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Abstract

The objective of this paper is to explore the intraregional and interregional
relationships between employment of creative individuals in creative industries
and the economic growth of Croatian regions. Spatial panel analysis is applied
to assess the interregional effects of regional growth as well as interregional and
intraregional effects of cultural and creative industries on economic growth in
2006-2012. While there is empirical evidence of positive interregional economic
growth effects, the contribution of the creative potential to the growth of Croatian
regions is found to be negative. These findings can be explained by overall modest
representation of creative industries, particularly in faster growing regions, and
the growth impediments imposed on creative industries by Croatian producers

that mostly compete in standardized price-competitive segments of the market.
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1 Introduction

Creativity has gained its momentum in economic policies in the European
Union (EU) in the mid first decade of the 21* century. National mapping
reports on creative industries started to appear at this time. With its rich cultural
history, traditional dedication to culture, art and associated activities, the EU is
considered to have “the leading talent in cultural and creative industries” (EC,
2014: 2). Cultural and creative industries can be defined as economic activities
that thrive on the creative contribution of their labor force. The economic power
of fragmented activities constituting the “creative sector(s)” is clearly recognized
in national reports. The political importance of creativity for European economy
and society is communicated through the term “Creative Europe”, signifying
a program aimed at supporting European cultural and creative sectors for the
period 2014-2020, amounting to the value of EUR 1.8 billion. However, the
importance of the creativity platform was recognized even earlier, with the rise
of the “creative class” and “creative economy” (Florida, 2002). For example,
German cities and regions faced with a loss of competitiveness in traditional
industries turned their attention to creative industries as early as the 1980s (Fesel
and Séndermann, 2007).

International and national organizations have proposed and used their own
definitions of creative industries. These industries appear under the term(s)
“cultural and/or creative industries” and the scope of activities recognized as
“creative” also differs. The British approach is most widely used across European
countries, with some national modifications, as it has been most developed
and investigated. After a policy consultation on creative industries in 2014,
the Department for Culture, Media and Sport (DCMS) has redefined the list
of creative industries and creative occupations for the United Kingdom. The
broad nine economic areas that creative industries consist of in the UK are:
(1) advertising and marketing; (2) architecture; (3) crafts; (4) design; (5) film,
TV, video, radio and photography; (6) IT, software and computer services; (7)

publishing; (8) museums, galleries and libraries; and (9) music, performing and
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visual arts (DCMS, 2014). Many reports on creative industries in European
countries such as the United Kingdom, Germany, and Austria have been explicit
on the fact that creative industries’ growth rate has been more dynamic than
those of some traditional industries. For example, in Germany in 2007, the
contribution of creative and cultural industries to gross value added fell in the
middle range when compared to some traditional industries. The contribution of
creative industries is higher than that of the chemical industries and lower than
that of the automobile industry (FMET, 2010). Furthermore, creative industries
have to a certain degree resisted the recent European economic slowdown
(Stumpo and Manchin, 2015). In Austria, creative industries have expanded

their activities even after the economic slowdown in 2009 (KWA, 2013).

Innovation-based growth is an important political goal in Europe, and creative
industries play a role in this political agenda. Creative industries are deeply
integrated into economies, both through horizontal and vertical linkages. These
linkages with other activities represent channels of spillover of creative input,
boosting growth of various economic activities. Research of creative industries
in Austria and Germany has shown that creative businesses cooperate intensely
within their own sector, with motivation ranging from expanding capacities to
networking. On the other hand, they provide innovative products and services to
other sectors of the economy. Creative industries in some countries have shown
to be more innovative than other sectors of the economy, for example in Austria
(KWA, 2009). Through business cooperation creative industries participate in
innovative activities of other sectors, in various phases of the activity, including
the vitally important “idea-generating” phase. Given the fact that creative output
is also based on specialist knowledge, cooperation with traditional economic
sectors may also be seen as a channel of diffusion, transfer and application of
knowledge to the other sectors of the economy. In Croatia, within the Smart
Specialization Strategy (S3), creativity has been recognized as an important

activity. According to this strategy, Croatia would be recognized as a knowledge-
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based economy, which promotes creativity and innovation at all levels of society
(MINGO, 2014: 140).

