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DEFINITIONS

The UK film industry

Thed UK f i | m is defthedsntthisyeport to include those activities which arise in
the UK from the companies and/or individuals employed in the:

o different stages of film production in the UK (including pre- and post-production)
e distribution of films (both UK and foreign-made); and
e exhibition of films (both UK and foreign-made).

This is the same definition of the UK film industry as used in our 2007 and 2005 reports.

The &orebUK film industry

However, the focus of this report 7 like the previous studies 1 is on a narrower range of
activities, which for clarity we term the 6 cor e UK f i | frhis iincutles g
companies and individuals involved in all film production in the UK. But it only includes
the activities in the distribution and exhibition sector associated with UK-made films.

This means that the economic activity associated with the distribution and exhibition of
films made abroad is not included in the estimates of the core UK film industry
presented in this report. A UK film is defined as any film which is certified to be British
by the Secretary of State for Culture, Media and Sport under Schedule 1 of the Films
Act 1985.
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June 2010

1. Key points

e The core UK film industry' is a substantial industry, directly employing
36,000 people in 2009 (up 7% from 33,500 in 2006) and supporting a
total of 100,000 jobs, taking into account those working in its supply chain
and its contribution to UK tourism, trade and merchandise sales.

e Theindustry has in general weathered the recession well, partly thanks
to the emergence of 3D, and is strongly placed to continue its recent
trend of growth and expansion. With the right support, particularly in skills
development, the sector will continue to make a major contribution to UK plc.

e The film industry provides jobs for s
qualified workers. 58% of the production workforce are university educated,
and at £33,700 the average salary is significantly above the national average.

e UK films contribute substantially to British cultural life. They are a key
means of expression of UK identity and address issues of diversity that are
critical to meeting the challenges of the 21 century.

e Films depicting the UK are responsible for generating around a tenth of
overseas tourism revenues, totalling around £1.9 billion a year.

e Exporters also benefit from the part films play in establishing and
reinforcingthe UK6 s | ma g e a.mhis isthélpedihy dréund a quarter
of the top worldwide films being premiered or co-premiered in the UK, which
generates substantial media exposure.

e Overall, the core UK film industry contributed over £4.5 billion to UK
GDP in 2009, taking into account its multiplier impacts, and over £1.2
billion to the Exchequer (gross of tax relief and other fiscal support).

e The film industry i s amo nfgendlysechoes. UK®d s
Emissions are below average in relation to GDP and the sector is taking
proactive steps to measure, manage and reduce its carbon footprint.

e The Film Tax Relief is vital to sustaining the competitiveness of film
production in the UK. Many highly competitive non-EU states are now
increasing their levels of production tax relief towards 50% or more, and
without the UK Film Tax Relief in place, we estimate that its film production
would be around 75% smaller, reducing UK GDP by around £1.4 billion a
year and Exchequer revenues by about £400 million a year. Since the Film
Tax Relief costs HM Treasury around £110 million a year, this means it
generates about £13 in GDP for every £1 invested.

! See definition on contents page
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The growth of Video-on-Demand and other technological advancements
will bring major changes to the way film is consumed. Once properly
rolled out, VoD could help increase total film video revenues from their current
total of £1.5 billion.

But the economic benefits created by the core UK film industry are
threatened by the rapid rise of audio-visual copyright theft and
infringement. This problem could cost the EU around 1.2 million creative
industries jobs and U 2 4b0lion in lost retail revenues by 2015, and if not
tackled effectively will jeopardise many of the economic benefits to the UK
described throughout this report.

& OXFORD ECONOMICS
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2. Executive Summary

e The support provided through tax relief to encourage investment in films in the UK,
first established in 1992, has facilitated the development of a substantial UK film
industry making a large net contribution both to the UK economy and to cultural life.

e Taking into account all of the ways in which the core UK film industry contributes to
UK plc, we calculate that it contributed over £4.5 billion to GDP in 2009 and over £1.2
billion to the Exchequer in tax revenues (gross of tax relief and other fiscal support).

e The Film Tax Relief is vital to sustaining the competitiveness of film production in the
UK. Without the Film Tax Relief, we estimate that film production would be 75%
smaller, at a cost of around £1.4 billion of lost GDP a year and about £400 million
lower Exchequer revenues.

The core UK film industryhasbecome a substanti al i ndustryé
€ directly 36000Wwomryk enxrgs é

e The core UK film industry directly employed around 36,000 full-time equivalents (FTES) in
2009 (including those self-employed). The growth and worldwide reputation of the sector,
from its traditional strengths in acting, scriptwriting and film production through to more
recent development in specialist post-production fields like visual effects, represents a real
British success story.

e The UK is a major player in the global film industry. Its actors regularly scoop major
international awards; its directors produce some of the most acclaimed and original content,
like Slumdog Millionnaire; its studio infrastructure and location crews are renowned the world
over,; its firms are recruited to provide cutting-edge visual effects on the biggest Hollywood
productions like Avatar; and films like James Bond and Harry Potter are some of its most
lucrative exports.

e While around three-quarters of the jobs in the core UK film industry are based in London and
the South East, there are significant numbers of employees throughout the UK. For example,
the industry directly supports around 2,200 jobs in the South West and 2,100 jobs in the
North West, and supports many more in each of these two regions overall taking into
account multiplier impacts.

€ including some of the UKG6s most hi ghdorkersgual i f i

e The film industry provides jobs for some of the
example, 58% of the production workforce are university educated, and a degree is
increasingly seen as essential to getting a foot on the ladder. Furthermore, boosting and
updating skills in the core UK film industry is a key priority of the UK Film Council and Skillset
through their recently revised skills strategy. The core UK film industry also attracts many
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highly skilled foreign workers to the UK: Skillset surveys suggest that around a tenth of all
UK-based production staff are non-British, while in sub-sectors like visual effects this can
rise to 30% or more.

The skills of the core UK film industryds wor kfo
example, the average gross income for workers in the UK production sector is £33,700 per

annum, significantly above the UK average income. The occupations which earn the highest

wages are in editing/post-production/visual effects, production/script and development, and
sound/electrical, although it should be acknowledged that low-paid and low-skilled workers

are also common in production as well as other parts of the film sector, such as cinema

exhibition.

The skills of those working in the core UK film industry are highly valued around the world.
There is a clear danger that, if there were not a successful UK film industry, many of the
most highly skilled people currently working in production and post-production in the UK i
and therefore contributing to UK GDP and tax revenues i would move abroad.

In particular, our discussions with UK production companies suggest that up to one-quarter
of staff would eventually relocate if tax and other considerations meant that the UK was no
longer attractive to investors in film. In value added terms, the impact could be even higher
as this one-quarter would comprise the higher-skilled workers. Workers in the film industry
are probably more likely to choose to work abroad than workers in other industries given the
international nature of the film industry and its labour force.

¢ directly cont rliébiultliinggn aa oywear At o GDPé

On a turnover of £3.4 billion, the core UK film industry directly contributed around £1.6 billion
to UK GDP in 2009. This means that the core UK film industry contributed more than twice
as much to GDP as, for example, the machine tools manufacturing industry, while film
contributed three times as much to the economy as the designer fashion sector.

The core UK film industry has undertaken a total of £1.1 billion of fixed capital investment in
infrastructure and new technology since 2000.

€ a roder £440 million to the Exchequer

The core UK film industry is estimated to have directly contributed about £445 million to the
Exchequer in 2009 in income tax, national insurance contributions, VAT and corporation tax
(gross of tax relief and other fiscal support). This is equivalent to 13% of the turnover in the
core UK film industry.

The core UK film industry has a symbiotic relationship with other creative industries

For every job supported in the core UK film industry a further job is supported through
indirect and induced multiplier impacts. The core UK film industry therefore helps to support
72,000 FTE jobs when we include those people employed in companies supplying the film
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industry and for the jobs dependent on the spending of film industry workers.

In addition, the showing of UK films helps UK TV broadcasters to generate about £245
million of revenues.

This 6multiplieréd activity contributes a further
year to UK tax revenues.

The core UK film industry has synergies with a wide range of other creative industries.
Writers, actors, directors and others involved in production obviously work in a variety of
other media. And two-thirds of firms involved in the film industry in the UK also work in at
least one other screen industry.

But there are also important spillovers from technical developments in the film industry to
other media i most notably, computer imagery developed for films have been used to great
effect in TV programmes and commercials.

ThecoreUK f il m i ndudtsr ymus hi nwg adeetr é

The core UK film industry contributes to the economy and Exchequer in a number of other
ways not captured by standard multipliers i for example, by promoting British cultural life,
attracting tourists to the UK, supporting UK exporters, and generating sales of DVDs, CDs
and other merchandise.

épromoting British cultural i feé

The core UK film industry contributes substantially to the cultural life of the UK. Successful
UK films are a means of expression of British identity. UK films also address the social
challenges faced in the 21% century, including drug addiction, prejudice and race relations,
as well as positive themes such as family values, friendship and triumph over adversity.

Moreover, econometric evidence suggests that film audiences place a premium on
indigenous films. Our estimates suggest that, all things being equal, a film shown in the UK
can expect its box office revenue to be up to 30% higher if it is indigenous. On this basis, we
calculate that the existence of UK films boosted the box office revenues of cinemas by an
average of around £60 million a year over the last decade. As a result, employment in the
exhibition sector of the core UK film industry has probably been around 350 higher than it
would have been if cinemas had been showing only foreign films, with Exchequer revenues
around £18 million a year higher through additional VAT, corporation and income tax
contributions.

