
control of information and interpretation of information is so
clearly central to the Communist Party’s continued one party
rule; in many other cases, culture, given its ostensible national
importance, is subject to protectionist measures and subsidies.
Even without such an obvious political interest, cultural products
embody a dense set of commonalities, including beliefs, traditions
and language that identify a group and bind its members
together. Thus, cultural goods may not travel as easily as
other goods and services and exhibit a home bias. figure 3.14
below illustrates how domestic demand for locally-produced
music is strong, as measured by repertoire origin as percentage
of market value.

3.57 Here, the American example during the 20th century of
successfully building a vigorous cultural industrial base with
very high exports is instructive. However its experience had
very specific roots and is not easy to reproduce.

3.58 In the first place, as historian Donald Sassoon points out, the
dominance of US culture in the 20th century lay partly in a
domestic market that was extremely complex and diversified,
quite different from the traditional European model.

Source: IFPI (2003) The Recording Industry in Numbers
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Repertoire origin as percentage of market value
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“The American audience was an amalgam of people originating
from different cultures. To be successful in France, one just
had to please the French; in Italy, just the Italians. But to
make it in the US one had to devise a product that would
please, and delight, and be purchased by, the Irish and the
Poles, Italians and Jews, Blacks and Germans, and so on.
Hollywood’s worldwide success in the era of silent movies
arose from this home base…The key lay in the fact that, at
the dawn of the industrial age in cultural production, the US
domestic-consumer base was already culturally fragmented in
a way that approximated the global one. The test once passed,
the rewards were enormous: not only the conquest of a large
market, but the possibility of conquering the world.”120

3.59 Another potential cultural factor underpinning US appeal is that
historically, as global hegemon, the US still provides a way of life
to which many aspire. And on top the US has had and continues
to have a huge advantage in enjoying economies of scale in
distribution; it is able to support the massive production and
marketing costs required to produce the kind of films etc now
demanded around the world.

The UK’s advantages

3.60 British cultural producers have significant advantages too;
they work in English and the society of which they are part is
increasingly diverse. They have a domestic market which helps
them to generate creative content. There are important market
opportunities emerging in some developed countries. But there
is little homogeneity, and many countries protect and subsidise
their cultural industries for obvious reasons.

3.61 The UK is better placed than many other European countries, but
the challenges it faces to maintain this strong market position
should not be underestimated.

The supply response

3.62 The importance of innovation and creativity has led firms to
build much greater organisational capacity to innovate, together
with leveraging external capabilities through new networks and
alliances and the use of of ICT.

3.63 The market imperative is to grapple with the complexity and
sophistication of modern demand and innovate, from the supply
chain to internal process, from the production platform to
customer engagement.121

British cultural
producers have
the advantages
of working in
English and an
increasingly
diverse society.
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3.64 firms will be more successful in their adaptations and responses,
the more institutions “provide the incentives for individuals and
firms in an economy. Those incentives can encourage productive
activities such as the accumulation of skills or the development
of new goods and production techniques, or those incentives can
encourage predatory behaviour such as rent-seeking, corruption,
and theft”0122

3.65 As noted in chapter 2 in relation to China and India, it is the
substance rather than the form of institutions that counts.
However, institutions that deliver the necessary skills, incentives,
values and processes cannot be wished into being overnight.123

There is no escape from the hard grind of building enduring
institutions in both the private and public sectors.

Creativity as a system attribute

3.66 As the need to innovate and create grows, so attendant processes
need to be rethought and re-conceptualised. Traditionally, innovation
was conceived in hierarchical and linear terms: the elite science
universities or the laboratories in the large corporations would
generate a flow of inventions that in turn would be commercialised.
If innovation was poor, it was because of weaknesses within the
university, research laboratory or the commercialisation process.
This was essentially driven by each top-down function in the chain.

3.67 Newer understandings conceive innovation as a more systemic
process, with an accent on smart and effective coordination of a much
more democratised system in which high skills are widely diffused.

3.68 Key skills for innovation are not just restricted to those involved
in, say, in Research & Development and marketing. The workforce
is no longer asked to apply information in a mechanical sequence
but also invited to participate, experiment and offer suggestions
about how to improve the production process, and management
is expected to build feedback back into that – a powerful driver of
learning by doing and incremental innovation.124

Networks

3.69 As products and services have become more elaborate, so
knowledge necessary to value creation has become more specialised
and dispersed.125 As explored in chapter 5, advantage falls to
those who can best organise and marshall dispersed knowledge.

3.70 Adam Smith’s conviction that economic success accrues to
“the men of speculation who…are capable of combining together
the powers of the most distant and dissimilar objects” seems more
not less prescient.126 He was the first proponent of successful
network building.

Key skills for
innovation
are not just
restricted to
those involved
in Research &
Development…
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3.71 Today the problem of harnessing and leveraging in-house and
external competencies has assumed even more importance. The
task increasingly is required across systems and institutional
boundaries – from the supply chain to universities, including
users and even competitors. This is mirrored in the growth of
strategic alliances. According to Thomson financial, less than
1,000 new alliances were announced each year over the 1980s;
by the year 2000, this had risen to almost 10,000 per year.127

3.72 The network has become the new organisational paradigm. As
boundaries within and between organisations blur, so risks and
resources are pooled and ‘synergies’ between organisation units
are enhanced.

3.73 Networks are supplanting more traditional organisational forms
– top-down command and control together with arms-length
contracts – and, as they do, trust, the glue that holds a network
together, becomes ever more important.

3.74 But the network is not without its own difficulties of organisation.
William Powell sets out the conditions for the successful network.128

“In network forms of resource allocation, individual units
exist not by themselves, but in relation to other units. These
relationships take considerable effort to establish and sustain,
thus they constrain both partners’ ability to adapt to changing
circumstances… Expectations are not frozen, but change as
circumstances dictate. A mutual orientation – knowledge
which the parties assume each has about the other and upon
which they draw in communication and problem-solving – is
established. In short, complementarity and accommodation are
the cornerstones of successful production networks.”

3.75 Complementarity and accommodation are difficult qualities to
achieve. It is estimated that less than half alliances accomplish
their objectives, deteriorating to up to 60 per cent where there
are significant power asymmetries between partners.

Co-production with consumers

3.76 One of the pace-setting examples of the network paradigm is
the growing success that companies have found in involving
consumers in the co-production of their product or service.
Thus open-source software (GNU/Linux), peer-produced software
(Wikipedia), distributed computing projects (SETI@Home) etc
are all the business counterpart of the interactive websites
created by consumers cited in the demand section.

3.77 This cannot be regarded as merely a series of transient fads.129

Wikipedia now presents a source of competition to online
encyclopaedias like Encarta and could eventually substitute
Britannica.

Networks are
supplanting
more traditional
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3.78 Co-production has been integrated into the business model of
innovative firms.Professor Eric Von Hippel at MIT reviews a
number of studies of product development and modification, and
suggests that between 10 per cent to nearly 40 per cent of users
engage in developing or modifying products – whether printed
circuit CAD software, library information systems, surgical
equipment, Apache OS server software security features, outside
consumer products, extreme sporting or mountain biking equipment.130

3.79 In a related spirit, the UK’s Innovation Survey of 2,634
manufacturing firms in 2000 found that 66 per cent of firms
source knowledge for innovation from consumers.131

3.80 Where these users are ‘lead users’, ahead of other users in their
embrace of important market trends, their involvement generally
delivers products with greater commerciality. The explanation
is not difficult. Although producers may possess more generic
solution information on account of their technical expertise,
users tend to know more about their needs and how the product
works in practice. firms can innovate incrementally from
deploying their own stock of knowledge; it is when they really
access and co-produce products with lead users that innovation
enjoys a step change in its range and quality.132

3.81 Technology has been central to this trend, especially data-mining,
searching and browsing tools that have allowed firms to better
consider and integrate ever more remote decision information at
lower costs.133

3.82 The easiest way to grasp the economic function of ICT is to
think of organisations and markets not as organisers of the
factors of production, but as information processors in the
knowledge economy.134

3.83 There are advantages of both centralised and decentralised
gathering and processing of information.135 Centralisation permits
economies of scale and local decision-makers may be poorly
motivated, offset by the subsequent costs of communication. And
there are advantages of decentralisation – information may require
local context, it offers freedom and creativity especially if local
decision-makers are highly motivated. But the costs of trying to
coordinate multiple decisions are also to be factored in.136

3.84 ICT holds out the possibility of combining the economic advantages
of large organisations (economies of scale and knowledge) without
compromising the intrinsic and instrumental benefits of smaller
organisations: freedom, motivation, creativity and flexibility.

3.85 The growth of retail chains like Tesco and Walmart has been
largely built on their respective management teams managing
new technologies to get the win/win of scale economies with the
advantage of allowing local store managers to decide on the best
strategy for local trading conditions.

Technology has
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3.86 One effect production increasingly resembles a massive Lego
kit in the way that blocks of tasks, or modules, can be separated
and recombined. But while the organisation of production of the
iPod nano is becoming more and more normal, companies must
still engage in developing innovation and creation strategies.
Strategies that seek to avoid this issue by focusing solely on
exploiting low-wage labour through, for example, offshoring,
tend only to be short-term palliatives. As Suzanne Berger and her
colleagues from MIT argued in ‘How We Compete’ a survey of the
competitive strategies of 500 American, Japanese and European
multinationals, wage costs are a comparatively small proportion
of the final price of most goods.137

The iPod nano

One component of the iPod nano, the central microchip,
is supplied by the US company PortalPlayer. The core
technology is licensed from British firm ARM and modified
by programmers in the US and India. PortalPlayer then
collaborates with microchip design companies in California
that send the finished design to highly capital-intensive
foundries in Taiwan. They produce ‘wafers’ imprinted with
hundreds of thousands of chips that are cut up into individual
disks and sent to subcontractors for separate testing. Once the
chips have been encased in plastic and prepared for assembly
by Silicon-Ware in Taiwan and Amkor in the South Korea,
they are warehoused in Hong Kong before being finally
transported to mainland China where the iPod is assembled.138

3.87 Moreover, with the global workforce estimated to number
4.1 billion in 2030 – most of it unskilled and located in the
developing world – the advantages are not likely to be durable.
Even low-cost China is experiencing wage inflation and is
challenged by new lower cost competitors like Vietnam.
There is no option but to embrace creativity and innovation.
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Kylie and the V&A: widening access
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‘Kylie – The Exhibition’ at the V&A (8 February–
10 June 2007) was a hugely successful demonstration
of the importance of the creative industries in the UK,
and the vital place that museums hold in showcasing
the work of creative practitioners and reaching a
broad audience.

The V&A, as the world’s leading museum of art and
design, holds at its heart two strategic objectives: to
promote, support and develop the UK creative economy
by inspiring designers and makers, and to stimulate
the enjoyment and appreciation of design to diverse
audiences, now and in the future. Kylie – The Exhibition
is part of a whole range of activities at the V&A that
supports these twin ambitions.

This presentation drew back the curtain to show that
Kylie the glamorous, internationally-renowned performer
sits at the apex of a creative pyramid comprising
performers of all kinds, fashion designers and stylists,
graphic designers and promo directors, musicians and
choreographers, through to lighting engineers and stage
riggers. The backstage section of Kylie allowed visitors
to go ‘behind the scenes’ and see the work of the people
who keep Kylie on the road, demonstrating how
hundreds of people – many of whom live and work in
Britain – feed in creatively to the Kylie phenomenon.

The show provided an excellent opportunity to widen
the Museum’s visitor base. Kylie – The Exhibition
attracted over a quarter of a million visitors, many of
them visiting the V&A for the first time. Indeed, many
visitors commented that for the first time they could see
fashion design, videos and costumes in context, not just
as entertainment but as providing interesting, creative
and potentially lucrative professions. On the first day of
opening it was visited by the entire Fashion Department
of Central Saint Martin’s College of Art and Design.

The exhibition helped the V&A achieve its highest
ever weekly visit figure of 88,000 during February 2007
half-term.
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As with all V&A exhibitions, Kylie was the springboard
for a range of events and web-based activities that
encouraged creativity and participation among a wide
range of audiences. Over 4,000 people enjoyed the in-
house theatre company’s production based on Kylie’s life
and style; there were creative workshops, talks for people
with learning disabilities and hearing/visual impairment,
and a lively ‘Sing-a-long-a-Kylie’ event. On the web, users
could access more information, enter competitions, dress
Kylie dolls and post their comments and memories about
Kylie and a great many people did so.

Kylie – The Exhibition was just one element in the
V&A mission to support, showcase and inspire creative
design. It built on the Museum’s particularly strong
reputation for making contemporary fashion accessible
through major exhibitions such as Versace and Vivienne
Westwood, free displays such as Ossie Clark, JC de
Castelbajac and the current New York Fashion, and
the ground-breaking, highly popular Fashion in Motion
free catwalk shows.

© V&A Images/Victoria and Albert Museum,
London. Content from Performing Arts
Collection, The Arts Centre, Melbourne
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Through its successful exhibition touring programme,
the V&A presents the work of creative practitioners
nationally and internationally. Vivienne Westwood has
travelled across the globe – from Shanghai, Taipei and
Tokyo to Düsseldorf and San Francisco, attracting more
than half a million visits so far – and will finish with our
long-term UK Partners, Sheffield Galleries and Museums
Trust in 2008. The V&A’s Black British Style exhibition
visited five English cities, where it had 142,000 visits. In
Birmingham, the Museum and Art Gallery added outfits
by Gavin Douglas inspired by their own Black Victorians
exhibition; Douglas went on to win a Fashion Fringe
award in 2006. Following its showing at the V&A, Kylie
toured nationally to Manchester City Art Gallery and
Kelvingrove, Glasgow.

As well as established artists and designers, the V&A
also highlights and develops new generations of British
creative talent through a range of exhibitions, events and
research. This includes the Museum’s critically acclaimed
monthly Friday Late programme, regularly attracting
up to 6,000 visitors per evening, and the annual Village
Fete weekend. Devised in partnership with design
curators Scarlet Projects, the Village Fete has become an
unmissable part of London’s annual design calendar.

In devising programme, the V&A actively consults
creative professionals and works with HE institutions;
for instance the Museum is a partner in the Centre for
Excellence in Teaching and Learning in Design. We
use both established names and emerging talent in
our own commissioning for our collections, our retail
business and our long-term redevelopment programme,
FuturePlan: in 2006, for example, the stunning new
entrance extension at the Museum of Childhood
was designed by Caruso St John, and Softroom was
responsible for the Jameel Gallery of the Islamic Middle
East. Fashion in Motion has featured top names such as
Jean-Paul Gaultier and Ozwald Boateng and also newer
faces such as Gareth Pugh.
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4.1 The DCMS 13 creative industries are beneficiaries of the same
drivers propelling the growth of the knowledge economy. The
rapid growth of intangible investment has created a buoyant
market for advertising, computer software services and design,
which together constitute almost half of total turnover of the
UK’s 13 creative industries.

4.2 The evolution of experience-searching, so-called ‘apex’
consumers has also generated rapid growth in demand for all
forms of creative expression – from film to the performing arts.
Digitisation is creating both new competitive challenges and
new potential for experimentation and co-creation with consumers.
In these respects the creative industries should be regarded as one
of the more dynamic components of the knowledge economy.

4.3 The 13 creative industries, however, are often perceived as
having as many differences as similarities. Indeed, even within
an industry like publishing the differences between, say,
newspapers and educational publishers are often perceived
to loom larger than their similarities.

4.4 In fact each creative industry has a core communal business
model. All originate ideas of ‘expressive value’, which they
commercialise. Other parts of the economy certainly engage
in creative acts of origination – and in the knowledge economy
there is an increasing reliance on creatively originating new
offerings and experiences. Moreover every part of the economy
commercialises their outputs and offerings by pricing them
in markets. But these activities are defined by having a
practical function.

4.5 What is distinct about the creative industries is that their
revenues are largely generated by commercialising ‘expressive
value’ and that necessarily a greater part of their commercial
turnover is attributable even more so than other parts of the
knowledge economy to acts of genuine ‘creative origination.’

Expressive value

4.6 Expressive value can be understood as every dimension (in the
realm of ideas) which, in its broadest sense, enlarges cultural
meaning and understanding. Professor David Throsby has
identified the following dimensions of the expressive values
in which the creative industries deal:139
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Expressive values

Aesthetic value – the value that reflects beauty, harmony
and form as well as other aesthetic characteristics.

Spiritual value – this might be either secular or religious –
the quest for spiritual meaning shared by all human
beings. The benefits derived from spiritual value include
understanding, insight and awareness.

Social value – an important aspect of artistic work is its
capacity to forge ties among otherwise separated individuals.
It illuminates the character of the society that we inhabit
and creates a context in which relationships and identities
can thrive.

Historical value – “Each one of us is an historical being, held
in a pattern created by Time”, noted the historian JH Plumb.
Part of the importance of artistic outputs is that they offer a
unique snapshot of conditions at the time they were created
and, in turn, provide clarity and a sense of continuity with
the present.

Symbolic value – expressive objects are repositories of
meaning. To the extent that individuals extract meaning from
a work, that work’s symbolic value will lie in the meaning
conveyed by the work and its value to the consumer.

Authenticity value – this underlines the fact that the
work is the real, original and unique artwork which it
is represented to be.

4.7 Essentially expressive value creates new insights, delights and
experiences; it adds to our knowledge, stimulates our emotions
and enriches our lives.

4.8 In the first decade of the 21st century, expressive value is
no longer confined to traditional artforms. Expressive value
(in the sense of symbolic value) is represented in software
programmes and video games such as the Grand Theft Auto
and Metal Gear series where engrossing narratives combine
with performance-driven play and increasingly naturalistic
graphics.140 Expressive value (in the sense of social value)
is represented in the range of interactive, user generated
cultural material found on the internet.
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Copyright and patent law

4.9 Importantly English common and statute law build on expressive
value in their definition of intellectual property rights (IPR) when
distinguishing between copyright and patent. IPR of course is
only one modality by which firms can appropriate the benefit
from investments in knowledge. Formally, trademarks, design
rights and confidentiality agreements may also be used, while
strategic mechanisms such as lead-time on competitors, trade
secrecy and complexity of design are also important.

4.10 A patent is a limited monopoly granted to an individual for
a period of 20 years in return for the public disclosure of
technical information of an invention. Critically, patents protect
‘useful ideas’.141 To qualify, an idea must be novel, involve an
inventive step, must be capable of industrial application and
not be ‘excluded’. Aesthetic creations – including music, art,
dance and literature – are specifically excluded.142

4.11 Copyright, on the other hand, protects original expression.
The property protected by copyright is special in that it comes
into effect automatically and is generally for the benefit of
the author, a key concept that has shaped the development of
copyright doctrine. The term of protection for literary, dramatic,
musical and artistic works is life plus 70 years due to historical
reasons, although there are many exemptions, such as so-called
entrepreneurial works.143

4.12 Unlike patent law that concentrates on the relationship
between the invention and information in the public domain, the
originality test in copyright is concerned with the relationship
between the creator and work; that is, the expressive input that
brings the idiosyncracies and serendipities of skill, labour and
judgement to bear on the resulting output.144

4.13 The common denominator of the creative industries is that all –
to a greater or lesser extent – use copyright in their business
model.145 Indeed some American commentators refer to the
‘copyrightable’ rather than the creative industries.

4.14 Their common business challenges can be seen as more intense
versions of some of the challenges that confront the knowledge
economy more generally. Here our analysis is indebted to the
University of Harvard’s Professor Richard Caves, one of the first
theorists successfully to apply contractual and organisational
theory to the creative industries.

Creative industry challenges

1. Nobody knows – the value of the outputs of the creative
industries to individual consumers is only known after
they have been consumed or experienced. They correspond
to what Michael Darby and Edi Karni identify as ‘credence
goods’ whose quality cannot be perfectly determined by
the buyer even after consumption.
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It is very difficult to state with confidence what constitutes
an arresting piece of music, or an addictive video game –
in sharp contrast with more functional goods whose
attributes – speed, accuracy, ease of use, greater fuel
efficiency or whatever – can be more readily measured
and a technological frontier established.146

Louis Levy-Garboua and Claude Montmarquette
suggest that consumers are not aware of their true
tastes in cultural markets.147 Rather they discover them
through repeated experiences in a sequential process of
unsystematic learning by consuming. Because there is
an infinite variety of creative offerings, this discovery
process may, in effect, be never-ending. And to the extent
that individuals are unsure of what they like, it is not
surprising that producers of goods of expressive value
struggle to anticipate market value.

It is against this background that the American author
and screen writer William Goldman famously remarked
of the movie industry that ‘nobody knows anything’.148

As he noted, industry executives may know a great deal
about what worked in the past but that knowledge was of
no help when predicting what would work in the future.
One result is that seeming certainties can sink without a
trace. Michael Cimino’s Vj g"Fggt"Jwpvgt was a commercial
and critical hit. His next film J gcxgpÎu"I cvg, however,
flopped, effectively ending Cimino’s career.149 By contrast,
blockbusters like Uvct"Y ctu can be guilelessly overlooked.

‘Cascade effects’ may give creative goods another layer of
unpredictability.150 The natural uncertainty about whether
or not a product is good means that the judgement of
others can have a trigger effect in convincing the buyer
of the respective merits of a creative offering, leading to
a cascade of buying.151 Hence the role of word-of-mouth,
hearsay, newspaper book reviews, or radio airplay in music
both in helping buying decisions and then amplifying
them into potential bubbles.

All buying decisions are influenced by social and peer
group pressures, but in the creative industries these
effects are more marked because of the inherently social
dimension of creative offerings. The music market, for
example, is not just about ‘good’ music: as Tyler Cowen
observes “people buy music to signal their hipness, to
participate in current trends or to distinguish themselves
from previous generations” as much as because it is
objectively ‘good’.152
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For these paradoxical reasons, creative markets can go
into reverse.153 A product becomes part of the |gkvi gkuv, but
once too many people participate in a particular fashion,
it may cease to be attractive, and the trend will die off.
This is the volatile interplay, as the celebrated sociologist
Georg Simmel observed, between an individual’s urge for
individuality and novelty on the one hand and belonging
and order on the other.154

A further important feature of creative goods is that while
other products typically end their life with the arrival of
a substitute performing the same task better and cheaper,
creative goods can have second or even third lives. The
car and personal computer made the horse-and-cart and
typewriter irreversibly obsolete. An anthology of Beatles
songs or a collection of Pop Art paintings, after being
first fashionable, and then less attractive, may once again
become valued as ‘classics’, experiencing repeated streams
of consumption.

Businesses find it difficult to fashion responses to these
structural uncertainties. One obvious strategy is to develop
a portfolio of creative offerings in the hope that at least
one will succeed. Another is to use stars, sequels, elaborate
marketing and increasingly adaptations to reduce the
uncertainty they face. To the extent that these strategies
serve as pre-commitment devices – no individual or business
will risk damaging their reputation by consciously
releasing poor products – they can also signal that the
offering is likely to be of high quality.155

2. Sunk costs – the risk is further increased because all the
costs of producing a creative good have to be irretrievably
incurred before any kind of market information can be
gathered about whether it will succeed. The film, play or
recording has to be made before it can be market tested.
Some precautions are available – first drafts can be tested
to try to cull likely failures from the portfolio; but creative
industries are also littered with examples of culled turkeys
that turned out to fly.

One way to protect against being ‘landed with a loser’ is
to organise the creative project in a series of steps, with
options for continuance at various critical moments in the
life of the project. In reality the step process does not work
as an effective brake. The mechanisms for ensuring that
hope does not triumph over reality are always imperfect:
projects get carried to completion that rationally should
have been abandoned.
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The variance between success and failure can be very high.
In the film industry, a comprehensive sample of films
produced between 2001 and 2004 showed that a studio’s
return on investment (ROI) swung from -96.7 per cent
to over 677 per cent, with a median of -27.2 per cent.
The top four films represent 20 per cent of revenues and
the top eight represent 30 per cent.156

Content producers – authors, bands, scriptwriters – are
keenly aware of the risks and look for deals in which they
are advanced guaranteed cash against the expectation of
future royalties which are hard to predict. In music, for
instance, only the very top bands receive any income other
than the advance they receive from the recording company,
because the actual royalties rarely exceed the combination
of advance and expenses.

3. Quality choice – in markets that are imperfectly
competitive, producers may strategically spend more
money on a creative good to help raise its attraction to
consumers (again this incentive is heightened insofar
as the pre- and post- consumption quality of the product
is so difficult to assess). Where markets are large and
unified, a process which digitisation is facilitating,
the creative firm can not only raise its own profits but
capture those of its competitors by increasing its outlays.
As one company spends, so another is forced to respond –
often in a vicious and wasteful spiral of mutually-offsetting
investments. In the creative industries cost escalation is
an ever-present hazard.

This creates considerable advantages for big studios,
publishers and venues, and accounts for the extreme
shift in industrial and geographic concentration in
the film industry in the early 20th century, where the
European presence in both US and European markets was
marginalised by the rise of the Hollywood film studios.157

Smaller US and European producers simply could not
compete with the massive real increase in film costs
which the large Hollywood studios could underwrite.158

This pattern is now being reproduced in the video games
industry. Giddying advances in technology159 – the
Playstation 3’s graphics processor is seven times more
powerful than Intel’s Pentium 4 processor160 – have saddled
video games publishers with unprecedented development
costs that are up to 50 per cent higher than the previous
generation of consoles.

Playstation 3 games are anticipated to cost $20 million
to develop over a 25-month period while Xbox 360 games
are predicted to cost $15 million over 21 months.161

Development costs for games for the Nintendo Wii
are also expected to be high, averaging $12.5 million
and 18 months.

Quality choice…
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British games companies – in an eerie parallel with the
film industry in the 1920s – are increasingly unable
to compete against this pattern of cost escalation, and
are subcontracting to international publishers or find
themselves being taken over.

4. Art for art’s sake – the creative industries are peopled
by creative talents who themselves get pleasure and
utility from what they do. They are ‘called to their art’.
One upside from the business perspective (although
it attracts complaints of exploitation) is that their
‘reservation’ wages – the lowest they are prepared to
work for – are lower than the marginal value of what
they produce, making labour particularly cheap.162

A downside is that the ‘talent’ care deeply about how
the creative work is organised, which may discourage
concessions or compromises to management.

5. The ‘motley crew’ property – complex creative products
require a diversity of input; a mix of the highly creative
together with more humdrum skills and inputs that
complicates the organisation of creative activity. In order to
shoot a film or record a piece of music, for example, every
performer along with every technician has to perform at
some minimum level at the same time to produce a valuable
outcome. To group together particular actors or locations
films may have to be shot out of sequence; everybody has
to be available and one absence can hold up the entire
work. The challenge is to select appropriate team members,
coordinate and sequence their activities, and maintain
their cooperation.

6. The creative process – the creative industries are not
underpinned by a large scientific or technical base with
formal logical structures. The process of learning and
creating tends to be intuitive, iterative and trial and error
rather than analytical and explicit.163 As such, knowledge
within the creative industries tends to be even more tacit
than in the knowledge economy generally. The creation
process is largely uwk"i gpgtku to individuals, teams,
networks and organisations. If the teams are broken up
in any way, the creative knowledge they generate can
quickly be dissipated.

4.15 In figure 4.1 – which is based on the analysis in the report
‘The Economy of Culture’ prepared by KEA European Affairs for
the European Commission – we deploy the notion of expressive
value to map the creative industries in a series of concentric
circles radiating out from the ‘bull’s-eye’ of core expressive
value creation.164 The ‘bull’s-eye’ represents where pure creative
content is generated. This is the domain of the author, painter,
film-maker, dancer, composer, performer and software writer.
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The creative industries
figure 4.1 – A stylised typology
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4.16 It is peopled by men and women who have the urge to create
which, following American novelist Don DeLillo’s urgent
description, the rest of us find so compelling that we are
delighted and enriched.

“It’s a democratic shout. Anybody can write a great novel,
one great novel, almost any amateur off the street… Some
nameless drudge, some desperado with barely a nurtured
dream can sit down and find his voice and luck out and
do it. Something so angelic it makes your jaw hang open.
The spray of talent, the spray of ideas. One thing unlike
another, one voice unlike the next.”165

4.17 Although the creator seeks an audience and market, the activity
is the pure expression of personalised value in which both creator
and users have a unique relationship from which both gain. It is
the most intensely felt experiential form of both delivering and
consuming expressive value. It can be generated by the artist as
sole trader, as part of the content generation of a large company
or via public support; in whatever structure care has to be taken
to ensure that that creator has the opportunity to experiment
and to dare.

4.18 Importantly creation in the ‘bull’s-eye’ should not be interpreted
solely in terms of traditional artforms. The writing of computer
software, the establishment of a 2.0 website or the evolution of
a new character in a video game all belong here.

4.19 In terms of the current industry classification the performing
arts, arts and antiques and crafts would situate their activity
in this part of the diagram – as would pure content creation of
any of the creative industries.

4.20 The circle beyond represents those industries that focus
primarily or solely on the commercialisation of pure expressive
value – the cultural industries – such as music, television,
radio, publishing, computer games and film in the industrial
classification.

4.21 firms in the cultural industries traditionally organise themselves
so that all or most functions (content creation, recording,
marketing, manufacturing and distribution) are carried out
in-house. Though this vertical integration still operates in many
areas, as with today’s video games publishers with large in-house
games development teams or major music labels such as EMI, it
is starting to give way to more networked forms of organisation.
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4.22 Thus film studios, music companies etc deal with an array of
independent content providers to whom they may advance money
in return for a cut of the cake – and then process the content
which has been independently created. Hollywood studios, for
example, do so-called ‘pick up’ or ‘first look’ deals with a large
number of independent producers.

4.23 In the UK television production is increasingly organised in
this way. Channel 4 was founded on the basis it would solely
commission independent production companies to deliver
content. Its success persuaded policy makers to introduce a
quota for the BBC in which 25 per cent of its expenditure on
television is outsourced to content providers, now followed by a
further 25 per cent contested between independent content and
in-house content providers – the so-called Window of Creative
Competition (WOCC). Independent television producers have
become part of the ecology of British television.

4.24 But whether a core creative field or a cultural industry, and
whatever the organisational linkages between how content
is created and processed, the heart of the business model is
generating copyrightable acts of origination of expressive value.

