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Abstract

This paper examines the degree to which creative industries stimulate 
regional economic development in a developing country, Indonesia. 
The Indonesian government promotes long-established ‘traditional’ 
craft businesses as creative industries, but they pay less attention to 
new knowledge creation and focus on highlighting heritage values as 
selling points. Our findings show that the ‘real’ creative industries are 
still scarce and found mostly in fairly advanced urban regions. These 
industries are more likely to be an indicator than a driver of regional 
economic development. Meanwhile, those traditional businesses are 
much larger than creative industries and potentially contribute to 
regional productivity through consumption activities, thereby requiring 
different policy strategies.

creative industries
regional economic development
developing countries

This chapter is based on Fahmi FZ and Koster S. (2015). Creative industries and 
regional economic development: Evidence from Indonesia. Paper presented at the 
55th ERSA Congress, Lisbon, 25-28 August. Submitted to an international journal.
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4.1 Introduction
Economic activities that utilise individual creativity and talent, such as creative 
industries, are considered a relatively new instrument for urban and regional 
economic development in the context of ‘developing’ countries (Barrowclough 
and Kozul-Wright, 2008; De Beukelaer, 2014; Fahmi et al., 2015; UNESCO and 
UNDP, 2013). Various policy strategies are designated to promote these industries 
so as to stimulate economic development. Nevertheless, there has been an ongoing 
debate on whether paying special attention to these industries is likely to help 
increase economic outcomes. Potts and Cunningham (2008) describe that creative 
industries could theoretically deliver either positive, negative or neutral impacts 
on economic growth. A number of empirical contributions show that creative 
industries deliver positive effects on regional economic development (e.g., Baum 
et al., 2009; Boix-Domenech et al., 2013; de-Miguel-Molina et al., 2012; Hong et 
al., 2014; Lee, 2014; Marco-Serrano et al., 2014; Piergiovanni et al., 2012). Creative 
industries potentially increase the regional capacity to generate new ideas, resulting 
in innovation that enhances regional productivity (Boix-Domenech and Soler-
Marco, 2015). The expansion of the creative sector accompanied by the higher wage 
rate reflects that this sector potentially makes increasingly important contributions 
to the regional economy. On the other side, this development might widen the 
inequality between the high skilled and the low skilled labour in the regional 
economy (see Liu and Xie, 2013). Some studies also show that the role of creative 
industries in job creation is limited to a few specific places only (e.g., Bagwell, 2008; 
Stam et al., 2008), confirming that these industries are not types of labour-intensive 
sectors which require a large amount of labour. 

The discussion on the role of creative industries in regional development has 
overwhelmingly focused on the context of higher income countries. There is little 
published research on this topic in the context of ‘developing’ countries, while the 
idea of creative industries is gradually embraced in these countries (Kong et al., 2006; 
Yusuf and Nabeshima, 2005). It is yet unclear how important creative industries 
are in this context and to which degree these industries can be used as a tool for 
economic development. Compared to the developed economy, creative industries 
in developing countries might not be as competitive, in that the global markets 
of creative products are dominated by products from developed countries and 
China (Barrowclough and Kozul-Wright, 2008; De Beukelaer, 2014). This implies 
that creative industries in developing countries might not produce as significant 
added values as those in the developed world. Nevertheless, it is worth noticing 
that ‘developing’ countries comprise a group of nations with distinct characteristics 
and levels of socio-economic development, so the role of creative industries might 
vary across these countries (De Beukelaer, 2014).

Despite the heterogeneity of development stages across developing countries, there 
are at least two similar conditions shared between them. First, deindustrialisation 
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in general does not occur yet in these countries, whereby primary and secondary 
sectors still grow, although the service sector might play an increasing role in the 
economy (Rubalcaba et al., 2016). It is thus important to identify the degree to 
which creative industries contribute to regional development, compared to larger 
sectors, such as manufacture. Second, the notion of creative industries is often 
interpreted differently, in that ‘crafts-intensive’ businesses which are not always 
associated with innovation are included as creative industries (Fahmi et al., 2015; 
UNESCO and UNDP, 2013). Although utilising cultural creativity in the economy 
is nothing new in these countries, especially Asian countries, they rather focus on 
highlighting ‘conservative’ values as selling points (Kong et al., 2006; O’Connor, 
2005). Therefore, it is still unknown whether creative industries can be an effective 
tool for regional development in these contexts.

Indonesia is a typical example of a developing country that currently implements 
a set of policies to promote creative industries. The Indonesian government 
claims that these industries have contributed to approximately 7% of the national 
employment and GDP (MTCE, 2014). However, long-established ‘traditional’ 
cultural industries (e.g., batik and crafts), which tend to preserve heritage and 
traditional values, are included in the creative industries classification (Fahmi 
et al., 2016). These traditional cultural industries actually are different from the 
‘real’ creative industries, which emphasise the creation of new knowledge and 
innovation (e.g., architecture, design and IT-based industries). In fact, traditional 
cultural industries are much larger than the ‘real’ creative industries. In this regard, 
differentiating between the two would help understand better their different needs 
and positions in the regional economy. Although the national government has 
encouraged local governments to promote creative industries in their localities, 
it is yet unclear to which degree creative industries, as well as traditional cultural 
industries, affect regional economic development. We thus argue that it is important 
to examine whether creative industries can drive regional economic development. 
In addition, since other sectors, such as manufacturing and mining companies, 
have been important contributors to the economy, we should also compare the 
impact of creative industries with these sectors. By understanding these matters, 
we would be able to determine whether the current policy strategy for supporting 
creative industries needs to continue.

In response to these questions, this paper aims to examine the degree to which 
creative industries stimulate regional economic development in the developing 
economy, particularly Indonesia. It provides an insight into whether regional 
development strategies based on creative industries are feasibly implemented 
outside the developed world, especially in lower-middle income countries which 
have clearly different contexts from Western countries as well as Asian higher 
income countries, such as South Korea and China, which have been farther in the 
development of creative industries. In so doing, we provide an empirical evidence 
on the impact of creative industries on economic growth at the regional level. 
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Analysis at this level is needed because these impacts might not be distributed 
evenly and be shown in specific places only. Besides, this analysis will suggest 
important policy implications for regional development, especially with regard to 
the extent to which creative and traditional cultural industries should be taken into 
account into regional development policies and what types of strategies should be 
designed for supporting both industries (see also Murphy et al., 2015).

This paper is structured as follows. In the following section conceptual arguments 
on the role of creative industries in regional economic development are reviewed, 
followed by an overview of technique for modelling the impacts. A descriptive 
overview is then presented, followed by estimation results. This paper is concluded 
by a discussion on policy implications.

4.2 Creative industries and regional economic 
development

There is a huge interest in the role of creative industries in regional development. It 
has been hotly debated whether the government should pay special attention to this 
sector, whereas there is not always sufficient evidence showing the extent to which 
and the mechanism through which creative industries deliver impacts on regional 
economic growth and development.

Potts and Cunningham (2008) describe four models predicting creative industries 
might deliver negative, positive as well as neutral impacts on economic growth. 
The first model, or the ‘welfare’ model, describes that creative industries deliver 
negative impacts on economic growth because they use more resources than they 
create. In this case, creative industries are able to grow as facilitated by the transfer 
of resources, such as subsidies and political interventions. The second model, or the 
‘competition’ model’, predicts that ‘creative industries are not economic laggards, 
nor providers of special goods of higher moral significance, but effectively ‘just 
another industry’ [...]’ (p. 236). In this regard, the economic impact of creative 
industries is on par with all other sectors and thus, there is no need to develop 
special policy strategies for these industries, ‘just consistent application of policy 
mechanisms extended to other industries’ (p. 237). The third model, or the ‘growth’ 
model, assumes that creative industries ‘introduce novel ideas into the economy 
[…] or facilitate the adoption and retention of new ideas or technologies in other 
sectors […]’ (p. 237). The fourth model, or the ‘innovation’ model, describes that 
the role of creative industries in the economy is not that they are an economic 
subset that drives economic growth, but rather they are part of the wider innovation 
system. In this model, creative industries ‘originate and coordinate change in the 
knowledge base of the economy’ (p. 238). As such, according to these four models, 
there are open possibilities that creative industries deliver varying impacts on 
economic development. It is thus important to identity the actual impact of these 
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industries, so policy strategies can be designed more effectively in line with local 
contexts and circumstances.

