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Abstract

This paper uses official statistics published by the Department for Digital, Culture, Media and Sport
to examine the regional distribution of the Creative Industries by employment and economic
output. While the Creative Industries have become a substantial sector within the UK economy,
there are very substantial differences in the regional distribution of these industries. Furthermore,
while employment in the Creative Industries is disproportionately located in London and, to a
lesser extent, the South East, the economic output of these activities is even more concentrated
in London and the South East. In combination, these findings imply that there are very substantial
differences in labour productivity among those working in these industries in the different regions
of the UK. Moreover, the evidence suggests that both employment and productivity in the
Creative Industries are growing in London (and the South East) at a much faster rate than in the
rest of the UK. Indeed, if employment growth in London and the South East continues on trend,
then employment growth in the rest of the UK would have to increase fivefold over its current
trend to catch up in twenty years. Furthermore, in relation to labour productivity, the official
statistics imply that in order to catch-up with the South East output per person employed in the
rest of the UK (excluding London and the South East) would have to grow by three percentage
points more than in the South East for twenty years. While, through its Industrial Strategy, the
government is committed to narrowing the gap, the analysis in this paper shows that this will be
a very substantial challenge, which will require a very ambitious and long-term policy agenda.

Key Words: Creative Industries, Regions, Inequalities, Employment, Gross Value Added,
Productivity
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1. Introduction

This paper provides an overview of the direct economic confributions, in ferms of employment,
value added and, by implication, labour productivity! that the Creative Industries (C.l.s) make
to the regions of the UK, including the nine English regions, Scotland, Wales and Northern
Ireland.2 After providing a brief overview of the significance of the C.I.s to the UK economy as
a whole in Section 2, the paper examines the extent to which these industries are (un)evenly
distributed among the regions of the UK. Section 3 analyses the most recent data from the
Department for Digital Culture, Media and Sport (DCMS), while Section 4 analyses changes
since 2010/11. Section 5 provides an analysis of the implied labour productivity differences by
regions and sub-sectors, and Section 6 concludes the paper, summarising the main findings
and contextualising the issues for public policy.

The paper draws enfirely on official statistics provided by the DCMS in its Sector Economic
Estimates; these estimates are based on Office for National Statistics (ONS) data sources.3 It
aims to provide a high level, factual overview of the regional distribution of the Creative
Industries in the UK and to raise questions for policy that follow.4 The paper treats each sub-
sector within the Creative Industries as a single entity, using the DCMS’s Standard Industrial
Classification (SIC) code-based classifications, albeit distributed across the regions of the UK.>
No attemptis made to disaggregate sub-sectors orregions further. Future papers from the PEC
will undertake more detailed, disaggregated analyses, and are likely to consider alternative
approaches to identifying creative industries than those based on the SIC.

Relative to the size that would be expected if the Creative Industries were distributed in
accordance with economic activity in the UK as a whole, the paper reports wide regional
inequalifies in the size of the Creative Industries in the regions of the UK. This inequality varies by
sub-sector. It is, for example, much larger in the ‘Film, TV, video, radio and photography’ sub-
sector than in the ‘Design and designer fashion’ or ‘Architecture’ sub-sectors. In the context
of the UK government’s objective fo not only encourage growth in the Creative Industries but
also toreduce regionalinequalities in these industries, two major concerns are: 1. Thatinrecent
years regional inequalities in these industries have generally been increasing, not decreasing;
and 2. That there are much greater inequalities in economic output by region than in
employment by region, which implies very substantial differences in the labour productivity of
the Creative Industries by region. The paper ends by observing that ‘narrowing the gap’
between the size and productivity of the Creative Industries in London and the South East of
England vis-a-vis the rest of the UK is a major policy challenge that is not amenable to a ‘quick
fix'. Indeed, even with an ambitious and effective set of policies, it is unlikely that the rest of
the UK would catch up in less than twenty years. In order to start narrowing the gap, we need
a fuller understanding of the sources of these inequalities, and to devise long-term policies
aimed at reducing them.

1 At the time of writing, the most recent data on employment relates to 2018, while the most recent data
on value added relates to 2017. Employment data is available from 2011, and value added data from
2010.

2j.e., at the NUTS 1 level of analysis.

3 Which is available here: https://www.gov.uk/government/collections/dcms-sectors-economic-
estimates [Accessed 26 July 2019]

4 Previous analyses of the geography of the UK’s creative industries have been undertaken by (inter alia)
Chapain et. al. (2010); Mateos-Garcia and Bakhshi (2016) and Mateos-Garcia et. al. (2018).

5 Combinations of regions and sub-sectors, for example Architecture in the Scotland, are referredto as a
sub-sector region “cells”.
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2 An Overview of the economic significance of the Creative Industries in the UK

Since the formation of the Department for Media Culture and Sport by the Blair Government
in 1997, the UK Government has recognised economic and socio-cultural significance of “the
Creative Industries”. Initially, these were conceptualised as “those industries which have their
origin in individual creativity, skill and talent and which have a potential for wealth and job
creation through the generation and exploitation of intellectual property” (DCMS, 2001). More
recently, they have been identified as a set of industries in which a relatively high proportion
of the workforce is engaged in creative occupations (Bakhshi et al., 2013). The current official
staftistics, based on the Standard Industrial Classification (2007), recognise 32 ‘creatfive
industries’ at the four-digit level. The DCMS Sector Economic Estimates aggregate these into
nine ‘sub-sectors’. Appendix Table 1 provides a list of the 32 industries and their grouping into
these nine sub-sectors. This paper analyses the Creative Industries as a whole and at the sub-
sector level, making no attempt to disaggregate further. Furthermore, this paper does not
contest the veracity of using the SIC to identify creative businesses, and their aggregation into
nine sub-sectors, or the “Creative Industries” sector as a whole.

The Creative Industries are a major source of employment in the UK; they employ over 2 million
people, including around 600,000 in self-employment (Table 1). This represents about 6.2% of
all employment in the UK, or about one-in-sixteen of employed people. The ‘IT, software and
computer services' sub-sector accounts for over a third of all C.I. employment, and is by far
the largest sub-sector. ‘Crafts’, which employs around 9,000, is much the smallest.

Self-employment accounts for about a third of C.I. employment. This is twice the proportion of
self-employmentin the economy as a whole. Self-employment is particularly high in ‘Music and
the arts’ and in ‘Design and designer fashion’, where more than half of those employed are
self-employed.

Employment in the C.l.s has also grown rapidly in recent years, increasing by 30% since 2011.
This is about three times the rate of growth of employment in the economy as a whole.
Employment, including self-employment, has grown fastest in the ‘Design and designer
fashion’ and in ‘IT, software and computer services' sub-sectors. Not all C.l. sub-sectors have
grown over this period however; employment has declined in both ‘Publishing’ and ‘Museums,
galleries and libraries’.

Table 1: Employment (including Self-Employment) in Creative Industries and sub-sectors

Sub-sector Employmen Of which Self- % of All UK % change,
t employed Employment 2011-2018
in, 2018 (%)
Adverting and marketing 195,000 22% 0.6% 31.8%
Architecture 111,000 28% 0.3% 18.1%
Crafts 9,000 n.a. <0.1% 0.0%
Design and designer fashion 163,000 55% 0.5% 59.8%
Film, TV, radio, photography 245,000 40% 0.7% 16.1%
IT, software & computer
services 733,000 18% 2.2% 51.8%
Publishing 199,000 33% 0.6% -5.7%
Museums, galleries, libraries 8%.000 n.a. 0.3% -2.2%
Music, performing & visual
arts 296,000 79% 0.9% 39.0%
All Creative Industries 2,040,000 33% 6.2% 30.6%
Whole economy 33,170,000 16% 100.0% 10.1%

Source: DCMS Sectors Economic Estimates 2018: Employment - Table 21 (published 26-6-2019)
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In terms of the economic value of these activities, the Creative Industries collectively
generated over £100bn in Gross Value Added in 2017 (in current prices), or around 5.5% of the
UK’s total economic output. To put this into illustrative perspective, the car manufacturing
industrys directly confributed £15.2 bilion to the UK economy in the same year (Brown and
Rhodes, 2018), less than a fifth of the direct contribution of the C.I.s. Manufacturing as a whole
directly accounted for about 10% of the UK's GVA, which is roughly double the direct
economic confribution of the Cll.s.

As with their employment, the Creative Industries sub-sectors vary widely in size. ‘IT services,
software and computer services’ is again much the largest; this generated over £40 billion in
Gross Value Added in 2017. ‘Crafts’ is again much the smallest, generating almost £300 million.

