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Innovative by nature: Creative industries, innovation, and the wider economy
A Knowledge Economy Programme Report

Overview

As part of the KE2 programme we agreed that we would look in more detail at key knowledge
economy sectors which would form the basis for a sustained recovery over the next decade —
manu-services, the low carbon economy, the creative and cultural industries, and high tech and
business services. This paper is the second in the series of these “sectoral” studies and focuses on
the creative industries. Its purpose is to set out the background, context, key trends and challenges
in the sector with respect to creating jobs and growth, and outlining next steps for the research.

The creative industries are a central part of the knowledge economy and evidence suggests that
they are a key part of the innovation system. Building on the work on the creative industries and
innovation by NESTA we are interested in investigating the linkages and spill-overs between the
creative and cultural sector and other sectors building on and complementing work undertaken by
NESTA and others. We hope this will shed light on the role that creative businesses play in
fostering innovation and ultimately their role in the wider innovation system.

This paper is structured into five sections:

An overview of the economic performance of the creative industries to date

The relationship between the creative industries and innovation in the wider economy
A review of the role of enterprise in creating jobs and wealth

Evidence on the impact of the recession on the industries

Conclusions and next steps.

arwNE

Creative Britain today

The expansion and recognition of the creative economy and their contribution to the UK’s economy
was one of the most encouraging economic stories of the first decade of the second millennium. It
is now widely recognised that arts and culture are a vital backdrop for creative industries such as
advertising and design. The creative economy forms a larger part of the UK economy than any
rival economies in the OECD and the wider economy increasingly depends on their goods and
services to add value to their products and services. While “the creative industries” now seem
ubiquitous, a decade ago there was no coherent strategy to the sector or a clearly articulated
sense that advertising and visual arts were part of the same ‘sector’ of the economy.

The Department of Culture, Media and Sport’s 1998 and 2001 mapping documents provided a
blueprint for the 13 industry configuration now recognised as the creative economy. Subsequent
work by the department and organisations like The Work Foundation has developed our
understanding of its economic function and importance. The Work Foundation highlighted the
shared business model of the creative economy which is based around the creation and
commercialisation of ‘expressive value’, which can be understood as every dimension which, in its
broadest sense, enlarges meaning and cultural understanding.*

The Work Foundation’s report Staying Ahead built on the analysis by KEA for the European
Commission to create a typology of the creative industries that highlights the connections,
similarities and points of differentiation between the ‘core creative fields’, the ‘cultural industries’
and the ‘creative industries’ — see Figure 1. This typology places the creative industries within the
wider economic context as manufacturing and service sectors “benefit from and exploit the

expressive outputs generated by the creative industries”.?

! Staying Ahead, 2007.
% Staying Ahead.

© The Work Foundation.
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Figure 1: Typology of the creative industries

Source: The Work Foundation, 2007

According to the report, the drivers of the creative economy include:®

Demand for sophisticated goods and services, stimulated by early exposure to culture and
increasing levels of education.

Greater diversity to foster the conditions for creativity and innovation.

The right balance and supply of education and skills both specific skills as well as
transferrable skills such as leadership and management.

Networks which harness capacity.
Fit-for-purpose public sector architecture, grants and institutions.
A clearly defined and enforced regime of intellectual property rights.

Building greater business capacity, particularly managerial and business discipline
shortcomings.

The increased visibility of the creative economy has not just been due to the change in conceptual
language. Primarily, it has been the increase in their economic importance that has driven the
increase in attention. The UK’s creative economy now accounts for 6.4 per cent of UK Gross Value
Added and is growing as at a faster rate than the economy as a whole.* Using the DCMS
workforce definition the sector employs around 1.1 million people, more than financial services and

pharmaceuticals combined. In addition to around 800,000 people employed in creative occupations
outside the sector.’

