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Abstract

The aim of my research is to assess intended and unintended consequences of
public subsidies to non-profit institutions, particularly focusing on the performing
arts. In recent years, one of the main objectives of public subsidies has been to curb
prices, in order to encourage widespread attendance by removing a barrier for
groups traditionally excluded from live performances. But do lower prices
encourage attendance? Are people who normally do not participate in art events,
such as those from disadvantaged socio-economic groups, prevented from doing so
by high prices? And do the public subsidies necessary to lower prices have
unintended consequences that might work against the objective of broader
attendance — for instance, by ‘crowding-out’ private donations and thereby
reducing overall support to performing arts institutions? In my thesis I address

these questions using data from the United Kingdom and the United States.

In the first empirical component I explore to what extent admission prices
influence the demand for live performances of wealthy, middle-class and deprived
individuals. In the second part I assess to what extent public subsidies are
correlated with attendance analysing the 2002 American Survey of Public
Participation in the Arts. While the results of the price elasticity of the demand for
performing arts study highlight a significant inverse correlation between
attendance and prices, the analysis of the impact of public subsidies on attendance
indicates that the former do not significantly influence the latter. Possible
unintended consequences of government subsidies might prevent them from
achieving their objective. I test the hypothesis that public subsidies displace private
donations determining the apparent inconsistency between the findings that prices
affect attendance and public subsidies do not. While public subsidies do not appear
to be effective in stimulating attendance, results indicate that participation in art
education is highly correlated with attendance. In the last part of the thesis I
identify possible alternatives policy makers have to the use of public subsidies and

concentrate on the provision of art education in public schools.
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1. Introduction

The fundamental aim of this research is to assess the intended and unintended
consequences of public subsidies to non-profit performing arts institutions.
Subsidies are often the most visible and controversial form of financial support to
art organisations. In recent years one of the main objectives of public subsidies
has been to keep prices low and to encourage widespread attendance by
removing a barrier to access for those groups who have traditionally not enjoyed
performing arts events. But do lower prices really encourage attendance? Are
people who normally do not go to art events, such as those from lower socio-
economic groups, prevented from doing so by high prices? And might the public
subsidies necessary to permit lower prices have unintended consequences that
might work against the objective of higher attendance — for instance, by
‘crowding out’ private donations and thereby perhaps reducing overall levels of
support? This thesis addresses these questions in a series of empirical analyses

using data from the United Kingdom and the United States.

Since William Baumol and William Bowen published their seminal economic
analysis of the performing arts sector in 1966 (Baumol and Bowen, 1966),
empirical research in the arts and culture has shown a sustained and steady

growth. But important questions remain unanswered and decision makers,
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politicians and art managers often lament the lack of empirical evidence that

would enable them to develop sound cultural policies and art programmes.

One crucial question to which research has not yet provided a definitive answer is
how attendance at performing arts events could be increased, particularly by
improving access for the groups that are traditionally less represented such as the
poor and the disadvantaged. Government agencies throughout the world provide
financial support to performing arts organisations with the aim of promoting
attendance by a broad range of population groups. However, the effectiveness of
such public subsidies is still remarkably uncertain. Many managers of performing
arts organisations are convinced that ticket prices are a major barrier to
attendance for low-income groups. But, in an apparent paradox, they also believe
that they could increase ticket prices substantially without losing many of the
higher income members of their audiences. Is it true that, as this behaviour would
suggest, ticket prices and their variations have a different effect on the attendance
of individuals belonging to different socio-economic groups? Again, remarkably

little is known about this.

The absence of supporting evidence and research has not stopped government
activities in the area. Between 1998 and 2003 the Arts Council of England
developed a “New Audiences” programme. It allocated 1,157 grants for a total
of £20 million specifically to help removing a number of factors thought to
prevent attendance by certain population groups; but the evidence on the role
that these factors actually play in determining attendance was little more than
anecdotal. The Arts Council as a whole allocated £309 million in grants' to the
arts sectors in 2003/04, predominantly to performing arts organisations. In the
Council’s 2004 Annual Report, Chairman Sir Christopher Frayling summarised
the mission of the Arts Council as follows ‘quite simply, we want to extend
world-class quality to more people’. Similarly, the National Endowment for the

Arts, counterpart of the Arts Council in the United States, emphasises in its

' The 2004 Annual Report of the Arts Council of England indicates an exact figure of
£308,543,000 that excludes £159,466,000 of net lottery grant commitments and $50 million of
operating costs.
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mission statement that it is ‘a public agency dedicated to bringing the arts to
all Americans’. There is ample evidence that this is a desirable goal in modern
societies, because of the benefits brought about by the arts. But what policies
could provide effective means to achieve the goal of broadening participation is

far from clear.

Despite the substantial amounts of money spent on audience development
programmes in England and in the United States, policy makers and art
managers in these countries and elsewhere still have no way to estimate the
potential and actual impact of their efforts in this direction. The absolute and
relative importance of different factors that may determine attendance remains
at best difficult to quantify. It is still largely unknown whether and to what
degree ticket prices negatively influence the demand of people living on low
incomes. And ifthey do impact negatively it is not known whether this arises
because of lack of economic resources, lack of knowledge to understand live
performances, lack of interest, lack of peers with whom to attend or simply
lack of performances nearby or public transportation to get to concert halls and

theatres.

And there is a further question. If lower prices do indeed encourage poor
people to attend the performing arts, how can government policy achieve these
lower prices? The conventional policy adopted by governments is to provide
the institutions concerned with subsidies. But what if these subsidies partially
or wholly crowd-out non-governmental support? Then prices might not fall,
and the policy is vitiated. What should governments do then to encourage

more participation?

It is within this framework, and with the needs of policy makers primarily in
my mind, that I conceived the investigation rgported in this thesis. The basic
idea behind my work is to apply economic principles and econometric
methods, as well as evidence from different social sciences, to the study of the
determinants of attendance in the performing arts sector. My interest lies, in

particular, in the impact that ticket prices have on attendance, in the impact of
15



government subsidies on overall support and hence on ticket prices, and in the
use policy makers can make of subsidies and other levers in their efforts to

promote broader attendance at live performances.

1.1. Aim and objectives

The aim of this research is to explore the complex relationships between the
demand for performing arts by different population groups, in terms of
attendance at live events, the price of admission to such events, the cost
structure of performing arts organisations and the financial support provided to
these organisations by public agencies and private donors. The key issue at
stake is whether the provision of public subsidies to performing arts
organisations will ultimately produce the intended effect of increasing and
broadening attendance. If not, why not? And if not, what public policies could

be more effective in the pursuit of this goal?

The thesis breaks down this overarching question into a number of more
specific research questions amenable to direct empirical investigation within

the time frame available. These are as follows.

1. Is government intervention to promote attendance legitimate?

Many of the social sciences, including economics, sociology, political science,
and psychology, as well as medicine and public health, have provided arguments
that could justify public support of the arts. I reviewed such arguments in two
steps: first, by exploring the economic arguments for public intervention in the
arts sector; then by drawing upon literature from other disciplines in search for
evidence that participation in the arts in general and in live performances in
particular produces individual and social benefits that economists would

classify as positive externalities. My review suggests that, on the whole,
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government intervention in the arts sector is justified on efficiency grounds.
Efficiency arguments developed in economics include the identification of public
goods and positive externalities such as feelings of national pride and option
value. Positive externalities identified outside of the economic literature consist
in cognitive benefits, health benefits and social capital production associated with
participation in the arts. These benefits are greater with widespread attendance
and in particular when attendance is extended to disadvantaged and excluded
social groups, such as people with low incomes, low educational attainment, and
those who are part of ethnic, cultural and racial minorities. Such groups are
traditionally less likely to attend performing arts events and to enjoy the benefits
associated with participation (other things being equal, positive externalities are

larger when people from these groups participate in the arts).

Additionally, performing arts organisations are subject to chronic financial
instability because of what ahs been termed Baumol’s “cost disease (Baumol,
1967). As the performing arts are a labour intensive sector, they are likely to
display slower than average productivity gains over time. However, wages in
the performing arts sector have to rise in line with those in other industries,
which tends to generate a gap between expenditures and revenues that must be
covered either by prices rising faster than general inflation or by increases in
revenues from public and private support. Although Baumol himself has
argued that the cost disease is largely a fiscal illusion (Baumol, 1993) most
believe that if cost increases are to be met by price rises, the demand for live
performances, especially by low-income groups, will suffer. The market, when
left to operate on its own, is unable to guarantee an efficient level of
engagement in the arts, therefore society does not enjoy the positive
externalities of the arts to the full (efficiency argument in favour of government
intervention) and not all individuals in society will have equal access to the
individual benefits (equity argument). One of the hypotheses of the thesis is
that the high prices that are necessary to cover high labour costs at least

partially account for group differences in attendance rates.
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2.Is there an income gradient in the responsiveness of the demand for live
performances to changes in prices?

While there is a considerable literature on the price elasticity of the demand for
live performances, virtually all available empirical studies examine overall
demand functions and do not consider whether the effect price changes have on
the demand for live performances depends on income. Evidence from time-
series data of performing arts organisations documents a weak relationship
between average quantities of tickets sold and average ticket prices. Such line
of research fails to account for the socio-economic characteristics of audiences.
As a result, while such studies serve arts managers well in their attempts to
maximise ticket income, they are less useful to policy makers who need to
develop policies aimed at broadening attendance in the arts. Most often what
happens is that policy makers (and art managers interested in audience
development), simply rely on anecdotal evidence and assume that the demand
of different groups in the population responds differently to changes in prices
and develop policies consistent with this assumption, for instance price
differentiation policies. I test the validity of this assumption using survey data
on expenditures on live performances for the period 1987 to 2000, linked to
detailed retail price indices of live performances and complements/substitutes
to test this assumption. My findings indicate that while ticket prices of live
performances influence attendance generally, the response of different income
groups to price changes is similarly inelastic, with a ten percent increase in

prices accompanied by a nine percent drop in attendance.

3. Are public subsidies effective in stimulating attendance by reducing the
reliance of performing arts organisations on ticket income?

Public subsidies have traditionally been used as a means to fill the “income gap”
while avoiding ticket price increases. I assess whether this is a sound strategy
using data from the 2002 Survey of Public Participation in the Arts, linked with
information on public support from the tax returns of theatre companies, to
identify the effect of subsidies on attendance at theatre performances in the

United States. While my analysis of the price elasticity of the demand for
18



performing arts highlights a significant inverse correlation between attendance
and prices, my analysis of the impact of public subsidies on attendance indicates
that the former do not significantly influence the latter. The apparent
inconsistency between the findings of the two analyses suggests that public
subsidies might have unwanted consequences at the organisational level that

prevent prices from falling despite increases in support levels.

4. What factors might prevent public subsidies from achieving their goals?
A possible cause for the lack of association between public subsidies and
attendance is that public subsidies might not translate into lower ticket prices.
This could happen if subsidies inhibited private donations, making it impossible
for performing arts organisations to lower prices. To test the hypothesis that
crowding-out effects are at play in the performing arts arena, I develop two
models to assess institutional and sectoral crowding effects in the United States
and apply them to a sample of American non-profit theatre companies followed
in the period 1997 to 2001. My findings indicate that in some organisations a
crowding out effect does takes place but in others the crowding effect is of the
opposite sign (crowding-in). The relationship between public subsidies and
private donations at the institutional level depends on many factors, most
notably the size of public grants, whether they represent an increase or a
decrease over the previous period and whether grants come from federal, state
or local governments®, The sectoral crowding out effect hypothesis considers
the possible displacement of private donations by public subsidies jointly for
all organisations. I study the sectoral crowding effect of federal support for the

arts in the United States using data on the grants awarded by the National

2 A preliminary version of the analysis presented in chapter Five on the influence of total
unearned income on performing arts attendance led to the publication of a paper in Applied
Economics [Borgonovi, F. (2004) Performing arts attendance: an economic approach. Applied
Economics 36(17):1871-1885].

* The analysis of the institutional crowding effect of government grants on private donations in
the American theatre sector was presented at the 7" International Association on Arts and
Cultural Management that was held in Milan in 2003 and led to a manuscript that is currently
forthcoming in Public Choice.
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Endowment for the Arts in the period 1955 to 1999, and find that federal grants

and private support are independent *.

5. Do policy makers have alternatives to the use of public subsidies to
increase attendance in the performing arts?

Public subsidies do not appear to be particularly effective in delivering the
objective of improving attendance in the performing arts, especially for the less
well off. However such an objective is at the core of many governments’

cultural policies. Is there an alternative to subsidies to achieve this end?

The thesis undertakes an analysis of arts attendance in the United State. This
suggests that art education is the strongest single factor affecting attendance.
The main policy implication is therefore that securing high quality art
education in various forms of art in public schools might be the best way
forward to broaden attendance at live performances. Public policies can be
relatively successful in guaranteeing minimum standards of art education in
terms of numbers of courses offered, duration of classes and other “quantity”
measures. However ensuring that different schools offer art classes of agreed
“quality” standards is harder and requires significantly more time, financial

resources and commitment.

The term attendance is used in the literature to indicate different domains of
people’s engagement in the performing arts, ranging from attendance at live
events as a member of an audience; to participation through the media to non-live
performances and even personal engagement as a creator, either an amateur or a
professional performer (McCarthy et al., 2001a). I will concentrate on the first
type of participatory activity — being a member of an audience at live

performances — as this is the activity where inequalities are the most pronounced.

* The analysis of the sectoral crowding effect of federal grants on private donations was
presented at the biannual conference of the Association for Cultural Economics International
held in Rotterdam in 2002 and led to the publication of a paper in the Journal of Cultural
Economics [Borgonovi, F, O’Hare, M (2004) The impact of the National Endowment for the
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1.2. Structure of the thesis

The remainder of this thesis is structured as followé. Chapter Two illustrates
the results of my literature review focusing on arguments developed in
economics, sociology, psychology, political science and medical research, on
the benefits of the arts and arts attendance. Chapter Three contains a review of
the characteristics of performing arts audiences. The chapter includes current
evidence on attendance in the performing arts in the United States and England
and shows how the literature has consistently reported low attendance rates
among disadvantaged groups. In the second part of Chapter Three I analyse the
structure of the performing arts sector and why this is likely to determine
chronic financial instability and a subsequent need for organisations to increase
prices or look for support from public and private sources. In Chapter Four I
report my analysis of how different socio-economic groups react to changes in
the prices of live performances. As the results reported in Chapter Four indicate
that ticket prices have an effect on attendance (the higher they are, the lower
the attendance levels), in Chapter Five I develop a model to analyse the impact
of public subsidies on attendance. The results of the latter indicate that public
policies are not effective in stimulating attendance. This means that
organisations that receive public support apparently do not use the additional
financial resources they have to lower ticket prices. In Chapter Six I explore
whether public subsidies have unintended consequences that are potentially
responsible for the lack of association between public subsidies and attendance.
I empirically test theories suggesting that public support tends to inhibit private
donations. Finally in Chapter Seven I identify what alternatives policy makers
have to the use of subsidies, with a focus on arts education, and whether such
alternatives would be more effective in delivering the objective of broadening

attendance.

arts in the United States: institutional and sectoral effects on private funding. Journal of
Cultural Economics 28(1):21-36].
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Chapter 2.

