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Abstract

Research background: In order to achieve systematic development and tr@fvcreative
industries, instead of its being a random procefsctive cultural policy tools need to be
implemented. This task is greatly burdened by #ut that creative industries are a hetero-
geneous concept. Evidence suggests that indiretet aid is one of the most effective ways
to stimulate growth and development of audiovisement. Lithuanian indirect state aid
case suggests that there is still a great deabmfusion and misconception with the imple-
mentation and exploitation of this tool.

Purpose of the article: To analyze how effectively indirect state aid isswucted to stimu-
late growth and development of the Lithuanian ationandustry.

Methods: This paper uses two methods to gather data. Tsiedire is a quantitative ques-
tionnaire design to evaluate the overall situatanLithuanian animation industry. The
second method involves qualitative semi-structtinéerviews to collect specific data about
Lithuanian film tax incentive from representativasgovernment institutions that adminis-
trate local fiscal incentive scheme and represmetabf audiovisual industries.
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Findings & Value added: Results show that although Lithuanian film tax imiee can be
considered as a successful cultural policy todl bBraught a noticeable inward investment
to the local film industry and economy in genertlhad no positive effect on the local
animation industry. The gathered evidence suggéstisindirect aid tool should be con-
structed with more of surgical precision for eantustry, rather than a fit-for-all cultural
policy tool.

I ntroduction

In this paper, the authors attempt to give an dvacaount of the indirect
state aid tool, which is used to stimulate andaase innovation and inter-
nationalization in audiovisual industries, andhe broader sense — crea-
tive industries, over the past decade. From Eug®2€ strategy (2010) and
Creative Europe (2009) programme to UNESCO (2008)CTAD (2008)
and WIPO (2015) — all research on creative indestshow evidence that
this creative sector is still untapped and undeyeio Today there are no
more discussions on the topic whether creativedtighs can provide eco-
nomic input to any country beyond cultural benefas WIPO (2015:7)
notes, “the term “creative economizas itself come to symbolize a new,
global awareness of the role of creativity and imimn, (...) and their
contribution to economic, social, and cultural depenent”. Therefore, the
last decade was all about developing feasible tibals could achieve sys-
tematic growth and development of creative indastri

And this task is not that easy. In most generatrijgtsons, creative in-
dustries are defined as a group of industries ukatcreativity to produce
product or service that would contain cultural walB8ut in this paper, the
authors bring focus to the fact that creative itiguss heterogeneous,
therefore, the tools that would be universally etffee between such differ-
ent creative industries segments like advertisanghitecture, crafts, design
(product, graphic and fashion design) film, TV, icacpublishing and etc.
come with natural difficulty.

However, one of cultural policy tools has proverbto relatively suc-
cessful with the task of supporting systematic tigument and growth of
some creative industries segments. That tool malfisncentive schemes
(i.e. tax shelters, tax credits or rebates). Ty tof state aid becomes in-
creasingly popular around the globe in the pastyeers. Yet, today this
aid is mostly used to stimulate audiovisual indast(film, TV, animation
and in some cases — video games industries).

On the European scale fiscal incentives have prowédre effective cul-
tural policy tool to reach higher growth rates,oggpose to countries that
have not yet implemented any type of fiscal incaagi(Olsberg & Barnes,
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2014). Thus, evidence suggests that indirect saatehelps to sustain
growth and increase economic output from audioViswustries. Howev-

er, European Commission (EC, 2013) states that mestbers of the EU

cannot leave audiovisual industries to the matk@tause many of Europe-
an audiovisual projects would not have been maaplgifor reasons of

high investment required and the limited nationatliances. Therefore,
indirect state aid gives film producers a competitdge in local and inter-
national market, as well stimulates the developnoénhe local permanent
pool of human skills. Therefore, cultural policydatax policy are becom-
ing more and more intertwined (Schuster, 2006).

