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2 Socio-Economic Analysis

2.1 Demography

The substantial growth in Cornwall and the Isles of Scilly’s population is one of the key features of the area,
providing both opportunities and challenges. It is now home to more than 515,000 people, an increase of 47,000
people since 1991 alone – or equivalent to two new towns the size of Truro. Outside London, Cornwall and the
Isles of Scilly has experienced one of the highest rates of inward migration in the UK, with a net influx of more than
6,000 people per annum since 1997. This has been concentrated amongst the 30-60 age group with, until very
recently, a corresponding out-migration of younger people. An expansion in the educational offer, as well as better
job prospects, are crucial to continuing the retention of younger people.

There is a consensus that the population will continue to grow rapidly. In 20 years time, Cornwall and the Isles of
Scilly is likely to be home to more than 600,000 people. Much of this growth is likely to come from people in the
workforce relocating from other parts of the UK to take advantage of Cornwall and the Isles of Scilly’s attractive
lifestyle offer. Its population is also getting older; over the next 20 years, the number of retirees is projected to
increase by 75% to 177,000 or 3 in 10 of the population. This will generate a number of challenges, not least on
the housing market, as well as demand for healthcare and other support services.

The other major change at work in Cornwall and the Isles of Scilly is the growing number of households, driven not
just by more people but also by societal changes such as fewer and later marriages and the predicted growth of
single person households. The ability of Cornwall and the Isles of Scilly to accommodate and harness this growth
will be instrumental in addressing the weaknesses in the economy. The growth in the population has been
accompanied by a booming housing market, with house prices now above the UK average at more than £200,000.
Housing now plays a bigger role in influencing growth and regeneration than ever before, with household incomes
growing more slowly, and affordability ratios rising.

2.2 Employment

Economic Activity Rates of Working Age People
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Overall economic activity rates for working age people in Cornwall and the Isles of Scilly were 79% in May 2005
(237,000 people). This was below the South West (81.6%) and slightly above England (78.8%) averages. The
figures are lower than the region as a result of the economic activity rates amongst the female working age
population in Cornwall and the Isles of Scilly, which are considerably lower than in the South West as a whole. In
May 2005 the economic activity rates for working age females stood at 73% (106,000 people), compared to 77%
across the South West. For activity rates to be commensurate with the region would require an additional 5,800
economically active females. This compares to an economic activity rate in Cornwall and the Isles of Scilly of 85%
(131,000 people) and 86% in the South West for working age males1.

1 Annual Population Survey, 2005
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Employment Structure – Current and Future
There were a total of 178,534 workers in Cornwall and the Isles of Scilly in 2004, a growth of 23,770 employees
since 1998. At 15% growth over six years, this is higher than the increases at the South West (+11%) and national
levels (+6%). The main growth sectors over the period 1998 to 2004 were:

Real estate/business services +8,169 Education +6,693
Retail +5,464 Hotels and catering +4,073

Over the same period there were some job losses in the construction and manufacturing sectors. In the latter
case, given the long term trend in manufacturing, the employment performance was strong. The most dramatic job
losses in relative terms were experienced in the primary sectors - agriculture and fishing and mining and
quarrying. The recent job losses in the china clay industry are indicative of the continuing vulnerability of some
sectors.

While the employment increase out-performed the national and regional economies, only limited progress was
made in re-structuring the economy. Retail and hotels and catering continue to account for a very high proportion
of employment and the public sector remains a very important employer. Although the growth in education is a
very positive development, Cornwall and the Isles of Scilly remain under represented in value added service
sectors.

The workforce is characterised as having a high proportion of part-time workers - approximately 15% of the male
workforce is employed on a part time basis and 53.8% of working females, an exceptionally high level. Of the total
workforce, approximately 54.5% are female. This is significantly higher than the levels recorded at the South West
and national levels.

Female employment is concentrated in the large and growing sectors of ‘distribution, hotels and restaurants’,
‘public administration, education, and health’, and ‘banking, finance, and insurance’, where it accounts for over
50% of the workforce. However, in each of these sectors, female representation decreased between 1998 and
2004 due to the faster rate of growth of male employment.

Total Number of Employees, by Industry and Gender, 1998, 2001, 2004
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The transition to a service driven, knowledge based economy is anticipated to accelerate over the next 20 years in
Cornwall and the Isles of Scilly. Using the base case scenario of 2.8% per annum growth in GVA for the region,
the total number of jobs is forecast to grow by more than 35,000; reaching approximately 250,000 in 2026. Overall
jobs growth is forecast to exceed the regional rate. Retail/distribution, business services and education/health are
expected to be key drivers of jobs growth, a proportion of which will be derived from the growing and ageing
population. The additional jobs in business services alone will be equivalent to the totality of those lost in primary
and secondary industries. By 2026, service industries will account for 4 in 5 jobs, including the public sector.

Earnings
In 2005 the median weekly earnings for all workers in Cornwall and the Isles of Scilly was £263.10. This is
significantly lower than the average recorded at both the South West (£320.20) and the UK (£349.60) levels. The
median weekly earnings recorded in Cornwall and the Isles of Scilly have risen by 15.5% (£35.40) between 2000
and 2005, though this is less than that recorded at the South West (+17.4%) and national level (+16.7%).
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Weekly Earnings for all Workers (Median, Workplace Based)
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Source: ASHE © Crown Copyright / LINC

In comparison to other areas of England, Cornwall and the Isles of Scilly is among the poorest in terms of wage
levels. Apart from Carrick (£304.10 per week) all the Cornwall districts have median weekly income levels below
£300. Penwith, at £237.50 per week, is amongst the bottom five local authorities in England for earnings levels.