® Staying Ahead, 2007.
* ONS, 2007.
° ONS, 2007.
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The most significant growth has been in the ‘creative industries’ of advertising, architecture, design
and software, which have more than doubled in size in terms of contribution to national output
(GVA) - Figure 2. However, as Figure 2 also illustrates, the economic contribution of the cultural
industries, including visual and performing arts, crafts and museums, has also grown over the past
ten years. Growth and decline in the arts has mostly anticipated growth or decline in the creative
industries during this period. Software and computer games were responsible over half of the total
turnover growth in the creative industries between 1995 and 2005.

Figure 2: Industry GVA growth relative to 1998 int  he creative industries and the arts (DCMS, 2009)
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Source: DCMS, 2009.

Figure 3: Total turnover growth of firms in the cre ative industries 1995-2005

Source: Frontier Economics, 2007.

The UK is one of the world’s biggest exporters of creative and cultural services, worth £13 billion to
the economy in 2007 — see Figure 4. Exports of services for the creative industries grew at an
annualised rate of 8.3 per cent between 2000 and 2007 — see Figure 4. In 2006, cultural
‘knowledge service’ exports accounted for 2 per cent of all knowledge service exports. Software,

© The Work Foundation.
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computer games and electronic publishing consistently account for around a third of all creative
economy exports with art and antiques accounting for around one-fifth of the total. Publishing,
architecture, software and advertising all enjoyed double digit annual export growth between 2000
and 2007 — see Figure 5. ‘Music and the Visual & Performing Arts’ comprise a fraction of total
exports, and have decreased in absolute value since 2000, but are still consistently in excess of
£200 million a year.

Figure 4: Exports of services for the creative econ omy (UK) 2000 - 2007 by sector
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Source: DCMS, 2009.

Figure 5: Annualised growth in exports by sub-secto r (2000 - 2007)

Publishing 12.7%
Architecture 12.2%
Software, Computer Games & Electronic Publishing 11.9%
Advertising 11.3%
Radio and TV 6.9%
Art & Antiques 6.5%
Video, Film & Photography 3.6%
Design -4.0%
Music and the Visual & Performing Arts -6.3%
TOTAL 8.3%

Source: DCMS, 2009
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Innovation and the creative industries

The creative industries have a high degree of inter-dependence with other sectors in the economy
and play a role in driving innovation in the wider economy, not just through a spirit of creativity, but
through adding value to goods and services in other industries. A study on creative industries in
South East England illustrates this by identifying the forward and backward supply chain
relationships between the creative industries and other sectors — see Figure 6. Frontier Economics
utilises a layer approach to analyse the creative industries supply chain — see Figure 7. These
relationships are perceived to be more than simple exchanges of goods and services as research
has found that the creative industries improve innovation in their forward supply chain. As Figure 8
shows, design services are used for multiple purposes in manufacturing and service sectors. More
recently, there have been attempts to quantify the relationship between the creative industries and
the effects that this has on innovation.

Figure 6: Supply chain linkages of South East's cre  ative industries

Source: Experian, SEEDA, 2009.

© The Work Foundation.
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Figure 7: Generic supply chain for the creative ind ustries

Source: Frontier Economics, 2007.

Figure 8: Who uses design and for what purpose?

Source: DTI, 2005.

The added value from these interactions is thought to be derived from what are often termed ‘spill-
overs’. The term ‘spill-over’ is often used to refer to the positive externalities that are created from
the production of knowledge through research and development. The argument is that since
knowledge is non-rival and in many cases non-excludable, its benefits can be exploited by the
wider economy. These externalities also reduce the incentive for investing in knowledge creation

© The Work Foundation.
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since the originator will bear the full costs of the research but not the full benefits of the innovation.
Staying Ahead describes six main areas of spill-overs, whereby value from the creative industries
was transferred to the wider economy®:

Organisational knowledge spill-overs  — Project working and innovation.

Experiential knowledge spill-overs  — Firms in the wider economy draw on creative
business models to provide experiential services.

Interdisciplinary knowledge spill-overs — Creative industries have a culture of
interdisciplinary working which can be passed onto firms in the wider economy — “Clearly,
they have a strong interdisciplinary tradition which in some cases is driving innovations of
social significance”.