But the support provided to the core UK film industry has also ensured that several film-
makers have maintained a British setting for stories rather than translating them into the
context of another country. For example, the fimGu | | i v e r @as to Ba neadean| Nsrth
America but came to the UK after considering the cost advantages of a UK shoot.
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éattracting tourists to the UKE

The presentation of UK life in films is not only important in sustaining our culture. It also has
important impacts on UK tourism and trade.

The impact of film on tourism is well-documented through a number of case studies and is
recognised in the marketing campaigns of tourist boards around the world. For example,
phone apps, podcasts and Movie Maps are available to direct tourists to key locations
depicted in films such as Sherlock Holmes, Miss Potter and Pride and Prejudice, while many
Indian visitors also tour the sites used by the large number of Bollywood productions shot in
the UK.

While there is limited robust statistical data quantifying the value of this impact, the available
evidence suggests around a tenth of the value of foreign tourism to the UK may be
attributable to the impact of UK films.

On this basis we estimate that around £1.9 billion of visitor spend a year might be
attributable to UK films.

In 2009, this additional spending was estimated to be worth £950 million to UK GDP and
£210 million to the Exchequer.

ésupporting UK exportersé

Exporters of other goods and services also benefit from the part films play in establishing

and reinforcing the UK 6ismage and Obrand?©o. This is widel ped b
films being premiered or co-premiered in the UK, which has generated substantial media

exposure.

The role of film and other creative industries in trade promotion is reflected in the part-

sponsorship by the Department for Culture Media and Sport (DCMS) of i C h {UK:a

Connecti ons t HCt@.Tigshniti&ivelaimsito develop further cultural co-

operation between the UK and China, including trade ties. And according to official UK

representatives in China, films like Harry Potter and Bend it Like Beckham have significantly

raised the UKO6s i mage i n t hérardaromotioania UKfimThe gr owi
also provides an outlet for exporters to advertise their products to a wider audience: these

promotional benefits are estimated to be worth around £20 million in GDP.

The core UK film industry is a significant contributor to export earnings in its own right. In
2008, total exports of the film industry were around £1.3 billion, with a net contribution of
£494 million to the UK balance of payments.

éand generating sales of DVDs, CDs and other mer

The core UK film industry also supports economic activity in sectors supplying associated
merchandising. For example, sales of UK films on DVD and Blu-Ray were worth an
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additional £124 million in 2009; rentals of UK films were worth an additional £33 million;
sales of soundtrack CDs were £10 million; and sales of related computer/video games were
£85 million. In addition, UK films support sales of books, toys, models and clothes, as well as
many other products and services through special film-themed promotions.

e We estimate that the merchandising associated with UK films supported about 6,600 jobs in
2009, contributed about £237 million to UK GDP and £107 million to the Exchequer.

The core UK film industry generated in total over £4.5 billion of GDP in 2009 and
Exchequer revenues of over £1.2bi | | i on é

e Taking into account all of the ways in which the core UK film industry contributes to UK pilc,
we calculate that it contributed over £4.5 billion to GDP in 2009, paid over £1.2 billion to the
Exchequer in tax revenues (gross of tax relief and other fiscal support) and supported a total
of about 100,000 jobs.

e Within these totals, inward investment films generated about £3.6 billion to GDP in 2009 and
about £960 million in Exchequer revenues.

Table 2-1: Summary of the economic contribution
of the core UK film industry

Total contribution Total contribution
: . to Exchequer Employment
Channel of impact to UK GDPin revenues impact in 2009
2009 .
in 2009

Direct £1,594 mn £445 mn 36,000
Multiplier (indirect and £1,714 mn £425 mn 36,000
induced plus TV)

British film box office £59 mn £18 mn 350
effect

Tourism £950 mn £210 mn 20,000
Promotion/trade £20 mn £5 mn 700
Merchandising £237 mn £107 mn 6,600
Total £4,574 mn £1,210 mn 99,650

Note: The core UK film industry includes the activities which arise in the UK from the companies / individuals
employed in the different stages of film production in the UK (including pre- and post-production); distribution of UK-
made films; and exhibition of UK-made films. Economic activity associated with the distribution and exhibition of films

made abroad is not included. £mn = £ million.
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€ wi t Hilm TaeRelief vital to maintaining the competitiveness of the core UK film
industryé

o Competition to attract film producers to shoot their film and undertake post-production work
in a particular country is fierce. This competition partly focuses on the physical attributes of a
country; the costs for labour and the renting of locations and sets; and the relative skills of
the film production workforce. But a key element is the availability of tax relief and financial
incentives, and the UK is now directly competing against nations and states i including
those in established film-making locations such as the US and Canada i offering rebate
packages worth more than 50% of qualifying expenditure.

e Taking account of the effects of the UK Film Tax Relief introduced in 2007, our estimates
show that the costs of producing a film in the UK have fallen relative to those in its
competitors, so that in 2010 UK film costs are around 40% lower than those in the US and
7% lower than even those in the Czech Republic, after accounting for the incentives on offer
in both countries. The depreciation of the pound is a key factor behind the recent increase in
UK cost competitiveness, but the Film Tax Relief is equally important.

e With the Film Tax Relief in place, we expect the core UK film industry to attract around 10-
15% of global film production over the period to 2015, with spend on inward investment
productions maintaining or bettering its record 2009 level of £750 million per year. This
should underpin a continuation of the long-term trend expansion seen in the core UK film
industry.

éfacilitating A1.4 billion a year of GDP that

e The importance of the Film Tax Relief to supporting the continued success of the core UK
film industry is clear when we consider how UK competitiveness would be affected if there
was notaxreliefi n pl ace. I n this case-avittheddSWdIdfll c ost
significantly, and the UK would fall back behind the Czech Republic in terms of
competitiveness.

e We estimate thatthisloss of competitiveness would reduce
production by around 5-10 percentage points by 2015, to around 5%. That would be
equivalent to a loss of inward investment of about £600 million a year by 2015. In addition,
investment in domestic production and co-productions would also be seriously undermined
by the loss of the tax relief and the knock-on benefits that inward investment films would
have brought to the UK. Overall UK film production might be reduced by 75% were there no
Film Tax Relief.

¢ A decline in film production of that scale would have substantial economic effects:

A 1t would reduce the direct contribution of the core UK film industry to GDP by about £1.2
billion and by £2.45 billion taking account of impacts on the supply chain and on the
spending of workers who lose their jobs. Similarly, employment in the core UK film
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industry would be expected to fall by around 25,000 jobs directly and 50,000 taking
account of multiplier effects.

A While many of those currently working in the core UK film industry could find jobs
elsewhere and so continue to pay taxes, our research suggests that perhaps one-quarter
of the most highly skilled would move overseas to be based in or near film production
centres, having a detrimental knock-on impact on other parts of the film sector and audio-
visual content production industries. As a result, UK GDP would be directly reduced by
around £200 million a year.

A Over time, tourism and exports would be undermined as they lose the promotional
support provided by UK films.

A Iln addition, the UKO6s cul tur al |l i fe would suff

A Overall, UK GDP would in the medium term be reduced by around £1.4 billion a year.
That compares with a current cost of the Film Tax Relief to HM Treasury of around £110
million a year, meaning that around £13 in GDP is generated for every £1 invested.

A These losses in turn would reduce Exchequer tax revenues by about £400 million a year,
taking account of multiplier impacts and effects on merchandising.

Box 2.1: Tax relief for UK film production

Government support of the UK film industry has a long history, going back to the Cinematographic
Films Act 1927. In the 1930s a quota system led to the establishment of UK studios, many of
which T such as Ealing, Shepperton and Pinewood Studios i still operate today. Various other
types of financial support were used in the post-War years. The system of tax relief for British film
production dates from section 42 of the Finance (No.2) Act 1992. This was extended to a 100%
first year write-off for films with budgets up to £15 million by section 48 of the Finance (No.2) Act
1997. Lottery funding began to be advanced to selected British films from 1995. In 2006, the
section 42 and 48 reliefs were repealed and replaced from the beginning of 2007 with the Film Tax
Relief referred to in this report.
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3. Introduction
This report, prepared by Oxford Economics?, provides a comprehensive evaluation of the
economic contribution of t heanumlateandekkéhsidnibfloun i ndust

previous studies looking at the film industry published in 2005 and 2007°.

3.1. Study scope and objectives

The specific economic impacts we have focused on in this study are those which arise in the UK
from the activities of companies and/or individuals employed in the:

o different stages of film production in the UK (including pre- and post-production);
e distribution of UK-made films; and
e exhibition of UK-made films.

The key point to note here concerns the distribution and exhibition categories i specifically, the
economic activity associated with the distribution and exhibition of non-UK qualifying films is not
included in our definition of the core UK film industry*. While the economic impacts associated
with all of the activities of the film production sector in the UK i whether on UK or non-UK films
i are set out in this report, we only include activity in the distribution and exhibition sectors
related to UK qualifying films. A UK film is currently defined as any film which is certified British
by the Secretary of State for Culture, Media and Sport under Schedule 1 of the Films Act 1985
(see Section 3.2 for a description of the full definition).

The reason for making this distinction is to focus on the benefits that follow from having a UK-
based film infrastructure industry which would be lost if all films shown in the UK were made in
other countries. The general approach we use in the study is, firstly, to present the economic
impact associated with activity related to UK films only (ie after making suitable adjustments to
remove the activity associated with the distribution/exhibition of films made abroad) and then,
secondly, to present the figures for the overall activity from the film industry in the UK.