The objective of this paper is to explore the role of creativity in the growth of
Croatian regions. The advantage of the paper over the existing body of knowledge
lies in its focus on spatial dimensions of both creativity and growth. To this end,
a distinction is made between intraregional and interregional effects of economic
performance and creative potential of individual regions on the growth and
creativity of regions in their surroundings over the 2006-2012 period. To the best
of our knowledge, there has been no previous attempt to address the relationship
between creativity and growth in such a context. The paper is structured as
follows. The next section provides the conceptual framework of the analysis.
The preliminary analysis of spatial growth patterns and creative potential of
Croatian regions is undertaken in Section three. Section four provides the model
of empirical investigation and explains the used methodology while the obtained

findings are discussed in Section five. Section six concludes.

2 Conceptual Framework of the Analysis

Weak recovery of national economies in the EU in the aftermath of the global crisis
has been one of the causes for recognizing creative industries as one of the new
key industries. Another impetus came from the process of transition towards the
intangible assets-based economy (Pitelis, 2014), whereby the production of new
knowledge presents a response of firms and individuals to changing environment
through the modification of existing and introduction of new modes of behavior
(Nelson and Winter, 1982; Barney, 1991). This approach requires more creative
effort, i.e., transformation of ideas of individuals into innovative products and/or
services (Schumpeter, 1934), in comparison to the past where economic activity
relied on tangible assets (e.g., machinery and equipment). Creative industries are

increasingly being recognized as one of the most dynamic sectors in the modern
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knowledge-based economy, in the EU, on national and/or subnational level (EC,
2010).

Factors that have enabled the growth of these industries are the development
of ICT and efficient systems of intellectual property (IP) protection. Creative
industries are closely related to the concept of copyright industries. The
investment into “creative input’, as a nonmaterial asset, can efficiently be
protected and commercialized through copyright protection. Thus industries
that use copyrights in protecting their investments are considered copyright
industries. In many countries industries identified as copyright industries are
considered creative industries. Although this view of creative industries may be
too narrow, as creative industries have developed alternative methods of protecting
the original creativity in their products, such as “firsemover advantage” where
brand, distinctiveness and novelty play the key role (Bakhshi, Freeman and
Higgs, 2013), the importance of IP for creative industries makes these industries

closely related to the concept of use of knowledge.

Creative activities are based on “creative input” that can be considered an
intangible asset, and largely associated with service industries. Intangible assets
such as ideas, knowledge and information are crucial for the increase of firms’
value added (EC, 2010). Research has shown that within service industries,
knowledge-intensive services in a region can prove to be a decisive factor in
creating competitive advantages by boosting innovation activities and output.
This can be explained by the fact that “knowledge” is spatially sticky. More
specifically, knowledge-intensive business services (KIBS) that include certain
creative activities such as design and market research, have played a role for the
innovation potential of progressive European regions (Corrocher and Cusmano,
2014).

The role of creative industries is also regarded in a wider development context.
UNESCO (2012) summarizes a broad overview of various economic and

noneconomic impacts of creative industries identified in empirical literature and
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policy documents. The noneconomic impacts are seen in the following: social
cohesion and integration of marginalized groups, building of a new value system,
affirmation of creativity, talents and excellence, development of cultural diversity,
national identity and the identity of different cultural groups, facilitating
creativity and innovation. The economic impacts of creative industries are created
through generating value added and employment, exporting, regeneration and

branding of creative cities and contributing to urban attraction forces.

For a post-transition economy, an important contribution from creative industries
may be seen in their role in regeneration of mature industries, as shown in the case
of the Swiss watchmaking industry (Jeannerat and Crevoisier, 2013). A broader
impact of creativity can also be seen in the promotion of absorbing capacity
through knowledge creation and/or knowledge acquisition. For example,
creativity may facilitate social innovations — as an idea which should display
positive impact on the quality and/or quantity of life (Pol and Ville, 2009)
and creation of new social relationships and collaborations (Murray, Caulier-
Grice and Mulgan, 2010). Lee (2014) notes that creative industries generate
agglomeration externalities and thus drive both employment and wage growth
in other sectors while at the same time squeezing out declining industries from
urban areas. Finally, evidence from Marrocu and Paci (2012) for more than 257
regions of EU-27 countries reveals that employees in creative industries stand
as the most relevant component in explaining regional economic performance

defined as total factor productivity.