4.2.1 Mechanisms
Having understood that creative industries might have varying effects on economic 
growth, we further elaborate on arguments explaining how these industries deliver 
these effects. We can summarise four potential mechanisms through which these 
impacts are shown.

The first mechanism is simply a sectoral effect (Lee, 2014), that is, creative industries 
generate relatively significant economic values. In line with the ‘growth’ model, this 
possibly occurs through two alternative ways: supply- and demand-side forces 
(Potts and Cunningham, 2008). The supply-side explanation of this model stresses 
the export of new ideas from creative industries to the whole economy (Potts and 
Cunningham, 2008). Creative industries generate innovative ideas that have large 
economic values, which then percolate to the economy (Hartley, 2005; Stam et al., 
2008). Creative industries also encourage new industries and market niches as well 
as stabilise existing industries. The demand-side explanation of this model is that 
the growth of the aggregate economy triggers an increase in demand for creative 
products or services (Potts and Cunningham, 2008).

Second, related to the first mechanism, creative industries foster growth through 
spillover effects across sectors. This is to say, creative industries increase the 
productivity of other sectors which then lead to the growth of the whole economy 
(Hong et al., 2014; Lee, 2014; Potts and Cunningham, 2008; Stam et al., 2008). This 
occurs as creative industries interact, exchange ideas and collaborate with other 
industries. This process is particularly supported by urbanisation economies, that 
is, externalities resulted from a diversity of sectors which provide opportunities 
to gain benefits from colocation, the sharing of knowledge and the development 
of professional and social networks (Feldman and Kogler, 2010; Jacobs, 1969; 
Lazzeretti, 2007; Lee, 2014; Rosenthal and Strange, 2003).

The third mechanism is that creative industries affect the economy through 
knowledge spillovers, but the exact role played by these industries is rather 
different. According to the ‘innovation’ model, creative industries are not seen as 
a subset of the economy, but rather they are a complex evolving system that yields 
economic values by facilitating economic evolution and innovation. In this view, the 
contribution of creative industries is not in terms of relative economic values, but 
because they play a role in originating and coordinating changes in the knowledge 
base of the economy as well as in the coordination of new ideas or technologies. 
Creative industries do not affect economic growth directly, but rather they provide 
conditions that allow changes in economic order (Audretsch et al., 2006a, 2006b; 
Potts and Cunningham, 2008). This explanation is particularly relevant for 
developed economies, in which innovation is the main goal of development and 
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knowledge-based economic activities have quite a high capability to develop and 
process new knowledge.

The fourth mechanism is that creative industries might have an amenity value that 
attracts skilled residents or tourists that will increase productivity (Lee, 2014). This 
argument is related to the thesis of urban amenities that explains how the economy 
is growing, which is particularly related to creativity. In this view, economic growth 
is associated most notably with socio-cultural components, which provide intrinsic 
values and amenities needed by creative entrepreneurs (Florida, 2003; Lazzeretti, 
2007; Pratt, 2008). These components serve as a ‘buzz’ that provides a preferable 
business climate and social contexts that stimulate creativity. Florida’s argument 
on this view suggests that social climate, as reflected by the ‘coolness’ of place, 
social tolerance and technology, affects the economy, as it attracts more creative 
capitals, such as the creative class or creative industries (Florida, 2003). There are 
criticisms towards this view, as the growth of creative industries is not only related 
to particular urban amenities, but also may correspond to a particular fast growing 
segment of creative industries (Mossig, 2011).

To sum up, creative industries may trigger an increase in regional productivity by 
consumption activities as well as by introducing new ideas and values and then 
percolating them to the economy through sectoral and knowledge spillovers (see 
also Boix-Domenech and Soler-Marco, 2015). It is worth noticing that socio-
cultural and place characteristics are also crucial factors that influence these 
processes. These conceptual arguments need to be tested empirically and with 
this we can better design policy strategies for optimising the impacts. If creative 
industries deliver sectoral effects, we may consider these industries to be a ‘special 
sector’. Accordingly, if spillover effects are evident, policy strategies can be designed 
so as to facilitate the transfer of ideas and values as well as professional and social 
contacts.

4.2.2 Regional economic impacts of creative industries in the 
developing economy

Conceptual arguments described above are built upon specific contexts of developed 
countries. It is yet unclear to which degree these arguments are relevant beyond 
these contexts, in which creative industries are situated in less advanced economies 
and facilitated by less innovative technologies (see Yusuf and Nabeshima, 2005). 
According to those conceptual arguments (e.g., the growth model), it is actually 
assumed that the number of creative industries is sufficiently large, so that these 
industries can deliver economic impacts (Potts and Cunningham, 2008). Spillover 
effects of creative industries are shown since these industries are agglomerated (see 
de-Miguel-Molina et al., 2012; Hong et al., 2014; Rosenthal and Strange, 2003). In 
order to form a cluster or concentration, the number of these industries needs to 
be sufficiently large, so there will be enough competitors as well as combinations of 
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different ideas needed for innovation. Meanwhile, creative industries in developing 
countries are still rather small. It is thus possible that these industries are not a 
driver, but rather an ‘indicator’ of economic development (De Beukelaer, 2014). 
Furthermore, it is unknown whether creative industries in developing countries are 
able to take advantage of agglomeration economies. In order to gain benefits from 
knowledge spillovers, social contacts as well as a diversity of skills and ideas, firms 
need to possess an absorptive capacity, which is crucial to process new knowledge 
available in urban regions (Qian and Acs, 2013).

Further to this, creative industries in developing countries might not always possess 
such an adequate capacity that facilitates them to benefit from new knowledge. 
As previously described, creative industries in this context often have different 
characteristics from those in the developed world. It is unclear whether they are 
able to generate novel ideas and thus provide a source of economic growth. Fahmi 
et al. (2016) have discussed in depth the historical and conceptual definition of 
‘creative industries’ in the context of Indonesia, which is imported from the British 
concepts of such a term. The Indonesian government adopts the DCMS (2001) list 
of creative industries. In practice, long-established traditional business embedded 
in many regions, such as batik and crafts, are promoted as creative industries.

From a conceptual point of view, the government’s classification is not 
straightforward since these traditional cultural industries actually have different 
conceptual ideas than the term ‘creative industries’, which emphasise innovation, 
copyright and technology (Banks and O’Connor, 2009; Galloway and Dunlop, 
2007; Garnham, 2005). Traditional cultural industries might still need recent 
technologies that support their production activities. Yet, these industries 
have existed for a long time as regional identities, in which crafters have shared 
knowledge hereditarily and produce ‘exotic’ products. Whilst creative industries 
attempt at generating new values and ideas, traditional cultural industries rather 
focus on promoting the uniqueness of local traditions, which might generate 
economic outcomes, but they pay less attention to originality and new knowledge 
generation (see also Kong et al., 2006; O’Connor and Xin, 2006). This does not 
mean that traditional cultural industries are not creative, but they utilise a different 
source of creativity. Compared to creative industries which generally originate from 
individual creativity, traditional cultural industries utilise communal creativity, 
which originates especially from tradition. Since tradition is a collective good, 
these traditional products might not be protected by the same copyright regime 
as the one applied to knowledge-based and creative products (see Boateng, 2011). 
Apart from this, it is worth noticing that these traditional cultural industries make 
up to the largest proportion of all ‘creative industries’.

Since we aim to measure the degree to which the idea of creative industries can be 
a feasible instrument for regional development in a developing country, such as 
Indonesia, we should reflect on these different conceptual ideas. There has been 
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an ongoing debate on the definitional issue of creative industries. Many reject 
the binary opposition between ‘creative’ and ‘cultural’ industries, as the idea of 
creative industries is historically rooted in the notion of cultural industries (e.g., 
Flew, 2002). Other scholars criticise the idea of creative industries for using the 
concept of arts and cultural industries, but extending it beyond the boundary: it 
combines cultural industries, such as performing arts, with industries that have 
different characteristics, such as software and advertising (e.g., O’Connor, 2009). 
Regardless of these controversies, we argue that in the context of Indonesia, the 
debate seems different. First, the Indonesian government does not adopt the term 
‘cultural industries’, but ‘creative industries’ and the ‘creative economy’, particularly 
the DCMS definitions of these terms (DCMS, 2001). Second, although culture-
based economic activities, which we refer to as traditional cultural industries, have 
been found for years in many regions in Indonesia, they cannot be equalled to the 
notion of ‘cultural industries’ in the Western literature . Whilst cultural industries 
in the literature are usually associated with the function of cities as centres for 
cultural consumption and enjoyment (see Pratt, 2009; Scott, 1997), traditional 
cultural industries, and notably in Indonesia, are not always situated in urban 
realms (Fahmi et al., 2016). 