There appear to be two factors at work here. The first is that the employment structure and preponderance of part
time employment leads to low overall earnings. This is typical of an economy in which tourism accounts for 25% of
the economy. The second factor is that within the various sectors, wage rates are lower than elsewhere linked to
lower levels of productivity and profitability. There is a need to increase the proportion of employment in sectors
with higher than average earnings; the productivity, profitability and earnings of companies in Cornwall and the
Isles of Scilly; and the proportion of the workforce working full time.

Messages for the Operational Programme

Economic activity rates are close to the national average, although lower than levels seen in the South West as a
whole. Female economic activity is considerably lower than in the region (with a missing 5,800 compared to the
regional levels), which suggests that the supply of labour could be increased if barriers to women taking up
employment prospects were addressed. This could play an important role in tackling the recruitment difficulties
and skills shortages, and possibly reduce the pressure to import labour with consequent pressures on the housing
market.

The recent employment growth in Cornwall and the Isles of Scilly has been exceptional, at two and a half times the
national growth rate. In spite of this strong employment growth, the economy remains dominated by sectors
dependent on the public sector and/or with a tendency to offer low paid and part time employment. Only limited
progress has been made with regard to increasing employment in sectors with a high growth and higher
skilled/pay profiles. There is a continuing challenge to modernise the economy, while acknowledging that some
important key sectors, such as tourism, face a challenge in terms of reconciling the need to maintain
competitiveness while increasing value added and wage levels.

The predicted overall growth in employment and output provides a positive context for the continued regeneration
of Cornwall and the Isles of Scilly. The decline in manufacturing jobs (many of which are better paid) will be offset
by the growth in services, although many of the new jobs will be low paid/low value added. Even if a positive
balance of higher value added service jobs is secured, progress is likely to be slow. This means that higher
growth rates are required with a greater proportion of higher valued added activity in order to deliver the desired
transformation of the economy.

Increasing wage levels and average earnings in Cornwall and the Isles of Scilly will require a combination of
actions which restructure the business base and improve the competitiveness of existing businesses. Most
importantly, it will require a shift to competing on the basis of quality not price, and this will require higher levels of
investment in both capital and human resources.
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2.3 Competition

GVA (Current and Future) and Output
In 2003 the total Gross Value Added (GVA) for Cornwall and the Isles of Scilly was £5,322 million. This
represented approximately 7% of the total South West GVA. The economy has expanded at a much faster rate
since 2000, with growth easily outstripping the regional and national economy. This growth can largely be
attributed to GVA increases for the retail, real estate and utilities sectors between 1993 and 2003.

Headline GVA by NUTS3 area at current basic prices 1995-2003 (£ million)
1995 1997 1999 2000 2001 2002 2003

UK 639,115 720,028 799,387 841,505 883,412 930,796 981,732
S. West 47,654 54,522 60,795 63,713 67,335 71,095 75,086
C & IoS 3,227 3,625 4,009 4,293 4,646 4,985 5,322

Source: ONS (2005) Local Gross Value Added – First Release 21 December 2005

The latest data provided by Eurostat appears to confirm the very high level of growth since 2000. The GDP/capita
figures produced at the European level indicate that Cornwall and the Isles of Scilly has experienced a marked
improvement relative to the EU average – from 65.3% to 75.8%. The data also suggest that the growth has been
exceptional relative to other regions lagging behind i.e. it is more significant than the general trend.

The most marked increase in GVA per head has been in Carrick and North Cornwall, with Carrick being the only
Cornish district with GVA per head above 80% of the national average. In spite of a marked increase in Caradon it
remains the lowest of the districts, although Restormel is notable for only recording a marginal improvement in the
ten years between 1993-2003. The GVA per head figures in Caradon, Kerrier and Penwith are exceptionally low,
with all below 65% of the national average.

Top Five GVA Sectors (Percentage and Value Five Year Change)
Sector Size

(£mil),
2004

Size
(£mil),
1999

5 Yr %
Growth

Pharmaceuticals 3.8 2.1 84.7

Gas Supply 3.6 2.2 62.9

Manuf. Fuels 7.4 5.7 30.1

Motor Vehicles 4.9 3.9 25.8

Electronics 2.9 2.3 25.7

Sector Size
(£mil),
2004

Size
(£mil),
1999

Value
1999-2004

Other Bus. Services 900.4 826.1 74.3

Retailing 672 622.8 49.2

Hotels & Catering 562.2 520.1 42.1

Education 339.5 299.6 39.9

Health&Social Work 494.1 457.5 36.6
Source: Cornwall Local GVA model (© Nankivell 2006) and Regional Accounts, ONS (© Crown Copyright 2006), LINC

The tables above illustrate that certain sectors of manufacturing have grown significantly in percentage terms
though it is the service sector which has experienced the greatest growth in value terms. The three sectors which
have contributed the greatest value to additional GVA are other business services, retailing and hotels and
catering. Less positively, the latter two have a low GVA per head, and this partly explains the limited improvement
in this key indicator. The education contribution to GVA has and will continue to increase as the full benefits of
CUC are incorporated into the figures for 2005, 2006 and beyond.

The period 2002-2010 is predicted to be a period of economic growth in the UK. This will particularly be the case
in Cornwall and the Isles of Scilly which are forecast to see an average annual real GVA growth of 3.9%. In
comparison, the South West is forecast to experience a 2.8% growth rate.