Entrepreneurial knowledge spill-overs  — The large number of small firms are consistent
with high levels of entrepreneurialism and spill-overs happen if they inspire risk-taking and
entrepreneurial culture.

Job mobility spill-overs  — Professionals carry over ideas and knowledge into other
sectors on moving jobs — an important way of transferring tacit knowledge.

Demand spill-overs — Demand spill-overs for complementary products in other industries.

These knowledge and demand spill-overs from the creative industries are thought to drive
innovation in the wider economy. Although it is difficult to quantify the value of these spill-overs
individually, a number of studies have looked at measures of innovation and value added in
organisations in other sectors according to the extent of their relationship with the creative
industries. One of the most significant quantitative studies on the interaction between the creative
industries and the wider economy based on data from ONS input / output tables and the
Community Innovation Survey by Bakhshi et al (2008) identified a number of positive correlations
between businesses that purchased goods and services from the creative industries and
innovation. The paper’s headline finding was that UK businesses which invest twice as much as
the average firm in creative services (as a proportion of their output) are 25 per cent more likely to
introduce product innovations.” The authors concluded that:

...Supply chain linkages to the creative industries are positively related to innovation
elsewhere in the economy. This suggests that the creative industries may play a more
important role in the UK’s ecology of innovation than has been recognised to date.?

This research along with research by the DTI°, NESTA and others'®, has provided a strong
evidence base that backs up the hunch that creative businesses play a significant role in
increasing innovation in organisations in other sectors. For example:

Around 55 per cent of creative products supplied to the UK economy are purchased by
other UK businesses.™

® Staying Ahead, 2007.

" Creating Innovation Report, 2008.

8 hitp://www.nesta.org.uk/library/documents/Report%20-%20Creative%20Innovation%20v5. pdf

° DTI (2005), ‘Creativity, Design and Business Performance’, DTI Economics Paper No. 15, London.

1% See inter alia Sunley (2008), ‘Innovation in the creative production system: the case for design’, Journal of
Economic Geography 8.

! Bakhshi et al, 2008.
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Manufactures that draw on design increase productivity, market share and product
quality.*

Firms which purchase creative products as an important part of production are more likely
to engage in design activities, successfully introduce new and novel products, and enjoy an
expansion in their product range as a result of their innovation activities.*?

Firms with higher design intensity have a greater probability of carrying out product
innovation and that design expenditure has a positive association with firm productivity
growth.*

Industry purchases of creative intermediate inputs rose steadily between 1992 and 2004 —
see Figure 9.

Figure 9: Industry purchases of creative intermedia  te inputs, 1992 - 2004

Source: Bakhshi et al, 2009.

Enterprise and the creative industry

The structural composition of the creative industries is diverse and in many ways atypical. The
majority of businesses are very small, made up of 1-10 people and two-fifths of the workforce is
freelance. Like many other sectors, a small percentage of organisations are responsible for a
disproportionate amount of job growth in the industries. According to research by NESTA, 7.5 per
cent of creative businesses were responsible for the net growth in jobs in the sector. Without these
businesses the creative industries would have shed jobs over the last decade.'® Moreover, 45 per
cent of these high growth firms'® (HGFs) in the creative industries were from the software,
computer games and electronic publishing sector. Research by Frontier Economics in 2007 found
that between 1995 and 2005 start-ups in the creative industries contributed £31.8bn of the £66.4bn
total turnover growth for the Creative Industries and 250,000 of the 290,000 total employment

2 Cox Review.

'* Bakhshi et al, 2009.

DTl op cit.

'3 hitp:/Avww.nesta.org.uk/news_events/press_releases/assets/features/high-

impact firms are key to unlocking growth in creative industries

'® The OECD definition of a high-growth company is one with 10 or more employees which experience
employment growth averaging 20% or more per year over a three year period.

© The Work Foundation.
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growth — see Figure 10.'" Established organisations (ie. Those established prior to 1995) across
most sectors saw either negative or limited turnover growth, with the exception of TV and radio and
software and computer games — see Figure 11.

Figure 10: Turnover growth due to start ups for the period 1995-2005

Source: Frontier Economics, 2007.