In this regard, for the context of Indonesia, and possibly in other countries that 
promote traditional businesses as creative industries, separating the ‘real’ creative 
industries and traditional cultural industries seems justified, particularly to control 
for their potential different impacts. The ‘real’ creative industries, which hold 
‘innovative natures’ (i.e. architecture, advertising, design, IT-based industries, 
multimedia, radio and television, publishing, visual, and recorded and performing 
arts), can thus be hypothesised to have different economic impacts than traditional 
cultural industries, which have existed for a long time. On the basis of their different 
characteristics, we can hypothesise that creative industries introduce new ideas 
and thus potentially yield larger values. However, they are quite small and so their 
impacts might not be significant. In comparison, traditional cultural industries 
might not look for new combinations and new uses of production factors. They 
may not be leading in terms of innovation and the creation of new values, but 
rather they just follow consumption patterns without developing their products 
continuously. Since traditional cultural industries constitute to a large proportion 
of all firms, they might deliver a sectoral effect, which is triggered by either high 
consumption or employment. By testing this empirically, we can understand their 
potentially distinct impacts and thus, suggest policy strategies for supporting both 
types of industries in the regions.
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4.3 Methodology

4.3.1 Data
In order to assess the characteristics of creative industries and their impacts on 
regional economic growth, we adopted the 1996 and 2006 Economic Census 
data, the latest datasets available from the BPS-Statistics Indonesia. These data 
provide information about the characteristics of firms (i.e. creative and traditional 
cultural industries), observed every ten years, but they are not panel data. There is 
an issue with regard to these datasets, in which the numbers of regions (kota and 
kabupaten) in 1996 and 2006 are not the same. To overcome this, newer established 
regions were merged to their parent regions. Data for other variables were also 
obtained from the BPS-Statistics Indonesia (see Table 4.1).23 Due to missing values 
in different datasets, some regions were excluded from the analytical model: Bintan 
(was Riau Islands), Pontianak city, Minahasa, Kendari city, Manokwari, Paniai, and 
Nias.24

4.3.2 Model
An econometric model was designed to estimate the impact of creative industries 
on regional productivity growth. A dependent variable was selected so as to 
represent the outcome of regional development processes and reflect the relative 
economic competitiveness of the regions. For this, annual labour productivity 
growth was employed (see Hague et al., 2011). Labour productivity was measured 
as gross regional product (GRP) per employment in the regions, or in other words, 
how much economic output yielded by each employed person.

Ideally, the econometric model would show not only associations, but also 
causal relations, or in other words, the impacts of creative industries on regional 
productivity growth. For this, the variables were lagged, in which average annual 
growth rates were calculated for the period between 2007 and 2012.25 We used 
growth rates instead of levels for several reasons. First, to a certain extent, growth 
rates better represent the outcomes of the development process, in a sense that we 
can see how much additional outcome produced in a region during a certain period 
(see Hague et al., 2011). Growth rates also reflect the acceleration, or deceleration, 
of the process of regional development. Second, according to the Solow and 
endogenous growth theories, territories might not be distributed evenly around 
their steady states and income differences might persist indeterminately (Mankiw 

23  All variables were transformed into log modulus form, computed as sign(x)*log(|x|+1), which is 
suitable for all types of values: positive, negative and zero (see John and Draper, 1980).
24  Considering the relatively smaller concentration of tertiary activities in these regions, excluding 
them is unlikely to influence the results.
25  Regional employment data are available only from 2007 onwards, but we argue that the condition 
in 2007 is not very different from 2006.
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et al., 1992). As such, following Barro (1991) and Mankiw et al. (1992) in our 
growth regression models, the initial level of regional productivity was included, 
and it is hypothesised to have a negative sign, reflecting convergence across regions.

To correct for potential spatial autocorrelations that may exist between neighbouring 
regions, spatial econometrics was applied. We followed both the general-to-specific 
and the specific-to-general framework described by Elhorst (2013). A first-order 
Queen contiguity spatial weight matrix was used, but in this approach 12 localities, 
especially those on remote islands, did not have neighbours. To overcome this, we 

Table 4.1 Variables used in the analysis

Variable Mean SD Source

Share creative industries (CI) (2006) 0.006 0.004 Calculated from raw data Economic 
Census 2006

Lagged growth CI (1996-2006) 0.071 0.052 Calculated from raw data Economic 
Census 1996, 2006

Share traditional cultural industries (CULT) (2006) 0.065 0.067 Calculated from raw data Economic 
Census 2006

Lagged growth CULT (1996-2006) 0.059 0.083 Calculated from raw data Economic 
Census 1996 and 2006

Share manufacturing firms (2006) 0.138 0.077 Calculated from raw data Economic 
Census 2006

Share oil and gas firms (2006) 0.00004 0.00037 Calculated from raw data Economic 
Census 2006

Share trade firms (2006) 0.345 0.064 Calculated from raw data Economic 
Census 2006

The presence of universities (established in 2006 
or earlier)

0.350 0.347 Recapitulated from Pangkalan Data 
Pendidikan Tinggi1

Population density 0.016 0.051 Calculated from INDO-DAPOER2

Annual labour productivity growth (2007-2012) 0.038 0.033 Calculated from INDO-DAPOER2

Annual labour productivity growth in manufacture 
(2007-2012)

0.012 0.074 Calculated from INDO-DAPOER2

Annual labour productivity growth in service 
(2007-2012)

0.019 0.048 Calculated from INDO-DAPOER2

Initial level of labour productivity (2007) 0.018 0.023 INDO-DAPOER2

Initial level of productivity in manufacture (2006) 0.038 0.065 INDO-DAPOER2

Initial level of productivity in service (2006) 0.033 0.029 INDO-DAPOER2

The coverage  of good mobile signals (% area) 0.309 0.215 Calculated from raw data Potensi Desa 
2005

Ratio of internet café (warnet) in 1,000 
inhabitants

0.041 0.058 Calculated from raw data Potensi Desa 
2005

Related variety 1.184 0.114 Calculated from raw data Economic 
Census 2006

Notes: Data in log modulus form. Data source:
1. See http://forlap.dikti.go.id/perguruantinggi
2. Indonesia Database for Policy and Economic Research (INDO-DAPOER) is managed by The World Bank and 

retrieves datasets from BPS-Statistics Indonesia, available from http://databank.worldbank.org/data/reports.
aspx?source=1266
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corrected the weight matrix by adding neighbours as if two regions were connected 
by bridge or frequent local boat services.

4.3.3 Explanatory and control variables
An integral part of our empirical strategy is to distinguish between the two flavours 
of creative industries: traditional cultural industries and ‘real’ creative industries. 
They are generally mixed by the Indonesian government, but given their different 
structures and aims, they are expected to have different impacts on regional 
economic development. Though conceptually clear, the empirical differentiation of 
the two is less straightforward. We used the classification as developed in Fahmi, 
Koster and van Dijk (2016), in which this issue is elaborated in depth. Creative 
industries were classified according to the Indonesian industrial classification 
system (KBLI), including advertising, architecture and design, visual and recorded 
arts, radio and television, publishing, IT-based and software industries, and research 
and development as creative industries. Meanwhile, crafts, batik and antiques were 
categorised into traditional cultural industries (see Appendix 3A).26

Other variables were used to control for other factors that determine regional 
growth and development in these specific contexts. As explained before, the initial 
levels of regional development indicators were included. Some variables represented 
other important economic sectors, including manufacturing industries, oil and 
gas companies, and trade firms. We included lagged growth rates of creative and 
traditional cultural industries (1996-2006), which represent regions where these 
industries had rapidly grown. Regions which have high lagged growth rates are 
assumed to have already a specific ‘buzz’ factor that facilitates the development of 
such industries. We also controlled for other potential determinants of regional 
growth and development, including agglomeration economies and human capital 
(Storper and Scott, 2008). Population density was used to represent and catch 
various aspects of agglomeration economies, such as urbanity, externalities of 
scale and localisation. To represent human capital institutions, a dummy variable 
representing the presence of universities in a region was used.