Table 2: Gross Value Added (GVA) in current prices for Creative Industries and sub-sectors

Sub-sector Gross Value % of UK GVA, GVA per GVA

Added, 2017, 2017 person % change,
£m employed 2010-2017
(£'000)

Adverting and marketing 13,302 0.7% 70.0 113.9%

Architecture 3.898 0.2% 37.5 69.6%

Craffs 298 <0.1% 29.8 12.6%

Design and designer fashion 3.949 0.2% 24.7 100.6%

Film, TV, radio, photography 16,709 0.9% 64.0 30.5%

IT, software, computer

services 40,620 2.2% >71 59.9%

Publishing 11,751 0.6% 61.2 13.4%

Museums, galleries and

libraries 1,451 0.1% 151 8.1%

Music, performing & visual

arts 9,547 0.5% 337 68.6%

All Creative Industries 101,526 5.5% 50.6 53.1%

Whole economy 1,839,924 100.0% 55.9 28.7%

Source: DCMS Sector Economic Estimates Provisional 2017: GVA Sub-sectors (published 28-11-
2018)

As with employment, the Creative Industries sub-sectors have grown at very different rates
since 2010. The economic value of the output of ‘Advertising and marketing’, and ‘Design
and designer fashion' has doubled,” while that of ‘Museums, galleries and libraries’ has
increased by less than 10%.8 As a whole, the economic value of the output of the Creative
Industries has grown at almost twice the rate of the UK economy as a whole (Table 2).

The DCMS does not publish estimates of productivity in its Sector Economic Estimates. [t is
notable, however that the published GVA and employment estimates imply that economic
output per person employed — a measure of labour productivity - varies may vary very widely
across the C.I. sub-sectors. Averaging £50,600, this is highest in ‘Advertising and marketing’ (at

6 Or more precisely the ‘motor vehicle manufacturing industry’.

7 Note that official statistics measure the output of the Creative Industries in current rather than constant
prices, meaning that there is no adjustment forinflation.

8 The validity of the concept of “Value Added” is questionable in the context of ‘Museums, galleries and
libraries’, most of which are free to enter. For a fuller discussion, see CEBR (2019). Official values are
nonetheless estimated, and these are analysed in this paper.

6
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£70,000) and lowest in *Museums, etc.’ (at £15,100) (Table 2). Labour productivity is discussed
in Section 5.

The Creative Industries also make a valuable contribution to the UK economy by generating
overseas earnings. The UK has a very substantial trade deficit in goods, which is partially offset
by a frade surplus in services, including services provided by the Creative Industries (Table 3).
Notably, the value of Creative Industries’ exports is nearly twice the value of C.I. imports. The
exports o imports ratio is particularly high in *Architecture’, ‘Design and designer fashion’, and
‘Publishing’, sub-sectors in which the value of exports exceeds the value of imports by over
four times.

Table 3: Exports and Imports of Creative Industries Services including by sub-sectors

Sub-sector Exports of Imports of Trade Exports to
Services Services Balance Imports

(£m) (£m) (£m), 2016 ratio by
2016 2016 value

Adverting and marketfing 3,949 1,690 2,259 2.3

Architecture 635 79 556 8.0

Crafts -

Design and designer fashion 461 103 358 4.5

Film, TV, video, radio,

photography 7.734 4,303 3,431 1.8

IT, software and computer

services 16,919 10,713 6,206 1.6

Publishing 1,983 455 1,528 4.4

Museums, galleries and libraries -

Music, performing and visual arts 1,065 463 602 2.3

All Creative Industries 32,764 17,836 14,928 1.8

All Services Exports and Imports 277,039 165,477 111,562 1.7

Source: DCMS Tables 7-24: Exports and imports of services by sub-sector (published August
2019)°

Collectively, these statistics paint an impressive picture of the economic conftribution of the
Creative Industries. Because of their collective mass, and because they are likely to confinue
to grow faster than the economy as a whole, it makes sense for the UK government to “look
after” these industries, which is has been doing since the establishment of the DCMS and, more
recently, by implementing an Industrial Strategy which includes ‘the Creative Industries Sector
Deal’ (HM Government, 2018).

3. The (Uneven) Regional Distribution of the Creative Industries in the UK

Having provided an overview of the economic significance of the Creative Industries to the
UK economy as a whole, this section now disaggregates this picture, reporting the distribution
of the C.l.s as a whole and the constituent sub-sectors across the 12 (NUTS 1) regions of the UK
(i.e., nine English regions plus Scotland, Wales and Northern Ireland).10

? Available here - https://www.gov.uk/government/statistics/dcms-sectors-economic-estimates-2017-
trade (Accessed 13-9-2019)

10 Note that the UK’s regions are very different in size, both geographically and economically. London is
the largest region economically, providing employment to over 5.3 million people, more than six times
as many as are employed in the smallest region economically, Northern Ireland.

7
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The geographical distribution of industries can be examined using various spatial units of
analysis, including fravel to work areas, city regions, local authority areas, local enterprise
partnership areas, among others. Currently, there is considerable interest in clusters, which are
typically manifest in fairly small geographical areas, much smaller than regions orindeed cities.
For the purpose of this report, NUTS 1 regions have been adopted for several reasons.

One is that three regions (Scofland, Wales and Northern Ireland) are areas of devolved
administration, which means that policy makers in these regions may be inferested in
comparing their area’s performance with that of the UK as a whole, and other regions of the
UK.

Another is that these geographical units are well established, and moreover have remained
consistent over time (since the mid-1990s). This means they are both well understood and that
datais available over time.

A further advantage for the present purpose is that the cross-tabulation of nine sub-sectors
and twelve regions provides a reasonably small matrix for each year (9 x 12 =108 ‘cells’), which
facilitates discussion of the findings at the level of cells.

Among the disadvantages of using regions as the unit of analysis is that differences within
regions — that is infra-regional inequalities - are obscured. The Creative Industries (and sub-
sectors thereof) may be very strong in certain places within a region that, overall, has a
relatively small C.l. sector. And none of the UK's regions is homogeneous. For example, while
overall the creative industries are particularly strong in London, this does mean that they are
strong throughout London. The nature of the UK's regions also differs, with London in particular
being distinct from the others, each of which includes large rural areas as well as urban areas.

There is no ideal level of analysis for examining the geography of the creative industries. The
twelve NUTS 1 level regions are appropriate for our purpose, which is to analyse the ‘big
picture’.
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Table 4: Employment in the Creative Industries and sub-sectors by Region, 2018

London South East of South _WesT _Eosf
East England West Midlands  Midlands

Advertising & 99.0 16.4 10.5 1.1 55 6.7
mkt'ing
Architecture 31.0 11.6 9.5 10.7 8.7 6.4
Crafts n.q. n.q. n.q. n.a. n.a. n.a.
Design 48.7 24.5 16.8 13.2 10.6 104
Film, TV, video, etc. 97.3 28.6 11.8 16.4 11.8 6.8
IT, software, efc. 212.3 149.3 56.3 56.5 45.0 32.8
Publishing 83.2 31.6 17.3 12.1 59 8.5
Museums etc. 27.5 9.0 n.q. n.a. n.a. n.a.
Music and arts 949 37.4 21.3 31.4 10.1 13.9
|A” Creative 695.1 309.4 150.2 155.5 104.0 88.9
ndustries
All Sectors 5,361.3 4,433.1 2,875.9 2,895.2 2,793.1 2,261.6
Location Quotient 2.11 1.13 0.85 0.87 0.61 0.64

North Yorkshire North scofland  Wales* Northern

West & Humber East* Ireland*
Advertising & 148 9.5 2.8 8.3 3.5 2.1
mkt'ing
Architecture n.a. n.q. 2.4 7.2 3.3 2.1
Crafts n.a. n.q. 0.2 n.a. 0.4 0.1
Design 9.5 9.1 3.8 8.7 3.6 1.7
Film, TV, video, etc. 21.7 14.2 4.5 19.9 8.4 4.8
IT, software, etc. 56.4 32.6 12.9 39.9 13.5 8.1
Publishing 11.0 10.5 3.4 9.4 4.4 2.1
Museums etc. 9.6 6.0 2.7 8.6 8.9 2.9
Music and arts 24.7 15.8 6.5 20.6 5.9 2.6
All Creative 157.8 107.6 46.4 122.9 56.2 30.0
Industries
All Sectors 3,528.7 2,631.6 1,187.5 2,688.2 1,447.3 833.3
Location Quotient 0.73 0.66 0.64 0.74 0.63 0.59

Source: DCMS Sector Economic Estimates 2018: Employment, Creative Indusfry Sub-
sectors (Published: June 2019). * Employment by sub-secfor for the North East, Wales
and Northern Ireland are averages over the 2011-2018 period. The Creative Industries
total, and All Sectors totals are for 2018. n.a. - data for some sub-sector region cells is
not available due to rules of disclosure.