In conducting the study, we have been mindful of the different elements in the value chain of the
film industry. In particular, we use a definition of the film industry which has been commonly
used in other studies, surveys and literature, disaggregating the industry into the following three
segments:

e Production: rights (eg IP creation); planning, writing, direction and casting; cast (eg
costume, make-up, props sales/rental); location (eg stage and studio rental and equipment;
location management and catering; set production, electrical skills); and film and sound (eg

2 Appendix B gives a brief description of Oxford Economics, its services, capabilities and experience.

50xf or d Ec dhe&iomis Contibution of the UK Film Industryg September 2005 and July 2007.

* For example, the activity in the distribution/exhibition sector associated with a film like Quantum of Solace is
included but not the activity associated with Avatar.
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equipment rental and sales, camera operations, sound recording and mixing, animation,
visual effects); and post-production including editing, music, sound, and post-production
computer generated imagery (CGlI).

e Distribution: film duplication; secondary distribution of UK-made films (video, DVD, TV
sales, online etc).

e Exhibition: cinema distribution of UK-made films.

3.2. Film Tax Relief and the definition of a UK qualifying film

New rules for the taxation of film production, and in particular a new enhanced tax relief (Film
Tax Relief) for the production of British cinema films, were introduced by Finance Act 2006.
They apply to films which commenced principal photography on or after 1 January 2007 and to
films starting principal photography before 1 January 2007 but uncompleted then.®

The film tax relief is aimed directly at film production companies and is not available to those
whose only involvement in film-making is confined to providing or arranging finance. In order to
gualify, a film must meet three conditions. It must:

e Be made to be shown commercially in cinemas;

e Be certified as British either because it is an official co-production or because it satisfies a
new cultural test administered by the Department for Culture Media and Sport; and

e Incur at least 25% of its total production expenditure on film-making activities in the UK.

British films costing £20 million or less are eligible for an additional tax deduction of 100% of
gualifying UK expenditure and to surrender losses in exchange for a cash payment of 25%,
amounting to a benefit worth a maximum of 20% of qualifying production costs. Other British
films will receive an additional deduction of 80% of qualifying UK expenditure and will be able to
surrender losses in exchange for a cash payment of 20%, amounting to a benefit worth typically
16% of qualifying production costs.

A British film is one which is given a certificate to that effect by the Secretary of State for
Culture, Media and Sport under Schedule 1 of the Films Act 1985. Such a certificate may either
be interim, if the film has not been completed, or final, if it has. The Secretary of State certifies
films on the advice of the UK Film Council.

There are three ways in which a film can qualify as British. It may:

o Satisfy the cultural test in Schedule 1 of the Films Act 1985. This considers four aspects of
the cultural contribution of a film:

® Source: HM Revenue and Customs at http://www.hmrc.gov.uk/films/guidance/index.htm
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A Cultural content (eg whether it is set in the UK or its lead characters are UK citizens or
residents)

A Cultural contribution (eg whether the film represents/reflects a diverse British culture,
British heritage or British creativity)

A Use of cultural hubs (eg in post-production or music)

A Use of cultural practitioners (eg the director, lead actors and so on)
. Meetthet er ms of one of t he Un-pradecton tikeatiesgol o mds bi | at
. Meet the terms of the European Convention on Cinematic Co-Production.

In all cases, the film must be formally certified to qualify for Film Tax Relief.

3.3. The channels of economic impact

There are many channels through which the core UK film industry makes a contribution to the
UK economy. This contribution includes the following standard economic impacts:

e Direct impacts i employment and activity in the core UK film industry itself. As discussed
above, this covers all stages of film production (pre-production, production and post-
production) which physically takes place in the UK, together with the distribution and
exhibition of UK qualifying films in the UK.

e Indirect impacts i employment and activity supported down the supply chain to the core UK
film industry, as a result of UK film companies purchasing goods and services from UK
suppliers. This includes, for example, jobs supported by the manufacture of production
equipment sold to production companies; the manufacture of goods sold at cinemas; the
spending of film crews in hotels, restaurants etc; business expenditure on TV, radio and
other advertising; and a wide variety of activity in the business services sector (legal,
accountancy, IT etc).

e Induced impacts T employment and activity supported by those directly or indirectly
employed in the core UK film industry spending their incomes on goods and services in the
wider UK economy. This helps to support jobs in the industries that supply these purchases,
and includes jobs in retail outlets, companies producing consumer goods and in a range of
service industries.

But there are also a number of addi ti onal economi
from the wider role film has on:

e Skills and the labour supply T the core UK film industry improves skill levels in the UK
economy by helping to retain highly skilled people who would otherwise go abroad or by
attracting well-trained people from other countries to work in the UK. It also increases the
pool of talent and skilled labour for other screen industries such as TV and commercials.
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e Tourism i the core UK film industry indirectly enhances the UK tourist industry by
encouraging more international tourists to visit the UK, and their spending supports a
substantial number of jobs in the UK.

e Culturei Adistinct UK film culture has the characteristics of a public good in the sense that
all of the cultural/educational economic externalities (ie spillovers or benefits) are unlikely to
be provided by an unaided market.

e Merchandising 1 sales of DVDs, books, CDs, video games, phone apps, toys,models and
clothing are all increased as a result of a strong and successful core UK film industry.

e Promotion and trade 1 the core UK film industry has a role in facilitating trade into the UK.
High quality films raise the awareness of the UK as a place to invest, not only in the film
industry itself but also in other sectors.

The economic value of the direct, indirect and induced effects is related to the total revenues of
the core UK film industry, while the catalytic im
consumers and the economy more generally (as shown in Figure 3-1 below).

Figure 3-1: The core UK film industry and its economic impacts
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3.4. Report structure

The rest of this report is structured as follows:

o Chapter 4 focuses on the direct impact of the core UK film industry in terms of employment,
GDP and investment.

e Chapter 5 assesses the productivity of the core UK film industry and related indicators such
as average wages, education, and skills and training.

e Chapter 6 discusses the multiplier impacts of the core UK film industry i the so-called
indirect and induced impacts.

e Chapter 7 covers the impact of the core UK film industry on tourism.

e Chapter 8 looks at the impact of the core UK film industry on the enhancement and
appreciation of UK culture.

e Chapter 9 looks at the value of merchandising associated with the core UK film industry.

e Chapter 10 looks at the way the core UK film industry promotes the UK and its trade more
generally.

o Chapter 11 looks at the growth of Video-on-Demand (VoD) as a new market for the UK film
industry, and explores the threat of audio-visual copyright theft and infringement.

o Chapter 12 assesses the stimulus provided to the core UK film industry by the Film Tax
Relief.

e Chapter 13 summarises the overall economic contribution of the core UK film industry.
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4, Direct impact 1 Employment and GDP

The film industry in the UK has grown significantly over the last 25 years. On the production
side, there has been a steady rise in the number of UK feature films made, from an average
each year of 43 in the 1980s to 83 in the 1990s and to 120 a year since 2000°.

Similarly, on the exhibition side, the number of UK cinema admissions has grown, from an
average of 78 million per annum in the 1980s to 119 million per annum in the 1990s, and to 163
million per annum since 2000. Cinema admissions peaked in 2002 but have been rising again
since 2006, and strong performance in 2009 (the second highest admissions figure in 40 years)
drove UK box office takings close to £1 billion for the first time.

This chapter details the trends in employment, GDP and investment directly supported by these
activities, and by the activities specifically related to film production in the UK and the

distribution/exhibition of UK qualifying fimsir ef erred t o here as the

also quantifies the direct contribution of companies and employees in the core UK film industry
to the Exchequer through income and other taxes.

Key Points

e The core UK film industry directly employed around 36,000 full-time equivalents
(FTES) in 2009 (including those self-employed), up from 33,500 in 2006. It has
weathered the recession well, though impacts have been hard felt amongst smaller
independent producers.

e On aturnover of £3.4 billion, the direct contribution of the core UK film industry to UK
GDP is estimated to have been around £1.6 billion in 2009, up from £1.5 billion in
2006.

e Capital investment in the core UK film industry is estimated to have been £147 million
in 2009, with most of the investment undertaken in the production sector. Between
2000 and 2009, fixed capital investment in infrastructure and new technology has
totalled almost £1.1 billion.

e The direct tax contribution of the core UK film industry via income tax, national
insurance contributions, corporation tax and net VAT was about £445 million in 2009
(gross of tax relief and other fiscal support), up from £435 million in 2006.

®Box office revenue figures and admi ssion numbers are
and from BFI.
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4.1. Direct employment

Employment in the core UK film industry has been rising steadily since the mid-1990s (Charts 4-
1 and 4-2). Total direct employment is estimated to be around 36,000 in terms of full-time
equivalents (FTEs)’. This means that the core UK film industry is of a similar size to, for
example, the book publishing industry, and larger than the photography, fund management and
pharmaceutical manufacturing sectors.

These estimates (and our estimates for the core U
investment presented below) are based on the results for 2002 from a detailed survey of 400
companies in the screen industries for the Optima/CE study, updated for growth in employment
in the industry over the past seven years®. We adjust the CE estimates for the distribution /
exhibition sector to focus solely on activity associated with UK qualifying films on the basis of
the proportion of box office admissions to UK films over the 1994-2009 period. Another more
recent data source we use is the Skillset Employment Census, which released new estimates of
the total workforce across the creative media industries T including film production, distribution
and exhibition T corresponding to Census day on 1 July 2009. It is important to recognise that
no single data source provides a comprehensive snapshot of employment in the UK film
industry: even the Skillset Census struggles to capture the large proportion of freelance workers
within the film production sector®.