Justifications for public support of the arts

‘In these challenging times, when some are questioning the value of the arts
and when public support for the arts is under siege from so many quarters,
we must remember that these pursuits are not a luxury that we can live
without — they are a vital part of our national character, the motivating
spirit that makes us who we are’

William J. Clinton — U.S. President

‘I am certain that after the dust of centuries has passed over our cities, we,
too, will be remembered not for our victories or defeats in battles or
politics, but for our contribution to the human spirit’

John F. Kennedy — U.S. President

‘We believe that enhancing the cultural, sporting and creative life of the
nation is a vital part of Government. The activities that we sponsor and
support as a Department have a fundamental impact on the quality of life
Jor all our citizens. They provide enjoyment and inspiration. They help to
foster individual fulfilment and well-being. They help to bind us together as
a community. They are important for the quality of education. They assist
with the work of social regeneration. And in themselves, and with the allied
importance of tourism, they form a crucial part of our nation's economy’
Chris Smith — UK Secretary of State, Department for Culture, Media and
Sport
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In this chapter I review the literature on the justifications for government
intervention in the arts. The review presented discusses instrumental benefits that
the arts produce, however these are not the main reason why people engage in arts
activities. While the thought that attending a play or listening to music enhances a
person’s academic achievement or reduce her stress levels might be appealing to
policy makers and researchers, it is not why people have attended, attend and
probably will attend performing arts events in the future. Many believe that
justifying public support of the arts on the basis of instrumental benefits has been
and probably should be counterproductive. The arts are certainly not the best way
to improve people’s performance in mathematics (otherwise concert halls would be
fully booked in the evenings before exams at high school or University). Similarly
very few women would trade their anaesthetist for a violin player when they are
giving birth. Sure, music can be relaxing, but an epidural is superior to any piece of
music that has ever been written or performed as a form of pain relief. If people
start to believe that the arts are worth of public support only as far as they bring
about benefits to the economy, people’s health or ability to learn, they will soon be
abandoned as other activities allow the achievement of such goals better and more
cost-effectively. However the empirical evidence on the intrinsic benefits of the
arts is almost non-existent and the gathering of such evidence is beyond the scope
of this research. Therefore while I briefly introduce the nature of such benefits, the

main body of the chapter concentrates on the instrumental value of the arts.

People produce, attend, admire and support the arts and have done so since the
dawn of human civilisation because in their view enjoying the arts adds value to
the experience of life itself. To the degree that it is accepted that governments and
states should do more for their citizens than simply provide law and order,
guarantee economic development so that basic biological needs can be met, and
should instead aim at improving quality of life of its members, then public support
of the arts should be considered as legitimate. ‘The initial response to a compelling
work of art is often an uncommon feeling of rapt absorption, or captivation — of
deep involvement, admiration and even wonder’ (McCarthy et al, 2004). Tessa
Jowell, Secretary of State for the Arts, Culture and Sport recently stated that ‘sixty
years ago Beveridge set this country a challenge: slaying the five giants of physical
poverty — want, disease, ignorance, squalor and idleness. At the beginning of this
century, in a country hugely richer than it was at the end of the second world war,
it is time to slay a sixth giant — the poverty of aspiration which compromises all

our attempts to lift people out of physical poverty. Engagement with culture can

23



help alleviate this poverty of aspiration — but there is a huge gulf between the
haves and have nots. Government must take this gulf as seriously as the other great

issues of national identity, personal well being and quality of life’ (Jowell, 2004).

While experiencing the arts can be challenging and always require an active form
of engagement, appreciating the arts can yield pleasure, something higher and
different from comfort, which is what other forms of entertainment, leisure and

daily activity deliver (Scitovsky, 1992).

A large number of people believe that life is not worth living if one is unable to
perceive, experience and feel. What the arts offer is the pure perception of others,
be it other people, other objects or other feelings. The aesthetic experience has
been described as: ‘complete interpenetration of self and the world of objects and
events’ (Dewey, 1934); ‘loss of self in a moment of absorption’ (Cuno, 2004); ‘art
is an exhilarating emancipation, a magic venture out of our own precincts and into
something rich and strange’ (Weinstein, 2003); ‘you loose your sense of time,
you're completely enraptured, you're completely caught up in what you're doing,
and you're sort of swayed by the possibilities you see. [...] If that becomes too
powerful, then you get up, because the excitement is too great. [...] The idea is to
be so ... so saturated with it that there's no future or past, it’s just an extended

present in which you're ... making meaning’ ! (Csikszentmihalyi, 1997).

Others point out how the arts should be considered together with other basic
human necessities because ‘art is like a staple, like bread or wine or a warm
winter coat in winter. Man's spirit grows hungry for art in the same way his
stomach for food’ (Stone, 1961) and ‘participating in the arts and engaging in

creative endeavours are an essential part of human development’ (NEA, 2003).

! The quote is from poet Mark Strand who was interviewed by Csikszentmihalyi for his
1997 book on creativity.
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2.1. Efficiency arguments: the economic rationale for public

support for the arts.

Efficiency arguments use the framework of welfare economics and identify market
failures in the technical Paretian sense. The unsolved problem of most efficiency
arguments is that they provide a necessary but not a sufficient condition for public
support for the arts. The existence of a market failure identifies inefficiency, but
social preferences do not necessarily demand correction of all inefficient situations.
Moreover most public interventions distort the behaviour of economic actors and
thus could potentially result in sub-optimal conditions even when compared to the
original inefficiency (Stiglitz, 2000). If we believed that inefficiency always
requires action we needed to accept the idea of public intervention for all
inefficient allocations. What follows is an account of the principal market failures

arguments identified in the economic literature.

2.1.1. Public Goods.

Economic theory defines as public those goods that posses the characteristics of
non-excludability and non-rivalry in consumption (Stiglitz, 2000). Certain art
goods fall within the definition of pure public goods, but they are not as many as
most art supporters would like. As Netzer (1978) notes ‘few artistic goods and
services meet the criteria that characterize pure public goods”. Architectural
structures, historical monuments, urban spaces and digital/digitised art are the only
art goods that can be defined as public under the economic definition of the term.
They can be enjoyed by anybody passing by and the utility derived by individual a
does not diminish the utility that all other n individuals enjoy. Although
theoretically the possibility of exclusion exists (barriers that prevent people from
viewing from the street can be constructed) in most cases this would alter the very

nature of the monument/architectural structure or be very hard to enforce.

Apart from the cited architectural goods, all other artistic goods can, with
reasonable costs, become excludable and rival. Museums and galleries are very
often regarded as mixed goods, excludable but non-rival within a certain capacity.

Even though the capacity of exhibiting spaces is often so large as to have us think
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of it as non-rival, “superstar” museums and galleries (the ones that are most likely
to get public subsidies in most countries today) are sometimes extremely crowded,
up to a point when the experience is greatly undermined by the presence of other
visitors. The marginal cost of a new visitor is thus positi‘ve and a charge for the
visit is thus not only possible, but also desirable in economic terms. For theatres,
concert halls, opera houses and music halls entrance charged and fixed capacity

determine both the rivalry in consumption and the excludability components.

The economic theory predicts that the competitive market will not generate a
Pareto efficient allocation of public goods. Instead these will be under produced
because of free riding problems. Only public provision of pure public goods can

guarantee an optimal production.

Contrary to the theory of market failures based on the rationality assumption of the
economic actors, Rabin (1997) found that private citizens are sometimes
demanding and willing to fund the provision of public goods in excess of what
economic theory would predict. This “irrational” behaviour greatly depends upon
expectations about others: when people believe others will contribute, no matter
what “rationality dictates”, they are ready to contribute too. Strong social pressure
as that registered to a certain degree among the wealthiest in the United States,
guarantees the provision of public goods, financed through voluntary contributions,

at a level far greater than expected’.

2.1.2. Externalities.

Goods that are either rival, excludable or both cannot be classified as public goods
but may possess qualities or produce benefits that could justify their support. Sir
Lionel Robbins argued that the arts produce externalities for “the benefit is not
merely discriminate ... the positive effects of the fostering of art and learning and
the preservation of culture are not restricted to those immediately prepared to pay

cash but diffuse themselves to the benefit of much wider sections of the community

% This is particularly true of the United States at the beginning of the 20" century when
there were virtually no tax deductions for charitable contributions and marginal tax rates
were minimal. Minimal tax rates eliminate the incentive created by tax deductions. This
means that the extensive philanthropic activity of the Harkness, Ford, Rockefeller, Mellon,
Carnegie etc... was purely motivated by altruism/social pressure/search for status rather
than tax incentives.
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in much the same way as the benefits of the apparatus of public hygiene or of a

well-planned urban landscape.” (Robbins, 1963).

An externality is a consequence (either positive or negative) that cannot be
captured through the price mechanism. A competitive market with no public
intervention determines an underproduction of goods carrying positive externalities
(because those who accidentally produce them are not rewarded) and an
overproduction of goods carrying negative externalities (because those who

accidentally produce them are not charged) (Stiglitz, 2000).

Many authors agree that the arts produce positive externalities contributing to
feelings of national pride, national identity and international prestige (Baumol &
Bowen, 1966; Peacock, 1969; Towse, 1994; Cwi, 1980; Fullerton, 1991;
Pommerehne & Frey, 1990; O’Hagan, 1998). Nevertheless as Peacock (1969) and
others point out (Austen-Smith, 1980; Towse, 1994) the pride derived by artistic
achievements is not qualitatively different from the feelings of national prestige
deriving from alternative sources. If we justify the arts on the basis of national
prestige then “how do we compare subsidizing the Arts with the subsidizing of
Concorde, or, say, the fares of Leeds United to play Milan?” (Peacock, 1969).
Some may say that the national pride feelings deriving from the arts are
qualitatively different from the pride deriving from sports, thus the former should
be subsidised and not the latter, but that has not yet been proved. Moreover given
the extensive TV and radio audiences for Manchester United matches or for the Six
Nations Championships and the fairly poor audiences of the Royal Opera House
broadcast live on the radio and on BBC2, serious doubts arise as to whether
national pride feelings deriving from the arts surpass quantitatively those deriving
from sports. Finally many would argue that feelings of national pride are not

necessarily a meritorious, desirable and positive outcome.

Whether “national pride” is a valid justification or not, government support for the
arts’ in Britain begun as a means to foster national pride. The Chancellor of the
Exchequer justified to the House of Commons government support to establish the
National Gallery in 1820 “fo be consistent with the true dignity of a great nation
[...] to give magnificent encouragement to the support and promotion of the fine

arts” (Bennett, 1995). Also when people are asked whether they are in favour of

? Government support was essentially support for visual arts: museums and galleries as no
support was granted to performing arts groups.
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government support of the arts a majority of both attenders and non-attenders
report that they are and that national pride is a main factor deterfnining their
judgement (Thorsby and Withers, 1986; Morrison and West, 1986).

Baumol and Bowen (1966) identified two key justifications for public support of
the arts in the future generations and option value arguments. They maintain:
“funds must be provided today if the arts are to be kept alive for tomorrow. A
program to preserve the arts for the nation’s posterity is a case of indiscriminate
benefits par excellence”. It is argued that some artistic goods and activities share
some characteristics with natural resources. Once they are destroyed or
disappeared they might be gone forever or a substantial amount of time and
resources is needed in order for a tradition to be re-established (Baumol & Bowen,
1966; Peacock, 1969; Netzer, 1978, Towse 1994; Cwi, 1980; Pommerehne & Frey,
1990; O’Hagan 1998). As long as we believe that original works of art cannot be
perfectly reproduced because there is an ontological difference even between an
original work and the most perfect reproduction (Danto, 1981) then the destruction
of a painting, a sculpture or a monument will mean their permanent disappearance
from tradition and heritage. A society might then be willing to support through
government money the conservation of those art goods that would otherwise face
destruction. This means that people are willing to pay today in order to reserve the
possibility for either themselves (option demand argument) or their heirs and future

generations (future generations argument) to appreciate and engage in art activities.

Towse (1994) and Cwi (1980) identify the assumptions at the basis of this
argument: ) future generations are assumed to have the same tastes as the current
one (or the proponents of public intervention in the current one) and that i) future
generations will have the same technological possibilities of the current generation.
Fullerton (1991) suggests that “many private firms make current investments
necessary to provide for the demands of future generations. The case depends on
some reason that private arts organizations without subsidies would not see
sufficient future profit opportunities from current preservation. Economists may

suggest that they see no future profit for the same reason they see no current

profit.”

Another critique is raised by Tullock (1964). He argues that public investment that
redistributes income to future generations from the present one, assuming positive

rates of economic growth, may signify a redistribution of consumption possibilities
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and benefits to those with a higher average per capita income. In this light a policy
that consciously invested on “tomorrow’s rich” rather than “today’s poor” might
become less persuasive that it first appeared to be. The same Baumol and Bowen
concede that “it is demonstrably false that the arts ‘when once destroyed can never
be supplied’” but they argue that “their rehabilitation is not likely to be quick and
easy” (Baumol & Bowen, 1966). Moreover Throsby and Withers (1979) point out
that there are means for those willing to reserve for themselves the opportunity to
participate in the arts in the future, to do so: charitable contributions and donations.
However no one can guarantee to the donor that herself or her offspring will enjoy
a large enough share of such donations and as a consequence free—rider problems
are likely to arise. The fact that apart from the United States, charitable donations
to art institutions do not cover a large fraction of revenues of art institutions could
be viewed as evidence that donations are not the effective means suggested by
Throsby and Withers. Moreover even in the United States, private donations come
almost exclusively from those who attend live performances rather than from those
who do not at the moment and would like to support performing arts organisations

for future use (Hansman, 1981).