Figure 11: Total turnover growth due to firms that were already established in 1995, for the period
1995-2005

Source: Frontier Economics, 2007.

David Birch argued twenty-five years ago that high growth small and medium sized enterprises
(SMESs), what he termed ‘gazelles™®, were prolific new job generators while the ‘elephants’ of the

17 http://www.culture.gov.uk/images/publications/analysisfirm_levelgrowth creative-industries.pdf
'8 high growth organisations which create a disproportionate number of jobs, defined by OECD as 20 per
cent annual increase in employees.

© The Work Foundation.
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Fortune 500 continued to shed jobs — this seems to be the case in the creative sector as well as
established firms reduced total employment by 120,000 between 1995 and 2005."° The creative
sector is full of SMEs but they are not typically ‘gazelles’. With the exception of the 7.5 per cent,
the creative economy is a sector comprised almost entirely of ‘mice’, small businesses that stay
small, with a few dominant ‘elephants’ and ‘gorillas’. Micro-businesses, with fewer than 5
employees, account for 87 per cent of all companies in the sector.?’ There is also a far greater
proportion of self-employment in the creative economy, accounting for 42 per cent of the
workforce?, compared to other knowledge intensive sectors (14 per cent in 2005%).

The elephants and gorillas, as The Work Foundation’s report Staying Ahead found, vary in
importance in each sector in the creative economy. The eight largest firms dominate TV & Radio
and Publishing accounting for over 70 per cent of turnover in those sectors, while 63 per cent of
overall turnover in Music & Performing Arts is accounted for by small firms.?®

Available data suggests that employment and productivity in the creative industries fluctuate
considerably, although business formation appears more cyclical. The creative economy displays
considerable volatility in year-on-year productivity, as measured by GVA, and in employment — see
Figure 12. Employment growth is also considerably more variable than the public sector and wider
economy — see Figure 13. In contrast, business creation, in terms of companies created and
ended, shows a more stable cycle — see Figure 12.

Figure 12: Annual change in employment, business cr  eation and GVA for the creative and cultural
industries
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Source: DCMS, 2009.

9 Frontier Economics, 2007.

%% 93 per cent employ fewer than 10 people.

2! http://www.ccskills.org.uk/LinkClick.aspx?fileticket=fariQ AgmP%2bU%3d&tabid=600
2 Brinkley, How Knowledge is Reshaping the Economic Life of Nations

% Frontier Economics analysis in Staying Ahead.
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Figure 13: Comparison of annual employment growth i n the creative industries, cultural industries,
public sector and total economy
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Source: DCMS, ONS.

This volatility is usually explained by the ‘intrinsically high risks’ faced by creative businesses
compared to other sectors. These risks include:**

Difficulty anticipating demand for cultural and creative goods and services often referred to
as ‘credence’ goods.

High levels of sunk costs are incurred before market information can be collected.

Cost escalation is a hazard due to imperfectly competitive markets where producers may
strategically spend more money on a creative good to help raise its attraction to
consumers.

Creative processes are not underpinned by a scientific or technical base with logical
structures and the process of learning and creating is more intuitive.

There are considerable differences in business survival rate across the creative industries.
According to research by Frontier Economics, the three year survival rate for start-ups over 1996-
2000 ranged from 73 per cent in television and radio to 54 per cent in designer fashion — see
Figure 14. The survival rate for publishing, design, architecture and software firms was below the
UK firm average.

4 Staying Ahead.

© The Work Foundation.
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Figure 14: Percentage of start-ups over 1996-2000 s  urviving at least three years

Source: Frontier Economics, 2007.

