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Abstract. The importance of the creative economy for the development of
society not only from an economic but also from a social and cultural point
of view has been the subject of numerous scientific and professional
studies. The connecting link between them is the observation that creativity
has been considered in recent years as a new type of competitive
advantage. As a generator of added value for all businesses, the creative
industries have unlimited growth potential and are thus seen as a route to
sustainable development. One of the problems of the creative industry is to
obtain resources for business development. This paper examines the
financial structure of selected areas of the creative industries in the Slovak
Republic, using mean values for 2016-2019, correlation and regression
analysis of financial data in 2019 (before the negative impact of COVID-
19). The findings point to the absence of credit sources, which confirms the
fact that these businesses are perceived as risky and unstable by banks and
financial institutions in the Slovak Republic.

1 Introduction

The cultural and creative industries have an important role to play in the creative economy.
The importance of the creative economy for the development of society not only from an
economic but also from a social and cultural point of view has been the subject of
numerous scientific and professional studies. The connecting link between them is the
observation that creativity has been considered in recent years as a new type of competitive
advantage. It is becoming the basis of a new direction, a new economic paradigm - the
creative economy. This concept is considered to be a relatively new direction in theories of
socio-economic development, which draws attention to the importance of human creativity
in development. The creative economy is one of the fastest developing sectors in the global
economy, providing income growth, new jobs and export earnings. In addition to the
economic benefits of the cultural and creative industries, the creative economy contributes
to addressing sustainable urban development issues as well as the 2030 Agenda [1].
Awareness of the potential of creativity and its proper management [2] is a value-added
generator for all enterprises.

The debate around 'cultural value' has become increasingly central to policy debates on
arts and creative industries policy over the past ten years and has mostly focused on the
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articulation and measurement of 'economic value', at the expense of other forms of value-
cultural, social, aesthetic [3]. There is wide consensus regarding the capacity of the creative
economy as a factor in economic development and sustainability in regions in the medium
term, and it is an issue that has aroused interest in measuring the creative potential of areas
by estimating composite indicators [4]. Autors Lishuan and Yanli [5] shows that evaluation
of cultural and creative enterprises shoud cover two parts: economic benefit and social
benefit.. Hence, the benefits of the cultural and creative industries are demonstrated not
only in generating more value for the region’s economy but also in creating social value,
such characteristics of cultural and creative industries as brand demonstration effect, social
morality drive effect, education effect and social capital. Douvon [6] points out in her
qualitative study on the characteristics, representation of creative and cultural
entrepreneurship in a developing country like Mali the influence impact in the global
economy of the country. Salder [7] proposes the Arts-based Creative Industries (ABCI)
supplement resource limitations and demands for creative intensity through networks;
techniques used by ABCI could be of value more widely to SMEs in an increasingly
network-based economy. Similarly, these networks risk locking firms into unrealistic
dependence on external sources of knowledge and funding which exert significant influence
on business development.

Creative industry represent a heterodox sector with high variation levels between firms.
Pressure has been placed on creative industries to adopt business practices that maximize
growth and contribute to national economic objectives. However, it is important to
recognize that this is a sector based on creative intensity and project-based systems. Given
the prevalence of small businesses in the creative industries, many entrepreneurs find it
difficult to finance creative projects due to limited access to banks or venture capital.
Bedendo et al. [8] document significant differences in the financing structures of small
firms with managers of diverse cultural backgrounds. To isolate the effect of culture, they
exploit cultural heterogeneity within a geographical area with shared regulations,
institutions, and macroeconomic cycles. Their findings suggest significant cultural
differences in the preference toward debt funding and in the use of formal and informal
sources of financing (bank loans and trade credit).

The financeability of small creative industry businesses can be affected by potential
differences in credit constraints and in the distribution of cultural origins across sectors, by
trading partners and locations too. For the same reason, we examined the financial structure
in different sectors of the creative industries.