Netzer (1978) proposes an externality-based argument that originates from the fact
that “some forms of art are interdependent’. He proposes a model where
individual H who is a consumer of art form a derives a benefit from the flourishing
of art from b because art works support one another through the exchange of
material, experiences, ideas, provision of training and opportunities for
professionals. Moreover people who participate in one art form are also heavy
consumers of a variety of different art forms (Baumol & Bowen, 1966; Throsby &
Withers, 1979). This means that, for example, a prosperous theatre centre is likely
to attract opera houses, jazz and poetry reading clubs not only because it will
promote ideas and material likely to be used in these other art forms, but also
because it will attract an audience and people more responsive to stimuli from arts
organizations than the general population. Again, this argument is not a
justification. The phenomenon identified by Netzer simply explains a particular
relationship among art forms; it does not state Why the government should support
the arts. To base the decision to support the arts on the fact that once you support
them they will not only benefit from the direct support but also indirectly from the
support to other art forms is a sort of tautology.
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A number of empirical studies evaluate the existence of positive externalities
among those who do not attend the arts. When people are asked whether they
support government funding of the arts, a large majority is in favour. Indeed
surveys carried out in the United States, England and Australia indicate that many
more people support government spending on the arts than attend them (American
Council for the Arts, 1992; Throsby and Withers, 1985; Morrison and West, 1986).
For example in England 61% of people who do not attend the arts are in favour of
public subsidies (compared to 84% of attenders) and 92% believe that children
should have the opportunity to attend the arts (compared to 98% of attenders hold
the same opinion) (Fenn at al, 2005). A critique that has been raised to survey
results is that people do not state their true preferences while answering questions
in a survey setting. However evidence on voters’ preferences in two referenda in
Switzerland on the use of public money to support the arts suggests that survey
results should be considered accurate and that public support for government
intervention in the arts cannot be explained without considering the existence of

positive externalities (Frey, 2003; Schulze and Ursprung (2000).

2.1.3. Economic benefits

Some economists point out the economic benefits that the arts produce (to name
just a few: Netzer, 1978; Towse, 1994; Cwi, 1980; Fullerton, 1991; O’Hagan,
1998; Van Puffelen, 1987). The first economic impact studies in the United States
were commissioned by the National Endowment for the Arts (NEA) in the late
1970’s (NEA, 1977; NEA, 1981) while the first thorough analysis for Britain was
carried out by Myerscough approximately a decade later (Myerscough, 1988).
When assessing the benefits the arts can bring, economic impact studies include
both direct and indirect effects. Most studies estimate multipliers to assess the
effect that spending on the arts produce in other sectors of the economy.
Multipliers are then used to estimate two impacts: supply impacts (expenditures
arts organisations make to purchase goods and services necessary for their
operations) and household impacts (expenditures consumers of arts activities make
in other sectors of the economy as a result of their arts consumption — e.g.

restaurants, hotels, transportation).
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The assumption behind the use of multipliers is that without spending on the arts
these “secondary” expenditures in other sectors of the economy would not have
taken place and therefore they represent a spillover effect of the arts industries
(Reeves, 2002). However estimating these spillover effects can be difficult because
of leakage problems and how net the measured values really are (Throsby, 2001).
The lack of common definitions of the arts, of the cultural industries and of the
leisure sector causes large variations in the estimates of the secondary effects arts
and cultural industries have. Because of such differences in the economic
multipliers different studies estimate, calculations of the effect of a USD (or GBP)
spent on the arts range between 1.3 and 2.8 (Kelly and Kelly, 2000; NEA, 1977;
Myerscouch, 1988; Arts Council of Wales, 1998, Reeves, 2002; Throsby 2001).

A second source of positive economic benefits resides in the fact that companies
that employ highly educated workers prefer to relocate to places where employees
have as wide range as possible of recreational activities. Vibrant art centres are
symbolically important as they help establish a reputation of excellence and good
taste. The most recent of NEA funded reports underlines how the arts “restore and
revitalize community by serving as a centrepiece for downtown redevelopment and
cultural renewal, improve the urban quality of life” (NGA Center for Best
Practices, 2001). A museum or an art centre can revitalise decadent industrial cities
by attracting tourism, residents and firms, as in the widely cited case of Bilbao and
the Guggenheim Museum (Gomez, 1998; Plaza, 2000).

Strom (2003) analyses websites of public and quasi-public development offices,
chambers of commerce and business promotion organisation of 65 of the largest
cities in the United States. The aim of the study is to assess to what extent these
organisations give prominence to arts and culture as means to attract businesses.
An organisation gives high prominence to the arts and culture if these are
mentioned on the homepage. An organisation gives low prominence to arts and
culture if there is no reference to them on the website or references can be found
several clicks from the homepage. Table 2.1 summarises Strom’s findings. The
results show that generally developers believe that arts and cultural organisations
are considered important by businesses and that at the margin companies prefer to

be based where the arts and culture flourish.
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Table 2.1 Arts and culture as development tools: do urban planners
believe they matter?

All organisations Private non Downtown

(N=242) profit (N=143) organisations
(N=57)
Prominence N % N % N %
0 77 32 20 21 10 17
1 60 25 37 26 5 9
2 56 25 34 24 10 17
3 49 20 42 29 22 39

0= No reference to art and culture on website

I= Arts and culture somewhere on website but several clicks away from homepage

2=Arts and culture in lifestyle, entertainment and quality of life section which is prominent
on homepage

3= Arts and culture prominent on homepage or one click away

SOURCE: Strom, 2003.

A study of Philadelphia during the 1980s suggests that those neighbourhoods with
high participation in the arts were likely to have higher than average growth in both
income and population (Stern and Seifert, 1998b). Population growth is often a
measure of the vitality of a city or of a neighbourhood. After controlling for ethnic
composition and poverty status, mainstream cultural participation was an important
factor in determining population changes between 1990 and 2000 in Philadelphia.
Block groups with high cultural participation rates were nearly two and a half
times more likely to experience population growth than block groups with low

participation rates (Stern, 2001).

Some also argue that the arts are a labour intensive sector and thus can create many
(and possibly very rewarding) jobs (Cwi, 1980). Strom (2003) reviews
employment data in the United States and concludes that the economic impacts of
the arts and culture on employment are not as large as some portray as in most
cases they employ less than 2% of the workforce. Studies conducted in Great
Britain reveal slightly higher employment rates in the arts and cultural sector:
research commissioned by the Arts Council of Wales sets the figure at 2.6% (Arts
Council of Wales, 1998) while according to research sponsored by the Arts
Council of England (ACE) they employed 2.5% of the workforce in 2000 (Davies
and Lindley, 2003) and 2.4% in 1994 (O'Brien and Feist, 1995) and 2.4% in 1999
(Selwood, 2001).

Towse (1994) and Throsby & Withers (1979) argue that the performing arts are a

stagnant sector and thus supporting them would mean overall lower levels of
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economic growth®, The arts are not the ideal way to create jobs since workers in
the arts sector are usually paid lower wages than workers in other parts of the
economy. However as jobs in the arts and cultural industries often yield psychic
benefits on top of monetary compensation, the increase in workers’ well-being

should be taken into account when assessing impact.

Almost all economists that have been cited so far also agree that the fact that the
arts promote a strong economy is by no means a justification of public
intervention. Even when there are economic spillover effects deriving from the
arts, they cannot be more than supplementary (Abbing, 1980; Carroll, 1992).
Tennis and golf clubs, pubs and shops attract firms and residents. Another issue is
the redistribution effect highlighted by Grampp (1989). If and when the arts attract
tourism in one city, they do so at the expenses of another city. If the arts are
subsidised in city a and not in city b, they will attract tourism to city a simply
because admission prices in city a relative to those in city b are lower (or the
quality of the event/good is higher). This means that in the long run no increase in
total tourist activity will be detected as a consequence of subsidies: i) there will be
a redistribution of tourists from non-subsidised art centres to subsidised ones and
ii) increases in subsidies in both cities will occur in order to maintain local art
centres competitive in the national and international market. As a result in the end
nobody will benefit from increased tourism apart from arts managers and
organizations that will have at least part of their budgets covered by certain annual

government funds.

The claim some make that an increase in visitors will result in higher real wages,
higher purchasing power or higher profits for the workers and owners of the
businesses that are collateral to the arts — restaurants, bars, hotels etc... — is without
foundation (at least in the long period). New establishments will open in the
subsidised arts centres (possibly having moved from the unsubsidised ones) and
profits and wages will soon return to equilibrium. The price of a new art centre
with many restoration activities will be the decay of another art centre/city. This
means that at the aggregate level subsidies are not only not justified on the basis of
the economic externalities, but that such subsidies may also be undesirable.
Traditionally strong arts pressure groups are to be found in the richest parts of a

country and public subsidies disproportionately favour those areas. The economic

* As a consequence of low or non-existent productivity gains.
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development argument is not only not applicable in these cases, but also as
illustrated in the critique to the argument leads to a redistribution of resources

favouring richer areas.

Finally a vision of the arts purely as an economic activity used to renew and
regenerate neighbourhoods and cities to boost the economy and attract businesses
and high-income residents is likely to produce negative social impacts as well as
positive ones. Without adequate planning and a conscious effort of development
officers and policy makers, rising prices in the revitalised areas will result in
gentrification processes. Traditional businesses and residents will be “forced” out
of the areas and ultimately will not enjoy the benefits that the arts created (Zukin,
1982). Also, because public support based on economic impact arguments tends to
favour large art centres and centrally located organisations, where the audience is
likely to be a member of the economic and cultural elites, they usually have a
negligible impact on access and diversity and again do not promote an integration

of communities and social inclusion (Stern and Seifert, 1994).

2.2. The social impact of the arts: arguments developed

outside the traditional economic literature.

This section reviews the literature on justifications for public support of the arts
developed in disciplines such as medicine, psychology and sociology. While some
of the arguments analysed in this section have also been used by economists, the
work of the latter mainly followed rather than initiated a debate. Landry et al
(1993) define the social impacts of the arts as ‘those effects that go beyond the
artefacts and the enactment of the event or performance itself and have a
continuing influence upon, and directly touch, people’s lives’. These effects are
produced by people’s participation in arts activities (either as a member of an
audience or as an amateur artist) and they consist in positive externalities that
benefit society at large when individuals participate. Examples include
improvements in cognitive abilities and in the health of those individuals who take
part in art activities; the creation of social bonds and of communal meaning in

communities where people take part in the arts. While improvements in one’s
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cognitive abilities benefit primarily the individual concerned in terms of future
income, relationships etc..., they also benefit society at large. When positive
externalities exist, government intervention is justified on the basis of efficiency

arguments.

A second distinction present in the literature analysing the social impact of arts
participation is between instrumental and intrinsic benefits. Instrumental benefits
are the result of people’s participation in the arts but could equally result from
different activities. For example increases in children’s cognitive abilities or
people’s health status could be the result of yoga or practicing sports as well as of
arts participation. Physical exercise has been recognised for centuries as a source
of physical health and mental velocity. A Latin proverb says “mens sana in
corpore sano” °. Intrinsic benefits are the positive effects that are produced by
people’s participation in the arts and are inherently and solely the product of art

participation.

2.2.1. Instrumental benefits

While in the 1980’s the attention on the instrumental value of the arts was lead by
economists trying to assess the economic impact of the arts, researchers in the
1990°s begun identifying other forms of social benefits produced by arts
participation (Belfiore, 2002). Economic impact arguments are used primarily to
justify support for capital projects and generally to fund ongoing operations of art
organisations. Social impact arguments on the contrary tend to be used by those
advocating support for participatory art programmes, projects devoted to promote

access and inclusion and community art organisations.

Both in Britain and the United States the National Endowment for the Arts and the
Arts Council of England are increasingly promoting initiatives to address socio-
economic problems. Governments and art organisations emphasise the contribution
the arts can make to alleviate the symptoms social exclusion and regenerate
neighbourhood and communities. The Department for Culture, Media and Sports
in the United Kingdom emphasises that “the arts, sports, cultural and recreational

activity can contribute to neighbourhood renewal and make a real difference to

5 Healthy mind in healthy body.
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health, crime, employment and education in deprived communities” (DCMS,
1999). Peter Hewitt, the Chairman of the Arts Council of England argues that
“being involved with the arts can have a lasting and transforming effect on many
aspects of people’s lives. This is true not just for individuals, but also for
neighbourhoods, communities, regions and entire generations, whose sense of
identity and purpose can be changed through art” and that “The arts provide
spaces to explore differences. The results can be greater understanding and
tolerance or, at their best, a sense of shared excitement and celebration of the
miraculous richness and variety of cultural identity and endeavour” (Hewitt,
2003). Similarly the National Endowment for the Arts states that “Community life
and development are enhanced by the presence and availability of the arts, artists,

and arts organizations” (NEA, 2003).

While arts advocacy groups and government arts agencies highlight the positive
role the arts have in promoting social inclusion and neighbourhood renewal, they
do so mostly on the basis of anecdotal and limited qualitative evidence (Coalter,
2001). There is little empirical evidence on the impact of arts and cultural
programmes on quality of life, community structures and neighbourhood renewal
(Shaw, 1999; Belfiore, 2002). Most of the evaluation of the social impact of artistic
programmes relies heavily on self-reported measures, small samples, and is
conducted facing cultural resistance from arts organisations (Matarasso, 1996;
Shaw, 1999; Jermyn, 2001).

Standard evaluation practices to assess the social benefits of arts programme
include administering questionnaires to participants in arts events and government
funded arts projects asking them whether the arts made them feel more confident,
made them change their ideas about anything, encouraged them to try something
new, made them feel different about the place where they live etc.... The aim of
such questionnaires is often to assess long-term impact of arts programmes on
people’s perceptions of their neighbourhoods, their perceived self-efficacy and
self-esteem and their ability to enter/re-enter the job market. However a careful
analysis of the questionnaires used in evaluations of the social impact of arts

programmes reveals that they are often inadequate (Merli, 2002).

The Cabinet Office (2000) defines social exclusion as “a shorthand term for what
can happen when people or areas suffer from a combination of linked problems

such as unemployment, poor skills, low incomes, poor housing, high crime
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environments, bad health and family background”. The literature highlights three
areas in which arts participation can promote social inclusion and be part of
government policies that are aimed at tackling poverty, disadvantage and social

divide.

1) Educational and personal growth promotion — cognitive benefits.
2) Health promotion — health benefits.

3) Social capital, community and neighbourhood renewal — social capital.

Support to the arts can be justified as a means of tackling social exclusion, poverty
and social divide to the degree that it improves health and educational outcomes
and foster social capital, thus resulting in a positive domino effect. Because low-
income groups are also the ones who predominantly experience poor health (Evans
et al, 1994), low skills (West and Pennell, 2003), and lack of social capital
(Putnam, 2000) measures that can help such groups improve their outcomes benefit
society at large. Studies show that deprived neighbourhoods with a high
concentration of people that suffer from social exclusion can further depress the
chances of individuals to escape a spiral of poverty and deprivation (Wilson,
1987). Additional positive externalities thus reside in the effects produced by
increases in educational and health outcomes of individuals living in areas of
concentrated poverty on the other members of the neighbourhood and of the

community.