Key drivers of creative industries are “human creativity and innovation, at both
the individual and group level” (UNESCO and UNDP, 2013: 15). Creative
professionals’ contribution to creative industries is central to their success, and
the quality and availability of skills in generating services in these industries
(Galloyj et al., 2014). Creative human capital is present in all economic
activities. Creative professionals can be identified across all activities as they are
employed in creative occupations. However, the largest concentration of creative

professionals is in creative industries. That is the reason why access to specialized
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labor markets is relevant for creative industries and that is why creative industries
are mostly associated with large urban areas. However, these industries also bear
the potential for the development of less urban areas and even rural areas as they
can help the survival of traditional forms of economic activity and thus lead to
economic viability of such areas. New technologies have provided a possibility
for these industries to be located in less urban regions. For example, in Austria,
18 percent of creative businesses are located in rural areas (KWA, 2013). Another
benefit of creative industries’ development in less urban and rural regions is the
change that they can bring about in the negative migration pattern whereby
labor force migrates from less developed regions towards larger cities of regional
importance or capital cities. A similar pattern may be observed with firms that
are attracted by agglomeration forces. Creative professionals’ migration that may
arise as a result of industry relocation can facilitate creativity and innovation in

new locations/regions.

The social and cultural significance of creative industries in Croatia has previously
been widely researched (Svob-Doki¢, 2005; Svob-Doki¢, Primorac and Jurlin,
2008; Jelinc¢i¢ and Zuvela, 2013). The first attempt to measure the economic
significance of the creative sector in Croatia can be recognized in the study
of the State Intellectual Property Office of the Republic of Croatia published
in 2007. It dealt with the economic contribution of copyright industries in
Croatia between 2002 and 2004, providing the first valuable information on
the significance of copyright industries in the country (DZIV, 2007). Moreover,
cultural and creative industries in Croatia have started to be perceived as a sector
publicly in the last two years, along with the setting up of the Croatian Cluster
of Competitiveness of Cultural and Creative Industries (CCCCCI) that has

intensely promoted the sector.

Results of the first national mapping report on cultural and creative industries
in Croatia were presented in May 2015, under the auspices of CCCCCI. The
mapping report provided the first estimations of the economic significance of

cultural and creative industries — these industries generated gross value added
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(GVA) in the amount of HRK 6.3 billion or 2.3 percent of GDP in 2012, while
their share in employment was at 3 percent in 2014. The largest subsectors in terms
of value added (in 2012) and in terms of employment (in 2014) are publishing,
electronic media, museums, galleries and libraries, IT, computer games and
new media, advertising and market communications, and music, visual and
performing arts. GVA generated by firms in cultural and creative industries in
Croatia rose by 3.5 percent nominally in the 2009-2013 period, while at the
same time GVA of all Croatian firms decreased by 4.7 percent nominally (Rasi¢
Bakari¢, Bacié¢ and Bozié, 2015).

Table 1: Share of Selected Cultural and Creative Industries in Gross Value Added (GVA) and

Employment in 2012
Sector | GVA share, in % : Employment share, in %
Publishing 19.9 21.1
Electronic media 18.2 12.8
Museums, galleries and libraries 14 11.2
I'T, computer games and new media 13.7 10.4
Advertising and market communications 11.8 14.0
Music, visual and performing arts 11.7 13.2

Source: Rasié Bakari¢, Baci¢ and Bozi¢, 2015.

Moreover, within the Smart Specialization Strategy (S3), creative and culcural
industries have been recognized as a cross-cutting theme and at the same time
creativity represents a crucial source of innovation for the thematic priority areas'
(MINGO, 2014: 307). However, the dynamic economic aspects of creativity and

creative industries in Croatia and in Croatian regions have not been researched

yet.

1 These are: transport and mobility, energy and sustainable environment, security, bio-economy, health and quality

of life and agro-food.