The wholesale/retail and business service sectors are the biggest contributors to the Cornwall and the Isles of
Scilly economy, each accounting for more than a fifth of total output. Services as a whole, excluding the public
sector, now make up more than 60% of output, significantly higher than the national average. The area has,
however, a disproportionate share of its output from lower value service sectors.

The combined output of the wholesale/retail and hotels/catering sectors reflects the importance of tourism to the
local economy and the growing population. Output growth from the hotels/catering sector has lagged the national
trend over the past decade, reinforcing the challenge of upskilling the workforce and making better use of other
inputs in order to secure higher productivity and growth rates. Elsewhere in the service sector e.g. finance, output
growth has outstripped growth nationally, although the overall contribution to total output is still lower than the
national average.
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Agriculture now accounts for less than 2.5% of output in Cornwall and the Isles of Scilly overall, although the
influence of the sector on the economy is much greater through supplier linkages and other effects. Agriculture’s
share of output continued to fall between 1993 and 2003 and the decline exceeded the reduction nationally. The
impact of Foot and Mouth Disease (FMD) in 2001 is a key factor in this reduction and output has since recovered.

The public sector has grown in importance over the past decade, although it accounts for a smaller share of output
than in the national economy. As the additional funding for health and education in particular starts to plateau in
the medium term, future increases in output will become more and more dependent on improvements in
productivity in the public sector.

Productivity
Work recently completed by Local Futures highlights the scale of the economic challenge facing Cornwall and the
Isles of Scilly. In the report “State of the Nation 2006” a productivity index was produced that used a combination
of Gross Value Added per head and earnings. This benchmarked productivity for local authority areas to a national
average of 100, and ranked each local authority area from 1 to 404.

Productivity Index
Rank District Region Productivity Score

England = 100
392 Restormel SW 64.12
393 Pembrokeshire Wales 63.48
394 Torbay SW 63.31
395 Bridgnorth W Mids 63.21
396 Caradon SW 62.40
397 S. Shropshire W Mids 62.39
398 North Cornwall SW 62.15
399 Kerrier SW 62.03
400 West Devon SW 60.28
401 Alnwick NE 59.42
402 Penwith SW 58.56
403 Torridge SW 58.45
404 Berwick-upon-

Tweed
NE 57.19

Source: State of the Nation 2006. Local Futures

Productivity in Key Sectors 2004

Sector
FTE
Employment

Factor
Productivity

Environmental
Technologies

1,576 £63,000

ICT 1,530 £52,000

Marine 1,295 £45,000

Biotechnology 559 £44,000

Advanced Engineering
(inc Aerospace)

1,361 £37,000

Creative Industries 3,182 £35,000

Food & Drink (incl.
primary prod)

9,633 £25,000

Leisure & Tourism 10,529 £25,000

Source: State of the Nation 2006. Local Futures

As the table highlights, five of the Cornish districts were in the poorest performing group nationally on this key
indicator. All five had a productivity level at below two thirds of the national average. Notably, the same report also
raised issues about the distribution of enterprise in the UK, using another Index which also places Cornwall and
the Isles of Scilly in the lower performing category, although not to the same extent as the productivity index.

Factor productivity varies considerably across key sectors ranging from £63,000 per full time employee in
environmental technologies (where job numbers are relatively modest) to £25,000 in tourism and leisure where
employment numbers are considerable. The balance between high and low value added sectors accounts for the
overall low productivity figures for the economy as a whole.

Messages for the Operational Programme

Although the growth in GVA has been impressive, population growth means that little progress has been made
with regard to GVA per head. In essence, GVA growth has only partly been driven by productivity growth, with a
significant element of growth being accounted for by more people in employment. The increase in employment
has however been accompanied by an increasing population including the economically inactive and a non
working elderly population. There is a need to focus on reversing low levels of productivity as much as
employment and economic activity rates in future years.

Although the forecast growth rate is a positive feature, there is a need to raise the productivity of existing jobs to
move away from a low wage, low value added economy. While a growing population brings with it additional
employment, this is often in local service related employment, potentially reinforcing the low wage economy. An
increasing population will also place more pressure on both the housing market and local services including health
and education. It is not clear if the predicted level of growth is sufficient to allow Cornwall and the Isles of Scilly to
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absorb the increasing population. On the positive side, the increasing labour pool and increase in local
expenditure will create new economic prospects for local businesses.

Whilst output has increased in many sectors over the past decade, and in some cases at rates above the national
average, increased labour and other inputs, rather than significantly higher productivity, accounts for much of this
increase. There is a high proportion of output in lower value added sectors and significant structural change is
required to increase the contribution to national GDP. As the economy continues to expand, making better use of
capital, the workforce and other inputs will be essential to boosting output and increasing GVA per head.

The exceptionally poor productivity scores for five of the Cornish Districts encapsulates the scale of the challenge
facing stakeholders in improving the relative economic position of the county. The very low scores covering such a
large proportion of the economic base will require concerted and long term actions.

Across a number of key sectors the range of factor productivity varies considerably. This does not necessarily
make one sector more valuable than another, and a balanced economy has representation across all sectors. It is
important however where lower value sectors are strongly represented to both work to broaden the economic base
and at the same time seek to improve productivity levels in lower value sectors.