The following sections review the literature on instrumental social benefits

identified in sociology, psychology, political science and medicine.

2.2.1.1. Cognitive benefits.

Since the publication of a study on the so-called “Mozart effect” (Rauscher et al.,
1993) policy makers and supporters of the arts have justified support for the arts on
the basis of the benefits arts education and engagement have on academic
achievement. Newborns in the American state of Georgia now receive a free
classical music CD and all day care centres in Florida are required to play at least
30 minutes of classical music daily (Hetland and Winner, 2004). The National

Endowment for the Arts while submitting to Congress the strategic plan for the
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2003-2008 period highlighted how ‘“learning in the arts makes a positive
contribution to our young people’s academic achievement, interpersonal skills,
confidence, motivation to succeed, and preparation for work” (NEA, 2003). A
study published in Narure described a temporary increase in spatial reasoning
among college students after briefly listened to the Allegro con Spirito from
Mozart’s Sonata for Two Pianos in D major, K448. The prestige of the journal
meant that the Rauscher study received a degree of attention that previous studies

on cognitive transfers from arts education to nonarts outcomes did not receive.

The REAP project (Reviewing Education and the Arts Project) reviewed the
findings of ten meta-analyses of the effects of instruction in various art forms on
general cognitive skills. While three analyses indicate positive causal effects, five
suggest that there is no evidence to justify a claim of cognitive transfers, and in two

cases the results are inconclusive.

Positive cognitive transfers.

Virtually all studies on the effect of classroom drama on verbal achievement

indicate a clear case of positive causal transfers (Kardash and Wright, 1986;
Podlozny, 2000). Classroom drama consists in using acting techniques within the
classroom curriculum and is therefore different from drama classes or acting in
plays. Reviews of almost 250 published and unpublished empirical studies agree
that there is a strong positive association between classroom drama and verbal
achievement. The use of randomised trials with a “drama” group receiving
classroom drama and a “control” group not receiving it indicate a strong causal
relationship between drama and verbal achievement. Verbal achievement outcomes
include oral recall, reading achievement, reading readiness, oral language
development and children were tested both on material used in the class and on
new material. Some studies indicate that drama was more effective in promoting
verbal skills among children from low socio-economic status populations than
among children from families with high household incomes and with parents with

high educational attainment (Smilansky, 1968; Podlozny, 2000).

Empirical analyses of the effect of music listening on spatial reasoning also show a
strong positive effect of music (Rausher et al., 1993; Rausher et al., 1995; Rausher
and Shaw, 1998; Hetland, 2000). Experiments consisted in having a “music” group
listen to classical and modern music, and a “control” group either remaining in

silence of listen to relaxing noises. Both groups subsequently took tests to evaluate
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their spatial reasoning skills and the music groups consistently outperformed
control groups. A similar but separate effect concerns the cognitive transfers of

music_instruction on spatial reasoning. The effect described above (Mozart effect)

consists in an increased performance in spatial reasoning experienced by adults
after briefly listening to music. Studies on the effect of music instruction on spatial
reasoning involve children taking up to two years of music instruction. Control
groups included children taking language, computer or mathematics courses. Meta-
analytic reviews of 27 studies indicate that there is a strong positive association
and that the effect is higher for individual lessons. Finally Ho et al. (2003)

document that music improves verbal but not visual memory. In the experiment the

more students had studied music the better they performed. A follow up after one
year from the initial study also reported progress among those students that
continued their music training, while those that dropped out did not improve their
performance. However such students kept performing better than students with no

prior music training,

Independence

Numerous studies suggest that there is a strong correlation between arts
participation and various academic indicators (Catterall, 1998; Catterall et al.,
1999; Heath, 1998; DiMaggio, 1982; Murfee, 1995; OECD, 2001). However these

studies do not take into account the possibility that children who enrol in art

courses or who participate in art activities are different from those not enrolling in
art courses. Differences in test scores might not be the result of the courses
themselves but of heterogeneity between children (Eisner, 2001; Hetland and
Winner, 2004). Studies with an experimental design allow researchers to control
for self-selection and therefore test for the existence of a positive causality between
arts participation and standardised test scores. A meta-analysis reviewing 24
studies with an experimental structure indicates that there is no evidence

supporting the claim that the arts enhance academic performance.

Hetland and Winner (2004) also review the evidence on whether visual arts
instruction can improve reading. Two sets of studies are examined: those
comparing arts-only instruction with no special training and those that compare an
art-reading-integrated programme with a control group receiving reading only
training. In both circumstances there is no evidence of any cognitive transfer taking

place. Finally Butzlaff (2000) concludes that music listening does not improve
reading abilities.
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Inconclusive evidence

Reviews of available evidence on the cognitive transfers of dance on_spatial

reasoning and of music and mathematics are inconclusive. The very small number

of empirical studies examining the relationship between dance and spatial
reasoning (Keinanen et al., 2000) and music and mathematics (Graziano et al.,
1999) means that further evidence is needed to ascertain whether there are causal

links between these forms of art and non art skills (Hetland and Winner, 2004).

The literature reviewed above assesses the impact of specific art activities on
specific academic skills. A number of studies examine the impact of attending arts
events on general academic indicators. Robson (2003) for example shows how 16
year olds who attended artistic activities were more likely to achieve a college
degree than those who did not. However the study did not control for subject
| heterogeneity and therefore differences in rates of college graduation among
participants and non-participants might be due to differences in the characteristics
of individuals in the two groups. Bourdieu (1977; Bourdieu and Passeron, 1977)
also document a positive association between a student’ cultural resources and
school success. They find that this influence is due primarily to the teachers’
attitudes towards students who participate in cultural activities. They tend to give
them more attention and assistance, consider them brighter and more gifted than
other students. Improvements in academic achievement resulting from positive
discrimination and differential treatment are not a desirable outcome. However the
fact that students who participate in artistic and cultural activities are usually more
articulate and better at communicating than those who do not might be at the basis
of teacher’s biases and surely improvements in communication skills is a worthy

goal.

Engagement in the arts can help government policies aimed at reducing social
exclusion and poverty by providing a strong skills base that makes individual less
susceptible to unemployment in a rapidly changing labour market (DCMS PAT10,
1999). As Galbraith (1960) has shown creativity is the value added that employers
look in potential workers and one of the most important at the basis of modern
labour markets. Western economies rely mostly on productivity increases produced
by innovation and creativity. While the agricultural and manufacturing sectors
employ fewer and fewer workers, the “knowledge” economy keeps expanding.

While most people concentrate on the need for science and technology education to
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support such an economic system at the expense of the arts and other humanities,
Galbraith and others warn against the dangers of such a strategy (Galbraith, 1960).
“The essence of scientific advances comes through creativity and that the creative
process is, to a large degree, stimulated by the arts.” (Henry, 1981). Currently
most of the academic curriculum is based on activities and subjects that stimulate
the left part of the brain and therefore help develop sequential, rational and
analytical thought. The arts and cultural activities and education stimulate the right
part of the brain and help develop intuition, imagination and the ability to analyse

many and complex situations simultaneously (Kane and Kane, 1979),

Psychologists have long discussed the influence on individuals of one’s perception
of being able to influence circumstances and to change one’s situation (D’ Amico
and Cardaci, 2003; Bandura and Locke, 2003; Fry and Debats, 2002). Perceived
self-efficacy has been recognised as an essential element of people’s ability to
learn: it increases one’s confidence in solving problems, induces expectations of
success both by the individual and teachers/others, and it helps cope with stress,
frustration and failure in a positive way that enhances learning rather than inhibit it
(Zimmerman, 1995). Research shows that participation in the arts can improve
people’s confidence and perception of being in control and through this promote
learning (Matarasso, 1997; DCMS, 1999). While research conducted by the
National Foundation for Education Research did not find that engagement in arts
programme boosts academic performance, it revealed that arts participation favours
a sense of enjoyment, relieves tension and promotes a sense of fulfilment (Harland
et al, 2000). Gardner (1999) claims that there is not a single form of intelligence
but rather eight different types of intelligence and ways of learning: language,
logical, mathematical, spatial, musical, naturalist, kinaesthetic, interpersonal and
intrapersonal. Although everybody can learn in each of these different ways,
personal strength in these means of learning varies across individuals. The arts can
be used to teach some people traditional academic subjects more effectively
because they involve the use of other forms of intelligence (Bransford, 1979).
Students who perform poorly on traditional academic measures might perform
much better on subjects that involve the use of other forms of intelligence. Success
in arts related courses might lead to lower dropout rates and re-engagement in

education.

Finally there is some evidence that participation in the arts as a teenager is highly

correlated with personal income as an adult, membership to voluntary
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organisations and participation in adult education courses, other things being equal
(Robson, 2003). These results are based on the use of an English cohort study — the
British Cohort Study 1970 — that contains information on a sample of people born
in 1970. The study followed up children at regular intervals and data on
participation in a number of arts activities at age 16 was related to economic and
social outcomes when the same people were 29. Even when controlling for a
number of other factors, attending theatre plays, reading and writing for pleasure
and going to music events at age 16 was positively correlated with personal income

at age 29.

2.2.1.2. Health benefits.

Experiments conducted with groups experiencing the arts and control groups not
exposed to arts activities consistently show that the arts can improve health. The
relationship between attending cultural events such as theatre, concerts or
exhibitions, and a reduction in levels of blood pressure and hormonal benefits is
statistically significant (Konlaan et al, 2000). Participation in the arts and cultural
activities can also improve survival: Bygren et al (1996) report that mortality is
higher among people who rarely attend art events compared to people who often
participate, even when other factors were controlled for. Palmer et al (1999)
documents decreases in pain and stress among people who had blood taken in a

room with visual arts compared to those in a room with no visual arts.

A large body of literature shows how music in particular has therapeutic effects.
Music can be used to prevent stress-induced responses, anxiety, increased heart
rate and systolic blood pressure among undergraduate students preparing for oral
examination (Taylor-Piliae, 2002). Anxiety reductions (measured in terms of blood
pressure, respiratory rates, changes in salivary cortisol) thanks to music listening
have also been reported among patients recovering from acute myocardial
infarction (White, 1999; Bolwerk, 1990), patients undergoing cancer treatments
such as chemotherapy (Smith et al, 2001; Staricoff and Loppert, 2003; Sabo and
Michael, 1996; Weber et al, 1997), conscious patients in the operating theatre
(Thompson and Kam, 1995; Seukeran and Vestey, 1997) and undergoing
ambulatory surgery (Golden et al, 2001; McGreevy, 1990; Hains, 1996; Augustin
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and Hains, 1996; Bampton and Draper, 1997; Chlan et al, 2000) and patients in
pre-surgical situations (Miluk-Kolasa et al, 1994; Hayes et al, 2003).

Those who are exposed to music listening before they undergo, and while they
recover from painful operations, or who suffer from chronic pain generally report
lower levels of pain than control groups (Beck, 1991). Listening to music while
recovering from coronary bypass operations contributes to increases in the ability
to sleep and reduces self-reported pain intensity (Zimmerman et al, 1996), while
music played during the operation does not produce positive health outcomes
(Blankfield et al, 1995). Similarly chronic pain of cancer patients is also
beneficially reduced by music exposure (Zimmerman et al, 1989). Music has a
positive and significant impact as an analgesic for chronic and acute pain (Good,
1996), pain resulting from operations (Nilsson et al, 2001; 2003) and
gynaecological procedures (Davis, 1992). Heitz et al (1992) finds that while
patients in post-general anaesthesia care who listen to music do not report different
levels of pain or need different sedative doses, they generally request sedatives

with significant delays compared to the control group.

As in the case of cognitive benefits, the fact that enjoying the arts reduces stress
levels and improves quality of life constitutes a positive outcome of art
participation especially at the individual level. Research has shown that high stress
levels are a major determinant of poor performance and low productivity. Because
societies gain from a workforce that is more productive, public support of the arts
is justified as a measure that governments take to promote economic growth. When
governments directly provide health care to their citizens, arts participation can be
a cost-effective means of reducing stress levels thereby reducing people’s needs for
more expensive treatments. While these social spillovers of individual participation
justify government measures aimed at promoting widespread engagement with the
arts, there is some evidence justifying policies aimed at promoting participation

especially among disadvantaged groups.

The Whitehall studies (Whitehall I and II) reveal an inverse social gradient in
morbidity and mortality among British civil servants. Marmot and the research
team identify psychosocial stress and low control at work as the main reasons for
differences in cardiovascular disease among low rank and high rank civil servants.
Because of the beneficial impact on stress levels that arts participation has, policies

should be especially targeted at increasing participation among those groups that
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tend to suffer the most from high stress levels such as people with little control

over their life and work.

2.2.1.3. Social capital

In ‘Making democracy work’ Robert Putnam first used the term social capital to
describe why and how ‘communities that sing together’ improve the functioning of
democratic institutions. In his study of Italian regional government he discovered a
very strong relationship between the number of choral societies and the

effectiveness of local governments (Putnam, 1993).

Few concepts have ever attracted as large an interest in economics, sociology and
political science as the idea of social capital, however large differences exist in
what is meant by the term. The basic idea of social capital is that social relations
can form a capital asset and benefit individuals, communities or both. Pierre
Bourdieu (1983) defines social capital as the resources that individuals have to
develop ‘durable and more or less institutionalised networks of relationships of
mutual acquaintance and recognition’. James Coleman (1990) refers to social
capital as ‘those aspects of a social structure that facilitate the actions of actors
within the structure’. While Bourdieu and Coleman consider social capital an
individual asset, Putnam explores to what extent social capital can be viewed as a
collective asset. He defines social capital as ‘the features of social organisation
such as trust, norms and networks, that can improve the efficiency of society by
facilitating co-ordinated actions’ (Putnam, 1993) and ‘the connections among
individuals and social networks and the norms of reciprocity and trustworthiness

that arise from them.’ (Putnam, 2000).

Social capital has been shown to have a positive impact on educational outcomes
(Coleman, 1988) democratic institutions (Putnam, 1993, 2000) and more recently
research has identified a strong relationship between social capital and mortality,
health status and violent crime (Galea et al. 2002, Kawachi and Kennedy 1997 and
1999).

Social capital is recognised alongside financial capital and human capital and

indicates the value of social networks. Individuals and communities endowed with

44



high social capital enjoy the benefits produced by the cooperation, trust and
reciprocity that strong social ties produce. Social capital is created, for example by
friendship networks, neighbourhoods, churches, schools, bridge clubs, civic
associations, bars and art organisations (Putnam, 2000). The arts have been
described as a tool to foster social capital as they inspire civic pride, they foster
community cohesion and strengthen democratic institutions (Goss, 2000; Center
for Arts and Culture 2001; Strom, 2001). They are ‘a uniquely enjoyable way to
build social capital’ (Putnam et al, 2003).