4.25 The next concentric circle represents the focus of the creative
industries.166 These are analytically first cousins to the cultural
industries; distinct while belonging to the same family of activity.
Architecture, design, fashion, computer software services and
advertising are all creative industries whose market offerings
pass both an expressive and workability test.

4.26 They deliver both expressive and functional value. They tend to
respond to the close demands of clients for creative offerings that
work to their specifications; they constitute intermediate input
in sectors in the wider economy.

4.27 Adverts have to sell products, but work best if they succeed
in expressing the cultural zeitgeist. Buildings should be both
aesthetically pleasing and work. Design should embody the
culture but is useless if the products do not function well.
Fashion products have to be culturally in the vanguard but
wearable. Not every single building, dress or design needs to
pass both tests; but the creative industries are healthier and
more vital to the degree that as many as possible do.

4.28 Nor is this new. Professor Avner Offer details how design has
always been important. He quotes the chairman of GM noting
in 1941 that “today the appearance of a motor car is a most
important factor in the selling end of the business – perhaps
the most important single factor”. By 1954, market research
revealed that styling was “the most significant factor in creating
the desire to buy”. It was non-price competition on design that
allowed Ford to outflank Chrysler with its iconic 1949 model,
while Chrysler’s ‘Airflow’ design did not work and scarred
the company for almost two decades.167
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4.29 The creative and cultural industries are highly porous;
individuals can pursue careers in both, and increasingly
there is collaboration between them. There are also many
interdependencies; advertising expenditure finances much
commercial TV and radio. Radio serves TV; many television
comedies started life as radio programmes. Equally many
successful film scripts are adaptations of successful novels.

4.30 In addition the creative industries are an important bridge
to the wider economy. As we detail below a growing number
of designers, advertisers and software writers work not just
within firms situated in the creative industries, but beyond.
The concentric circle at the perimeter of the circles represents
creativity in the wider economy, and the linkages that exist
between it and the creative industries.

4.31 As was argued in chapter 3, one of the drivers of the knowledge
economy is the necessity of creative business responses. This
report does not argue that creativity is somehow exclusive to
the creative industries; only that their business model is more
completely built upon acts of origination that have expressive
value than any other sector of the economy.

The importance of the core

4.32 Each of the creative industries may have a business model that
is part of the same family, but to what extent is their creativity
and economic success interdependent and self-reinforcing?
And to what extent does their creativity spillover into the rest
of the economy?

4.33 Unlike other parts of the economy, our understanding of the
creative industries’ linkages is comparatively weak, made worse
by poor statistics or sometimes no statistics at all.

4.34 The necessary if insufficient precondition for creative industry
success is a flourishing core. Without a supply of high quality
creative content and the wider structures that nurture and
incubate there would be no indigenous content to commercialise.

4.35 Chapter 5 sets out some of the background conditions which
nurture content creativity. Diversity, a culture of openness and
a supply of creators with the requisite combination of hard and
soft skills are clearly vital – along with the character of demand
that calls forth creative supply.

4.36 Most of the activity in the core is the spontaneous, self-financing
articulation of expressive value by talented content creators.
However if such activity is to be sustained, it has to be economic;
the creators’ bills have to be paid – either by the market paying
a high enough price for their creative wares or, if that is
inadequate, by support from the public purse.
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4.37 Expressive value is often expensive to generate and hard to get
sufficient revenues to justify the cost because consumers tend
to free ride if they can, without public investment it tends to be
underprovided.

4.38 This is the essence of the case for the BBC licence fee. Broadcasting
involves high fixed costs: the licence is a guaranteed way of
ensuring that the public pays for the services it consumes.

4.39 The BBC has managed to find an ongoing means of ‘crowding
in’ creativity – the BBC is generally regarded as highly creative
– while broadly keeping the BBC at a ‘goldilocks’ size. Although
the correct size for the BBC is fiercely contested, so far it has
neither dominated private broadcasters nor been dominated by
them, while becoming a major source of economic support for
the UK’s creative core.

4.40 The BBC has also done a great deal to promote diversity, free
from the demands of commercial advertisers. For example, the
BBC was critical to the success of Britpop in the 1990s, with
independent DJs like John Peel devoting a higher proportion
of programming to unproven pre- or new releases.168

4.41 In 1996, one in four records played on Radio 1 was ‘pre-release’
– this contrasts with the two national commercial radio stations,
Atlantic 252 and Virgin 1215 which played one pre-release in
every 67 records and 1 in 19 respectively.169

4.42 Music executives have told us that the diversity and objectivity of
BBC Radio 1 play-lists are central to the popular music business’
success in the UK. The BBC also sustains four other music
stations, five orchestras, and, by supporting a range of music
festivals from the Proms to the London Jazz Festival every year,
plays a key role in both offering performers a platform to show
off their ability and to educate demand.

4.43 The BBC has played a no less important role, along with Channel 4,
in the creation of the UK’s vigorous independent television
production sector. The quota and the Window of Creative
Competition (see earlier), together with Channel 4’s commissions
and the increasing use of independents by other terrestrial,
satellite and cable broadcasters, have created a production sector
that is creative (ranked by awards nationally and internationally)
and whose output is predicted to grow from some £780 million
in 2004 to £1.5 billion by 2015.170

4.44 Subsidised theatre also plays an important part in succouring
the creative industries. In the United States over the past 20
years, 44 per cent of new plays to appear on commercial/for-profit
Broadway can trace their roots to the non-profit sector.171 The
figures are similar for the UK. Many successful British actors
honed their skills in publicly funded British theatre.
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4.45 Educational publishers recognise the importance of libraries in
sustaining the production runs of otherwise unprofitable titles.
Museums may inspire commercially-oriented actors and provide
them with new ideas. Vivienne Westwood’s ‘Cut and Slash’
collection (spring/summer 1991), for example, was inspired
by studying 17th century costume at the V&A: meanwhile
research for the V&A’s modernism exhibition inspired the BBC
to produce a series of four programmes entitled ‘Marvels of
the Modern World’.172

Valuing creative industries in the UK economy

4.46 Identifying the remunerated links between the creative industries
and other sectors is important for establishing the significance of
creative businesses to the UK economy. Mapping these links helps
pinpoint the drivers of the creative industries and assess how
interventions in one area may have consequences for another.

4.47 Sectors which have strong supply and demand relationships
with creative businesses may have a key role to play in both the
design and implementation of policy for creative industries.

4.48 As the outer layer of the concentric circles makes clear, the
creative industries do not work in isolation. ONS data, for
example, show that 55 per cent of creative products supplied
to the economy are purchased by other businesses – including
other creative businesses.173 Within the creative industries, the
advertising, architecture and software industries sell the vast
majority of their outputs to other businesses – and are especially
sensitive to upturns and downturns in the wider economy
(as discussed in chapter 2).

4.49 The creative industries’ close supply chain links with firms
in the wider economy mean they have indirect impacts on
employment and output as well as direct impacts to value
added and employment.

4.50 These so-called multiplier effects consist of supplier impacts
(where creative businesses purchase goods and services from
firms in other sectors) and indirect effects (where resulting
increases in household income leads to higher consumer spending).

Chapter 4
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4.51 Estimates of these multiplier effects vary in size but can
sometimes be significant. One survey of employment multipliers
estimates that for every job in an arts organisation a further
1.8 – 2.8 are created in the regional economy.174 Despite their
popularity, a major limitation of such multiplier estimates is
that they do not allow for the opportunity cost of the additional
spending on the creative industries.

David Throsby describes this as follows:
“….while the net valuation of external effects is in principle
a valid component of the total economic value of a facility
such as an art museum, there are conceptual difficulties of
measurement which have to do with identifying how ‘net’
the measured values really are. So, for example, the so-called
‘multiplier’ or ‘second-round’ impacts of a public investment
project involving a museum might be properly disregarded
in a cost-benefit appraisal because such impacts would accrue
to any other similar project to which the investment capital
might be devoted.”175

4.52 A proper analysis of multiplier effects would require the
simulation of extra spending on creative industry products
in a behavioural general equilibrium model of the economy.

4.53 Interestingly, two of the three creative industries most closely
associated with the growth of intangibles – advertising and
software – have a large number of employees working outside
their sector. Together with design they are the three creative
industries most directly plugged into the growth of intangibles
which has been associated with the growth of the knowledge
economy. figure 4.2 illustrates these employment patterns
using estimates derived by DCMS from the Labour Force Survey.
It plots for each DCMS 13 sector for which data are available
that proportion of individuals in creative occupations who are
working in their home sector. So, for example, according to the
Labour Force Survey 100% of art and antiques professionals
work in the art and antiques sector, whereas only 40 per cent
of advertising professionals do so.

4.54 The Design Council has made considerable effort to establish the
impact of design on turnover and profits. It argues that every
£100 spent on design increases a firm’s turnover subsequently
by £225 and profit by £83. Other research reveals that 61 design-
intensive companies outperformed the FTSE 100 index by more
than 200 per cent over 1994– 2004.176
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4.55 These are impressive figures. Design is increasingly viewed
by firms as key to their businesses – for manufacturers, the
proportion is as high as 41 per cent.177 The main reason appears
to be that design allows firms to overcome competition on the
basis of low price – of business where design is key to strategy,
only 21 per cent say are forced to focus on price. Indeed, non-
price characteristics such as design are especially important
drivers of competitiveness in markets where the UK has a
strong interest.178

4.56 However, the evidence of a causal relationship between design
input and firm performance is more difficult to establish. The
relationship between high performing firms and their spending
on design can be often be attributed to other factors such as
their overall competitiveness and commitment to high capital
spending; the causation may run from their high performance
to their willingness to spend on design rather than the other
way round.179

4.57 Despite these caveats, some independent evidence suggests that
firms that spend more on design do enjoy faster product growth
and introduce more product innovations.180 Around one-half of
all projects for which export information was available enjoyed
improved trade performance. In addition, roughly one-half of
actual export sales made by winners of the ‘Queens Award for
Exports’ – chosen for their reputation and performance in
exports – could be directly linked to their investment in design.181
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4.58 Computer software also has a significant impact on the wider
economy. Investment in ICT including software, for example, has
played a crucial role in UK productivity growth in recent years.
A higher rate of technological progress in the production of ICT
worldwide than in other sectors has led to a fall in the relative
price of ICT products – businesses have responded by stepping up
their ICT investments. The evidence suggests that ICT has also
raised the rate of labour productivity growth through channels
that cannot be explained by investment – in other words,
by raising total factor productivity growth in the economy.

4.59 Some estimates suggest that this technological progress in ICT
may alone have accounted for as much as 20 – 30 per cent of
long-run labour productivity growth.182 The software industry
has been at the vanguard of the ICT revolution. Investment
spending on software alone amounted to just under 2 per cent
of GDP in 2003, broadly similar to the US (figure 4.3).

‘Spillover’ effects

4.60 Spillovers are the conditions in which firms or consumers
benefit from knowledge, market opportunities, innovations,
or skilled employees that they have not paid for directly.
They are wptgo wpgtcvgf  benefits – that is, the producer or
consumer of the new ideas or products is not compensated for
any external benefits their production/consumption decision
confers on other people.183

4.61 Plainly the economy benefits from spillovers, but because they are
unremunerated there is an innate tendency for them to be under-
produced. These effects are traditionally understood in the context
of scientific Research & Development, where they provide the
rationale for government intervention. They also certainly apply
to the creative industries, but it is difficult without better statistics
to establish the extent and nature of spillovers both within the
creative industries and between them and the wider economy.
However, the following categories provide a useful framework.
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‘Spillovers’

1. Organisational knowledge spillovers – Many creative
businesses specialise in project-based work where teams
form and develop their products in intense outbursts of
creative activity, before dissolving and reforming around
new projects.184 Insofar as this model is increasingly
relevant to innovation in other sectors of the economy,
creative enterprises may serve as role models to other
businesses.185

There are other organisational knowledge spillovers that
the creative industries may generate: after all, many are
operating in an environment of constant change. The
digital revolution is having disruptive effects on business
models for media, advertising and other creative firms.
Businesses in the wider economy may have much to learn
from the experiences of the creative industries.

2. Experiential knowledge spillovers – A specific area
where firms in the wider economy may draw on creative
business models is in the provision of so-called experiential
services. In these services, the focus is on the whole
experience of the customer when interacting with the
organisation, rather than just the functional benefits
following product or service delivery.186 Such services
are often described as a performance itself, involving a
stage, actors, a script, an audience and a backstage area.187

The qualitative evidence collected confirms that many
lead innovators in the experiential services area look
consciously outside their own industry for inspiration,
including to the creative industries.188

3. Interdisciplinary knowledge spillovers – Creative
industries may be able to pass on a culture of
interdisciplinary work to firms in the wider economy.
Clearly, they have a strong interdisciplinary tradition
which in some cases is driving innovations of major
social significance.

Biomimetic applications189 in architecture, drawing from
nature and used in building design – eg Plantation Place
in the City of London where the air filtration system works
as a human lung, or the Eden Project in Cornwall, whose
copper-clad roof is based on geometric patterns found in
many plant seeds – are cases in point. Games houses –
drawing on the skills of computer programmers, designers
and artists to develop technically ever-more sophisticated
Massively-Multiplayer Online Role-playing Games
(MMORPGs) – are another example.

Spillovers from innovations which create new disciplines
may be very significant indeed (witness the explosion
in recent years in applications of nano-technology,
for example).

…Organisational
knowledge
spillovers

Chapter 4
Defining the
creative industries

…Experiential
knowledge
spillovers

…Interdisciplinary
knowledge
spillovers



113Staying ahead: the economic performance of the UK’s creative industries

4. Entrepreneurial knowledge spillovers – The very
large numbers of small firms and sole traders in many
creative sectors are consistent with a high degree of
entrepreneurialism (see chapter 2). There is a long
tradition in the film and television industries, for example,
of producers leaving public broadcasting companies to set
up as independent production companies. The founders
succeed in exploiting the knowledge and experience
gained in their previous occupations. Creative industry
entrepreneurs may have significant spillovers if they
inspire risk-taking and an entrepreneurial culture
more generally.190

5. Job mobility spillovers – One of the most potent ways
the creative industries can create spillovers is when
professionals carry over transferable ideas and knowledge
into other sectors when moving job.

In other parts of the economy labour mobility is seen
as an important way of transferring tacit knowledge.191

Labour mobility can also generate spillovers if it supports
social networks including creative and non-creative
businesses which are vital for innovation in many
industries.192 Unfortunately, evidence on the longer term
career destinations of creative individuals is lacking. Data
on the short-term destinations of graduates suggest that,
six months after graduation, only around one-third of
art and design graduates in the UK had secured work in
sectors directly related to their degrees, compared with
over 40 per cent of IT graduates and two-thirds of those
who had studied civil engineering.193

Second-jobbing between sectors also appears to be more
prevalent in the arts than in non-arts sectors: around
7.4 per cent of those working in the arts compared with
4.5 per cent of non-arts workers. Interestingly, a much
greater share of artists’ second jobs are high-skilled.194

This echoes the experience of creative industry workers
in other countries:195 more than 39 per cent of musicians
in the US hold a second job in another profession.196

Together, these findings suggest that there is a strong
tendency for individuals with creative skills to bring their
talents to the wider workforce.

6. Demand spillovers – As with all businesses in the
economy, firms in the creative industries generate demand
spillovers for complementary products in other industries.
This can be seen in the example of complementary
accessories for the Apple iPod, only some of which are
licensed to Apple; they benefit from iPod sales for which
they do not compensate Apple. Moreover the iPod itself
has genuinely created new demand for recorded music.197
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4.62 The rate of spillover diffusion is plainly related to the speed and
breadth of adoption. In general, new knowledge and innovations
are adopted faster the more they are seen as superior to what
they might supersede, the more they are consistent with users’
needs, the less difficult they are to deploy, the ease with which
they can be experimented, and the more obvious their benefits.

Urban and regional regeneration

4.63 There is compelling evidence that the presence of a large, diverse
pool of artistic talent in a region can create a ‘lead market’ for
artistic and creative products. When functioning properly, this
should enable local businesses to design their products better
and market their products more successfully, better preparing
them for the marketplace later on.198 This has been seen among
artists working in the San Francisco Bay and Los Angeles
metropolitan areas.199

4.64 Creative businesses and a well-developed cultural sector may
make regions more attractive for firms outside the creative
sectors to do business. Richard Florida controversially found
that the incidence of ‘bohemians’, which he defines as artists
and designers, is significantly correlated with high-tech success
across metropolitan regions in the US.200

4.65 Investment bankers are said to prefer working in London rather
than elsewhere in Europe because of its thriving creative and
cultural sector. Similarly, Manchester and Cornwall in different
ways have benefited from their emergent creative industries – the
Tate helping to attract richer tourists to Cornwall, for example.

4.66 The UK film Council estimates that UK films promote tourism
to an estimated value of £800 million per year.201 More recent
research finds that film and television programmes have
significant – and persistent – spillovers for UK tourism.202

4.67 Some of these claims are disputed. Businesses look for workers
with the right skills when making location decisions, but the
reverse holds too: workers prize locations with jobs, affordable
housing and quality social facilities like schools.203 Equally,
criticism has been levelled at the usefulness of some local
authority commissioned art; it attracts little interest and the
artist finds it hard to be inspirational.204

4.68 Nonetheless, a growing number of cities have placed creative and
cultural activities at the heart of their development strategies,
in some cases – such as Glasgow and Gateshead – with very
positive results.
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4.69 NESTA (2007) argues that UK policy needs what it calls
‘intelligent competition’ to ensure that not every city and
region is trying to capture the same benefits the same way –
and so cancelling each other out. It notes the high degree of
homogeneity in local development strategies across regions.205

4.70 So, for example, of England’s nine regional innovation and
economic strategies, five mention the creative industries.
This homogeneity in approach increases the risk that different
regions are ‘competing’ for cultural spillovers, raising the
possibility that the net effects to the UK as a whole are nugatory.

Wider objectives

4.71 In addition to economic spillovers, the creative industries
contribute to wider social objectives, including diversity and
tolerance of alternative lifestyles. Studies have often focused on
the role of high art while suggesting – implicitly or explicitly –
that mass culture tends to a lowest common denominator path.206

4.72 This division is challenged by those who point to the rise of
narrative complexity in modern shows such as Vj g"Uqrtcpqu
and the abstract problem-solving skills required by many
video games.207

4.73 And the creative industries have an even broader impact,
however difficult it is to measure. Some suggest that it
contributes to a country’s soft power, tempering the effects
of traditional military power.208 Harvard University’s Professor
Joseph Nye believes that the likes of the BBC and The Beatles
significantly enhanced the UK’s image during the Cold War.
As one of Gorbachev’s aides later conceded, “The Beatles were
our quiet way of rejecting ‘the system’ while conforming to most
of its demands.” Against the backdrop of a multi-polar world,
culture is seen as a way of navigating new uncertainties. This
is not to argue that culture should be used as an instrument of
diplomacy. But it is one more piece of evidence supporting the
argument that this is a very distinctive sector of the economy.209
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Salford MediaCity:UK will be the UK’s first,
200 acre, digital media city providing 15,000 jobs
in the creative industries.

The Manchester City Region is the strongest pole of
economic growth in the North of England, and with an
established economic base in both the knowledge and
creative industries. The BBC’s decision to relocate key
departments to Salford, at the heart of the City Region,
is now forming the basis for a much bigger project of
international significance.

The BBC will move around 1,500 jobs to Salford by 2011.
It will be home to eight BBC departments, including
Children’s BBC and Radio 5 Live as part of their BBC
North base. The area will also provide employment
opportunities for 15,500 people and will include space
for 1,150 media, creative and related businesses, as
well as housing the UK’s largest, state-of-the-art TV
production studio block.

MediaCity:UK will complement the Manchester-Salford
Knowledge Capital proposals already transforming the
regional economy. MediaCity:UK will be a beacon for
Manchester City Region demonstrating in the UK
how creative industries will transform the workplace,
create jobs, and lead to better economic performance.

MediaCity:UK is an opportunity for people, in the
North West to realise in creative industries their
talents and skills.
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5.1 Demand

5.1.1 As discussed in chapter 3, better educated and richer consumers
(looking for experience and psychological reward from their
buying power) are co-architects of the knowledge economy.
As such, the character of demand for creative offerings – in
particular the qualities of ‘nobody knowing’ and ‘self-identification’
through expressing oneself culturally – is itself a challenge
facing the creative industries.

5.1.2 In this respect the creative industries face similar, if not more
acute, pressures from their consumers as do other industries.

5.1.3 There is a wealth of evidence that demand is overwhelmingly
a stimulant of innovation and creativity. This point is well-
understood by business itself. In various studies, demand for
new goods and services is cited as the most critical factor
affecting the level of Research & Development. Lead users,
therefore, are often a principal driver for innovation.210

Increasing demand for creative goods and services

5.1.4 The demand for creative goods, unlike products in other parts
of the economy, tends to increase the more creative goods
are consumed.211 In economic terms, the demand for creative
goods has increasing rather than decreasing marginal utility.
Their consumption becomes a virtuous circle. This is another
dimension of the learning-what-we-like-by-consuming effects.

According to Dutch economist Frederick Van der Ploeg,
creative goods differ because:

“Culture is (perhaps like Guinness) an acquired taste.
To understand and appreciate Oedipus Rex by Stravinsky
requires some musical knowledge and experience of more
traditional symphony music and operas. To really value
Wagner’s Ring, one needs to study it before one can enjoy
it fully. Culture is thus an experience good in that the more
one tries it, the more one gets out of it. Almost all cultural
goods are investments in one’s own cultural capital. In a real
sense, preferences for cultural preferences are not given,
as is assumed in neoclassical theory, but can be shaped by
education and experience. Rather than the saturation seen
in normal commodities and described by Gossen’s second
law, cultural goods show over time increasing marginal
utility. After all, the hundredth book one reads gives more
satisfaction than any of the previous books because the frame
of reference is by that time bigger. The last concert of Bach
music impresses more than the previous ones, since one
gradually discovers the unifying themes in Bach’s oeuvre.”212
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5.1.5 This does not apply to all creative outputs. Van der Ploeg argues
that the effects may be weaker in terms of popular culture
because it tends to be easier to learn. This effect should not
be overstressed in an environment where even so-called ‘low’
culture seems to have become more sophisticated over time,213

and where there is increasing blurring between high and low
culture. The larger point is that demand for creative offerings
may tend to be self-reinforcing: the more demand for creative
goods can be stimulated, the more it may subsequently rise.

5.1.6 An awareness of, and a taste for, creative offerings depends upon
prior education and experience. In their absence, individuals
may be unable to make an informed choice about the benefits
of those offerings. The relaxation of these constraints can be
understood as an investment in the stock of cultural capital,
enabling individuals to participate in and engage more effectively
with culture.

5.1.7 These are important arguments suggesting that stimulating
creativity in areas where the current appetite is low may be
highly productive. Greater efforts should be made to increase the
reach of The UK’s national cultural institutions into other towns
and cities. These should complement the infrastructure that
already exists at the regional and local level to trigger greater
and equitable demand for creativity.

5.1.8 They also strengthen the case for exposure to culture at an early
age as possible. There is evidence, for example, that art lessons
taken at an early age (less than 12) are strongly correlated
with adult visits to museums. While action to support culture
in this way may seem to restrict individual choice, there is no
fundamental inconsistency. A rich culture provides more rather
than fewer opportunities. It seeks neither to create nor foreclose
preferences and it is always open to any individual not to opt
into cultural experience.214 More deeply, it is suggested that
arts and culture encourage critical reflection, imagination and
empathy – and they in turn are conducive to tolerance, freedom
and fairness.215 To the extent that society wants these values to
be embedded within it, there is a greater chance if it can expose
its younger members to cultural experiences.216

5.1.9 Clearly the biggest obstacle to demand for creative goods and
services is the ability to pay. It is self-evident that individuals
with higher incomes can afford more creative goods
and services.217

5.1.10 The higher the cultural attendance and participation, the higher
the demand for creative and cultural goods. The UK fares
slightly above the EU-average per capita in terms of attendance
of classical concerts, pop concerts, museum and theatre visits.218

Again education is crucial. International evidence shows that it
is the less educated populations that exhibit less interest in both
traditional and popular culture.
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5.1.11 Thus education seems to be critical to redressing some of this
shortfall in cultural participation and interest.219 It should be
stressed that income, though important, is not always a direct
determinant of participation, however. Steps have often been
taken to offer discounted tickets with little observable impact
on demographic profiles of audiences. For instance, research
on the non-attendance of arts events among students suggests
that the key barrier to participation is not cost rgt"ug but the
belief that such events will not be entertaining and will not
offer opportunities to socialise.220

5.1.12 The Arts Council of England also finds that lack of interest is
the main obstacle to greater attendance. Indeed, it estimates
that around 8 million adults in England who attend the arts
infrequently would be encouraged to do so more often by better
information on what is available, cheaper admission prices and
notably more interesting content closer to home.221

Demand needs to be ‘demanding’

5.1.13 The smarter demand, the more innovation and creativity are likely
to be spurred. Demand, in short, needs to be demanding. Here
both consumer-to-business and business-to-business relationships
are wanting. Ofcom, for instance, suggests that consumers find it
much more difficult to make quality of service comparisons than
cost comparisons between suppliers, an insight that can possibly
be extended to the creative industries whose outputs in terms of
expressive value are even harder to compare.222

5.1.14 In terms of business-to-business services, the Cox Review found
that there is a general lack of awareness about the benefits
of activities such as design: for instance, while 41 per cent of
manufacturers see design as integral to their businesses, only
6 per cent in trade and leisure and 15 per cent in financial and
business services do – despite the considerable contribution
design can make to these sectors.223

Public procurement

5.1.15 Innovation can be stimulated through the savvier use of
public procurement. Though the public procurement budget
is estimated to be £125 billion per annum – a not insignificant
sum – a good deal is for goods and services where the potential
for creativity and innovation is relatively limited. Bearing this
in mind, architects and advertisers in their respective industry
summits suggested that public procurement could require
all public buildings to be subject to architectural plans and
innovation, while the Government could signal the importance
of brands and branding.
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5.1.16 The Cox Review recommended procurers should further
broaden their assessment of value for money to take in wider
considerations, over and above the latitude that currently exists.
The the same time, the issue is often as much about the capability
and incentives facing procurers as it is about the rules under
which they operate. Initiatives to improve their capability are
therefore essential, and one idea would be to make training
mandatory for anyone above a certain level of procurement
authority. Manchester University’s Professor Luke Georghiou
also stresses the need for techniques to overcome risk aversion
in the public services.224

5.1.17 Smarter public procurement would also have a wider effect
on British patterns of demand, which needs to be yet more
discerning and discriminating to support the knowledge
economy. “The lack of demanding and novelty-seeking customers,
who are willing and able to pay for upgrading improved or novel
services,” write Howells and Tether, “seems to be a major and
highly important barrier in service innovation which enterprises
find difficult to overcome. There is clearly a role of public
procurement in helping to energise the demand side of service
innovation.”225

5.1.18 In January 2007,226 the Government announced that the Office
for Government Commerce would be streamlined and given
stronger powers to monitor performance and set departmental
standards. As for encouraging innovation, the introduction
of innovation platforms under the Technology Strategy Board
promises a better coordination of policy and procurement.
In addition, efforts have been made to raise the skills of the
Government Procurement Service – not least through the
establishment of a programme of Gateway Reviews, estimated
to have delivered £1 billion in cost savings. While these
developments represent steps in the right direction, how far
they will ultimately go and permeate the more diffuse practices
of grass-roots bodies such as local authorities is less clear. This
is especially important because many of them provide the main
entry point for smaller firms into public procurement.

5.2 Education and skills

5.2.1 The possession of a highly-skilled workforce is one of the
foundations on which our creative industries can build their
businesses to compete with the best internationally.

5.2.2 The question is what skills? The importance of acquiring,
understanding and disseminating tacit knowledge in the
knowledge economy is crucial both generally and in the
creative industries especially. Creativity demands a distinctive
combination of deep subject-specific understanding and
sophisticated cognitive and interpersonal skills. Similarly,
demand for creative and cultural goods is stimulated by an
increasingly educated and articulate population.
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“Three general things that strike me – the first is
the interconnectedness of the area of entertainment/
culture that I am in. Many of us started in the theatre,
or comedy clubs – live entertainment – many then
honed their skills in radio – then went into television –
and then moved between that and cinema. Just to give
a tiny random snapshot – my first film was directed by
Mel Smith, who went from directing at the Royal Court
Theatre into television on Pqv"vj g"P kpg"QÎEnqem"Pgy u
– which was produced by John Lloyd, who started in
radio making the J kvej j kmgt Îu" I wkf g, that then went
on to become a top-selling series of novels – and a
TV show – and a film. My second film was directed by
Mike Newell, who trained in TV – my third by Roger
Michell, who I chose because of a TV series, Dwf f j c
qh"Uwdwtdkc , and at the moment has a play he directed
on at the National Theatre – and so on forever – Nkvvng
Dtkvckp started on the radio – Tamsin Greig, the star
of I tggp"Y kpi  is now a star of the RSC. Every section
of theatre and radio and TV and film feed each other,
each depends upon the other – without four strong
industries, the others would suffer dramatically.

The second simple point is ‘how do you put a value
on entertainment and popular culture?’ I would just
say, for instance, that I believe the area is where I
have most worked – TV comedy – is a profoundly
important and invaluable part of British life and has
always been crucial to the state of the nation. Each
generation learns to laugh, almost learns to be happy,
through lessons taught by Hancock, Python, French
and Saunders, Victoria Wood, [ gu"Rtko g"Okpkuvgt, Nkvvng
Dtkvckp, Catherine Tait.... Because governments so
often deal with financial wellbeing, they mustn’t forget
to encourage those things that simply make people
happy – and the power of TV and film to bring families
together is huge – many families learn to talk about
things by watching soaps and discussing the characters
– by watching Z"Hcevqt and arguing who should win.
It is not only educational TV that educates us.
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finally, I still believe strongly that television is a hugely
important – if slightly underused – tool for social change
– particularly at a time when cinema documentaries,
from Michael Moore to Al Gore, are making a real
difference. From Ecvj { "Eqo g"J qo g, which caused the
creation of the charity Shelter, through Roger Graef’s
docmentaries on the police, which changed rape
procedures, through Live Aid and Live 8, which utterly
changed Britain’s passion about extreme poverty, right
up to Lco kgÎu"Fkppgtu, TV has proved that it can highlight
problems in society and the world – and even help change
them. Particularly in these days of very important, broad
international issues such as climate change, the battle
against extreme poverty and the need for understanding
between religions, TV can be absolutely key to education
and resolution. And at home, if people feel that the young
are losing interest in the domestic political process, it has
to be on the internet and television that we find a way to
revive that interest. Supporting enlightened, ambitious
television, not just treating it like a supply and demand
industry, is immensely important in making a safer,
better, fairer world.”
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5.2.3 The UK’s stubborn historical weaknesses in shaping a workforce
with necessary skills becomes a more pressing challenge against
the backdrop of globalisation. As emerging economies start to
deliver higher skilled workers at lower cost, the UK’s comparative
advantage will increasingly depend on the strength of its
knowledge economy, and therefore its skills base.