The distribution of employment (including self-employment) by region and C.l. sub-sector is
provided in Table 4. Location Quotients are calculated to provide a benchmark against which
to compare the size of the Creative Industries as a whole in each region. A Location Quotient
(LQ) is the share of an industry’s activity (here measured by employment) that is located within
an area (here a NUTS 1 region), divided by that area’s share of all activities. Mathematically,
it is given by the following formula where, eiris employment in a particular industry i and in a

particular regionr:
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When a Location Quotient (LQ) is greater than one, the region’s share of the industry in
question is larger than that region’s share of all industries’ activities. When the LQ is below one,
the region’s share of the particular industry is smaller than the region’s share of all industries. If
the LQ is one, then that region’s share of the industry in question exactly matches its share of
allindustries’ activifies. Because Location Quotients are ratios of two shares, if one or more LQs
are greater than one (indicating a relative strength), then at least one other LQ must be lower
than one (indicating a relative weakness).

Location Quotients are a relative measure that show the geographical unevenness of the
distribution of industries. Unevenness is to be expected, particularly when very different areas
such as London and Scotfland are being compared. Furthermore, unevenness is not
necessarily bad. The aim here is to report the extent of unevenness, rather than to provide
judgement.

London’s employment based Location Quotient for the Creative Industries as a wholeis 2.1111,
which means that London accounts for more than twice the employment in the Creative
Industries than would be the case if employment in the C.l.s were distributed in accordance
with overall distribution of employment by region in the UK.

London aside, the South East is the only region to have an LQ above one for the Creatfive
Industries as a whole (1.13); this shows that the South East has 13% more people employed in
the Creative Industries than would be “expected” if employment in these industries were
distributed in accordance with the regional distribution of all employment.

All otherregions have LQs below 1, the lowest of all being for Northern Ireland, at 0.59; Northern
Ireland has about 60% of the number of people employed in the Creative Industries than would
be the case if the distribution of employment in these industries matched the regional
distribution of all employment in the UK. Put another way, Northern Ireland’s employment in
the Creative Industries would have to increase by about 70% (1/0.59 = 1.69) to match this
region’s share of all UK employment.

Table 5 reports employment-based Location Quotients for each Cl sub-sector at the regional
level;’2 these range from 3.15 (for ‘Advertising and marketing’ in London) to 0.34 (for
Advertising and marketing’ in the West Midlands). London has a little over three times the
number of people as “expected” in Advertising and marketing’, while this sub-sector employs
just over a third of the “expected” number of people in the West Midlands.

The cells in Table 5 are colour coded to aid interpretation. The extremes are shown in blue and
red: cells where the LQ is 2 or higher are shown in blue, while those where the LQ does not
exceed 0.5 are coloured red. Blue cells therefore indicate regions where an industry employs
at least twice the “expected” number of people, and red cells indicate regions that employs
not more than half the “expected” number of people in the industry. Blue and red aside, green
indicates cells where the LQ is at least one; and orange cells where the LQ is below one.

11 695,100 people are employed in the Creative Industries in London, which is almost 13% of London’s
employment. Across the UK as a whole, 2.04 million people are employed in the Cls, whichis 6.15% of the
33.17m people employed in the UK. Dividing 12.97% by 6.15% gives 2.11

12Some LQs cannot be calculated because regional employment is not available due to disclosure rules.

10
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Table 5: Employment-based Location Quotients by Cl sub-sectors and Region, 2018

[ @22 | <2to15 | <1.5t010 | <1.0t00.67 | <0.67t0>0.5 |  <0.50
London South East of South _Wesf _EosT
East England West Midlands  Midlands
Advertising & 3.15 0.63 0.62 0.65 0.34 0.50
mkt'ing
Architecture 1.72 0.78 0.98 1.10 0.92 0.84
Crafts n.q. n.q. n.c. n.a. n.a. n.a.
Design 1.85 1.13 1.19 0.93 0.77 0.94
Film, TV, video, etc. 2.45 0.87 0.56 0.77 0.57 0.41
IT, software, etc. 1.79 1.52 0.89 0.88 0.73 0.66
Publishing 2.59 1.19 1.00 0.69 0.35 0.62
Museums etc. 1.92 0.76 n.c. n.c. n.a. n.a.
Music and arts 1.98 0.94 0.83 1.22 0.40 0.69
All Creative 2.11 113 0.85 0.87 0.6] 0.64
Industries
All Economic Sectors 1.00 1.00 1.00 1.00 1.00 1.00
North Yorkshire North scofland  Wales* Northern
West & Humber East* Ireland*
Adverlising & 0.72 0.62 0.41 0.52 0.41 0.42
mkt'ing
Architecture n.a. n.q. 0.62 0.80 0.69 0.74
Crafts n.a. n.q. 0.47 n.a. 0.96 0.47
Design 0.55 0.70 0.65 0.66 0.50 0.41
Film, TV, video, etc. 0.83 0.73 0.51 1.00 0.79 0.77
IT, software, etc. 0.72 0.56 0.49 0.67 0.42 0.44
Publishing 0.52 0.67 0.47 0.59 0.51 0.42
Museums etc. 1.02 0.86 0.84 1.20 2.31 1.30
Music and arts 0.78 0.67 0.61 0.86 0.46 0.35
All Creative 073 0.66 0.64 0.74 0.63 0.59
Industries
All Economic Sectors 1.00 1.00 1.00 1.00 1.00 1.00

Source: Derived from data presented in Table 4. * Sub-sector location quotients the North
East, Wales and Northern Ireland are based on average employment over the 2011-2018
period.

London’s employment-based Location Quotients exceed 1.5 for all sub-sectors for which data
is available, and exceed 2 for three sub-sectors plus the Creative Industries as a whole. There
are only two otherregional sub-sector cells in which these employment-based LQs exceed 1.5:
‘IT, software and computer services’ in the South East, and ‘Museums, galleries and libraries’ in
Wales.'3

Red cells are far more prevalent, including five of the 12 regions for ‘Advertising and
marketing’, six of the nine sub-sectors in Northern Ireland, and four of the nine in each of the
North East and Wales.

As well as by employment, Location Quotients can be calculated using economic output
(Gross Value Added). Table 6 reports these, using exactly the same colour coding scheme as
before for the employment based LQs in Table 5. Note that whereas employment data were

13 Note this may not be accurate for 2018, as employment in this sub-sector for Wales is only available as
an average over the 2011-2018 period.
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not available for some sub-sector region cells, data is available to enable the calculation of
Location Quotients by Gross Value Added for the full set of cells.

Based on the value of economic outfput rather than employment, the range of Location
Quotients is wider, being highest for the ‘Film, TV, etc.’ sub-sector in London (3.25) and lowest
for the ‘Advertising and marketing’ sub-sector in Wales (0.13). London’s ‘Film, TV, etc.’ sub-
sector therefore generates over three ftimes its “expected” economic output, while
“"Advertising and marketing’ in Wales generates only about one eighth of the output that this
industry would generate if ifs size in Wales matched the overall size of the Welsh economy,
relative to the UK economy.

In this analysis there are six blue cells in total (one more than in the employment-based
analysis), indicating Location Quotients of 2 or higher, with five of these - including the Creative
Industries as a whole - pertaining to London. The remaining blue cell is ‘Crafts’ in the West
Midlands. Red cells are much more prevalent than in the employment-based analysis. The
Gross Value Added of the Creative Industries as a whole is not more than half its “expected
level” in six of the twelve UK regions, and less than half the "expected level” in 46 of the 108
sub-sector region cells. This includes seven of the nine sub-sectors in the North East, and five of
the nine in each of the East and West Midlands, Yorkshire and the Humber, Scotland and
Wales.

Table é: Gross Value Added-based Location Quotients by Cl sub-sectors and Region, 2017

| LQ>2 | <2t0o15 | <1.5t01.0 [ <1.0t00.67 | <0.67to>0.5 | <0.50 |
East of South West East
London South East England West Midlands Midlands
Advertising & mkt'ing 2.83 0.63 0.49 0.51 0.36 0.23
Architecture 1.87 0.89 0.53 0.98 0.57 0.63
Crafts 0.94 1.14 1.91 0.90 2.59 0.57
Design 1.70 1.25 0.74 0.76 0.50 0.78
Film, TV, video, etc. 3.25 0.35 0.30 0.33 0.16 0.15
IT, software, etc. 1.40 1.76 0.99 0.65 0.72 0.59
Publishing 2.43 1.13 0.77 0.63 0.27 0.29
Museums etc. 1.92 0.69 0.40 0.75 1.12 0.37
Music and arts 2.70 0.66 0.55 0.40 0.49 0.37
All Creative Industries 217 1.13 0.71 0.57 0.50 0.42
All Economic Sectors 1.00 1.00 1.00 1.00 1.00 1.00
North Yorkshire North scofland Wales Northern
West & Humber East Ireland