A study on associational membership in the United States, Germany and Sweden
shows how cultural associations foster social capital more than other forms of
associations (Stolle and Rochon, 1998). When comparing the impact of different
associational membership on social capital indicators such as generalised trust,
political trust and efficacy, optimism, tolerance and free ridership, cultural
associations outperformed all other associational groups®. After adjusting for age,
education, gender, race and community size, members of cultural organisations
displayed higher levels of cooperative spirit, norms of reciprocity and collective
thinking beyond the boundaries of the members of the group than non-members

and members of other associations.

Neighbourhoods with high arts attendance are more likely to host a large number
of non-profit and voluntary organisations (Stern and Seifert, 1994). Participation in
arts activities and membership in voluntary organisations are highly correlated
(Jeannotte, 2003; Robson, 2003; Putnam, 2000). Participation in voluntary work
can be seen as an indicator of the extent to which people care about one another
and are prepared to sacrifice their time and efforts for the community. The arts and
culture inﬂuenée people’s willingness to invest in their communities because arts
education and participation in the arts and culture develop people’s empathy,
communication and compassion’ skills (Schwartz, 2000). The arts make an
extensive use of symbols and metaphors as in order to appreciate the meaning of a
painting, a performance or other cultural events, people need to exercise their

abilities to understand what other people feel and want to tell. The arts can teach

¢ Stolle and Rochon categorised associations in the sample into different groups according
to the main aim of the association: political, economic, group rights community, personal
interest, cultural and social.

7 Compassion comes from the Latin cum patire: to feel with.
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“to put oneself in other people’s shoes™ and this is the first and necessary step to be

prepared to invest in other people and community life.

However while the studies cited above highlight positive correlations between arts
attendance and measures of social capital, the direction of the relationship is not
clear (arts attendance might determine organisational membership to the same
degree that organisational membership might determine arts attendance). It is also
possible (if not likely) that factors not included in the analyses determine both arts

attendance and social capital outcomes.

Alesina and La Ferrara find that indicators of social capital, such as individual
level social trust, participation in voluntary membership organisations are reduced
in the presence of ethnic, racial and income heterogeneity at the metropolitan level
(Alesina and La Ferrara, 2000; 2002). After controlling for individual socio-
economic status, the higher the heterogeneity, the lower the social trust and
organisational membership. This detrimental impact of heterogeneity on group
cohesion, an important component of social capital, has also been found in other
contexts. The negative impact of heterogeneity and indices of social capital is
consistent with the distinction present in part of the literature between two forms of
social capital: bridging and bonding social capital. Bonding social capital ties
together people on the basis of homogeneity, social ties are formed among people
who share some characteristics, such as socio-economic background, ethnic or
racial origin and cultural identity. Bridging social capital brings together people
who are from heterogeneous backgrounds and establishes groups whose
membership spans across people with different socio-economic backgrounds

(Putnam, 2000; McCarthy et al, 2004).

Arts attendance helps members of a community to get connected and provides an
opportunity to develop social contacts (Lowe, 2000; Griffiths, 1993; Stern, 2000).
Many have shown that the arts can provide a safe heaven where people’s
differences can be explored and examined in a non confrontational way, where
diversity can be perceived as enriching and as a source of strength for
communities, rather than something that will inevitably lead to mistrust and
conflict (Schwartz, 2000; Matarasso, 1997). While in the literature the arts are
often claimed to be excellent means to create bridging social capital (Putnam,
2000; McCarthy et al, 2004), most reviews overlook the historical importance of

the arts as a means of class and group division, as activities indicating distinction
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and status (Veblen, 1899; Bourdieu, 1984; Daly, 2005). People attended and attend
the “highbrow” art because they enjoyed music, ballet, opera or theatre but also
because they are symbols that reaffirm one’s place as educated and “upper class”.
The attention devoted by most scholars studying social capital to the creation of
bridging social capital is due to the fact that it is harder to create than bonding
social capital and it is especially important with the increasing social diversity of

our communities.
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Chapter 3.

The performing arts sector

3.1. Evidence on attendance at performing arts events

Despite government interventions aimed at addressing inequalities in attendance at
performing arts events and the benefits that arts attendance produces, large
disparities still exist among different social groups. It is almost forty years since
Baumol and Bowen conducted the first systematic analysis of the audience of
performing arts institutions in the United States and England (Baumol and Bowen,
1966) and available evidence indicates that the audience of performing arts events
is still wealthier, better educated, whiter and from an higher social class than the
general population (Cwi, 1985; Lefkin, 1998; McCarthy et al., 2001a; Nichols,
2003). While the first empirical studies of public participation in the arts are based
on institutional surveys carried out by performing arts organisations on their
audiences, since the late ‘70s early ‘80s scientific investigations are predominantly

based on the analysis of population based surveys.

Institutional surveys date as back as the 1920’s, where museums in the United
States begun to consistently conduct surveys of their visitors (Dickenson, 1992).
Through the years the audience does not seem to have changed much: groups of
white, affluent, young professionals dominate participation rates. According to
Dickenson’s research of museum surveys from the 1930’s to 1990’s the socio-
economic status of the museum audience is remarkably different from that of the
population at large. In a study 1930 on the audience of the Philadelphia Museum of
Art Dickenson identified that gender was related to participation (women

outnumber men 54.8% compared to 45.2%) and that professionals and academics
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(students and teachers) were participating more than any other occupational
category (students former 14% of the audience, professionals 39% and working
class only 8%). A 1952 survey of visitors of the Milwaukee Public Museum
showed that the museum had a very young audience, with only 5% of visitors aged
50 or over. The 1959-60 Museum Visitor Survey of the Royal Ontario Museum
raised some concerns among the management because visitors appeared to earn
higher incomes than the population at large. Notably the managers attributed such
overrepresenation to the fact that the museum was based in an affluent area and
that respondents were likely to have inflated their incomes not to feel embarrassed
(Dickenson, 1992).

DiMaggio et al (DiMaggio & Useem, 1983; DiMaggio et al., 1978) performed a
comprehensive review of 268 audience surveys carried out by American
performing arts institutions and museums. They noted a large increase in the
number of surveys commissioned after the early 1970’s: while they found almost
no survey dating back 1966 or earlier, 80% of their review included surveys carried
out in 1972 or later (DiMaggio, 1983). Similarly Baumol and Bowen (1966) were
able to identify only a handful of surveys on performing arts audiences carried out

before their path breaking 1966 study.

DiMaggio at al. illustrated that females were only marginally more likely to attend
than their male counterparts (men were 49% of the population and 46% of museum
and 43% of performing arts visitors). They also noted large variations in the
participation rates of the two sexes by art form and opening hours®. The report
highlighted how the median age of art audiences was similar to that of the general
population, indicating no real correlation between age and participation.
Educational attainment of adult audience members was higher in the studies
surveyed than that of the general population, although there was a considerable
variation among studies (13.9% of population had a college degree, while the
median percentage of college graduates in the audience was 54%). Educational
attainment varied according to art form, it was higher among the performing arts
audience (61.8% of the visitors had a college degree) than among the art museums’
(48%); ballet and dance participants reported higher education (65% with college

degree) than theatre audiences (58%); and art museums had a larger proportion of

¥ Male participation during week-ends increased significantly. This is probably due to
working patterns in the ‘70s, with male participation in the labour force being double that
of their female counterparts.
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the audience with a college degree than science and history museums (34.4%).
Participation of professionals was disproportionately high in the audiences (15% in
the population, 55.9% in the audience). There were few variations among art forms
(museums were less likely to present an overrepresentation of professionals than
performing arts, and non-art museums were more likely to be attended by blue-
collar workers than art museums or any other performing art). Finally the art
audience had higher incomes compared to the population (the median income of
opera visitors was $21,024 and that of history museum’ $16,757, the median
family income in the U.S. was $10,778 in 1960 and $14,476 in 1975).

While DiMaggio’s study was a review of surveys differing in terms of reliability of
the data, sampling and questionnaire design and form of interview, Baumol and
Bowen (1966) developed the first systematic analysis of the audience of the
performing arts in the United States. Their study was based on a questionnaire
administered to 50% of the audience of performing art events between 1963-1965
(Baumol and Bowen, 1966). Most of the questionnaires were administered in large

metropolitan areas and the response rate was almost exactly 50% (N=29,413).

Contrary to previous research Baumol and Bowen found a prevalence of males in
their audiences’ (53% in their study while they were 48% of the population
according to 1960 Census figures). They also found that (not counting people aged
18 or less) the audience of the performing arts was younger than the population in
general. As in DiMaggio et al. (1978), there was an over-representation of
professionals in the performing arts audience (63% male professionals in the
audience vs. 12.7% in the general population and 63.2% female professionals in
the audience vs. 14% in the general population) and an under-representation of
blue-collar workers (for males 2.6% in the audience vs. 57.5% in the population
and for females 1.9% in the audience vs. 39.3% in the population). The difference
in the incomes of the art audience and the general population found by Baumol and
Bowen was remarkable: the median income of performing arts audience members
was double that of the general population. Differences in educational attainment

were once again striking: while among males 55% of art audience members went

® As argued by Throsby & Withers (1979) this could be due to the design of the study that
Baumol and Bowen employed. Questionnaires were inserted randomly in programmes.
People often attend performances as part of a couple and it is likely that males tended to
complete the questionnaires even when they were placed on their partner’s programme.
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to graduate school only 5.3% of the population did the same, among females the

proportions were 31.6% and 2%.

In order to ascertain whether the findings of their study were applicable only in the
United States or not, Baumol and Bowen (1966) developed a similar analysis of
the characteristics of the performing art audience in England. The English part of
their study conveyed results that were remarkably similar to those of the analysis
of the American audience. Incomes were almost double among audience members
(£1676 compared to £990 in the population at large); approximately 45% among
audience members left school aged 20 or over while this percentage dropped to 3%
in the population. Finally professionals represented almost 60% of the audience

members and less than 10% of the general population.

In 1979-80 Cwi (1985) surveyed the audience of five American symphony
orchestras (N=3546). The research team used a questionnaire very similar to the
one used by Baumol & Bowen, as an explicit aim of the study was to assess
whether the art audience had grown closer to the general population since the mid-
sixties. The results obtained by Cwi were very similar to those obtained by Baumol
& Bowen: approximately 70% of audience members were professionals (69% in
Baumol & Bowen), 39% had graduate training (46% in Baumol and Bowen).
Income was the only variable that suggested a shift in participation from the mid
sixties to the late seventies: while in Baumol & Bowen the median family income
was 90% higher than the median family income of the population, in Cwi the
median income of symphony audiences was 50% higher than that of the
population. Cwi acknowledged that the gap between the art audience and the
population had grown smaller. This was due to changes in the population that had
grown more educated (in 1960 7% of the population aged 25 or over was a college
graduate and 40% had eight years or less of schooling, in 1980 17% had a college
degree and 18% had eight years or less of schooling). This increase in educational
attainment was coupled by an increase in incomes and a shift in occupational status

towards professional and other “white-collar” professions.

The analyses based on institutional data such as the ones presented in the brief
review above, are severely limited by the fact that they can only compare the
characteristics of the audience with those of the general population without
controlling for possible associations existing among different factors. Moreover

such studies have to rely on external data such Census information to infer the
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characteristics of the population. Population based surveys use samples of the
population at large and collect information on both participants and non-
participants. The use of population-based surveys allows researchers to identify
relative associations among a number of socio-economic characteristics and

attendance at performing arts events.

Two main series of surveys on public participation in the arts have been conducted
in the United States: the Survey of Public Participation in the Arts series (SPPA),
commissioned by the National Endowment for the Arts and conducted in 1982,
1987, 1992, 1997 and 2002 and the Americans and the Arts series, conducted by
Louis Harris and Associates in 1973, 1975, 1980, 1984, 1987, 1992 and 1996.
There are three main sources of population-based attendance data for the United
Kingdom: the Target Group Index (TGI) series (annual since 1986), the General
Household Survey (GHS) leisure component series (1973 1977 1980 1983 1986
1987 1990-91 1993-94 1996-97 and 2002-03) and the ONS Omnibus surveys
conducted in 1991 and 2001 and 2003.

Robinson (1989) has shown how differences in the design, structure, question
wording and mode of interview mean that comparability across survey series even
for the same country is limited. Participation rates in theatre, opera, classical music
and dance are almost twice as high in the SPPA series compared to the Americans
and the Arts series. As the General Social Survey (GSS) contained a module on
participation in the arts in 1993, Tepper (1998) compared participation rates for the
US using GSS data and data from the 1992 SPPA and found big differences in the
two. Limits however exist not only in terms of comparability across different
surveys, but also within each survey series when there are changes in the structure,

design and response rates (NEA, 1998).

Despite differences in the country under consideration, type of survey (institutional
or population-based) and in survey design and methodology, the evidence on the
characteristics of the performing arts audience emerging from most of the available
data is similar and is consistent with the view that there are major inequalities in

attendance at arts performances.

Table 3.1 summarises finding from the TGI series on attendance at a number of

performing arts events between 1986/87 and 2001/02.
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Table 3.1 Attendance rates at performing arts events ‘these days’—
Great Britain

1986/87 1991/92 1996/97 1999/00 2000/01 2001/02 2003/04

Plays 23 23 24 23 23 24 26
Classical music 12 12 12 12 12 12 13
Ballet 6 6 7 6 6 6 8
Opera 5 6 7 6 6 6 7
Contemporary dance 4 3 4 4 4 5 6

SOURCE: Target Group Index, BMRB International.

TGI surveys derive responses from the question “About how often these days do
you go to the following [art event]?”” among an annual sample of approximately
25,000 individuals aged 15 or over. While the TGI surveys is the only series of
surveys available in Great Britain covering arts attendance since 1986, the
timeframe considered in the analysis ‘these days’ is too subjective to allow
researchers to establish reliable attendance rates and derive trends. However unless
large differences exist in how different socio-economic groups perceive the
timeframe ‘these days’, the TGI survey can be used to establish whether there are
differences in attendance rates among different groups in the population. Table 3.2

presents findings on attendance rates by social grade from the 1996/97 TGI survey.

