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Abstract

One of the elements of UK government policy on changing copyright law to adapt to Al has been
to commission a cost benefit analysis of the various proposals. Different policy options on TDM
and GenAl have been elicited via a long process of consultation.

Copyright is regarded as an essential element of the UK’s creative industries, which make a
significant contribution to GVA, but it has come to be seen as a disincentive to the potential
growth of Al industries, on which the government pins future hope of increased productivity and
growth. The trade-off between the two is the basis of the CBA exercise which considers the
relative impact on each over the period 2025-2035.

This paper outlines the government’s approach to the topic and comments on the problems of
doing the CBA, questioning whether this is a valid approach to deciding on copyright policy.

Introduction

In the UK, the creative industries (Cl) are viewed as both a badge of our culture and
creativity and as an economic prop to the otherwise weak economy. Around the year
2000, the government initiated the creative industries as a nominal sector, with the
selected industries and culturalinstitutions being those that are supported by or rely on
copyright law. In the UK, cultural institutions (museums, archives, theatre and so on)
are combined with the more commercial industries (advertising, publishing) to form the
Cl sector. Some in the sector are supported by government grants and
nongovernmental organisations (NGOs) that attract tax waivers but all rely on the
market to a greater or lesser extent and their output is protected by copyright.

As a sector, the Cl contribute 5% of UK GVA and grows faster than other sectors.
Accordingly, the role of copyright law has been closely monitored by the government
with changes made as new technologies for copying and reproduction have developed
which threatened that growth. The current threat to copyright enforcement is from Al,
meaning text and data mining (TDM) and generative artificial intelligence (GenAl). On the
other hand, the UK government is pursuing the development of Al industries, which it
believes could greatly benefit the economy, so there is a conflict over how to tread a
course between the costs of loss in the CCl from copyright piracy and the potential
benefits of new Al industries. How copyright law is framed is part of that conflict. In
considering the options, the UK government commissioned a cost benefit analysis
(CBA) to inform it decision-making.
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Copyright law works by to prohibiting unauthorised use so as to enable the author or
performer to access the market with impunity. Exceptions to the law enable
unauthorised use for specified purposes, and these differ in national jurisdictions. UK
copyright law differs from that of the USA, where a wide fair use exception offers much
more freedom to use copyright; the EU has its own exceptions. The UK’s TDM
exception, introduced in 2014, permits the copying of works for the purpose of
computational analysis only when carried out for non-commercial research. As a
consequence, most large-scale, commercial Al model training is likely to fall outside the
scope of that exception and would therefore require a licence from rights-holders.
Current UK law contains no specific provisions for licensing of copyright-protected
creative works for Al training, nor provisions for determining compensation to
rightsholders. The development of Al may be restrained or encouraged by the strength
of the exception (at least in principle). The exception for TDM is now widely
acknowledged not to be working and the UK government has set up a number of
initiatives in the search for an acceptable revision to copyright law.

Al has given rise to economic questions alongside legal ones about how it should be
dealt with. One aspect is that copyright protection, formerly strongly supported by the
government as an economic incentive to the growth of the Cl, has now come to be seen
as a disincentive to the development of Al, thus pitting one source of growth with
another. The proposed exceptions that could prevent losses to one lot of creators is
held to be inhibiting growth elsewhere. Thus there are costs and benefits that involve
potential transfers between the different interests. In order to inform decision-making,
the Department for Culture Media and Sport (DCMS), the government department
responsible for the Cl, commissioned a cost benefit analysis (CBA) in 2025 of the
projected implications up to 2035, in which | took a minor role.

This paper comments on that experience and the wider issues involved in attempting to
solve policy change with CBA.

The context of the CBA study

In March 2026, the Department for Science and Information Technology (DSIT) and
DCMS published the report Copyright and Al Impact Assessment, which summarised
thinking to date on potential change to copyright law and the evidence produced from
its own investigations as well that from a number of reports by specialists (some
commissioned by government departments) on the various aspects of Al in the Cl and
the wider economy (DSIT/DCMS, 2026). The Report illustrated potential costs and
benefits of the options chosen by the government for changing copyright law but did not
seek to monetise them, leaving that for the specially commissioned CBA study. The
DCMS commissioned an economic consultancy to research the costs and benefits of
interaction in the market between Gen Al technologies and the creative industries.