120



Nebojsa Stojci¢, Katarina Baci¢ and Zoran Aralica
Is Creative Economy in Croatia a Myth or Reality? Some Evidence on the Impact of Creativity on Regional Economic Growth
Croatian Economic Survey : Vol.18 : No.2 : December2016 : pp.113-138

3 Growth and Creativity in Croatian Regions

Economists have for a long time recognized the interrelatedness of economic
activity across space. The roots of such reasoning are commonly attributed
to the “new economic geography” (NEG) (Krugman, 1991). NEG models
postulate that the initial distribution of economic activity across space takes
place randomly. However, the occurrence of idiosyncratic shocks distorts this
initial equilibrium and leads to spatial concentration of economic activity. Over
time such occurrences give rise to accelerating spatial clustering and enable some
spatial areas (e.g., regions) to become more prosperous and perform better than
other counterparts. Further spatial clustering takes place through cooperation
between firms in prosperous regions and their counterparts in neighboring
areas as well as through the intraregional migration of workforce. The general
message coming from NEG literature is that due to certain historical events
some areas (regions) will perform better than others. Such development may lead
also to interregional effects as migration of workforce and vertical and horizontal
spillovers from firms in advanced regions exert positive influence on their rivals
in other areas. Such effects will particularly be emphasized in neighboring areas
as previously mentioned spillover effects tend to be localized (Jaffe, Trajtenberg
and Henderson, 1993).

Figure 1 presents growth of Croatian counties defined as change in GDP per
capita over the 2006—2012 period. Although one would expect the largest rates of
growth to be recorded in the most developed areas around major agglomerations,
this happens only to be the case with Rijeka and Zagreb. The largest rates of
growth are observed in several eastern regions. However, the most important
finding is spatial clustering of regions with high economic performance and

those with low economic results.
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Figure 1: GDP per Capita Growth in Croatian Regions, 2006-2012, in %

0073

Source: Eurostat.

The discussion in previous sections suggests that the creative potential of economic
units has important implications for their performance. In the regional context,
it can be argued that creativity contributes to overall economic performance
through the direct contributions of creative individuals to their firms and
industries. However, equally important is the impact of firms and industries with
creative potential on their less creative counterparts. The diffusion of knowledge
that takes place, through interactions between suppliers and distributers as well
as through competition channels and workforce movement, between firms and

between different geographic areas presents a valuable source of competitiveness.
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Hence the benefits of creativity are not only accrued to firms with creative

potential but generate positive externalities to other sectors as well.

Theabovereasoninghasimportantimplicationsin the contextof regional economic
performance. On the one hand, creativity generates positive intraregional effects.
On the other hand, interactions between firms are not limited within regions but
also take place across regional borders and the previously mentioned spillover
effects may be of interregional type. The above suggests that regional creative
potential may also be spatially clustered. However, adverse effects may also take
place as higher opportunity of employment in creative professions and better
economic climate may trigger migration of individuals and firms towards regions
with higher creative potential, lowering creative potential and growth prospects

of other regions.

The creative potential of regions can be assessed in several ways. On the one hand,
all industries require employees in certain professions that can be regarded as
creative. The information on such type of employment is generally not available
at the regional level, and existing databases such as labor force surveys involve
proportion rather than population of enterprises and employees, which makes
them unsuitable for regional analysis. A far more feasible approach is the one
concerned with the role of creative industries in regional economic performance.
According to the British Department for Culture, Media and Sport (2014), there
are a total of 31 creative industries that can be classified in the nine broad groups
(advertising and marketing, architecture, crafts, design, movie, TV and cinema,
IT services, publishing, museums, galleries and libraries and music and visual

arts).
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Figure 2: Creative Potential of Croatian Regions, 2006—-2012, Share of Employment in
Creative Industries, in %

[J 0.01

Source: Authors' calculations.

The above described classification has been applied to data from the Amadeus
database provided by Bureau van Dijk in order to assess the creative potential of
Croatian regions. The advantage of this database is that it provides a variety of
information on firms, including industry in which they operate as well as their
number of employees. Using these data, a measure of regional creative potential
has been constructed as the ratio between the number of employees in creative
industries and the total number of employees in a given region and year. The
results of this analysis are presented in Figure 2. Spatial visualization signals that

the most creative regions over the 2006—2012 period were located around the
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four largest metropolitan areas, namely Zagreb, Split, Osijek, and Rijeka, and to
a lesser extent in other urban areas. Other regions generally exhibit lower traits
of creative potential. To this end, it is worth mentioning that overall the share
of workforce employed in creative industries is relatively low, with figures in the
most creative regions ranging from five to six percent. Such a finding should
not come as a surprise. Findings from many earlier studies point to the fact that

Croatia is a producer of labor-intensive standardized goods.