5.2.4 Weaknesses in the UK’s skills base have both a direct and an
indirect impact on productivity. Directly, poor skills are estimated
to explain over one fifth or more of the UK’s productivity gap
with countries such as France and Germany. However, the
relationship extends much deeper than standard growth
accounting exercises suggest. Skills impact on the ability to
adopt and exploit new technologies – ever more important
to the creative industries.227

5.2.5 This partly explains why, despite a common business
environment, foreign-owned firms in the UK have so far been
able to take better advantage of ICT than domestically-owned
ones.228 It is estimated that differences in management practices
between the USA and the UK account for 10 to 15 per cent of
the productivity gap between the two countries. Indeed, that
work suggests that the UK fares poorly compared with other
major economies, exhibiting a substantial polarisation of
performance between the top and bottom firms.229

5.2.6 Getting this right is central to the success of our creative
industries, as skills shortages have a profound effect on a
company’s ability to innovate. For example, one Europe-wide
survey230 found that locating or harnessing human resources
was the most cited barrier to innovation in the UK. The UK
Innovation Survey 2005, while painting a rather less dramatic
picture, also found that a lack of qualified workers was identified
as a bigger constraint on innovation in the creative industries
than in others.

5.2.7 Tacit skills are hard to build in an environment of low literacy
and numeracy. A sobering five million adults lack functional
literacy skills and more than 17 million have difficulties with
numbers. The Leitch Review set ambitious targets to rectify the
situation.231

The Leitch Review: key targets

A move from 59 per cent of the adult population qualified
to at least Level 2 in 2005 to exceeding 90 per cent by 2020.
This would mean 500,000 people achieving Level 2 each year
compared to 280,000 today.

Tacit skills
are vital but
connot be built
without literacy
and numeracy
skills.
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Shifting the balance of intermediate skills from Level 2 to Level
3 and improving the quality and quantity of intermediate
skills. Sector Skills Councils would set an ambitious target
of doubling apprenticeships to 500,000. Overall this means
300,000 people achieving Level 3 each year compared to
110,000 today.

More than 40 per cent of the adult population qualified to
Level 4 or above, up from 29 per cent today.

5.2.8 There are various market failures which may mean that the
supply of skills is less than socially desirable. They range from
a lack of information on the returns to education and training;
the inability of credit constrained individuals to borrow the costs
of education and training, even where they would most likely
deliver a positive return; and for firms, fear of not reaping the
return on their investment in training, because their trained
workers may jump ship for another company.232

5.2.9 The latter problem is seen to have particular resonance in new,
high-tech sectors where workers tend to be trained expensively
and returns on investment can be exceptionally high.233 firms
may also struggle to recoup the returns to training where
knowledge is largely tacit and so cannot be captured from the
person who created it and codified as patents, journal articles,
software programs etc.

5.2.10 In many ways, creative industries are ahead of the curve, having
already reached the 40 per cent target of Level 4 qualified people
in the workforce 14 years ahead of schedule.

5.2.11 This is not to ignore the concerns expressed by a number of
industries in the industry summits. Television, advertising,
publishing and music representatives agreed that the issue
was less the supply of people offering themselves for work, and
more whether they possess the particular talents and specialist
skills to meet the needs of today’s creative businesses.

5.2.12 Some of the 13 industries are a highly attractive choice for
graduates, to the point of over-supply relative to the number of
employment opportunities open to them (though this is reflected
less in high levels of unemployment than a heavy reliance on
self-employed and freelance work).

5.2.13 This is not a new phenomenon. French sociologist and labour
market specialist Pierre Michel Menger has pointed out that
oversupply of aspirant creative talent is an almost permanent
feature of artistic labour markets – from the glut of Parisian
novelists and poets in the first half of the 19th century to the
fact that there were nearly twice as many musicians as bank
clerks in England at the turn of the 20th century.234
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The quest for creative skills

5.2.14 This report’s intention is not to map the skills base and
requirements of each individual industry. In any case we do
not have the necessary data. It is, however, possible to look
broadly at a number of critical and overlapping areas that
the industries hold in common and that will impact on their
long-term sustainability.

5.2.15 Essentially, the creative industries will do better if more
creativity and innovation is fostered in the wider population,
and, in particular, an understanding of how the dynamics of
the creative process involves dialogue, exchange and argument.

5.2.16 And they will do better, the more it is understood that the soft
skills which they often possess need to be harnessed with hard
skills – management, marketing, budgeting, commercial and
ICT competences – to create sustainable businesses.

Nurturing innovation and creativity

5.2.17 Innovation is widely regarded as a central driver of economic
success – one of the Government’s five drivers of productivity,235

and described by the DTI as “key to improving the country’s
future wealth creation prospects”.236

5.2.18 As the Cox Review noted, the ability to innovate depends on
the availability and exploitation of creative skills. Creativity is
increasingly seen as a critical part of the schools curriculum.

“Pupils who are creative will be prepared for a rapidly
changing world, where they may have to adapt to several
careers in a lifetime. Many employers want people who see
connections, have bright ideas, are innovative, communicate
and work well with others and are able to solve problems.”237

5.2.19 Creativity is one of five key organisational attributes that
The Work Foundation research suggests is crucial to high
performance:238 higher levels of research and insistence on
experimentation and innovation ranked only below people
engagement and employee commitment as a measurable driver
of high performance. The leadership styles, internal processes
and culture that promote creativity are thus an important
source of competitiveness.
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5.2.20 As discussed in chapter 3, technological change has put a
premium on those jobs that cannot be scripted but that require
higher levels of judgement and a tolerance for ambiguity.239

This increasingly requires reflective ability, openness to new
ideas and imagination in how to address problems – elements
that would seem ‘natural’ to the art and design environment,
but perhaps under-appreciated by most graduates.240 These
cross-disciplinary skills – adaptability, problem solving, openness
to collaboration, interpersonal skills, leadership abilities – are
important foundations for innovative thinking and learning.241

Two states

5.2.21 What is distinctive about the creative and cultural sector is that
its key driver is the ability to originate creative content and
then sell it. It is increasingly about customisation and service
in a mass market.242 The long-standing criticism is that the UK
is good at coming up with ideas, but less so at exploiting them,
particularly in a swiftly changing technological environment.

5.2.22 As was noted at a recent roundtable discussion “The UK’s
traditional strengths – style, aesthetic innovation and openness
to the aesthetics of other countries…have to be coupled with an
understanding of data structures, algorithms, the presentation
of form and content, and the juxtaposition of data, which is
essential not just for building successful platforms, but also for
the exploitation of those platforms to promote your content.” 243

5.2.23 As looked at in more depth in the business-building capacity
section, there may be constraints on the ability to exploit their
idea.244 Research by NESTA suggests that in almost 90 per cent
of creative businesses, less than half of senior managers have
obtained any training in business strategy.245

5.2.24 In this spirit, Stanford and MIT in the US have developed the
metaphor of the T-shaped workforce: vertical specialist depth
is important, but must be complemented by the horizontal
sensitivity to other disciplines and professional arenas. In
creative industries, this is often business and strategic skills,
not least because creative careers tend to involve flexible and
entrepreneurially managed work patterns.

5.2.25 Similarly, the advertising industry has developed an interesting
diagnostic – ‘diagonal thinking’ – that helps to identify applicants
who “can move comfortably and rapidly between linear and
lateral thought processes, people who think creatively but
commercially”, as described by the Director General of the
Institute of Practitioners in Advertising.

5.2.26 The challenge, however, is deep set: as the Council for Science
and Technology (CST) notes “education is about understanding
and imagination, as well as about training and skills. Yet school
education in the UK, especially for 16–18 year olds, is still highly
specialised.”246
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A more demand-led skills system

5.2.27 As stressed by the Leitch Review, it is important that the
skills system should become more demand-led and that greater
attention should be paid to employers’ priorities. In this vein,
the Government has recently rolled out ‘Train to Gain’ across
England – a scheme to provide flexible training in the
workplace – and has committed to increase its funding to
£1 billion by 2010. The service will be fully up and running
by 2007– 08, when it is predicted to generate around
175,000 additional, full Level 2 qualifications each year.

5.2.28 This may have particular relevance in the creative industries,
where certification reportedly plays a less important role than
it does in other labour markets.

5.2.29 The successful art and design school tradition in the UK is an
exemplar of the right approach. Many of the courses at our
art and design colleges display the characteristics of learning
and teaching that date back to the Coldstream Report which
placed great emphasis on allowing space for imagination and
creativity to flourish, alongside the development of technical
skills. In particular, they offer the opportunity to forge links
with industry, offering ‘live projects’ for students and ensuring
that students are taught by practitioners in their field.

5.2.30 It is important that these particular strengths are not
inadvertently diluted in broader reforms to the Higher and
Further Education sectors.

5.2.31 Similarly, there are limits to how far the skill development
should be entirely led by employers’ preferences and needs alone.
Business priorities are often immediate, endangering longer
term planning. One of the best ways of ensuring adaptability
to rapid technological change is a high level of basic knowledge
and skills, and the core curriculum needs to achieve that aim
without being excessively diluted by the urge to meet today’s
business priorities.

5.2.32 Equally, creativity can only be built on a platform of high core
general educational levels and skills. The task is to combine
rigour in core education while being responsive to specific
creative industry needs.

5.3 Diversity

5.3.1 The creative industries depend on diversity for their success.
There is a complex and critical relationship between creativity
and diversity, whose centrality to the creative process cannot
be underestimated.

5.3.2 Diversity is normally understood in terms of ethnicity, gender,
age, and religion. However, economists and psychological
theorists also focus on ‘cognitive diversity’, the capacity of
different sets of knowledge when interacting to produce better
decisions and outcomes.
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5.3.3 It is not so much the fact of ethnicity age or gender that counts. It is
that although there is no direct or automatic relationship – human
beings are the products of multiple forces – they may be good
proxies for cognitive diversity. The old, young, male, female and
white and non-white often approach the world in different ways.247

5.3.4 Scott Page (2007), a professor of the complex systems, political
science and economics at the University of Michigan and the
Santa Fe Institute, not only analyses diversity in terms of this
cognitive dimension, but goes on to present four frameworks
in which it can be categorised.248

– Cognition of diverse perspectives – ways of representing
the world.

– Diverse interpretations – ways of categorising perspectives.
– Diverse heuristic – ways of generating solutions to problems.
– Diverse predictive models – ways of inferring cause

and effect.

Blind men groping at elephants?

5.3.5 Page comprehensively maps the cognitive toolbox that any
individual applies to problems at hand. The case for cognitive
diversity is that it gives groups access to a greater range
of perspectives and assumptions, and is thus closely linked
to creativity.

5.3.6 If individuals approach problems with the same tools, even
if they possess many of them, they are likely to get stuck
on the same point. It is the individual who is able to approach
the problem differently who is more likely to get the group
unstuck and so improve on the collective outcome.

5.3.7 “With only a saw or a hammer,” argues Page Ëwe cannot build
anything interesting. With both we can build homes, tree forts
and fences.”249 It is the catalytic individual or experience that
helps the group to improve upon simply being an aggregation
of individuals.

5.3.8 Famously Steve Jobs, the CEO and founder of Apple, used his
experience of calligraphy classes at university to recast the
understanding of the importance of fonts with devastating
results. Apple’s introduction of proportionally-spaced fonts
and multiple typefaces through its TrueType system, licensed
subsequently to Microsoft, transformed desktop publishing,
allowing users to visualise what text would look like when
printed, and contributed decisively to the stylishness of the
personal computer. It is this insight that is also animating
support for interdisciplinary activities,250 and challenging
the traditional boundaries that have characterised the UK
education system.251
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5.3.9 Work on cognitive diversity has led to two main findings. first,
diversity trumps homogeneity.252 Second, and most intriguingly,
diversity trumps ability. The latter, it should be stated, is a
conditional claim that holds only under certain conditions:
the problem must be difficult, problem-solvers must be diverse
and reasonably smart, and the groups that work together must
be sufficiently large that diversity matters. Nonetheless, each of
these conditions can be relaxed without undoing the basic result.

5.3.10 There is growing evidence to support these assertions. For
example, it is diverse and differentiated pools of scientists that
are better scientific problem-solvers.253 One study examined
166 scientific problems that, having not been solved within
firms, were disclosed on the InnoCentive website to over 80,000
independent scientists in over 150 countries. The researchers
found that disclosing the problem information to unknown
‘outsiders’ led to a 29.5 per cent resolution rate in problems.
Interestingly, 87.5 per cent of winning solvers won just once
and 8 per cent won twice – testament to the scope and breadth
of knowledge necessary to solve problems.

5.3.11 Most interesting, however, the authors found that the larger
the distance between winning solvers’ field of expertise and the
problem, the more likely they were to solve it. Indeed, all things
being equal, there was a 10 per cent increase in the likelihood
of being a winning solver if the problem was deemed to be wholly
outside their field of expertise. In short, success depended on the
ability to exploit diversity.

5.3.12 Innovation in social systems presupposes a large degree of
error. To hit on a few ideas that are successful means attempting
many that are not. It is estimated that one-third to two-thirds of
new products that reach the market – and many more do not –
fail to produce a financial return.254 As the achievements of
Mozart, Shakespeare and Picasso illustrate, artistic innovation
is no different: Picasso’s sketchbooks that led to ‘Guernica’,
for instance, are strewn with false leads and dead ends. It is
even suggested that good ideas emerge primarily from a process
of blind variation.255

5.3.13 Systems also need a welter of techniques and ideas – more,
in fact, than they can support if they are to thrive.256 It is this
‘superfecundity’ that forces creative actors to choose between
existing and new ways of doing things, generating the kind of
selection we associate with phenomena like market competition.

5.3.14 Moreover, in a fundamental sense, diversity is prior to
competition and selection. Without diversity, competition takes
place on existing ideas and techniques only and cannot play
its full role. At the same time, diversity requires competition
for innovation. Without competition, innovation either fades
away because there is no opportunity for new ideas and
techniques to be chosen or becomes completely structureless
as every new idea or technique is chosen.257 Diversity and
competition are interdependent.
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“All my heroes are weirdos”258

5.3.15 All institutions must wrestle with the trade-off between
exploitation and exploration, between exploiting old ideas that
have proven technologies and ready payoffs, and exploring new
possibilities that are risky but can reap large, long-term benefits.259

5.3.16 Sutton (2006) builds on this argument, and challenges current
management practices in the hiring and retention of staff,
arguing that those practices that help firms see things in
new ways and break with the past should play a larger role.260

For example, firms can benefit from people who are prone to
follow their inner attitudes and dispositions instead of following
any organisational y gnvcpuej cwwpi0 They are, in the words of
Sutton, ‘low self-monitors’: unbound by social norms, often
indifferent to external cues and sometimes abrasive and even
obnoxious. This is how Brian Epstein described John Lennon,
who was inclined “to disagree out of sheer whim and perversity”.

5.3.17 But evidence suggests that such individuals are more likely to
produce variation in what is thought and done. To the extent
that there are powerful embedded tendencies to conformity,261

a culture that tolerates and embraces its deviants, heretics,
eccentrics, crackpots, weirdos and good, old-fashioned original
thinkers may enjoy payoffs in terms of economic performance.262

For instance, it is claimed that the decline of religious orthodoxy
following the Reformation, and the increasing ease with which
individuals could advance dissident views, epitomised by Kant’s
injunction of ‘daring to know’, underlay the technological change
and economic take-off of 18th century Europe.263

Marshalling diversity

5.3.18 Organising diversity can be problematic. The more participants’
values are at least congruent if not held in common, the greater
the chance of an agreed basis for a fruitful conversation.264

But it is because creativity springs from a diversity of values
and different ‘cognitive tool boxes’ that such congruence is
hard to achieve. If not managed wisely, that divergence may
give way to disagreement and even conflict that eventually
stifles creativity.265

5.3.19 The organisational challenge is to find a way of harnessing it,
rather than obstructing it.

Organising
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5.3.20 Over-centralisation of decision-making, while preventing
deadlock, militates against organisational creativity.266 Similarly,
incentive mechanisms, such as paying by performance, can
be counter-productive.267 They privilege tried and tested ways
of doing things where measurement techniques have been
established and so indulge immediate and known results. The
unintended consequence is to marginalise those exploratory
activities which are harder to define and measure.

5.3.21 More generally, Lester and Piore (2004) argue that this mindset
– which they term the ‘analytical approach’ – abstracts and
reduces innovatory activity to a problem which is to be solved as
efficiently as possible. In so doing, it neglects the importance of
more discursive, open-ended inquiry, the lifeblood of more radical
and unexpected innovation.268

5.3.22 Against this homogenisation, the authors suggest that diversity
requires protection in so-called ‘spaces of interpretation’
(as found in universities, industrial districts, the regulatory
arena and the public sphere in general). Others point to an
evolving range of institutional architectures (see the discussion
of networks) that have the potential to engage with diversity
in far more productive ways than the status quo.269

UK underperformance in diversity

5.3.23 It is hard to establish a direct relationship between lack
of diversity and poor creativity.270 But discrimination –
especially blanket stereotyping – tends to constrain individuals’
thinking which can, in turn, be self-reinforcing.271

5.3.24 Quite apart from its effects on problem-solving and prediction,
a lack of diversity may also impede the functioning of the
labour market.

5.3.25 Interruptions in employment (for instance, due to pregnancy)
can mean the loss of important, firm-specific knowledge.
Occupational segregation is arguably akin to a form of rigidity
insofar as inaccurate information or anachronistic expectations
drive a wedge between a worker’s potential and their actual
job. The matching of workers to jobs is likely to be distorted
by discrimination, while educational differences affect the
accumulation of human capital.272

5.3.26 The extent to which labour markets in creative industries suffer
these market failures is unclear. The evidence from the industries
themselves, however, suggests that most sectors are dominated
by white males: in film, for instance, 95 per cent of the workforce
is white, 65 per cent is male, and 35 per cent of women earn less
than £20,000 per year (compared to 18 per cent of men despite
being better qualified).
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The picture is no more encouraging in architecture, where white
people constitute 94 per cent of the workforce and males 82 per
cent; in music, where 96 per cent of the workforce is white; and
in games, where the figure is as high as 96.1 per cent.

In design, 95 per cent of the workforce is white, and in software,
the figure is comparatively low, with 88 per cent of the workforce
white and 83 per cent of graduates male.

5.4 Networks

5.4.1 The more important that knowledge has become in the
economy, the more routine that collaboration has become across
boundaries.273 Where market and technological change is rapid,
knowledge and new solutions are seemingly infinite. No single
firm can hope to go it alone without mobilising outside resources.
According to one recent study, the typical share of innovation
arising from external sources was around 45 per cent.274

Networks in theory

5.4.2 A strong body of theory and research points to the significant
advantages that accrue to participants in networks: risk sharing;
gaining access to new markets and technologies; speeding
products to market; pooling complementary skills; protecting
property rights when complete or contingent contracts are not
possible; and tapping external knowledge.275

5.4.3 Such exposure, moreover, provides a background against which
creative abrasion, the dialectic that emerges though the collision
of multiple perspectives, is more likely. This argument has been
extended to show how firms can strategically situate themselves
in gaps between groups – what are termed structural holes –
and so make more of these connections and, in turn, generate
more ideas.276 A banal idea in one group can be a brilliant one
in another.277

5.4.4 As highlighted in chapter 3, networks can be frustratingly
difficult to operationalise. Where they are successful, it is because
of high quality communication skills and strong commitment
– both of which take time to build.278 This underscores the
importance of trust, or social capital – defined loosely as the
“goodwill that is engendered by the fabric of social relations and
that can be mobilised to facilitate action”.279 Despite difficulties in
formalising the concept, empirical studies have highlighted the
role of trust in a number of knowledge-based settings.280

5.4.5 Networks, however, can have costs and limitations of their own.
When participants in a network become too densely embedded and
information travels only among a small group – more likely when
a network is governed by trust – there is a danger that ties will
become exclusionary and inhibit the free-flow of new ideas and
innovations.281 One corollary is the tendency to discriminate against
outsiders, an issue that raises equality and efficiency concerns.282
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5.4.6 Furthermore, the external leveraging of networks cannot be
divorced from the level of expertise within the firm. firms will
struggle to get a ‘ticket of admission’ to a particular network
unless they can offer something distinctive, other than simple
cost reduction in return.283 Similarly, firms must have sufficient
‘absorptive capacity’ to assimilate and exploit knowledge which
is influenced by what is already known.284

A role for Government?

5.4.7 Collaborative networks have long been key to the production
process in creative industries, though their exact structure has
varied according to the objectives they have been designed to
meet. According to the 2005 UK Innovation Survey, more than
one fifth of creative industries have cooperation agreements,
nearly double that of other industries.

5.4.8 NESTA’s Creative Business Survey of creative SMEs paints a
similar picture.285 It highlights that four in 10 (39 per cent)
businesses have participated in some form of network since
they were established, though only a minority (16 per cent) do
so regularly, with a similar proportion (15 per cent) doing so on
an occasional basis. Six in 10 have never done so. Participation
in networks is highest in interactive software and TV and radio
(both 46 per cent) and participation lowest in the design sector
(27 per cent). The larger the business (£1 million+), the more
likely it is to be involved in networking activity (45 per cent).

5.4.9 Despite this persuasive, if circumstantial, evidence, the Cox
Review nonetheless found that creative business still faced
problems in terms of knowing where to turn for help and how to
go about it. The Government’s Business Support Simplification
Programme should address this Byzantine complexity. Its goal is
to reduce the number of business support services from around
3,000 in 2006 to no more than 100 by 2010.

5.4.10 Although most networks typically form organically, in some
circumstances, coordination failures may inhibit their creation.
Private individuals and firms may be reluctant to shoulder the
high fixed costs of a network, especially where parties have
no prior dealings or where complex upstream or downstream
investments are necessary.286

5.4.11 Efforts by government to correct these market failures must
nonetheless take into account that it often has less information
than the private sector about the location and character of
market failures, a sentiment echoed by business itself.

5.4.12 Thus the Cox Review remarked that most SMEs did not resort
to Government for direction – indeed, a survey by the Federation
of Small Businesses found that little more than 20 per cent had
used, or intended to use, any form of government support.
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5.4.13 Any government response suffers from this prior distrust
about its likely effectiveness; it will work only to the extent
that its processes are well understood and designed at least
to offer reassurance that it will be responsive and participatory.287

5.4.14 Specific policy proposals have focused on knowledge transfer
schemes. Exemplified by the recommendations of the Lambert
Review and the Government’s Knowledge Transfer Partnership
(KTP), the aim is to provide businesses in need of knowledge
with a Higher Education Institution partner to work on a
particular project. The outcomes appear impressive, with 84 per
cent of partner companies in 2005 reporting that the results of
the partnership would be significant to the future performance
of the firm, while financial benefits to KTP users suggest that
for every £1 million of the Government’s investment in KTPs,
there is a £4.2 million increase in annual profits before tax.288

5.4.15 Until recently, the programme did not make creative industries
an explicit part of its agenda though priorities have widened
in recent years with the introduction of KTPs in sectors like
furniture, games and jewellery, publishing media and sport
and Research & Development.

5.4.16 The Technology Strategy Board has also proposed a Knowledge
Transfer Network (KTN) for the creative industries to support
effective networking. Central to the activities of KTN would
be the creation of internet portals for business support in the
creative industries. However, case studies of past practices and
pilot schemes suggest that there may be challenges.289

5.4.17 Evidence suggests that many firms may lack confidence in
their ability to exploit the potential of ICT. Ofcom notes that only
39 per cent of micro-SMEs in the UK believe that ICT is necessary
for ensuring an adequate flow of information across their
organisation, compared to 72 per cent for those with more than
101 employees.290 The use of business and legal advice centres
and incubators such as the Enterprise Centre for the Creative
Arts, ‘Own It’ and Met Accelerator in London has been more
promising. They are cheap, participatory and accessible.

Perverted by language

5.4.18 The promotion of networks and knowledge transfer requires
individuals and businesses to have the capacity to communicate
with each other across disciplines and vocations. The reality,
however, can be quite different:291 quite apart from the stickiness
of knowledge, actors frequently do not share a common
disciplinary language but talk past each other.
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“One of the most difficult things when you are starting
out is to fully understand the creative industry that
you are entering into. The mystery of everything can
be demoralising and worrying and in today’s world add
this to the fact that everyone wants to move so quickly
and the problem with quickness is this doesn’t allow for
experience which can only be gained through time.

For me the most helpful aspect of learning was to get
practical experience through (in my case) working in
a clothes shop and the reality and responsibility that
comes with it and finally understanding that it is the
customer that pays all of our wages at whatever level
you finally achieve and at the same time as this practical
experience also learning design. For me that was night
school for pattern making and tailoring and all the
rest from my girlfriend who was a Royal College of Art
graduated fashion designer. For others it would be more
formal training through a fashion college or university.

When you are starting out I think that you imagine that
design and marketing are the key factors but eventually
you realise that ideas are vital but the realisation of
them is more vital and that a good all round knowledge
of the business is key in today’s competitive world.

The biggest lesson is that in fashion you are only as
good as your next collection and that nobody cares how
good you used to be.”

Sir Paul Smith
Designer and Chairman
Paul Smith Limited
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“I was very fortunate that at a very young age of 14, I
was able to join art classes at Hornsey Art School. These
classes were held every Saturday morning.

At an early, and importantly impressionable age, they
opened up my thinking to the power of creativity and
the value of education.

Without that access I don’t know if I would have
pursued a creative education.”

Sir John Hegarty
Chairman and Creative Director
BartleBogleHegarty

© Sir Paul Smith
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5.4.19 Policy makers, inspired by the experience of California’s Silicon
Valley, risk underestimating many of these challenges. But
Silicon Valley has worked in part because of the commonality of
the language. The Crucible, the Cambridge network for research
in interdisciplinary design and the Collaborative Arts Unit of the
Arts Council have explored the strategies that might be employed
to minimise misunderstandings between academia, the creative
industries and the rest of the economy.

5.4.20 Apart from the problem of the collision between disciplines, the
misunderstandings reflect, in part, the caution felt by creatives
towards the putative ‘establishment’ and, in part, the more general
fact that innovation, irrespective of the language, is not only
difficult to imagine but also difficult to articulate as it takes shape.292

Proximity works

5.4.21 A necessary precondition for effective networks is socio-spatial
proximity. The general literature on the role of cities in economic
performance points to the benefits that accompany the clustering
of activity: dense labour markets that align the demands of
employers and the skills of workers, while mitigating the risks
for both; access to large markets and to suppliers of goods; and
spillovers in knowledge that allow individuals and firms to learn
from each other. Estimates suggest that doubling city size can
increase productivity by around 3 to 8 per cent.293

5.4.22 The heady prediction that digital networks would permit
individuals and firms to transcend geography has been betrayed
by the continuing tendency of cultural producers to congregate
together in small places, whether Hollywood or the Hacienda.294

5.4.23 The ‘motley crew’, the ‘arts-for-arts sake’ and creative process
properties discussed in chapter 4 tilt the balance from
deagglomeration to agglomeration. As Leamer and Storper point
out: “Face-to-face contact communication derives its richness and
power not just from allowing us to see each other’s face and to
detect the intended and unintended messages that can be sent by
such visual contact. Co-presence – being close enough literally
to touch each other – allows visual ‘contact’ and ‘emotional
closeness’, the basis for building human relationships.”295

5.4.24 The problem with reliance on the internet is that there is little
relationship bond; no physical neighbourhoods or Starbucks
where the serendipities of communication can be captured. The
creative industries – even more than other industries – are about
the transfer and exchange of uncodifiable ambiguous information
that depends on a high level of trust and shared context. Indeed,
it appears that these effects work within very small localities.
One study of the US advertising industry, for instance, finds that
networking benefits are so localised that they are completely
exhausted after only 500 metres.296 People, in short, need to be
able to interact by being in the same place at the same time.
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5.4.25 These observations are also consistent with insights from
evolutionary psychology that suggest our capacity for cooperation
has evolved along lines that bias physical proximity.297

5.4.26 Paradoxically, ICT has increased rather than decreased the
importance of ongoing, face-to-face interactions: to the extent
that it increases information flows, it places simultaneous
pressures on the ability to interpret all the information that is
now flowing.298 Thus seen, technological links and social links
are not rivals in a zero-sum game but necessary complements.

5.4.27 These arguments are embraced by the Cox Review and the
Infrastructure Working Group in their recommendations
for Creativity and Innovation Centres and a Creative Grid
respectively. Both point to the role of places like the Watershed
in Bristol, Cornerhouse in Manchester, the Showroom in
Sheffield and the Lighthouse in Glasgow and their integration
with larger concentrations of cultural infrastructure and activity.

5.4.28 Moreover, they point to the growing recognition of the value of
such concepts among competitors, as illustrated by the £158
million Fusionopolis creative centre in Singapore and the Korea
Design Center in South Korea. However, as we observed earlier,
policy makers need to be alert to the danger of every British city
and region trying to build identical structures from scratch.
The smarter policy is to build on existing strengths – and in
those cities and towns which already have particular advantages.

5.4.29 Another mechanism that might avert the anonymity of the
internet and helps to create face-to-face contact not only between
business and consumers, but also between businesses, is the
trade fair. The usefulness of trade fairs was raised in a number of
the consultative conversations we had in the preparation of this
report, notably by the games, design, fashion design and art and
crafts industries.

5.5 Public institutions and investment

5.5.1 The UK has a long tradition of public support for artistic content
creation in the core as defined in chapter 4. The case for public
investment, along with the establishment and support of
institutions that promote creative content creation, needs
to be understood more fully.