The CBA study was commissioned to provide evidence for comparing several options:
Option 0 - ‘do nothing’ (the status quo in relation to which other options were to be
assessed); Option 1 - licences would be required to access copyright works for TDM in
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all cases, alongside transparency and market access measures; Option 2 - a broad
exception without a mechanism for rights reservation; and Option 3 - a broad exception
with rights reservation. Underlying these options is the question whether the market
would result in a satisfactory outcome, albeit with nudges from government.

The aim of the CBA study was to give a broad-brush assessment of the impact of the
various policy options: to assess how different policy proposals shape the use of
creative works and their implications for the CCl and the Al sector as well as for
consumers and the wider economy. It included policies related to Al training (for
example, the extent to which creative content may be used to train models), and
measures that ensure transparency about how GenAl output is produced, which are
necessary for licensing arrangements. Although licensing has developed between Al
developers and large content platforms in the UK, there is limited clarity on licence
terms, and there are currently no established, sector-wide licensing mechanisms for
compensating UK creators (Kretschmer et al, 2025). In the current situation, there is a
high level of unauthorised and unlicensed use of copyrighted works for Al training with
little transparency about who owns copyright in the works that are used, and little
revenue being paid to UK rightsholders. Nevertheless, the logic and purpose of CBA is to
provide data that enables comparison between different policy options, which lead to
differing costs of compliance as well as direct costs and benefits of production.

CBA

CBA is a long-established procedure used by government in the UK for evaluating policy
options: as such is it regarded as ‘scientific’ and therefore unbiased. There are standard
processes and methods set by the government. However, while the system itself is
neutral, the choice of what are considered to be relevant elements and the associated
numbers, ie the data, is not, and potentially can be manipulated for political purposes.
These elements are:

e Direct costs and benefits as measured in the present
e The time period for impact

e Thediscountrate

e Theriskfactor

e Indirect costs and benefits

e Unintended consequences

Each of these can influence the outcome and hence the policy recommendation. |
illustrate them with a simple Yes/no policy choice of introducing a law to require
wearing seat belts in motor vehicles.

Direct costs: Costs based on estimates of the policy in real terms may be experienced
by either or both of private and public sources, eg the cost of putting seat belts into cars
and enforcement of the law.
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Direct benefits: Public and private benefits in real terms that will accumulate over the
period of the proposed policy; eg the value of lives saved (earnings, support of family
members) and costs no longer incurred to the health system for treating injuries etc.

Time period: Could vary according to policy in question from one or a few years to
infinity in principle (see below). ‘Infinity’ if law is permanent.

Discount rate: Costs are borne in advance of the benefits, therefore the value of each
must be put in equivalent terms, known as ‘present value’. This is set in the UK by the
Treasury, known as the Social Time Preference Rate (STPR). The STPR is currently set at
3.5% in real terms for the first 30 years of a proposal.’

Risk factor: The longer the time period, the greater the risk of changes in the valuations
of real costs and benefits eg inflation rate may change. As above, there are established
measures of risk factors in the Green Book.? (Uncertainty prevails when risk cannot be
assessed).

Indirect costs and benefits: These are effects to the wider society and individuals of the
proposed policy: they are not always or even often capable of being assighed a
monetary value: eg, for seat belts, an indirect benefit is the lower chance of being in a
crash (psychic benefit) or being held up in congestion (benefit is lower cost of output
lost).

Unintended consequences: People might drive faster as they feel safer.

Although not all of these factors may not be monetised, they may influence the
decision.

Using standard methods and measures, CBA compares the present value of costs and
benefits of a proposed policy change — in this context the several options for
introducing exceptions to UK copyright law to deal with Al.

Proposed changes to UK copyright law
The government laid out 3 options for change to be compared to the current situation:
Option 0 - Do nothing / counterfactual:

Option 1 - Strengthen copyright, so that licences are needed for use of all copyright
material in Al training, along with transparency requirements and market access
measures;

Option 2 - Introduce a broad copyright exception for Text and Data Mining (TDM);

"The source for these calculators is the so-called Treasury Green Book. The STPR is assumed to fall to
3.0% for years 31 to 75, and then 2.5% thereafter. Since 2018, the time horizon of net present value
calculations has been limited to 125 years. This is under review | 2026.
https://www.gov.uk/government/publications/green-book-discount-rate-review-2026/review-of-
discounting-in-the-green-book-terms-of-reference.