Advertising & mkt’ing 0.63 0.35 0.20 0.30 0.13 0.26
Architecture 0.74 0.50 0.67 0.93 0.61 0.92
Crafts 0.40 0.56 0.24 0.70 0.41 0.57
Design 0.65 0.79 0.48 0.50 1.09 0.59
Film, TV, video, etc. 0.41 0.24 0.15 0.39 0.48 0.23
IT, software, etc. 0.75 0.53 0.44 0.65 0.22 0.73
Publishing 0.35 0.50 0.26 0.35 0.21 0.26
Museums efc. 0.54 0.88 0.60 1.20 0.61 0.68
Music and arts 0.51 0.25 0.34 0.46 0.41 0.30
All Creative Industries 0.60 0.44 0.35 0.52 0.32 0.49
All Economic Sectors 1.00 1.00 1.00 1.00 1.00 1.00

Calculated from data provided in DCMS Sector Economic Estimates 2017: Regional GVA
Sub-sectors
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Figure 1a: Employment- and GVA-based LQs for C.I. Sub-Sector and Regions: Southern

England

(Sub-sector regions are ranked ordered left to right by their employment based LQs)
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Figure 1b: Employment- and GVA-based LQs for C.I. Sub-Sector and Regions: Northern

England, Scotland, Wales and Northern Ireland (Sub-sector regions are ranked by their

employment LQs)
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An interesting feature of the two sets of Location Quotients is how they compare. While the
overall correlation between these two sets is high (at 0.85), there is a tendency for GVA-
based LQ to be lower than the employment-based LQ when the latter is less than one. This is
shown in Figures 1a and 2b. These distributions show that the economic value added of the
creative industries tfends to be more concentrated geographically than employment in these
industries. The implication is that there are there are substantial differences in labour
productivity (output per person employed, or per hour worked) between creative industries
firms located in different regions. These differences will be examined further in Section 5,
after an examination of the changes since 2010/11 in the regional distribution of the Creative
Industries.

4. Changes over time in the Regional Distribution of the Creative Industries in the UK

Having presented an analysis based on the most recent data on the extent of regional
inequalifies in the distribution of the Creative Industries, this section examines the extent to
which these inequalities have changed since 2010/11.

Table 7 reports the total employment in the Creative Industries in 2011 and in 2018 by region,
the percentage change in this employment, and the share of total employment accounted
for by the C..s. Perhaps surprisingly, employment in the Creative Industries grew fastest in
relative terms in the North East of England, albeit from a small base. Also surprising is that
employment in the Creative Industries grew at the second slowest rate in the South East of
England, which, after London, has the highest share of employment in these industries.

Table 7: Change in total Creative Industries employment by Region, 2011 - 2018
(Regions ranked by declining absolute percentage change in C.l. employment)

Creative Industries Creative Industries share

employment (*000) of all employment

2011 2018 % change 2011 (A) 2018(B) B-A
All UK 1,561.7 2,040.3 30.6% 5.2% 6.2% 1.0%
North East 31.0 46.4 49.6% 2.8% 3.9% 1.1%
London 497 .4 695.1 39.8% 11.2% 13.0% 1.8%
South West 117.5 155.5 32.4% 4.5% 5.4% 0.9%
East Mids. 67.3 88.9 32.2% 3.2% 3.9% 0.7%
Yorks. & H. 81.5 107.6 32.0% 3.4% 4.1% 0.7%
West Mids. 79.8 104.0 30.2% 3.2% 3.7% 0.5%
East of
Eng. 117.7 150.2 27.6% 4.4% 5.2% 0.8%
North West 124.8 157.8 26.5% 3.8% 4.5% 0.7%
Wales 45.9 56.2 22.6% 3.4% 3.9% 0.5%
Scofland 101.6 122.9 20.9% 4.0% 4.6% 0.6%
South East 259.6 309.4 19.2% 6.3% 7.0% 0.7%
N. Ireland 29.5 30.0 1.6% 3.7% 3.6% -0.1%

Source: Derived from DCMS Sectors Economic Estimates 2018: Employment - Table 22
(published 26-6-2019)

Employment in the Creative Industries grew by almost 40% in London, second only to the North
East. The proportion of people employed in the Creative Industries also increased most in
London, up 1.8% to 13%, which is more than double the proportion of people employed in the
Creative Industries in the UK as a whole (6.2%).
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Northern Ireland experienced the smallest growth in employment in the Creative Industries, an
increase of 1.6%, farlower than that any other UK region, and Northern Ireland is the only region
in which the Creative Industries’ share of total employment declined, albeit marginally.

When disaggregated into sub-sectors employment growth between 2011 and 2018 presents a
very inconsistent picture from which it is difficult to identify patterns. Table 8 reports the
percentage change in employment over this period for each sub-sector region cell for which
data is available. In every region, including London, at least one sub-sector experienced a
decline in employment. In London's case this was the very small ‘Crafts’ sector. Furthermore,
every sub-sector except ‘Design’ and ‘IT, software, etc.’ experienced a decline in employment
in at least one region. And every sub-sector displayed high variations in employment growth.
Employment in ‘Architecture’, for example, doubled in the West Midlands, but increased by
just 2.7% in the East of England, and declined in Scotland. Employmentin ‘Music and the arts’,
meanwhile, more than doubled in both the East Midlands and the North West, but declined in
the West Midlands and increased by only 3.1% in the South East. And employment in the small
‘Crafts’ sub-sector increased by over 200% in the North West, while remaining static in the East
Midlands, and declining substantially in Scotland and the South West. Why these changes
have arisen is beyond the scope of this paper. This pattern does however suggest considerable
furbulence in these industries and perhaps instability in any regional advantages or
disadvantages, particularly outside of London and the South East.

Table 8: Percentage Change in Employment by Creative Industry Sub-Sectors & Region,
2011-2018

Growth relative to that in the Creative Industries as a whole

| 24X | 2x o 4x | Average to 2x | ' to <Average | Oto% | <0 |
East of South West East

London South East England West Midlands Midlands

Advertising & mkt’'ing 42% -7% -7% 25% 20% 102%
Architecture 6% 16% 3% 50% 137% 2%
Crafts -14% 1% 73% -79% -29% 0%
Design 51% 70% 119% 80% 83% 45%
Film, TV, video, etc. 16% 8% -30% 32% 80% 8%
IT, software, etc. 90% 28% 49% 50% 52% 54%
Publishing 22% 7% 20% -30% -40% -12%
Museums etc. 5% 21% n.a. n.a. n.a. -63%
Music and arts 28% 3% 29% 65% -11% 148%
All Creative Industries 39.8% 19.2% 27.6% 32.4% 30.2% 32.2%
All Economic Sectors 20.5% 6.9% 6.9% 10.1% 12.9% 9.0%
North Yorkshire North scofland Wales Northern

West & Humber East Ireland

Advertising & mkt'ing 18% 75% n.a. 26% n.a. n.a.
Architecture 22% 71% n.a. -7% n.a. n.a.
Crafts 212% 82% n.a. -70% n.a. n.a.
Design 4% 71% n.a. 41% n.a. n.c.
Film, TV, video, etc. 29% 55% n.a. 28% n.a. n.a.
IT, software, etc. 17% 45% n.a. 52% n.a. n.a.
Publishing -6% -20% n.a. -47% n.a. n.c.
Museums etc. 18% -35% n.a. 9% n.a. n.a.
Music and arts 120% 43% n.a. 64% n.a. n.a.
All Creative Industries 26.5% 32.0% 49 .6% 20.9% 22.6% 1.6%
All Economic Sectors 7.3% 9.7% 6.1% 4.9% 8.1% 4.1%

Calculated from data provided in DCMS Sector Economic Estimates 2018: Employment by Region.
Yearly data at the sub-sector level is not available for the North East, Wales or Northern Ireland.
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Figure 2: Credtive Industries Gross Value Added as a share of Total GVA in Selected Regions
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Table 9: Percentage Change in GVA by Credtive Industry Sub-Sectors & Region, 2010-2017

Growth relative to that in the Creative Industries as a whole

| 24X | 2x o 4x | Average to 2x | ' to <Average | Oto% | <0
East of South West East

London  SouthEast o0y West Midlands ~ Midlands

Advertising & mkt'ing 189% 42% 75% 46% 54% 26%
Architecture 135% 61% 3% 1% 93% 25%
Crafts -26% 307% 14% 53% -13% 57%
Design 98% 105% 39% 142% 82% 64%
Film, TV, video, etc. 37% 22% 31% 12% 2% -14%
IT, software, etc. 98% 33% 75% 37% 31% 52%
Publishing 23% 7% 20% 14% 20% -15%
Museums etc. 21% -15% -45% 93% 40% -18%
Music and arts 96% 23% 69% 21% 69% 50%
All Creative Industries 73% 31% 54% 27% 35% 33%
All Economic Sectors 40% 28% 30% 24% 34% 28%
North Yorkshire North scofland Wales Northern