2.4 Enterprise

Business Stock

Stock of VAT registered businesses - Cornwall & Isles of Scilly (1999- 2004)
Year De-registrations Registrations Net Change Stock

1999 1,265 1,370 +105 17,785

2001 1,170 1,330 +160 18,105

2003 1,450 1,585 +135 18,465

2004 1,590 1,475 -115 18,345
Source: VAT Registrations and stocks/ VAT registrations & de-registrations by industry 1995 to 2004 (ONS©NOMIS) - Socio-
Economic Stats for Cornwall, Research and Information, Cornwall County Council

In 2004 there were 18,345 VAT registered businesses in Cornwall and the Isles of Scilly. Between 1999 and 2004
there has been an overall increase in business stock of 560 (+3%). This growth rate is less than those recorded at
both the South West (+4.6%) and UK (+4.7%) levels. The volume of new registrations has been increasing,
reflecting a stronger national and regional economy, although the number of de-registrations has also increased.

The decline of 115 businesses between 2003 and 2004 can largely be attributed to the overall increase in
agricultural and fishing business de-registrations at a national level during 2004. With the exception of agriculture,
manufacturing, retail and financial intermediation, the other sectors have seen an increase in total numbers of VAT
registered businesses between 1999 and 2004. Whilst agriculture is still a dominant sector with 20.7% of the total
business stock, it has lost 415 businesses over the five year period. This is a reflection of the re-structuring that
both agriculture and fishing have experienced over the last decade.

In numerical terms, three sectors dominate the business base – agriculture (3,900), retail (3,900) and real estate
and business services (2,600). In this last case, while the numbers are considerable, as a proportion of the
business base the group constitutes less than half the corresponding national figure. This under representation is
also reflected in the employment figures and is one of the key structural weaknesses in the economy.

The percentage stock of VAT registered businesses in the hotels and catering sector in Cornwall and the Isles of
Scilly (11.4%) is higher than those found at the South West (8%) and UK (7.1%) levels. In contrast, the stock of
businesses in the higher paid sectors, such as manufacturing and high growth/high paid sectors such as finance
(0.2%) is lower than the South West and UK averages.

VAT registered businesses represent the most significant part of the business base (in turnover and employment
terms), but Cornwall and the Isles of Scilly also has a large number of smaller enterprises and people who are self
employed (approximately 18% of the working age population). These businesses are particularly important in
certain sectors, including some potential growth sectors such as creative industries.
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Business Start Ups
In 2003 there were approximately 41 business registrations per 10,000 working age people in Cornwall and the
Isles of Scilly. This was higher than start-up rates recorded at the South West (38 per 10,000) and England and
Wales level (30 per 10,000). Indeed, Cornwall and the Isles of Scilly had the eighth highest start-up rate of all local
authorities across England and Wales.

The sectors experiencing the highest percentage of start-ups were in real estate (22.3%), retail (22.3%), hotels
and restaurants (19.2%) and construction (16.4%). Whilst these trends are similar across the UK as a whole, the
proportion of new starts in real estate, renting and business services sector (36.2%) at a national level is much
higher than in Cornwall and the Isles of Scilly.

While the high start-up rates in retail and hotels and catering reflect the strong tourism economy, and a healthy
churn of new businesses is important in any sector, it does help to perpetuate the preponderance of lower value
added sectors in the business base. In terms of the number of businesses relative to its population size, Cornwall
and the Isles of Scilly compares well both to the South West region and nationally. Along with the business start
up data this suggests that Cornwall and the Isles of Scilly are not short of entrepreneurs or an entrepreneurial
culture, rather it is the type of businesses and the continued dominance of lower paid sectors which contributes to
the area’s poor relative economic performance. The area also has very good survival rates, and these have been
improving for some time. Over 70% of businesses are still trading three years after being set up.

Self Employment
Cornwall and the Isles of Scilly has a very high proportion of its workforce in self employment (17.5%). However it
would appear that the picture has deteriorated slightly in the last five years against the regional and national
picture. In other words, the growth in employees has not been matched by the proportionate growth in the self
employed group.

Self-Employed as a Proportion of all those in Employment, aged 16+
2000 2005 Change (%)

England 12.2 12.9 0.7

South West 14.2 14.7 0.5

Employees (16+) 1,979,000 2,058,000 79,000

Numbers Self Employed (SW) 333,000 360,000 27,000

Cornwall and the Isles of Scilly 18.1 17.5 -0.6

Employees (16+) 163,000 194,000 31,000

Numbers Self Employed (C & IoS) 37,000 42,000 5000
Source: LFS

Messages for the Operational Programme

Cornwall and the Isles of Scilly has a reasonable number of businesses and a relatively healthy start up rate. The
major issue is the structure of the business base, with a need to increase the start up rates of particular types of
business, notably those in higher value added services. Creating the conditions for local businesses to survive,
grow and compete more effectively is a considerable challenge for the Operational Programme.

With regard to business development support, while improving the productivity and competitiveness of all
companies may be an important ongoing objective, there is a need to focus on accelerating the growth of
companies from high value added sectors. There is also a need to retain the proportion and volume of self
employed and start-ups and encourage business growth and investment.

Regional Priority Sectors
The Evidence Base which supported the review of the Regional Economic Strategy highlighted a number of
sectors already identified as a priority for the South West, and in a number of cases Cornwall and the Isles of
Scilly make a major contribution to the regional strength and competitiveness of these sectors. The table below
analyses the size and relative performance of key sectors.2.