20p cit.
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Option 3 - Introduce a TDM copyright exception with a rights reservation mechanism
and transparency requirements.

Within this was the ‘Optin’ /’Opt out’ issue — in economic terms, which party, rights-
owner or rights-user, should bear the cost of licensing. Several aspects of this issue
were: i) the number and access to individual copyright creators whose permission
should be sought; ii) that users were often large companies which could force a poor
deal on them; iii) small Al start-up enterprises would struggle to comply due to search
and transaction costs. As against these points, it is argued that many (most?) creators
already license their work via CMOs or other collaborative organisations. Moreover,
there is evidence that private licensing companies have already entered the market
(Kretschmer, 2025)

Compliance costs are, however, not the only - or even the main - source of costs,
whether measurable or not. The disincentive to develop Al products or to adopt Al
processes, which would reduce the anticipated benefits for UK economic growth was
also a major concern for the government.

These are the topics for the CBA exercise.

Applying CBA to the creative industries
The Cl sector

Much of the discussion on the Cl treats them as though they are a homogenous, unified
sector. In fact, the component industries vary greatly in their percentage contribution to
GVA and in terms of growth. They also vary in terms of labour-intensity and in the role
copyright plays in the production process from inputs to output. Some industries could
be more susceptible to depredation from Al while others are better able to take
advantage of it (and for some there may be little impact).

The contribution to UK GVA of the total broken down by sub-sector is:

o [T, Software and Computer services (40%)
o Advertising and Marketing (17%)

e Film, TV, Radio and Photography (17%)

e Publishing (9%)

e Music, Performing and Visual Arts, (9%)

o Architecture (3%)

e Design and Designer Fashion (3%)

e Museums, Galleries and Libraries (1%)

e Crafts (0%).
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The figure below shows that the size in terms of contribution to GVA by different sub-
sectors is not reflected in terms of growth between 2019 and 2024.3

Figure 5. Growth in creative industries subsectors, in chained volume measures
(CVM).
Music, performing and visual arts !
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Film, TV, video, radio and photography b=
Design and designer fashion
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Source: Figure 5 from DCMS Sectors Economic Estimates: Gross Value Added 2024
(provisional), published February 5, 2026.

Impact of Al on the Cl

These rates of growth are not expected to continue, however. The government has
estimated the projected exposure from Al, which comes from both unauthorised use of
copyright material from TDM and competition from Gen Al products, in 2025 with
projection to 2030. This represents costs due to Al. Publishing has been especially hard
hit by Al, notably in journalism.

Creative Industries subsector Estimated 2025 |Projected 2030 Projected % of 2030
GVA exposed GVA exposed:! GVA exposed

Creative Industries total currently quantifiable £27 billion £34.2 billion 22%
Of which: Graphic design, visual and fine arts £6.9 billion £8.4 billion 57% (design)
Of which: Video games £3.3 billion £6.9 billion 11% (IT & software)
Of which: Advertising and marketing £5 billion £6.4 billion 25%
Of which: Publishing £6.3 billion £6.3 billion 65%
Of which: Film, TV and photography £4 .4 billion £5 billion 23%
Of which: Music and performing arts £1 billion £1.1 billion 9%

Source: UK Parliament (2025) https://commonslibrary.parliament.uk/research-
briefings/cdp-2025-0017/

3 Covid greatly altered production and consumption of goods and services in the various industries,
hence the division into pre and post Covid. Crafts would appear to have considerably benefitted from
people being home-bound, for example.
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Creative Industries Total: Projected to have 22% of its £34.2 billion 2030 GVA exposed, highlighting a
massive transition in how content is produced and monetized.
e Publishing: Faces the highest exposure, with 65% of its projected £6.3 billion GVA considered
exposed by 2030, reflecting high vulnerability to generative Al text and content models.
e Graphic Design, Visual and Fine Arts: Shows high exposure at 57%, with a projected 2030 GVA of
£8.4 billion, indicating a heavy reliance on Al-driven design tools.
e Advertising and Marketing: 25% of its projected £6.4 billion GVA is exposed.
e Film, TV and Photography: 23% of its projected £5 billion GVA is exposed.
e Video Games: 11% of its projected £6.9 billion GVA is exposed (grouped under IT & Software),
suggesting that while Al is used for development, the core economic value remains robust.
e Music and Performing Arts: 9% of its projected £1.1 billion GVA is exposed, indicating lower, yet
present, exposure compared to design and publishing (op cit).