Chart 4-1: Chart 4-2:

Employees in the core UK film industry Total employment in the core UK film industry
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Source : CE; ABI; ONS; DCMS; OE estimates

Table 4-1 details the size, in terms of employment, of the different areas of the core UK film
industry. An estimated 22,100 FTE employees (or 61.5% of the total) work in the production
sector; distribution supports 1,000 FTE jobs (2.8%); and exhibition supports 2,900 FTE jobs

" Based on the assumption that one part-time job equates to 0.5 of a full-time job.
8 Using results from the Annual Business Inquiry and the Labour Force Survey.
° However, a methodology for estimating the number of freelancers in UK film production has been developed in
association with the UK Film Council. We use this as one input to our estimates of total employment in the UK core
film industry, alongside growth rates in the different categories of film employment between the previous Skillset
Census in 2006 and the most recent in 2009.
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(7.9%). Self-employment of around 10,000 FTE jobs (27.8%) accounts for the remainder of the

workforce.
Table 4-1: Employment in the core UK film industry, 2009
Employment
Film Sector Total FTE jobs FTE jobs
jobs including self-

employed

Production 26,100 22,100 31,850

Distribution 1,100 1,000 1,100

Exhibition 4,400 2,900 3,050

Employees 31,600 26,000 36,000

Self-employed 11,700 10,000 -

Total 43,300 36,000 -

Source: CE; ABI; ONS; Oxford Economics estimates

The growth of core UK film industry employment over the past decade mainly reflects a doubling

of employment in the production sector since 1996, creating an additional 11,200 FTE jobs, and
a 64% increase in employment in the exhibition sector since 1996, creating an additional 1,100

FTE jobs. There has, however, been no significant increase in jobs in the UK film distribution

sector over the same period, and self-employment, though often fluctuating quite heavily from
year to year, has also remained close to its 2006 level.

Overall, the core UK film industry has created around 12,600 new FTE jobs since 1996, an
increase of 54%, including more than 8,400 (30%) since 2000. A recent report into the effects of

the recession finds that although smaller independent production companies have been hard hit,
the film sector as a whole has weathered the storm wel

4.2.

Direct contribution to GDP

IlO

The standard method for calculating the direct contribution of an industry to GDP is to measure
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On this basis, we estimate that, on a turnover of £3.4 billion, the core UK film industry

contributed around £1.6 billion to UK GDP in 2009. This means that the core UK film industry
contributed slightly more to GDP than, for example, the manufacture of office machinery and
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computers, and more than twice as much as the machine tools industry. Film also contributed
three times as much to the economy as the designer fashion sector. Table 4-2 shows the
composition of core UK film industry value added. In 2009, the production sector accounted for
around 69% of total value added, with the distribution/exhibition sector accounting for the

remaining 31%.

A separate

(18%) of the secto r 0 s
esti mates

Table 4-2: Sales and value added in the core UK film industry, 2009

of

report

A2. 2
t he

0 n T winch praviked squipreerat ant setviceesto TV e ct o r
film and other audio-visual industries T estimated that film accounted for just over £400 million

bil |l i on? Thiswoald be tnaluded withie our i n
film production

UK®d s

2008
turnover.

Film Sector Sales Value added
£ million £ million
Production 2,450 1,100
Distribution 630 270
Exhibition 340 220
Total 3,420 1,590

Source: CE; ABI; ONS; Oxford Economics estimates

Value added in the core UK film industry has increased on average by 9.8% per annum over the
1996-2009 period in current prices (Chart 4-3) or 7.1% in real (ie inflation-adjusted) terms (Chart
4-4). This is faster growth than recorded by the overall economy, with the direct contribution of

the core UK film industry to GDP increasing substantially in real terms since 1996.

The core UK film industry has shown repeatedly that despite some parts of the sector being
vulnerable to downturns in the global economy, it has the ability to perform resiliently and
demonstrate consistent growth i outstripping that seen in the UK economy as a whole (Chart
4.4). The industry recovered from the 2001 global downturn by growing at nearly 9% per annum
between 2003 and 2007, and it reacted to a mixed year in 2008 by recording the second highest
production spend on record in 2009, driven in particular by growth in the value of inward

investment features.

™ Source: UK Audio-Visual Facilities Economic Report, for UK Film Council and UKTI, 2009.
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Chart 4-3: Chart 4- 4.
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Indeed, the trend in value added over time is driven to a significant extent by changes in the
level of production spend in the UK. The high growth over the 1994-2003 period reflects an
increase from a very low base of £242 million in 1994 to a peak of £1,130 million in 2003.
Recent years have been more volatile, averaging around £800 million but falling as low as £582
million in 2005 (largely due, according to industry sources, to uncertainty over the future level of
the Film Tax Relief) and £613 million in 2008 (due to a combination of a less favourable
exchange rate and the impact of industrial action in the USA). But production recovered to £957
million in 2009 (see Chart 4-5).

The main cause of changes in UK production spend have been associated with inward

investment productions™?, which rose fourfold in value between 1994 and 2003. They then

dropped sharply in 2004 and 2005 to a low of £307 million, before recovering to £595 million by

2007 but then falling again to just £357 million in 2008 on the back of an unfavourable exchange

rate and the Hollywood actorsdé strike. Latest dat
than £750 million, with inward productions now accounting for almost four-fifths of production

activity in the UK.

4.3. Direct investment

Across the core UK film industry, fixed capital investment is estimated to have been £147 million
in 2009 (Chart 4-6). A significant amount of investment is made in, for example, the
development of studio locations and sets, the purchase of film equipment and computer
systems, and in the building and refurbishment of cinema facilities.

2 An inward investment film is defined by the UK Film Council as a feature film substantially financed and controlled
from outside the UK where the production is attracted to the
or UK tax incentives.

& OXFORD ECONOMICS



Economic Contribution of the UK Film Industry

June 2010
Chart 4-5 Chart 4-6
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Table 4-3 shows average investment in each sector of the core UK film industry since 2000.
Investment per FTE employee on average has been £4,900 per annum, with the highest
investment in the distribution sector, at £9,700 per annum. In the production (including pre- and
post- production) sector, investment per FTE worker has been around £4,400 a year since
2000. This means that the core UK film industry invests more per worker than, for example, the
average across the all manufacturing industries (£3,500 per FTE worker); computing and related
activities (£2,300); and hotels and restaurants (£2,500). The distribution sub-sector of the core
UK film industry invests more per worker than the research and development sector (£4,700 per
FTE worker in 2005).

The amount of capital investment per employee in a company/sector is often a good indication

of the productivity of the workforce. The more capital intensive the industry, the higher the value
added per worker is likely to be.

Table 4-3: Investment in the core UK film industry

Net capital investment
(per annum average for 2000-9)
Sub-sector £ million £ per FTE employee
Production 83 4,400
Distribution 10 9,700
Exhibition 16 6,300
Total 109 4,900

Source: CE; Oxford Economics estimates
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4.4. Research and development expenditure

Firms in the core UK film industry spend money on the development of new products, processes
and technologies to give themselves a competitive advantage in the fierce global market for
work. In particular parts of the industry, such as visual effects and post-production, there is a
premium on innovation to land major contracts with the large production studios T impressive
special effects, such as 3D and computer-generated imagery, is big box office, as demonstrated
by the runaway success of Avatar.

Official data sources on research and development (R&D) expenditure do not provide enough
sectoral detail to quantify levels of spending in the film industry. Nevertheless, it is clear from
speaking to individual firms that R&D spending in many parts of the film industry is very
significant i whether on new technologies for film production, distribution or exhibition. We know
that the largest R&D projects, involving the creation of new content platforms or new ways of
working, tend to be collaborative, and can involve several key industry players as well as
traversing the boundary between film and TV: the MUPPITS project, for example, which is
exploring ways of sharing physical and virtual resources to improve efficiency in the post-
production sector, is co-funded by the Technology Strategy Board (a government agency) and
involves organisations such as the BBC, Pinewood Studios, Southampton University and a
number of London post-production houses. Similarly, the development of new Video-on-
Demand platforms (see Chapter 11), for example by Project Canvas and its predecessor Project
Kangaroo, were joint ventures led by the major TV channels.

L o n d o n gpsodugtiorshbuses have a world-leading reputation, with a market share in the
global film visual effects market, for example, of around 20%, a figure which has doubled since
2005. Its leading firms, such as MPC, Double Negative, Cinesite and Framestore, are trusted by
overseas producers and known for their ability to take on complex sequences and indeed entire
productions if needed. Much of this reputation can be traced to cutting-edge visual effects
technologies developed in-house by independent firms, either individually or collaboratively.
Their success at landing contracts for almost all of the major recent US-made visual effects
blockbusters i such as Avatar, 2012 and Cloverfield i seems indicative of a highly successful
innovation ecosystem within the UK.