2 It looks at both broad sectors such as ‘manufacturing’ and more specialist ones such as ‘environmental technologies’, there will of course be
some overlaps.
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Cornwall and the Isles of Scilly Sector Size and Performance Analysis
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- Despite a small decline in its percentage of total GVA, in absolute terms the sector has grown from £131 million in 1999 to £186
million in 2003.
- The total number of businesses fell (1999-2003) from 653 to 607, but employee numbers have increased. This implies that the
main business losses have been among the smaller and micro-businesses employing up to 10 people. In contrast there has been
a steady growth in the number of businesses employing more than 11 people.
- Employment rose from 8,394 in 1999 to 9,740 in 2003 (5.5% of the total workforce), in contrast to a decline regionally and
nationally. Over the same period the sector lost 10,406 jobs across the region.
- The main growth sub-sector in Cornwall and the Isles of Scilly was the production and preparation of meat which grew from
1,419 to 2,504 employees. Other large sub-sectors are the manufacturing and retail of bread, pastries and cakes.

Factors affecting the sector’s growth:
- New chilling, packing and distribution facilities are making it easier to sell fresh local products to
national and global markets. Marketing initiatives such as the Cornish King brand have reinforced
public trust in Cornish produce; and
- Many local farmers now have organic certification which allows them to tap into rising consumer
demand.
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- In 2003 Cornwall and the Isles of Scilly received 4.9 million domestic tourist trips and a total of 25.8 million tourist nights.
- A further 0.24 million trips and 1.6 million nights were made by overseas visitors. In total, it is estimated that these visits
contributed £1,216 million to the economy (27% of the total South West spend and 4.5% of the England spend). There is some
evidence that visitor numbers have peaked, although it is not clear if this is a temporary phenomenon, or a longer term trend.
- Visitor related spend in Cornwall and the Isles of Scilly resulted in £1,530m to the local economy supporting an estimated 54,248
full and part-time jobs. These can be split between 46,812 jobs attributed to staying tourists and a further 7,436 jobs resulting from
day visitor spend. This equates to 39,993 equivalent full time jobs being attributable to visitor spend, or 25% of the total workforce.
In terms of Gross Value Added (GVA), the hotels and catering sector alone contributes between 6% of the economy in Kerrier to
11.6% in Penwith and 21.5% in the Isles of Scilly.

The tourist season has been extended in recent years, although numbers are still greatest in the
summer months. The number of visitor attractions has increased in the past ten years. More
people appear to be staying for shorter breaks, and this has the potential to lengthen the season,
and reduce the seasonal nature of employment. In recent years tourism, as measured by tourism
trips and overnight stays, has grown in Cornwall and the Isles of Scilly, against a backdrop of
falling tourism figures across the South West and England. In 2003 Cornwall and the Isles of
Scilly accounted for 28% of the South West’s overnight stays, up from 23% in 2000. Tourism
spending has also grown faster in Cornwall and the Isles of Scilly, increasing by 34% over the
period 2000-03 compared to 4% and 6% growth in England and the South West respectively.
New tourism markets based on quality will help to sustain the volume and duration of overnight
stays.
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- Employment has increased significantly against regional employment losses of 9.1% (2000-2003), primarily a result of increased
employment in recycling and the demolition of buildings.
- There are 166 businesses (2004) in the ET sector (approximately 10.5% of the total regional environmental technology business
stock). It is dominated by micro-businesses with 80% employing between 1 and 10 employees. The bulk of the workforce (630) is,
however, employed in businesses with between 11-49 staff.
- In 2004 there were a total of 1,478 people employed in the sector, 93% on a full time basis. The sector is dominated by male
employees (85%) who generally have high levels of educational attainment.

An extremely diverse sector3 but a small employer, although there is considerable potential to
increase employment in the medium term.
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- The sector is characterised by a high number of business, although many of these are categorised under other headings.
- It has an estimated turnover of £250 million with a total of 3,294 businesses employing an estimated 8,600 people (4% of the
total workforce). Approximately 76% of the workforce is freelance or self-employed, and in total the sector contributes £100 million
to the Cornwall and the Isles of Scilly GDP (3.3%).
- The largest sub sector is the visual arts, excluding crafts and photography, followed by film and video. In the former case,
employment has been estimated at 3,300 making it a very significant employer.

Although the sector is highly skilled, the fragmented nature of the business base and nature of
the market reduces earnings. Recent research has identified a number of weaknesses with the
majority of businesses spending very little on marketing and promotion, and with business skills
assessed as average to poor. Creative industries make a significant contribution to the tourist
economy, although a number of businesses are involved in exporting, rather than providing solely
for the residential /visitor market.

3 Includes sub sectors such as manufacture of ventilation equipment; manufacture of electricity distribution apparatus; recycling of metal and non metal waste and scrap; collection/purification of water; insulation work activities; technical
testing and analysis; and sewage and refuse disposal.
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Cornwall and the Isles of Scilly Sector Size and Performance Analysis

Fi
na

nc
e

an
d

Bu
si

ne
ss

Se
rv

ic
es

- This is a key sector within the knowledge-based economy, comprising 4,197 businesses, representing approximately 7% of the
South West total and 23% of the Cornwall and the Isles of Scilly business base. The local finance and business services sector, in
line with the national average, is predominantly made up of businesses employing less than 10 people (92%).
- There are 21,313 employees in Cornwall and the Isles of Scilly’s finance and business services sector, just 5.7% of the South
West total. A very high proportion of these employees work on a part time basis (36.5%) in contrast to the South West (27%) and
national (24%) levels.
- The total GVA generated by financial services and real estate/business activities in 2003 was £1,450 million representing 21.9%
of total GVA. The main growth over the last decade has been in the real estate/business activities sector, which has grown by 62%
to £1,335 million.