4 Model and Methodology

Bearing the above said in mind, the objective of this section is to explore the role
of creative industries in regional economic growth while taking into account
both intraregional and interregional effects. For this reason, a model is developed

that in general form can be expressed as:

growth, =c, + pr;. , growth, + f3 creative potential  +[3, population density, +
k=1

+912v1{/k creativepotentia[/,+922v1//.k populationdensizy[ﬁlz(em+u” . (D

k=1 k=1 k=1

The dependent variable in equation 1 is regional annual growth rate of GDP
per capita taken from Eurostat. On the right hand side, the model includes the
index of regional creative potential defined as the ratio between the number
of employees in creative industries and total regional employment. Hence, the
first hypothesis of the paper states that there is a statistically significant
relationship between the region’s creative potential and its rate of growth. A
positive sign on this variable would signal that creative industries can be considered
as drivers of regional growth. However, bearing in mind the low proportion
of these industries in the Croatian economic structure as well as findings from
carlier literature about the competitive profile of Croatian economy, a negative
sign can also be expected. For this reason there is no prior expectation about the

sign of this variable.
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The model also includes a variable defined as population density of the region.
It was noted already by Marshall (1920) that more densely populated areas
offer better prospects for the flourishing of economic activity. According to this
reasoning, greater concentration of population presents a source of potential
demand. In turn, this may act as an incentive for entrepreneurs to base their
activity in such areas. Density of population may also be associated with higher
pool of workforce. For these reasons, a positive sign can be expected for this
variable and the second hypothesis posits that there is a positive relationship

between the region’s population density and its growth.

In addition to the above described intraregional effects, the model in equation
1 also controls for interregional ones. To this end, the third hypothesis of the
paper states that there is a statistically significant relationship between the
economic performance of individual regions and the performance of their
counterparts. Better economic performance of some regions may exert a positive
effect on their neighboring regions through vertical and horizontal linkages
between firms and flow of skilled workforce. In a similar vein, Lall (2000) notes
that the competitive profile of some areas may have an impact on the economic
performance of other areas. Large urban areas are commonly labeled as suitable
for firms in technology-intensive sophisticated industries. The competition in
these industries tends to be quality-driven and they are characterized by higher
costs of labor and other inputs. For these reasons firms in less sophisticated,
price-competitive industries will favor location in smaller areas where lower
business costs can be achieved. Hence, the effect of processes taking place in one
region on the processes in another region (such as performance) will depend on
the competitive profiles of both regions. Finally, it should be noted that better
economic performance of some regions may have an adverse effect on other areas
through migration of workforce and entrepreneurs towards areas with greater
demand and better business opportunities. For these reasons, there is no « priori

expectation on the sign of this variable.
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It has been noted by some of the earlier studies mentioned in Section 2 that
creative industries can exert spillover effects to other sectors which in turn can
translate into better economic performance. The above reasoning can be applied
in the formulation of the final two hypotheses of the paper. Two variables are
included to measure the interregional effects of creative potential and population
density. Accordingly, the fourth hypothesis claims that greater creative
potential of individual regions has an adverse effect on the economic
performance of other regions. On the one hand, greater creative potential of
some areas acts as an incentive for individuals in other areas to move, thus having
a negative effect on the economic performance of the latter areas (regions).
Furthermore, creative industries are often labelled as sophisticated knowledge-
intensive sectors. In countries whose producers mainly compete in standardized
price-competitive market segments, both intraregional and interregional
negative effects of creativity on economic growth could be expected due to the
inability of producers in those branches to position themselves in their market
segment against established (mainly imported) products and services. Finally,
greater population density of some areas can be associated with the previously
mentioned demand effects and greater availability of workforce. Thus, the fifth
hypothesis states that there is a positive interregional impact of population

density on regional growth.