West & Humber East Ireland

Advertising & mkt’'ing 16% 48% 124% 35% -5% 67%
Architecture 35% 17% 103% 65% 86% -4%
Crafts 61% -7% 213% 34% -1% 181%
Design 146% 124% 198% 145% 132% 76%
Film, TV, video, etc. 52% 15% 10% 1% -13% -43%
IT, software, etc. 43% 41% 47% 114% 29% 118%
Publishing 5% -24% -8% -9% 10% -38%
Museums etc. -10% 21% 86% 14% -3% 21%
Music and arts 78% 1% 81% 49% 58% 15%
All Creative Industries 39% 22% 50% 59% 22% 38%
All Economic Sectors 26% 22% 21% 26% 29% 28%

Calculated from data provided in DCMS Sector Economic Estimates 2017: Regional GVA
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A similarly complex, or messy, picture is found in the changes in economic output at the sub-
sector level by region. While at the aggregated level the Creative Industries have grown
steadily, and particularly rapidly in London (Figure 2), when disaggregated every region
including London has at least one sub-sector in which the value of economic output (at
current prices) has declined, while others have grown substantially, and faster than both their
host region as a whole, and the UK’s Creative Industries as a whole. There are again few simple
patterns. One is the growth of ‘Design’. Particularly notable is that this sub-sector has grown
fastest in the northern and western regions of the UK. Publishing, by contrast, has contracted
in five of the twelve regions, while sfill growing fastest in London. Notable also is that the ‘IT,
software and computer services’ sub-sector, which is by far the largest, grew considerably
faster in London than in the South East, the region for which thisindustry’s GVA based Location
Quotient is, unusually among the Creative Industries, higher than in London. Again, explaining
these patterns is beyond the scope of this paper. They do however support the suggestion
from the changing patterns of employment at the sub-sector/regional level that beneath the
aggregate statistics the Creative Industries have experience considerable industrial
turbulence and that regional advantages or disadvantages, particularly outside London, may
be unstable.

While the growth of employment and economic output and the sub-sector level by region
shows considerable, messy, variation, analyses of inequdlities reveal much more stable
pafterns over fime. Two different measures of inequality are reported in Table 10: the Regionall
Inequality Index and the Herfindahl index. The Regional Inequality Index finds the average “X"
in a set of Location Quotients where this is X (or X/1) for regions in which the industry is over-
represented and 1/X for regions in which the industry is under-represented, both relative to the
region’s share of all economic activities. For example, if the industry has twice the “expected”
presence in those regions in which it is over-represented and half the “expected” presence in
those regions in which it is under-represented, then X will be 2.14 Another interpretation of this
index is the amount by which the weaker regions would have fo increase their activity in the
industry in question to reach their “expected level” of activity in this industry. If X is two then the
weaker regions would need to double their share of these activities to catch up.1s The Regional
Inequality Index has been calculated using employment (Rllemp) and Gross Value Added as
measures of activity (Rlleva).

The Herfindahl index is a well-known measure of industrial concentration, which is normally
applied to firms, but is here applied to regions. It is found by summing the squared shares of
each entity’s (here region’s) share of the fotal activity of the industry. For this analysis, a;,is a
measure (either employment or Gross Value Added) of industry i inregionr, and ¥, a;, is the
sum of this industry’s activities over all regions. The Herfindahl index for industry i is found by
2
squaring these shares and summing them:i.e., H; =), (%) . Like the RIl, the Herfindanhl
index is here also calculated using employment (Hemp) and Value Added as measures of
activity (Heva) (Table 10).

14 The Regional Inequdlities Index is calculated by taking the natural log of each region’s Location
Quotients for the industry in question, converting each of these to an absolute value (i.e., removing the
negative signs) and then finding the exponent of each. Each component is then multiplied by the relative
economic weight of the region to which it relates. The set of components is then summed, giving the
Regional Inequalities Index.

15 Increasing their share implies either a redistribution of activities or that the weaker regions grow faster
than the stronger regions. With no redistribution, If X is 2, then the weaker regions would have to grow
their share of the industry four times to catch up.
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Table 10: Regional Inequality Index and Herfindahl Index by Employment, GVA and over time

2010 2011 2012 2013 2014 2015 2016 2017 2018

Rllemp n.q. 1.46 1.43 1.41 1.42 1.4 1.41 1.41 1.46

All Creative Rlleva 1.75 176 1.78 1.8 1.8 183 183 1.83 n.a.

Industries Hemp na. 016 015 0.16 0.16 0.15 0.16 0.16 0.17

Hova 026 027 027 028 029 0.29 0.3 0.31 n.a.

Rllemp n.a. 1.86 n.a. n.a. n.a. na. 1.87 201 1.91

Advertising & Rlleva 1.81 192 205 222 236 2.51 2.51 2.54  n.a.

marketing Hemp n.a. 026 n.q. n.c n.q. n.a. 0.28 0.3 0.29

Hova 029 032 035 039 042 045 046 047 n.a.

Rllemp n.a. 1.39 n.a. n.a. n.a. n.a. n.q. 1.15 1.26

Architecture Rlleva 132 158 1,57 152 157 153 148 1.49 n.a.

Hemp n.a. 0.16 n.q. n.c n.q. n.a. na. 0.14 0.16

Hova 0.16 0.21 0.20 0.21 022 024 023 024 n.a.

Crafts Rlleva 229 238 199 204 1.7 159 155 154 n.a.

Hova 0.21 0.22 0.2 0.21 019 0.17 0.15 0.15 n.a.

. RllEmp n.a. 14 137 137 1.35 1.3 127 143 1.4

ggz;g;‘e"r”d Rllova 159 157 153 155 152 157 153 151 n.a.

fashion Hemp na. 016 0.14 0.15 015 0.13 0.13 0.16 0.15

Hova 022 025 023 025 024 024 022 022 noa.

. . RllEmp na. 162 166 1.66 168 157 149 1.6 1.57

rF('J'g“i'OTZ' Video,  picva 305 296 301 296 306 305 314 338 na.

photography Hemp n.a. 02 022 022 022 02 019 022 0.2

Hova 055 054 055 054 055 054 0.56 0.6 n.a.

T soffware Rllemp na. 146 145 139 138 142 142 138 1.48

o'nd computer Rlleva 1.52 152 1.49 1.51 149 152 153 154 n.a.

services Hemp na. 0.15 0.14 0.14 0.14 0.14 0.15 0.5 0.16

Hova 019 0.19 019 0.9 0.19 0.19 0.2 0.2 n.a.

Rllemp na. 1.41 1.54 1.7 157 1.67 179 1.66 176

- Rlleva 207 218 212 223 224 222 222 222 na.
Publishing

Hemp na. 0.16 0.16 019 0.19 0.18 02 0.9 022
Hova 033 034 032 034 036 034 035 037 na.

Museums. efc Rllcva 1.5 168 174 176 175 167 1.66 1.64 n.a.
' " Hova 0.21 023 026 027 028 026 026 024 n.a.
Rllemp n.a. 1.6 144 132 147 134 149 135 142

Rllcva 1.92 201 217 228 233 239 232 227 n.a.
Hemp na. 0.18 0.15 0.13 0.16 0.14 0.17 0.14 0.16
Hova 034 036 039 042 043 044 044 043 n.a.

Music and arts

Hemp n.a. 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

All Sectors Hova 012 012 012 012 012 012 012 012 na.

Calculated from data provided in DCMS Sector Economic Estimates providing employment
by region (2011-2018) and Regional GVA (2010-2017). Due to disclosure rules sub-sector
creative industry employment is not available over time for the ‘Crafts’ or ‘Museums, etc.’ sub-
sectors, nor normally available for Wales and Northern Ireland. The employment RII's and H's
reported above are therefore calculated with Wales and Northern Ireland combined (found
by deducting England and Scofland from UK tofals). Disclosure rules also mean the
employment Rlls and H's are not available for some years for ' Advertising and Marketing’, and
can only be found for ‘Architecture’ for 2011, 2017 and 2018 by combining the three Northern
English regions.
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H-index cells are shaded. Green indicates an H-index score below 0.15 (unconcentrated),
yellow a score of 0.15 to 0.249 (moderately concentrated), red a score of 0.25 to 0.49 (highly
concentrated) and dark red a score of 0.5 or above (very highly concentrated).

Figure 3: Regional Inequality Index scores in Gross Value Added by sub-sector and over time
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Conventionally, an H index value below 0.15 indicates an un-concenfrated industry;'¢ an H
value between 0.15 and 0.25 indicates a moderately concentrated industry, while an H value
above 0.25 indicates a highly concentrated industry. The cells in Table 10 with these values
have been coloured green, yellow and red respectively, with a darker red used for H values
greater than 0.5.