The finance and business services sector is relatively under developed in Cornwall and the Isles
of Scilly compared to the South West and Great Britain as a whole.
Further work needs to be done to map out the competitive advantage which Cornwall and the
Isles of Scilly can offer, and how best new investment can be secured.
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- The general manufacturing sector, which includes all manufacturing activities apart from advanced engineering, food and drink
processing, environmental technology and biotechnology, has been in decline over the last five years.
- In 2004 there were 431 businesses representing approximately 9% of the total South West manufacturing business stock. Only
four companies employed more than 200 people, and there were only 13 medium sized companies. There was a larger pool of
businesses in the 11-49 employees category; although at 57 the numbers involved are quite small.
- There are a substantial number of businesses employing 1-10 people, however this size of business typically has insufficient
capital investment in new equipment and often finds it difficult to invest in training and skills development.
- GVA per employee in all manufacturing in Cornwall and the Isles of Scilly is £25,000 per head, well below the South West figure
of £37,400. This partly reflects the structure of the sector.

The decline can be attributed to a number of factors including overseas competition, failure to
invest in research and development and innovation and inadequate skills levels among managers
and employees. When all manufacturing employment is taken into account, the decline has been
less severe than regionally and nationally, and the broad sector has proven to be quite robust.
That said, the business base is relatively modest and it is difficult to envisage that manufacturing
employment will increase substantially in the future.
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- Agriculture and forestry makes up 3% of the Cornwall and the Isles of Scilly economy (0.9% nationally), nevertheless, in many
communities agriculture and associated employment remains an important business sector.
- The sector has experienced a difficult time over the decade. Output, which peaked in 1995, fell dramatically in 1998 and,
although there has been some recovery since, the 2003 level was still below that of 1993. In 2004 there were 9,032 agricultural
holdings in total (18.5% of the total number of South West holdings); the majority of which are classified as carrying out ‘other’
activities (39.4%) and ‘cattle and lowland’ (22.2%). These exceed national levels, along with ‘dairy’ (9.9%). In terms of production
livestock, notably dairy and beef, account for the majority of outputs in financial terms, with horticulture continuing to be an
important sector of production.
- Total employment in agriculture stood at 10,467 in 2004 (19% of the South West agricultural workforce). Although total
employment grew by 10% 1999-2004, the proportion of part time workers has increased from 45% in 1999 to 57% of the total in
2004 (Full time employment fell by 688). Agricultural employment is important in North Cornwall and Caradon and there are a
number of smaller areas where agricultural employment accounts for more than 10% of all employment.

The relatively low figure for a rural economy reflects the agri-industrial nature of the sector, and
the importance of mining and quarrying and the poor quality of agricultural land in some parts of
Cornwall. There are new opportunities emerging for the sector and the Cornwall Sustainable
Energy Partnership has identified bio energy as a “sector of great potential”.
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- In 2005 there were a total of 659 registered fishing vessels in Cornwall and the Isles of Scilly. As a result of quota cuts, the
number of vessels has been reduced by exactly 100 between 2001 and 2005.
- The most recent estimate of the total number of fishermen was 1,082 in 2001 (56% of the South West total). In 2003
approximately 14,000 tonnes of fish5 was landed in local ports with a value of £26m.
- Additional downstream activities add an estimated further £65.3 million to fish landings: broken down between processing (£45.3
million), merchants (£14.3 million) and retail (£4.6 million). In total it is estimated that the total fish industry is worth approximately
£99 million to the Cornwall and the Isles of Scilly economy.

Although the numbers employed directly and indirectly in fishing are modest when set in the
context of the wider economy, in a number of communities a significant number of jobs are
dependent on the industry.
Newlyn is the major ports for fish landing, with almost 70% of fish (by value) being landed at
there. Estimates suggest that 13.6% of the total catch for England is landed at Newlyn, second
only to Brixham. While the value of fish landings have remained stable, the ownership has
changed, with a significant shift towards shellfish.

4 Creative industries has been defined by the DCMS as including advertising, architecture, art and antiques market, crafts, design, designer fashion, film and TV, interactive leisure software, music, performing arts, publishing, software,
television and radio.
5 This comprised 8,343 tonnes of demersal, 1,059 tonnes of pelagic and 4,598 tonnes of shellfish.
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Messages for the Operational Programme

Cornwall and the Isles of Scilly has a major opportunity to contribute to the development of a number of regionally
important sectors. In two cases – tourism and environmental technologies – the area’s contribution will be
substantial – while in others – food and drink and creative industries – the employment involved is significant. In
some of these sectors the wage levels are likely to be lower than average and there is a need to focus on
increasing competitiveness and profitability to help move away from a low wage economy. The sector with the
most potential is likely to be environmental technologies and renewable energy although much more work is
required to identify the types of activities where Cornwall and the Isles of Scilly has a competitive advantage.

Food and drink is a large and growing sector with a number of strengths, including the Cornish brand, and there
are opportunities to work with both small and large firms to further strengthen the sector. Employment in the sector
is overwhelmingly full time, and is distributed throughout the area, although there are some hotspots. The sector is
important both regionally and locally, exports a substantial proportion of its output and has a significant number of
companies operating locally, and some of the smaller brands and products help reinforce the county as a
destination.

The distinctive tourism product of Cornwall and the Isles of Scilly and its brand which is increasingly synonymous
with quality, make a major contribution to the South West’s GVA. There is some evidence that visitor numbers are
in decline, although still at high levels compared to the 1990s, and traffic numbers and congestion in the peak
season now act as a major constraint for visitors. There is a continuing challenge to increase the GVA per
employee and earnings in the sector, and this needs to be linked to a high quality product, covering all elements of
the visitor experience. This is a major challenge as a large part of the product is provided or maintained by the
public sector.