4.5. Direct tax revenues

(@) Contribution to Exchequer

The core UK film industry is estimated to have contributed around £445 million to the Exchequer
in 2009 (gross of tax relief and other fiscal support). This is equivalent to nearly 30% of value
added in the core UK film industry. Almost half of the tax revenues raised for the Exchequer
arise from corporation tax payments (gross of tax relief); most of the remainder is from income
taxes and national insurance.
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Table 4-4: Estimates of direct tax contribution from the core UK film industry, 2009

Taé :ﬁi\llﬁgz;es Proportion of total
Income tax 98 22%
National insurance i employee 48 11%
National insurance i employer 41 9%
Value added tax 29 7%
Corporation tax (gross™) 213 48%
Withholding tax 16 4%
Total 445 100%

Source: HM Revenue & Customs; ONS; Oxford Economics estimates

(b) Fiscal support to the core UK film industry

The core UK film industry receives funding from both central and local government, from the
National Lottery and other public sector organisations, and from the European Union. Across all
sources, total public funding for film was estimated to be £256 million in the financial year
2008/09. Of this, the largest single contributor was HM Revenue and Customs via the UK Film
Tax Relief, which at £110 million accounted for 40% of the total.

DCMS is the government department with overall responsibility for setting policy in respect of
Lottery and grant-in-aid support for film in the UK. The UK Film Council is responsible for the
disbursement of the majority of DCMS funding for film, with the exception of funding for the
National Film and Television School. The UK Film Council was established by the government
in 2000 as its strategic agency for developing the film industry and film culture in the UK, with its
aim being to deliver lasting benefits to the industry and the public alike.

After transfer of £5 million per year to the Olympic and Paralympic Games, the UK Film Council
has an expected income of around £60 million per year between 2010 and 2013 (£26.9 million
Lottery, £25.6 million DCMS grant-in-aid, nearly £4.9 million recoupment and £2.5 million in one-
off DCMS project grants).

The UK Fil m Coun c tohdapsduildreastalnle andgiowing &K filnvirdastry and
develop film culture in the UK include:

e The Film Production Fund which offers £15 million annually, focusing on creative
excellence and supporting flmmakers aspiring to make quality British films.

e The Innovation Fund which will provide £5 million annually, to encourage innovation for a
more digital world, helping the UK film sector to make a successful transition to a fully digital
age.

13 Corporation tax (gross) is equal to the corporation tax liability without the government tax relief given under Section
42/48. See Appendix for detailed discussion.

@ OXFORD ECONOMICS



Economic Contribution of the UK Film Industry
June 2010

The Film Skills Fund will provide £3.25 million per year to develop workforce skills through
investment in training schemes in line with market demand.

The Prints and Advertising Fund with an annual budget of £2 million to support the
distribution of a broader range of films to audiences across the UK.

International i the UK Film Council Gisternational strategy encourages international
productions from outside the UKlas$ productiormmand
facilities infrastructure, supports UK film export, develops international relations, and
supports UK production infrastructure.

Diversity it he UK Fil m Council 6s diver si bwld asnone
diverse, inclusive workforce and film culture by nurturing film talent, integrating equality and
diversity commitments into all UK Film Council activities, and providing practical tools to the
industry to promote diversity.

In addition the UK Film Council distributes National Lottery and grant in aid funds to:

First Light i a £1.1 million a year Lottery funded digital short filmmaking scheme aimed at
helping young people to gain first-hand experience of filmmaking.

Skillset i £3.2 million is being invested in initiatives to ensure a strong, consistent supply of
skilled and talented professionals in line with market need.

BFI i The British Film Institute receives £16 million per year from the UK Film Council to
champion moving image culture, education and cinema heritage for the benefit of as wide an
audience as possible and to encourage public debate about film.

National and Regional Screen Agencies i £6.3 million a year is allocated to fund regional
film bodies across England, all working with the UK Film Council and national agencies in
Scotland, Wales and Northern Ireland to support production, screen commissions, cinema
exhibition, archives and education.

There is, of course, also tax relief for film production. HM Treasury estimated that this cost
around £480 million in 2006/07*, including the consolidation of future relief available under
Section 42 and Section 48 legislation. But the Exchequer cost of tax relief has fallen to an
average of around £100 million per year following the changes to the Film Tax Relief that came
into force on 1 January 2007 (for more on this, see Chapter 12).

The core UK film industry receives some support from the European Union, primarily via its
MEDIA Programme to promote the creative industries. In 2008/09 this was worth around £3.9
million to the UK, with other sources such as the European Regional Development Fund and
European Social Fund contributing a further £4.6 million. In addition, more modest public sector

14 Although because of overheads they were not worth that much to the film industry.
!% Source: HM Revenue and Customs press releases.
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support for film is provided by many local authorities, the British Council, and the Arts Councils
of Scotland, Wales and Northern Ireland. This is given to, for example, specialised films and art-
house cinemas. DCMS has also contributed funding to the National Film and Television School
located in Buckinghamshire.

4.6. Direct regional impacts

The core UK film industry contributes particularly to employment in London and the South East,
although there are also sizeable operations in a number of other regions. Around 26,300 jobs
(including employees and self-employed), or 55% of the total, are concentrated in the London
area, with a further 5,800 (12%) in the South East. This disproportionate concentration of film
employment is common to most of the major film-producing countries, most notably of course
the US which is clustered around Hollywood, but also countries like France, whose film industry
is centred to a large extent upon Paris.

The East of England, South West and the North West are the regions where the next largest
numbers of jobs are located, at 2,700 jobs, 2,200 jobs and 2,100 jobs respectively. Outside
London there are centres of film production in Central Scotland, Cardiff, Manchester and
Liverpool, Bristol and Nottingham. In addition, all regions host location shoots to a greater or
lesser extent (for example, Robin Hood in Yorkshire and Derbyshire, Looking for Eric in
Manchester, and Harry Potter and the Half-Blood Prince in Wiltshire, Gloucestershire, Scotland,
Hertfordshire and Surrey).

Chart 4-7:

Employment in the UK film industry by region
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sector, found the only notable shift in regional employment patterns since its previous survey in
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2006 was a modest increase in North West jobs. However, this trend is considered likely to
reflect TV production employme nt r at her than f il m, l i nked
development in Manchester and increased regional commissioning from the BBC, which is soon
to move several of its broadcasting departments there. Across the whole of the UK, it is
probably fair to say that increases in regional funding for both TV and film production over the
past decade have made locations outside London and the South East more viable bases for

t

mediafirmsit hough there is |ittle doubt thatans he

largely driven by its traditional strengths in business and infrastructure in and around the capital.

Box 4.1: The London film industry

From its rich film history to its West End musicals, and from world-leading artists and musicians to
cutting-edge graphic design and video post-production companies, London is known around the world
for its vibrant cultural and creative sector. 1
Shepperton and Leavesden) are located just outside the city, London itself is still an important centre
for film production, with a strong facilities base i including leading independent studios such as Ealing
I international transport links and of course amenities to satisfy even the biggest of Hollywood stars.

London6s at t r a emakew is enduringffronh LA to Mumbai and everywhere in between, the
cityéds rich canvas of | ife provides the backdr g
day of the year. In 2008, a total of 843 days of filming were undertaken, led by production on Sherlock
Holmes (108 days), Green Zone (59) and Dorian Gray (39). Other major films dropped by for a smaller
amount of time, including Harry Potter and the Half-Blood Prince (5 days) and Nine (7). London

provides a diverse range of landscapes: filming for Sherlock Holmes was undertaken in ten separate
boroughs.

According to a report by GLA Economics, Liontdeonnsd
all its culture and media sectors, with two thirds of its 17,000 employees having some form of creative
remit. All of the London boroughs are home to a number of film or video-related companies, with the
largest numbers found in places as diverse as Westminster (560), Camden (285), Hackney (175) and
Islington (170). The film industry delivers economic benefits across the full breadth of the city.

As wel | as its use as a filming | ocati on, Londgd
make a key contribution to the core UK film industry. As a magnet for young talent and technology-
savvy creative entrepreneurs, it has also become home to a cluster of leading visual effects studios,

led by firms such as Framestore which now employs around 600 people and has a star-studded CV
featuring major films such as Avatar, for which it produced several key sequences.

Sources: GLA Economics, fiLondonds Creative WorK
Council; Film London; discussions with London post-production firms.

An important characteristic of the film industry is its propensity to cluster as geographical
proximity brings significant benefits. Examples of key clusters include:

e Soho and Westminster i the core of film activity in the UK, where many production
companies are located including the large US distributors as well as many UK independents.
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The post-production and digital effects sectors are particularly concentrated in this locality™®.

e Pinewood-Sheppertoni one of the UK6s and worl dbés | eading

the outskirts of London in Buckinghamshire and Middlesex, providing studio and related
services to the film and television industries. Accommodation is provided to over 300
businesses which benefit from being located at Pinewood or Shepperton Studios, and large
numbers of film-linked businesses have clustered in a wide geographical area around the
site. Recent big-budget films made at Pinewood have included Prince of Persia: The Sands
of Time, Nanny McPhee and the Big Bang, Clash of the Titans, Robin Hood, Quantum of
Solace, Mamma Mia! and Nine.

e Elstree and Leavesden studios i two major studios located in Hertfordshire, in
Borehamwood and Leavesden respectively. The studios service many US-funded film
productions such as Harry Potter. Many small companies exist around these studios
supplying services to those companies located onsite at the studios. In early 2010
Leavesden was the subject of a major investment proposition by its owner Warner Brothers
i believed to total £100 million in new and expanded production facilities'” i which is
currently the subject of a local planning inquiry.

e Ealing studios T based around the studio is a wide range of companies in the media and
technology sector providing a full range of production services to the core UK film industry.
The studio is one of the oldest film studios in the world and was responsible for many British
films during the golden era of the UK film industry in the 1930s, 40s and 50s. Ealing studios
returned to film in 2005 after a gap of many decades with the making of high-profile films
such as Notting Hill and Dorian Gray and more recently Nowhere Boy, St Trinians 2 and
Burke&Hare. 1 t i s al so the base f orCranfordandhloemsd ss ukehn aes

The UK Film Council has invested almost £8 million a year into regional film activities through
the Regional Investment Fund for England (RIFE) which supports the nine Regional Screen
Agencies in England providing a variety of resources aimed at developing public access to, and
education about, film and the moving image. There are also national screen agencies for
Scotland, Wales and Northern Ireland (Figure 4-1).