The selection of creative industry entities according to SK NACE' was carried out in
accordance with the approaches of qualification of creative industry enterprises presented in
our previous research papers [9]. The set of surveyed enterprises was divided into three
thematic areas:

e Professional, Scientific and Technical Activities. This area includes architectural
and engineering activities, design activities, photographic activities, and advertising
and market research. This class covers a wide range of services that are most
commonly provided to commercial clients. It includes those activities which require a
higher level of professional, scientific and technical expertise, but does not include
ongoing, routine business services which are mostly of a short-term nature. In terms of
SK NACE Rev. 2, this is section 'M' and divisions 69-75.

e Information and communication. The information and communication sector
includes enterprises engaged in publishing, film production, video and television

T SK NACE Rev. 2 is fully compatible with the European classification NACE Revision 2, which is
laid down for the countries of the European Community by Regulation (EC) No 1893/2006 of the
European Parliament and of the Council of 20 December 2006.
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programme production, preparation and publication of sound recordings, radio and
television broadcasting, telecommunications, computer programming, consultancy
and related services. It is an activity that deals with a wide range of copyright content
(information products) and the creation of that content which is made available to the
general public by engaging in (or preparing for) the reproduction and distribution of
that content in various forms. In terms of the SK NACE, these are section 'M' and
divisions 69-75, and also section 'J' and divisions 59-63.

e Arts, entertainment and recreation. This industry comprises the operation of
establishments and the provision of services to satisfy the interests of customers in the
fields of culture and entertainment. It includes the production, promotion, and
participation in live performances, events, or exhibitions intended for the public; the
provision of artistic, creative, and technical expertise to produce artistic products and
live performances. Also included are the activities of libraries and archives; the
operation of museums, botanical and zoological gardens. For the sake of
completeness, it should be added that some entities providing cultural, entertainment
and recreational facilities and services are classified in other divisions, such as: film
and video production and distribution, (59.11, 59.12, 59.13), film exhibition (59.14),
radio and television broadcasting, (60.1, 60.2). Within the meaning of SK NACE Rev.
2, this is section 'R' and divisions 90-93.

2 Metods

In this paper we used the analysis of means and the method of regression and correlation
analysis.

The source of data for our mean value analyses are the financial statements of creative
industry entities for the years 2016-2019, which are aggregated into the so-called mean
values of financial indicators of economic activities in the Slovak Republic, which are
published by the Slovak Credit Bureau, s.r.o. as its eponymous publication [10]. The
median values of financial indicators are divided into four quartiles with values located at
the level of the lower quartile (DK), the median (Me) as the mean value of a series of
values arranged according to size, and the upper quartile (HK).

Within the structure of financial ratios, we focused on the ratios that determine the
financial structure of the creative industry enterprises namely: total debt to total assets ratio,
credit debt assets. Total debt to total assets ratio tells about the share of foreign resources
(both interest-bearing and non-interest-bearing) in financing the needs of the enterprise.
The credit leverage ratio indicates the extent to which the enterprise's needs are financed by
interest-only sources (e.g. bank loans, short-term financial loans, etc.). We have also
included the return on equity ratio (ROE) in the set of assessed indicators, which indicates
the level of financial performance of the enterprise. The indicator is mainly monitored by
the owners of the enterprise and demonstrates the appreciation of the capital invested by
them. Its amount depends not only on the size of the profit generated, but also on the size of
Own resources.

Further, the method of regression and correlation analysis was used to know and
mathematically describe the statistical dependence between quantitative statistical features
for the selected group of economic activities. Regression analysis is used to capture the
nature of correlation dependence and correlation analysis is used to measure the tightness of
correlation dependence. The object of the regression and correlation analysis were
enterprises of the group 90.0 Creative, artistic and entertainment activities, belonging to the
division 90 Creative, artistic and entertainment activities, according to SK NACE. The
database of economic results of Slovak companies of FinStat, s.r.o. [11] was used for the
analysis.
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3 Results

In the following subsections we present the results of the analysis of means for the selected
creative industries and the results of the regression and correlation analysis for one of the
selected industries, i.e. the group of the group 90.0 Creative, artistic and entertainment

activities.