5.5.2 It is worth briefly rehearsing the arguments that are usually
given to justify public investment. The case over the page
summarises Van Der Ploeg’s exhaustive list of rationales,
though their relevance will of course vary from sector to sector:299
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The arts – the case for public investment

– Everybody benefits from cultural production, but individual
creators cannot charge everyone for their efforts: nobody
can be excluded from enjoying culture; nor does the
consumption by one person reduce the consumption of
others (eg the beauty of a town centre or building). Insofar
as culture has public good characteristics, the suppliers
are incompletely compensated for their efforts, which
in economic terms, leads to sub-optimal levels of supply.
Consumers derive a benefit for which they do not pay
and for which the content producer does not factor into
his estimates.

– It educates tastes and stimulates demand – the so-called
merit good argument. There should be public investment
in culture so that children can develop a taste for cultural
goods from an early age; schools and public broadcasters
should play a full role in stimulating and cultivating the
tastes required for a vibrant cultural life.300

– It creates options for access to culture that would not
otherwise exist: people may value the option of visiting
an artistic production even though they may never attend.
Similarly, people may not especially value the arts but may
derive satisfaction from its preservation – a bequest for the
enjoyment of future generations and a contribution to the
stock of social capital.

– Profit-seeking content creators in markets will necessarily
back safer options – public investment in this conception
is a form of venture capital to support risky yet valuable
cultural activities.

– Without public investment there will be a London bias:
London is the richest market in the UK and one which
naturally has the largest self-supporting cultural sector.
Although one of the most consistent criticisms of the locus
of public funding is that the London bias is very marked,
without public investment it would be even more so. There
is a case for bringing ‘high’ culture to the people in more
diverse locales in parks, libraries, shopping centres etc.

Chapter 5
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– Artforms, particularly performing arts, are labour-intensive
and have limited capacity to raise productivity by substituting
labour for capital. Because producers need to maintain
wage increases in line with the rest of the economy, lower
productivity growth means that they are subject to rising
unit labour costs (otherwise known as Baumol’s cost disease).
The ‘cost disease’ leads to increasing price inflation and,
assuming elastic demand, an ever decreasing share of
spending on artistic products. There are several offsetting
factors, including the tendency for households as they
become richer to spend proportionately more of their
disposable income on creative outputs, and the potential for
process innovations in even ostensibly traditional artforms.

5.5.3 For all these reasons, there is a strong case for public investment
in the core, although any intervention must rest on a careful
assessment of the costs and benefits. It must also encourage
those that benefit from support to interact with their publics,
not least to minimise the risk that activities will be supported for
which there is little genuine appetite beyond the ambitions of the
creators. Moreover, it is important that the terms on which it is
available ‘crowds in’ creativity rather than crowds it out. Public
institutions and investment will only be successful and justifiable
in the long run to the extent they genuinely create wanted and
creative activity that would not exist without them.

Public investment for creativity and innovation

5.5.4 A mixed economy model, spanning the public, private and third
sectors funds the arts and cultural activity in the UK. If the BBC,
also funded publicly via the licence fee is included, the return in
terms of the availability, access and scale of both established and
innovatory content creation is formidable.

5.5.5 Making quantitative cross-country comparisons in the area of
public support for the arts and culture involves making heroic
assumptions. But studies suggest that the UK’s direct support
is lower than in many of its European peers (though significant
increases in Arts Council England’s budgets in recent years may
have helped to partly bridge any gap).301 This means that it is
especially important to ensure that the money is spent well, and
averts the dangers of institutional ossification and privileging
elite artforms at the expense of more popular forms. It is vital that
transmission mechanisms from the core to the creative industries
are strong and creatively is ‘crowded in’.
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Crowding in versus crowding out creativity

5.5.6 The conventional wisdom is that public funding is more
supportive of experimentation in the arts, and a dependence on
private donors can make a cultural institution more timid in
what it chooses to perform in order to maintain conditional donor
support – even if private donors come forward, which in the UK
they do not on the same proportional scale as in the US.302

5.5.7 However, the problem is that public funding can be harmful for
artistic creativity if its proper demand for efficiency, audit trails
and accountability mechanisms is administered overzealously.

5.5.8 Without due care, public funding has an inbuilt tendency to
crowd out what the Swiss economist of culture Bruno Frey calls
‘intrinsic motivation’ as a driver of personal creativity. Intrinsic
motivation is the font of creative art; it is the artist being true to
his or her artistic conception rather the extrinsic motivations of
financial reward and public acknowledgement. The risk with any
kind of patronage, he argues, is that creativity is necessarily about
experimentation, trial and error and pursuing false trails.303

5.5.9 This undirected effort, continues Frey, is essential to the
creative process. However, as soon as an artist wins patronage
from either the private or public sector, the opportunity cost
of experimentation rises; the task is to produce for the patron.
Thus the well-known phenomenon that young artists who do
not fetch high prices for their art works have lower opportunity
costs, and can therefore afford to spend more time with
undirected and potentially more creative activities.

5.5.10 This is not an argument against patronage and public investment
support. However, Frey reminds us that it does mean that great
care has to be taken with the terms on which investment
is made available, especially from the public sector.

5.5.11 Some have commented that this risk is being run in the UK.
Cultural commentator John Knell, echoing Frey, argues that
funds are not being dispensed in ways that foster artistic and
organisational innovation or maximise public appreciation
and participation.304 It is generally recognised that funding
decisions can serve to reinforce a conservative bias and create a
funding system that is stronger on continuity than innovation,
invariably leading to weak support for innovative artistic and
organisational practice. To counter this, flows of contributed
income should be used to “stimulate the provision of risk-bearing
capital for risky, valuable cultural activities”.305
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The UK’s response

5.5.12 Concern about the issues noted has been reflected by a range
of UK arts and cultural funding organisations. There is an
increasing discomfort with the dominant charity model used
by arts organisations that many feel has ‘institutionalised’
the sector (undercapitalisation, risk aversion and reliance on
institutionalised funding). And there is a recognition that a
‘not for profit’ mentality can serve to marginalise commercial
partners and undermine the incentives for strategic thinking.
The sector should be able to choose from a wide variety of models.

5.5.13 It is not of course a question of either grants or market-based
solutions, but an array of models in between. This is even more
the case in the increasingly commercial mixed economy that
is emerging from the interplay of creative industries and the
creative core.

5.5.14 Arts Council England has recognised these new challenges and
its most recent arts policies stress the importance of being open to
emerging trends in arts practice. There is explicit support for artists
who want to explore interdisciplinary themes in their work.306

“Many interdisciplinary artists and arts organisations
position their work within the wider context of the creative
industries. Increasingly they are working with other
disciplines, moving easily between the subsidised and
commercial sectors. These artists and production agencies
are often the pioneers whose creativity creates investment
and jobs for others.

At the same time, there is an increasing desire among
many artists and cultural practitioners to engage with
contemporary issues that lie beyond the traditional borders
of the arts. Placing themselves in other disciplines such
as science, ecology, anthropology, health, industry or
philosophy, these artists are seeking to address some
of the most pressing issues of our time – climate change,
for example.”

Arts Council England307

5.5.15 In addition, the organisation has, for example, in recent years
increasingly shifted its funding of regularly funded organisations
to smaller locally-based organisations, which often have innovative
agendas (the proportion spent on national companies has fallen
from 41 per cent to 30 per cent in the 10 years to 2006).308

5.5.16 However, commentators such as Knell, argue that arts and
cultural funding in general is still too sticky with “too much over
directed to structure and permanence – institutions and buildings
rather than people”.309
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5.5.17 It is true that around 40 per cent of the Arts Council’s regularly
funded portfolio receives the greater majority of regular funding,
including ancillary support such as capital and stabilisation
funding. And a significant amount of funding is granted to
those organisations that received those funds more than a decade
ago. But in that time, 310 organisations have left the portfolio
while 472 have joined, so a blanket charge that the funding
environment is sclerotic and fixed does not present anything
like the whole picture.310

5.5.18 However, if the pattern of arts funding is to maintain legitimacy,
even greater effort will need to be made by recipients – and
demanded by public funders – to show that they are both creative
and engaged in engaging their publics to the maximum extent
possible.311 It is likely that investment in the creative core has
high paybacks in terms of increasing the depth of culture,
quality of life, accelerating growth in the creative industries
and the pace of innovation and creativity in the wider economy.
However, building this case will require strategic use of existing
investment, and developing much more sophisticated techniques
for evaluating the benefits.

5.5.19 Greater exploration may also be required, not just of the nature
of the spillover effects between cultural and creative public
investment and the creative economy set out previously, but also
how the transmission mechanisms for such effects might be
strengthened without upsetting the balance between cultural
and economic objectives.

Towards public value as a possible solution

5.5.20 In its submission for Charter Renewal, the BBC proposed that
the aim of public service broadcasting should be to provide public
value to its citizen viewers, listeners and users of online services.
It proposed a public value test which would be applied to new
services to see whether they did deliver more public value than
comparable private providers. The Government responded by
obliging the newly established BBC Trust as part of the renewal
of the Charter to operate the test.

5.5.21 There is a renewed interest in the concept of public value, with
Arts Council England engaging in an inquiry of its own to see
how it promotes it. Public value cannot be reduced to simple
‘units’; rather, it is a process by which institutions engage in an
iterative, two-way dialogue with their publics. If publicly funded
arts organisations could develop the notion further, it would
provide one solution to the dilemmas outlined above.

5.5.22 Nor should it be confined to high art or national cultural
institutions. Publicly-provided rehearsal spaces for young local
musicians create public value as do institutions such as the Royal
Opera House – each in their own terms – and their value should
be recognised.
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Public space in music

Feargal Sharkey of the Live Music Forum notes the
importance of public space in the provision of rehearsals
studio for local musicians by local authorities and cites the
success of the Victoria Youth Centre in Wrexham, a free
rehearsal room for young musicians to interact and exchange
creative ideas. “We have a £5 billion music industry that starts
with unknown groups and artists performing in the back
room of pubs. Without them there would be no multibillion
pound industry.”

5.6 Business-building capacity

5.6.1 Despite the importance of entry of new firms in modern accounts
of economic growth,312 early-stage companies in all sectors of the
economy experience difficulties in raising capital. For example,
the UK’s private equity industry is second only to the US in size,
yet only 6 per cent goes to early-stage businesses (£382 million
out of the total £27 billion invested in 2005).313

5.6.2 Investing in early-stage ventures in all sectors is a risky business.
Business models may be unproven, management teams less
experienced and balance sheets small. Banks and equity investors
incur high fixed costs in appraising the risks.314 The ongoing costs
for equity investors are also higher if they are required to provide
non-financial support – such as mentoring or taking a seat on
the company’s board – to make their investments come good.

5.6.3 There is evidence that small firms in all sectors face greater
obstacles to obtaining finance.315 There is unfortunately little
direct evidence of financing constraints for the creative industries
specifically. However, a number of studies finds that industries with
large numbers of small firms tend to suffer particularly severely
in cyclical downturns.316 If only because of their large numbers of
small firms (see chapter 2), the creative industries may therefore
experience greater difficulties in accessing funds. Some
participants at the industry summits felt that this was the case,
though not all agreed.

5.6.4 But the creative industries are widely perceived to face additional
barriers to developing their businesses – discussed in chapter 4 –
which make access to finance particularly challenging.

5.6.5 The underlying problem is market uncertainty over what will
work – ‘nobody knows anything’: preferences for artistic
products are highly subjective, and market research and pre-
testing appear to have limited predictive power.317 The risks are
great. Artists cannot know with any degree of certainty whether
a creative output will be compelling to others, and production
becomes more of a gamble as a result.318
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Market uncertainty

5.6.6 The great uncertainties resulting from nobody knowing
anything are reflected in highly variable rates of return on
creative products.319 Investors charge a higher cost of finance
than in cases where returns are more predictable.

5.6.7 The possibility that entrepreneurs in many sectors can be motivated
by non-profit motives – in the case of the creative industries by ‘art
for art’s sake’ – further increases the risks that investors face.320

Given this, businesses may have a particular tendency to risk all
for a big win; limited liability means that the worst that can happen
is that the businesses lose all of their money. Investors respond
by charging a risk premium that is higher still.321

5.6.8 In this uncertain setting, even talented creative producers can
struggle to build up a consistent track record.322 The use of
collateral to reassure potential lenders may not be a practical
alternative to reputation if the wealth of many creative businesses
is tied up in intangible intellectual property assets. Such assets
are by their very nature difficult to value. Investors – lacking
these traditional instruments to distinguish between sound
investments and poor projects – charge a higher cost of finance
across the board as a result.323

5.6.9 In more traditional industries, businesses may reasonably
be expected to possess significantly superior information
than investors on the likely market impact of their products.
But enterprises with good ideas may nonetheless struggle to
distinguish themselves from ‘lemons’ and convince investors
of the commercial potential of their product.324 Interestingly, the
fact that pqdqf {  knows anything in many creative industries
avoids the additional financing difficulties that can arise in
situations where there are these information asymmetries.325

5.6.10 The high idiosyncratic risks faced by many creative businesses
should not rgt"ug be a barrier to finance. In principle, the depth
of financial markets gives investors plenty of opportunities to
diversify such risks – as with other sectors.326 Creative businesses
of even small scale should not find themselves starved of finance
if they are good investment propositions.

5.6.11 In the real world, however, investors in creative businesses
claim to find it more difficult to manage their risks.327 Bates
and Rivers (2007) give the example of the independent film
production company, where nobody knows the value of the films
in advance of their release.328 Investors seek an investment fund
large enough to manage a diverse portfolio of film investments,
but there is a shortage of investment managers with the requisite
mix of creative expertise and commercial flair. As a result, other
things being equal, production companies with bigger production
slates are more attractive to investors.
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5.6.13 The unusually high uncertainties faced by many creative
businesses help to explain why some investors appear unwilling
to consider creative industries as an investment asset class. Even
sophisticated specialist financial intermediaries with high levels
of expertise in the creative sectors can struggle to raise capital
from certain financial investors.

5.6.14 There may be some merit in creative businesses seeking to
educate investors on growth patterns in the industries that
do not follow the more predictable patterns that exist in other
industries. However, it is not clear that there are any market
failures that would justify specific public support.

Weaknesses in business skills

5.6.15 Aside from the difficulties of attracting investors when business
models are relatively unfamiliar and the risks are high, creative
businesses face other important structural barriers to finance.
These barriers leave funds that might otherwise be forthcoming
even further out of reach for many creative businesses.

5.6.16 Put simply, many SMEs “lack the skills needed to develop a
business proposal to a stage where it is ready to attract external
investors”.329 Investors do not of course expect all creative
entrepreneurs to become financial experts, but they do need to be
convinced that they will take responsible commercial decisions.

5.6.17 An alarmingly high proportion of creative businesses, for
example, make no use of robust business planning methods,330

and lack awareness of market knowledge/specialist support
and relevant finance opportunities.331, 332

5.6.18 A key issue identified by the Access to finance/Business Support
Working Group is the need for greater strategic commercial
awareness and the capacity of creative businesses to make
effective use of funding and business support.

5.6.19 There is evidence, for example, that business strategy training
is taken insufficiently seriously by many creative businesses.
Surveys suggest that around one-half of firms (49 per cent)
provide no such training at all to their senior managers. An even
greater proportion of small companies fall into this category (57
per cent among those with one employee). Only 34 per cent of
creative businesses report that their senior managers have had
at least some management training; the proportion of small firms
is again lower.333

5.6.20 Clayton and Mason (2006) note the existence of ‘lifestyle’ SMEs
in many creative industries with annual turnover ‘stuck’ in the
£300,000 – £400,000 range that could realise higher growth with
tailored support.334 For such firms, private equity finance makes
a great deal of sense: cash flow is unlikely to be high enough to
service or repay debt; and investors need a share in the firm’s
profits to compensate them for the high risks.
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The role of informal equity

5.6.21 The OECD notes the value of ‘business angels’ (informal equity)
as a vital source of private equity for innovative SMEs in the UK.
These wealthy individuals make substantial investments into
smaller businesses and may also provide businesses with
non-financial business support.335

5.6.22 It is estimated that there are already 3,885 business angels
operating in networks across the UK, leveraging their investments
and acting increasingly like venture capital funds.336

5.6.23 Business angels bring valuable hands-on experience to
businesses, often through mentoring and formal management
roles. But the high risks in many creative industries deter
many angels from looking at creative businesses as investable
propositions. Even angels with industry-specific expertise
can be highly risk-averse.

5.6.24 This helps explain why most business angel investments –
whatever sector they invest in – tend to be irregular and
largely reactive. As a result, NESTA recommends greater
networking initiatives for angels and businesses to attract
ongoing matchmaking, sectoral intelligence and deal
brokerage – in creative and non-creative industries alike.337

5.7 Intellectual property

5.7.1 Copyright, as was argued in chapter 4, helps create the
framework for the creative industries’ business model. Protection
for acts of origination of expressive value is one of the building
blocks on which many creative business build their expectations
of future income streams. It is becoming more important.

5.7.2 Investment in intangible assets has risen strongly over the
last 20 years (see chapter 3). It is estimated that 70 per cent
of a typical company’s value now lies in its intangible assets,
up from around 40 per cent in the early 1980s. Much of
this investment in the creative industries is safeguarded
by copyright.338

5.7.3 The Gowers Review acknowledged the increasing importance
of copyright in securing the UK’s prosperity and as a wealth
creation mechanism, providing incentives needed for the
creation and publication of knowledge. But with its remit to
review the IP regime as a whole, it did not single out the creative
industries as the principal users of copyright, nor develop an
accompanying analytic framework for its economic importance
to the creative industries.
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Copyright in economic theory

5.7.4 The theory that creators have a natural right to the fruits of their
labours is an ancient one, and was formally recognised in the UK
as early as 1710 with the Statute of Anne. There is an economic
case which assumes that creators will only have an incentive
to invest in innovation if they receive an appropriate return. In
the absence of protection, others will free-ride on the efforts of
the innovator, and investment will therefore be lower than the
socially optimal level.

5.7.5 Copyright is conceptually different from patent, whose role is
both to protect the property rights of the inventor while allowing
the dissemination of knowledge. Copyright protects originators
of ideas and expressive value in part because of the very ease
of dissemination. The concern however, is that copyright
increases the cost of knowledge inputs for those who invest in
producing new knowledge; prices innovators out of the market,
and paradoxically lowers the number of works created.339 This
is the proposition of those who urge moving towards a creative
‘commons’ with fewer protections for copyright.340

5.7.6 There is good evidence for both points of view with much
depending, as Harvard University’s Professor fisher341

argues, on the precise circumstances of particular industries.
His investigation of the biotech, pharmaceuticals, aviation and
software industries illuminates theoretically the conditions
in which IP protection hinders innovation – and when it
does not.342 Similar conditions exist with copyright.343 fisher
believes that IP protection is most conducive to innovation
where the following features characterise an industry:
a) research and development costs are high;
b) there are high levels of uncertainty as to which lines

of enquiry will bear fruit; and
c) competitors can ascertain and mimic the content of

technological advances cheaply and rapidly.

5.7.7 In contrast, IPR will impede innovation when the following
conditions exist:
a) alternative mechanisms such as secrecy, lead-time and

learning-curve advantages already provide creators
adequate protection;

b) innovation in the field tends to be highly cumulative;
c) non-monetary incentives are important sources of motivation;

and
d) there are benefits from adopting and using common

standards – so called network externalities.344
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“I am sure that what the Department for Culture, Media
and Sport is doing to prepare today’s youth for the 2012
Olympics is good and right and fair and necessary, but
it is worth remembering that there are children whose
fires are lit not by sport, but by art – by painting, dance,
theatre, literature, music, sculpture, poetry, opera, by
all that design, culture, media and art can offer. I was
lucky enough to have my fires lit by touring subsidised
theatre, opera and ballet when I was growing up. Lucky
enough to benefit from library events and travelling
exhibitions that reached even the deep dark countryside
I was raised in. I would like to think that today’s children
might get an even better chance than me to participate
in and be enthused and animated by art. If you stand
in a street anywhere in the world and want to see
something British it increasingly may not be cars, it
won’t be the cutlery or crockery in the restaurants, it
won’t be the machinery, the consumer electronics, the
hardware or the nuts and bolts: but it will be in the air
– the chances are strong that the music playing will be
British, that the books in the bookshops will be British,
that the software and the designs will be British – that
is how we are known now, as exporters of culture and
ideas. Britain no longer gives boilers and iron girders
to the world, we give colour and life and dynamism
through art, imagination and cultural innovation.”
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5.7.8 fisher’s analysis suggests that the creative industries would, on
balance, benefit from a tougher IP regime. Most creative activity
has highly uncertain returns, involves high upfront costs and
is easily imitable. It is an argument supported by intellectual
property rights theorist Professor Dennis Karjala. He thinks that
the underlying innovation process in the creative industries is of
a different character to that in the technical and scientific sector
because new knowledge builds less upon existing knowledge.345

5.7.9 This is one reason why copyright law distinguishes between
ideas which are not protected and expressive value which is. It
is a distinction on which Professors William Landes and Richard
Posner of the University of Chicago, two of the leading theorists
on the political economy of intellectual property in the US, build:346

“If an author of spy novels copies a portion of an Ian Fleming
novel about James Bond, he is an infringer. If, inspired by
Fleming, he decides to write a novel about a British secret
agent who is a dqp"xkxcpv, he is not an infringer….The
novelist creates the novel by combining stock characters and
situations (many of which go back to the earliest writings
that have survived from antiquity) with his particular choice
of words, incidents, and dramatis personae. He does not
create the stock characters and situations, or buy them.
Unlike the ideas for which patents can be obtained, they are
not new and the novelist acquires them at zero cost, either
from observation of the world around him or from works
long in the public.”

fit for purpose in the digital age?

5.7.10 British copyright law is built on the proposition that, following
the arguments above, it should offer strong protection to creators
of expressive value while trying to allow for the free spread of
important ideas. It offers protection for creators’ expressive value
but with some inbuilt flexibilities. For example, Sections 29 and
30 of the 1988 Copyright, Designs and Patents Act provides for
‘fair use’ exemptions – that copying is justifiable for research,
private study, criticism, review or for the purpose of reporting
current events.

5.7.11 The problem is that digitisation opens up possibilities for free
copying, file-sharing and downloading that are hard to police,
and is challenging business models reliant on copyright (see the
section on digitisation in chapter 2 for a discussion of alternative
strategies for protecting copyright). The Gowers Review and the
Competition and IP Working Group concluded that illicit file-
sharing, in other words piracy, was threatening many creative
industries. In particular:

…digitisation
opens up
possibilities
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– A ‘culture of file-sharing’ permeates the internet. The most
common legal offence among young people aged between 10
and 25 in the UK is internet piracy – up to 80 per cent of music
downloads are unpaid for. The British Phonographic Industry
(BPI) estimates that file-sharing cost the British music
industry £1.1 billion between 2003 and 2005. As technology
has advanced, so these losses have picked up markedly. Lost
sales increased from £278 million in 2003 to £414 million
in 2005 (on total retail sales of £1.87 billion).347

– Total losses to the film industry in 2005 are estimated
at £719 million on industry box office and video sales of
£3.5 billion; in 2006, almost a third of the population had
obtained or watched some form of pirated film material.348

– According to the Business Software Alliance, software
piracy in the UK is so widespread that a ten-point drop
in the phenomenon would contribute £11 billion to the
UK economy and generate over 30,000 jobs.349

5.7.12 Although these numbers are startling, some argue that the
direct economic relationship between P2P file-sharing and
the decline in creative industry revenues is less clear-cut.350

The well-documented decline in record sales from 2000–04
may have roughly coincided with the rise of P2P file-sharing
technology, but it was also shaped by a broader global economic
slowdown and competition from other forms of entertainment,
such as DVDs, video games and ringtones.351 As for the film
industry, although it is difficult to find direct evidence that
the presence of file-sharing is currently leading to a direct
and quantifiable reduction in revenues at present, we were
told by the industry that as technology improves the quality
of amateur copies will hugely improve.352

The case for more awareness of the implications of piracy

5.7.13 Consumer awareness of IP and the costs of IP piracy is low in
the UK. The Gowers Review cites MORI poll findings that people
were more aware of elements of IP that are physically observable
such as trademarks, rather than more abstract forms such as
copyright and patents. Gowers concludes that “copyright in the
UK presently suffers from a marked lack of public legitimacy”
and that IP crimes were seen by the public as ‘victimless’.353

5.7.14 The distinction is in part due to the process of P2P file-sharing
which replicates non-rivalrous files (downloading a copy of a
CD does not displace the original sharer’s copy) and which can
be reproduced and distributed at virtually zero marginal cost.
In contrast, physical piracy circulates scarce and rivalrous
commodities, which are constrained by the costs of recordable
media as well as geographic and regulatory intervention
(through border inspections and police raids).

5.7.15 The Competition and IP Working Group concluded that there
is a clear lack of knowledge and awareness from industry and
consumers on what legitimately can be done with creative
content. It argued that it is more difficult for consumers to
respect rights if they do not know what those rights are,
and it called for more education.
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5.7.16 However, education initiatives alone may not be enough. As we
observed in chapter 4 one of the reasons for buying creative
goods is because other people are buying them – so-called
socio-psychological network effects.354 Cultural tastes are
influenced by the wider social and cultural context. file-sharing
is as much a social act as a private, self-interested act. It is
only when consumers believe that there is a direct relationship
between fans and artists that they accept the nature of online
piracy.355 Commoditising music may undermine this connection.

The public interest

5.7.22 The ongoing prosperity of the creative industries requires that
the well-established principles of British copyright law work
in an era of digitisation. The Gowers Review reached similar
conclusions, while proposing more flexibility in the use of
digitised creative content, more ease to shift formats, greater
exceptions for private copying and the new privilege to infringe
copyright if the material is deemed transformative. The Review
also resisted the proposal to extend performers’ rights to 95
years, observing that it would do little to incentivise the creation
of music.

5.7.23 Gowers proposals for the better education of consumers and
more advice to business are fundamentally correct, but alone
may not be sufficient. The concern from the creative industries
is that unless Gowers’ proposals to police, enforce and charge
proper penalties for copyright infringement are taken seriously
and prosecuted with energy, especially at an international level,
digitisation will undermine unnecessarily the business model
upon which they depend.

5.8 A level playing field

5.8.1 Competition is central to the creative process. It differentiates
between good and bad ideas, selects and amplifies new
technologies and promotes productivity-enhancing designs.356

It provides businesses and individuals powerful incentives to strive
towards creative excellence. Market competition has particularly
strong effects on innovation and productivity growth in industries
where competitors are already ‘neck and neck’.357

5.8.2 Competition is creative; but it is also destructive. All firms enjoy
benefits from past innovation, but, the most dynamic firms destroy
those benefits, the more they innovate and make their own products
obsolescent. However, the less innovative firm fares even worse.358

5.8.3 Competition can have drawbacks alongside the advantages.
Monopoly creates rents that can be spent on the trial and error
process of innovation.359 Excessive rivalry can also increase
uncertainty, which discourages long-term investments in
innovation.360, 361
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5.8.4 The UK is undoubtedly a highly open economy – it is exposed
to high levels of competition from overseas. International trade
– the value of exports and imports of goods and services –
expressed as a per cent of GDP is 54 per cent, higher than in the
US (24 per cent), France (50 per cent) and Italy (49 per cent), but
lower than the 67 per cent in Germany. The UK is also the world’s
second largest exporter of services and eighth largest exporter of
goods. It has the highest ratio of inward and outward investment
to GDP of any leading economy – in part reflecting its very low
barriers to foreign direct investment (FDI). More generally, the
UK has one of the least restrictive regulatory environments
in the developed world, and some of the lowest business start-
up costs.362

5.8.5 Bartelsman gv"cn (2005) report that another indicator of
competition, the churn of firms – the rate of exit and entry –
is higher in the British manufacturing sector than in many
other industrialised countries.363 In general, rates of churn are
higher in services than in manufacturing in all countries.364

5.8.6 Chapter 2 illustrated the fragmented nature of the creative
core in many of the creative industries – with generally
low concentration ratios and large numbers of small firms.
Chapter 2 also noted how in several sectors charged with
processing and distributing creative content, there are large,
vertically-integrated firms.

5.8.7 One question for policy is whether these industrial structures
are detrimental to the competitive environment. Answering this
question is particularly challenging in the case of the creative
industries – as chapter 2 noted, the data that we have describes
industrial structures and not market structures, such as barriers
to entry, so inference cannot be drawn from these data alone on
the degree of product market competition.

5.8.8 Three potential explanations for the industrial structures we
observe are on offer. The first explanation centres on the fact that
costs of production may be so high that only large firms can bear
them. These are costs that cannot be reduced even if output is
lowered or falls. With high fixed costs of this character, the more
that is produced, the lower the average costs of production.

5.8.9 Plainly in industries characterised by these kinds of costs,
efficiency dictates that an industry will converge around a
few dominant large scale firms.365 There is of course nothing
inherently anti-competitive in concentrated industries. For
example, fully competitive pricing can be observed – even in
industries with just one firm serving the market – so long
as barriers to entry and exit are sufficiently low (in other
words the market is contestable).366
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5.8.10 A second explanation points to entry barriers and endogenous
sunk costs – costs which (unlike fixed costs) are lost for ever
and cannot be recovered.367 The starting point is that in some
industries businesses can earn high returns from spending
on sunk costs, such as Research & Development outlays (which
can lead to increases in product quality) and advertising
(which increases quality as perceived by the market).

5.8.11 Market growth makes room for new entrants – as in other
industries – but it also stimulates existing firms to increase
their sunk costs. firms consciously escalate their outlays,
improving the (actual or perceived) quality of their products
to steal business from rivals. This is the effect we noted in
chapter 4 – historically of the US movie industry and today
of the UK video games industry.

5.8.12 This tendency towards escalation of sunk costs is especially
strong in creative industries such as the film, television and
video games industries where budgets are seen as indicators
of product quality (see the discussion of quality inflation in
chapter 4). In particular, in markets where ‘nobody knows
anything’ advertising provides signals to consumers on what
they can expect.368 In the film industry, signalling takes the
form of budget-busting sequels, which – like brand names –
are perceived to be of higher quality.

5.8.13 A third explanation stresses the differentiation between
products that firms introduce to try to earn above average
profits.369 Here it is the structure of consumer spending
rather than costs that opens up the opportunity for businesses.
If consumers want a lot of variety, or alternatively pigeonhole
products in segments, then companies can either compete
on small product differences (appealing to variety) or build
a reputation in a particular segment.