®*GLAEconomi ¢s, AfiLondonds Creative Workforce: 2009 Updateo, Feb
" Source: local media reports.
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Figure 4.1: The National and Regional Screen Agencies, and regional production studios

Scottish
Screen
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The Paint Hall
studios
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North Light
studios (Yorks)

Northern |

Ireland
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Film

Agency Twickenham

for Wales studios

(Middlesex)

Dragon studios /
Barcud Derwen
(Cardiff)

3 Mills studios
(London)

Pinewood /
Shepperton
studios
(Bucks /
Middlesex)

Bray
studios
(Berks)

Ealing studios
(London)

The film industry is part of a wider screen industry cluster (ie film, TV, corporate video,
commercials and interactive media). Indeed, multi-sector working is particularly widespread,
with two-thirds of firms in the screen industries operating in more than one screen industry
sector (see Chapter 6). Removing one screen industry sector such as the film sector would
therefore impact on a much larger proportion of firms than that represented by the share of the
film sector within the total screen industry (these multiplier impacts are covered in Chapter 6).

A wide literature has developed on the benefits of economic clustering, recognising the mutual
advantages that occur in some cases when firms in similar or related industries cluster together.
Concentration of both labour and demand for specialist services leads to agglomeration
economies (ie benefits from related economic activities taking place close together) and
economies of scale.
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The existence of clusters boosts growth through a variety of ways. Clusters raise productivity by

al

oOwWi

ng

access

t o

specialised i

nputs and

by diffusing technological knowledge and innovations more rapidly. They also stimulate higher
rates of new business formation, as employees become entrepreneurs in spin-off ventures. In
addition, clusters may increase the attractiveness of UK locations to inward investment by

leading edge companies in the film industry (see Chapter 10 on the promotional benefits of film).

4.7

Economic impact from non-UK films

The above sections provide estimates of employment and value added for the core UK film
industry only. A further 11,000 people (FTE-basis) are directly employed in the film industry
supported by the distribution and exhibition of foreign-made films.

In the whole of the film industry in the UK (ie including the activity associated with the
distribution/exhibition of films made abroad), the total employment supported is therefore around

47,000 FTE jobs, with a GDP contribution of £2.9 billion in 2009. Charts 4-8 and 4-9 illustrate

the trend in employment and value added over the 1995-2009 period.

Chart 4-8
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Value added in the film industry in the UK

20000 g

10000 4

0

Source : CE; ABI; ONS; DCMS; OE estimates

1995 1997 1999 2001 2003 2005 2007 2009

empl oye

FTEs GVA in current prices (£ million)
r 60000
32004 r 3200
B Production B Exhibition s
r 50000 2800 - i+ 2800
2400 W Distribution  Non-UK films 1 2400
r 40000
2000 - i f 2000
F30000 46004 i w1600
| 20000 1200 4 - 1200
800 i - 800
r 10000 P
400 i r 400
+ 0 0 - r 0
1995 1997 1999 2001 2003 2005 2007 2009

Source : CE; ABI; ONS; DCMS; OE estimates

One of the features of foreign-led film production within the UK is its tendency to reflect cultural
or economic linkages between the UK and overseas. For example, the large population of South
Asian origin living in the UK has proved attractive to Bollywood film-makers, as Box 4.2
explores. Foreign-led production also reflects acknowledged UK strengths in specific technical
fields such as Computer Generated Imaging (CGl), for example with director James Cameron
contracting some key scenes in the 3D blockbuster Avatar i now the highest grossing film of all
time i to London company Framestore.
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Box 4.2: The UKés ABoll ywood Connectionbo
As I ndiabs economic growth has accelerated and

a rapid rise in interest and awareness of the Bollywood film scene (and indeed the wider Indian film
industry*) outside of Asia. Driven by rising economic confidence at home i and the domestic box office
appeal of films shot abroad i Indian film-makers have for a number of years sought to increase the
volume of production undertaken overseas, including in European locations such as Switzerland
(which regularly doubles as the off-limits Kashmir) and the UK. More than 1,000 Bollywood films are
produced every year, and it is estimated that at least half of major productions are now filmed partially
or fully outside of India.

For the UK, strong cultural ties in many regions with South Asia, including large local populations of
South Asian origin, have helped to attract a significant share of the market. Whilst the mountain
scenery may not rival Canada, New Zealand or Switzerland, the supply of quintessentially British
landscapes and historic buildings prove a lure to top Indian film-makers. For example, the most
successful Bollywood film of all time in the UK and one of the top 30 worldwide, the 2001 release
Kabhi Khushi Kabhie Gham (Sometimes Happiness, Sometimes Sorrow), featured the backdrop of a
number of British locations including Blenheim Palace in Oxfordshire and several well-known London
landmarks. In total, 74 Indian films were made either in whole or in part in the UK between 2003 and
2009, spending a total of £122 million (70% of their combined budgets) within Britain.

The fABoll ywood Connect i onaokawfariahthetl96@s, whda recently-aravedt
South Asian entrepreneurs in cities such as Bradford bought up cinemas destined for closure following
the rapid growth of television, and screenedt he | atest I ndian fil ms. Ma
stars visited to launch their new films in the UK, and a link was born that continues to generate
sizeable and now increasing economic returns, as the global profile of Bollywood and the creative
ambition of its directors continues to rise. In addition to production spending within the UK, the link
generates economic benefit through other channels, including for example the combined £50 million
(via additional medi a exposure and tourism) th
International Indian Film Awards in 2007, and the reported £20 million annually that film-loving Indian
tourists generate in London as they trace the steps of their official Bollywood movie maps.

Today, Bollywood films are a growing hit at the UK box office, with some 560 Indian films taking over
£100 million since 2000. Hindi films dominate the list of foreign language productions screened in the
UK, with the 51 titles released in 2008 being more than the total for French, Spanish and Italian films
combined. Though audiences remain Asian-d o mi nat ed, Il ndi an fil msd ma
growing: revenues have doubled over the last decade, and the success of the December 2009 release
3 Idiots i which quickly became the highest grossing Bollywood film of all time i was driven in no
small part by takings abroad, including in the US and UK. In fact, globally no fewer than nine of the all-
time top ten Bollywood films at the box office have been released since 2006, and there can surely be
no better illustration of the huge potential for spin-off benefits to be generated far from Mumbai.

Whilst Indians living overseas remain the primary target for Bollywood film-makers i not least because
they pay up to 20 times more than Indian residents for their ticket i the unquestionable mainstream
successofso-c al | edover @sfi | ms, s uc hBrigeandtPrejedice(flried in largd e
part in the UK but featuring authentic Bollywood themes and styles alongside a largely Indian cast)
clearly demonstrates the commercial potential for Indian film in the UK when adroitly marketed to a
wider audience. This type of film also generates notable social impacts: as we note in Chapter 8 of this
report, film can be a powerful vehicle for changing perceptions and broadening knowledge, and the
popularity of titles such as Bride and Prejudice and its star Aishwarya Rai i if not quite a British
household name then certainly well recognised and admired i serve as a significant positive force for
cultural integration and understanding.

Of course, the UK-Bollywood relationship generates benefits in both directions, and with such a large

population of film-loving consumers i including so many in the free-spending, burgeoning middle
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classes i India is likely to represent a major growth market for the UK film industry over the coming
years. To complement the opportunities from big-budget releases, the UK Film Council is promoting a
number of British independent films in India during 2010 to explore the wider potential of selling
British-made film to an Indian audience.

Sources: EDI; UK Film Council; fABradford City
magazine; BBC News; Deloitte report on economic impact of IFA awards.* Not e: t he t e
traditionally refers to the Hindi-language film industry, and does not include films made in English by
Indian producers either in India or overseas.

4.8. The carbon footprint of the UK film industry

In line with the greater emphasis on sustainability within wider political and social agendas
across the world, the UK film industry has begun to take proactive steps to measure and reduce

its carbon footprint. As David Parfitt, a producer for Trademark Films, putit A The f i Il m i ndust
has never been noted for its green credentials and no industry can afford to ignore

environment al sustainability if it is to survivebo
NosingleUK-wi de benchmarking of the film industryds ca

our previous report, applying a figure for emissions per dollar of GDP taken from a study of the
US motion picture industry, and subsequently figures from a separate study looking at
production of the film The Day After Tomorrow, we suggested that the UK core film industry
might emit around 530,000 tonnes of carbon per year. This actually made the sector slightly
more carbon-friendly than the UK average.

A 2009 study for Film London estimated the cityéos
footprint at 125,000 tonnes per year, excluding international and employee travel and emissions

from the sales, distribution and exhibition of films and TV shows. This was made up of 40% from

studio emissions, 28% from TV and film production, 17% from location shoots and 15% from

post-production activities'®.