The Authors of this paper do not aim to introduceadditional fiscal
incentives theoretical framework, or to argue whithindirect aid types is
superior. Rather, this paper aims to identify diiechallenges that need to
be address when constructing state aid mechanisieveloped and sustain
growth of local animation industry. Authors arghatt although there are
always some local market specific challenges, thezealso some universal
elements that need to be implemented if fiscalrgitwe is expected to
improve the overall quality and quantity of prodaos. Such insights can
be used to inform policymakers how to develop thestneffective fiscal
incentives schemes that promote development angitigrof creative pro-
file enterprises. And on the other hand, how toicmtfalls when con-
structing state aid mechanism that covers sevedakiries?

This paper is structured as follows: the Authorstliy briefly introduce
to the internationalization phenomenon in creaitidkistries and why indi-
rect state aid is such a lucrative allurement. Ths Authors examine how
audiovisual aid policy has evolved from culturabiectionism to state in-
tervention on economic grounds in Europe. Seconrdlty,outline of re-
search on Lithuanian animation industry and itatrehship with the indi-
rect state aid mechanism is presentaktly, the Authors conclude with
a discussion of how the fiscal incentives schenmgddcbe updated, ex-
panded and modified to achieve systematic developwiethe animation
industries.

Literaturereview

Indirect state aid is not a new phenomenon. Thea@ian government had
experimented with fiscal incentives for film and TMlustries as early as
1974 (Morawetzet al., 2007). In USA, Louisiana passed the tax credit
scheme in 1992 (Grand, 2006), and by 2016, thatyes states offered
some form of film and television production inceres (NCSL, 2016).
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As at March 31st, 2017 there are a total of 22 peao countries that
could be identified using fiscal incentives scherteesupport their audio-
visual industries (Olsberg & Barnes, 2014; FNE, D0Furthermore, 10
schemes have been introduced in last four yeaexeidre, there is a clear
trend in continental cultural policy that recogsissconomic and cultural
benefits of this support policy towards creativdustries. It is worth men-
tioning that increased production scale and sc@we la positive correla-
tion with creativity and innovation (Crane, 2014).

Therefore, fiscal incentive schemes are used bymorent bodies as
a tool to stimulate growth, or at the minimum, soppcreative profile en-
terprises within a nation. However, it is importaminote that in all Euro-
pean countries there is also direct funding foative projects (Olsberg &
Barnes, 2014). Yet, the reason why indirect statdsasuch lucrative bait
in global audiovisual industries is that it prowsdé&soft money” to cover
production budget expenses. The term “soft monsyused to describe
assistance or investment that offsets the costrofdroduction. Thus, with
the help of fiscal incentives film producers camiage bigger production
scope without increasing the risk. As Lorenzen {20@btes, majority of
international audiovisual productions are desigimethke full advantage of
fiscal incentives schemes, as opposed to only fievare driven purely by
artistic reasons. Even co-production is perceivethiy as a tool to gather
a bigger budget (de la Garza, 2016; Caldwell, 2008grefore, modern
global audiovisual industries are greatly affedigdall type of “runaway
productions” to foreign locations with tax incemss (Lorenzen, 2007,
Yoon & Malecki, 2009).

Of course, there are other reasons why fiscal ineshave become so
important in the global market of audiovisual indies. One of those rea-
sons is that all creative production is projectdahsand all crew members
work on freelance basis (Davenport, 2006). Theegftinis provides pro-
ducers with a possibility to construct any new ecbjin the most economi-
cally-sounded way from grounds up, and to redugeexpenses involving
downtime. Furthermore, this means that in mostcasernationalisation
of creative project does not equal more expensgsgqlite the opposite
— a reduction of financial risk.

However, in many cases international operatioescaly the way to
gain ground for return on investment. Yet, whenlysiag internationaliza-
tion in creative industries there is a necessitgxplore and clearly define
the process. For enterprises in creative industnésrnationalisation is not
always associated with export. As mentioned abpk@ject-based activity
in creative industries forged a comfortable envinent for internationali-
sation within the production process. Internatiadion in creative indus-
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tries, excluding export, can be broken down to fgpes: (a) foreign direct
investment in the local industry, (b) outsourcihg foreign countries), (c)
(international) co-production, and (d) internatibobampany. In addition,
because creative industries use project-based fortarnationalization
(international co-production and outsourcing) oftunal product makes
sense economically and creatively.