The Al sector

The UK is ranked as having the third largest Al sector globally and the largest in Europe,
which is growing 23 times faster than the economy as a whole. It contributed
approximately £12 billion GVA in 2024.5 The government believes it could see year-on-
year growth of 10%-40%, if it grows in line with previous general-purpose technologies
(DSIT/DCMS, 2026 ). These are very wide estimates, generalised over a very few years, to
which there is considerable uncertainty attached.

These data already suggest difficulties in estimating the overall economic impact of
pitching the Al sector vs the Cl sector. Further complexity is added by the different ways
in which copyright is used in practice by individual creators and in the various creative
industries.

Copyright in practice

Although the Cl are defined by the UK government (as well as by UNESCO, WIPO etc) in
terms of the presence of copyright, and claims are frequently made that they are reliant
on copyright, it is hard to find evidence of the role it plays as a direct incentive to
creators or, indeed, to the Cl in practice. Copyright has always been vulnerable to
technological innovation of products and production processes and the adoption of
digitisation altered both. There is evidence that authors’ and performers’ incomes have
fallen over the last few years, possibly attributable to Al (Kretschmer, 2025); that
research focussed on royalty payments to primary creators. Streaming had already
affected musicians’ earnings since the 2000s (Hesmondhalgh, Barr et al.). In fact, much
of the research done on the impact of digitisation on copyright in the Cl was on the
music industry and there has been a tendency to generalise from that. Research into
practices in the administration and value of royalties in that industry by me and many
others demonstrated that the impact of streaming in artists’ royalties was basically
down to the practices and conventions in the industry: record labels had required all
rights to be contracted to them so that it was they who in the first place negotiated with
the streaming services (Towse, 2020; Hesmondhalgh, 2021).
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Over the last decade or so, contracts in the music industry have become more flexible
and standards have been set by industry wide- agreement. - research shows further
reduction for a wider range of authors and performers. | am not aware of studies of
licensing in other industry settings — how does copyright work in advertising, for
instance? Evidence sent in response to the UK government’s call throws some light on
that question, as source that could be usefully investigated.

In general, in the first instance, the author (artist, composer et al) and performer
contracts with the initial user in ways that vary by industry sector (Caves, 2000). Where
royalties are due to individual authors who create original works used in the production
of goods and services, which then go on to being used by other enterprises, such as
broadcasting, video etc., they are typically managed by CMOs. In the UK, there are now
a number of private companies specialising in Al licenses (Kretschmer, 2025) as well as
a ‘meta’ CM, the Copyright Licensing Agency (CLA. cla.co.uk) that licenses multiple
uses and distributes royalties back to the relevant specialist CMO for eventual payment
to the creator.

While royalties remain the most common form of remuneration, there are alternative
means of payment for the use of rights, notably a lump sum single payment (buy-out)
whereby rights are transferred in a one-off deal. For some occupations in the creative
industries, that is the norm as well as being used in branches of others. Also, copyright
works created in the course of employment typically belong to the employer.

In order to estimate the impact of changes to copyright law, it is necessary to know how
the various participants are likely to be affected. This is a gap in our understanding of
the role of copyright throughout the CCl and therefore of the impact Al might have.

Applying CBA to copyright policy options

Rather than the yes/no example of seat belt adoption given above, the policy options for
changing copyright law are ‘more of one and less of another’, ie. a question of degree
not of kind. Al is already upon us so we have an indication of what to expect.
Accordingly, numbers matter. The choice of factors, such as the period over which the
impact of the projected change should be measured, heavily influence the numbers.
The farther ahead the chosen time period, the greater the uncertainty about actual
numbers.