4.3.4 Showing sectoral and spillover effects
Following our theoretical framework, we attempted at estimating sectoral and 
spillover effects of creative as well as traditional cultural industries. The sectoral 
effect on the overall economy can be indicated by the association between the share 
of these industries and labour productivity growth in the aggregate economy. The 

26  Fashion is supposed to be included as either creative or traditional cultural industries. However, 
in the Indonesian context it is difficult to classify fashion along the line of either industry. Fashion is 
expected to develop new designs and styles, but in fact, many fashion firms in Indonesia do not per-
form such an innovative process. Therefore, fashion is excluded from the analytical model (Fahmi et 
al., 2016).
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sectoral effect is possibly shown as these industries increase productivity in certain 
sectors (Hong et al., 2014; Lee, 2014; Potts and Cunningham, 2008). For this we 
used labour productivity growth in manufacturing and service sectors as dependent 
variables. In addition, we can observe spatial spillover effects of creative industries 
in spatial econometric models, especially spatial Durbin impact measures (see 
Lesage and Fischer, 2008). However, due to data unavailability, it is not possible to 
estimate knowledge spillover effects of creative industries.

4.3.5 Tackling potential endogeneity issues and indicating the 
causality

Despite the strength of growth regression, it might have endogeneity problems 
(Mankiw et al., 1995). Creative industries could also be endogenous to growth, 
as they are usually located in growing regions. Although we partially tackle 
simultaneity problems by using time-lagged variables, we also performed two-stage 
least squares (2SLS) instrumental variable analysis (IV). With the IV model we 
can also address the causality issue and determine whether creative industries are 
a ‘driver’ or ‘follower’ of regional productivity growth (see Marco-Serrano et al., 
2014).

Instruments were chosen as they are correlated with the share of creative industries, 
but are not directly correlated with labour productivity growth (see Appendix 4A). 
These instruments were selected to be proxies for growing regions, where creative 
industries might benefit from rather established economic networks and urban 
amenities (Fahmi et al., 2016; Lazzeretti, 2007). For this, the coverage of good 
mobile signals and the ratio of internet café in 1,000 inhabitants were employed, 
as they represent how well-provided infrastructure and facilities in the regions. 
Besides, related variety was employed since it reflects urbanisation economies and 
the potential networks between economic activities in the regions. Conceptually, 
related variety might affect regional economic growth directly (e.g., Frenken et al., 
2007), but in our case it is not correlated with regional productivity growth and is 
not significant when being included in regression models. Therefore, we employed 
related variety since it supplements other instruments which aim to represent 
regions which have grown and provided preferable economic conditions.

4.4 General overview of the role of creative industries in 
Indonesia

The Indonesian government reported that creative industries, combined with 
traditional cultural industries, contribute to around 7% of national employment and 
GDP (see Figure 4.1). Creative industries are also predicted to be a new source of 
economic growth (MTCE, 2014). However, if we separate both types of industries, 
it appears that ‘real’ creative industries make up to a very small proportion only 
(less than 1% of the total number of firms), while traditional cultural industries are 
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much larger (around 7%) (see Table 4.2). It is thus to be expected that both types of 
industries deliver different impacts on regional economic development.

During 1996-2006, both creative and traditional cultural industries have higher 
growth rates of firm establishments than other industries (see Table 4.2). This 
reflects that both industries have potentials to contribute to regional development. 
Nevertheless, creative industries are still quite small and thus, their sectoral effect 
on employment might not really be significant. Traditional cultural industries 
are much larger, so their direct contribution to employment is clearly larger, too. 
Although creative industries are relatively small, they possibly generate large added 
values through spillover effects since they generate new ideas and knowledge. 
It is important noticing that creative industries, as well as traditional cultural 
industries, are not distributed evenly. As such, economic impacts of both industries 
might not be shown everywhere. As presented in Figure 4.2, creative industries 
are concentrated in specific regions, especially on Java Island and major cities on 
other islands. Therefore, it is important to examine whether the impact of creative 
industries is mainly shown in these regions only. If the impact is only shown in 
these relatively advanced urban regions only, the government’s view on obligating 
all local governments to promote creative industries in their own regions would be 
less effective.27 If the government wishes to promote traditional cultural industries, 
in line with the effort to preserve culture and heritage, policy strategies should be 
designed differently according to the specificities of these industries.

27  See Inpres 6/2009 on the Development of the Creative Economy.

Figure 4.1 Sectoral contribution to national employment and GDP 2010 (Government version)

Employment GDP

Source: Illustrated from MTCE (2011)
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Besides, other sectors are still important contributors to the regional economy 
and thus, they should be taken into account in regional development policies. As 
seen in Figure 4.1, agriculture creates 38% of employment and manufacturing 
contributes to about 21% of GDP. Mining industries, especially oil and gas, seem 
to be one of the most productive sectors, in which although they make up to only 
1.2% of employment, they contribute to 11% of GDP. As the service sector has also 
increasingly become dominant, along with the advance in technologies, economic 
development policies cannot focus on one specific sector only.

To summarise, this overview provides an insight that creative and traditional 
cultural industries potentially contribute differently to regional economic 
development. Creative industries are quite scarce so their sectoral effect seems less 
significant. Creative industries are mainly found in rather advanced regions, so that 
we should examine whether they deliver economic impacts outside these regions. 
As traditional cultural industries are larger and more widespread across regions, we 
should elaborate how they have contributed to regional economic growth and how 
we can optimise these impacts.

4.5 Estimation results
In this section we present the result of the econometric analysis which estimates 
the impacts of creative and traditional cultural industries on regional productivity 

Table 4.2 Composition of creative and traditional cultural industries

Industries
1996 2006 Average 

Annual 
GrowthFrequency % Frequency %

The number of firms (all regions)
Advertising and marketing 2,431 0.03% 2,564 0.02% 0.53%
Architecture and design 4,144 0.05% 2,837 0.02% -3.72%
Visual and recorded arts 15,485 0.17% 20,585 0.16% 2.89%
Radio and television 4,177 0.05% 2,981 0.02% -3.32%
Performing arts 8,666 0.09% 18,259 0.14% 7.74%
Publishing 18,237 0.20% 37,920 0.29% 7.59%
IT, software and computer services 2,580 0.03% 3,042 0.02% 1.66%
Research and development 1,639 0.02% 1,031 0.01% -4.53%
Creative industries (1) 57,359 0.63% 89,219 0.69% 4.52%
Antiques 1,396 0.02% 1,379 0.01% -0.12%
Crafts 529,772 5.79% 1,064,649 8.22% 7.23%
Traditional cultural industries (2) 531,168 5.80% 1,066,028 8.23% 7.21%
Creative and traditional cultural industries 
(1+2)

588,527 6.43% 1,155,247 8.92% 6.98%

Fashion (3) 51,322 0.56% 102,339 0.79% 7.15%
Other industries (4) 8,514,445 93.01% 11,696,736 90.29% 3.23%
All industries (1+2+3+4) 9,154,294 12,954,322 3.53%

Source: Fahmi et al. (2016), also calculated from the 1996 and 2006 Economic Census raw data



84

Chapter 4

growth. We first present the result of the main models which were developed 
following spatial econometrics methods by Elhorst (2013). Ordinary least square 
regressions (OLS) were first estimated, followed by running spatial diagnostics. 
Spatial models, including spatial error (SEM), spatial lag (SAR) and spatial Durbin 
(SDM) models, were then estimated, followed by performing likelihood ratio (LR) 
tests. By spatial diagnostics and LR tests, a conclusion could be drawn on which 
spatial models should be chosen. As creative industries might be endogenous to 
growth, instrumental variable analysis was also performed. Subsequently, we 
present the results of robustness analysis, which examines whether the impact is 
still shown when Javanese regions are excluded. This analysis needs to be conducted 
since creative industries are overrepresented in Java and the impacts of these 
industries may only be shown on this island only.