Table 3.2 Profile of current performing arts attenders by social grade —
Great Britain

Social Theatre Ballet Opera Classical Contemporary  Total
Grade music dance
AB 41.5 44.7 48.4 45.3 32.8 213
C1 32.8 32.1 31.8 30.9 35.2 27.6
C2 13.1 12.5 9.4 11.9 16.9 225
DE 12.6 10.6 10.4 11.9 15 28.5
Total 100 100 100 100 100 100
Sample 5,299 1480 1455 2679 988 25,386
A Professional B Managerial/intermediate C1 Skilled non-manual
C2 Skilled manual D Partly skilled E Unskilled

SOURCE: ONS Omnibus Survey 2001.
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Table 3.3 Participation in live performances in the last 12 months by
socio-economic background — England

Theatre  Opera Classical music Ballet Dance

GROSS INCOME

All 26.67 5.61 9.7 1.64 10.64
<£5,200 19.69 3.72 6.99 1.54 7.82
£5200-£10400 20.69 3.69 6.47 0.83 9.37
£10400-£15600 23.83 5.06 9.36 2,01 10.72
£15600-£20800 32.17 4.98 9.86 1.38 14.47
£20800-£26000 33.37 8.43 12.24 323 11.78
£26000-£36400 38.90 8.75 18.17 1.75 13.46
£36400+ 51.60 14.98 21.64 2.50 13.87
EDUCATION*

All 26.88 5.74 9.90 1.62 10.59
No edu 12.70 0.00 3.17 6.35 7.94
Left at 14 13.42 3.02 6.03 0.30 5.66
15-18 23.31 4.11 7.40 1.48 9.70
19-25 42.48 12.98 20.99 3.00 14.65
25+ 41.91 10.61 19.36 2.39 13.26
Still in edu 38.49 3.87 4.75 0.35 17.22

* Education categories in England are calculated using the age at which respondents
complete full-time education.
SOURCE: ONS Omnibus Survey 2001.

Table 3.4 Arts attendance rates by income and educational attainment
— United States

Theatre Opera Classical Ballet Other
music Dance
1997 2002 1997 2002 1997 2002 1997 2002 1997 2002
Education
Grade school 3.1 LT 02 02 21 1.5 1.5 04 73 22
Some high school 72 37 15 08 39 19 18 08 66 17
High school 91 57 1.7 08 83 45 36 13 92 34
graduate
Some college 189 127 52 28 181 115 65 39 137 173

College graduate ~ 27.7 225 102 64 28 219 108 72 178 99
Graduate school 372 31.8 143 109 445 341 144 129 247 148
Income

$<10,000 96 53 18 13 43 67 16 15 172 27
$10,001-20,000 74 54 19 16 82 52 32 19 76 38
$20,001-30,000 99 60 24 16 97 63 37 24 94 38
$30,001-40,000 155 100 25 26 131 103 46 28 127 61
$40,001-50,000 153 122 45 24 148 129 60 36 130 58
$50,001-75,000 198 140 75 34 221 124 81 43 158 15
$75,001-100,000 27 218 58 58 263 199 96 72 202 101
>$100,000 * 31.9 13.3 35.0 13.3 18.7

"In 2002 the last category of income is $75,001 or more.
SOURCE: NEA, 1997; Nichols, 2003.

Although most studies have shown both income and educational attainment to be
strongly associated with attendance (Baumol and Bowen, 1966; Throsby and
Withers, 1979; DiMaggio and Useem, 1983; McCarthy et al., 2001a), estimates
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indicate that education is a better predictor of attendance than income (DiMaggio
et al, 1978), even when isolating for the relative effect played by the two covariates
(Gray, 1998; McCarthy et al., 2001b). After controlling for other socio-economic
characteristics, Peterson et al (2000) find the gender effect to be statistically
significant only for older cohorts for all performing art events apart from ballet,

where the effect was significant also for younger ones.

Participation rates in performing arts among minority groups are lower than among
the white majority. Using data from the 1980°s, DiMaggio and Ostrower (1992)
find that whites are twice as likely as African Americans to attend a classical
music, a theatre, a ballet or an opera performance. Controlling for other socio-
economic characteristics revealed that differences in participation rates among
whites and African Americans were due at least partially to their ethnicity and not

to other factors.

3.2. Cost structure of the performing arts: the Baumol’s cost

disease.

3.2.1. The facts

Baumol and Bowen (1966) identify in the nature of live performing arts
organisations the origin of their financial problems. The Baumol’ s cost disease
“condemns” the cost of live performances to grow while costs of goods produced
in the manufacturing sector decrease. Baumol and Bowen suggest that while
technological development influences most sectors of the economy and increases
the productivity of the labour they employ, the performing arts sector enjoys far
fewer technological improvements'® and thus suffers a “productivity lag”. When
rising costs are not met by a correspondent growth in earnings, performing arts

organisations suffer what Baumol calls an “income gap”.

19 Baumol (1987) illustrates the cost disease comparing the costs of watchmaking and those
of musical performance over the centuries: “foward the end of the 17" century a Swiss
craftsman could produce about 12 watches per year. Three centuries later that same
amount of labour produces 1200 (non-quartz) watches. But a piece of music written three
centuries ago by Purcell or Scarlatti takes exactly as many person hours to perform today
as it did in 1685 and uses as much equipment.”
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Productivity increases are generally determined by one (or more) of the following
factors: (1) economies of scale, (2) increased labour skill, (3) increased capital per
worker, (4) improved technology and processes (e.g. management) (Heilbrun,
2003) and (5) improved product design. Productivity gains are most likely to occur
in manufacturing industries and certain services (for example banking, carwash,
etc...). In the manufacturing sector work is a means of production, but in the
performing arts work is an end in itself — the singer singing, the actor playing - and
this makes increases in output per hour very hard to achieve (Baumol and Bowen,
1966). If wages of people working in the performing arts did not grow in line with
wage increases in other sectors of the economy (that are possible because of
productivity increases), the performing arts would be starved of labour supply
(Brooks, 1997).

The unbalanced growth model as described by Baumol (1967; 1987) is built under

the following assumptions:

1. There are only two sectors in the economy: P, the performing arts sector and M,
the manufacturing sector. P is a stagnant sector because there are no productivity
gains'', while M is a non-stagnant sector where considerable productivity gains can

occur.

2. The production function in both sectors is determined by only one factor: labour
L. Equations (3.1.) and (3.2.) indicate the production functions in the two sectors,
where at time ¢ Y, is the production function of sector P; Y,, is the production

function of sector M; r is the productivity growth rate, a and b are constants >0

Y;n:aLpr (3 . 1 .)
Y=bLe" (3.2)

3. Wages in the two sectors of the economy are and remain equal.

' Although productivity gains can be registered in the case of the performing arts (lower
travel time for touring performances, lower peripheral costs, possible profits from
recordings etc...) the reality is that there are, at least for now, large gaps between
productivity gains in labour intensive sectors and capital intensive sectors.
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4. Wages growth is determined by the productivity gains in the manufacturing

sector.
W, =Wwe" (3.3)

Where W, represents wages at time ¢ per unity of labour in the two sectors and W is

a constant.
Baumol maintains that C,, cost per unity of output in the performing arts sector,

relative to the cost per unity of output in the manufacturing sector will grow

virtually without limits while C,, will remain constant:

_ pV,LP, _ Werle’ _ Werl

C (3.4.)
oy, al, a
c Vil _ we'L, _W (3.5)
" Y, bLe" b
Ly
c ! be"
_C_E_= LP = (3.6
m mt
Y

Baumol’s conclusion is that through time the cost per unit of output of the
performing arts sector, relative to the cost of the manufacturing sectors will rise.
Wages in the performing arts sector through time will have to rise in line with
wages in other parts of the economy, even though productivity gains in the arts

sector will be far fewer.

Bradford (1969) however leads to a different conclusion “through time the cost per
unit of output of sector 2 (manufacturing), relative to that of sector 1 (performing
arts), will fall to zero in the limit, while the set of feasible output combinations will

continually expand” [manufacturing and performing arts have been added].
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Given Y,=al, and Y,=bL, ¢" as defined above, the production possibility
frontier at time ¢, PP(¢) can be viewed below in figure 3.1 PP(%) has a slope equal to
-a/be", Y, intercept at aL, and Y, intercept at bLe". If we consider an economy
with a fixed total labour force represented by the sum of L, and L,, through time
the production possibility frontier PP(z) will first move to PP(t’) and progressively
shift to PP(0).

Figure 3.1 The consequence of differences in labour productivity
Y1

P(t)
0 Y2
SOURCE: Bradford, 1969.

Through time the absolute value of the slope will become smaller and smaller and
at the limit will fall to zero. This means that the opportunity cost of a unit of ¥,

will decrease correspondingly®.

Baumol’s analysis continues examining what would happen in a situation where
the elasticity of demand for the two outputs (manufacturing goods and performing

arts events) were unitary.

cy, we'L, L, :
PP _ - =—2 =4 Where A4 is a constant 3.7)
c,Y, weL, L,

The output ratio is:

Y al o1 ad

(3.8.)

_r
Y, bLe" be"

12 The opportunity cost of a unit of ¥,, indicates the amount of ¥, that must be given up in
order to obtain an extra unit of Y,

13 With an expanding labour force the pattern of the shift in the curve remains unchanged,
although the intercept ¥, moves progressively away from the origin. With a shrinking
labour force the opposite is true (Bradford, 1969).
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Through time the output ratio approaches zero as ¢ grows and goes to oo.

aA
=0
f bert

1>

Baumol (1967) claims that the output ratio tends towards zero because of a decline
in the numerator while in fact what drives the output ratio towards zero is an
increase in the denominator (output in the manufacturing sector) (Keren, 1972).
The performing arts sector, under the assumption of a demand elasticity equal to

one, produces a constant, rather than a decreasing output.

The analysis of Baumol’s argument demonstrates that, contrary to Baumol’s and
Bowen’s original predictions, society as a whole will increasingly be able to
support stagnant sectors of the economy such as the arts, provided that this type of
sector is limited (in size) compared to the non-stagnant ones. A society where
considerable productivity gains can be detected in the majority of sectors (this is
the nature of the cost disease), achieves higher consumption opportunities because
of productivity increases. The increase in performing arts costs relative to
manufacturing products and goods creates the illusion that society is unable to
afford live performances, while in fact society as a whole will enjoy a higher
standard of living (Frey, 2003).

Politicians and private citizens alike interrogate themselves about continuous
annual increases in the share of public resources allocated to the stagnant sectors of
the economy, in the face of a constant or deteriorating supply. Without knowledge
of the cost disease and its origin this can be (an often is) interpreted as the proof
that stagnant sectors will progressively erode society’s well being. As a
consequence societies might be ready to dismiss “non strictly” essential stagnant

sectors and the public funding allocated to them.

3.2.2. The evidence

Baumol and Bowen present time series data on cost variations in the performing
arts sector to support their productivity lag hypothesis (Baumol and Bowen, 1966).

They provide empirical evidence from the United States, Great Britain and

59



Sweden, but they also report of more anecdotal indications of a growing income
gap from Italy (pp 300-301).

Using time series data for the 1950s and 1960s of costs per performance of the
Royal Opera House, Royal Shakespeare Theatre and regional orchestras they find
that costs of live performances grew at an annual rate of 7-10 per cent, while the
general price level grew at about 4 per cent (pp 200-201). When comparing two
points in time, costs per performance of London theatres in the 1771-75 and 1963-
64 seasons, they conclude that while costs have risen 13.6 times over the period,

general price levels rose only by 6.2 times (Baumol and Bowen, 1966 pp 182-83).

Data from the New York Philharmonic (1842-1964 period) and the Cincinnati
Symphony Orchestra (1920-1964) reveal a very similar picture, In the case of the
New York Philharmonic, costs per concerts grew at an annual rate of 2.5 per cent,
while the price index was up by only 1 per cent per year. The annual growth rate
for the Cincinnati Symphony Orchestra was 2.2 per cent, while for wholesale
prices it was 0.4 per cent. A very similar picture emerges when looking at the
growth in costs of several Broadway performances in various periods between

1913-1961 (Baumol and Bowen, 1966 pp 196), orchestras and opera companies
(pp 199).

There is evidence however that in periods of high inflation the hypothesis of a cost
disease is not confirmed (Felton, 1994b; Baumol and Baumol, 1980). Stagnant
labour costs are consistent with a reduction or total disappearance of the cost
disease. Performers’ wages are the main factor responsible for increases in costs in
the performing arts sector and they are notoriously slow in responding to rapid

increases in prices.

When expenditures and income grow at the same rate, the income gap grows in
absolute size, while its relative size remains stable. When expenditures grow faster
than the growth in income, both the absolute and the relative income gap grow.
Baumol and Bowen predict that both the absolute and the relative income gap will
grow through time: “because of the economic structure of the performing arts,
these financial pressures are here to stay, and there are fundamental reasons for
expecting the income gap to widen steadily with the passage of time” (Baumol and
Bowen, 1966 pp 161). Data from the New York Philharmonic, the Cincinnati

Orchestra, the Metropolitan Opera and eleven major US orchestras indicate that the
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income gap has been steadily growing among performing arts organisations
(Baumol and Bowen, 1966 pp 291). Baumol and Bowen obtain very similar results
using financial data of Swedish performing arts organisations covering the period
between the late 1940s and the early 1960s. While the income gap grew by more
than 10% a year, prices grew only by 3.9% (Baumol and Bowen, 1966 pp298-299).
The American Symphony Orchestra League reports that between 1971 and 1991
the income gap of the average symphony orchestra increased by 150 percent and a

similar picture emerges from reports on opera companies by Opera America.

However there is also some evidence that the income gap has not increased and
that contrary to Baumol’s initial expectations, earned income has kept pace with
expenditures (Heilbrun and Gray, 2001; Throsby, 1994). In the 1965-71 period, the
income gap fell for ballet and modern dance while it grew for symphony orchestras
and non-profit theatres (Ford Foundation, 1974) and in the 1970s it fell for ballet,
modern dance, non-profit theatres and symphony orchestras (Schwartz and Peters,
1983). In the 1980s and early 1990s the income gap declined in all performing art
forms apart from modern dance (Felton, 1994a). Volpe (2001) also found no
evidence of a growing income gap in US symphony orchestras and concluded that
this was due to conscious strategies that orchestras put in place to limit budget
deficits. An analysis of 25 US orchestras over a 21 years period (1971/72 to
1991/92) shows that while the income gap grew in absolute terms, the share of
total expenditures covered by earned income did not change (Felton, 1994b).
Similar results apply for opera and ballet companies, while modern dance

companies were the only performing art to suffer from an increase in the income

gap.