Thus, creative project production is not only e@sinternationalise, but
in many cases producers are more than willing ttodocation where they
can obtain “soft money”. This, naturally, motivagsvernment bodies to
modify their cultural policy in order to exploitithtrend and to attract in-
ward foreign direct investment to the industry. $huvarious fiscal incen-
tive schemes have been introduced to support dewelot and growth of
creative industries in Europe, particularly audsonl industries, since the
late 2000s.

It is important to notice that in Europe these sobe were introduced
not for solely economic reasons. In Europe theie s&rong belief that au-
diovisual products, particularly films, play an iorpant role in shaping
European identities (European Commission, 2013grdfore, the state aid
to support cultural activities had existed befdreré was any evidence that
creative industries could become an economic pawesdn that bring sub-
stantial economic benefits to the local economytkhs, 2011; Mitkus &
Nedzinskaite-Mitke, 2015). Furthermore, for decadewas a matter of
prestige to sustain national audiovisual industithgtate aid, even if its
production could not bring revenue that would cosepenses or achieve
artistically distinguished production.

Therefore, although there are strong cultural azmhemic reasons to
stimulate growth of creative industries with direetd indirect state aid,
that also means that competition in the market beagistorted. In the EU
all support mechanisms have to comply with the geam law that regu-
lates state aid to ensure fair competition in tiom (EU Regulations,
2015). Therefore, any indirect state aid by mendbates, targeted to sup-
port creative projects, has to follow those resores. “Cultural test” is
a safeguard to insure that fiscal incentives wdagdused to support crea-
tive work and promote culture, rather than aid audual production that
has only commercial applications (like productiohvideo advertising,
music clip, pornography and etc.). And, althoughural test application is
logical in terms to use state aid only to suppograduction of cultural
products, it also has raised issues in practicaoffaan Commission,
2013).

The key issue with cultural test is its duality. lentioned above, cul-
tural test is a sentinel that ensures that aid lvélused only for production
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that is perceived as culturally valuable, but & $ame time the goal of the
fiscal insensitive is to attract inwards investmémtthe local industry.
Therefore, if a cultural test is designed too #irjat will beat the purpose
of aid as allurement. On the other hand, if cultdest is designed too
loosely, state aid could be used for not culturaldpction or even not be
comparable with the EU state aid rules.

The UK tax incentive can illustrate the former caskere the industry
and the government came to conclusion that cultestl is too strict and
needed to be modified so that better results wbaldchieved. In 2014 the
UK modified cultural test so it would put emphasis British creators,
rather than focus on British narrative to passdbiéural test. Thus, those
changes have been made to loosen up a little ditulles, so it would help
to encourage more inward investment to the UK fiidustry (BBC, 2013).
However, it is too early to determine what impdw thanges of fiscal
incentive scheme had on the British audiovisualigtg, as data collecting
process is still going on, but early evidence sstgthat it is mostly posi-
tive (BFI, 2016). However, industry-specific littmee claims that the UK's
tax relief scheme is the major reason for impresbwost that industry has
received in last few years (Ritman, 2017).

The report on the impact analysis of fiscal incem8chemes supporting
film and audiovisual production in Europe (Olsbé&darnes, 2014, p. 3)
states that there are three main types of incestruetures commonly used
in Europe — (a) tax shelters, (b) rebates andafcrtedits. For the purpose
of this paper, it is enough to conclude that exgyernment body is capa-
ble of determining which type of fiscal incentiveheme is best suited for
the purpose of stimulating audiovisual industriearthermore, once the
type of indirect state aid is chosen, in one wagrasther, evidence will be
gathered to determine if it is sufficient, or arype of modifying is re-
quired. Therefore, The Authors argue that it is thettype of fiscal incen-
tive scheme that makes or breaks indirect statebaicthe way it is tailored
to stimulate industry. For example tiie USA, since 2009, 10 states have
abandoned film incentive programs, as many stukd&ée& estimated that
the costs of this aid outweighs the benefits (LytB610; FNE, 2017).