In general, both creative and traditional cultural industries are positively associated 
with regional productivity growth, but different explanations are offered. Creative 
industries are generally situated in rather advanced economies where they build 
economic linkages and perform transactions with other tertiary sectors. In 
comparison, the economic contribution of traditional cultural industries most 
likely correspond to their relative size and consumption patterns in the regions. 

Figure 4.2 Regional distribution of creative and traditional cultural industries
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Our estimation results also show that other sectors, including manufacture as well 
as oil and gas companies are still important contributors to regional economic 
development.

4.6 Main results
The main results are presented in Table 4.3. As shown in Model 1, all coefficients 
for the share of creative industries are positive and statistically significant. The 
direct SDM coefficient for traditional cultural industries is also positive. As such, 
both creative and traditional cultural industries are positively associated with 
labour productivity growth in the aggregate economy. Meanwhile, both types of 
industries are not associated with labour productivity growth in the manufacturing 
sector (see Model 2), reflecting that there are no economic linkages, nor sectoral 
spillovers, between both types of industries and manufacture. In Model 3 the 
SDM impact coefficient for creative industries is positive and significant, while the 
share of traditional cultural industries is not significant. This suggests that creative 
industries have linkages with the service sector, possibly in a form of ‘supplier-
buyer’ relationships (see Fahmi et al., 2016). As such, creative industries may help 
boost the productivity of the tertiary sector, or alternatively, the growing service 
industry may help creative industries increase their productivity (Flew, 2002; Flew 
and Cunningham, 2010). In comparison, traditional cultural industries might have 
less economic linkages with and deliver no spillovers to tertiary economic activities.

Other sectors also appear to be important contributors to the regional economy. The 
SDM direct coefficient for manufacture is positive, but only significant at 10%. The 
share of oil and gas companies is also associated with labour productivity growth in 
the overall economy as well as in the manufacturing sector. This confirms that oil 
and gas companies are important engines of regional development. In line with our 
descriptive overview (see Figure 4.1), oil and gas companies generate quite a large 
added value and boost productivity in the regions where they are located. It also 
appears that the impact of these companies is potentially much larger than creative 
industries. This is shown by the coefficient for share of oil and gas companies which 
is much larger, in which an additional 0.01% of oil companies is associated with a 
total impact of 0.31% increase in labour productivity growth, while an additional 
0.01% of creative industries is likely to increase 0.04% of growth (see Model 1).

We also included lagged growth rates of creative and traditional cultural industries 
(1996-2006) in the model. It is assumed that regions with high lagged growth rates 
already have a ‘buzz’ factor that facilitates creative industries to grow, thereby 
having a higher chance to boost regional productivity growth.28 However, the direct 
and total impact coefficients of these lagged growth rates were not significant in 
almost all the models. Furthermore, the initial level of labour productivity (2007) 

28  We tried to include the share and the lagged growth separately. However, the results remain the 
same, so we incorporated both variables simultaneously.
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Table 4.3  M
ain results

 
M

odel 1: Annual labour productivity growth 
(2007-2012)

M
odel 2: Annual labour productivity growth in 

m
anufacture (2007-2012)

M
odel 3: Annual productivity growth in 

services (2007-2012)
OLS

SDM
 Im

pact
OLS

SDM
 Im

pact
OLS

SDM
 Im

pact
B (Robust SE)

Direct
Indirect

Total
B (Robust SE)

Direct
Indirect

Total
B (SE)

Direct
Indirect

Total
Share CI (06)

2.46 (0.60)***
1.672**

2.433**
4.105***

-0.89 (1.51)
-2.705

1.641
-1.064

3.594 (0.92)***
3.873***

-2.953*
0.92

Lag growth CI (96-06)
-0.022 (0.04)

-0.047
-0.1*

-0.147*
-0.139 (0.12)

-0.153
0.379**

0.226
-0.044 (0.06)

-0.038
-0.05

-0.088
Share CULT (06)

0.101 (0.03)***
0.092**

0.009
0.102

0.037 (0.11)
-0.035

0.01
-0.025

-0.038 (0.06)
-0.025

0.046
0.021

Lag growth CULT (06)
0.004 (0.02)

-0.012
0.038

0.026
0.016 (0.05)

-0.025
0.037

0.011
0.048 (0.04)

0.018
0.085

0.103
Share M

anufacture (06)
0.059 (0.03)**

0.065*
0.002

0.068
-0.095 (0.06)

-0.066
-0.118

-0.184*
-0.04 (0.05)

-0.008
-0.057

-0.065
Share O

il & G
as (06)

5.335 (1.28)***
6.284

25.099***
31.383***

29.898 (3.57)***
31.945***

-36.694
-4.749

-1.296 (7.21)
-0.431

5.665
5.234

Share Trade (06)
0.021 (0.04)

0.069
-0.064

0.004
-0.109 (0.17)

-0.099
-0.055

-0.155
-0.158 (0.06)***

-0.113*
-0.051

-0.165
University dum

m
y (06)

-0.004 (0.00)
-0.004

0.004
0.000

0.000 (0.01)
-0.005

0.007
0.002

0.000 (0.01)
-0.002

0.006
0.004

Population density (06)
0.02(0.03)

0.013
-0.094

-0.081
-0.022 (0.06)

-0.016
0.229

0.213
0.05 (0.06)

0.055
0.201

0.256
Initial level of productivity 
(07)

-0.752 (0.17)***
-0.721*

-0.197*
-0.918***

-0.294 (0.08)***
-0.317***

0.067
-0.25***

-0.577 (0.11)***
-0.566***

-0.107
-0.673**

Constant
0.016 (0.02)

0.085 (0.05)
0.078 (0.03)***

Rho
 

 
 

0.161**
 

 
 

0.029
 

 
 

0.183**
N

285
285

285
285

285
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(Adjusted/Nagelkerke) R²
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0.403
0.071
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0.214
F
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3.166***
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ean VIF
1.60

 
 

 
1.57
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 error
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0.18
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0.82
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Note: All variables in log m
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. Standard errors in parentheses. *** significant at 1%

, ** significant at 5%
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used in each model is negative and significant (see Table 4.3). This is in line with 
our hypothesis that this initial level is negatively associated with growth rates, 
indicating convergence in regional productivity growth (Barro, 1991; Mankiw et 
al., 1992). Meanwhile, other control variables, including population density and 
university dummy, are not significant in these main models.

To sum up, creative industries are positively associated with regional productivity 
growth in the aggregate economy as well as the tertiary sector. Yet, it needs to be 
examined further whether this association implies that creative industries drive, or 
rather just follow, regional productivity growth. Traditional cultural industries are 
also positively associated with productivity growth in the overall economy, showing 
that although these industries pay less attention to innovation and new knowledge, 
they still potentially contribute to the regional economy. Considering the nature 
of traditional cultural industries that do not certainly develop their products and 
designs, we can argue that these industries contribute to regional productivity by 
following consumption patterns, in a sense of taking advantage of consumers who 
are interested in ‘exotic’ traditional products. Furthermore, other sectors, especially 
manufacturing as well as oil and gas companies, are still important contributors 
to regional productivity growth. This is to say, regional development should be 
governed not only to promote a specific sector (such as creative industries) as 
a ‘growth pole’ (see Hague et al., 2011; Pike et al., 2006), but also to consider all 
components of the economy which may relate to each other.