Several things are notable from these analysis.

e First, the Creative Industries as a whole show persistent (regional) inequality.

e This inequality is moderate in relation to employment, but still higher than inequality in
the regional distribution of all economic activities, while inequality in (regional) Gross
Value Added is high and has, in recent years, increased further. Certainly there is no
sign that regional inequalities, measured either by employment or Gross Value Added,
have diminished since 2010/11.

e The individual sub-sectors show different extents of inequality. Interestingly, and
importantly, inequality in the regional distribution of economic output is always greater
than that in employment.

e Regional inequdlity is greatest in the ‘Film, TV, etc.’ sub-sector, and is very large when
measured by value added. Moreover, the regional inequality in the economic output
of this sub-sector is growing (see Figure 3), whereas the regional inequality in its
distribution of employment is moderate and stable. This suggests that within this sub-

16 The lower bound of the index is determined by the number of entities in the analysis. In the present
case this is 12 regions, so if activities were equally divided across these twelve regions the H would be
1/12,0.083. On the other hand, if all activity were concentrated in one regions, the Hwould be one.
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sector value generating and captfuring activities are regionally concentrated
(overwhelmingly in London) to a much greater degree than is employment in this sub-
sector. Similar, if less extreme patterns arise for the ‘Publishing’ and ‘Music and the arts’.

¢ The ‘Advertising and marketing' sub-sector displays a slightly different pattern.
Economic output is similarly concentrated in London (and has been becoming more
s0), but in contrast to the sub-sectors discussed above employment in this sub-sector is
also highly concenfrated (again in London), albeit still not as concentrated as is this
sub-sector’'s economic output.

o The ‘IT, software and computer services', ‘Architecture’ and ‘Design’ sectors reveal a
third pattern. Economic output in these sub-sectors is moderately concentrated
regionally (the H index ranges from 0.16 to 0.25) and the extent of concentration is
either holding steady or increasing slowly, while inequality in employment is lower,
typically around H = 0.15. These sub-sectors are more evenly distributed regionally by
both economic output and employment than are the three aforementioned sub-
sectors.

e The two remaining sub-sectors are ‘Crafts’ and ‘Museums, galleries and libraries’.
Economically, these are small, and regional economic output data is available over
time, but employment data is not. ‘Museums, etc.’” shows an increasing then
diminishing regional concentration of activity over time, while the ‘Crafts’ sub-sector,
which is much the smallest of the nine, is the only sub-sector in which economic output
has become more evenly distributed (regionally) over time (See Figure 3).

5. Labour Productivity, and Productivity Growth

“Productivity isn't everything, but, in the long run, itis almost everything. A country’s
ability to improve its standard of living over time depends almost enfirely on its
ability to raise its output per worker.” Paul Krugman

Labour productivity is output per worker, or output per hour worked, the latter being most
economists’ preferred measure of labour productivity. Output per person employed
nonetheless provides an indication of labour productivity, and how this varies among industries
and regions.

| stress here that the analysis that follows is not based on official statistics of productivity, which
the DCMS does not publish, but rather on dividing the official figures for regional economic
output (Gross Value Added) by the official figures for employment for each industry-region cell
for which data is available. As these are not official calculations, the results should be
considered with some caution.!”

Table 11 shows that the DCMS output and employment statistics imply that Creative Industries
located in London were marginally less productive than all (non-financial) activities
undertaken in London, while outside of London the Creative Industries are considerably less
productive than the various regional economies in which they are active. This also applies to
the South East, which is the only region aside from London in which the Creative Industries are
more productive than in the UK as a whole.

The DCMS output and employment estimates also suggest that labour productivity varies
widely by sub-sector within regions. In London, for example, the ‘Film, etfc.” sub-sector
generated £117,100 per person employed, while the ‘Design’ sub-sector achieved only about

17 The DCMS uses the annual population survey (APS) to derive employment by creative industry sub-
sector. As thisis a self-reported survey of individuals, it can be inconsistent with the allocation of businesses
by industry and location in the National Accounts. This inconsistency is greater when the data is more
disaggregated, for example fo region-sub-sector “cells”. For this reason the DCMS urges caution in
inferring labour productivity by dividing economic output derived from the National Accounts by
employment derived from the APS.
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a quarter of this. Why this is the case is beyond the scope of this paper. Possibly there is a lot
of part-time working in ‘Design’, so output per hour worked may be higher; nonetheless the
published DCMS estimates imply that labour productivity in the design sector — including in
London - is surprisingly low.

Table 12 shows the implied output per person employed in each region where the UK average
for each particular sub-sector (plus the Creative Industries as a whole, and the UK economy
as a whole) have been indexed to 100. This makes it easier to recognise implied regional
productivity differences within particular industries. Also reported is the ONS’'s estimate of
output per hour worked for all activities in each region. This tracks output per person employed
fairly closely at the regional level, although note that a difference for London suggest that
people employed in London tend to work longer hours.

Table 11: GVA per person employed by Creative Industry Sub-Sector and Region, 2017

GVA per person employed relative to the Creative Industries UK average, £50.6k

>101.1 <101.1 to <75.81t0 50.6 | <50.6 t0 33.7 | <33.7 t0 25.3 <253
[=2x] 75.8 [<1.5x to 1x] [<1x to .75X] [<.75x to .5%] [<.5X]
[<2x to 1.5X]
London South East of South .Wes’r .Eos‘r
East England West Midlands  Midlands

Adverlising & 89.5 58.5 475 523 623 313
mkt'ing
Architecture 78.0 42.5 23.2 33.3 17.1 19.6
Crafts n.a n.a n.a Nn.a. n.a n.a
Design 29.5 38.0 23.8 13.6 12.4 17.0
Film, TV, video, etc. 117.1 30.4 33.8 29.2 15.3 14.1
IT, software, etc. 69.1 79.3 60.4 33.2 47.9 32.8
Publishing 97.5 57.9 43.1 35.2 39.9 23.2
Museums etc. 28.6 7.9 58 Nn.a. Nn.a. n.a.
Music and arts 77.7 23.9 20.0 8.2 22.2 17.1
All Creative 79.7 55.4 41.5 26.3 33.7 24.3
Industries
All Economic Sectors 81.1 60.9 54.3 45.9 49 4 47.8

North Yorkshire North Scotland Wales Northern

West & Humber East Ireland
Adverising & 61.5 31.4 n.a 475 n.a n.a
mkt’'ing
Architecture Nn.a n.a n.a 27.8 n.a n.a
Crafts Nn.a n.a n.a n.a. n.a n.a
Design 30.4 20.9 n.a 18.4 n.a n.o
Film, TV, video, etc. 36.3 16.1 n.a 26.9 n.a n.a
IT, software, etc. 50.2 38.8 n.a 452 n.a n.a
Publishing 37.7 44.7 n.a 30.1 n.a n.a
Museums etc. 10.3 10.9 n.a 19.9 n.a n.a
Music and arts 22.2 11.3 n.a 14.6 n.a n.a
All Creative 39.5 26.5 223 31.6 17.9 430
Industries
All Economic Sectors 50.4 45,0 45.6 52.0 44.6 48.9

Calculated from data provided in DCMS Sector Economic Estimates 2017: Regional GVA and
Employment

21



Discussion Paper 1: Mind the Gap

In all the sub-sectors, output per person employed is higher in London than the national
average. In 'Architecture’ and ‘Music and the arts’ output per person employed in London is
more than double the national average, while ‘Film, etc.’ is not far behind. There are only six
other sub-sector region cells in which output per person employed is above the national
average for the sub-sector in question. Three of these are in the South East (‘Architecture’,
‘Design’ and ‘IT, software, efc.’), and one each in the East of England (‘IT, software, etc.’), the
North West (‘Design’) and Scotland (‘Museums, etc.’). Meanwhile there are 15 sub-sector
region cells (for which data is available) in which the region’s output per person employed is
less than half the UK's average for the sub-sector. This includes ‘Film, efc.' in six regions, the
most productive region outside of London for which is the North West of England, which
achieves just 57% of the national average output per employee.

Explaining these implied differences in productivity is beyond the scope of this paper, and will
require furtherresearch.'® At least two things need to be explained. First, why does productivity
apparently differ so much between London and the otherregionse And why does the regional
paftern of relative productivity differ so substantially between sub-sectors (e.g., between the
‘Film, etc.’ sub-sector and the ‘IT, software, etc.’ sub-sector).