3.1 Analysis of means

The mean values of financial indicators of economic activities in the Slovak Republic
(Credit Bureau, s.r.o.) are processed in the following table for selected sectors of the
creative industries according to SK NACE 71, 74, 73, 58, 59, 60,90 and 91.

Table 1. Setting Word’s margins

Architectural and engineering

Specialised design activities -

Photographic activities -74,2

activities -71 74.1
E;‘;;f::s 4682 | 5109 | 5358 | 4343 | 200 (293 | 349 | 290 | 347 | 443 | 492 | 363
Indicators 2016 | 2017 | 2018 | 2019 | 2016 [2017 | 2018 [2019 | 2016 | 2017 | 2018 | 2019
Total debt DK | 15,74 1496] 12,75| 1032] 21,31 12,13 951 886| 1443 1077] 8.19| 6,16
toassets [Me | 4446 | 41,87 39,86 | 35,04 | 68,83 51,84 4431 39,86 47,66 | 36,54 3647| 37,07
ratio (%) |HK | 83,08] 78.86| 76,72 | 72.35| 97,91 (93,19 92,12 91,82 90,42 | 85,52 83,37 | 83,28
Credit debt |DK 0,00 0,00] 000 000] 000 000 000] 000 000] 000 000 0,00
toassets  [Me 0,00] 000 000] 000 000 000 000 000 000] 000 000] 0,00
ratio (%)  [HK 0,00] 0,00] 000] 000 000] 000 000 000 000] 000 000] 0,00
DK | -7.33| 5.11| -1,73| 2,19 21,73 [10,71] 24,95 | -16,58 | 26,27 | -10,54 | -15,37 | -6,87
ROE (%) [Me | 1345] 1342] 1043] 893| 993] 812 280] 216] 1088] 9.85| 3,64] 3.53
HK | 38,19 3837 36,89 32,59 43,00 3821 37,12 28,46 | 33,93 | 32,73 | 27,090| 29,04
.. Motion picture, video and
LCVORLFIENT T G Publishing activities -58 televisli)on programme
research -73
roduct., .... - 59
23?;“::5 4670 | 5227 | 5605 | 4147 | 860 | 896| 889 | 676 | 804 | 942 | 1023 | 762
Indicators 2016 | 2017 | 2018 | 2019 | 2016 | 2017 2018 | 2019 | 2016 | 2017 | 2018 | 2019
Total debt DK | 17,99 | 1425] 10,96| 947] 15591507 1191 1063 ] 12.86] 11,62] 930| 7,54
toassets [Me | 57,84 | 51,74 49,94 | 4551 | 52215026 44,66| 44,72 41,69 | 38,12 34,61 | 3128
ratio (%) [HK | 95,61] 9341 91,88 ] 90,27 | 94,82[92,74 88,60 86,69 82,15| 77.86| 77.48| 73,17
Credit debt |DK 0,00 0,00] 000 000] 000 000 000] 000] 000] 000 000 0,00
toassets  [Me 0,00] 000 000] 000 000 000 000 000 000] 000 000] 0,00
ratio (%)  |HK 0,00] 000 000] 000 000 000 000 000 000] 000 000] 0,00
DK | -28,85| 21,46 -9,06| -10,88 | 29,11 [-22,78 -5,58 | -13,62| -6,07| -6,63| -423| -3,64
ROE (%) [Me 661 425 350] 218] 7.52] 6,06 s541] 3.40] 1390] 12,10] 637 6,72
HK | 3231 29,57] 28,74 2596 31,59 129,92 29.79| 26,31 | 33,04 29,56 26,09| 2591
Programming and Creative, arts and Libraries, archives, museums
broadcasting activities -60 entertainment activities -90 and other cult. activities -91
Business 43 45 47 29 | 558 | 721| 828 | 584 | 58 64 67 47
entities
Indicators 2016 | 2017 | 2018 | 2019 | 2016 | 2017 2018 | 2019 | 2016 | 2017 | 2018 | 2019
Total debt |DK | 32,30 | 31,23 ] 30,66 | 22,70 13,06 | 12,200 10,16 | 10,05] 27,31 | 22,56 16,60 13.43
toassets [Me | 69,63] 6042 71,01| 61,59 | 39,49 46,04 44,74 | 4480 66,32 ] 79,33 | 67,81] 55,30
ratio (%) [HK | 110,11] 99,72 10537 | 97,97 | 79,93 | 87,72 87,05| 86,65 130,05 | 115,62 | 109,95 | 108,51
Credit debt |DK 0,00] 0,00] 000] 000 000 000 000 000 000] 000 000] 0,00
toassets  [Me 0,00] 0,00] 000] 000 000| 000 000 000 000] 000 000] 0,00
ratio (%)  |HK 0,00] 0,00] 000] 000 000 000 000 000 000] 000 000] 0,00
DK | -40,64 127,60 | -65,01 | -16,55 | -20,34 |-28.47 -16,73 | -17,65 | -33,62 | -70,13 | -19,00| -3,20
ROE (%) [Me 036] 013] 750 286| 977 58] 286 1,69] s502| 1,08] 337] 1,83
HK | 5745 32,87] 40,13 31,73] 31,17 ]28,14 27,39 25,57 | 5547 36,33 | 47,59 27,27