But quantifying the total amount of carbon produced is less important than developing ways to

improve sustainability and reduce it. Recent strategies produced by the UK Film Council, Film

London and other partners have attempted to identify such measures, including more efficient

sharing of resources, implementation of low carbon building standards, and the reduction of

unnecessary traveli part of Pinewood Studiosd recent devel or
involve the creation of permanent O6cityscapesd fo
New York, Venice and Paris to reduce the need to travel overseas to shoot smaller sequences.

The UK Film Council is working with the British Standards Institution (BSI) to develop a
recognised industry standardfors ust ai nabi l i ty, focusintlaswellt he i nc
as its wider social and economic impacts, while the practice of set recycling is becoming more

BsSource: iGreen Screen: Hel ping Londonés Film and TV Industr
London and the Mayor of London.
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commonplace, facilitated in part by the emergence of specialised firms supplying the necessary
equipment. The UK Film Council has launched a website to advise industry participants on
carbon reduction strategies (http://www.greenfilm.info).

4.9. Summary

The core UK film industry makes a substantial direct contribution to UK GDP, employment,
taxation and investment. GDP and employment have increased over the past decade through
the expansion of the production sector, particularly from inward investment features, and an
increase in film exhibition. The recession has had hard impacts on the smaller independent film
production sector, though as a whole the core UK film industry has weathered the storm well
and is well positioned to continue its strong growth.
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5.

Productivity T skills, education and training

This chapter looks at productivity in the core UK film industry through analysis of key indicators
such as average wages, educational attainment, skills and training.

Key Points

Overall labour force productivity, as measured by GDP per full-time equivalent worker,
has been rising steadily across the core UK film industry since the mid-1990s, and
now stands at around £45,000, well above the UK average.

In the production sector, the workforce is well qualified. Some 58% of the workforce
are graduates in the production sector as a whole (including pre- and post-
production), rising to 74% in the post-production sector and over 80% among those
who work in costume. Average gross wages in the UK production sector as a whole
are around £33,700 per annum.

Highly skilled workers in computing/technology-related occupations command the
highest wages. For example, average wages in the post-production/editing/visual
effects sector are around £42,700 per annum.

A key feature of the core UK film indust
have to contend with frequent periods of unemployment but also, when actually

working, with long hours per day i with people working an average of 10.8 hours per

day and often more than 5 days per week on their most recent film production.

The recession has reduced the provision of training for film industry workers, with the
financial crisis causing firms to reduce their training budgets and raising concerns
whet her investment in skills development
competitiveness.

5.1.

Productivity

Overall, there has been a clear upward trend in productivity across the core UK film industry
since 1995, as measured in terms of GDP per FTE worker (Chart 5-1). In 2009, each employee
generated around £45,000 in GDP, well above the UK average, and approximately double the
corresponding figure of the mid-1990s.
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Chart 5-1
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5.2. Qualifications and demographics

A detailed survey of the workforce in the UK film production sector (ie excluding exhibition and
distribution) has recently been undertaken by Skillset'®, with the objective of understanding in
detail the working patterns, skills and training within the industry.

One of the key findings from the survey is that people working in the production sector of the
core UK film industry have on average a higher level of qualifications than the population at
large. In particular:

o 58% of the workforce are university educated with either a postgraduate qualification (15%)
or an undergraduate qualification (43%). This compares with, for example, 31% of the
population of working age in England who are educated to degree level or above®. In some
film sub-sectors, such as visual effects, an undergraduate qualification is considered
essential even at entry level.

e There has been a notable reduction in the proportion of workers with degrees in media-
related subjects since 2005. So although the proportion of graduates in the industry is
increasing, this is being driven by a rise in the number of new entrants holding non-media
degrees.

e The production/script development, editing/post-production/visual effects and costume
sectors are the most qualified parts of the workforce, all of which contain more than 70%
graduates (see Chart 5-2).

e The lowest income group includes some of the most highly qualified people. Around 68% of

1% Source: Feature Film Production Workforce Survey 2008, Skillset, The Sector Skills Council for the Audio Visual
Industries.

2 source: The Level of Highest Qualification Held by Adults: England 2007, Office for National Statistics, June 2008.
Level 4 and above qualifications include first and higher degrees, NVQ level 4 and 5, teaching or nursing qualifications,
HE diploma, HNC/HND or equivalent vocational qualifications.

& OXFORD ECONOMICS



Economic Contribution of the UK Film Industry
June 2010

people who earn less than £15,000 per annum are educated to degree level. Undertaking
unpaid work is increasingly seen as the way to enter the film industry from university 1
around half of people who entered the industry between 2000 and 2007 did unpaid work first
before securing paid employment.

Chart 5-2

Highest qualification obtained by the UK

film industry workforce
Costume
Production / script development
Editing / Post production / VFX
Location
Art/ set decorating / props
Assistant directors

Camera

Make-up / Hair-dressing
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Sound / electrical B Undergraduate

Construction %

0 20 4 6 80 10
Source: Skillset Film Workforce Survey 2008
The average age of the workforce in the production sector, at slightly under 40, is a little above
the average for the UK economy, going somewhat against the common perception that the film
industryis a young personds industry. However, the maj
industry until after they have secured a degree qualification (ie their early to mid-20s), and only
8% of the people working in the film industry are in the 16-24 age group compared to the UK

average of 14%. The film industry is over-represented in the 25-34 and 35-49 age groups (see
Chart 5-3).

Chart 5-3

UK film industry workforce by age group
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5.3 Wages and salaries

According to the Skillset 2008 survey, the average gross income per annum for workers in the
UK production sector was just over £33,700, which is significantly higher than the 2008 UK
average for full-time employees of around £31,500, and also higher than the £32,300 average
for workers in the creative industries? It is lower, however, than the average of more than
£37,000 reported by the same survey in 2005, which suggests increasingly tough competition
for production jobs. Value added per FTE worker (including self-employment) is estimated to be
around £45,000 in 2008, although this figure fluctuates significantly as a result of UK film
production spend changing from one year to the next.

The occupations which earn the highest wages are in editing, post-production and visual effects;
production, scriptwriting and creative development; and sound and electrical.

45 4
40 4
35 4
30 4
25 4
20 4
15 4
10 A

Chart 5-4

Average annual gross income* by

* £000s average
wage

Post

production
Prod/script &

dev
Sound /
electrical
All
Art & set

Survey 2008

Source: Skillset Film Workforce

occupational group

Costume

Make up
Camera
Construction
Location
Assist.directors

Although the average wage in the industry is above the UK economy-wide average, the film
wor kf orce typically faces
Levels of unemployment are higher than for many other occupations, with 74% of people
working in the production sector claiming they had experienced a spell of unemployment in the
past year during which they were seeking work (with more than a third, 35% being in this
category for more than 10 weeks)®’. Unemployment is most common in areas such as make-up,
art and set decorating, and props and costume, as well as some more technical areas such as

producti on

camera operators.

sector o6s

2L Source: 2008 Annual Survey of Hours and Earnings, Office for National Statistics
22 Note: The Skillset survey involved only those people working on at least one feature film production during the year,

so the estimate of unemployment is inherently low because it will not include those people out of work for the whole

year.
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Chart 5-5:
Average length of unemployment by occupational
group in the production sector
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Evidence from the Skillset survey suggests that t

Working long hours is the norm 1 respondents reported that they worked an average of 10.8
hours per day on their most recent film production. The 2007 survey showed that:

e 23% of people worked on average 9-10 hours per day.
e 42% of people worked on average 11-12 hours per day.
e 23% of people worked on average 13 hours or more.

In addition, over three quarters (78%) of the film production workforce worked on average for 5

or 6 days a week, -dwahyi Ifeo r7t% iwgohrtksedd. 6lLlolng hour s ar e
the urgent deadlines essential for film production but also, perhaps, to make up income

following previous bouts of unemployment. The intensive work schedule and the demand for

frequent travel have been linked to a relatively high rate of attrition for women in their early to

mid-thirties, who find it difficult to reconcile the demands of working in film production with

starting a family®.

54 Skills and mobility

The core UK film industry is increasingly competing in a global market, not only for the top
performing actors to star in the latest UK blockbusters but also in the international labour market
for production (pre-production/production/post-production) workers themselves. So, if limited
opportunities exist in the UK for people to work in the film industry, there is a risk that the labour
force will move abroad for better prospects and careers i the skills used in the core UK film
industry are inherently transferable to companies in other countries. In fact, 39% of respondents
to the Skillset survey indicated that they had spent time working outside the UK over the last
year in the film industry or related sectors.

Bsource: Sk icihg Chilren andMBik Inth@Audio-Vi sual I ndustrieso, February 200
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The workforce has a number of attributes to suggest a high degree of international mobility.
Although the workforce is not younger than the UK average, it is significantly over-represented
in the 25-34 age group. This group probably has a higher propensity to travel to work abroad
than say over-35s, who may have family ties, or under-25s, who may not have the skills, training
and experience required by companies in other countries.

One factor which may have an influence on the mobility of labour in the film industry is average
wages. People who earn higher wages are more likely to have higher levels of skills and more
easily transferable skills, and therefore companies have a greater incentive to recruit them in an
international market. Another factor could be internationally recognised qualifications such as
undergraduate and postgraduate degrees. The chart below plots the relationship between
average wages and university qualifications in the film industry. It shows that the post-
production segment is ranked highly across these indicators and therefore may well have the
most internationally mobile workforce.