Table 12: GVA per person employed relative to Industry Averages, 2017

GVA per person employed relative to each industry's average, indexed to 100

| >200 | <200t0 150 | <150t0100 | <100toé7 | <67to>50 | <50 |
East of West East
London South East England South West Midlands Midlands
Advertising & mkt'ing 128 84 68 75 89 45
Architecture 207 113 62 88 46 52
Crafts n.a. n.a. n.a. n.a. n.a. n.a.
Design 119 154 96 55 50 69
Film, TV, video, etc. 183 48 53 46 24 22
IT, software, etc. 121 139 106 58 84 57
Publishing 159 94 70 57 65 38
Museums efc. 189 52 39 n.a. n.a. n.a.
Music and arts 230 71 59 24 66 51
All Creative Industries 157.6 109.6 82.1 52.0 66.6 48.1
All: GVA / employed 145.2 108.9 97.2 82.1 88.5 85.5
All: GVA / hour worked* 133.0 108.2 93.4 89.5 88.1 84.8
North Yorkshire North scotland Wales Northern
West & Humber East Ireland
Advertising & mkt'ing 88 45 n.a. 68 n.a. n.a.
Architecture n.a. n.a. n.a. 74 n.a. n.a.
Crafts n.a. n.a. n.a. n.a. n.a. n.a.
Design 123 85 n.a. 75 n.a. n.a.
Film, TV, video, etc. 57 25 n.a. 42 n.a. n.a.
IT, software, etc. 88 68 n.a. 79 n.a. n.a.
Publishing 61 73 n.a. 49 n.a. n.a.
Museums efc. 68 72 n.a. 132 n.a. n.a.
Music and arts 66 88 n.qa. 43 n.a. n.a.
All Creative Industries 78.2 52.4 44.0 62.5 35.3 85.0
All: GVA / employed 90.1 80.5 81.6 93.1 79.8 87.5
All: GVA / hour worked* 92.2 85.2 89.2 97.5 84.2 83.5

Calculated from data provided in DCMS Sector Economic Estimates 2017: Regional GVA and Employment
* Source: ONS: Regional and sub-regional productivity in the UK, February 201919

18 Previous studies examining productivity in the Creative Industries include Brighton et al. (2016) and
Maggs and Hathaway (2016)

19 Available here:
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/regio
nalandsubregionalproductivityintheuk/february2019#results-for-nuts 1-regions-and-countries
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Agglomeration economies are likely to provide a partial answer to the first question. Firms
located in close proximity to each other and therefore in high agglomerations with rival firms
tend to need to be stronger and more productive to survive, in part due to greater
competition. They may also become more specialised. Both competition and specialisation
are associated with greater output per worker. Furthermore, the greatest agglomeration is in
London, where the costs of doing business are higher, due to higher salaries, office rents, efc.
This also means that, other things being equal, firms need to be more productive to survive in
London than elsewhere.

Answering the second question probably requires recognition that the activities of firms within
these sub-sectors are heterogeneous, and different types of firms tend o locate in different
places. In particular, London may be the region in which firms that are particularly adept at
capturing value tend to locate. Achieving high value added is ultimately related to capturing
value, rather than necessarily creating value.

Table 13 shows the mean annual rate of growth of (implied) economic output per person
employed in each industry-region cell for which data is available. This presents are complex
and highly uneven distribution. On the one hand (implied) economic output per person
employed has grown at more than twice the rate of the Creatfive Industries in the UK as a
whole (1.8% per annum) in 21 sub-sectorregion cells, plus for the Creative Industries as a whole
in Scotland and Northern Ireland. On the other, (implied) output per person employed has
declinedin 23 sub-sectorregion cells, and also for the Creative Industries as a whole in Yorkshire
and the Humber, the North East and Wales.

As these are unofficial calculations, it is perhaps best not o read too muchinto them, although
these findings do suggest that the performance of the Creative Industries is rather volatile.
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Table 13: Mean annual change in GVA per person employed by Industry & Region, 2011-
2017

Change in GVA per person employed relative to the Creative Industries UK average, 1.8%
per annum

23.6% <3.6% to <2.7% to <1.8% to <0.9% to 0% <0%
[22x] 2.7% 1.8% 0.9% [<5x to 0%]
[<2x to 1.5X] [<1.5x to 1X] [<1x tO .5x]
London South East of South _Wes’r _Eos‘r
East England West Midlands  Midlands
Advertising &
mki’ing 9.7% 3.9% 8.0% 6.9% 5.8% -5.1%
Architecture 11.9% 4.2% 1.9% -5.6% 4.5% 3.5%
Crafts n.q. n.q. n.q. n.a. n.a. n.a.
Design -1.7% 11.8% -1.1% -3.6% -4.7% 0.6%
Film, TV, video, efc. 0.3% 1.4% 8.3% 1.2% -10.0% -10.7%
IT, software, etc. 0.0% 1.2% 0.4% -2.1% -2.5% -5.7%
Publishing 3.5% -1.7% 2.6% 6.5% 13.7% 2.1%
Museums etc. 6.1% -11.7% -19.2% n.a. n.a. n.a.
Music and arts 8.2% 0.9% 3.4% -12.1% 2.6% -6.4%
All Creative
Industries 3.2% 0.9% 2.5% -1.2% -0.4% -2.5%
All Economic Sectors 1.8% 2.6% 3.2% 1.9% 2.7% 2.7%
North Yorkshire North Scotland Wales Northern
West & Humber East Ireland
Qir’ier:gsmg & 0.9% -4.7% n.a. 4.9% n.a. n.a.
Architecture n.q. n.q. n.q. 2.6% n.a. n.a.
Crafts n.q. n.q. n.q. n.a. n.a. n.a.
Design 16.4% 3.1% n.a. 7.6% n.a. n.a.
Film, TV, video, etc. 1.8% -7.1% n.q. -1.4% n.a. n.a.
IT, software, etc. 2.0% -3.2% n.q. 2.8% n.a. n.a.
Publishing 4.4% 4.5% n.a. 11.2% n.a. n.a.
Museums etc. 3.0% 0.5% n.q. 8.0% n.a. n.a.
Music and arts 0.7% -4.4% n.q. -5.2% n.a. n.a.
Al Creative 210% | 21% 39% 3.6% 3.6% 6.9%
All Economic Sectors 2.8% 1.5% 2.0% 2.7% 2.6% 3.4%

Calculated from data provided in DCMS Sector Economic Estimates 2011 & 2017: Regional
GVA & Employment

Table 14 presents a simplified analysis, dividing the UK between London and the South East,
where the Creative Industries are disproportionately located, and the Rest of the UK where
they are relatively under-represented.

Across the Creative Industries as a whole, (implied) output per person employed has grown
much more rapidly (at 2.7% per annum between 2011 and 2017) in London and the South East
than in the rest of the UK (0.4%), and among the eight sub-sectors for which data is available
the growth rate in London and the South East exceeds that in the rest of the UK in all except
‘Museums, etc.’. Furthermore, while none of the eight sub-sectors show declining productivity
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in London and the South East, four of the eight show declining productivity in the rest of the
UK.

Table 14: Mean change in GVA per person employed in London the South East and Rest of
the UK

London & Rest of UK All of the

South East UK
Advertising & marketing 8.9% 2.8% 7.4%
Architecture 9.5% -0.7% 3.6%
Crafts n.a. n.a. -0.5%
Design 1.7% 1.3% 1.6%
Film, TV, video, etc. 0.9% -2.8% 0.2%
IT, software, etc. 0.4% -0.9% -0.2%
Publishing 2.1% 6.3% 4.4%
Museums etc. 0.0% 3.4% 2.2%
Music and arts 7.0% -2.7% 2.4%
All Creative Industries 2.7% 0.4% 1.8%
All Sectors 2.3% 2.2% 2.3%

6. Conclusions: Findings, Research Questions and Policy Challenges
6.1 Findings

The analysis presented in this paper shows that, collectively, the UK's Creative Industries are
growing rapidly, both in tferms of employment and economic output. They also make a
valuable confribution to the UK's balance of frade.

However, when decomposed the various sub-sectors show very different patterns of growth,
with some even contracting in terms of employment.

Moreover, as the Industrial Strategy acknowledges, the Creative Industries are very unevenly
distributed across the UK, relative to economic activities in the UK as a whole. And this
unevenness is considerably more pronounced in terms of the value of economic outputs than
it is for employment, with London and the South East dominating the former much more than
the latter.

This implies substantial inter-regional differences in labour productivity within the Creative
Industries. Indeed, the implied labour productivity of some of the Creative Industry sub-sectors
in the northern and western regions of the UK is strikingly low. The lack of official stafistics on
productivity makes these findings necessarily tentative, and the DCMS is urged to address this
issue of measuring productivity in its Sector Economic Estimates.
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6.2 Research Questions
The analysis in this paper raises research questions that require addressing, including:

- Why are there such big differences in the geographical distribution of economic output
and employment? In particular, why it is that London and the South East dominate the
former to a much greater extent than they dominate the latter. Are the differences ‘real’
or are they a stafistical artefact. If they are real, then this implies there are very substantial
differences in labour productivity not only between regions but also across the sub-sectors
within the Creative Industries. These differences need to be better understood.

- Whyis the pattern of growth at the sub-sector level so messy and inconsistente What does
this tell us about the robustness of regional advantages or disadvantages?