A study by Clayton and Mason found that there was significant ‘bunching’ of creative businesses at
around £300,000 - £400,000 annual turnover suggesting that there are either barriers to growing
beyond this point or conscious limitation.?® Research has identified a number of barriers to growth
in the creative industries, particularly with respect to small enterprises:

Digital skills — NESTA notes that small companies are: “At risk of not identifying,
understanding and using new and disruptive technologies...policy needs to focus on
helping businesses to become aware of new digital distribution channels, and support
efforts to co-ordinate adoption at the industry level.” This is not just a requirement for
businesses but for the delivery of skills in the sector — according to Creative and Cultural
Skills there are significant technical skills gaps in the sector.®

Management and leadership — Many businesses in the sector lack the necessary skills for
strategic growth.?” According to research by NESTA, fewer than one-half of senior
managers have received any training in business strategy and only 35 per cent have
specific financial goals for the future. In addition to the ‘intrinsically high risks’, many
creative businesses lack the necessary skills to access funding from a broad range of
sources.

Low productivity — While data is limited, according to the DCMS labour productivity
growth in the sector between 2000 and 2004 was lower than the service sector.

Despite these limitations, there are identifiable mechanisms that have proven beneficial to the
development and growth of creative businesses:

% Clayton and Mason (2006), ‘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.

%% Interview with Creative and Cultural Skills, Feb 2010. Also see Creative Skills Cluster Report (2010),
UKCES.

*" NESTA — policy brief.

© The Work Foundation.
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Networks — Networks contribute greatly to innovation and creativity in the sector. Due to
the project based nature of the sector collaboration among creative businesses is high and
this requires significant facilitation. Small networks exist without external involvement but
the creation of larger networks is usually limited by co-ordination failure.?®

Creative clusters — Creative clusters have appeared both spontaneously and as a result of
deliberate planning, particularly outside of London,? with significant proximity benefits for
both creative businesses, cultural organisations and the local economy. These clusters are
also valued for non-economic benefits including community identity, attracting high skill
talent and cultural value.

Tailored creative business support  — A number of specialist agencies do exist but they
are primarily located in London and the South East where economies of scale operate. Due
to the unique nature of the creative industries, mainstream business support such as
Business Link, do not fulfil the needs of enterprises in the sector. Where support has been
successful it is through the application of specific creative expertise such as CIDA as well
as providing support and recognition for the large number of freelancers in the sector.

A report by the New Deal for the Mind for Arts Council England also identified schemes which may
be beneficial to the significant proportion of the workforce who are self-employed / freelance.* The
research found that the current business support and benefits system were not suitable for those in
self-employment in the creative industries. The report recommends the rejuvenation of a policy
similar to the 1983 Enterprise Allowance Scheme, which promoted self-employment via an
increased job-seeking benefit for a defined period. The authors note that 200,000 people were
involved in this scheme by 1986 and by 1989 65 per cent of those who completed their first year
EAS were still in business three years later including a number of high profile creative enterprises.

Creative Britain in recession

The challenges described above were all identified prior to 2008. Since that time, the recession
has deteriorated opportunities and exacerbated vulnerabilities. Our understanding of the creative
industries in 2010 needs to accommodate the significant effects that the recession has had on
funding, enterprise, creativity and innovation.

Northern Rock was nationalised the same month that Creative Britain was launched, seven months
later Lehman’s Brothers filed for bankruptcy. In December 2008, as the recession began to bite,
the music retailer Zavvi and its 125 stores went into administration putting 2,500 jobs at risk. By the
end of the year, more than a quarter of the UK’s independent music stores went out of business.*
While these companies may be classified as ‘retail’, they are supplied by products from the
creative industries and their demise was partly the result of two key creative industry vulnerabilities
— the decline in discretionary spending during recessions and the impact of digitisation, which was
challenging existing business models. Due to its interdependence many business facing creative
industries have also suffered due to falling demand, all of which is exacerbated by the small size of
organisations which can find it harder to absorb exogenous financial shocks.

The creative industries are particularly vulnerable to economic downturns. There is difficulty
comparing the effect of previous recessions on the creative industries since the sector has
changed significantly since the 1990s. What we do know is that there were fewer creative and

8 NESTA — Creative Industries Policy Briefing.

* For example the Digital Media Centre in Glasgow.

% Do it Yourself: Cultural and Creative Self-Employment in Hard Times, Arts Council Engaind, June2009.
% ‘Lights go out on the indie store’, Music Week, 28.2.09.