However, it is paramount to look at fiscal inceativschemes in audio-
visual industries today as a survival tool, notaasinnovative way to get
ahead in the global competition. Adkisson (2018juas that the incentive
trend should be perceived as a zero-sum game. foherstate aid can help
to stimulate industry only if it is in harmony withther elements that are
perceived as in demand by the global market. leroffords, fiscal incen-
tives schemes do not give a competitive edge fooumtry anymore, but
rather allow for staying in the global competition.
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The Authors argue that although, there is a cleateace to perceive
indirect state aid as a very effective tool to @age development and
growth of audiovisual industries, the Lithuaniaseaemonstrates that the
aim to generalize the scheme so it would fit déférindustries (that are at
different level of maturity and development) may &@awed strategy on
the account of policymakers. However, indirectestaid is designed to
provide competitive edge in the global market te kbcal enterprise, and
cannot be perceived as an ailment. Thus, therenaingal limitations to
modification of this particular cultural policy tbo

Resear ch methodology

Two methods to gather data were applied in thidystEirst one is quanti-
tative questionnaire design to gather basic datutabnimation studios
operating in Lithuanian. The second method involgeslitative semi-

structured interviews, which were carried out With representative of the
Lithuanian Film Centre, (2) prominent film industrgpresentative that
used to be one of key lobbyist for this culturaligotool implementation,

and would regularly use Lithuanian film tax incemrtiand finally, (3) rep-

resentatives of three biggest animation studidsthuania.

For the quantitative questionnaire, a list of arioraorganisations was
compiled using partial lists available in governmagencies, industry as-
sociations, specialized institutes, etc. The austhdentified 24 animation
studios in Lithuania. A letter was sent by e-maihtl identified 24 anima-
tion firms inviting them to participate in the sjutb provide data about
national animation industry. Out of those 24 stadi6é studios verbally
informed the Authors that they refused to parti@pm the research for
various reasons. Therefore, eighteen animatiorictwdere investigated in
this research (75% of active animation enterpiiisésthuania).

A structured questionnaire with 46 questions ane extra section for
comments at the end was posted in the specifimiatglatform. The ques-
tions were formulated to be incoherence with EUdper 2020 strategy
(2010), Creative Europe programme goals (2009huahian Republic
Ministry of Culture Policy Guideline (2007) and hitanian Creative Indus-
try Policy Guidelines for 2016—2020 timeframe (2DIEhe main objective
of the questionnaire was to gather all-round infation about animation
industry for the first time in modern Lithuaniarstary.

However, this paper only analyses collected ddevaet to the indus-
try’s internationalization process. Thus, othelaxiked data about preferred
animation techniques, artistic achievements inonali or international
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levels, innovation processes within the industrgrcpption of national
academic level and so on, will not be addressehlisrpaper.

For the semi-structured interview that followed ofitative question-
naire, the most economically developed Lithuaniaimation studios were
selected. The sample pool of animation studiosesgmtatives is small,
because since Lithuanian fiscal incentive schems wwaoduced at the
beginning of 2014, not even a single animationgubhas used the oppor-
tunity to acquire indirect state aid (LKC, 2017hefefore, this paper fo-
cuses only on the biggest local animation studiibls the record of interna-
tional operations.

To identify these studios public internet platfofmww.rekvizitai.lt”
were used. This platform provides various inforimatiabout officially
registered Lithuanian enterprises, including, bat hmiting to, annual
turnover, number of employees and etc. Thus, studith the biggest
turnover were contacted to provide their perceptiod evaluation of na-
tional indirect state aid.