4.7 Creative industries: driver or indicator?
As described in the previous part, the share of creative industries is positively 
associated with regional productivity growth (see Table 4.4). However, as creative 
industries may be endogenous to growth, we cannot straightforwardly state that 
this association automatically means ‘effects’ (see also Marco-Serrano et al., 2014). 
To correct for these endogeneity problems and address this causality issue, an IV 
analysis was conducted. As shown in Table 4.4, the results of first-stage regression 
show that instruments used in the analysis are strong (R2>0.6, F>35). However, 
Durbin and Wu-Hausman tests are not significant, showing that the share of 
creative industries is not endogenous. This result indicates that although creative 
industries are exogenous and potentially spurs an increase in regional productivity, 
they still heavily benefit from economic conditions in the regions that facilitate 
their activities. Although endogeneity issues cannot fully be solved in this analysis, 
both main and IV models point to similar results. In this respect, there is no strong 
evidence confirming creative industries to be a driver of regional productivity 
growth. This confirms our descriptive overview which shows that these industries 
are yet quite small, so they have a low opportunity to drive productivity growth 
through sectoral effects. 
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Further to this, we cannot straightforwardly argue that creative industries spur 
growth through sectoral spillover effects, as predicted by conceptual arguments (cf. 
Lee, 2014; Potts and Cunningham, 2008). The reason is that it is unclear whether 
creative industries act as frontrunners which guide and initiate the transfer of new 
values to other sectors, or rather, they take advantage of being co-located with other 
economic activities that produce innovative values. Considering the significance of 
the share of creative industries in Model 3, it is possible that creative industries are 
part of bigger economic activities which share ideas and values, and benefit from 
each other, especially in the tertiary sector.

In line with this, a similar interpretation applies to the significant SDM indirect 
impact coefficient for creative industries in Model 1. Creative industries might not 

Table 4.4 Instrumental variable analysis (2SLS)

 Model 1A: Annual labour 
productivity growth 

(2007-2012)

Model 2A: Annual labour 
productivity growth in 

manufacture (2007-2012)

Model 3A: Annual labour 
productivity growth in 

service (2007-2012)
B (Robust SE) B (Robust SE) B (SE)

Share CI (06) 1.989 (1.18)* -1.718 (2.46) 4.207 (1.50)***
Lag growth CI (96-06) -0.019 (0.04) -0.134 (0.11) -0.05 (0.06)
Share CULT (06) 0.095 (0.03)*** 0.025 (0.11) -0.03 (0.06)
Lag growth CULT (06) 0.001 (0.02) 0.009 (0.05) 0.052 (0.04)
Share Manufacture (06) 0.049 (0.04) -0.116 (0.07) -0.027 (0.05)
Share Oil & Gas (06) 5.677 (1.49)*** 30.631 (4.19)*** -1.700 (7.12)
Share Trade (06) 0.013 (0.04) -0.122 (0.16) -0.148 (0.06)**
University dummy (06) -0.003 (0.00) 0.002 (0.01) -0.002 (0.01)
Population density (06) 0.027 (0.04) -0.009 (0.07) 0.042 (0.06)
Initial level of productivity 
(07)

-0.743(0.17)*** -0.296 (0.08)*** -0.594 (0.11)***

C 0.022 (0.02) 0.097 (0.06)* 0.07 (0.03)**
N 285 285 285
R² 0.334 0.1025 0.1643
Endogeneity tests
Durbin/Robust chi² (2) 0.25 0.27 0.26
Wu-Hausman/Robust F(1, 
273)

0.24 0.27 0.25

First-stage regression
First-stage R² 0.64 0.63 0.65
First-stage F (3, 272) 38.61*** 37.98*** 50.4***
Overidentification tests
Sargan chi² 9.50***
Basmann chi² 9.38***
Score chi² 4.28 3.62  

Note: All variables in log modulus form. Standard errors in parentheses.
*** significant at 1%, ** significant at 5%, * significant at 10%
Instrumented: Share CI. Instruments: area coverage of good mobile signals (%), ratio of internet café in 1,000 
inhabitants, related variety
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really affect productivity growth in neighbouring regions. Rather, the positive sign 
might illustrate a complex development process occurring between transboundary 
regions. An increase in productivity growth in neighbouring regions might not 
solely correspond to creative industries, but also to all sectors that have economic 
chains between these regions.

In conclusion, creative industries are more likely to be an indicator, than a driver, 
of regional productivity growth in a developing country, such as Indonesia (see also 
De Beukelaer, 2014). Creative industries are situated in relatively advanced regions 
and it is impossible to disentangle their economic impacts solely, as these industries 
are interrelated with other sectors. In other words, creative industries appear to 
be part of a specific type of economic activities currently growing in Indonesian 
regions, such as knowledge-based service industries, which are to be found mostly 
in relatively advanced urban realms.

4.8 Robustness check
Creative industries are strongly overrepresented on Java Island and thus, the 
economic contribution of these industries might only be shown on this island. For 
this reason, the robustness analysis was performed to check whether when Javanese 
regions are excluded the main conclusion is still relevant (see results in Table 4.5).29

Generally speaking, there are slight changes in coefficient signs showing a difference 
with the main results, most notably the share of creative industries. The percentage 
of creative industries is not significant in Models 1B and 3B simulating labour 
productivity growth in all sectors and service industries respectively. These results 
indicate that the association between creative industries and labour productivity 
growth, as explained previously, seems only evident on Java Island where creative 
industries are overrepresented. The share of traditional cultural industries remains 
positive and significant in Model 1B and positive in Model 3B, showing that these 
industries are associated with labour productivity growth in the regions outside 
Java. In addition, we found that share of oil and gas companies becomes not 
significant in these robustness models.

Overall, this analysis shows that determinants of regional economic development 
on Java Island differ from those on other islands, as they might have different 
levels of socio-economic development. Our findings also suggest that regional 
development strategies based on creative industries would be most relevant for 
Javanese cities only. In comparison, traditional cultural industries would appear a 
more relevant instrument for regional development outside Java, as these industries 
are also distributed in regional centres and rural areas.

29  We did not run regressions directly for Javanese regions because the number of regions is too 
small.
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4.9 Discussion and conclusions
This paper examined the degree to which creative industries stimulate regional 
economic development in the context of a developing country, Indonesia. In so 
doing, we have provided an empirical evidence on the extent to which creative 
industries deliver impacts on regional productivity growth. It is worth noticing 
that creative industries in developing countries, particularly in Asia, have different 
characteristics from those in the developed world (see Kong et al., 2006; O’Connor 
and Xin, 2006). The Indonesian government promotes traditional businesses, such 
as batik and crafts, as creative industries, although they pay less attention to the 
‘innovative features’ of creative industries (Fahmi et al., 2016). In our analysis 
we should thus separate the ‘real’ creative industries and ‘traditional cultural’ 
industries, as they have different characteristics and development paths, and 
potentially deliver different impacts. Traditional cultural industries (about 7%) are, 
in fact, much larger than creative industries (less than 1% of all firms). As such, 

Table 4.5 Robustness check 

 Model 1B: Annual labour 
productivity growth 

(2007-2012)

Model 2B: Annual 
labour productivity 

growth in manufacturing 
(2007-2012)

Model 3B: Annual labour 
productivity growth in 
services (2007-2012)

OLS OLS OLS
B (Robust SE) B (Robust SE) B (SE)

Share CI (06) 0.684 (0.89) -3.024 (2.90) 1.557 (1.33)
Lag growth CI (96-06) -0.045 (0.04) -0.100 (0.14) 0.065 (0.07)
Share CULT (06) 0.086 (0.03)*** -0.006 (0.14) -0.044 (0.07)
Lag growth CULT (06) -0.011 (0.03) -0.005 (0.06) 0.035 (0.05)
Share Manufacture (06) 0.043 (0.04) -0.115 (0.09) -0.105 (0.06)
Share Oil & Gas (06) 30.375 (29.98) 62.553 (58.12) 21.275 (41.29)
Share Trade (06) 0.061 (0.04) -0.026 (0.22) -0.163 (0.08)**
University dummy (06) -0.001 (0.01) -0.013 (0.01) -0.004 (0.01)
Population density (06) 0.015 (0.01) -0.033 (0.03) 0.052 (0.06)
Initial level of productivity 
(2007)

-1.078 (0.21) -0.385 (0.09) -1.048 (0.26)***

Constant 0.017 (0.02) 0.075 (0.06) 0.114 (0.04)***
N 178 178 178
Adjusted R² 0.387 0.067 0.068
F 12.19*** 2.28** 2.29*
Mean VIF 1.50 1.48 1.46
Spatial diagnostics
Moran's I 1.52* 0.49 1.74**
LM error 1.40 0.04 2.00
LM lag 1.05 0.22 1.96
RLM error 0.41 2.84* 0.06
RLM lag 0.06 3.02* 0.01

Note: All variables in log modulus form. Standard errors in parentheses.
*** significant at 1%, ** significant at 5%, * significant at 10%
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although the former industries pay less intention to innovation, they also have a 
potential to stimulate regional economic development.