Source: Own processing according to mean values of financial indicators of economic activities in
the Slovak Republic, which are published by the Slovak Credit Bureau, s.r.o.
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Total debt to assets ratio across the set of thematic areas under review showed a
declining trend in virtually all quartiles. For example, while in 2016 the median for
Professional, Scientific and Technical Activities was approximately 44.46% to 68.83%,
in 2019 it ranged from 35.04% to 45.51%. The highest indebtedness of assets was reported
by the Libraries, archives, museums and other cultural activities sector. In this sector, the
ratios in the upper quartile were above 100%, which means that the amount of foreign
funds was higher than the amount of assets, indicating the over-extension of the enterprise,
i.e. negative equity. The situation was similar in the the Programming and broadcasting
activities. By the nature of their activities, these two sectors are partly public utilities and
partly owned by municipalities, towns or the State. The other, much more significant part is
made up of privately owned entities, such as private radio and television stations and
private archives.

Credit debt to assets ratio in the assessed set of thematic areas and over the whole
analysis period shows zero values. This means that the enterprises in the analysis set do not
operate with interest-bearing capital. This may indicate the fact that, given the size of these
entities and the size of their assets and revenues, they do not have the possibility to obtain
interest-bearing, especially long-term, bank funding. The size of their assets limits their
ability to secure loans, while the ability to hold components of their assets that can serve as
collateral has an impact primarily on long-term interest-bearing resources. Thus, the zero
share of interest-bearing resources in the financial structure of enterprises is also an
indication of the structure of the assets at their disposal. It can therefore be assumed that
creative industry enterprises have a higher proportion of current assets than non-current
assets.

On the one hand, this increases their independence and autonomy; on the other hand, the
limitations of their own resources may be a barrier to their growth. At the same time, these
enterprises do not achieve the leverage effect of the tax shield

The return on equity (ROE) showed a variation. In the assessed thematic set, for the

whole period analysed, enterprises in the bottom quartile achieved a negative return on
equity. This means that these enterprises had either negative equity or a negative economic
result. For the entities classified in the Programming and broadcasting activities and
Libraries, archives, museums and other cultural activities , the negative return on equity
values correspond to the total indebtedness of assets indicator, i.e. these enterprises had
negative equity. In other areas, negative ROE values in the bottom quartile are due to
negative economic performance. In the upper quartile, where the best performers in the set
are located, the highest return on equity was achieved by the enterprises classified in the
Programming and broadcasting activities , but with a decreasing trend. Comparable values
were also achieved by enterprises in Libraries, archives, museums and other cultural
activities . Other areas of the creative industries had relatively balanced ROE ratios , e.g. in
2019 they ranged from 25.7%-32.59%.
It can be concluded that the financial statements in all areas follow a similar pattern. This is
also the case for both the asset structure and the financial structure, which may be due to
the fact that the creative industry is a people-based industry and not an asset-based industry.
It may also be a reflection of external environmental influences on micro and small
enterprises within the creative industries.

