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Creative economy as a way for job creation and 

sustainable development 

Global economic slowdown is highly related to a weakening in demand for products and labor. 
From supply side, we produce more with less labor input, not only in developed countries, but 
also in large part of developing world. From demand side, consumer preferences experienced 
fundamental changes as well. We use to buy generic-local products produced by domestic 
producers, but our demand has been increasingly shifting to specific global products, often 
identified with brand names. Globalization has opened the door to a large pool of cheaper labor 
with foreign investment or outsourcing backed by increasing capital mobility. In addition to 
that, under globalization, trade boomed and exposed consumers to the same products found 
everywhere in the world. Cheaper and better made quality products made by multinationals 
quickly gained the hearts of consumers over generic products supplied by local manufacturers. 
Technological advancement, on the other hand, implied not only producing more advanced 
products but also at a lower cost through automation, less dependent on local capacity, and 
with less labor altogether. 
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The size of the labor force participating in the global market rose due to both an increase in the 
absolute number of working population and also to greater participation in developing 
countries, switching from subsistence farming to jobs in the manufacturing and construction 
sectors—a process partly captured in urbanization.  This large increase in the labor force should 
in principle bring positive contribution to growth as long as the normally assured virtuous 
economic cycle works properly. In other words, this is the case when an additional labor 
generates income which in turn generates demand for products, and thus more investment. 
Also, the more equal distribution of income at the global level should promote this virtuous 
cycle.  

However, greater capital mobility took work to where workers could be found and this allows 
to companies to provide labors at a lower cost. The result of all this is an increase in global 
consumer welfare (with cheaper price of products), more equitable income distribution at the 
global level (because developing countries gains from FDI and exports), but it is one of main 
reason which generates greater income inequality at an individual country level. In developing 
countries, only some workers have jobs linked to global market, while others are still 
disconnected from global supply chain. In developed countries, this capital mobility-trade nexus 
causes displacement of labor to developing countries and thus, it is regarded in part as 
increasing unemployment rate. This trend promotes industrial concentration arising from cross-
border economies of scale advantages and as a result, works in favor of larger corporate profits 
at the expense of more evenly distributed profits among multitudes of local SMEs. This also 
raised the number of self-employed workers, who has to compete in a narrowing product 
market that is largely dominated by multinational corporations. Increasing in self-employed is 
another sign of high unemployment. 

Greater income inequality at individual country level has induced structural unemployment 
with those who fall victim of job displacement in advanced countries and those in developing 
countries whose jobs are not yet fully integrated into the global product market.2  In both 
cases, this structural unemployment is supposed to result in fall in demand. The lack of demand 
cannot be simply compensated by boosting aggregate demand through macroeconomic 
policies.  

This brings us to raise a question on what we have to do in order to create sufficient demand in 
more sustainable and structural way. With macroeconomic policies having only temporary 
success, the repeated reversion to low demand since the global financial crisis argues for 
structural reforms. There are various factors at play which requires each different policy 
responses. 
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of Economics, Vol 121 No. 2, May 2006. 



a. Enhancing competition 

Greater concentration of industries due to economies of scale advantages led to greater 
monopoly power in the product market, leading to higher profits and falling wage share. 
Indeed, data indicate that corporate profits have risen relatively faster than wages during most 
2000s, both before and after the financial crisis.3   Monopolistic competition in the product 
market prohibits new entry of smaller firms, weakens the bargaining position of SMEs, and 
monopsony in factor market drives down profitability of family businesses and wages, and to 
higher unemployment.  There are other reasons for falling wage shares. For instance, in most 
developed economies, investment growth has been faster than labor growth, leading to 
significant capital deepening (increase of capital per worker). Although there are no clear 
evidence that the marginal value of capital has fallen relative to that of labor, capital stock has 
risen which could explain why wage shares have declined.  

Market entry and exit for startups (registration, bankruptcy etc.) should be made easier 

If wages shares have fallen due to capital deepening, it is not clear what policy options could (or 
should) reverse this trend.  However, falling wage shares call into question issues that test the 
robustness of antitrust regulations and this raise a question on whether these developments of 
the past decade in some countries can be reversed by strengthening the implementation of 
existing antitrust regulations or there is a need to supplement with new regulations is not clear 
at this stage.  Most likely, it will vary across countries.  

 

b. Supporting SME financing   

As higher per head cost relative to risk (adjusted return) have marginalizes SMEs, their access to 
financing requires government intervention in several countries. Whether this is a result of 
market failure or weakness of regulation remains to be seen.  Meanwhile, nonbank financing 
through institutions such as microfinance, trust, and other specialized lending institutions could 
be encouraged as long as they are properly supervised and operate within a sound regulatory 
framework, with clear limits on liabilities and well specified risks. Yet, proper supervision of 
nonbanks are more challenging than banks as their types are more diverse, implicit guarantees 
and exposure difficult to assess as their operations are often opaque.  Moreover, expansionary 
monetary policy will foster expansion of nonbank assets as they are facing on average less 
stringent regulatory environment. A blunt way of constraining on the other hand may constrain 
SME financing. 
                                                           
3 “Why have wage shares fallen? A panel analysis of the determinants of functional income distribution,” 
Conditions of Work and employment Series No. 35, ILO 2012; and “An Overview of Growing Income Inequalities in 
OECD Countries: Main Findings,” OECD 2011 



c. Promoting creative economy 

Conventional industries both in manufacture and service sectors may not absorb all redundant 
labor due to what we discussed just now. Using expansionary fiscal policy or job sharing may 
have temporary positive effect. However, these measures are not sustainable, due to already 
deteriorated fiscal position of developed countries and when these measures ends, once 
employed labor forces may fall back into unemployed state.    

One way of tackling this challenge is to address the shift in demand, creating new products that 
can attract demand away from the traditional good and services. In this context it is noteworthy 
to focus on the concept of creative economy. It refers to develop new products or process, 
service and improvement on the basis of innovative technology and creative ideas and to create 
new market for those products with proper legal and regulatory framework. This economy 
involves a shift in focus of value creation and demand away from conventional labor/capital 
dichotomy. Ultimate objective of creative economy is to sort out redundancy of labor problem 
by leading redundant labors into these newly developed sectors and to improve equality of 
wealth distribution by providing jobs. In promoting creative economy, it is particularly 
important to guarantee fair competition in product and service markets and strengthen 
intellectual property right in order to respect new ideas. Intellectual property should be 
expanded to include ideas not properly constructed.The new market will require a regulatory 
framework, financing, and guidance for start ups 

 

d. Pricing negative externalities of monopolistic firms 

 

Up to now, it is often neglected that profit maximizing monopolistic firms produce great 
amount of negative externalities which are not quantified in accounting terms. Pollution and 
deteriorating labor conditions are examples. There are no standard or rule to pricing these 
negative externalities and impose this price to the monopolistic firms. Now the public 
awareness in these problems is changing rapidly. Corporate Social Responsibility (CSR) already 
become important element in firm management and  consumer societies in different countries 
think that firms should introduce various measures in conformity of social value. This change in 
public attitude will create new segments of industries and process, such as air and water 
purification requirement etc, which in turn create new demand. 