6.3 Policy Challenges

The UK government and devolved authorities rightly recognise the economic and socio-
cultural significance of the Creative Industries, and moreover that they can be expected to
confinue growing info the future at a faster rate than the economy as a whole. Indeed, the
Bazalgette ‘Independent review of the Creative Industries’ confidently states that: “Looking
forward fifteen or twenty years to what our future economy could be like, in every scenario
the Creative Industries are of central importance to the UK's productivity and global success.
We have two great assets: the English language and our national capacity for creativity”
(Bazalgette, 2017, p. 4).

Any dynamic economy requires growth sectors in part fo compensate for the confraction of
declining sectors. However, as we have seen, the Creative Industries are very unevenly
distributed across the UK, which is one of the most regionally unbalanced countries in the
industrialized world (McCann, 2019).

As the government is committed fo ‘narrowing the gap’ between the London and the South
East, both in relation to the Creative Industries and the economy as a whole, the policy
challenge can be summarised as how to maintain growth in London and the South East while
ensuring the rest of the counfry catches up. This implies that the Creative Industries need to
grow faster in the rest of the UK than in London and the South East and, to be meaningful,
‘catching up’ here means not only narrowing the gap in terms of employment, but also in
terms of productivity.

This is a major challenge.

As a share of total employment, the Creative Industries have been growing fastest in London,
such that between 2011 and 2018 they increased their share of total employment by, on
average, 0.255 of a percentage point each year. In the rest of the UK, excluding London and
the South East, the Creative Industries share of employment increased by just under 0.1 of a
percentage point each year. If we extrapolate these trends info the future, then in twenty
years' fime the Creative Industries would account for just over 18% of all employment in
London, and 14.4% of all employment in London and the South East, but just 6.4% of alll
employment in the Rest of the UK (Table 15a).

For the rest of the UK to catch up to this 14.4% of total employment in the Creative Industries,
this would require the C..’s in these regions to grow their share of employment by half a
percentage point every year for the next twenty years, which is roughly five times their present
rate of growth, and twice the rate of growth achieved by London in the 2011-2018 period
(Table 15b).
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Table 15a: Extrapolating the Creative Industries share of Employment on Current Trends20

C.l.'s share of Average Projected shares at current trend
employment percentage 5years 10years 20years 30 years
in2018 point growth (2023) (2028) (2038) (2048)
per year, 2011-
18
London 13.0% 0.255 14.2% 15.5% 18.1% 20.6%
London & 10.3% 0.207 11.3% 12.3% 14.4% 16.5%
SE
Rest of UK 4.4% 0.099 4.9% 5.4% 6.4% 7.4%
All of UK 6.2% 0.138 6.8% 7.5% 8.9% 10.3%

Table 15b: Growth Rate Required for the Rest of the UK to Catch up by Catch Up period

Catch Target share of Required Growth Trend Growth Rate: Required GR
up total employment Rate: Percentage Percentage point relatfive to
period point per annum per annum Trend GR

5 years 11.3% in 2023 1.4 0.1 13.8

10 years 12.3% in 2028 0.8 0.1 8.0

20 years 14.4% in 2038 0.5 0.1 5.0

30 years 16.5% in 2048 0.4 0.1 4.1

Meanwhile, as we have seen official stafistics imply that the Creatfive Industries in London
generate almost £80,000 per person employed in economic output, while London and the
South East combined achieve about £72,000 in value added per person employed. The rest
of the UK achieves less than half of this (£30,900). The DCMS’s statfistics also suggest that
economic output per person employed has been growing much more rapidly in London and
the South East than in the Rest of the UK. The implied productivity gap has been widening, not
narrowing. For convergence to occur, productivity growth in the rest of the UK has to be higher
than that in London and the South East.

The gap is also large. Using the available data, implied output per head is 80% higher in the
South East (excluding London) than in the rest of the UK (also excluding London), and 150%
higherin London. Labour productivity would have to grow by about 3 percentage points more
in the rest of the UK for twenty years for these regions to catch up with productivity in the South
East, let alone London.

Narrowing the gap is not impossible, but it is important that policy makers recognise that
growing the Creative Industries outside of London and the South East is a major, long term
challenge, and that relatively small, short-term initiatives will prove inadequate. While this is
not the place to engage in a discussion of Creative Industries policy, | question whether the
current emphasis on ‘clusters’ is up to the task, particularly as the largest, sfrongest, and fastest
growing clusters are predominantly in London, while clusters in the regions outside London (and
the South East) tend to be much smaller. To be clear, | am not opposed to the current clusters
based policy; my concern is whether this will be sufficient to start narrowing the gap between
the Creative Industries presence in London (and the South East) and in the rest of the UK.

20 These calculations are based on linear progressions. An alternative approach is fo use geometric
progressions, but there is little difference in the outcome over the short to medium term.
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Appendix Table 1: The “Creative Industries”, and their aggregation into sub-sectors

As well as identifying the Creative Industries, the Department for Culture Media and Sport
(DCMS) also defines other sectors for which it has responsibility, including the Digital Sector, the
Cultural sector, Telecoms, Gambling, Sport, Tourism and Civil Society. Collectively these are
identified as the DCMS Sectors. These sectors are not mutually exclusive (indeed Telecoms is a
sub-component of the Digital Sector). The Creative Industries, the Cultural Sector and the

Digital Sector all partially overlap.

SIC 2007 — Code and Descripfion Creative | Digital | Cultur | Creative
Industrie | Sector | al Industries Sub-
S Sector | sector
70.21 — Public relations and communication v x x 1 — Advertising &
activity marketing
73.11 — Advertising agencies v x x
73.12 — Media representation v x x
71.11 = Architecture activities v x x 2 — Architecture
32.12 — Manufacture of jewellery & related v x v 3 - Crafts
articles
74.1 — Specidlist design activities v x x 4 - Design
59.11 — Film, video and TV programme v v v 5-Fim, TV,
production video, radio &
59.12 - Film, video and TV post-production v v v photography
activities
59.13 - Film, video and TV programme v v v
distribution
59.14 - Film / motion picture projection v v v
activities
60.1 — Radio broadcasting v v v
60.2 - Television programming and v v v
broadcasting
74.2 — Photographic activities v x v
58.21 - Publishing of computer games v v 4 x 6 —1T, software &
58.29 — Other software publishing v 4 v 4 x compu’rer
62.01 — Computer programming activities v v x SEIVICES
62.02 - Computer consultancy activities v v x
58.11 — Book publishing v 4 v 4 x 7 — Publishing
58.12 — Publishing of directories and mailing v 4 v x
lists
58.13 — Publishing of newspapers v 4 v x
58.14 — Publishing of journals and periodicals v 4 v x
58.19 — Other publishing activities v 4 v x
74.3 — Translation and interpretation activities V4 x x
91.01 — Library and archive activities v x v 8 — Museums,
91.02 - Museum activities v x v galleries, libraries
59.2 — Sound recording and music publishing v v v 9 — Music,
85.52 — Cultural education v x v performing and
90.01 - Performing arts v x v visual arts
90.02 — Support activities to performing arts v x v
90.03 - Arfistic creation v x v
90.04 — Operation of arts facilities v x v
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Appendix Table2: Creative Industries and sub-sectors Regional Gross Value Added, 2017, £m

London South East of South _WesT _Eosf
East England West Midlands  Midlands

Advertising & 8,913 1,231 549 485 351 174
mkt'ing

Architecture 1,730 508 173 273 162 140
Crafts 67 50 48 19 57 10
Design 1,591 726 245 215 143 176
Film, TV, video, efc. 12,875 864 414 399 192 146
IT, software, etc. 13,494 10,515 3,393 1,907 2,131 1,375
Publishing 6,776 1,942 757 531 235 198
Museums etc. 661 147 49 78 119 30
Music and arts 6,119 930 439 274 343 202
All Creative 52225 16913 6,067 4182 3,733 2,452
Industries

All Economic Sectors 435,943 270,075 154,497 132,084 134,590 105,394

North Yorkshire North scotland Wales Northern

West & Humber East Ireland
Advertising & 799 298 78 300 60 74
mkt’'ing
Architecture 273 126 77 276 81 78
Crafts 11 11 2 16 4 4
Design 246 201 56 149 147 51
Film, TV, video, eftc. 659 254 75 493 273 85
IT, software, etc. 2,911 1,374 528 2,007 305 647
Publishing 389 377 90 310 84 66
Museums etc. 75 82 26 133 30 22
Music and arts 468 154 95 333 133 62
All Creative 5,832 2,877 1,025 4015 1117 1,088
Industries
All Economic Sectors 175,538 118,068 53,825 139,783 62,877 40,048
Source: DCMS Sector Economic Estimates 2017: Regional GVA Sub-sectors (Published 13-2-

2019)30

30 Available here - https://www.gov.uk/government/statistics/dcms-sectors-economic-estimates-2017-
regional-gva (Accessed 2-5-2019)
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