Chart 5-6
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Another factor which affects mobility is nationality. The core UK film industry attracts many
highly skilled foreign workers to the UK, particularly in sectors such as visual effects, where
firms compete internationally for the best talent and the proportion of foreign workers, at up to
30%, is around triple the average for the audio-visual industries as a whole®* (consultations with
the leading firms in this sector suggest that workers from other EU countries, such as France
and Germany, account for the majority of overseas labour). Overall, the Skillset survey suggests
that around a tenth of all UK-based production staff are non-British.

Taking into account all of these factors, our discussions with UK production companies suggest
that up to one-quarter of staff would eventually relocate if the tax and other considerations
meant that the UK was no longer attractive to investors in film. In value added terms, the

4 Source: UK Audio-Visual Facilities Economic Report, for UK Film Council and UKTI, 2009.
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proportion could be even higher as this one-quarter often represents higher-skilled and higher-
waged individuals.

While the core UK film industry employs many highly skilled workers, there is widespread
acknowledgement within the UK Film Council and the film industry itself that these skills need to
be continually updated and developed to stay on the knowledge frontier. Indeed, boosting and
updating skills in the core UK film industry is a key priority within the UK Film Council (see Box
5-1). As in many sectors of the economy, the evidence suggests that firms across the film and
wider creative media sectors have cut their training budgets as a response to increased
business uncertainty during the recession®. This means that the volume and quality of training
provided to film professionals has come under further pressure over the last two years and
potentially represents athreattot h e U K é&esm cbnopatitveness.

Box 5.1: UK Film Skills Strategy i Three-Year Plan 2010-2013

The UK Film Council has provided funding for Skillset to start on the second phase of its skills strategy A
Bigger Future, which will span three years from April 2010.

A Bigger Future is a training and education strategy for improving skills in the core UK film industry,
originally launched in 2004. It builds on the key strengths of the industry and is aimed at people right
across the sector i from those who are yet to enter the industry, who need help in acquiring valuable
gualifications and experience, to those already working who need career development and further
technical training.

The key objective of the strategyisfit o ensure that the UK industry

areas: careers information, advice and guidance; further, higher and postgraduate education; new
entrants, professional and company development; and collecting and analysing information.

The implementation of the strategy has been handled by Skillset (the Sector Skills Council for the Audio
Visual Industries) with guidance from a Film Skills Strategy Committee (which has representatives from
the UK Film Council, Skillset and the UK film industry). Each year, Skillset works closely alongside
producers, directors, writers, technicians, actors, distributors and exhibitors to identify the training
priorities for the year. This includes providing:

e Advice and information about careers to people hoping to enter, or already in, the industry

e Advice on the industry for careers advisers

e Support to film academies, the Film Business Academy and other education providers to deliver
high-level qualifications for the industry

Investment in digital skills, such as visual effects

Support to professional development and training

Support for emerging talent

Bursaries for freelancers

OApprenticeships6 with established profession

% gee for example the House of Lords Communications Committee report into the UK film and television industries
(January 2010), the Skillset report AFrom Recession
report which compares the volume of training provided to employees in 2006 and 2009.

% Source: A Bigger Future - The UK Film Skills Strategy, UK Film Council and Skillset.
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The strategy is funded mainly by National Lottery money (allocated by the UK Film Council) and the
Skills Investment Fund (a training levy on UK film production which is expected to become mandatory by
the summer of 2010). Additional funding comes from other sources, including the London Development
Agency and the Higher Education Funding Council for England.

The achievements of A Bigger Future between 2004 and 2009 included the funding and/or provision of:
e 14,000 places on training courses as Continuing Professional Development for industry
professionals
e Over 1,400 bursaries to freelancers, employees and new entrants to attend training courses
e Over 300 apprentice-style schemes which include on-the-job learning.

Sources: UK Film Council; Skillset

According to recent Skillset research based on interviews with employers in the film production
sector, there are a number of acknowledged skill shortage areas where many employees are

not considered to have adequate skills. These inc

diplomacy, management and leadership, and commercial acumen; as well as more specific
business skills such as production accountancy (thought to be driven by the lower wages on
offer than in the financial services sector) and knowledge of new legal developments. Craft and
technical skills, such as model-building, are another recognised skill shortage area within the UK
film industry, with the existing workforce in this area tending to have a relatively high average

age. The research also suggests that a key skills gap for the futureisininew and di git al
technology, particularly managing ¢t Wwhdenantemusge f r om

employers also expressed concern about the potential drain on the availability of construction
and lighting crew arising from the 2012 Olympics and Paralympics®.

5.5 Summary

Many people employed in the core UK film industry are highly qualified and have valuable and
specialist skills of great benefit to the UK economy. Without a robust UK film industry there is a
risk that, in an increasingly global market, these productive skills would be lost as people
migrate to work in other countries. Recent research has also identified that despite high average
levels of worker qualifications in film production, there are a number of important skill shortage

areas that threaten the UKGO6s competitiveness.

skills and training across the industry, there is clearly a premium on the successful
implementation of new skills strategies to preserve and enhance its pool of human capital.

Source: Skillset, fAFilm Sector Employers: Skills and
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6.

As well as the direct contribution of the core UK film industry to the economy, there are indirect
impacts on employment and output through the supply chain of the film industry, and induced

Multipliers and linkages with other creative industries

impacts from those directly and indirectly employed in the core UK film industry using their
earnings to buy other goods and services. This chapter summarises these different multiplier

impacts.

The multiplier impacts also depend on the symbiotic relationship between the film industry and

other creative industries, and those linkages are also examined in this chapter.

Key Points

The core UK film industry helps to support 72,000 FTE jobs allowing for those
directly employed, for those employed in companies supplying the film companies
and for the jobs dependent on the spending of film industry workers.

The core UK film industry contributes overall around £3.2 billion a year to UK GDP,
taking into account direct, indirect and induced impacts i equivalent to 0.2% of UK
GDP.

For every job supported in the core UK film industry, a further job is supported
through indirect and induced multiplier impacts.

In addition, the showing of UK film on television helps to generate about £120
million of GDP in the TV broadcasting industry.

The core UK film industry and its employees direct and multiplier contribution to
UK tax revenues was over £870 million in 2009.

The core UK film industry has synergies with a wide range of other creative
industries. Writers, actors, directors and others involved in production obviously
work in a variety of other media. And two-thirds of firms involved in the film industry
in the UK also work in at least one other screen industry.

There are also important spillovers from technical developments in the film industry
to other media T most notably, computer imagery developed for films has been
used to great effect in TV programmes and commercials.

6.1.

Estimates of the multiplier for the core UK film industry

The multiplier for the core UK film industry is estimated to be around 2.0. This means that for
every 10 jobs directly supported by the core UK film industry, another 10 are supported
indirectly in the supply chain and from the induced spending of those directly or indirectly
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employed by the core UK film industry. The multiplier value is similar to the value estimated for
the other screen industries, TV, corporate video and advertising industries.

The figure of 2.0 is derived from a detailed survey of firms in the UK film industry by

Optima/CE?, which asked companies about their turnover, employment, wage costs and profits,

and also about how much they spend buying goods and services from their suppliers. Thisis a
6combineddé multiplier | mpaectalrlepmr ed exrdtiirreg ttéh ea nsdu g
impacts of the core UK film industry on the UK economy. In particular, it includes both the

employment/value added of the sectors in the supply chains of the core UK film industry (eg

manufacture of film equipment, manufacture of consumer goods sold in cinemas, the TV and

media industry, the advertising industry and other business services etc) and also the

employment/value added induced by the spending of those either directly or indirectly employed

in the core UK film industry.

A similar estimate of the multiplier for the core UK film industry can be derived from the Annual

Business Inquiry (ABI) conducted by the ONS?. This shows that between 2000 and 2007,

spending on goods and services from suppliers by the film and video production sector (SIC

92.11) averaged A1.2 billion compared with the se
billion. Similarly, purchases from suppliers by the film and video production sector (SIC 92.12)

averaged just over £1 billion compared with GVA of £830 million; while purchases by the film

exhibition sector (SIC 92.13) averaged £450 million compared with GVA of £460 million. Clearly,

some of these purchases will be from foreign-based suppliers, so will not contribute to UK GDP

and employment, and therefore the level of UK purchases probably indicates an indirect

multiplier of slightly less than 2.0. However, allowance also needs to be made for the induced

multiplier associated with spending by workers employed in the film industry. Estimates based

on Oxford Economics6 detailed econometric model o
induced multiplier is 1.257 ie every 10 jobs in the film industry support a further 2.5 jobs in the

rest of the economy as workers spend their earnings on other goods and services. Combining

the information on the indirect multiplier from the ABI and the induced multiplier from the Oxford

Economics model suggests that the multiplier for the core UK film industry is consistent with the

Optima/CE estimate for the UK film industry as a whole.

Comparisons of multipliers across sectors are complicated by the outdated data published by
the Office for National Statistics (ONS)*. However, analysis of these data suggests that the film
multiplier is lower than the economy average and is comparable with, for example, hotels,
catering, pubs etc; computer services; and legal services.

% Source: fEconomic Impact of the UK Screen Industriesq Optima/Cambridge Econometrics, May 2005. In the
terminology this is a fAType |10 multiplier and in formula t
impact ) / direct impact.

See AThe Contribution of the Film Industrd to UK GDPo, Cambr
% The latest published data refer to 1995 and only cover the indirect impacts.
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