Findings

The data collected from conducted questionnairealed that 61% of
Lithuanian animation studios at some point in thi&time executed inter-
national operations. Furthermore, as many as 72fi6dted that their stu-
dio has at least once delegated their represeattdivnternational anima-
tion industry’s event such as “Annecy InternatioAalmated Film Festival
and Market” or “Cartoon ForumThus, even those animation studios that
have not yet executed any international operatawasnvesting in interna-
tional networking. Further on, the respondents wgven single-answer
Likert scale question, about how strongly they agnéth statement that
“participating in international industry eventsvigal to gather knowledge
and skills needed to produce high quality animapooiect”. 50% of re-
spondents indicated that they “strongly agree”; 28%espondents indicat-
ed that they “more agree that disagree”; 11% qiardents stated that they
“neither agree, nor disagree”; and the last twovans on the Likert scale
(“more disagree, that agree” and “strongly disareathered 5.5% re-
sponses each.

However, the data collected from conducted qualgégatemi-structured
interviews revealed that at the moment there isymchronization be-
tween cultural policies that regulates indirecttestaid structure and the
industry. The representative of Lithuanian Film Cerstated that overall
Lithuanian film tax incentive can be evaluated ascessfully implemented
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cultural policy tool. This statement is supportgdstatistics — 41 audio-
visual project was produced with the help of 4.7lian Euros gathered
through indirect state aid, starting fiscal inceatimplementation in 2014
(LKC, 2017). And with the help of this scheme, 2BBlion Euros in total

were invested in Lithuania from abroad.

Yet, the situation of the animation industry is sevhat different. As
the interviewee noticed, there are quite a fewaesidor animation indus-
try’s inaction and generalisation of the situatiorthe animation industry
difficult to reach. But in the end, it is an animoat enterprise’s call to use
or not to use this scheme to acquire soft monethiey projects.

The interviewed representative from the Lithuanidm industry ex-
pressed strong belief that the Lithuanian film istdy would not be able to
compete on the international market without indiretate aid. Thus, be-
cause fiscal scheme producers were able to lurarthmvestment that in
some cases even exceed annual direct state aiétbudg

However, the film industry representative has reatithat it took time
for the industry to understand the scheme, andg @ven harder to prove
that this scheme is beneficial to the businesssestwell. But as of 2017
situation has improved greatly. After three yeénsre are increased com-
petences within the industry, established netwagykiith the business sec-
tor, and even data that prove how this indiredessed is beneficial to the
local industry and economy. Therefore, as film stdy representative
sums up: “this incentive helped for the (film) irstity to find business sec-
tor andvice versa

However, when animation industry representativesevesked to share
their perception of the film tax incentive, they afjreed that at this point
the structure of the scheme is simply not veryaative. Most of the repre-
sentatives in some form indicated that they didfotly comprehend how
this scheme worked and at that point they did pet that investment in
better understanding would be beneficial for them.

When asked to indicate the key reasons for suaboa fim tax incen-
tive application for animation industry, a coupfepooblems were present-
ed. The first key issue is that the animation imgui Lithuania is much
less developed than the film industry. It stillkacesources and compe-
tences to be able to seriously compete on globgtehaAnd because of the
structure of the scheme, organisations in animaiimustry find them-
selves in a situation in which it is very hard &sg cultural and production
requirements of fiscal incentive. And, as one & thpresentatives stated:

! Lithuania is using “tax shelter” type of fiscakintive. Therefore, to receive aid Lith-
uanian producers need to secure a “donor” froml logsiness sector.
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“the procedure is too complex and requires too nextha work. Especial-
ly, in comparison to the amount of soft money thagy acquire”.

The second reason is the lack of direct aid touattian animation pro-
jects. As one representative pointed out, the tfzat the Lithuanian Film
Centre has been continually refusing to financenation feature film pro-
jects is handicapping the whole industry. And tivaturn, results in reluc-
tance to try film tax incentive.