3.2 Regression and correlation analysis

The correlation analysis revealed the existence of a direct correlation between the
variables EAT, EBITDA, Equity, Liabilities, Sales and Assets. As the values of one
variable increase, the values of the other variable increase. The strongest correlation was
observed between Sales and Liabilities, Assets and Liabilities, Assets and Sales.
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Table 2. Results of correlation analysis

EAT EBITDA Equity Liabilities Sales Assets
EAT 1
EBITDA 0,8945 1
Equity 0,5789 0,8098 1
Laibilities 0,5321 0,7711 0,7821 1
Sales 0,6024 0,8377 0,8238 0,9438 1
Assets 0,5902 0,8387 0,9529 0,9343 0,9308 1

The aim of the regression analysis was to estimate the functional relationship between
the variables and to estimate the parameters of the regression function. Simple regression
was used to describe the relationship.

The null hypotheses that are tested in this analysis relate to the significance of the
location constant and the regression coefficient, with the null hypothesis asserting the
insignificance of the coefficient in question and the alternative hypothesis asserting its
significance. P-values are used to evaluate these claims. The table shows the functional
relationships for pairs of variables for which the P-values are statistically significant.

Table 3. Results of regression analysis

Indicators Regression function Adjusted R Square P-value

hth, oo | voows | Meoren
yZases y=19192x + 16132 R = 0,8729 tercept = 0.90157
Y y=2.203x + 16648 R’ = 0,8908 itercept = 000193
y~ Sales y = 6,5751x + 52200 R?=0,3628 g‘f;f‘i;sﬁgg 0
v E;l;l]jitlyiﬁes y =09192x + 16132 R*=0,6116 iﬂfgﬁfgé:ﬁ;ﬁggf&
ve gg;‘sty y = 0,4148x +9422.7 R? = 0,6786 g:g:ef%;%_ofsgl

For other combinations of variables, the chosen models were not appropriate. According
to Adjusted R-squared, which also takes into account the number of estimated parameters
and the number of measurements, a high degree of tightness is achieved by the relationship
between Sales and Liabilities, as well as between Assets and Liabilities. In both cases, the
growth of Sales is affected by the growth of Liabilities.

3.3 Suggestions and recommendations

Based on our analysis, it can be concluded that most creative industry businesses operate
with short-term, non-interest-bearing capital. This fact practically excludes the possibility
of long-term financial planning. This means that these enterprises operate in an unstable
financial environment and work with short-term financial plans, but this is also partly due
to the nature of their activity (many enterprises have a very short life cycle, e.g. film
production). The capital structure is also affected by the use of intellectual property rights.
These enterprises are dependent on intangible assets. They work with copyrights, licences,
trademarks, but these are not reflected in the assets, despite the fact that without their active
exploitation these enterprises often cannot operate at all. Consequently, the value of their
assets is lower and the accounting structure of their assets does not include those assets that
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can serve as hedging instruments. It would be possible to value these assets at their fair

value, but here we are faced with the problem of the variability of the value of these assets,

the relatively short life cycle of many businesses (e.g. film production), the relatively high
costs of registering intellectual property rights and also the tendency to value these rights,

e.g. by means of an expert valuation.

Banks are thus unable to recognise the true economic value of these assets and, as a
result, the possibilities for creative industries to obtain bank loans are very limited. Creative
industries are thus dependent on self-financing, which is the most important but insufficient
source of financing for their needs.