Implications for the creative industries

5.8.14 Product differentiation is most obviously relevant to the
understanding of fragmented structures in the creative core.
Consumers demand an infinite variety of creative offerings,
and artists supply an infinite variety of possibilities,
as discussed in chapter 4.

5.8.15 This helps to explain the abundance of small, specialized firms
catering for niche tastes that we observe in many creative content
industries. However, alongside numerous small firms a number
of the 13 individual industries also have a handful of vertically-
integrated large organisations, sometimes multinationals,
which intermediate between creative producers and consumers.
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“Electronic Arts is responsible for a quarter of the top 20
video games. More than 80 per cent of music sales in Europe
are controlled by the four major labels. The eight largest
book retailers have just under two-thirds of the UK’s overall
book market. Six film distributors account for 87 per cent of
the UK’s box office share.” 370

5.8.16 Whether there is any role for competition policy depends
critically on how this f g"hcevq ‘gatekeeper’ role is interpreted.
Any interpretation has to be careful; as we have argued earlier,
there may be an important economic logic to the emergence of
‘gatekeepers’ and their role, despite criticism, may be eminently
justifiable. However, there were a number of concerns voiced by
some content producers during the industry summits. In some
sectors, a relatively small number of distributors in effect can
decide which creative products are offered to the public. Inventory
control costs and economies of scale in marketing may lead these
distributors to adopt mass production strategies, which involve
low levels of product variety offered to the public.371

5.8.17 Consumers – not knowing what they are missing (see chapter 3)
– oblige by herding around these products. This tendency is
supported by the fact that the quality of creative products – as
perceived by individuals – depends on what other people do and
think.372 Such strategies are not new373 – they were for example,
evident in the English publishing industry as early as the late
19th century.374

5.8.18 The implication of these particular studies is that there are
structural reasons why cultural industries may be associated
with low levels of variety in the range of offerings. There is a
tendency for outputs to be formulaic and standardised, which
restricts the options available to consumers.375,376

5.8.19 Cinema admissions are a case in point. Data from the UK film
Council suggests that just three films (Ocvej "Rqkpv, Ogo qktu"qh"c
I gkuj c  and Dcuke"Kpuvkpev"4) secured over 25 per cent of audience
share in London between January and August 2006, while
foreign language films – accounting for over two-fifths
of all releases – shared just 3.2 per cent of the UK box office.377

This finding is echoed for the music industry in a study by Allain
and Waelbroeck (2006).378 They show that retail concentration,
through the emergence of large supermarket chains and their
increasing share in total music sales to consumers, can work to
reduce music variety.

5.8.20 Two other economists, Weiss and Wittkopp (2005),379 highlight
the negative relationship between the presence of large retailers
and the introduction of new products. Product standardisation
is also evident in the online distribution of consumer goods
where – despite the proliferation of niche products in the
‘long tail’ 380 – a small number of products still hold sway in
the market.381

In some sectors,
a relatively
small number
of distributors
decide which
creative products
are offered to
the public.

...there are
structural
reasons why
cultural
industries may
be associated
with low levels
of variety in
the range of
offerings.
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Chapter 5
Drivers of the
creative industries

5.8.21 In their cross-country study of cultural diversity in the film
industry, Moreau and Peltier (2004) report a strong positive
correlation between the share of domestic films in distribution
and their share of receipts.382 Given the great difficulties in
predicting market demand when ‘nobody knows anything’,
they interpret this as the supply of diversity leading the
demand for diversity, rather than the other way around. This
is interesting, because it opens up the possibility that product
diversity levels chosen by the distributors may not correspond
to what consumers would ideally want.

5.8.22 Another potential concern for some content producers is that,
in many creative industries, the larger vertically-integrated
businesses may use their position as suppliers of distribution
services to negotiate what are claimed to be ‘excessive’ levels of
value added from producers or to squeeze margins. Bates and
Rivers (2007) analyse this effect in a number of creative sectors.383

5.8.23 These terms may be negotiated on an arms-length contractual
basis between the gatekeepers and production companies,
or else internalised through looser – sometimes formal –
repeat relationships.384

5.8.24 The video games industry is another example, with global
publishers (including console manufacturers) playing a
key role in determining the distribution of profits. Publishers
secure control over intellectual property in return for the finance
required for games development.385 Smaller UK independent
production companies described themselves as caught in a
Ecvej "44 as a result. financial market imperfections – see the
discussion of business building capacity – mean that these
businesses cannot scale up until they earn higher returns;
but they cannot earn higher returns until they have the scale
to negotiate more favourable terms with the publishers.

5.8.25 One question this analysis begs is why contract terms with the
distributor are not renegotiated when there is a competitive
threat from other distributors: despite there being large volumes
of creative product from which distributors can choose, there
is no shortage of anecdote that ‘good quality is hard to find’ in
the creative industries. Further analysis of market structures in
these content sectors may be warranted to judge whether they
are or are not supportive of conditions needed for competition.386

5.8.26 Such an analysis also needs to reflect technological developments,
such as the impact that new distribution channels may have on
production companies’ distribution options.

…larger
vertically-
integrated
businesses
may… negotiate
what are
claimed to
be ‘excessive’
levels of value
added from
producers…
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5.2.27 Arguably the high fixed costs of production alone may account
for why there are a relatively small number of large businesses
in distribution in these content sectors. Consumers may simply
be ‘voting with their wallets’ when purchasing mass-produced
creative products. The market dominance of these large
distributors simply reflects the efficiency of these organisations
in providing the public goods and services, and at the prices,
they want.387 In this case there may be no obvious role for policy,
but it assumes that consumers are not missing anything that
they have not been offered.

5.8.28 Given the high stakes there is a good argument for more
market analysis of creative industrial structures. It is likely
that the policy implications will rest on a case-by-case analysis.
Certainly the competition authorities in the UK go to great
lengths to capture industry-specificities in their assessment of
market practices. A common theme from the industry summits
for sectors such as film, music, publishing and video games is
that content producers are in the ‘Catch 22’. Smaller production
companies in these sectors cannot scale up without retaining
higher earnings; but to earn higher earnings they need more
scale to negotiate more favourable terms with the distributors.
We think this warrants further attention.

...there is a good
argument for
more market
analysis
of creative
industrial
structures.



170 Staying ahead: the economic performance of the UK’s creative industries

Notes Chapter 5

210 ‘Demanding Innovation: Lead markets, public procurement and
innovation’, L Georghiou, NESTA Provocation 2, February 2007.

211 ‘The making of cultural policy: A European perspective’,
F Van Der Ploeg, Chapter 34 in ‘Handbook of the Economics
of Art and Culture’, V Ginsburgh and D Throsby (eds.),
North-Holland, Amsterdam, 2006.

212 Ibid n.188, p.1197.
213 ‘Everything Bad is Good for You’ op cit.
214 ‘Public Benefits and the Arts and Humanities’, R Dworkin,

Columbia Journal of Art and the Law, Vol. 9, 1984.
215 ‘Why a Liberal State Should Fund the Arts: A Normative

Justification’, O Lev, Tel Aviv University Working Paper,
2006. See also ‘Love’s Knowledge – Essays on Philosophy and
Literature’, M Nussbaum, Oxford University Press, 1990.

216 ‘Hope for the Future? Early Exposure to the Arts and Adult Visits
to Art Museums’, C Gray, Journal of Cultural Economics, Volume
22, Numbers 2-3, June 1998.

217 ONS ‘Social Trends 37’, 2007, accessed at www.statistics.gov.uk/
downloads/theme_social/Social_Trends37/Social_Trends_37.pdf

218 Van der Ploeg, op cit., p.1183.
219 ‘In Art we trust’, F Van Der Ploeg, De Economist, Volume 150,

Number 4, 2002.
220 ‘Pricing as the Key to Attracting Students of the Performing

Arts’, B Kolb, Journal of Cultural Economics, Volume 21, No.2,
June 1997.

221 ‘Informing Change: Taking Part in the arts – survey findings
from the first 12 months’, Arts Council England, 2007.

222 Ofcom, op cit, 2006.
223 ‘Creativity, Design and Business Performance’, op cit.
224 Georghiou op cit. As the Office of Government Commerce has

itself conceded: public procurement has a “tendency to opt for
low-risk solutions, low-margin players and mature technology,”
and “innovation is not routinely welcomed or rewarded.”
‘Capturing Innovation: Nurturing Suppliers’ Ideas in the Public
Sector’ p.5, Office for Government Commerce, 2004. See also
‘Driving Innovation through Public Procurement’, NESTA Policy
Briefing, February 2007.

225 ‘Innovation in Services: Issues at Stake and Trends’, p.8, J
Howells and B Tether, Programme (ENTR-C/2001), Commission
of the European Communities, Brussels, 2001.

226 ‘Transforming Government Procurement’, HM Treasury, 2007.
227 ‘Information Technology, Workplace Organization, and the

Demand for Skilled Labor: firm-Level Evidence’, T Bresnahan,
E Brynjolfsson and L Hitt, Quarterly Journal of Economics,
Volume 117(1), 2002.

228 ‘It ain’t what you do it’s the way that you do I.T. – testing
explanations of productivity growth using U.S. transplants’,
N Bloom, S Raffaella and JV Reenen, Centre for Economic
Performance, LSE, mimeo, 2005.

229 ‘Management Practices Across firms and Nations’, N Bloom,
S Dorgan, J Dowdy, T Rippin and J Van Reenen, Centre for
Economic Performance, LSE, mimeo, 2005.



171Staying ahead: the economic performance of the UK’s creative industries

230 The European Innobarometer Survey, 2001, accessed at http://
cordis.europa.eu/innovation-smes/src/innobarometer2001.htm

231 Leitch Review of Skills, accessed at www.hmtreasury.gov.uk/
media/523/43/leitch_finalreport051206.pdf

232 Leitch Review op cit. p.59 Box 3.1. See also ‘The Determinants
of Children Attainments: A Review of Methods and findings’,
R Haveman and B Wolfe, Journal of Economic Literature,
Vol. 35, 1995.

233 The management of innovation and technology: the shaping of
technology and institutions of the market economy, J Howells,
Sage Publishing, London, 2005.

234 ‘Artistic Labor Markets: Contingent Work, Excess Supply and
Occupational Risk Management’, P Menger, pp. 765-813 in
‘Handbook of the Economics of Art and Culture’ op cit.

235 ‘Productivity in the UK: The Evidence and the Government’s
approach’, HM Treasury, 2000, accessed at www.hm-treasury.gov.
uk/media/A72/61/81.pdf

236 ‘Science and innovation investment framework 2004-2014’, DTI,
2004, accessed at www.hm-treasury.gov.uk/spending_review/
spend_sr04/associated_documents/spending_sr04_science.cfm

237 Roberts Report on Nurturing Creativity in Young People, DCMS,
2006, accessed at www.idea.gov.uk/idk/aio/5720952. See also
the Gilbert Review on personalised learning -– ‘Teaching and
Learning in 2020 Review Group’, ‘2020 Vision – Report of the
Teaching and Learning in 2020 Review Group’, DFES, 2006,
and the Davies Review of enterprise in education – ‘A Review of
Enterprise and the Economy in Education’, DFES, 2004.

238 ‘Cracking the Performance Code’, The Work Foundation, 2005,
accessed at www.theworkfoundation.com/Assets/PDFs/Crack_
code.pdf

239 ‘Models of Man – Social and Rational’, H Simon, New York,
John Wiley and Sons. 1957; ‘How Computerized Work and
Globalization Shape Human Skill Demands’, op cit.

240 ‘Working Progress: How to Reconnect Young People and
Organisations’, DEMOS; see also president of Google China,
Li Kaifu’s open letter to the Chinese press bemoaning the same
problem: http://news.xinhuanet.com/overseas/2006-11/06/content_
5296504.htm

241 See also ‘Taxonomy of Educational objectives Handbook 1: the
Cognitive domain’ Bloom (1956) cited in NESTA’s policy briefing
‘Education for innovation’, April 2007: www.nesta.org.uk/assets/
pdf/Education_for_innovation_policy_briefing_NESTA.pdf

242 ‘Creative Apprenticeship’, W Hutton for Creative and Cultural
Skills, 2005, accessed at www.ccskills.org.uk/media/cms/
documents/pdf/280905CreativeApprenticehipfinal.pdf

243 Osman Eralp (Spectrum) at Ingenious Media seminar What
the creative industries need to do to attract sustainable
investment, 11 April 2007.

244 NESTA Creating Growth op cit.
245 Ibid.



172 Staying ahead: the economic performance of the UK’s creative industries

Notes 246 ‘Imagination and understanding: A report on the Arts and
Humanities in relation to Science and Technology’, Council for
Science and Technology, 2001, accessed at www2.cst.gov.uk/
cst/reports/files/imagination-and-understanding/imagination-
understanding.pdf

247 A tentative finding with potentially wide-ranging implications
is that women are more likely to engage in interdisciplinary
research than men: ‘Women in interdisciplinary science:
Exploring preferences and Consequences’, D Rhoten and
S Pfirman, Research Policy, Vol. 36(1), 2007.

248 ‘The Difference: How the Power of Diversity Creates Better
Groups, Team, Schools and Societies’, S Page, Princeton
University Press, 2007.

249 S Page op cit. p.105.
250 ‘Imagination and understanding: the arts and humanities in

relation to science and technology’, Council for Science and
Technology, 2001; ‘Facilitating Interdisciplinary Research’,
Committee on Facilitating Interdisciplinary Research, National
Academy of Sciences, National Academy of Engineering,
Institute of Medicine, 2004.

251 Scepticism and timidity to interdisciplinary scholarship in the
UK still exists. Crucible wryly gives the example of a research
fellowship in interdisciplinary research at Cambridge being
awarded to a researcher who straddled the boundaries of
Chemistry and Chemical Engineering.

252 ‘Are Two Heads Better than One? Monetary Policy by Committee’,
A Blinder and J Morgan, Journal of Money,
Credit and Banking, Vol. 37(5), 2005.

253 ‘The Value of Openness in Scientific Problem Solving’, K Lakhani,
LB Jeppesen, PA Lohse and JA Panetta, Harvard Business School,
accessed at www.hbs.edu/research/facpubs/workingpapers/
papers0607.html#07-050

254 ‘Think Play Do: Innovation, Technology and Organisation’,
M Dodgson, D Gann and A Salter, Oxford University Press, 2005.

255 Simonton suggests that because creativity depends on the ability
to generate blind variations (ie the likelihood of success does not
depend on the generation of any particular variation), the more
an individual can be encouraged to produce new variations and
combinations of ideas, the more likely he is to hit on success.
In this sense, quantity is tantamount to quality see D Simonton,
Psychological Inquiry, Vol. 10(4), 1999.

256 ‘Origin of Wealth: Evolution, Complexity, and the Radical
Remaking of Economics’, E Beinhocker, Harvard Business School
Press, 2006.

257 ‘Neither Chance nor Necessity: Evolutionary Models and
Economic History’, J Mokyr, Princeton University Press, 1998.

258 Title taken from ‘Myth Takes’, !!!, Warp Records, 2007.
259 ‘The Pursuit of Organisational Intelligence’, J March, Blackwell

Scientific Publishing, 1999.
260 ‘Strawberry fields Forever: John Lennon Remembered’, Gabarani

and Cullman with Graustak, cited in ‘Weird Ideas That Work:
11/12 Practices for Promoting, Managing, and Sustaining
Innovation’, R Sutton, Free Press, p.43, 2001.

261 ‘Why Societies Need Dissent’, C Sunstein, Harvard University
Press, 2003.



173Staying ahead: the economic performance of the UK’s creative industries

262 ‘Technology and Tolerance: The importance of diversity to high
tech growth’, R Florida and G Gates, Washington DC: Brookings
Institutions, Centre for Urban and Metropolitan Policy, 2001.

263 ‘The Gifts of Athena: Historical Origins of the Knowledge
Economy’, J Mokyr, Princeton: Princeton University Press, 2002;
‘The Market for Ideas and the Origins of Economic Growth
in Eighteenth Century Europe’ presented to a Conference on
‘Institutions and the Economy: Historical Perspectives’ sponsored
by the British Academy, June 2006.

264 ‘The Tipping Point: How Much is Broadcast Creativity at Risk?’,
The Work Foundation, 2005.

265 Not all disagreements are of a similar magnitude, however.
As Page observes, differences in toolboxes such as the heuristics
we use may be less intractable than differences in preferences;
and within our preferences, differences about means may be less
intractable than differences about ends and outcomes.

266 J Scott ‘Seeing like a State: How Certain Schemes to Improve the
Human Condition have Failed’ Yale University Press, 1998.

267 ‘Has pay for performance had its day?’, J Day, P Mang, A Richter
and J Roberts, McKinsey Quarterly, Issue 2 pp46-55, 2002.

268 As Lester and Piore argue, ambiguity is a sign of progress rather
than backwardness. They point to insights from linguistics: the
emergence of a new language, for instance, and its evolution
from pidgin to creole is characterised by a movement from
clarity to ambiguity – quite the opposite of the perspective adopted
by analytical problem-solving see ‘Innovation: The Missing
Dimension’, R Lester and M Piore, Harvard University Press, 2004.

269 ‘The Only Sustainable Edge: Why Business Strategy Depends on
Productive Friction and Dynamic Specialisation’, J Hagel and
J Seely-Brown, Harvard Business School Press, 2005.

270 ‘Making differences matter: A new paradigm for managing
diversity’, D Thomas and R Ely, Harvard Business Review,
74(5), 1996; ‘Demography and diversity in organisations: A
review of 40 years of research’, K Williams and C O’Reilly III, in
‘Research in organisational behaviour’, L Cummings and B Straw
(eds), Vol. 20 pp77 JAI Press, 1998; ‘The effects of diversity on
business performance: Report of the diversity research network’,
T Kochan, K Bezrukova, R Ely, S Jackson, A Joshi, K Jehn, L
Leonard, D Levine and D Thomas, Human Resource Management
Vol. 42 (1), 2003.

271 ‘Categorical Cognition: A Psychological Model of Categories and
Identification in Decision Making’, J Jackson and R Fryer Jr,
NBER Working Paper 9579, 2002.

272 ‘The Impact of Women’s Position in the Labour Market on Pay
and Implications for UK Productivity’, S Walby and W Olsen,
Report to the Women and Equality Unit, DTI, 2002.

273 ‘The Era of Open Innovation’, H Chesbrough, MIT Sloan
Management Review, Vol. 44 (3), 2003.

274 ‘Toward an innovation sourcing strategy’, J Linder, S Jarvenpaa
and T Davenport, MIT Sloan Management Review, Volume 44,
Issue 4 (Summer), pp.43–49, 2003.

275 ‘Networking and innovation: a systematic review of the evidence’,
L Pittaway, M Robertson, K Munir, D Denyer and A Neely,
International journal of management reviews, Volume 5-6,
Issue 3-4, p.137, 2004; ‘Networks of Innovators’, W Powel, and
S Grodal , in The Oxford Handbook of Innovation, J Fagerberg,
D Mowery, and R Nelson (eds), Oxford University Press, 2005.



174 Staying ahead: the economic performance of the UK’s creative industries

Notes 276 ‘Structural Holes: The Social Structure of Competition’, R Burt,
Cambridge, Harvard University Press, 1992; ‘Structural holes
and good ideas’ American Journal of Sociology Vol. 110, 2004.

277 ‘Technology Brokering and Innovation in Product Development’,
A Hargadon and R Sutton, Administrative Science Quarterly,
Vol. 42 (4) 1997.

278 ‘Managing Innovation: Integrating Technological, Market and
Organizational Change’, J Tidd, J Bessant and K Pavitt, John
Wiley and Sons Inc, 2005.

279 ‘Social Capital, Intellectual Capital, and the Organizational
Advantage’, J Nahapiet and S Ghoshal, Academy of Management
Review Volume 23(2),1998.

280 ‘The search-transfer problem: the role of weak ties in sharing
knowledge across organization subunits’, M Hansen,
Administrative Science Quarterly, Volume 44, 1999; ‘Social
Capital and Value Creation: The Role of Intrafirm Networks’,
W Tsai and S Ghoshal, Academy of Management Journal Volume
41(4) 1998; ‘Complementarity, Status Similarity and Social
Capital as Drivers of Alliance Formation’, S Chung, H Singh
and K Lee, Strategic Management Journal, Volume 21, 2000 ;
‘Learning by association? Interorganizational; networks and
adaptation to environmental change’, MS Kraatz, Academy of
Management Journal, Vol. 41, pp.621-643, 1998, ‘The social
structure and competition in interfirm networks: the paradox
of embeddedness’, B Uzzi, Administrative Science Quarterly,
Volume 42, pp.35-67, 1997.

281 ‘Social capital: prospects for a new concept’, PS Adler and
SW Kwon, Academy of Management review, Volume 27,
pp.17-40, 2002.

282 ‘Equality and Efficiency: The Big Trade-Off’, A M Okun,
Brookings Institution, Washington DC, 1975.

283 ‘Global-local linkages, Spillovers and Cultural Clusters:
Theoretical and Empirical insights from an exploratory study
of Toronto’s film Cluster’, J Vang and C Chaminafe, Circle
Electronic Working Paper. Paper no. 2007/03 accessed at
www.circle.lu.se/html/working_papers.aspx

284 ‘Absorptive Capacity: A new perspective on learning and
innovation’, W Cohen and D Levinthal, Administrative Science
Quarterly, Vol. 35(1) 1990.

285 ‘Creative Business Research Report’, ICM, prepared for NESTA,
March 2006.

286 ‘Industrial Policy for the Twenty-first Century’, D Rodrik, KSG
Faculty Research Working Paper 04-047, Harvard University,
September 2004.

287 ‘Beyond Principal-Agent Governance: Experimentalist
Organizations, Learning and Accountability’, C Sabel in E
Engelen & MS Dhian Ho (eds.), De Staat van de Democratie.
Democratie voorbij de Staat. WRR Verkenning, Amsterdam
University Press, pp. 173-195, 2004.

288 ‘Knowledge Transfer Partnerships’, Annual Report 2005/2006,
DTI, 2006.

289 See Alan Blackwell, CEP consultation. As he points out, the
ambITion project being developed by the Arts Council East and
North Western regions and the online tools for knowledge transfer
and cross-disciplinary expertise in the creative industries, being
carried out by the i10 consortium in the East of England, at best,
provide pilots for cautious, ongoing monitoring and evaluation.



175Staying ahead: the economic performance of the UK’s creative industries

290 ‘SME Engagement with Digital Communications Services’,
Ofcom, September 2006.

291 A Blackwell, and DA Good ‘Languages of innovation’. To appear
in Artistic Bedfellows: Collaborative History and Discourse,
H. Crawford and L. Fellman (eds.), University Press of America,
2006. See also ‘Why?: What Happens When People Give Reasons
and Why’, C Tilly, Princeton University Press, 2006.

292 Ibid p.1.
293 While large cities are more likely to contain a wide range of

industries and support cutting-edge innovation, there are
disadvantages that come with being bigger. Some larger cities
do not have a diverse industry base and may find themselves
less fleet-footed, unable to respond to shifts in competition. As
population sizes increase, so do the costs of congestion, land
and labour. By contrast, smaller cities may provide firms or
sectors with cost advantages. This is especially true where lower
costs are more significant than agglomeration externalities.
Different cities of different sizes discharge interlocking
functions and large cities are dependent on the general health
of the surrounding city-region. See: ‘Evidence on the Nature
and Sources of Agglomeration Economics’, S Rosenthal and W
Strange, in ‘Handbook of Urban And Regional Economics’, J
Henderson and J-F Thiss (eds) 2004; ‘Devolving decision making:
Meeting the regional economic challenge’. ‘The importance of
cities to regional growth’, HM Treasury, DTI and ODPM, 2006.

294 ‘The Global City’, S Sassen, Princeton University Press, Princeton,
NJ, 1991; ‘The Economic Geography of the Internet Age’,
E Leamer and M Storper, Journal of International Business
Studies, Vol. 32, 2001; ‘Digital effects in the spatial economy
of film’ op cit.; ‘The Changing Place of Cultural Production:
The Location of Social Networks in a Digital Media Industry’,
G Neff, The Annals of the American Academy of Political and
Social Science, 597 pp. 134-152, 2005. ‘A Flat World, a Level
Playing field, a Small World After All, or None of the Above?
A Review of Thomas L. Friedman’s The World is Flat’, E Leamer
Journal of Economic Literature Vol. XLV (1), March 2007.

295 Leamer and Storper op cit p.652.
296 ‘Networking off Madison Avenue’, A Arzaghi and J Henderson,

Brown University Working Paper 2006.
297 ‘Moral Minds: How Nature Designed Our Universal Sense of

Right and Wrong’, M Hauser, Harper Collins, 2006.
298 Neff op cit.
299 ‘In Art we Trust’, Frederick Van der Ploeg, De Economist,

Vol. 150(4), October 2002.
300 Externalities are closely related to cultural economist David

Throsby’s concept of ‘cultural capital’: the distinctive features
of cultural goods that contribute to the production of further
cultural goods and service for which there is no perfect
correlation in terms of economic value eg the symbolic meaning,
social function, historical importance, uniqueness of a work of
art see ‘Cultural Capital’, D Throsby in ‘A Handbook of Cultural
Economics’, R Towse (ed), Edward Elgar Publishing, 2003.



176 Staying ahead: the economic performance of the UK’s creative industries

301 ‘financing the Arts and Culture in the European Union’,
European Parliament, November 2006. See also ‘The production
and consumption of the arts: a view of cultural economics’,
D Throsby, Journal of Economic Literature Vol. 33 (1), 1994.
In addition, see ‘Data on Public Spending on the Arts Eleven
Countries’, Arts Council England, Research Report Number 13,
March 1998 and NESTA, Research Division Note 74, 2000.

302 DiMaggio and Stenberg find that autonomy from the market
(through government/foundation grants, corporate gifts, private
patronage) is an important influence on innovation in non-profit
theatres in the US, leading to less conformist programming than
theatres with high rates of earned income. See ‘Why do some
theatres innovate more than others? An empirical analysis’,
P DiMaggio and K Stenberg, Poetics, Volume 14, pp. 107–22,
1985; ‘Performing Arts: the Economic Dilemma’, WJ Baumol
and WG Bowen, New York: Twentieth Century Fund, 1966.

303 ‘State Support and Creativity in the Arts’, B Frey, 2000.
304 ‘The Art of Living’, J Knell, a provocation piece for Mission,

Models, Money; March 2007.
305 Van der Ploeg op cit. p.14.
306 ‘Arts Policies: Developing arts practice and engagement’,

Arts Council England, 2006.
307 ‘Interdisciplinary Arts Policy’, Arts Council England, 2006.
308 Though the empirical evidence on whether smaller organisations

are more innovative than large organisations is mixed. DiMaggio
and Stenberg (1985) find that larger organisations tend to be less
innovative in their programming.

309 J Knell op cit. p.38.
310 Ibid p.39.
311 ‘Cultural Value and the Crisis of Legitimacy’, J Holden, DEMOS,

March 2006, accessed at www.demos.co.uk/publications//
culturallegitimacy 2006.

312 See Cincera and Galgau for a good survey of the literature.
Merges shows how start-ups have been a major source of new
products and other innovations in the US software industry.
‘Impact of Market Entry and Exit on EU Productivity and Growth
Performance’, M Cincera and O Galgau, European Economy
Economic Papers No. 222, 2005; ‘Patents, Entry and Growth
in the Software Industry’, R Merges, UC Berkeley School of
Law, 2006.

313 ‘Making money at the early-stage: the challenge for venture
capital in the UK’, NESTA Policy Briefing, 2007.

314 ‘Bridging the finance Gap: a consultation on improving
access to growth capital for small businesses’, HM Treasury,
2003, accessed at www.hm-treasury.gov.uk/media/959/03/
adinvest359kb03.pdf

315 ‘Monetary Policy, Business Cycles, and the Behavior of Small
Manufacturing firms’, M Gertler and S Gilchrist, The Quarterly
Journal of Economics, Vol. 109, May 1994.

316 ‘The Industrial Impact of monetary Policy Shocks: Some Stylized
Facts’, J Ganley, JC Salmon, Bank of England Working Paper 68,
1997; ‘The monetary transmission mechanism: evidence from
the industries of five OECD countries’, L Dedola and F Lippi,
European Economic Review, Vol. 49 (6), 2005.

Notes



177Staying ahead: the economic performance of the UK’s creative industries

317 Goldman’s quip should not of course be taken literally; rather,
it captures the idea that the risks facing producers of creative
products are inherently greater than for many other production
activities. See ‘Adventures in the Screen Trade’ op cit.

318 See Creative Industries: Contracts between Art and Commerce,
R Caves, Oxford University Press, 2001. The application of
internet-based virtual stock markets such as www.hsx.com
is one approach that has been used by creative businesses to
predict future market reactions to their products. Investors
trade in virtual stocks depending on their view on future market
outcomes, eg the anticipated box-office take for a movie. The
consumer forecasts implicit in these virtual stock prices have
been shown to possess some predictive power for actual market
performance see ‘Internet-Based Virtual Stock Markets for
Business Forecasting’, M Spann and B Skiera, Management
Science, Vol. 49 (10), 2003.

319 Hollywood Economics: how extreme uncertainty shapes the film
industry, A De Vany, Routledge 2004.

320 ‘Comparative analysis of the UK’s creative industries’, Frontier
Economics, 2006, give the example of the UK’s crafts industries.

321 See ‘Theory of the firm: Managerial behaviour, agency costs
and ownership structure’, M Jensen and W Meckling, Journal
of financial Economics, Vol. 3 (4), 1976 and ‘Harsh Default
Penalties or Warrants: The Impact of Limited Liability Rules’,
MA Robe, Working Paper 01-12 01, Kogol School of Business at
American University, 2002, for a more recent treatment.

322 The disruptive effect on existing business models from changes
in technology makes it even more difficult to use past commercial
success as an indicator of future prospects. See ‘The Broadway
Musical: Collaboration in Commerce and Art’, B Rosenberg,
Bernard and E Harberg, New York: New York University
Press, 1993.

323 See Lev for a discussion of empirical evidence on the cost of
capital in cases where intangible assets are important ‘Corporate
Earnings: Fact and fiction’, B Lev, The Journal of Economic
Perspectives, Vol. 17(2), Spring, 2003.

324 ‘Incentive Effects of Terminations: Applications to the Credit
and Labor Markets’, J Stiglitz and A Weiss, American Economic
Review Vol. 73(5), 1983.