Our findings show that creative industries are more likely to be an indicator, rather 
than a driver, of regional economic development. These industries are limitedly 
found in rather advanced regions, especially major cities in Java, where regional 
economies are rather advanced and supported by better facilities and technologies. 
It is difficult to disentangle the contribution of creative industries to regional 
productivity, and vice versa. Creative industries, in this respect, appear to be an 
indicator where similar types of economic activities, such as knowledge-based 
businesses, are also located and involved in economic linkages. Creative industries 
stimulate productivity as well as benefit from other economic activities, with which 
they conduct business transactions or even collaborate and share new ideas. Further 
to this, regional development strategies based on creative industries appear most 
relevant for rather advanced regions, such as Javanese cities. It is equally important 
to pay attention to other important sectors, such as manufacturing and mining 
activities, which are proven to contribute to regional growth.

Traditional cultural industries are also positively associated with regional 
productivity growth, also outside Javanese regions. However, since these industries 
pay less attention to the development of ideas and designs, we may put forward 
a different explanation: they contribute to regional productivity by following 
consumption patterns. These industries produce exotic products, which clearly 
have specific market segments, too. This suggests that traditional cultural industries 
can also be an instrument for regional development both in and outside Javanese 
regions, but they require a different set of policy strategies.

Further to this, our findings suggest that ‘creative industries’, in a sense of economic 
activities which emphasise innovation and new knowledge creation, can be an 
instrument for development policies in a developing country, such as Indonesia, 
although only in specific regions. There are enormous socio-economic differences 
within the country, so regional development strategies based on creative industries 
will not be feasible everywhere. Considering creative industries might be part of 
other economic activities that are concurrently involved in regional development 
processes, we should not design policy strategies in a way to regard these industries 
as a ‘growth pole’ (see Hague et al., 2011; Pike et al., 2006). This is to say, regional 
development strategies should be designed by considering place-based specificities, 
local and inter-regional sectoral linkages as well as social relationships between 
economic actors. The inclusion of creative industries in regional development 
policies is thus not an act of ‘copy-paste’ policy discourse, but rather, on the basis of 
the assessment to local potentials and opportunities (see Fahmi et al., 2015; Kong 
et al., 2006).

In this regard, in the regions where traditional cultural industries are concentrated, 
supporting these would be more efficient. This conclusion is relevant for other 
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countries which have similar contexts to Indonesia and which promote traditional 
businesses as creative industries. It is worth noticing that supporting creative and 
traditional cultural industries would require different strategies. Creative industries 
seem to require a support system and preferable climate that facilitate the creation 
and transfer of new knowledge. In comparison, traditional cultural industries need 
to be encouraged so as to improve their capacity and competitiveness by going 
beyond simply following consumption patterns. This is to say, policy strategies can 
support these industries by introducing new ideas and technologies that can help 
improve their businesses. However, this might remain a challenge for many cultural 
contexts in Asia, as to a certain extent traditional values have a sacred meaning 
that cannot be changed (Kong et al., 2006; O’Connor and Xin, 2006). This is quite 
different from the context of developed countries, where strategies are designed to 
transform yesterday’s cultural industries into tomorrow’s creative industries (e.g., 
Lazzeretti, 2007).

References
Audretsch DB, Keilbach MC and Lehmann EE (2006a) Entrepreneurship as Creative Construction. In: 

Entrepreneurship and Economic Growth, Oxford: Oxford University Press, pp. 187–195.
Audretsch DB, Keilbach MC and Lehmann EE (2006b) The Knowledge Spillover Theory of Entrepreneurship. In: 

Entrepreneurship and Economic Growth, Oxford: Oxford University Press, pp. 34–60.
Bagwell S (2008) Creative clusters and city growth. Creative Industries Journal 1(1): 31–46.
Banks M and O’Connor J (2009) After the creative industries. International Journal of Cultural Policy 15(4): 365–

373.
Barro RJ (1991) Economic Growth in a Cross Section of Countries. The Quarterly Journal of Economics 106(2): 

407.
Barrowclough D and Kozul-Wright Z (2008) Voice, choice and diversity through creative industries: towards a 

new development agenda. In: Barrowclough D and Kozul-Wright Z (eds), Creative Industries and Developing 
Countries: Voice, Choice, and Economic Growth, New York: Routledge, pp. 3–36.

Baum S, O’Connor K and Yigitcanlar T (2009) The implications of creative industries for regional outcomes. 
International Journal of Foresight and Innovation Policy 5(1/2/3): 44.

Boateng B (2011) The copyright thing doesn’t work here: Adinkra and Kente cloth and intellectual property in 
Ghana. Minneapolis: University of Minnesota Press.

Boix-Domenech R and Soler-Marco V (2015) Creative service industries and regional productivity. Papers in 
Regional Science doi:10.1111/pirs.12187.

Boix-Domenech R, De-Miguel-Molina B and Hervas-Oliver JL (2013) The Importance of Creative Services Firms 
in Explaining the Wealth of European Regions. In: Cuadrado-Roura JR (ed.), Service Industries and Regions, 
Berlin, Heidelberg: Springer Berlin Heidelberg, pp. 387–406.

DCMS (2001) Creative Industries Mapping Document 2001. London: Department of Culture, Media and Sport.
De Beukelaer C (2014) Creative industries in ‘developing’ countries: Questioning country classifications in the 

UNCTAD creative economy reports. Cultural Trends 23(4): 232–251.
de-Miguel-Molina B, Hervas-Oliver J-L, Boix R, et al. (2012) The Importance of Creative Industry Agglomerations 

in Explaining the Wealth of European Regions. European Planning Studies 20(8): 1263–1280.
Elhorst JP (2013) Spatial Econometrics: From Cross-Sectional Data to Spatial Panels. New York: Springer.
Fahmi FZ, McCann P and Koster S (2015) Creative economy policy in developing countries: The case of Indonesia. 

Urban Studies doi: 10.1177/0042098015620529.
Fahmi FZ, Koster S and van Dijk J (2016) The location of creative industries in a developing country: The case of 

Indonesia. Cities 59: 66–79.
Feldman MP and Kogler DF (2010) Stylized Facts in the Geography of Innovation. In: Hall BH and Rosenberg N 

(eds), Handbook of the Economics of Innovation, Amsterdam: Elsevier, pp. 381–410.



93

Creative industries and regional  productivity growth

4

Flew T (2002) Beyond ad hocery: Defining Creative Industries. In: Wellington, New Zealand.
Flew T and Cunningham S (2010) Creative Industries after the First Decade of Debate. The Information Society 

26(2): 113–123.
Florida R (2003) Entrepeneurship, Creativity, and Regional Economic Growth. In: Hart DM (ed.), The Emergence 

of Entrepreneurship Policy: Governance, Start-Ups, and Growth in the U.S. Knowledge Economy, New York: 
Cambridge University Press, pp. 39–58.

Frenken K, Van Oort F and Verburg T (2007) Related Variety, Unrelated Variety and Regional Economic Growth. 
Regional Studies 41(5): 685–697.

Galloway S and Dunlop S (2007) A Critique of Definitions of the Cultural and Creative Industries in Public Policy. 
International Journal of Cultural Policy 13(1): 17–31.

Garnham N (2005) From cultural to creative industries: An analysis of the implications of the ‘creative industries’ 
approach to arts and media policy making in the United Kingdom. International Journal of Cultural Policy 
11(1): 15–29.

Hague C, Hague E and Breitbach C (2011) Regional and Local Economic Development. New York: Palgrave 
Macmillan.

Hartley J (ed.) (2005) Creative industries. Malden, MA: Blackwell Pub.
Hong J, Yu W, Guo X, et al. (2014) Creative industries agglomeration, regional innovation and productivity growth 

in China. Chinese Geographical Science 24(2): 258–268.
Jacobs J (1969) The economy of cities. New York: Vintage Books.
John JA and Draper NR (1980) An Alternative Family of Transformations. Applied Statistics 29(2): 190.
Kong L, Gibson C, Khoo L-M, et al. (2006) Knowledges of the creative economy: Towards a relational geography 

of diffusion and adaptation in Asia. Asia Pacific Viewpoint 47(2): 173–194.
Lazzeretti L (2007) Culture, creativity and local economic development: evidence from creative industries 

in Florence. In: Cooke P and Schwartz D (eds), Creative Regions: Technology, Culture and Knowledge 
Entrepreneurship, US and Canada: Routledge.