There is an opportunity to determine the key elements of the competitive advantage which Cornwall and the Isles
of Scilly has in relation to environmental technologies and renewable energy and to prioritise strengths which can
generate employment and GVA. This will also have to take account of environmental considerations and priorities.
Given that some elements of this sector are at the early stages of development, there is a need to consider if the
current business base has the expertise and ambition to pursue new opportunities, or if greater efforts are needed
to attract or develop new businesses. The potential to link to the higher education facilities in the area is also likely
to be an important area for development.

The creative industries sector accounts for a significant proportion of employment. It contributes to the tourism
product and employment is widely distributed. While the sector is an important provider of part time and self
employment, often fitting in with people’s lifestyle choice, a significant part of the business base has the potential
to increase employment and value added. There is a need to identify those businesses with the potential to grow,
with a focus on those in higher value added sectors which export their product out of Cornwall and the Isles of
Scilly and already have a strong presence.

The financial and business services sector is now one of the most important economic drivers in the national
economy. Cornwall and the Isles of Scilly has seen significant growth, although the sector provides a relatively low
proportion of total employment when compared to the regional and national economy. Many elements of this
sector are geared towards major cities, and Leeds, Manchester and London dominate employment, with strong
growth in other cities such as Bristol. The challenge for Cornwall and the Isles of Scilly is how best to accelerate
the growth of the sector and this will involve ensuring that there is suitable infrastructure such as office premises
and connectivity and a highly skilled workforce capable of working at the higher value end of the sector.

The agricultural sector continues to go through a period of adjustment; this will be influenced by new regulations at
the European and national level. There are some further strengths to build on within the sector including a move to
environmental stewardship and further farm diversification. Further consolidation of holdings, and a reduction in
the full time labour force (as distinct from the farmer) are likely. Land is a key economic asset and a strategy
based on environmental and land management and sustainable agricultural production needs to be developed as
part of the European Rural Development Programme.

The fishing industry is important in terms of keeping a number of ports and harbours as working facilities, and
there remains further potential to develop local strengths - the growing food and drink sector and high quality
restaurants and hotels. In the medium term the industry’s prospects are linked to the EU quota system.
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2.5 Innovation and ICT

Knowledge Based Economy (KBE) and Innovation
The OECD (2003) has developed and refined an attempted definition of ‘technology and knowledge–intensive
industries’. This includes ‘high technology industries based essentially on R&D intensity’ and ‘knowledge intensive
service industries’. It is now clear that the EU economies can no longer compete on the basis of low costs, and
that the use of knowledge is the key to future competitiveness.

Knowledge Economy Employment
1998 % of total 2003 % of total % change

Carrick 7,889 21.5 10,007 21.9 +26.8
Restormel 3,667 11.7 3,581 10.0 -2.3
Penwith 2,605 15.2 3,120 15.4 +19.8
North Cornwall 2,465 8.9 3,085 10.1 +25.2
Kerrier 2,638 10.4 3,077 10.3 +16.6
Caradon 1,797 8.7 1,434 6.6 -20.2
Isles of Scilly 15 1.7 84 8.9 +460
South West 390,560 20 443,438 20.6 +13.5
UK 5,059,871 20.8 5,586,110 21.7 +10.4
Source: SWRDA (2005) The Knowledge-Driven Economy, Regional Economic Strategy and Regional Spatial Strategy in the
South West of England

Employment in the KBE sector in Cornwall and the Isles of Scilly is still relatively weak, despite strong growth
between 1998 and 2003. The most notable success story is in Carrick where 21.9% of all employees are in the
KBE sector, over 10,000 employees in total. This reflects a large public sector and the growth of the education
sector. Nevertheless there is a substantial critical mass involved in KBE.

Penwith also has a high proportion of employees in the KBE sector, although the number involved is more modest.
The other districts fall some way short of the 20.6% KBE average seen at the South West level. The majority of
the districts have seen KBE employment growth rates between 1998 and 2003 higher than those experienced
nationally, apart from Restormel and Carrick which have seen recent KBE employment losses. The roll-out, and
encouraged take-up, of broadband is likely to have impacted upon the growth of the KBE sector across Cornwall
and the Isles of Scilly.

The Lisbon Strategy identifies innovation as one of the key drivers for growing the knowledge economy. Innovation
relates to the ability to identify and introduce new products and processes which, in turn, will help to improve
economic performance.

R&D spend per VAT Registered Business
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In 2003, over 550 jobs in Cornwall and the Isles of Scilly were in R&D businesses. This represented approximately
0.3% of the total workforce. Whilst this is still relatively low, R&D jobs in Cornwall and the Isles of Scilly have
grown significantly in recent years. R&D spend per VAT registered business has also grown in recent years but is
still considerably less than the percentages recorded at the South West and Great Britain level.
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In 2002 there were 28.9 patent applications in Cornwall and the Isles of Scilly6. This was down on the 34.7 patents
recorded in 2001. The 28.9 patent applications is equivalent to 57.3 patent applications per million inhabitants.
This was significantly less than the number of patents per million inhabitants recorded at the South West (150.8)
and at the national (128.7) levels. Similarly, it can be calculated at 122.9 patents per million workforce in Cornwall
and the Isles of Scilly. Again this is less than the levels recorded across the South West (300.9) and the UK
(257.6).

ICT
The ICT sector currently accounts for about 1% of jobs in Cornwall and the Isles of Scilly, although many more
businesses and organisations rely on access to a high quality ICT infrastructure in order to remain competitive.
ICTs are often linked to efficiency savings, improved business systems and processes, e-commerce and design
and innovation. In addition, ICT underpins the Technology and Knowledge Intensive Industries, both as an enable
to other Knowledge Intensive sectors, and as a key sector in its own right.