Data sources

Much of the publicly available data on the CI, Al and the anticipated changes due to Al
are provided by DCMS, BSIT and Parliament, which also initiates enquiries. Some data
are collected and analysed ‘in house’. Other sources are reports commissioned by
specialist organisations and consultancies; some is provided by independent
researchers, notably in universities. There have been several government calls for
evidence on copyright and Al which produce a variety of opinion, qualitative and
quantitative evidence, which it makes available. A lengthy diligent search could assess
the validity of these sources for a CBA exercise.
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Data in the Cl have been collected for 20 years or more, while data on Al are
considerably more recent, thus less reliable since projections into the future are
assumed to be safer from a longer than from a shorter run. Covid, however, broke this
pattern, with some industries being affected by the ban on public activities (eg live
performance and museum visits), while others benefitted from confinement in the
home ( egvideo games, books).

An example of the limitations of Al data and the uncertainty surrounding its implications
for GVA is provided by a study, commissioned by the UK government from the
consultancy Perspective Economics, to analyse its impact; they submitted the Artificial
Intelligence Sector Report 2024 (published 2025), which dealt with the period 2022-24.
Between 2023/4, the number of dedicated Al firms had increased by 58% with
estimated GVA reported to have almost doubled from £1.2 billion in 2023 to £2.2 billion
in 2024 (+83%, £1.0 billion). In their Impact Assessment report, the authors used this to
suggest that the UK Al sector could contribute between £20-90 billion in GVA to the UK
economy in 2030.% | would say that projections from a 2-year period in such a new area
are questionable, to say the least.

Creators themselves report increasing use of and revenue from GenAl: a recent survey
showed that those working in Cl already obtain just under 20% of revenue from it and
expect that to more than double in the next 10 years, both for creative and backend
tasks, especially in marketing, design, film, TV, video and radio. As above, these
estimates may well change with longer experience of using Al.

The UK government chose 2035 as the endpoint for its CBA study, effectively a 10-year
period: it can be argued that is sensible given the uncertainty surrounding such a
pervasive new technology or conversely, that growth over this period may be an
anomaly - a bubble that will burst

Another side to the story is that while there has been considerable attention paid to the
supply side of Al adoption and producers’ reactions to the proposed changes in
copyright, little has been done to project consumers’ adoption of products created by
or partially produced by Al. A recent survey showed that consumers were concerned
about potential loss of creativity and originality as well as ethical issues relating to the
output of the creative industries, notably fair payment to creators due to the use of Al.
Willingness to pay declined with the greater involvement of Al in output. Again, itis early
days so attitudes may change with experience of Al involvement in producing creative
works.

The CBA results

The study with which | was associated has not been published and is regarded by DCMS
as ’sensitive’, so | have been requested not to reveal the conclusions. Nevertheless, the
broad outlines of the results are fairly obvious. Basically, the stronger the protection of
the ClI, the slower is economic growth, since the Cl are growing more slowly than is

4 DSIT, DCMS (2026) Copyright and Al Impact Assessment
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projected for Al and their contribution to future (2035) GVA is accordingly relatively
lower. The study consistently states that results are subject to considerable uncertainty
due to the relatively new adoption of Al by producers and consumers, for which there is
little precedent. Nevertheless, the final report uses numbers from which to draw
conclusions.

In stark terms, there is a trade-off between protecting the Cl and encouraging Al growth.
In the CBA context, that protection was considered in broad terms (stronger or weaker)
copyright restrictions on Al training and transparency of Al content, necessary for both
identifying the owners of copyright material and for consumers’ decision-making about
choice of Al content. Nuances such as how strong protection is achieved and what form
it takes (eg opt-in or opt-out, content labelling etc) and how consumers will respond to
Cl goods partly created by Al tend to be brushed aside in favour of economic analysis.
CBA concentrates on ‘how much’ not ‘how’.

Overall, CBA attempts to measure improvement in overall welfare, ie both that of
consumers and producers. More money and more goods and services resulting from
greater efficiency of producers and lower prices and increased choices for consumers
combine to increase welfare. These outcomes could be achieved if markets are
competitive and if informed consumers respond to lower prices. Economic growth in
the economy is due to innovation and investment and leads to economic welfare.

Whether welfare and growth would be increased by encouraging greater growth in Al
industries at the expense of the Cl depends in economic terms on the responsiveness
of producers and consumers to Al, measured in terms of elasticity of supply and
demand. Adoption of Al in the Cl has been faster in some industries than others, soitis
difficult to generalise over the whole sector; the assumption is that it will grow. A
consumer survey commissioned as part of the CBA however, showed that they prefer
‘human’to Al creative products. Another dimension of the trade-off concerns the
impact on exports and imports. If the rest of the world favours Al, UK exports would be
damaged by strong protection of creators and performers (reducing growth) and imports
would have to identify Al content, thus reducing volume and consumer choice.