The estimation of the described model is undertaken with the spatial Durbin
panel econometric technique. An advantage of this technique is its ability to
control for spatial effects in both the dependent and independent variables as well
as in the error term. The coefhicients 6, and @, in this context refer to spatial lags
of explanatory variables while the coefficient p is the measure of the impact of
spatial lag on changes in the dependent variable of a given region. An important
issue in spatial econometric analysis is the selection of spatial weights matrix W
that defines spatial relations among cross-sectional units (Anselin, 1999; LeSage,
1998; 1999). For the purpose of this analysis, an inverse distance spatial weights

matrix is used, where w, is defined as inverse distance between regional centers
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and full spatial correlation is allowed (Baltagi, Egger and Pfaffermayr, 2007).
Following common practice, row standardization is performed with elements W,

of each row having the sum of 1 (Olejnik, 2008).

5 Discussion of Findings

The starting point in the analysis is examination of model diagnostics in order
to establish the validity of reported results. To this end, the most important
diagnostics are those related to spatial correlation between the dependent and
independent variables and the error term. Information in Table 2 suggests
that the reported value of coefficient falls within an acceptable range. As
noted by Olejnik (2008), such a finding can be interpreted as evidence of the
dependent variable following a spatially integrated process SI(0). Further testing
is performed with likelihood ratio (LR) tests on the spatially lagged dependent
variable and spatial lags of regressors. The reported diagnostics reveal that null
hypotheses of both the spatially lagged dependent variable and spatial lags of
regressors can be rejected with very high probability. Several authors note that in
such a case spatial estimation techniques should be preferred over conventional
ones (Elhorst, 2013; Shehata and Mickaiel, 2014). Finally, testing is performed
for the selection of the proper spatial estimator with conventional and robust
LM tests (Burridge, 1980; Anselin, 1988). Common procedure suggests that the
spatial Durbin model should be given preference when LM tests for both spatial
lag and spatial error are significant or the conventional LR tests and robust LM
tests point to different models (Elhorst, 2010; Shehata and Mickaiel, 2014). All
tests indicate that the spatial Durbin model should be given preference over other

spatial estimators.
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Table 2: Model Diagnostics

Number of observations 147
Number of units (regions) 21
Log likelihood function -232
Wald test 11.25%%*
LR test SDM vs. OLS 26,98+
H,: (p = 0) 7

LR test -
H,:(wX's=0) B
p 0.001%**
Acceptable range for p -0.006<p<0.002

Spatial error autocorrelation tests
H_: (no spatial error autocorrelation)

Global Moran MI 0.65***
Global Geary GC 0.32%**
Global Getis-Ords GO -10.57***
LM error (Burridge) 166.33***
LM error (robust) 0.34

Spatial lagged dependent variable tests
H : (no spatial autocorrelation)

LM lag (Anselin) 187.71***
LM lag (robust) 21.72%**

General spatial autocorrelation tests
H : (no general spatial autocorrelation)

LM SAC (LMErr+LMLag_R) 188.05%**
LM SAC (LMLag+LMErr_R) 188.05***

Note: ***, ** and * denote statistical significance at 1, 5, and 10% significance level, respectively.

Source: Authors’ calculations.

The reported diagnostics can be interpreted as evidence of the robustness of the
model and pave the way for discussion of the findings. These are presented in
Table 3. As can be seen there, a positive and statistically significant sign of the
spatial lag of the dependent variable is obtained. These findings can be interpreted
as direct evidence of spatial clustering of the best performing regions on the one
hand and less successful regions on the other. Furthermore, it can be taken as a
signal of positive interregional spillover effects described eatlier such as flow of

human capital or vertical and horizontal linkages between firms across regions.
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Table 3: Results of Estimation

Variable

Spatial lag of dependent variable 0.001***
Creative potential -1.43*
Population density 0.01*
Creative potential — spatial lag -0.01%*
Population density — spatial lag 0.0001*
Constant term (cons) 11.97***

Notes: ***, ** and * denote statistical significance at 1, 5, and 10% significance level, respectively. Robust standard

errors used.

Source: Authors’ calculations.