Cornwall and the Isles of Scilly has succeeded in leading the way in broadband availability. Of the 100 exchanges
in the area, all have now been upgraded for ADSL broadband and there is 99% coverage across the area.
Broadband technology is evolving quickly and beginning to deliver significant economic benefits. Penetration in
Cornwall and the Isles of Scilly is now 13 connections per 100 of the population, and home working has increased
massively over the past decade.

Average Penetration Levels per 100
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In 2004 the South West had the highest level of start-ups that used technology of all English regions (29.9% of all
start-up activity). Cornwall and the Isles of Scilly was the highest ranking sub-region in the region, with 37% of all
start-ups using new technology, which may highlight the impact of interventions to encourage broadband and
other ICT uptake. A continuing challenge is encouraging business to make the maximum use of broadband to
improve their competitiveness.

The technology surrounding broadband advances quickly, and over the next one to two years the next generation
of broadband to deliver higher speeds over telephone lines (ADSL2+ and VDSL) will be rolled out. This will
present challenges to rural areas, and may worsen the rural / urban digital divide as:

• The highest speeds are heavily dependent on proximity to the local exchange, with the full benefits
only being typically available within approximately a 2km radius of the exchange. Within Cornwall
and the Isles of Scilly, 51% of phone lines lie beyond this point with the result that a significant
number of local businesses and individuals will be excluded from the benefits of these new
technologies; and

• There is no guarantee that the upgrade work required on the exchanges will be deemed
economically viable in many rural area, leading to further exclusion. For example, the largest 25%
of exchanges cover 67% of telephone lines.

A scenario where only the largest 25% of exchanges were upgraded, in conjunction with the 2km limit, would
exclude two thirds of businesses and individuals in Cornwall and the Isles of Scilly from the new technologies.
Furthermore, a VDSL rollout will require a ‘fibre to the cabinet’ solution involving significant infrastructure spend,
and left to the market a rural economy like Cornwall and the Isles of Scilly would certainly lag behind major urban

6 LINC / Eurostat
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rollouts. In the longer term, the only true future proofing solution to the divide may come from ‘fibre to the
premises’ solutions offering significantly higher speeds unaffected by the distances involved.

Messages for the Operational Programme

Given the absence until recently of a major University, and some of the other significant components which
support innovation such as strong networks, the increase in R&D is an important development. While Cornwall
and the Isles of Scilly are unlikely to reach the levels of innovation of the major urban economies, there is the
potential given recent developments such as the Peninsula Medical School to increase both R&D employment and
innovative activity.

Company led innovation, without necessarily employing dedicated research staff or leading to the filing of patents,
is an important dimension of improving productivity, requiring further investment in capital and human resources.
There are a reasonable number of companies of a size to consider innovation and research as an important strand
of company development, although some companies may not see the short term benefits of R&D and may need
some support to initiate work.

The low proportion of employment in knowledge based economy (KBE) sectors is a continuing weakness of the
economy, although many of these sectors favour larger, urban economies. Creating new opportunities to
accelerate the growth of KBE employment will help to address the underlying problems of a low wage economy,
building on existing strengths (accelerated growth in Carrick) and seeking more significant new/inward investment.

While KBE can be considered in terms of economic activity in a defined set of sub-sectors, it has a wider
relevance in how knowledge is applied to every type of business and in every type of sector to increase
competitive advantage and productivity. Building knowledge and making greater use of intangible assets to
compete effectively an important feature of future economic growth.

The investment in broadband technology has been a significant boost to Cornwall and the Isles of Scilly, given its
peripheral location. It is important that local businesses are able to access the latest broadband and related
technologies if they are to remain competitive in the future. There is now a need to review the infrastructure
provision in Cornwall and the Isles of Scilly in the medium term to determine to what extent further investment is
needed, and at the same time increase the use of ICT in the day to day operations of business.

While ICT is regarded as essential to every day business use, it should play a more important role for enterprises
more physically remote from major markets. Further work to develop services such as video conferencing, which
address peripherality as a constraint, would help translate the availability of broadband into a tool for increased
sales and productivity. The issues surrounding the 2km radius limit from exchanges for benefiting from the future
generations of broadband make this concern particularly relevant.

Business advice needs to be delivered at an appropriate level and businesses should be able to source ICT
requirements in Cornwall and the Isles of Scilly with confidence (requiring a fully developed digital supply chain).

2.6 Investment (Sites and Premises, Education Infrastructure and Transport)

Over the past five years, a number of developments, some of which have been supported by the Objective One
programme, have begun to address the mismatches in demand and supply for high quality sites and premises in
Cornwall and the Isles of Scilly. Of the total stock of employment land, it is estimated that 60% is occupied. The
majority of this land is in Restormel (150 ha), North Cornwall (135 ha) and Kerrier/CPR (101 ha). Approximately 50
out of the 577 hectares has been developed but is vacant.

In addition to the existing commercial land, a further 62 hectares of land is serviced with planning permission and
23 hectares is allocated as un-serviced without planning permission. A total of 135 hectares has been allocated as
employment land, the majority of which is in Kerrier/CPR (52 ha) and Restormel (37 ha).

Recent studies have shown demand amongst businesses in a range of sectors for accommodation, although the
market has not yet grown sufficiently to witness substantial private or speculative investment. Much demand is
perceived as latent and there is a belief that public sector intervention is required to support new development.
There are increasing examples of successful speculative developments, such as Tolvaddon Energy Park in
Redruth.