Discussion

The study shows that Lithuanian animation indugdryn quite a conun-
drum. The evidence gathered from quantitative dumshire shows that
more than half of animation industry representatiaetively operate inter-
nationally, and around % of the respondents indctdhat representatives
of their animation studios participate in interpaal industry’s networking
events. This suggests that internationalisatiotustaf the company is gen-
erally pursued in the industry. This premise ispsufed by the evidence
that shows that more than half of the represemstigtrongly agree” and
a quarter “more agree that disagree” with the state that internationali-
sation is directly linked with the process thahéeded to obtain skills and
knowledge required to produce animation project #auld be perceived
globally as of high quality.

As data from interviews demonstrates, the Lithuariian tax incentive
is perceived very differently among animation aiheh industries. Repre-
sentatives of the Lithuanian Film Centre and tha fndustry perceive the
Lithuanian film tax incentive as a very successbtdl to stimulate local
audiovisual industries. Data about inward investimeaiso supports this
positive evaluation of this cultural policy toolhids, there is clear evidence
that a film tax incentive scheme can stimulateeast the film industry in
Lithuania. Therefore, the question is if film taxcéntive scheme is ill-
structured when it comes to stimulate animatiorustg or if the local
animation industry is not developed enough to de &b use this type of
aid to stimulate its growth.

As data from qualitative semi-structured interviesigygests, the key
problem is somewhere in between. By all accouts, lbcal animation
industry does not have the capacity, labour, skitl$or that matter, suffi-
cient funds to produce animation feature film. Altigh, animation industry
representatives indicate that from their pointiefwthe principal blame for
this situation should be put on the institution ganing the direct state aid
process.
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Evidence from literature review and from the Lithiga film industry
case study suggest that indirect state aid isyawauable tool to stimulate
growth and development of audiovisual industriest, Yh order for it to be
affective a few conditions need to be met. The @iondition is the maturi-
ty of the industry. If the industry is lacking recees to tackle bigger scope
projects, no indirect state aid scheme will lure/dand investment into the
local market. However, this generalization can bdoable-edged sword.
The indirect state aid purpose is to stimulate ginoand development of
the industry. Therefore, if this cultural policyotavere to be implemented
only if industry met “maturity” criteria, it couldnd up in a vicious cycle.

That brings us to the second condition. The desifgndirect state aid
scheme needs to be constructed with surgical jpoeciblot only does the
scheme need to be attractive to local and foreigulycer economically,
but it also has to be easily understandable andréstnative. Evidence
from interviews suggests that because film indistrgpresentatives par-
ticipated in the process when this cultural poliogl was constructed and
implemented, they instantly had a clear understandf the scheme and
were able to explain the benefits of the schentmiginess sector with rela-
tive ease.

Conclusions

Fiscal incentives schemes are gaining in populartbpong countries and
schemes are slowly implemented around the glolerdture review also
indicated that there is a trend for modificatiorsewe government bodies in
charge of cultural policy move the emphasis ofumalttest from the local
narrative to the local high-end creative labor.

Indirect state aid cultural policy tool needs to dagefully tailored to
achieve economic and cultural benefits. As eviddrm®a the case of Lith-
uanian film and animation industries analysis shathe fiscal incentive
scheme can have very different effect when theegfice of industries’
development is not taken into account.

Although, evidence collected from the questionnagirggests that ani-
mation industry is actively conducting internatiboperations and perceive
market as a global phenomenon. Thus, indirect stigteshould be a very
important tool to increase competitive stand inbglomarket. However,
statistical data and semi-structured interview aga@ that film tax incen-
tive is not very well understood among animatioduistry’s representa-
tives. Thus, it is not perceived as a tool in thabgl market, or to gain soft
money to produce local animation projects.
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The Lithuanian animation industry’s case studyesia question about
the concept of the indirect state aid, namely wdrethe fiscal incentive
should be implemented only when the industry reaslene sort of maturi-
ty level so it could successfully exploit this aidif it it be implemented to
increase the rate of industry’s grow and develogrbecause the industry
is not mature yet to compete in the global market?
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