© The Work Foundation.
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cultural business failures than in other sectors coming into and out of the nineties recession.*?
Also, recovery tends to be quicker because there are fewer barriers to market entry — therefore we

may see a similar trend as was seen in the nineties where there were high levels of business
formation.

The last recession has affected jobs and growth in the sector as well as altering the business
environment. This recession has seen a greater number of creative businesses wound up than
previous recessions® and other evidence illustrates some of the immediate and negative effects of
the recession on the creative industries. Unemployment doubled in the creative industries from
43,445 in April 2008 to 83,660 in April 2009.%* While it has recovered slightly since March 2009, the
FTSE All Share Media Index has not yet recovered to 2005 levels — see Figure 15. Business facing
organisations in advertising and design have been affected significantly as clients streamline and

cut budgets for external costs; the advertising industry suffered the highest rate of business failure
(13%) compared to other Creative and Cultural industries.®®,*® .

Figure 15: FTSE All Share Media Index Nov 2005 - Fe b 2010 (2 month moving average)
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Source: FTSE, 2010.

The medium and long-term effects of the recession are difficult to forecast accurately, although
there have been some attempts to do this during and post-recession. An analysis by Experian for
SEEDA forecast in 2009 that employment in the creative industries would take ten years to return
to pre-recession levels, although this analysis also forecast that the recession would not end until
mid-2011 — see Figure 16. The same report provides a regional analysis for the creative industries
in the South East and highlights how employment in the creative industries is more volatile than the

¥ Ref needed
% CCS Impact paper.

* Do it Yourself: Cultural and Creative Self-Employment in Hard Times, Arts Council Engalnd, June2009.
% ccs/skillset (2010), Creative economy cluster report.

% Arts and the downturn, NESTA

© The Work Foundation.
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rest of the economy while also forecasting above average employment change in the region from
2012 onwards — see Figure 17.

Figure 16: Total Employment in Creative Industries in Great Britain 2001-2020

Source: Experian, SEEDA, 2009.

Figure 17: Total employment change in South East se  ctors

Source: Experian, SEEDA, 2009.

The cultural industries are likely to be more vulnerable and the worst effects of the recession may
yet be felt. Performing and visual arts and the Museums, Libraries and Archives ‘sector’ rely
significantly on public investment to deliver their goods and services and previous recessions have
seen cuts to these areas. A record level of public investment in arts organisations, currently
arranged until 2011, has underwritten the viability of UK publically funded arts organisations

© The Work Foundation.
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compared to counterparts on the other side of the Atlantic who are more reliant on philanthropic
endowments.*” However, it is unclear what level of funding will be available post-2011 meaning
that the arts may face tough times ahead. There is also some evidence that museums and arts
services will be among the most affected areas in local authority cuts. A survey by the BBC found
that libraries, arts and leisure were most vulnerable to a squeeze on public spending — see Figure
18.

Figure 18: Areas highlighted by local councils as v ulnerable to a squeeze on public spending

Homelessness

Children's social services ]

Planning

Voluntary organisations

Adult social services

Other

Economic development

Environmental services

Highways

Leisure

Libraries

Arts

T T
0 10 20 30 40 50 60
Number of councils

Source: BBC Online. http://news.bbc.co.uk/1/hi/uk/8537382.stm. 62 councils responded to the question and could
highlight more than one area.

Jobs and growth in the creative industries

There are many reasons to be optimistic about the prospect of jobs and growth in the creative
industries coming out of the recession and indeed there is genuine confidence that the sector will
thrive as a result of technological change and opportunities that this affords. From their
prioritisation in BIS’s Strategic Investment Fund to NESTA'’s forecast of 4 per cent plus annual
growth to the UKCES report which predicts that culture, media and sports occupations are forecast
to have the fastest rates of employment growth in the economy between now and 2017.%
However, there are significant caveats attached to these prophesies.