Turning to the most important issue, the impact of creative potential on regional
economic growth, in the case of both intraregional and interregional effects a
negative sign is obtained. Such a finding should not be a surprise if one takes into
account the evidence reported in Section 3. As was established there, the best
performing regions are generally not those characterized by larger proportion
of creative industries. Furthermore, the overall modest representation of these
industries in Croatian economy may be another reason for the obtained finding.
Finally, it needs to be mentioned again that a likely reason for our finding
could be the overall competitive profile of Croatian economy. The penetration
of quality-driven segments of the market is a lengthy and challenging process
whose success does not depend only on the behavior of firms but also on the
overall perception of the market about goods and services offered. For many
years Croatian producers have predominantly competed in standardized price-
competitive segments of the market. Such reputation may act as an impediment
for firms which attempt to position themselves in quality-driven segments of
the market and erode their competitiveness, with consequent adverse effect on

overall regional economic performance.

Finally, a positive sign is obtained on both variables controlling for the population
density of the region. On the one hand, this signals that more populated regions

provide a greater source of demand and wider pool of workforce. As noted
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previously, such conditions pave the way for economic activity. Moreover, a
positive sign of the spatial lag suggests that positive effects of densely populated
regions spill over to the economic performance of neighboring areas. Cooke and
Morgan (1993) note that these spillovers depend on historical factors such as
business culture, locational information networks and general knowledge about
doing business. The similarities between neighboring regions make the above
mentioned interactions easier than those between economic agents in distant

areas.

6 Conclusion

The past decade has witnessed an upsurge of interest in the relationship
between creativity and economic performance of firms, industries, regions and
economies. The roots of such interest lie in the argument that creativity is the
seedbed of innovation. It is being suggested that the ability to unlock the creative
potential of economic agents offers much higher prospects for differentiation
and economic growth. For this reason, a substantial amount of work has been
undertaken with the aim of identifying professions and industries with greater
creative potential. As a result of these efforts, a number of economic sectors are
today classified as creative industries. However, while the beneficial effect of
these sectors on economic performance is often emphasized in theoretical work,
the empirical evidence is rather ambiguous. It seems that the ability to exploit
the creative potential of the economy depends on a wide range of factors aside
from specialization in creative industries and efforts to stimulate the creativity

of individuals.

The objective of this paper was to explore the spatial dimension of the growth
of Croatian regions by paying special attention to the role of creative potential.
While the economic behavior of Croatian regions has been investigated from
many aspects, the role of interregional effects has not been addressed. As noted

earlier, there are several reasons why the economic performance of some regions
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may have important implications for other regions, particularly those in their
immediate surroundings. Furthermore, while the importance of creativity for
economic performance has been recognized by researchers for some time, the
topic has been largely unaddressed in the Croatian context, with hardly any
reference to it being made in regional research. This is particularly true for
creative industries whose role in Croatian economy is largely unexplored. To
the best of our knowledge, this study represents the first attempt to address the
intraregional and interregional effects of creative industries on regional growth

in general.

The obtained insights provide support to the chosen research approach. There
is evidence of interregional performance effects, with improvements in the
growth of some regions having beneficial effects on other regions. The existence
of interregional effects has important implications for regional policy-makers
who in shaping their policies must also take into account the conditions in their
surroundings. Moreover, future regional research should address the spatial effects
of numerous other drivers of growth aside from creative potential. However, the
most important finding of our analysis is a negative contribution of the creative
potential to the growth of Croatian regions. The competitiveness of firms in
these industries depends on internal efforts, but also on a number of external
factors such as overall perception of producers coming from a region or country.
The established perception of Croatian firms as producers of standardized goods
and services may present a serious impediment to the efforts of creative industries
to position themselves on the market, as the competitiveness of these industries

is mainly quality-driven.

While addressing this previously untackled topic, our research has several
important limitations. Primarily these relate to the lack of available data on the
regional level and inability to explore additional avenues of research on creativity.
Future research should address the role of creative individuals in firms from
other Croatian industries. Moreover, future analysis should take into account

the ways through which firms employ individuals with creative potential and
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the methods used to stimulate the creativity of employees. Equally important
is exploration of indirect channels through which creativity can influence
regional and national growth such as innovation or attraction of foreign direct
investment. Finally, future research should investigate the role of regional factors
which can help unlock creative potential such as migration or education. These
recommendations for future research may provide more comprehensive insight

and policy recommendations for the development of creative economy in Croatia.
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