325 Caves, op cit.
326 Though systematic – or market-wide – risks cannot of course

be diversified.
327 Interviewees in technology-based companies point to the lack

of a public market for technology stocks in the UK as a risk-
mitigating exit strategy. Although becoming more liquid – with
over 2,500 companies listed since its launch in 1995 – the
Alternative Investment Market (AIM) in the UK does not play
the same role as the US NASDAQ. The main exit strategy for
investors in the UK remains for firms to be acquired, often by
overseas-owned firms motivated to relocate their operations to
the UK.

328 ‘Knowledgeable capital: Barriers to investment in the Creative
Industries’, J Bates and O Rivers, Centre for Creative Business,
London Business School, April 2007.

329 ‘Bridging the financing Gap – Next Steps in Improving Access
to Growth Capital for Small Businesses’, HM Treasury p.6,
October 2003.



178 Staying ahead: the economic performance of the UK’s creative industries

330 31 per cent of software companies and 46 per cent of TV and
radio businesses have established specific financial goals for the
future: NESTA ‘Creative Businesses Research Report’, ICM report
prepared for NESTA, 2006. Clayton and Mason (2006) report that
only 35 per cent of creative SMEs in their sample used formal
business planning techniques.

331 As for other firms, the Business Support Simplification
Programme should result in more streamlined and user-friendly
support services for creative businesses.

332 The Small firms Loan Guarantee scheme supports firms –
including creative businesses – who have viable business
plans but who do not have the assets to offer as security to
lenders. It guarantees the lender 75% of the loan amount –
up to £250,000 for a maximum term of 10 years – for which
the borrower pays a 2 per cent premium. The scheme excludes
a number of groups including self-employed artists, authors,
composers, playwrights, musicians, actors and theatrical
companies.

333 NESTA op cit. There are differences between sectors, with only
19 per cent of owners/managers in the music industry having
had any professional mentoring or coaching in business skills;
see ‘SME Music Business: business growth and access to finance’,
Burns Owen Partnership 2006, accessed at www.culture.gov.
uk/NR/rdonlyres/76D31D34-6F7D-4A8B-8C27-01B898D829D2/0/
MusicBusinessSurvey.pdf.

334 ‘The financing of UK creative industries SMEs’, Burns Owen
Partnership Limited and Pembridge Partners, Report for
the Access to finance/Business Support Working Group of
the Creative Economy Programme, July 2006.

335 ‘Promoting Entrepreneurship and Innovative SMEs
in a Global Economy: Towards A More Responsible And
Inclusive Globalisation’, OECD, www.oecd.org/dataoecd/5/24/
31919590.pdf, June 2004.

336 ‘Making money at the early-stage: the challenge for venture
capital in the UK’ op cit.

337 Ibid.
338 Gowers Review op cit.
339 ‘The Wealth of Networks: How Social Production Transforms

Markets and Freedom’ op cit.
340 Professor Lawrence Lessig, for example, champions the notion

that the communication and information possibilities of the
internet can best be developed to the extent that copyright
protection is minimal. See ‘Free Culture: The Nature and Future
of Creativity’, L Lessig, Penguin Books, 2004.

341 fisher essentially looks at incentive-based arguments for IP.
Natural rights and personality-based arguments are another
subset of justification that should not be ignored. ‘Lockean
Argumonti for Provale Intellectual Property’ S Shiffrin in
S Munzer ed. ‘Legal and Political Theory of Property’ Dartmouth
University 2001. ‘The Philosophy of Intellectual Property’
J Hughes, 77 Georgetown LJ, 1988.

342 ‘Intellectual Property and Innovation: Theoretical, Empirical,
And Historical Perspectives’, W fisher in ‘Industrial Property,
Innovation, and the Knowledge-Based Economy’, Beleidsstudies
Technologie Economie, Ashgate 2002.

343 Ibid.
344 Ibid.

Notes



179Staying ahead: the economic performance of the UK’s creative industries

345 ‘Functionality as the Distinction Patent and Copyright Subject
Matter’, op cit. The emergence of a so-called ‘remix’ culture
and its approach to artistic innovation may challenge this
proposition, though as Karjala points out one is more likely
to prefer or create one hundred different war novels than one
hundred versions of War and Peace that differ only in their
final chapter. Innovation in the software sector, say, might be
interpreted differently, however.

346 ‘An Economic Analysis of Copyright Law’, WM Landes and
RA Posner, Journal of Legal Studies, Vol. 18(2), 1989.

347 The Gowers Review of Intellectual Property op cit p.27.
348 Ibid p.42 and ‘Research and Statistics Bulletin’, film Council,

p.19 Vol. 4 (2) April 2007.
349 Memorandum submitted by Alliance against IP Theft to the

Select Committee on Culture, Media and Sport, July 2006 citing
Business Software Alliance/IDC Global Software Piracy Study
2005. www.publications.parliament.uk/pa/cm200607/cmselect/
cmcumeds/509/6051607.htm#note10.

350 See ‘Cultures of music piracy: an ethnographic comparison of
the US and Japan’, I Condry, International Journal of Cultural
Studies, Vol. 7 (3), September 2004; ‘Digital Copyright and the
New Creative Dynamics’, P Ganley, International Journal of Law
and Information Technology, 2004; ‘The Effect of file Sharing
on Record Sales: An Empirical Analysis’, F Oberholzer and
K Strumpf, Harvard Business School and UNC Chapel Hill, March
2004, accessed at www.unc.edu/~cigar/papers/fileSharing_
March2004.pdf.

351 ‘Managing pirate culture: corporate responses to peer-to-peer
networking’, D Freedman, International Journal on Media
Management, Vol. 5 (3), 2003.

352 See also Currah, 2006 op cit.
353 The Gowers Review p.34 op cit.
354 See ‘Increasing returns and social contagion in cultural

industries’, M Kretchmer, MG Klimis, and CJ Choi, British
Journal of Management 10, Special conference issue, S61-S72,
1999 op cit.

355 Condry, 2004 op cit.
356 ‘Origin of Wealth: Evolution, Complexity, and the Radical

Remaking of Economics’, E Beinhocker, Harvard Business School
Press, 2006.

357 ‘Appropriate Growth Policy: A Unifying Framework’, P Aghion
and P Howitt, Journal of the European Economic Association,
Vol. 4 (2-3), April-May 2006.

358 See Boldrin and Levine for empirical examples of highly
competitive sectors which have delivered high rates of
innovation, such as the sheet music and book publishing
industries, ‘Perfectly Competitive Innovation’, M Boldrin
and D Levine, 2006, mimeo.

359 ‘A Model of Growth through Creative Destruction’,
P Aghion and P Howitt, Econometrica Vol. 60(2), 1992.

360 ‘Competition, Innovation and Productivity Growth’, OECD,
Economics Department Working Papers No. 317, 2002.



180 Staying ahead: the economic performance of the UK’s creative industries

361 There is therefore a trade-off between competition and
innovation: firms have little incentive to innovate if they
are not stimulated by competition, but too much competition
discourages innovation by leaving firms unable to reap
the rewards from their efforts (‘Creativity, Design and Business
Performance’, DTI Economics Paper No. 15, 2005). Empirical
evidence suggests that there may indeed be an inverted U-shaped
relationship between competition and innovation in the data
see ‘Perfectly Competitive Innovation’, P Aghion and N Bloom;
‘Competition and Innovation: An Inverted U Relationship’,
R Blundell, R Griffith and P Howitt, Quarterly Journal of
Economics, Vol. 120(2), 2005.

362 OECD ‘Economic Outlook’, No.80, December 2006.
363 ‘Comparative analysis of firm demographics and survival:

evidence from micro-level sources in OECD countries’,
E Bartelsman, S Scarpetta and F Schivardi, Industrial
and Corporate Change, Vol. 14, June 2005.

364 ‘Business start-ups, closures and economic churn: A review
of the literature’, C Robinson, B O’Leary and A Rincon,
Small Business Survey, 2006.

365 ‘Technological Determinants of firm and Industry Structure’,
J Panzar, ch.1 in R, Schmalensee and R. Willig (eds), Handbook
of Industrial Organisation, Elsevier, Vol. 1, 1989.

366 ‘Contestable Markets and the theory of industry structure’,
WJ Baumol, J Panzar and R Willig, Harcourt College Publishing,
1982.

367 ‘Sunk Costs and Market Structure: Theory and History’ J Sutton,
MIT Press, 1998; ‘One Smart Agent’ Rand Journal of Economics,
Vol. 28(4), Winter 1997. Also available at http://sticerd.lse.ac.uk/
dps/ei/ei8.pdf

368 ‘An Empirical Investigation of Signalling in the Motion Picture
Industry’, op cit.

369 ‘Product Differentiation’, B. Curtis Eaton and R. Lipsey in
Handbook of Industrial Organisation, op cit.

370 ‘Creative Growth: How the UK can develop world class creative
businesses’, NESTA Research Report, p.28, April 2006.

371 ‘Processing Fads and Fashions: An Organisation-Set Analysis
of Cultural Industry Systems’, P Hirsch, American Journal of
Sociology, Vol. 77 (4), January 1972.

372 ‘Increasing Returns and Social Contagion in Cultural Industries’
op cit.

373 ‘Art Worlds’, HS Becker, Berkely and Los Angeles: University of
California Press, 1982.

374 ‘Victorian Novelists and Publishers’, JA Sutherland, University
of Chicago Press, 1976.

375 Hesmondhalgh cautions against heralding the rise of conformist
output – distributors are after all still reliant on difference
and originality. Similarly Van der Wurg (2005) argues that
competition in the television industry has not detracted from
reflective diversity in the TV industry. see ‘Ownership is Only
Part of the Media Picture’, D Hesmondhalgh, Open Democracy,
issue 8, November 2001 www.opendemocracy.net and Van der
Wurg (2005).

376 What these particular studies are less convincing at proving
is that variety levels are necessarily lower than what is in
consumers’ interest.

Notes



181Staying ahead: the economic performance of the UK’s creative industries

377 RSU Statistical Year book 2005/2006 accessed at www.
ukfilmcouncil.org.uk/usr/downloads/Yearbook per cent2006.pdf

378 ‘Music Variety and Retail Concentration’, ML Allain and
P Waelbroeck, Telecom Paris Economics and Social Sciences
Working Paper No. ESS-06-06, April 2006.

379 ‘Retailer concentration and product innovation in food
manufacturing’, C Weiss and A Wittkopp, European Review
of Agricultural Economics, Vol. 32 (2), 2005.

380 C Anderson op cit.
381 See chapter 2: ‘Digitisation: the changing world’.
382 ‘Cultural Diversity in the Movie Industry: A Cross-National

Study’, F Moreau and S Peltier, Journal of Media Economics.
Volume Vol. 17 (2) 2004.

383 Bates and Oliver op cit. See also ‘From the cottage to the
city: the evolution of the UK independent production sector’,
Mediatique, 2005, commissioned by the BBC for the case of
UK television broadcasting.

384 ‘The New Adhocracy: strategy, risk and the small creative firm’,
C Bilton, University of Warwick Research Papers No.4, 1999.

385 ‘Getting the Measure of the Electronic Games Industry:
Developers and the Management of Innovation’ op cit.

386 An early investigation of the film industry by what was then
the Monopolies and Mergers Commission concluded that
“there is keen competition both among the leading distributors
and with independent distributors to acquire the rights to
independent films with clear commercial potential, so there is
no question of the producers having to accept oppressive terms.”
‘films: A report on the supply of films for exhibition in cinemas
in the UK’, Monopolies and Mergers Commission, 1994.

387 ‘The Classical Hollywood Cinema: film Style and Mode of
Production to 1960’, D Bordwell, J Staiger and K Thompson,
Columbia University Press, 1985.



Encouraging creativity in schools
film Club

Photo: Sam Friedrich © fiLM CLUB

Photo: Sam Friedrich © fiLM CLUB

Photo: Sam Friedrich © fiLM CLUB

182 Staying ahead: the economic performance of the UK’s creative industries



fiLM CLUB is a chance for children to enter the
limitless cosmos of films – different worlds and
characters that can enrich, challenge, inspire, unite
and amaze young minds. Currently in the pilot stage,
fiLM CLUB aims to support up to 7,000 schools to set
up after-school film clubs by 2010.

Schools receive DVDs delivered by LOVEfiLM and
a license through filmbank, as well as a bespoke
email and telephone support service, and the chance
to have visits and interaction film talent. The
heart of the service is a tailored website (filmclub.
org) that uses new methods to select films and is
designed to help teachers engage children.

Newport Primary is a small rural school in Yorkshire
that was one of the 25 schools that took part in the pilot
in the Spring Term 2007 and exemplified the reaction of
schools, teachers, children and parents that took part.

“film Club has had a massive impact in Newport
Primary. Not only are the children thoroughly enjoying
themselves, they are being exposed to films that they
would otherwise ignore.”

Justin Reeve, Newport Teacher

fiLM CLUB enables children to watch an increasingly
diverse range of films broadening their media literacy
and appreciation of film. During the pilot Newport
watched (2 different groups in 6–7 week blocks): Dgcp
É"Vj g"Wnvko cvg"Fkucuvgt"Oqxkg, Oqpukgwt"J wnqvÎu"J qnkf c{ ,
Dtgy uvgt Îu"Oknnkqpu, Fwem"Uqwr , Tgvwtp"qh"vj g"Rkpm"Rcpvj gt ,
Oqf gtp"Vko gu, Enqemy kug, GV, Gnh, Vj g"Ktqp"I kcpv, Vj g
Oki j v{ , Pcrqngqp"F{ pco kvg.
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The evaluation summarised the experience at Newport

“Children have responded with great energy and
enthusiasm to the opportunity to explore new films
together in their school, and to engage with the website
and in helping select the film programme. Most of the
school’s developing after-school programme has so far
been sports-based and film Club has provided an ideal
alternative to this.”

Teachers and parents have worked together to provide
strong practical support and an independent identity
for the club within the school. The success of the club
has also led to a film Club trip to a cinema in Hull to see
Co c|kpi "I tceg, linking to recent work on the abolition
of slavery.”

Focus group of four girls and two boys age 7–11

“All the children were thrilled to have film Club in
their school. They liked the shared, social activity,
which contrasted well with the sports, drama and
watching TV they also enjoyed after school. Most had
written for the website and all were pleased to be part
of a national network whereby they could read other
members’ film reviews.”
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Interview with film Club teacher Justin Reeve

“The teacher was delighted with the impact of film Club
on the school, particularly in that it offered a complete
service as an external provision but also in that the
school was aiming for an Artsmark Award and was
focusing on boys’ writing which he felt could be helped
by their enthusiasm for engaging with moving image
texts. Staff support in the school was strong, and the
Head and two other staff also helped to manage the club
(out of a total staff of 5.5).”

Interview with PTA member Paula Marshall

“Mrs Marshall and the PTA had ringfenced funds for the
development of film Club. They charged a small amount
of money for refreshments, all profits going into the
club: floor cushions had already been purchased and
more blackout blinds were to come next. She was very
enthusiastic about her sons’ response to the club, citing
the social aspect and the introduction to a wider world
of film as key benefits.”
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Chapter 6
Conclusion

6.1 The creative industries are important sources of employment and
wealth generation, and, as in other countries, certain to become
even more important in the future with the march of growing
wealth and education. They are one of the dynamic components
of the emergent knowledge economy.

6.2 But they are more than that. They are the means by which
the nation displays expressive value – a source of pleasure,
wellbeing and the replenishment of our collectively-created
culture – and their growth demonstrates the increasing worth
we attach to it. The process of expressing value, involving risk-
taking, experimentation and imagination, has a wider cascade
effect. The more creative and vigorous the core of our national
creativity, the more creative and vigorous are likely to be the
creative industries and the wider economy and society.

6.3 There is no single magic initiative that will drive creativity and
the creative industries forward. Policy makers have to ‘crowd in’
creativity in the design of their investment in the sector, to help
develop and better understand the mechanisms that transmit
creativity between the creative industries and beyond; and they
must monitor the impacts of, and where necessary strengthen,
the policy architecture – including the copyright, competition
and financing regimes – that are essential to building sound
business models within the creative industries.

6.4 The single most important step is to move from a paradigm in
which support for the creative industries is interpreted in terms
of subsidies and grants, to one where it is instead understood
in terms of investment with important economic and cultural
paybacks. There is clearly more work to be undertaken in
understanding the complex linkages and spillovers within the
core creative industries and between them and the wider economy
– not least in organising hard data and systematic statistics on
which evidence-based judgements can be made.

6.5 Above all, the conditions in which creativity prospers need to be
celebrated. It is the processes of challenge, dissent and argument
that are both the backdrop to moments of creative illumination
and the means by which they are hammered out into offerings
that can be taken to market. How the country approaches
education and how the creative industries urgently broaden
their diversity will be two great drivers of change. Societies
that are tolerant, self-confident, diverse and articulate are the
hand-maidens of such creativity. Thus are the creative economy
and creative society indissolubly linked.

The creative
industries
are one of
the dynamic
components of
the emergent
knowledge
economy.

...most
important is
to move from
a paradigm of
subsidies and
grants to one
of investment...

…no single
initiative will
drive creativity
and the creative
industries
forward.
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Annex
Snapshots of the
creative industries:
data and issues

Introduction

1. The following snapshots are a collection of data
and information collected from the Government’s
work on the creative industries that began
in 1997. These pages have been produced by
DCMS to sit alongside The Work Foundation
(TWF) report, providing an outline of the 13
sectors that make up the creative industries.
They contain data on the size of the 13 sectors,
their contribution to the economy and their
industry structure along with a discussion of data
collection. They also include a series of issues for
each sector raised by industry representatives
at discussions to inform TWF work and the rest
of the Creative Economy Programme (CEP).

2. The definition of the creative industries captures
the following 13 sectors: advertising, architecture,
art and antiques, computer games, crafts,
design, designer fashion, film and video, music,
performing arts, publishing, software and TV
and radio.1

3. Together these industries accounted for 7.3 per
cent of Gross Value Added (GVA)2 in 2004 (the
latest year for which figures are available). They
grew by an average of 5 per cent per annum
between 1997 and 2004. This compares to an
average of 3 per cent for the whole of the economy
over this period. Exports totalled £13 billion in
2004 which equated to 4.3 per cent of all goods and
services exported. Creative employment totalled 1.8
million jobs in summer 2005. This comprised just
over 1 million jobs in the creative industries and
a further 780,000 creative jobs within businesses
outside these industries.
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4. DCMS was the first to define and measure the
creative industries and the concept has gained
momentum around the world. However, others
interpret and define the sectors differently. The
concentric circles diagram in the accompanying
Work Foundation report sets out a typology for
analysing the 13 sectors which distinguishes
between core creative fields, cultural industries
and creative industries. Other models also exist
which attempt to segment the industries in
different ways.3

5. This chapter is intended to provide a snapshot
of some of the information about the creative
industries captured during the Creative Economy
Programme. It is not definitive and there are
certainly data sources and perspectives not
represented here. However, this report is part of a
longer process, and through the CEP, Government,
industry and partners will continue to improve
data on, and understanding of, the creative
industries. A particular outcome of the CEP will be
a fuller research plan, identifying gaps in evidence
and data.

Data for the creative industries

6. Measuring the creative industries: The Creative
Industries Task Force, established in 1997 by
Chris Smith, produced a Mapping Document in
1998. This was the first ever attempt to define
and measure the economic contribution of these
13 ‘creative industries’ to the UK, and to identify
the opportunities and threats they faced. An
updated document was produced in 2001 and, for
the purposes of the CEP and data collection, the
definition of the 13 creative industries set out in
the 2001 Mapping Document endures.
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7. Data collection: A key commitment from the 2001
Mapping Document was to provide more timely
and consistent data on the activity of the creative
industries. To achieve this, DCMS has produced
Creative Industries Economic Estimates every
year since 2002 using comprehensive annual
survey data collected by the Office for National
Statistics (ONS).

8. To produce statistics that reflect the Mapping
Document’s definition of the 13 sectors, DCMS
has used the most relevant ONS data and, where
necessary, include only proportions of industry
sectors. The Economic Estimates include figures
for Gross Value Added, number of businesses,
exports and total creative employment (employment
in creative industry firms and creative occupations
outside the creative industries) for most sectors.4

9. Limitations of the data: The Creative Industries
Economic Estimates are the best source of
consistent, comparable and regularly updated
information. However, the standard industrial
classifications for official statistics do not
accurately reflect the structure of the creative
industries and as such it is difficult to capture
the full extent of activity. Due to these constraints
the figures should be considered as best estimates
rather than definitive valuations. For some sectors,
references are made to alternative data sources
in order to provide further information on their
performance.

Issues for the creative industries

10. Creative Economy Programme: The ‘issues’
section of the snapshots reflects some of the
industry views and perspectives expressed through
the CEP consultation. Particularly from 2005–07,
the DCMS, DTI, CEP working groups and The
Work Foundation held a schedule of industry
summits and consultation events as well as online
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consultation and bilateral discussions. Set out
in this section are some of the messages which
have been conveyed during that period for each
of the industries. Some of these are also picked
up throughout this report, but they are recorded
separately here in order to set out a snapshot of
each of the individual sectors. Views which have
not been reflected here have not been lost and will
be picked up elsewhere in the CEP process.

Definition of the creative industries

11. Impact of technology: The fast pace of
technological change in the creative industries
has a significant impact on how they operate and
will continue to do so. In particular, the massive
development of digital media and the convergence
of previously distinct ways of producing and
delivering creative work have made some old
sectoral boundaries partially obsolete.

12. For example, digitisation has enabled new ways for
firms to deliver their products and the opportunity
to work interactively with their consumers.
This has led to the emergence of new firms and
challenged the way existing firms operate, creating
a ‘new media’ sector that innovates and exploits
technology and operates in a way that is outside
traditional industrial structures. It also provides
new challenges for government, both in how it
defines and measures the creative industries, and
how it develops policy and support in this fast-
changing environment.

13. Implications for definitions: DCMS recognises
the imperfections of the Mapping Documents’
definitions, but the sectors identified in these
publications continue to have a powerful identity,
in economic terms and as a focus for organisational
and personal commitment. However, given the
rapid and turbulent pace of technological change,
it is possible that when the next major exercise
on the creative economy is undertaken, sectoral
boundaries may be rewritten.
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Advertising

Description: The activities of the advertising industry
are defined as consumer research and insights including
identifying consumer tastes and responses, creation
of advertisements, promotions, PR campaigns and
production of advertising materials. It also includes
management of client marketing activity/communication
plans as well as media planning, buying and evaluation.5

Size: In 2006 the following figures were recorded for the
advertising sector:6

– GVA was £5.1 billion in 2004.
– Total creative employment of 223,400 in 2005.
– Exports of £1.1 billion in 2004.
– 9,900 businesses in 2005.

Alternative data sources and information: The UK is
the biggest advertiser in Europe and the third biggest
advertiser in the world, after the USA and Japan
(Cf xgtvkukpi "Uvcvkuvkeu"[ gc tdqqm"4228).

In 2006, for the first time, the UK beat the USA to the
No.1 slot in the world rankings for advertising creative
excellence. The 2006 Gunn Report explains that in 2006,
‘the very best UK work was the most brilliant’.7

London dominates the European agency landscape,
because London is the Europe/Middle East/Africa hub
for the major agency networks (Omnicom/WPP/Publicis/
IPG), and the centralised buying office for most of
the media agencies (Mindshare/Mediacom/Initiative/
ZenithOptimedia).8
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Exports for advertising sector
£ billion 1997 – 2004

Creative employment in advertising
thousand(s) 1997 – 2004
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Structure of the industry

first stage of the supply chain – commissioning
companies: most adverts are commissioned by large
private sector corporations, which sell consumer
products (and as a result demand for advertising is
largely driven by these private sector corporations).
Demand from government and NGOs is also significant.

Second stage – media and creative agencies: relates
to the production of advertising/campaigns. There are
two broad types of agencies involved in this stage of the
supply chain:

– media agencies, which cover every aspect of marketing
related activities

– creative agencies, which undertake a range of
activities including design of marketing campaigns,
media buying, print design and, in some cases, public
relations.

Third stage – media buying: ‘buying’ media space for a
campaign. This can be in the form of newspaper space,
airtime, online advertisements or any other medium.

Despite the increase in the number of alternative
advertising mediums in recent years, press advertising
remains the largest medium (in revenue terms) in the
UK. Indeed, press and television advertising combined
represented 74 per cent of all advertising expenditure in
the UK in 2004.
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the course of the CEP and beyond:

– general increase in the number of possible advertising
mediums available

– the emergence of multi-channel TV is a competitive
constraint on traditional TV advertising (and other
advertising mediums) and has also depressed average
TV advertising expenditures

– increased share of advertising spend channeled via
the internet

– consolidation of media buyers (as large buyers of
advertising are able to secure the best deals from media
owners), and

– consolidation of media ownership – worldwide a
relatively small number of large global corporations
own the majority of the media

– the majority of university media courses do not teach
the relevant skills

– digitisation presents a big challenge to the industry.
Small firms can access the advertising market through
online search engine marketing and this section of the
ad industry is growing

– only 4 per cent of employees in the UK advertising
industry are from BMEs. This has been explained as a
result of a lack of diverse role models in the industry
and a ‘village mentality’ which is not conducive to
attracting more diverse groups

– advertising is vital to the business models of
many companies. It is important to recognise the
interdependencies between the advertising industry
and the rest of the economy.
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Architecture

Description: The activities of the architecture industry
are defined as building design, planning approval and
production information. Its related activities include
structural environment, landscape and other specialist
design, urban planning, construction cost planning and
control and construction monitoring.9

Measurement: Activity in this sector is measured using
data for architecture and engineering activities and
related technical consultancy.10

Size: In 2006 the following figures were recorded for the
architecture sector:11

– GVA of £4 billion in 2004.
– Total creative employment of 108,200 in 2005.
– Exports of £570 million in 2004.
– 4,700 businesses in 2005.
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Exports for architecture sector
£ billion 1997 – 2004

Creative employment in architecture
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Structure of the industry

Supply chain: Agents commission work (private and
public sector projects).

Production/design: Private practice architects
and freelance architects (work also undertaken by
multidisciplinary firms).

Planning approval: Planning authorities (plans will
often go through several iterations).

Key activities in the sector can be split between:

– public and private housing developments (however
RIBA sources state that only around 20 per cent of new
homes are designed by an architect)

– commercial and public sector developments, for
example schools, hospitals and civic buildings

– large-scale infrastructure projects, such as the
development of Terminal 5 at Heathrow or stations on
the Jubilee Line Extension.12

Some of the largest architectural firms in the world have
a presence in the UK. For example, Aedas Architects is
currently the fourth largest practice in the world with
25 offices around the world, 10 of which are in the UK
employing 665 people.13
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the course of the CEP:

– architecture deals with capital ‘products’ that impact
on how places function over a long timescale. It has
a significant role to play for the UK’s sustainable
development agenda and the challenges of climate
change will require creative responses to architectural
design problems

– changes in the nature of work being commissioned,
with public commissioning becoming increasingly
important

– continuing impact of public planning policy on the
nature of work undertaken

– growing role of non-specialist architectural firms in the
sector

– the nature and culture of public service procurement
is perceived to make it difficult for small firms to
secure contracts

– consumers are often content for architectural work to
be undertaken by a contractor rather than an architect
due to either not appreciating the longer term value of
design quality, or through direct financial constraints.
However there is a growing number of developers (eg
Urban Splash) who take the opposite approach, and
even some of the major house builders have a board
level design champion

– while the industry is becoming more diverse,
significant steps need to be taken to achieve a better
balance. Although a relatively diverse mix of students
are studying architecture and related disciplines this
mix becomes less diverse as people make the transition
from student to employee. Ethnic minorities and women
are significantly under-represented in the sector

– finally, industry also feels that Pfi as currently
constituted limits the time and consideration given
to design issues. RIBA ‘Smart Pfi’ model offers an
alternative model which is being adopted by HM
Treasury and OGC.
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Arts and antiques

Description: The activities of the arts and antiques
industry are defined as trade in art and antiques
including paintings, sculpture, works on paper, other
fine art, furniture, other discrete disciplines and
collectibles.14

Measurement: Activity in this sector is very difficult
to identify in official national survey data. Government
identifies two categories of ‘retail sale of second-hand
goods in stores’ and ‘other retail sale in specialised
stores’ as relevant firm classification codes.15 As these
are fairly broad categories DCMS only takes a very small
proportion (5 per cent) for measurement.

Size: In 2006 the following figures were recorded for the
arts and antiques sector:16

– GVA of £490 million in 2004.
– Total creative employment of 22,900 in 2005.
– Exports of £2.2 billion in 2004.17

– 1,700 businesses in 2005.

Limitations of data collection: The arts and antiques
sector is measured by taking a small proportion (5 per
cent) of larger industry categories as the sector itself
does not have its own classification. This means the
trends identified in the graphs above largely reflect the
growth of the overall categories (retail in specialised
stores and retail of second-hand goods in stores) rather
than trends specific to the arts and antiques sector. The
result of this approach is that the figures recorded may
underestimate the true value of this sector.
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Exports for arts and antiques sector
£ billion 1997 – 2004
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Alternative data sources and information

– The European fine Art Foundation valued the UK art
market as having total sales of €6.7bn in 2001 giving
it a global market share of 25 per cent, second only to
the USA.18 This figure is for market sales and therefore
is not directly comparable to the GVA figure produced
by DCMS. GVA removes the value of inputs from firms’
outputs, so it will always be smaller than a figure for
turnover or sales.

– It is also conceivable that sales figures will be
substantially higher than GVA for an industry where
there are valuable assets traded (such as the arts and
antiques trade) as these would be stripped out of GVA.
Therefore this figure is not necessarily incompatible
with the GVA figure of £490m produced by DCMS. This
also explains why exports measured in sales revenue
can be larger than domestic GVA for the industry.

– Imports of arts and antiques from non-EU countries to
the UK totalled £2.4m in 2006.19 It is likely that many of
these objects are then resold – often to overseas buyers.

Structure of the industry

The market for art and antiques comprises the following
set of core activities:
– contemporary artwork
– fine and decorative arts
– restoration and resale of cultural property
– valuation
– cataloguing
– exhibitions and trade fairs
– auction, and
– retail.