According to some, the stability of the income gap in the second half of the 21%
century was determined by the fact that as expenditures rose, prices rose at a rate
that was much higher than the general price level, without having a detrimental
effect on attendance (Heilbrun, 2003). When considering growth in admission
prices to performing arts organisations, Baumol and Bowen show figures
indicating that prices rose in line with the wholesale price index. Comparing prices
of the Drury Lane theatre in London in 1760 and the Royal Shakespeare Theatre,
they find that while ticket prices went up by 0.8 per cent per year, in the same
period the wholesale price index went up by 1 per cent per year (pp 265). The same

result stems from other theatrical data from the 1880’s.
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Baumol and Bowen’s price analysis for the United Kingdom is limited by the use
ofdata on prices at two points in time and by the fact that they analyse ticket prices
of single theatre organisations. Evidence on substantial price increases in the
British performing arts sector, is provided in figure 3.2. The figure shows data
from the United Kingdom on how prices of consumer durables, leisure goods,
audio-visual equipment, leisure services and live entertainment changed between
1987 and 2002. While the relative price of those items most likely to enjoy
productivity increases such as consumer durables and leisure goodsk decreased
significantly in the period considered, the relative prices of leisure services
increased. When comparing the leisure items in detail by analysing the relative
price changes of one leisure good - audio-visual equipment - and one leisure
service - live entertainment - the difference in trends of prices over time is even
more striking. Taking January 1987 as the base year when the relative price of both
items was 1, in December 2002 the price index of audio-visual equipment had

dropped to 0.17 while the price index of live entertainment had increased to 1.62.

Figure 3.2 Baumol’s cost disease and price changes in the United
Kingdom. 1987-2002.

N™ Oi  Durables
Leisure Goods
Audio Visual Equipment
AeLeisure Services

Live Entertainment

i§ § 1
Data on monthly Retail Price Indices for the United Kingdom for the 1987-2002 period.
January 1987=100. All indices are adjusted by the general RPIL

KU Leisure goods includes audio-visual equipment, CDs and tapes, toys, photographic and
sports goods, books and newspapers and gardening products.
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3.2.3. Implications for arts and cultural policy: effect on access and

diversity

The conclusion that societies will enjoy higher consumption opportunities of live
performances needs to be reformulated in the following manner. Year by year
societies will be able to consume more and more live performances'® and at the
same time they will be able to consume higher quantities of manufacturing
products (Baumol, 1992; 1993; Baumol and Baumol, 1985). The share of resources
allocated to the two sectors will ultimately depend upon i) people’s preference
structures (the utilities related to the consumption of the two types of goods), ii) the

costs of live performances and manufacturing products and iii) income levels.

Most empirical studies on the effect of income on the demand for performing arts
events indicate that the income elasticity of the demand is higher than 1 (see
section 4.2 for a detailed review of the literature). This means that live
performances are luxury goods and that economic growth resulting in higher
incomes will more than proportionally increase their demand (Cowen and Grier,
1996). Economic theory however predicts that this income effect will be offset by
increases in relative price levels: the higher the prices of performing arts events

will be, the lower their demand.

The cost disease in itself does not provide a rationale for government intervention.
It describes the cost structure of a sector of the economy and it represents an
attempt to understand why this specific sector is subject to chronic financial
instability (Throsby & Withers, 1979). It states that under an assumption of stable
preferences, the change in relative prices will determine a decrease in the
consumption of performing arts events if i) rising costs are to be met entirely by

increases in market prices and /i) the demand is elastic.

As shown in previous sections of this chapter, increases in relative costs of
performing arts industries have indeed been met by substantial increases in ticket
prices. But do prices have a detrimental effect on attendance levels? And is there
an income gradient in the responsiveness of the demand to changes in prices? It is
possible that changes in prices do not influence attendance decisions of parts of the

population while they determine significant changes in demand levels in others.

' Even with increasing real costs and admission prices.
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While overall attendance rates have not been affected by increases in prices far
higher than the general inflation levels, attendance among some groups in the

population might decline as prices grow (Heilbrun and Gray, 2001).

If the income gap is met by increases in the cost of admission to performances and
preference schedules vary in the population because of one’s upbringing, social
class, income, educational attainment and early experience of the arts it is possible
that the cost disease is going to affect people’s participation levels to different
degrees. If the satisfaction that people gain from engaging in art activities differs,

so will their reaction to changes in market prices of admission to performances.

Later chapters of this thesis will be devoted to assessing to what extent the
hypothesis that changes in prices affect differently the attendance of different
groups in the population and to what extent public policies can overcome this. If
participation in the performing arts brings a number of benefits to participants and
society at large and price levels disproportionately affect attendance rates of those
in disadvantaged groups, both equity and efficiency arguments invoke government
intervention. Although increases in prices might play a significant role in
determining low participation rates among disadvantaged communities, other
factors could be even more important, such as lack of art education and early
socialisation in the arts. This thesis addresses this issue and analyses to what extent
prices deter attendance and whether other factors better explain low attendance

rates among disadvantaged groups.

Figure 3.3 shows the effect of the change in relative prices on consumption of
performing arts events P4 and other goods Y when preferences are stable
(indifference curve I) for two income groups A — high income — and B — low
income. The budget constraint B shifts to B’ and the combination of expenditures

on Y and PA change from C to C’ (where PA decreases and Y increases).
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Figure 3.3 The effect of changes in prices when budgets differ

Y

PA Bl B PA

When people in different income groups have same preferences for the performing
arts, the effect on their demand of rising relative costs met by increases in market
prices will be similar. In the literature the effect on consumption of changes in
relative prices is analysed using models that assume the situation presented in
figure 3.3, i.e. that the price elasticity of demand of people in different income

groups is the same.

If preferences are not the same among different groups the enjoyment that these
groups derive from engaging in art activities differs greatly. It is therefore
reasonable to expect that increases in relative prices will disproportionately affect
the participation of some groups and not others. This situation is shown in figure

3.4 where person A is highly sensitive to changes in prices, while person B is not.

Figure 3.4 The effect of changes in prices when preferences differ

Y Y

PA PA
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One ofthe hypothesis that this thesis aims at testing is whether preferences for the
performing arts are randomly distributed or whether people in disadvantaged
groups belong disproportionately to the category of people with undeveloped tastes
for the arts. If this were to be the case, a change in relative prices would have the
effect shown in figure 3.5 on those with high incomes and developed tastes for the
arts (group A) and those with low incomes and undeveloped tastes for the arts

(group B).

Figure 3.5 The effect of changes in prices when budgets and preferences
differ
Y Y

PA B B PA

The aim of the thesis is to provide a detailed analysis of the differential impact of
prices on attendance among different groups in the population and test the
hypothesis that disadvantaged groups are disproportionately affected by rising

relative prices of performances.

Baumol’s analysis suggests two alternative (but not mutually exclusive) forms of
government intervention: i) meeting the income gap through subsidies to
performing arts organisations if prices affect people’s demand for performing arts
events and/or ii) reducing the income gap by modifying people’s preferences for
the performing arts, for example through art education provision. The thesis
examines to what extent these two strategies are effective in increasing attendance

among those groups that have traditionally enjoyed low attendance rates.
Figure 3.6 represents the first option governments can use to reverse the effect on

relative prises of raising productivity in the Y sectors of the economy: subsidising

the performing arts to balance the income gap. This model presupposes that
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preferences for Y and PA remain constant and as a result of government action
consumption of P4 remain unchanged. The budget constraint B shifts outwards to
B | and the preference schedule shifts from I to I’. If the subsidies are financed
through taxes raised among high-income groups, the budget constraint of people in
low income groups shift outwards but the slope remains unchanged. Low-income
groups now consume the same amount of Y goods they consumed as a result of the
effect ofthe cost disease on relative prices, but they also consume a higher quantity

of PA than they would have done without the subsidy.

Figure 3.6 Compensating the income gap: the effect of government
subsidies

B B PA B B PA

A second strategy that can reverse the decline in performing arts expenditures
consists in changing preference structures through art education programmes, early
exposure to events and other forms of socialisation processes. The effect of a
government programme aimed at shifting preferences is a change in the marginal
rate o f substitution between Y and PA. People are prepared to forgo consumption of
more manufactured goods Y for each unit of performing arts events PA4. This model
is represented in figure 3.7 where the budget constraint B remains unchanged while

the indifference curve / shifts to / °.
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Figure 3.7 Compensating the income gap: the effect of policies aimed at
changing preferences

Y Y
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Chapter 4.

Is there an income gradient in the
responsiveness of the demand for live
performances to changes in prices? Evidence
from England.

“It is not necessarily true that attendance is going to fall in any
catastrophic manner by the imposition of charges — though the idea that it
will not fall at all seems to me equally implausible. [...] But to pretend that
the price of a few cigarettes or a pint of beer is going to cause severe
hardship or deprivation to many classes of people is to treat the subject less
seriously than it deserves”.

Sir Lionel Robbins, 1971

4.1. Introduction.

In order to encourage attendance and reduce disparities in attendance rates in live
performances more and more non-profit fine arts organisations are putting outreach
to new audiences at the top of their priorities lists. As section 3.1 has highlighted
not only are performing arts audiences richer, more educated, and “whiter” than the
population overall, but the situation has not evolved over time and the socio-

economic profile of the overall audience has remained fairly stable.

The empirical evidence to date describes a highly price-inelastic demand and
therefore seems to suggest that reducing admission prices will not dramatically
alter the current situation. However such evidence is based on studies that use time
series data from performing arts institutions and model the relationship that ticket
prices have on the number of tickets sold. This relationship might be dominated by
the response of the majority, upper-income audience and hides a price response

from the relatively small groups of i) nonattenders who decide to attend when
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prices fall and /i) low-income attenders already in the audience who may depart
when prices rise. Consequently we do not know whether prices play a different role
in determining the demand for performing arts events among different groups in
the population (defined in terms of income, educational attainment, ethnic

background, etc...).

In most countries performing arts organisations receive support from both central
and local governments. Data from the 1997 Economic Census for the United States
and from the 1997/98 Digest of Arts Statistics for England show that while public
support represents a substantial share of total revenues in England, it is

quantitatively less important in the United States.

Table 4.1 Sources of revenues of performing arts organisations in 1997
- US

Sources of Opera Theatre Dance Symphony Orchestras and

revenues Companies  Companies  Chamber Music
Organisations

Membership dues 0.70% 1% 1.20% 2.50%

and fees

Admissions 37.70% 49.20% 30% 32.80%

Government 3.10% 5.10% 6.90% 4.70%

NEA 0.40% 0.50% 1.20% 0.40%

Other 2.70% 4.60% 5.70% 4.30%

Private 41.70% 23.90% 37.70% 34.20%

Contributions

Individuals 25.70% 10.30% 16.20% 15.40%

Foundations 5.30% 6.90% 12% 6.90%

Business and 4.70% 5.50% 8% 9.40%

Industry

Other 6% 1.20% 1.50% 2.50%

Other 16.90% 20.80% 24.20% 25.80%

TOTAL 100% 100% 100% 100%

SOURCE: U.S. Census Bureau, 2000.

Table 4.2. Sources of revenues of performing arts organisations in

1997/98 England

Sources of Revenues Performing arts" Dance** Drama and Music**
(1994/5) (1997/8) mime** (1997/8)

(1997/8)

Arts Councils/Regional  27% 51% 34% 39%

Arts Boards

Local authorities/other ~ 12% 5% 11% 5%

public sources

Sponsorships, 12% 6% 6% 9%

contributed income

Earned income 49% 38% 49% 47%

Total 100% 100% 100% 100%

* SOURCE: Casey et al, 1996.
** SOURCE: Arts Council of England, 2000.
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Subsidies and grants have been allocated in the attempt to guarantee admission
prices far lower than what would be required to cover the cost of maintaining
performing arts venues, producing and performing plays, concerts, operas and
ballet. However these have not resulted in audiences that reflect the socio-
economic characteristics of the population. It is largely believed that further price
cuts might expand the performing arts audience vertically, making it more
inclusive of minorities and groups with disadvantaged socio-economic status.
Recent moves of the British government guaranteeing free museum admissions to
national museum’s permanent collections highlight the trend. While free admission
to performing arts organisations is neither feasible (because of the low capacity of
performing arts venues it would simply cause rationing by queuing and a
secondary black market) nor efficient (because seats are rival) further reductions in
admission fees are possible. The National Theatre in London in 2003 and 2004
offered a number of shows with a £10 pricing policy. However while the scheme
was designed to improve access and favour attendance of those who never or
seldom experience the performing arts, anecdotal evidence suggests that this goal
was not met and the main beneficiaries of the programme were people who usually

attend National Theatre productions anyway.

The aim of this chapter is to fill the gap on the availability of quantitative evidence
on the effect that price variations have on the demand for live performances of
people with different incomes. The study is based on data from the Family
Expenditure Survey (FES) linked to data on retail price variations of live

entertainment activities and a number of substitutes for the period 1987-2000.

4.2. The effect of price on participation: the state of the art

The empirical evidence on the effect prices have on attendance mainly derives
from studies that look at the price elasticity of the demand for the performing arts.
The empirical literature generally reports a highly inelastic demand, i.e. increases
in prices are not accompanied by a proportional reduction in attendance. In a
number of cases positive price elasticity of the demand for performing arts events
have also been estimated, with increases in prices resulting in increases in

attendance (Throsby, 1983).
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A study of the demand for Broadway theatre performances (Moore, 1966) found a
price elasticity of demand of -0.33 to -0.63' and a subsequent study (Carson &
Mobilia, 1989) of —0.375 and —0.1318. Gapinsky (1986) assessed the price
elasticity of London theatre, opera, symphony and dance companies for the 1972-
83 period. Estimates are of a price elasticity of —0.05 to —0.10 for theatres, of -0.12
to -0.25 for opera, -0.19 to ~0.35 for symphony orchestras and —0.18 to —0.81 for
dance companies. Gapinsky (1984) estimated a price elasticity of around -0.657 for
Shakespeare performances in two English theatres and Touchstone (1980) a price
elasticity of -0.5 for American theatres. Touchstone (1980) also found an inelastic
demand for opera (g = -0.804), for symphonies (¢ = -0.5), and for ballet (¢ = -
0.4012). Lange and Luksetich (1984) estimate an inelastic demand for symphony
orchestra performances (¢ = -0.489). Splitting the overall figure into major
orchestras (orchestras with budgets of $500,000 or more in 1970) and metropolitan
orchestras reveals large differences. While major orchestras have an inelastic
demand (¢ = -0.39) the demand for metropolitan orchestras is elastic (¢ = -1.258).
A study of the performing arts in the period 1929-1973 in the United States
(Withers, 1980) indicates an inelastic demand with a value of -0.67 to -0.9% while a
similar study by Houthakker and Taylor (1970) for the 1929-1964 period estimates
a price elasticity of —0.18.