Lee N (2014) The creative industries and urban economic growth in the UK. Environment and Planning A 46(2): 
455–470.

Lesage JP and Fischer MM (2008) Spatial Growth Regressions: Model Specification, Estimation and Interpretation. 
Spatial Economic Analysis 3(3): 275–304.

Liu CY and Xie W (2013) Creativity and Inequality: The Dual Path of China’s Urban Economy? Growth and Change 
44(4): 608–630.

Mankiw NG, Romer D and Weil DN (1992) A Contribution to the Empirics of Economic Growth. The Quarterly 
Journal of Economics 107(2): 407–437.

Mankiw NG, Phelps ES and Romer PM (1995) The Growth of Nations. Brookings Papers on Economic Activity 
1995(1): 275–326.

Marco-Serrano F, Rausell-Koster P and Abeledo-Sanchis R (2014) Economic development and the creative 
industries: a tale of causality. Creative Industries Journal 7(2): 81–91.

Mossig I (2011) Regional Employment Growth in the Cultural and Creative Industries in Germany 2003–2008. 
European Planning Studies 19(6): 967–990.

MTCE (2014) Ekonomi Kreatif: Kekuatan Baru Indonesia Menuju 2025. Jakarta: Ministry of Tourism and Creative 
Economy.

Murphy E, Fox-Rogers L and Redmond D (2015) Location Decision Making of ‘Creative’ Industries: The Media 
and Computer Game Sectors in Dublin, Ireland: Location Decision Making of Creative Industries. Growth and 
Change 46(1): 97–113.

O’Connor J (2005) Creative exports: Taking cultural industries to St Petersburg. International Journal of Cultural 
Policy 11(1): 45–60.

O’Connor J (2009) Creative industries: a new direction? International Journal of Cultural Policy 15(4): 387–402.
O’Connor J and Xin G (2006) A new modernity?: The arrival of ‘creative industries’ in China. International Journal 

of Cultural Studies 9(3): 271–283.
Piergiovanni R, Carree MA and Santarelli E (2012) Creative industries, new business formation, and regional 

economic growth. Small Business Economics 39(3): 539–560.
Pike A, Rodríguez-Pose A and Tomaney J (2006) Local and regional development. Londona nd New York: 

Routledge.
Potts J and Cunningham S (2008) Four models of the creative industries. International Journal of Cultural Policy 

14(3): 233–247.



94

Chapter 4

Pratt AC (2008) Innovation and Creativity. In: Hall T, Hubbard P, and Short JR (eds), The SAGE Companion to the 
City, Los Angeles: SAGE Publications, pp. 138–153.

Pratt AC (2009) Cultural Economy. In: Kitchin R and Thrift N (eds), International Encyclopedia of Human 
Geography, Oxford: Elsevier.

Qian H and Acs ZJ (2013) An absorptive capacity theory of knowledge spillover entrepreneurship. Small Business 
Economics 40(2): 185–197.

Rosenthal SS and Strange WC (2003) Geography, Industrial Organization, and Agglomeration. Review of 
Economics and Statistics 85(2): 377–393.

Rubalcaba L, Aboal D and Garda P (2016) Service Innovation in Developing Economies: Evidence from Latin 
America and the Caribbean. The Journal of Development Studies: 1–20.

Scott AJ (1997) The Cultural Economy of Cities. International Journal of Urban and Regional Research 21(2): 
323–339.

Stam E, de Jong JPJ and Marlet G (2008) Creative Industries in The Netherlands: Structure, Development, 
Innovativeness and Effects on Urban Growth. Geografiska Annaler, Series B: Human Geography 90(2): 
119–132.

Storper M and Scott AJ (2008) Rethinking human capital, creativity and urban growth. Journal of Economic 
Geography 9(2): 147–167.

UNESCO and UNDP (2013) Creative Economy Report 2013: Special Edition: Widening Local Development 
Pathways. New York and Paris: UNESCO and UNDP.

Yusuf S and Nabeshima K (2005) Creative industries in East Asia. Cities 22(2): 109–122.



95

Creative industries and regional  productivity growth

4

Ap
pe

nd
ix

 4
A 

C
or

re
la

tio
n 

ta
bl

e
 

1
2

3
4

5
6

7
8

9
10

11
12

13
14

15
16

17
18

1
sh

ar
e 

CI
1

 
2

la
gg

ed
 g

ro
wt

h 
CI

-0
.2

1
1

 
3

sh
ar

e 
CU

LT
-0

.2
3

0.
33

1
 

4
la

gg
ed

 g
ro

wt
h 

CU
LT

-0
.1

9
0.

42
0.

29
1

 
5

sh
ar

e 
m

an
uf

ac
tu

re
-0

.4
5

0.
20

0.
23

-0
.0

9
1

 
6

sh
ar

e 
oi

l &
 g

as
0.

10
0.

11
0.

08
0.

09
-0

.0
5

1
 

7
sh

ar
e 

tra
de

0.
09

-0
.0

9
-0

.6
2

0.
01

-0
.4

6
-0

.0
2

1
 

8
un

ive
rs

ity
 d

um
m

y
0.

32
-0

.0
5

-0
.0

2
0.

02
-0

.1
3

0.
06

-0
.0

4
1

 
9

po
p 

de
ns

ity
0.

39
-0

.2
9

-0
.1

3
-0

.1
6

-0
.2

1
0.

01
0.

01
0.

20
1

 
10

pr
od

 g
ro

wt
h 

al
l

-0
.0

1
0.

15
0.

29
0.

07
0.

21
0.

05
-0

.2
2

-0
.0

6
-0

.0
4

1
 

11
pr

od
 g

ro
wt

h 
m

an
uf

ac
tu

re
-0

.0
2

-0
.0

3
0.

14
0.

03
0.

02
0.

12
-0

.1
4

-0
.0

1
-0

.0
1

0.
40

1
 

12
pr

od
 g

ro
wt

h 
se

rv
ice

0.
18

0.
01

0.
07

0.
04

-0
.0

2
0.

00
-0

.1
7

0.
07

0.
09

0.
38

0.
09

1
 

13
in

itia
l p

ro
d 

al
l

0.
39

-0
.2

8
-0

.2
9

-0
.1

6
-0

.3
7

0.
08

0.
18

0.
20

0.
24

-0
.5

0
-0

.1
5

-0
.1

5
1

 
14

in
itia

l p
ro

d 
m

an
uf

ac
tu

re
0.

13
-0

.1
0

-0
.2

7
-0

.0
3

-0
.3

0
0.

08
0.

28
0.

08
0.

08
-0

.5
1

-0
.2

5
-0

.11
0.

81
1

 
15

in
itia

l p
ro

d 
se

rv
ice

0.
43

-0
.3

3
-0

.2
1

-0
.1

7
-0

.3
4

0.
07

0.
14

0.
14

0.
28

-0
.2

8
0.

00
-0

.2
1

0.
77

0.
36

1
 

16
m

ob
ile

 s
ig

na
l

0.
69

-0
.3

2
-0

.0
2

-0
.1

5
-0

.3
3

0.
01

-0
.2

3
0.

36
0.

43
0.

04
0.

07
0.

22
0.

25
-0

.0
3

0.
28

1
 

17
in

te
rn

et
 c

af
é 

ra
tio

0.
52

-0
.4

3
-0

.2
7

-0
.1

9
-0

.3
8

-0
.0

1
0.

05
0.

31
0.

28
-0

.3
7

-0
.1

0
-0

.0
6

0.
44

0.
16

0.
45

0.
52

1
 

18
re

la
te

d 
va

rie
ty

0.
58

-0
.1

3
-0

.1
9

0.
08

-0
.4

5
0.

02
0.

12
0.

25
0.

26
0.

01
0.

00
0.

21
0.

23
0.

09
0.

23
0.

61
0.

34
1