The existing strategy for the creative industries, Creative Britain, was created in markedly different
circumstances, indeed in the months following its publication the economy saw a reversal of a
decade worth of growth in jobs and wealth. While many of the fundamentals may remain the same
in the sector, public funding will not be as readily available to underwrite risk and market failure, the
impact of the internet on business models continues to be unpredictable, and fall in productivity in
other sectors has had a significant impact on demand for creative services. Other OECD and EU
countries are also developing creative industry strategies with an eye to replicating the success of
the UK. In April 2010, the European Union launched a green paper on the creative and cultural
industries in Europe with a focus on supporting small businesses in the sector, skills and spill-overs
into other sectors.*

¥ TWF, impact paper
% UKCES Working Futures
3 http://ec.europa.eu/culture/our-policy-development/doc/GreenPaper creative industries en.pdf

© The Work Foundation.
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While the financial resources may not be available at the levels of the past decade, there is an
urgent need to prioritise what scarce resources there are to increase the growth rate and job
creation capacity of the sector. Three inter-dependent areas stand out as key barriers to achieving
faster than average growth in the creative industries between 2010 and 2020:

Support for enterprise -  We know from previous recessions that small businesses in the
creative sector can blossom from the ashes of negative economic growth and that the
sector is comprised of numerous small businesses and freelancers. In a tightened fiscal
climate there may be more difficulty securing capital as financial institutions are likely to be
more financially conservative for some years to come and it seems unlikely that the current
trend of conventional lending institutions to move away from providing smaller scale finance
will be reversed. Creative businesses in some areas enjoy few barriers to entry but there
are concerns about the level of management and leadership skills required to drive
businesses forward and the digital and management skills to support these strategies.

Spill-overs between the creative industries and oth er sectors - Despite the evidence
and apparent benefits of forming relationships of exchange with the creative sector, there
still needs to be greater awareness of the benefits of the creative industries and a stronger
evidence base. For example, although 41 per cent of manufacturers see design as integral
to their business, only 6 per cent of businesses in trade and leisure services say this is the
case and over half of UK firms say design has no role or only a limited role to play in their
business.*® The Cox Review identified lack of awareness and ‘not knowing where to turn to’
as two of the main barriers impeding greater use of creative professionals by small and
medium sized enterprises.*! For the creative industries to thrive, they must also have a
clearly defined role in the innovation system. The current evidence suggests positive
correlations between levels of interactions with the creative industries and innovation in
firms in the wider economy but there is still a tendency to talk about science and technology
when referring to innovation.*

Increasing productivity —  Despite high levels of creativity and innovation, productivity in
the sector, according to available data, is relatively low. Research suggests key barriers to
enhanced productivity include the management of IP and making use of leading edge
technology. This requires changes in skills and support for businesses, prioritising the main
areas where productivity could be improved. Given the extent and potential for spill-overs
into other sectors it is vital that creative businesses can capitalise on these opportunities. If
creative businesses are positively correlated with innovation in other companies, why does
this not translate to increased productivity in the industries?

“° Design Council.
*1 Cox Review, 2007.
“2 See, inter alia, Annual Innovation Report, 2009, BIS.
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Next steps

Having set out the key barriers to job creation and growth in the sector, we are interested in
feedback from sponsors on the priority area for research on the creative industries to guide our
research questions. The three areas that we would be interested in investigating further are
‘support for enterprise’, ‘spill-overs between the creative industries and other sectors’, and
‘productivity in the sector’. We suggest seeking feedback from potential sponsors of a parallel
consortia TWF is forming to develop an update version of Staying Ahead; and also taking account
of a roundtable ‘summit’ to be organised by KPMG at the end of June with the support of the Work
Foundation.

Once confirmed with sponsors, these research questions will be complimented by a mapping of the
creative industries eco-system which will help outline the strategic framework for targeting policy
interventions across the priority areas. This mapping process will be based on the NESTA
innovation system model which identifies the links and relationships between organisations,
institutions, capital and knowledge and then uses a traffic light system to identify critical areas,
areas for improvement, and system strengths.

We will report back on progress made at the next meeting of the sponsors in September.

Figure 19: Innovation 'eco-system'

Source: Adapted from NESTA (2009)
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