Itis clear from these broad results that the CBA approach does not fit well with thinking
about the role of copyright. The ‘welfare’ of workers, including their rights —in the Cl and
elsewhere in the economy - only comes into the equation if displacement means their
consumption falls due to lower income.

Final remarks

I have always preached to my law colleagues that changes in law should be informed by
evidence — but can CBA provide that? Given the acknowledged uncertainties
surrounding the impact of Al in the creative industries and in the wider economy
(acknowledged in DSIT/ DCMS, 2026), how informative could the results of a CBA be.
There is an irony here because most of the relevant data is supplied to the analysts by
the government. Overly optimistic projections of growth from Al are pitted against
actual data of growth of the Cl — we know a lot about the Cl but not very much about Al.

10
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The greatest uncertainty is how consumers will react to Al produced creative goods and
to partially-Al produced ones.

Moreover, as noted earlier, some of the sub-sectors in the Cl are impacted by Al much
more than others. CBA tends to lump together all Cl vs. all Al wherever it is adopted. To
give an extreme example, the Crafts industry reports relatively high levels of adoption of
Al and of growth but as it contributes less than 1% to GVA, that will not affect CBA
outcomes.

How much credence should be given to CBA? Should it be regarded as one among
several sources for decision-making or as providing hard evidence that cannot be
gainsaid? The impact of Al on copyright and the Cls is only one area of the concern for
the government: overall growth of the economy and employment in general are a priority
that dominate the agenda in the UK. If the contribution of Al industries to GVA and
growth is projected to be greater than that of the Cl, that will guide its stance on
copyright.

What | think the CBA study has contributed is to make one aware of the complexity of
the economy and of the difficulties of predicting future trends. It lays bare the sort of
assumptions that have to be made to get a result; any one of them being challenged or
found to be unrealistic can scupper the whole enterprise. But it is also the case that it is
naive to ignore those complexities.

References

Caves, R. (20020) Creative Industries: Contracts between Art and Commerce.
Cambridge MA, Harvard University Press.

DSIT/ DCMS (2026) Al and Copyright Impact Assessment
https://assets.publishing.service.gov.uk/media/69ba68f7c06ba9576435abb0/CP26029
59 - Al_and_Copyright Impact Assessment Web.pdf.

Hesmondhalgh, D., Osborne, R., Sun, H. and Barr, K (2021). Music Creators’Earnings in
the Digital Era (September 23, 2021). Intellectual Property Office Research Paper
Forthcoming, Available at SSRN: https://ssrn.com/abstract=4089749 or
http://dx.doi.org/10.2139/ssrn.4089749 .

Kretschmer,M. ,Meletti, B., Bently, L., Cifrodelli, G., Eben, M., Erickson, K., Iramina, A.,
Li, Z., McDonagh, L., Perot, E., Porangaba, L., Thomas, A.(2025).

Copyright and Al: Response by the CREATe Centre to the UK Government’s
Consultation. CREATe Working Paper 2025/2 (February 2025).

Towse, R. (2020). Dealing with digital: the economic organisation of streamed music’.
Media, Culture & Society, 42(7-8), 1461-78.

11

In-Confidence


https://assets.publishing.service.gov.uk/media/69ba68f7c06ba9576435abb0/CP2602959_-_AI_and_Copyright_Impact_Assessment_Web.pdf
https://assets.publishing.service.gov.uk/media/69ba68f7c06ba9576435abb0/CP2602959_-_AI_and_Copyright_Impact_Assessment_Web.pdf
https://ssrn.com/abstract=4089749
https://dx.doi.org/10.2139/ssrn.4089749

UK government (2025) Artificial Intelligence Sector Report 2024
https://www.gov.uk/government/publications/artificial-intelligence-sector-study-
2024/artificial-intelligence-sector-study-2024.

UK Parliament (2025) Creative Industries Research briefing. House of Commons Library
https://commonslibrary.parliament.uk/research-briefings/cdp-2025-0017/.

12

In-Confidence