Types of work that are created include:
– paintings
– sculpture
– collectibles
– furniture.
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Trade in the art and antiques market takes place through
three types of agents:
– auction houses – the larger ones will have in house

specialists, do marketing, publishing and have private
clients

– dealers who will also have private clients
– art agents – who solely act for private clients.

However, commercial galleries through showing new
collections can also enter the market place, reaching
consumers who do not normally go through the
other agents.

Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the course of the CEP and beyond:

– What concerns the market is that fiscal or other
impositions are applied to the market in the UK which
are not applicable to the UK’s global competitors
(principally the US). These add costs to the market here
and make the UK less attractive to sellers, who have the
choice of where to sell their art. The art and antiques
market is not opposed to regulatory legislation per se,
provided that it does not create a competitive imbalance
with overseas markets.

– Education and skills – there has recently been an influx
of overseas workers doing antique restoration and of
foreign students acquiring restoration skills at UK
colleges and then returning to their country of origin.

– Role of public institutions – there are several galleries
that are able to make new acquisitions such as the Tate.
However some of the smaller contemporary galleries
can find it difficult and therefore Arts Council England
is encouraging galleries to work in partnership to
address this issue.

– Affordable studio space – space for artists to create and
develop their artform is an ongoing issue and one that
Arts Council England are seeking to address through
initiatives like ACME (London-based artists’ studio
provider) and Spike Island, which allow artists to get a
foothold and develop their practice.
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Crafts

Description: The activities of the crafts industry are
defined as creation, production and exhibition of crafts,
including textiles, ceramics, jewellery/silver, metal
and glass.20

Measurement and limitations of data collection: It is
not possible to identify crafts businesses in national
survey data because the survey used to collect national
data cannot identify small firms below the VAT threshold
where a large proportion of firms in the crafts sector are.21

GVA and exports statistics are therefore not available
from government sources. However an employment
estimate is published, but is derived only from data from
members of the labour force who class themselves in
‘crafts-related occupations’, so will exclude those in other
occupations who work within the crafts industry.

Size: In 2006 the following figures were recorded for the
crafts sector:22

– Total creative employment of 95,500 in 2005.

Alternative data sources and information

In ‘Making it in the 21st century’ [2004] the Crafts
Council estimates that for 2003:
– Turnover for the crafts sector was £826 million.
– Around 30,000 people were working as craft-makers.
– The main craft sectors as proportions of overall craft

employment were textiles (23 per cent), ceramics (21
per cent) and jewellery (15 per cent).

– 87 per cent of crafts enterprises were sole traders.
– 59 per cent of crafts workers were full-time.

‘Making it to Market’ [2006], an Arts Council England
research document suggests that the crafts sector has the
capacity to grow by 60 per cent.
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Structure of the industry

The core activity of the crafts industry is the design and
manufacture of crafts for sale or exhibition. Crafts are
typically categorised as:23

– ceramics
– wood
– textiles
– glass
– metal
– jewellery
– fine art.

The industry is made up of a large number of small
companies (often self-employed individuals), and the
majority of the workforce is female and works part-time.

Craftspeople design and produce a range of products as
identified above and this is marketed through private
sales and the exhibition of crafts.
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the CEP and beyond:

– Very few people generate enough income from crafts
for it to be considered their main source of income
(and many individuals make a loss from their craft
activities). There are a very high number of women
working in the sector and part-time work is very
common. Portfolio working is the norm, though full-
time professional working is increasing, with more
people entering the sector with very high levels of
qualifications, often at MA level.

– The market is constrained because the infrastructure
for craft is fragmented and underdeveloped. It is patchy
across the country with the South West having very
high levels of success compared with other regions like
the East.

– A big issue for the sector is the loss of these subject
areas in Higher Education and the absence of craft in
the curriculum.

– Cuts in local authority museums and galleries are
reducing opportunities for showing work and the
ability for work to be acquired for public collections.
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Design

Description: The activities of the design sector are
defined as design components of industry, interior and
environment design and design consultancy. Services
provided by the design consultancy sector include brand
and corporate identity, exhibitions, information design,
literature, multimedia, new product development,
packaging and websites.24

Measurement: Data for design is not identifiable as a
sector from government sources so turnover and exports
data from the ‘Design Industry Valuation Survey’ by
British Design Innovation (BDI) are published in the
CI Economic Estimates bulletin series.25 However, due
to the limitations of the BDI data, explained below, the
Design Council’s ‘Business of Design’ survey is used
here to report key facts about the size of turnover in the
design sector.

An employment estimate is published in the CI bulletin
that reflects members of the labour force who classify
themselves as working in design occupations.26

Size: The following figures were recorded for the
design sector:

From the Design Council’s ‘Business of Design’
publication:

– Total turnover for the industry of £11.6bn in 2004 – 05,
which can be broken down into:27

– £5.5bn spent by in-house design teams.28

– £5.1bn turnover across 12,450 design consultancies.
– £2bn turnover across 47,400 self-employed, freelance

and non-employing designers.

From the Creative Industries Economic Estimates
Bulletin:

– Total Creative Employment of 115,500 in 2005.29
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Limitations of data collection: The methodology for
measuring the design sector is different to that used for
most others in the creative sectors. A turnover estimate is
used as a proxy for Gross Value Added though in reality
turnover will always be higher than a corresponding
GVA figure.30

The BDI’s survey, which collects turnover and exports
data and is used in the CI Bulletin, is a membership
survey that does not capture the full extent of activity
within the industry. Results may be skewed towards the
main members within the survey and are also likely to
fluctuate according to membership levels. Furthermore,
design within companies is excluded if design is not the
company’s main business. As such, the estimates of the
extent of turnover and exports below may underestimate
the true size of this sector. For this reason, the Design
Council’s survey results for turnover have been used in
the section above.

The estimate of employment is derived only from data
from members of the labour force who class themselves
in design-related occupations, so will exclude those in
other occupations who work within design industries.
It is a combined estimate for the design and designer
fashion sectors.
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Alternative data sources and information

Bearing in mind the limitations explained above, the BDI
figures reported in the CI bulletin show the following:

– Total turnover for the industry was £3.9bn in 2004.
– Exports of £550million in 2004.

The Design Council also carries out research into the
size of the design sector which includes other aspects of
design.31 More detailed information from the Business of
Design report and other research show that:

There were 134,000 designers working in the UK
in 2003–04, with a further 51,500 design directors
and managers. This equates to total design industry
employment of 185,500.

Large design consultancies are relatively rare and
the design industry is characterised by very small
businesses: 59 per cent of design consultancies employ
fewer than five people and a further 23 per cent employ
5 to 10 people.

In-house teams tend to be larger than consultancies:
half of in house teams comprise five or more designers,
while only a quarter of consultancies do so.

The main clients of 60 per cent of UK design
consultancies were located outside of the UK.

More recent research suggests that every £100 spent by
a business on design increases turnover by £225.32

In the very latest research among design buyers
from large companies and design companies facing
international competition almost three in five of these
designers report that they had seen their international
work increase and almost half expected it to do so
in the next three years. More than half of those not
currently working for overseas markets are taking
steps to win work overseas or will be considering doing
so in the next three years.33
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the CEP and beyond:34

– The recent Cox Review of Creativity in Business
highlighted a need to raise awareness about the
importance of design and the competitive advantage
that it has been shown to bring to SMEs. This need is
currently being addressed through the roll-out of the
Design Council’s Designing Demand programme by
RDAs across the country.

– More effective use of design in the public sector is
needed. There are some good examples of how design
can drive innovation in public procurement and help
improve the delivery of core public services.35

– Fragmentation of the industry raises important
skills issues with no clear continuous professional
development path currently apparent within the
industry. This issue has recently been highlighted in
the Design Industry Skills Development Plan ‘Higher
Level Skills for Higher Value’ which also highlights
how design companies need graduates with better
communication, social and management skills.

– There is also a need for a professional practice
framework in the industry. The Design Council is
bringing the trade bodies together to develop this.
It would not be mandatory, but could be developed
to include benchmarking.

– The design industry needs to access global networks
in order to continue working with an increasingly
global manufacturing industry. The UK manufacturing
industry is declining.

– Better design is an important factor in the drive
to achieve better sustainability and reduced waste.
The industry will need to prioritise education and
skills development in this area to meet the growing
demand for sustainable products, services and
business solutions.
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Designer fashion

Description: The activities of the designer fashion
industry are defined as clothing design, manufacture
of clothes for exhibitions and consultancy and
diffusion lines.36

Measurement and limitations to data: Activity in this
sector is very difficult to identify in official national
survey data. Government data identifies several
categories as relevant firm classification codes but
these mainly refer to clothing manufacture rather than
specifically to designer fashion.37 As these are fairly broad
categories DCMS only takes a very small proportion
(between 0.5 and 2.5 per cent) for measurement.

This means the trends identified in the graphs that follow
largely reflect the growth of the overall categories (which
mainly refer to all types of clothing manufacture) rather
than trends specific to the designer fashion sector. This is
more of a notable issue in this sector as it is such a small
proportion taken.

Size: The latest figures shows the following figures for
the designer fashion sector:38

– GVA of £380 million in 2004.
– Total creative employment of 115,500 (including all

designers) in 2005.39

– 1,400 businesses in 2005.

Alternative data sources and information: It is not
possible to produce annual figures for the designer
fashion industry’s exports because sample sizes are too
small. However, DTI carried out a study of the sector40

and estimated exports at £390m in 2001.41
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Structure of the industry

There are four key stages in the designer fashion supply
chain: design, production, distribution and consumption.

Designers: Typically choose to work independently. They
both design and produce ‘designer’ clothing for their
own labels. Their collections and ranges are usually
showcased through UK trade fairs, as they tend to sell to
independent shops.

Production: tends to be sourced globally to underpin the
design function.

Retailers: the retailer’s primary function is to distribute
fashion garments to the public. However they are also
an increasingly important source for jobs within the
industry, as they typically employ designers, sourcing
and production management, PR and marketing.
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the CEP and beyond:

– There is in part a lack of robust industry data on
the fashion industry. For example there is no data
to establish the value of incremental sales from the
fashion designer sector into the retail, shoe, sunglasses,
accessories, telecommunication or magazine sector
and limited statistics that show the size of the growing
fashion retail sector which is a significant wealth
generator and employer in fashion for the UK.

– British fashion is seen as ‘retail led’, due to both the
dominance of a few large stores which commission
or buy ranges from high fashion designers and the
massive presence and influence of the large high
street chains.

– The industry is characterised by a large number of
small companies, mostly in London, which have a high
rate of failure or re-formation.

– Independent fashion designers and respective labels
sometimes run their businesses without business plans,
which partly reflects the high degree of sunk costs in
the preparation of their collections.

– Copyright law is relevant to original designs but the
businesses place a strong reliance on trademarks, on
rapid and regular production of new designs and lines,
and on production and marketing measures to make
copying more difficult.
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– Students traditionally are highly qualified in creative
skills; however the fashion industry is changing, for
example with greater internationalism and global
markets. There is now an educational need and
opportunity to address these changes and recognise
the varied roles created by these changes within the
industry, for example sourcing and distributing goods.

– London has built a reputation as an unconventional
cutting-edge, ‘street’ design, which attracts students to
its top colleges from all over the world. Their products
result in admiration, and influence the global fashion
directions, however a greater commercial support at the
early stages of business, would lead to credibility to the
international buyers.

– London Fashion Week displays many of the
characteristics of the British fashion scene, however it
is lightly resourced and organised compared with the
bigger shows in Paris, Milan and New York.

– There is an increasingly broader profile of the fashion
industry, for example the welfare of catwalk models,
which is highlighting the absence of powerful trade and
employee institutions in the industry.

– There are increasing sustainable development issues,
which suggest that some major changes in materials,
products and production methods may be on their way.

– Distribution: retail sales are a growing area, with
functions going beyond selection from shows to include
sourcing and product development.
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film

Definition: The activities of the film and video sector
are defined as screenwriting, production, distribution
and exhibition. Products include feature films as well as
training, education, promotion and other videos.42 The
key ways in which these products reach the public are
through cinema, video, DVD and television. Linking
production and exhibition, the distribution industry
provides services such as film and tape delivery and
storage, and buying and selling of film and video
distribution rights.

Measurement: Activity in this sector is measured using
data for film production, distribution and projection,
video recording and photographic activities.43

Size: In 2006 the following figures were recorded for
the film sector.44 All figures are for film, video and
photographic activities combined:

– GVA of £2.3 billion in 2004.
– Total creative employment of 63,800 in 2005.
– Exports of £940 million in 2004.
– 8,600 businesses in 2005.
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Exports for film sector
£ billion 1997 – 2004
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Alternative data sources and information

The UK film Council produces their own statistics using
a similar method to Government but removing video
and photography. These are published alongside further
comprehensive data on topics such as cinema admissions
and film production in their Statistical Yearbook, which
can be found on their website.
(www.ukfilmcouncil.org.uk/information/statistics/
statisticalyearbooks/)

Taken from the film Council Statistical Yearbook:

– In 2005, the UK had the third-largest filmed
entertainment market in the world, after the USA and
Japan. The USA accounted for 43 per cent of the world
market. The next biggest territories after the UK were
Canada, Germany, France, Italy and South Korea.

– There were 157 million cinema admissions in 2006,
an average of almost three visits per person in the UK.
Admissions have increased approximately 40 per cent
in 10 years.

Structure of the industry

There are four key stages in the film chain: development,
production, distribution and exhibition.

Development: The script is written, and various elements
of the film start to be provisionally put in place; director,
cast, subject to the necessary finance being raised.

Production: Independently-produced films are typically
part-financed by licensing the rights to the film to
distributors in return for advances. This licensing
process is generally handled by a sales agent. Other
forms of finance that are important for independent
producers are direct subsidy, tax relief, broadcasters and
forms of gap finance.

Distribution: Distributors are responsible for negotiating
the timing and scale release of the film with cinema
chains. The distributor pays for the prints of the film and
the costs of advertising it – together these are known
as P&A costs. The distributor is also responsible for
arranging the release of the film on DVD through retail
stores and online retailers.
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Exhibition: The release of a film at the cinema is the key
determinant of a film’s commercial success since it acts
as a showcase for its subsequent distribution in other
media – eg DVD and television. Cinemas and distributors
divide the box office receipts of a film according to a pre-
agreed formula. The amount retained by the distributor
is known as the ‘rental’. Collection Agents collect receipts
from the commercial exploitation of a film and disburse
them to those with entitlements to income.

Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the course of the CEP and beyond:

– The likely shift from packaged goods (DVDs) to
electronic downloads via the internet, will impact on
revenues and profitability.

– The impact of a continuing shift in consumer leisure
patterns toward spending increased time online with
multiplayer games, user-generated content etc, will
affect cinema going, and time spent watching DVDs
and films on television.

– Intellectual Property Crime and Piracy is a major issue,
highlighted in the HM Treasury-commissioned ‘Gowers
Review of Intellectual Property’. There is increased
awareness that effective solutions need to be found.

– There are strong UK industry concerns that the
current DCI specifications (US studio-led international
standards for the production, distribution and
exhibition of digital film) will raise the cost of entering
the market for smaller and independent studios and
postproduction companies; and thus threaten their
ability to operate.

– A lack of diversity among the workforce across UK
film. The UK film Council has prioritised making
progress on diversity in the film industry employment
via its equality charter and Equality Leadership Forum.
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Music

Description: The activities of the music sector are
defined as production, distribution and retailing of sound
recordings, administration of copyright in composition
and recordings, live performance (non-classical),
management, representation and promotion, and
songwriting and composition.45

Measurement: Using official Government statistics it is
not possible to easily separate music from the performing
arts sector. The standard industrial classifications for
official statistics make it impossible to separate firms
specifically involved in music activity from those in
visual and performing arts so these sectors are brought
together into one in Government data collection.46

Size: The latest figures for the music and visual and
performing arts sector as measured by DCMS (please note
the figures include visual and performing arts but the
rest of the section refers only to music):
– GVA of £3.6 billion in 2004.
– Employment of 236,300 in 2005.
– Exports of £150 million in 2004.
– 29,000 businesses in 2005.
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Exports for music sector
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Limitations

The music industry is a fast moving sector and standard
measurement techniques struggle to keep up with
technological changes, such as the increasing importance
of new media. In particular this comes through in the
music exports data where downloads are not accounted
for. There are further definitional issues for this export
data as it measures services and not goods, meaning total
industry exports are likely to be underestimated.

Alternative data sources and information

Creative and Cultural skills, the sector skills council for
this sector, carried out their own analysis of national
survey data in ‘The Footprint: A baseline survey of
the creative and cultural sector’ [2006]. This included
GVA and employment estimates for the music sector.
Their definition includes substantially more industrial
classifications47 than DCMS consider and methodological
differences also create a higher value than DCMS
estimates. They found:
– GVA of £6.1bn for 2004.
– Total creative employment of 95,010 in 2004.

Frontier Economics’ assessment of the music industry
for DCMS48 suggested the sector is highly vertically
integrated, with most of the major and independent
record labels undertaking production, manufacturing,
marketing and distribution activities. Online marketing
and distribution has ever increasing importance as the
primary route to sales. Weekly single track download
sales are approaching 1.5 million per week.49

There are four major record companies – Universal
Music, Sony BMG, EMI Music and Warner Music.
Between them, they account for around 80 per cent of
recorded music sales. Independent record companies
account for the remaining 20 per cent.50
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the CEP and beyond:

– The launch of major online retailers including iTunes
and Napster, resulting in substantial increases in online
music sales via downloads with the consequence that
the industry needs to continue to adapt and refine new
online business models.

– The risks associated with physical and online piracy
and confusion amongst consumers about the role of IP.

– The growth of the live music industry, and its
increasing importance as a major income generator for
creators/artists/promoters.

– The slowing down of the overall export market
because greater focus has to be placed on sustaining
local markets.

– The need for more rehearsing, performing and
recording facilities at grass roots level (as identified
by the Live Music Forum’s work which considers more
use should be made, for example of local authority
– owned spaces and education establishments outside
school hours).

– The extent to which improvements in diversity in the
industry could make the sector more successful, for
example by increasing the competitiveness of UK urban
artists in the US where the urban music genre is more
prominent than in the UK.
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Performing arts

Description: The activities of the performing arts
industry are defined as content origination, performance
production, live performance of dance, drama, music-
theatre and opera, touring, costume design and making,
and lighting.51

Measurement and limitations of data collection:
Using official Government statistics it is not possible
to easily separate the performing arts from the music
sector. This is because there is significant crossover
in the classifications relevant to both sectors and it is
therefore impossible to identify firms specifically within
performing arts in official national survey data.

Size: In 2006, the headline figures for the combined
sectors of performing arts and music were recorded as
GVA of £3.6bn in 2004 and total creative employment of
236,300 in 2005. More information and trend graphs to
be found in the music industry snapshot.52
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Alternative data sources and information

Creative and cultural skills carried out their own analysis
of national survey data in ‘The Footprint: A baseline
survey of the creative and cultural sector’ [2006].53

This included GVA and employment estimates for ‘The
Arts’ sector which they define as visual, performing
and literary arts. This definition includes substantially
more industrial classifications than DCMS consider and
methodological differences also create a higher value
than DCMS estimates. They found:
– GVA of £8.7bn for 2004.
– Total creative employment of 186,580 in 2004.

The DCMS Taking Part Survey provides information on
how people interact with DCMS sectors. The first annual
publication54 showed that for 2005/06:
– 26 per cent of adults attended a theatre performance

(excluding plays or dramas).
– 23 per cent attended a play or drama.
– 4 per cent attended an opera or operetta.
– 4 per cent attended a ballet.
– 2 per cent attended a contemporary dance event.
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Structure of the industry

The activities of the performing arts industry relate to
the commissioning of new and existing work and the
production and performance of live shows as well as the
casting, marketing and technical aspects of the shows.
Types of performing arts include:
– dance
– drama
– musicals
– opera.

Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the course of the CEP and beyond:

– Skills and workforce development is an issue for the
sector:
– In the arts, education roles are hardest to fill. There is

indication that education staff shortages are primarily
in the performing arts sector. This is supported by the
growing importance of the artist as an educator.

– Recruits are considered to be qualification rich but
skills poor.

– Management positions have the highest skills gaps.
– As well as management being a skill missing from

the industry, management roles are also most likely
to lack specific skills. Managers, in general, customer
service and finance and accounting skills. Technical
skills are also lacking in many organisations

– Infrastructure – performing arts, and in particular
dance, require space for a mass of people to rehearse
and perform, for the public to participate in and for
new works to be created. London remains the key place
because it has this infrastructure while regionally there
are still gaps.

– Performer’s health – this is an issue for the dance sector
mainly, with injury costing the subsidised sector money
as dancers are unable to perform for extended periods.

– Values and business skills – many organisations in the
performing arts are vision driven by the quality of their
art – and not profit driven; as a result, many people in
the industry are highly qualified but poorly paid.
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– The performing arts sectors are more reliant on
Government funding than others in the creative
industries and have highlighted the importance of this
funding. However many organisations are non-profit
and therefore use models which are similar to charities
which can hold them back and make them more risk
averse. If this could be changed then it would allow
financial support from a range of different investors.

– There is a clear diversity issue in this industry
especially in terms of those from BME groups reaching
the higher levels of leadership, and also in terms of
audience development.

– A challenge for the performing arts sector is to
exploit the opportunities offered by broadcast and new
technology. In order to fulfil their central role at the
heart of the UK creative economy, the sector will need
to develop new distribution strategies which maximise
the impact of, and access to their work and artistic
resources. Technology is a 21st century resource
to extend audience engagement, artistic ambition
and creativity.

– Within the performing arts sector, and specifically
within music, a new kind of organisation is emerging.
Typically it combines a range of public services
including promoting performances, supporting artists
to develop at different stages in their career, creating
new work, providing education and training and
coordinating provision across a wide geographical area.

– We are beginning to see new alliances and funding
partnerships in the performing arts sector. These can
include formal relationships between a large scale
organisation and a major HE institution or a broadcast
relationship with a new media distribution platform.
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Publishing

Description: The activities of the publishing industry
are defined as origination, book publishing, learned
journal publishing, newspaper publishing (national and
regional), magazine publishing (consumer, business to
business and customer) and digital content publishing.55

Size: In 2006 the following figures were recorded for the
publishing sector:56

– GVA of £9.2 billion in 2004.
– Total creative employment of 253,300 in 2005.
– Exports of £1.5 billion in 2004.
– 6,700 businesses in 2005.
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Exports for publishing sector
£ billion 1997 – 2004

Creative employment in publishing
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Alternative data sources and information

The UK has the largest publishing industry in Europe,
with around 3,000 more firms than Germany, the next
largest market in Europe.57

Frontier Economics ‘Comparative Analysis of the UK’s
Creative Industries’ 2006, which was a report to DCMS,
presented the following information:

– The worldwide journals market is estimated at £5bn–
£7bn, and involves around 17,500 publishers and
35,000 journals based on data from The Publishers
Association. They also estimate that the UK has around
25–30 per cent of the world market, with a total
turnover of £1.5bn–£2.0bn. Exports account for 60–75
per cent of sales for most journals, and for some, the
figure will be as high as 85 per cent.

– The industry is characterised by a small number of
relatively large firms, with large chains (such as
Waterstones) contributing 43 per cent of all books sales
by value.58

– Over 180,000 new titles were published in the UK
in 2005 (including 120,000 for the consumer market).
In total, there were almost 2 million titles in print.59

– Most national newspapers have seen circulations
decline in recent years. Over the past three years, only
Vj g"Kpf grgpf gpv has managed to increase its readership,
and it remains the smallest of the major players.

– There are almost 1,300 regional newspapers in the UK.
They are read by 84 per cent of the adult population,
according to the Newspaper Society, which is more than
the 70 per cent who read national newspapers.
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the CEP and beyond:

– Open access to information via the internet is impacting
on business models of academic publishers.

– A ‘long tail’ of small publishers is becoming
increasingly significant, while user-generated content
is also growing.

– The move from print to digital is impacting on the
skills needs of the industry. Publishers require
expertise in both fields in order to make the transition,
meaning they need the ability to run what are
essentially two businesses at the same time.

– Publishing is a fast-changing sector. This makes it
difficult to pull together with a single voice, although
there are some alliances.
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Software and computer
services

Description: The activities of the Software and Computer
Services industry are defined as development of system
software, contract/bespoke software and turnkey
solutions, systems integration, systems analysis and
design, software architecture and design, project
management and infrastructure design.60

Measurement: Activity in this sector is measured
using data for publishing of software, other software
consultancy and supply and a proportion of reproduction
of computer media.61 Using official Government statistics
it is impossible to separate out software from computer
games or electronic publishing and the figures set out
here include all of these sectors”.62

Size: In 2006 the following figures were recorded for the
Software and Computer Services sector.63 All figures are
for software, computer games and electronic publishing
combined:
– GVA of £20.7 billion in 2004.
– Total creative employment of 596,800 in 2005.
– Exports of £4.7 billion in 2004.
– 51,200 businesses in 2005.
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Exports for software sector
£ billion 1997 – 2004
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Alternative data sources and information

– financial services are the UK’s largest consumers in
this sector, commanding 23 per cent of spending on
software and 33 per cent of spending on computer
services – a total of over £10bn in 2003.64

– At the end of 2005 there were around 10 million
broadband internet subscribers in the UK with
availability to 99.8 per cent of the population.65

Structure of the industry

The Software and Computer Services supply chain can be
broken down into three stages:66

Development: Software is developed either for bespoke
use – designed to fit the particular needs of a customer
– or for off-the-shelf use, eg Microsoft’s Office package.
Software development is closely linked to the computer
hardware industry, as software must be designed
specifically to the hardware on which it will be installed.

Systems design: Designing large and complex business
IT systems requires expertise, and a consultancy
industry has arisen from this requirement. Large
international consultancies like Accenture specialise
in providing IT solutions and advice on information
management to large organisations.

Retail and implementation: Computing customers will
draw on a range of sources to complete their overall
package – acquiring hardware and software through
retailers, resellers or via IT consultancies.
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the CEP and beyond:

– A poor state of pull-through in the education system.
There is a focus on ICT skills, but more needs to be done
in secondary education to attract the mathematicians,
physicists, etc that the industry needs.67

– A shortage of appropriate skills. Because the industry
is evolving so quickly, GCSEs and University degrees
cannot necessarily provide students with the right
skills. Re-skilling and up-skilling those already in work
are also issues for the software and computer services
industry, where SMEs do not have the capacity to train
their workforce.

– The industry currently lacks a connection to allow
quick communication. It has been suggested that the
key to success in the software and computer services
industry is to be fast to the market.

– The importance of upgrading infrastructure. Some
parties feel there are insufficient incentives to invest
in next generation broadband.

– Offshoring and outsourcing pose major
competitiveness, skills and other challenges for the
UK. As well as cheap labour, the skills capabilities of
emerging economies are accelerating. Offshoring may
be interrupting some traditional IT career pathways
in the UK – displacing some entry-level jobs and skills
acquisition. There is a need to make sure that there are
conditions for businesses to develop top-flight skills in
the UK and exploit global sourcing.



Television and radio

Description: The activities of the TV and radio sector
are defined as production, programme and packaging
(libraries, sales and channels), broadcasting (scheduling
and media sales) and transmission.68

Measurement: For producing DCMS statistics this sector
is well defined and easy to identify in national survey
data with a catch-all industrial category of ‘Radio and
TV activities’.69

Size: In 2006 the following figures were recorded for the
TV and radio sector:70

– GVA of £7.1 billion in 2004.
– Total creative employment of 108,700 in 2005.
– Exports of £1.3 billion in 2004.
– 4,400 businesses in 2005.
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Exports for TV and radio sector
£ billion 1997 – 2004

Creative employment in TV and radio
thousand(s) 1997 – 2004
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Alternative data sources and information

Ofcom provide quarterly data on the take-up of
digital television:71

– During quarter 4 2006, the number of households with
digital TV equipment connected to their main television
set rose by around 1 million to reach over 19.5 million.
The total number of homes receiving multi-channel
television at the end of quarter 4 2006 stood at
78.6 per cent.

– Over 2.4 million Digital Terrestrial Television (DTT)
units were sold during the quarter, meaning sales have
now exceeded the million mark for each of the last six
quarters. Year on year, quarter 4 2006 sales were 24 per
cent higher, assisted by growing take-up of integrated
digital televisions (IDTVs), with sales exceeding
1million in quarter 4.
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Structure of the industry

The supply chain for TV and radio can be divided into
three stages:72

– Production: Programmes for TV and radio come
from one of two sources: in-house productions and
external productions. In-house production teams
are vertically integrated with the broadcaster who
commissions the programmes. External productions
are commissioned or acquired from independent
production companies or other broadcasters/
studios and legislation is in place to ensure a
minimum level of competition in the production
sector, setting public service broadcasters minimum
quotas for independent programme production.

– Broadcasting: UK TV and radio is a mixed economy.
There are public service broadcasters: the BBC funded
through the television licence fee; S4C – the Welsh
Fourth Channel, grant-aided by DCMS and benefiting
from some BBC programming; Channel 4, a non-profit
distributing public corporation funded by advertising;
ITV1 and Channel 5, commercial broadcasters with
some public service broadcasting responsibilities. And
there are purely commercial television broadcasters
funded either by advertising and sponsorship, or
subscription, or a mix. There are also BBC and
commercial public service text services. Commercial
radio is funded by advertising and sponsorship.

– Consumption: The most common TV platform for
main TV sets is terrestrial (land-based transmitter
to an aerial) at 51.8 per cent of the platform share as
at quarter 4 2006,73 and these sets are moving from
analogue to digital. Satellite share of main sets was
34.7 per cent, with the large majority of viewing on a
subscription basis. Cable was 13.5 per cent.

– Radio can also be listened to in a variety of formats.
Analogue terrestrial is almost ubiquitous. By quarter
4 of 2006, 16 per cent of the adult population lived in
households with DAB digital radio, 38.9 per cent had
listened to radio via TV, 22.2 per cent had listened via
the internet, and 17.4 per cent of MP3 owners listened
to radio programme ‘podcasts’.74
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– Traditionally TV and radio were two clear and very
separate entities. Rapidly increasing competition,
and ‘convergence’ between platforms (which sees, for
example, radio stations also available via digital TV and
the web), is blurring the boundaries between TV, radio
and other forms of content delivery such as mobile
phones, portable devices, and the internet. Traditional
TV and radio are still by far the most popular formats
to access broadcasters’ output – but it is not yet clear
whether or for how long this will remain the case.

Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the course of the CEP and beyond:

– The switchover to digital television will release
spectrum and bring increased opportunities to industry.
This is likely to increase the current proliferation of
services, allowing current players to expand but also
spreading advertising revenues more thinly.

– The relationship between broadcasters and their
audiences is evolving, with users increasingly
generating content and expecting services on-demand
across a range of platforms.

– The extent to which current public service
broadcasting obligations and current regulation
covering broadcasting will need amending to take
account of the above changes. The Government is
committed to a ‘funding review of public service
broadcasting’ towards the end of digital switchover
if not earlier, and Ofcom is taking forward several
work strands to consider the future of public
service television broadcasting and of radio.
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Video and computer
games

Description: The activities of the sector are defined as
games development, publishing, distribution and retail.75

Measurement: Being a relatively young sector, it is
not possible to use official Government statistics to
measure the size of the games sector. This is because it is
impossible to identify relevant firms in official national
survey data. DCMS does not produce an estimate for the
size of the games sector for this reason.76

Limitations of data collection: For the purposes of
central Government data collection (Creative Industries
Economic Estimates) games has no distinct category
and is included in the bigger classification of ‘Software,
Computer Games & Electronic Publishing’. Data for
this classification can be found in the software industry
snapshot pages.77

Alternative data sources and information: Alternative
data provided by Entertainment Leisure Software
Publishers Association (ELSPA) is presented in the
section below but it should be noted that this is indicative,
not necessarily endorsed by DCMS and not comparable to
any of the other sectors.

ELSPA collects its own statistics on the size of the UK
games sales market78 and other information.

ELSPA found that in 2006, sales of console, PC and
handheld games software, console hardware, and
console and PC gaming peripherals in the UK totalled
£2.18 billion.79
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This makes the UK the 3rd largest sales market in the
world after the US and Japan for games with 12 per
cent of global sales.80
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– The UK has the largest games development community
in Europe.81

– In 2004 the games market continued to make a positive
contribution to the UK trade balance of £280m.82

– Proprietary console hardware platforms are developed
by large international companies. The market is lead
by Sony (PS3 and PSP), Nintendo (DS and Wii) and
Microsoft (Xbox 360); Sony is the UK market leader,
with its Playstation format commanding around 70 per
cent of software sales during the PS2/Xbox cycle.

– New consoles are released on average every 5 years.
The console cycle makes the industry quite volatile
and reliant on learning new technical skills. Since
the introduction of Playstation1 in 1995 the team
sizes needed to build a console game have roughly
doubled with the introduction of the new hardware
(Playstation1 10–15 developers, Playstation2 20–30
developers, Playstation3 50–120+ developers).

– PC gamers remain an important element of the
market and in the last couple of years, mobile phone
manufacturers and network providers have targeted
the games market to add to the revenue generation by
mobile communication.
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Issues

Key issues, opinions and discussion points raised by
industry representatives during summits and discussions
through the CEP and beyond:83

– The rising cost and complexity of games development
is leading to increasing pressure to consolidate both
independent teams and publishing companies and is
making it harder for smaller independent production
companies to break into the console market.

– The growing prominence of online subscription
gaming and digital retail may change the face of retail
in the industry.

– There is a strong need for business and project
management skills in games development, particularly
in light of the pace of change in the sector and the need
to reduce development costs.

– Businesses need to target and engage a more diverse
cross section of consumers.

– Overseas governments offering incentives to games
companies threaten the creative base and strength of
the UK industry.

– The need for greater understanding of the value of
intellectual property to the industry.
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Notes Annex

1 This is the definition set out by the 2001 Creative Industries
Mapping Document. The 2001 Mapping Document refers to the
video games sector as ‘Interactive Leisure Software’.

2 Gross Value Added (GVA) is a measure of economic activity
commonly used to assess the contribution of an industry to the
national economy.

3 The Pembridge/BOP Model (which segments into originals/
content/services/experiences) and the London Business
School model (which segments into process, product and
media businesses).

4 All figures in the bulletin relate to the UK, except employment
which is for the UK only. Exports figures are primarily sourced
from ‘International Trade in Services’ (ONS) and as such will not
include exports of certain goods within the creative industries
(particularly in the music sector).

5 This is how the 2001 Creative Industries Mapping Document
defines the advertising industry.

6 The 2006 DCMS Creative Industries Economic Estimates bulletin
records these figures. Activity in this sector is measured
using data for advertising which is Standard Industrial
Classification 74.40.

7 ‘The Competitive Position of London as a Global Advertising
Centre’ 2007.

8 Ibid.
9 The 2001 CIs Mapping Document defines the architecture

industry in this way.
10 For the architecture industry we take SIC code 74.20. Only a

proportion (25 per cent) of activity in this whole field is included
in our measurement.

11 The 2006 DCMS Creative Industries Economic Estimates bulletin
records these figures.

12 Frontier Economics ‘Comparative Analysis of the UK’s Creative
Industries’ 2006.

13 Aedas Architects website, www.aedas.com
14 This is how the 2001 Creative Industries Mapping Document

defines the sector.
15 Standard Industrial Classifications 52.50 and 52.48.
16 The 2006 DCMS Creative Industries Economic Estimates bulletin

records these figures.
17 Note that the exports figure for this sector is not taken from the

same source as for the other measures. This is because there are
sample size/methodology issues with ONS export data in this
area. Instead, DCMS uses the export estimate of the Antiques
Trade Gazette which carries out analysis of HM Revenue and
Customs data. This only covers exports to non-EU countries. Note
that an export figure greater than GVA is possible as the export
figure values sales revenue whereas GVA removes the value
of inputs.

18 The European fine Art Foundation ‘The European Art Market in
2002’ [2002].
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19 Taken from the Antiques Trade Gazette. This is the same source
as is used to estimate exports in the Creative Industries Economic
Estimates bulletin, but this figure relates to 2006, whereas
exports to 2005.

20 The 2001 Creative Industries Mapping Document describes the
sector in this way.

21 This survey is the Annual Business Enquiry (ABI).
22 The figures were recorded in the Creative Industries Economic

Estimates 2006.
23 Frontier Economics ‘Comparative Analysis of the UK’s Creative

Industries’ 2006.
24 This is how the 2001 Creative Industries Mapping Document

defines the design sector.
25 No industrial classification codes for this sector were identified

following publication of the Mapping Document. Therefore,
figures from an alternative source have been used to date in
the Economic Estimates bulletin. The BDI survey has been able
to provide a consistent annual series on which to base analysis
of trends, but due to limitations identified here, its use will be
reviewed for future editions.

26 Based on Standard Occupational Classifications in the Labour
Force Survey, ONS.

27 Due to overlaps between different parts of the industry the
breakdown sums to more than the £11.6bn total. Note that this is
turnover and not Gross Value Added (GVA), which is used for the
majority of other sectors.

28 For the other sectors in-house teams working in firms outside the
specified creative industry would not be included so the turnover
and employment figures are not comparable to other sectors.

29 This figure includes those working in the designer fashion
industry also.

30 Gross Value Added (GVA) is a measure of economic activity
commonly used to assess the contribution of an industry to the
national economy. This is how most of the creative industries
are measured.

31 As well as design consultancies they include in-house design
teams and freelancers.

32 Design Council’s ‘Design in Britain 2005–06’.
33 Design Council’s ‘Design Industry Research: International

Competition’ 2007.
34 These are issues raised by industry representatives and do not

necessarily reflect the opinions of DCMS.
35 For example, The Design Council, collaborating with NHS

patients, the Bolton Diabetes Network and Kent County
Council, have developed new and more effective ways to manage
chronic disease.

36 The 2001 Creative Industries Mapping Document defines the
designer fashion industry in this way.

37 This data is recorded in the Creative Industries Economic
Estimates using Standard Industrial Classifications 17.71, 17.72,
18.10, 18.21, 18.22, 18.23, 18.24, 18.30, 19.30 and 74.87.

38 The latest figures are recorded in the 2006 Creative Industries
Economic Estimates.



39 Employment in designer fashion industries as defined above is
estimated at 3,400 in 2005. However, the estimate of total creative
employment includes both fashion and non-fashion designers
working in creative occupations outside firms in the creative
industries. Therefore it is presented as a combined Design &
Designer Fashion estimate in the statistical bulletin.

40 DTI ‘A Study of The UK Designer Fashion Sector’ [2003].
41 This figure is quoted in the Creative Industries

Economic Estimates.
42 This is how the 2001 Creative Industries Mapping Document

defines the film sector.
43 Standard Industrial Classifications 92.11, 92.12 and 92.13

for film, a proportion (25 per cent) of 22.32 for video, and a
proportion (25 per cent) of 74.81 for photography. Photography
is included as it is a related creative activity defined in the
Mapping Document that fits best into this sector for measurement
purposes.

44 The 2006 DCMS Creative Industries Economic Estimates records
these figures.

45 The 2001 Creative Industries Mapping Document defines the
sector in this way.

46 Government data for these combined sectors is recorded in the
Creative Industries Economic Estimates and is measured using
data for publishing of sound recordings, artistic and literary
creation and interpretation and operation of arts facilities along
with proportions of reproduction of sound recordings and
entertainment and recreational activities not elsewhere classified.
They use Standard Industrial Classifications 22.14, 92.31 and
92.32, and proportions of 22.31 (25 per cent), 92.34 (50 per cent)
and 92.72 (25 per cent).

47 Such as including manufacture of musical instruments,
wholesale of audio and TV, radio and hi-fi manufacture.

48 Frontier Economics ‘Comparative Analysis of the UK’s creative
industries’ 2006.

49 BPI 2006.
50 BPI 2005.
51 This is how the 2001 Mapping Document defines the sector.
52 The Creative Industries Economic Estimates record these figures

for music and performing arts sectors combined.
53 It should be noted that the CCSkills data is indicative, not

necessarily endorsed by DCMS and not comparable to any of the
other sectors.

54 DCMS ‘Taking Part: The National Survey of Culture, Leisure and
Sport Annual Report 2005/06’ [2007].

55 The 2001 Creative Industries Mapping Document defines this
sector in this way.

56 The Creative Industries Economic Estimates recorded these
figures. Activity in this sector is measured using data for
publishing of books, newspapers, journals and periodicals, news
agency activities and a proportion of other publishing activities.

57 EU Commission, NACE [2004].
58 Based on the Competition Commission’s assessment of the market.
59 Based on the Competition Commission’s assessment of the market.
60 The 2001 Mapping Document defines them in this way.
61 Standard Industrial Classifications 72.21, 72.22 and a proportion

(25 per cent) of 22.33.
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62 It should be noted that computer games and electronic publishing
are very small as a proportion of this sector.

63 The 2006 DCMS Creative Industries Economic Estimates bulletin
records these figures.

64 UK Trade & Investment.
65 DTI ‘UK Broadband Status Summary March 2006’.
66 Frontier Economics ‘Comparative Analysis of the UK’s Creative

Industries’ 2006.
67 Government has made major policy commitments to increasing

the supply of science, technology, engineering and maths
(STEM) skills to the workforce, such as actions in the Science
and Innovation Framework Next Steps, the DTI/DfES STEM
Programme Report published in October 2006.

68 This is how the 2001 Creative Industries Mapping Document
defines the TV and radio sector.

69 Standard Industrial Classification 92.20.
70 The 2006 DCMS Creative Industries Economic Estimates records

these figures.
71 Ofcom Digital Television Update - Q4 2006.
72 Frontier Economics ‘Comparative Analysis of the UK’s Creative

Industries’ 2006.
73 Ofcom Digital Television Update - Q4 2006.
74 Ofcom ‘The Future of Radio’ 17 April 2007.
75 The 2001 Mapping Document refers to the games sector as

‘interactive leisure software’ and defines its activities in this way.
76 Data collection arrangements are set to change following the

revision exercise for the Standard Industrial Classifications
(2007). A new code (58.21) will be introduced at an EU wide level
for ‘Publishing of computer games’ – as a result of Government
negotiations. This will come into full effect in data published
in 2009.

77 It should be noted that games are small as a proportion of
this measurement.

78 Note that sales figures are not directly comparable to turnover or
GVA figures that are found elsewhere in the snapshots.

79 Chart Track/ELSPA.
80 ELSPA.
81 ELSPA.
82 Frontier Economics ‘Comparative Analysis of the UK’s Creative

Industries’ 2006.
83 These are issues raised by industry representatives and do not

necessarily reflect the opinions of DCMS.
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Glossary 3G mobile The newest generation of mobile telephony. In this,
third-generation protocols support much higher data
rates, measured in Mbps, intended for applications
other than voice.

Amazon Amazon is an American e-commerce company based
in Seattle, Washington. It was one of the first major
companies to sell goods over the internet.

Apache The Apache HTTP Server, commonly referred to
simply as Apache, is a web server notable for playing
a key role in the initial growth of the World Wide Web.

Apple iPod iPod is a brand of portable media player designed and
marketed by Apple and launched in October 2001.

Arts Council The Arts Council is the strategic body for the arts in
England England. Formed in 1994 when the Arts Council of

Great Britain was divided into three separate bodies
for England, Scotland and Wales. It is a Non
Departmental Public Body (NDPB) of the Department
for Culture, Media and Sport. Since 1994, Arts Council
England has also been responsible for distributing
lottery funding.

BBC The British Broadcasting Corporation (BBC) is the
largest broadcasting corporation in the world in
terms of audience numbers, employing 26,000 staff
in the United Kingdom alone and with a budget of
more than 4 billion. Founded in 1922 as the British
Broadcasting Company Ltd, it was subsequently
granted a Royal Charter and made a state-owned but
independent corporation in 1927. The corporation
produces programmes and information services,
broadcasting globally on television, radio, and the
internet.

BBC Charter The BBC is governed by a Royal Charter which sets
renewal out what it is for, what it does and how it does it.

The 1996 Charter and Agreement expired on
31 December 2006. DCMS undertook a major public
consultation to help decide the details of the new
Charter and Agreement. The new Charter and
Agreement took full effect on 1 January 2007.

Bebo Bebo is a social networking website, designed to
allow friends to communicate in various ways. It has
developed into an online community where users can
post pictures, write blogs and send messages to one
another.

Betamax An early home video cassette tape recording and play
format which became obsolete due to the success of
the rival VHS system.
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BitTorrent A peer-to-peer file-sharing (P2P) communications
protocol. BitTorrent is a method of distributing
large amounts of data widely without the original
distributor incurring the entire costs of hardware,
hosting and bandwidth resources.

BME Black and minority ethnic.

Brown and The term ‘brown goods’ is used to describe domestic
white goods electronic equipment for use solely in the home

including televisions, video recorders etc. The term
‘white goods’ is used to describe domestic utility
equipment such as fridges, freezers and ovens.

C1 and These refer to social groupings in the National
A/B groups Readership Survey (NRS) Social Grade demographic

classification by occupation. The groupings are:
A – Higher managerial, administrative or

professional
B – Intermediate managerial, administrative or

professional
C1 – Supervisory or clerical and junior managerial,

administrative or professional
C2 – Skilled manual workers
D – Semi and unskilled manual workers
E – State pensioners, casual or lowest grade workers

CAD software Computer-aided design (CAD) is the use of a wide
range of computer-based tools that assist engineers,
architects and other design professionals in their
design activities.

Capgemini Capgemini is a large information technology,
consulting, outsourcing and professional services
company.

CBI The Confederation of British Industry is a lobbying
organisation for the UK business on national
and international issues. It works with the UK
Government, international legislators and policy
makers to help the UK businesses compete effectively.

CD-ROM A compact disc that contains data accessible by
a computer. While the compact disc format was
originally designed for music storage and playback,
the format was later adapted to hold any form of
binary data. CD-ROMs are popularly used to distribute
computer software, including games and multimedia
applications.
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Glossary Channel 4 Channel 4 is a public service British television station,
broadcast to all areas of the United Kingdom (and also
the Republic of Ireland), which began transmissions
in 1982. Though entirely commercially self-funded, it
is ultimately publicly owned: originally a subsidiary
of the Independent Broadcasting Authority (IBA), the
station is now owned and operated by the Channel
Four Television Corporation, a public body established
in 1990 for this purpose and which came into
operation in 1993, following the abolition of the IBA.

Computacenter Computacenter is a computer services company
operating in Western Europe.

Cox Review The Cox Review of Creativity in Business was
commissioned by the Chancellor of the Exchequer at
the time of Budget 2005. Led by Sir George Cox, its
remit was to consider how best to exploit the nation’s
creative skills. It focused on how smaller businesses
use creative skills, with particular concern for
manufacturing. The Review Report was published on
2 December 2005.

Crafts Council The Crafts Council was established in 1971 as the
national agency for crafts and was granted a Royal
Charter in 1982. The object of the Crafts Council is to
advance and encourage the creation of work of fine
craftsmanship and to foster, promote and increase the
interest of the public in the work of craftspeople and
in the accessibility of those works to the public.

Creative & CCS is the Sector Skills Council for Advertising,
Cultural Skills Crafts, Cultural heritage, Design, Music, Performing,

Literary and Visual Arts. It is an industry-led
organisation which aims to have influence over the
supply of education and skills across the UK.

Creative Established in 2002 by DCMS and the UK Trade and
Exports Group Investment, the CEG provides a national forum for

copyright-based creative industries and Government
to examine issues affecting the export of goods and
services and considers ways of enhancing export
performance.
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CST Council for Science and Technology is the UK
Government’s top-level independent advisory body
on science and technology policy issues. Its remit is
to advise the Prime Minister and the first Ministers
of Scotland and Wales on strategic issues that cut
across the responsibilities of individual government
departments. CST organises its work around five
broad themes (research, science and society, education,
science and government, and technology innovation)
and takes a medium to longer term approach.

DCMS The Department for Culture, Media and Sport is
the Department responsible for Government policy
on the arts, sport, the National Lottery, tourism,
libraries, museums and galleries, broadcasting,
creative industries including film and the music
industry, press freedom and regulation, licensing,
gambling and the historic environment. It is also the
Department responsible for 2012 Olympic Games and
Paralympic Games.

Design Council The Design Council is a Non Departmental Public
Body sponsored by the DTI and DCMS with an
overarching objective to improve prosperity and
wellbeing in the UK by inspiring and enabling the
best use of design.

Digital Rights Technologies to give content providers control over
Management redistribution and access to material.
(DRM)

Downloading To obtain digital content via the internet.

DTI Department of Trade & Industry is working to
create the conditions for business success and help
the UK respond to the challenge of globalisation.
As the Department responsible for trade, business,
employees, consumers, science and energy, the
Department is in a unique position to contribute to the
wider challenge of globalisation – enabling business
and employees to prosper in the UK. Delivering
outcomes will require ever closer working with others
– reaching out to more stakeholders, and working
with Whitehall Departments to raise awareness of the
Government role in addressing globalisation.

e-skills Licensed by Government as the Sector Skills Council
for IT & Telecoms, and lead body for Contact Centres.
Its mission is to ensure the UK has the skills it needs
to compete in the global economy, bringing together
employers, educators and Government to address
together the technology-related skills issues no one
party can solve on its own. It provides advice, services
and programmes that have a measurable impact on IT-
related skills development in the UK.
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Glossary EDS Electronic Data Systems is a global business and
technology services company.

EMI The Electric and Musical Industries Ltd (EMI) formed
in March 1931 from a merger of the UK Columbia
Graphophone Company and the Gramophone
Company. EMI Music is one of the Big Four record
companies, making it among the largest in the world.

EU Commission The European Commission (formally the Commission
of the European Communities) is the executive body of
the European Union.

Facebook A social networking website which allows users to
upload an unlimited number of photos, share links
and videos. It was originally developed for college and
university students but has since been made available
to anyone with an email address.

Flickr A photo sharing website and web services suite,
and an online community platform. In addition to
being a popular website for users to share personal
photographs, the service is widely used by bloggers
as a photo repository. Its popularity has been fuelled
by its innovative online community tools that allow
photos to be tagged and browsed.

FTSE The FTSE is a joint venture between the financial
Times (F-T) and London Stock Exchange (S-E) to
provide stock market indices and associated data
services. FTSE operates the FTSE 100 Index, a share
index of the 100 largest companies on the London
Stock Exchange.

GDP Gross Domestic Product (GDP) is a measure of
the total economic activity in a country. It can be
measured in three ways: the production method,
the income method and the expenditure method
(for more information see the ONS website at www.
statistics.gov.uk/about/glossary/economic_terms.asp.
The contribution of individual industries to GDP is
measured using GVA (see GVA).

GLA Greater London Authority is the strategic citywide
government for London. It is made up of a directly
elected Mayor – the Mayor of London – and a
separately elected Assembly – the London Assembly.
The GLA’s main areas of responsibility are:
– Transport
– Policing
– fire and emergency planning
– Economic development
– Planning
– Culture
– Environment
– Health
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Gowers Report In December 2005, the Chancellor of the
Exchequer asked Andrew Gowers to conduct
an independent review into the UK Intellectual
Property Framework. The Review examined all
elements of the IP system, to ensure that it delivers
incentives while minimising inefficiency. The
Review was published on 6 December 2006.

GVA Gross Value Added (GVA) is a measure of economic
activity commonly used to assess the contribution
of an industry to the national economy. It is measured
as the difference between output and intermediate
consumption for the given sector/industry. That is
the difference between the value of goods and services
produced and the cost of raw materials and other
inputs which are used up in production. GVA for
every industry in the economy can be added together
plus taxes and less subsidies to find total GDP
(see GDP).

ICT Information and Communications Technology.

IDBR The Inter-Departmental Business Register (IDBR) is
a comprehensive database of the UK businesses that
is used by government for statistical analysis and for
sampling other surveys. It includes firms registered
for Value Added Tax (VAT), employers operating a
Pay As You Earn (PAYE) scheme, and incorporated
businesses registered at Companies House.

‘Indie’ An independent record label, ie not one owned by one
of the major record companies.

InnoCentive InnoCentive is an ‘open innovation’ company that
website takes research and development problems in biology

or chemistry, frames them as “challenge problems”,
and opens them up for anyone to solve them. They
give cash awards for the best solutions to scientists
who meet the challenge criteria.

Institute For The UK economic research institute. It specialises in
fiscal Studies research on the UK taxation and public policy. It is

politically independent and produces both academic
and policy related findings.

Intellectual IP allows people to own their creativity and innovation
Property in the same way that they can own physical property.

The owner of IP can control and be rewarded for its
use. The term generally refers to formal rights such
as copyright, trade marks, patents and designs, for
which the UK-IPO has responsibility. IP may also
include informal methods of protection such as trade
secrets, know how and confidentiality agreements.

ISPs Internet Service Providers are businesses or
organisations that provide to consumers access to the
internet and related services.
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Glossary IPSOS Survey and independent research company, now
Ipsos MORI.

KTPs Knowledge Transfer Partnerships are a mechanism
that enables companies to obtain knowledge,
technology and/or skills. Knowledge Transfer
Networks (KTNs) are part of the DTI Technology
Programme, the purpose of which is to provide
funding to facilitate further investment in science,
engineering and technology with the active
participation of business and industry. KTNs provide
businesses and members of business, research and
technological organisations with the opportunity to
network and share mutually beneficial information.
They can play a vital role in making the necessary
connections between these various players, helping
industry to access knowledge and information central
to innovation growth.

Lambert Review The Lambert Review, commissioned by HM Treasury,
the Department for Education and Skills and the
Department of Trade and Industry in November
2002, made a series of recommendations aimed at
smoothing out the path between the UK’s strong
science base and the business community. The Review
reported on 4 December 2004.

Limewire A peer-to-peer file-sharing site.

Live Music The Live Music Forum was set up to take forward a
Forum DCMS Ministerial commitment to maximise the take-

up of reforms in the Licensing Act 2003 relating to
the performance of live music, to monitor the impact
of the Act on live music, and to promote live music
performance. It comprises representatives from across
the industry and non- commercial sectors, as well as
local government and the hospitality industry. It is
expected to report in July 2007.

London A fashion industry event, taking place each
Fashion Week September, that allows fashion designers or ‘houses’

to display their latest collections.

‘Long tail’ A phrase first coined by Chris Anderson in an
October 2004 Y ktgf magazine article to describe
certain business and economic models which works
on the principle of selling millions of items in small
quantities rather than a handful of best-sellers.
Examples include Amazon.com or Netflix.

Lossy data Data compression methods where acceptable
compression degradation to data quality occurs in return for

a substantial reduction in bit rate. Examples of
lossy file formats include MP3 and JPEG.
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Misys A global software company that provides products,
solutions, and services to the financial services and
healthcare sectors.

MORI Survey and independent research company, now
Ipsos MORI.

Mozilla firefox A cross-platform browser, providing support for
various versions of Microsoft Windows, Mac OS X,
and Linux.

MySpace A popular social networking website offering an
interactive, user-submitted network of friends,
personal profiles, blogs, groups, photos, music
and videos internationally.

NACE The National Association for Able Children in Education.

Napster A file-sharing service that paved the way for
decentralized P2P file-sharing programs such as
Kazaa, Limewire, imesh, and BearShare, which are
now used for many of the same reasons and can
download music, pictures, and other files.

NESTA The National Endowment for Science, Technology and
the Arts was established in 1998 with a £200 million
endowment from the Lottery. NESTA invests in early
stage companies in the fields of Science, Technology
and the Arts, informs innovation policy, and encourages
a culture that helps innovation to flourish. NESTA
secured an extra £75m for their endowment in 2006
(£15m each year 2006–11) to counter the effect of
prolonged low interest rates.

OECD The OECD brings together the governments of
countries committed to democracy and the market
economy from around the world to:
• support sustainable economic growth
• boost employment
• raise living standards
• maintain financial stability
• assist other countries’ economic development
• contribute to growth in world trade.

ONS The Office for National Statistics is responsible for
collecting and publishing official statistics about the
UK’s society and economy.

OpenGL Open Graphics Library is a standard specification
defining a cross-language cross-platform API for
writing applications that produce 3D computer
graphics (and 2D computer graphics as well).

OVUM Business providing advice on the commercial impact
of technology and market changes in telecoms,
software and IT services.
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Glossary P2P A peer-to-peer (or P2P) computer network relies
primarily on the computing power and bandwidth
of the participants in the network rather than
concentrating it in a relatively low number of servers.
Peer-to-peer networks are primarily used to share
content files containing audio, video, data or anything
in digital format.

Press A trade association representing a global family of
Association information and media services businesses.
Group

Publishers The leading trade association serving book, journal
Association and electronic publishers in the UK.

R&D Research and development.

RDAs Regional Development Agencies. The eight regional
economic development agencies in England are
responsible for raising national and regional
economic performance by working to promote
regional regeneration, investment, skills, training,
employment, efficiency and competitiveness. They are
sponsored by the DTI.

Realtone A ringtone which has been encoded with a high
fidelity format such MP3, AAC, or WMV format, and
represents the latest evolution of the ringtone.

Skillset The Sector Skills Council for the Audiovisual
Industries (broadcast, film, video, interactive media
and photo imaging). Jointly funded by industry and
government, its objective is to make sure that the UK
has the right level of skills to ensure the audiovisual
industries remain competitive.

SMEs Small and medium-sized enterprises, ie typically those
businesses with less than 250 employees.

The Creative The DCMS/DTI Creative Economy Programme
Economy identified seven issues that are key to the success of
Programme the creative industries:
Working Groups • Education and skills

• Competition and intellectual property
• Technology
• Business support and access to finance
• Diversity
• Infrastructure
• Evidence and analysis

Separate working groups were established to
investigate these areas. Membership was made up of
representatives from Non Departmental Public Bodies,
government departments, and Trade Associations,
to investigate. The Working Groups delivered their
reports to Government in October 2006.
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DTI Innovation The UK Innovation Survey provides a regular
Survey snapshot of innovation inputs and outputs and the

constraints faced by the UK businesses in their
innovation efforts, across the range of the UK
industries and business enterprises.

Royal Institute The professional body for architects in the United
of British Kingdom.
Architects
(RIBA)

V&A The Victoria and Albert Museum. Comprises of the
main museum at South Kensington, the V&A Museum
of Childhood at Bethnal Green and the archive and
stores at Blythe House, Olympia. Established in 1852,
to make works of art available to all and to inspire
British designers and manufacturers.

The Work The Work Foundation is a not-for-profit organisation,
Foundation that brings all sides of working organisations

together to find the best ways of improving both
economic performance and quality of working life.

Thomson An arm of The Thomson Corporation, an international
financial information company.

TrueType The most common digital font techonology on Mac
system and PC. It is an outline font standard originally

developed by Apple Computer in the late 80s.

The UK IP The legislative framework within which the UK
framework Intellectual Property Office operates.

UNCTAD The United Nations Conference on Trade and
Development. It is the principal organ of the United
Nations General Assembly dealing with trade,
investment and development issues. Established in
1964 as a permanent intergovernmental body.

UNESCO United Nations Educational, Scientific and Cultural
Organization. Its stated purpose is to contribute
to peace and security by promoting international
collaboration through education, science, and culture
in order to further universal respect for justice, the
rule of law, and the human rights and fundamental
freedoms.

Video on Video on demand systems allow users to select and
demand watch video and clip content over a network as part

of an interactive television system. VOD systems
either stream content, allowing viewing in real time,
or download it in which the program is brought in
its entirety to a set-top box before viewing starts. The
term encompasses a broader spectrum of delivery
devices, including computers, mobile phones and
any system that can receive on-demand audiovisual
content over a network.
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Glossary Voice over IP Voice over internet Protocol, is the routing of voice
conversations over the internet or through any other
IP-based network. Companies providing VoIP service
are commonly referred to as providers. Protocols that
carry voice signals over the IP network are commonly
referred to as Voice over IP or VoIP protocols.

WARC World Advertising Research Center. A leading
supplier of information, knowledge, insight and
data to the global marketing, advertising, media
and research communities. WARC is an independent
organisation, working closely with international trade
associations, industry bodies and blue chip companies.

Wikipedia A web-based, free content encyclopedia. Wikipedia
is written collaboratively by volunteers; the vast
majority of its articles can be edited by anyone with
access to the internet. Initially launched in English
in 2001, Wikipedia has approximately 7.5 million
articles in 253 languages, 1.8 million of which are in
the English edition.

YouTube Created in 2005 as a video sharing website for users
to upload, view, and share video clips. The wide
variety of site content includes movie and TV clips
and music videos, as well as amateur content such as
videoblogging and short original videos.
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