In view of the above, we are therefore formulating a proposal for measures that should
contribute to improving the financial situation of creative industry enterprises.

1. Motivate the banking sector to set up financing programmes for creative industries. An
example is the bridging loans prepared by Slovak Investment Holding in cooperation
with BKS Bank, VSeobecna tiverova banka, Slovenska sporite'na and UniCredit Bank.
The purpose of these bridging loans was to help entrepreneurs whose operations had
been affected by a pandemic or quarantine measures. However, these are rather one-off
measures which will not solve the problems of creative industry enterprises in the long
term. The solution could be the real launch of a so-called guarantee mechanism under
the Creative Europe programme, as proposed by the European Parliament in its Report
on a coherent EU policy for the cultural and creative industries. It is also important to
broaden the range of financial instruments available to businesses in the creative
industries, such as micro-credits, repayable grants and contributions, venture capital
funding, various models of collective financing and the creation of public-private
partnerships. The EFSI should focus on financing projects with a higher risk profile as a
priority, rather than financing projects that are normally viable through bank loans.

2. The creative industries are mainly funded by public subsidies and grants. The amount of
these depends on their focus and on the individual regions. The main source of funding
is the European Structural and Investment Funds. There are many instruments to
support the creative and cultural industries, an overview of which can be found on the
websites of the relevant line ministries and the Government Office.

The cultural and creative industries are supported by a number of grants. Regular calls

are launched to support entrepreneurship in these sectors. The following areas are

supported by grants:
- Creative vouchers,
- Worth-partnerships,
- Integrated Regional Operational Programme,
- Creative Europe 2014-2020,
- Creative Europe - Creative Europe 2020, Creative Europe 2020, Creative
Europe 2020, Creative Europe 2020, Creative Europe 2020,
- Audiovisual Fund.

3. Tt is clear that public sector subsidies can help with start-up and funding for creative
industries businesses, often being more accessible to key cultural sectors than to the
cultural and creative industries as a whole. In addition, the views of CCI representatives
(presented at various academic workshops and seminars) suggest that public initiatives
are not able to meet the expectations and needs of CCI entrepreneurs because they are
difficult to understand, often remote from the territory in which the company operates,
administratively demanding and do not necessarily represent long-term financial
support.

The European Parliament also stresses the idea of tax exemptions and the use of tax

credits (lower VAT rates and other tax incentives for both online and offline creative
services and labour-intensive products). It points to successful projects that have been
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implemented in this area in some Member States. Tax breaks should not only be
targeted at businesses, but also, for example, at the taxation of labour, which affects the
mobility of artists between countries.

4 Discussion

Perhaps the biggest obstacle facing entrepreneurs and businesses in the creative industries
is getting enough funding to finance their needs. The lack of finance for the creative
industries has been exacerbated by the pandemic crisis of COVID-19. Many scientific
articles are currently devoted to this topic. Eikhof [12] demonstrates how considering the
cultural economy’s typical business models and resultant work and employment practices
allows understanding that the inclusion and diversity impacts of the COVID-19 pandemic
will be driven by more than workers’ differing abilities to buffer short-term income
insecurity. Betzler et al. [13] highlight that early policy measures have been developed
against the backdrop of a complex interplay of public policy priorities over the last years. In
these priorities the intensity of state involvement, the economic situation before the
pandemic and the propensity of self-employment in society are key to understanding the
adoption of specific policy measures across countries.

The uneven impact of Covid-19, coupled with the various government measures in
place, will very likely result in a widening of existing inequalities, which is more worrying
in the long term because of the diversity and inclusiveness of the sector.

The resilience of the creative economy as an important sector of the national economy
should not only be ensured in the short term. Securing the long term requires critical
reflection on business models and the inner workings of the sector, and perhaps a move
away from discussions of economic growth to new agendas for creative social economies
[14] and environmental economies [15, 16].
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