Zanardi (1998) shows how price has a minor negative effect on attendance at
theatre, museums and exhibitions, classical music concerts and cinema in Italy in
1994. Felton (1989) estimated the price elasticity of demand at the organisation
level and found significant differences in three opera companies studied. While the
San Francisco Opera has a price elasticity of -1.62, the San Diego Opera of -1 and
the Houston Grand Opera of -0.64. A further study by Felton (1992) on opera,
symphony orchestras and ballet companies in the United States confirms a
fundamentally inelastic demand for all the three art forms even though large
variations exist among the three organisations in terms of location and type of
public attracted. Some organisations such as the New York Philarmonic present an

elastic demand (g = -1.18) and some even exhibit a positive elasticity such as the

! The differences in the values of the elasticity depend on the methods used for the
estimation.

% The two values -0.67 and -0.9 correspond to the entire period 1929-1973 using two
different estimation models. However if two sub-periods are considered 1929-48 and 1949-
73, the price elasticity using a model called “time-allocation model”, it becomes greater
than 1 in absolute value: -1.07 for the pre World War II period and -1.19 for the post war
period.
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Houston Milwaukee Ballet Company (¢ = +0.27), the Winston Salem Ballet
Company (g = +0.40), the Houseton Ballet Company (g = +1.34), Pittsburgh and
Dallas Opera Companies (€ = +0.59 and € = +0.46) and Cleveland Symphony
Orchestra (g = +0.20).

The fact that the demand is inelastic does not mean that increases in prices will not
affect or only marginally affect attendance. It means that increases in prices will be
associated with a less than proportional decrease in the number of people attending
and that this will have a positive impact on total revenues. A decrease of 6% in
participation associated with an increase of 10% in ticket prices might be
considered a substantial decrease. It might also signify that the audience will lose
all of its low income/low educational background/ethnic minorities attendance. It is
possible that the demand is inelastic for parts of the population and highly elastic
for others and the price elasticity of the demand is a measure that does not convey

the information necessary to predict what would happen.

The line of research summarised above is based on the use of time series of
financial data from performing arts institutions containing information on ticket
revenues and quantity of tickets sold per fiscal year. These aggregate data are used
to calculate average ticket prices as the ratio of total ticket revenues and quantity of
tickets sold. The limitation of this kind of studies is that they concentrate on the
effect that price changes have only on the number of people attending and the
effect on total revenues. Very little can be inferred from the literature as to the role
of socio-economic characteristics in the price-participation relationship. As a result
the existing literature can explain overall effects of price changes on current
audiences, but not whether price reductions can expand the audience vertically
making it more inclusive of minorities and groups with disadvantaged socio-

economic status.

In the literature there are no attempts to analyse the effect that personal income or
social class have on the price-attendance relation. The use of aggregate data makes
it impossible to ascertain whether the price elasticity of demand is the same among
low and high-income groups, among people with a high educational background
and people with a low one. Consequently the demand elasticity studies reviewed
above cannot be used to formulate effective price differentiation strategies or

public policies designed at improving access and diversity.
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A study on two ballet productions (Giselle and Sleeping Beauty) of the Royal
Opera House in Covent Garden attempts to evaluate the price elasticity of demand
for each of three seating categories (Schimmelpennig, 1997). Seating categories
and thus ticket prices could be used as a proxy for the income of those purchasing
the tickets as it is reasonable to expect that wealthy people are more likely to buy
very expensive tickets and low income people slightly cheaper ones for the same
performance®. The demand for more expensive seats can be used to “estimate” the
responsiveness to price changes of higher income groups, while the demand for
cheaper seating categories can be thought of as a proxy for the demand of lower
income groups. The main problem of this approach is that the relationship between
seats and “income™ of the audience member is not fixed and higher income people
can move “down the seating ladder” when prices increase, if they so wish.
Schimmelpennig (1997) found a significantly high price elasticity for the two
productions and differences in the elasticities associated with the different seating
categories. The price elasticity of the most and least expensive tickets had very
high values: ¢ = -3.48 (Giselle) and € = -5.56 (Sleeping Beauty) for the most
expensive and € = -3.02 (Giselle) and € = -4.30 (Sleeping Beauty) for the least
expensive. The tickets in the middle had a price elasticity greater than 1 but
significantly less than the one found for the other two categories: € = -1.34

(Giselle) and & = -1.72 (Sleeping Beauty)*.

The aim of this chapter is to assess how prices affect the demand for performing
arts events not only overall but also among different income groups in the
population. Groups are defined in terms of income as income is one of the
characteristics most correlated with attendance (see section 3.1). Moreover there is
some empirical evidence that supports the hypothesis that an income gradient
determines the price-attendance relationship. Baumol and Bowen (1966) report that
households with lower incomes are more likely to buy less expensive theatre seats

than other households. Kirchberg’s (1998) analysis of how personal income

? This is especially true in the case of ballet where the average of the capacity filled was
75% in 1996/97 and was very similar in the preceding ten years (Arts Council of England,
2000). The same figure for the Royal Ballet in the same year was 87% (Arts Council of
England, 2000). The availability of tickets means that people can choose the ticket price
according to their wishes without being conditioned by the unavailability of a preferred
choice.

* The study by Schimmelpenning (1997) highlights the possibility that seating affects the
value of the price elasticity. While his findings strengthen the hypothesis of a seating
gradient in the demand elasticity, the results should be considered as conclusive evidence
as the study relies on a very small sample size (two productions).
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influences the subjective perception of price as a barrier to visiting museums in
Germany also confirms that the effect that price has on participation varies among

income groups.

The literature reports of a highly variable income elasticity of the demand, with
some studies estimating it to be as little as 0.348 (Moore 1966) and some as high as
5.782 (Carson and Mobilia, 1989). Differences in estimates are primarily due to the
different measures of income adopted in the analyses (wage income, full income,
etc...), period in which the analyses were conducted and the type of performing art
organisation under consideration. Table 4.3 briefly summarises the findings in the

literature on the income elasticity of the demand for performing arts events.

Table 4.3 Review of the evidence on the income elasticity of the demand

Author Period  Organisation Income Estimates
measure
Moore (1966)  1928-63 Broadway Permanent Ranging between 0.348
theatres income to 1.030 (variations due
to econometric model
used to estimate the
demand)
Gapinski 1965-80  Shakespeare Real per capita 1.327
(1984) performances  income
Houthakker 1929-64 Performing Real per capita 0.74
and Taylor arts income
(1970)
Carson and 1975-88 Broadway Real personal ~ 5.782 fall, winter and
Mobilia (1989) theatres income spring
4.7435 summer
Felton (1989) 1975-86 Operas Real per capita NS
income
Felton (1992) 1979-87 Operas Real per capita NS (large companies)
income NS (small)
Symphony 0.767 (very large)
Orchestras 1.048 (large)
NS (small and very
Dance/Ballet small)
companies 3.088 (large)
1.868 (small)
Withers (1980) 1929-73  Performing Wage income  1.08 (29-73)
arts 0.64 (29-48)
1.55 (49-73)
Full income 2.74 (29-73)
1.43 (29-48)
2.78 (49-73)

NS= statistically not significant

Most studies in the literature estimate an income elasticity of the demand higher
than 1. This suggests that performing arts events can be considered as a luxury

good: increases in income correspond to more than proportional increases in the
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demand for performing arts events. Similarly, as personal income decreases, the
demand falls more than proportionally. It is expected that as economic resources
increase people increase their demand for performing arts events and that they will

do so more than proportionally.

4.3. Data and methods: The Family Expenditure Survey.

The analysis of the effect of income on the price-attendance relationship is based
on data from the Family Expenditure Survey (FES) and covers a 15 year period
(1987-2000). Although the use of a survey to study the responsiveness of the
demand to price changes presents a number of challenges it also has numerous
benefits when compared to the use of time-series of institutional data. The FES is a
continuous survey of a random sample of private households in the United
Kingdom carried out by the Office for National Statistics. It has an annual sample
of around 11,500 households and a response rate of 60%. The survey contains data
on monthly household expenditures on goods and services as well as household
income. Data is collected throughout the year to cover for seasonal variations in
expenditures. In addition to expenditure and income data, the FES collects
information on socio-economic characteristics of the households, e.g. composition,
size, social class, occupation and age of the head of household. Data is collected
from individuals through a diary of daily expenditures that respondents are asked
to keep for two weeks. At the end of the two week period an interview is arranged
with respondents and retrospective information is collected on monthly irregular
and infrequent expenditures. Among these are expenditures on live professional

performing arts events.

Do changes in prices determine changes in the demand for performing arts events?
And is the responsiveness of the demand to price changes different among different
income groups? Previous studies provide a partial answer to the first question. I
say partial because due to the use of a limited number of institutions to estimate
overall demand functions, generalisations are hard to make. Through the analyses
presented in this chapter I attempt to provide (@) “better” estimates of overall
demand functions and () an answer to the question of whether there is an income
gradient in the responsiveness of the demand to price changes. The use of a survey

such as the FES means that estimates are not based on a non-randomly chosen
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sample of performing arts organisations, but on a sample of the population and
official price indices in the industry. Information on price variations of live
entertainment activities and possible complements and substitutes comes from the
detailed monthly retail price index tables published by the Office for National
Statistics. As the FES does not have a longitudinal structure, it is not possible to
model directly changes in the demand for performing arts following changes in
prices as households sampled in the FES change each month and each year. It is
possible however to generate a panel structure indirectly using FES household data
analysing the behaviour of groups of households in the population rather than
individual households. The sample is large enough to generate pseudo panels using
groups as observations and assess how group behaviour changes following changes

in prices.

Three steps have been followed to generate the groups:

STEP 1 Determination of a measure of household economic resources.

Although income data is present in the FES, weekly income is likely to fluctuate
considerably and therefore it is not a good measure of people’s economic
resources. Consumption represents a better indicator of people’s overall resources
and lifestyle possibilities. Poterba (1989) states that ‘if households base their
spending plans on their lifetime income, then consumption provides a more
accurate measure of resources than does annual income’ and Cutler and Katz
(1992) argue that ‘economic theory suggests that permanent income or
consumption is a more accurate measure of the distribution of resources than is
current income’. Total expenditures are the best proxy for overall consumption as
the latter is often difficult to measure (Levy and DeLeire, 2003; Slesnick, 1993;
Cutler and Katz, 1992; Poterba, 1989).

STEP 2 Equivalisation of total household expenditures so that the expenditure
variable reflects the ability of households with a different composition to satisfy the
needs of their members.

Larger families report higher expenditures than smaller family units even when
their economic resources are more limited. Young babies have more limited needs
than adults and therefore a household incurs in more limited expenditures to meet
those needs. Adjustments have to be made to take into account: g) the number of
people in each household and b) the age of each component. Weights have been

generated to construct an equivalence scale for the FES sample using a variation of
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the AHC McClements Scale (McClements, 1977). Table 4.4 summarises the

weights used for each component of the household.

Table 4.4 Equivalisation weights for the 1987-2000 Family Expenditure
Survey

Household member Equivalence scale
Head of household 0.55

Subsequent adults (>22) 0.45

Young adults (16-22) 0.38

Each dependant age:

10-15 0.27

5-9 0.22

24 0.18

0-1 0.07

Some examples will help explain the idea of equivalisation. The baseline family,
household A, is a childless couple with both household members aged 23 or more:
the total equivalence scale for this household is 0.55+0.45=1. Family B consists of
a married couple with 3 children aged 1, 3 and 11 and one elderly relative living
with them. It has a total equivalence scale of
(0.55+0.45+0.07+0.18+0.27+0.45)=1.97. The two families have the same standard
of living when for example household 4 has total expenditures of £10,000 and
household B has total expenditures of £19700 (£10,000*1.97). This means that
when the two households have both expenditures of £10,000, the standard of living
of family B is equivalent to the standard of living of family 4 when family A4 has
total expenditures of £5,076.142 (£10,000/1.97).

Equivalence scales have been calculated for each household in the FES dataset for
the years 1987-2000. Total equivalised household expenditures EQEXP; have been
calculated as the ratio of total household expenditures EXP; to household
equivalence scale ES;. The equivalence scale ES; differs between households

according to the number of individuals in each household and their age.
EQEXP=EXP/ES;

STEP3 Division of the FES sample into three groups according to their equivalised
economic resources EQEXP;.

Equivalised household expenditures have been used to generate the three groups.

For each period in the sample, households have been allocated to one of three
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groups according to their relative position in the total equivalised expenditure
distribution. The first group consists of households with equivalised household
expenditures in the bottom third of the distribution (first tercile), the second group
consists of households with equivalised household expenditures in the second third
of the distribution (second tercile) and the third group consists of households in the
top third of the distribution (third tercile). As there are three groups for each period
t (period 1 corresponds to the first quarter of 1987, period 2 corresponds to the
second quarter of 1987 etc...), the total number of possible observations is 180 (3
groups*4 quarters*15 years). The first group corresponds to households with low
economic resources, the second group to households with medium economic

resources and the third group to households with high economic resources.

Although I assigned “group membership” on the basis of total equivalised
expenditures, for sake of simplicity in the remaining parts of the chapter I  will
refer to the three groups as income groups. The grouping of households in the
1987-2000 FES sample has been used to develop four models that aim at
determining the effect of prices on the demand for the performing arts. The reason
for having a number of models rather than a single one is that assumptions are
needed to develop econometric analyses. The aim of the chapter is to assess what is
the effect of changes in prices on the demand for live performances of people on

different incomes and I achieve this aim by ansewring four questions:

1) What is the effect of price changes on the demand for live performances overall

and for the three income groups analysed separately?

2) Do changes in prices affect the number of people who attend live performances

overall and in each of the three income groups?

3) What would be the effect of price changes on the demand for live performances

overall and for the three income groups if the socio-demographic characteristics of

the households in the three groups did not change between groups and over time?

4) What would be the effect of price changes on the demand for live performances
overall and for the three income groups if the socio-demographic characteristics of
the households in the three groups did not change between groups and over time

and the real average income of households in each group did not change over

time?
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Model 1

What is the effect of price changes on the demand for live performances

overall and for the three income groups analysed separately?

The first model rests on a strong assumption: the only factor likely to determine
household expenditures on performing arts events that differs in families across the
three groups is their income. Households comprising the three groups are similar
and the only difference between them is how economically endowed they are. For
example this implies that equal numbers of low educational attainment families are
present in the “wealthy” group, the “middle class” group and the “poor” group. A
second derived assumption is that there are no changes in the characteristics of
families (in the population) over time. This means that the characteristics of

families present in each group and each period are the same.

Average current expenditures on the performing arts and average equivalised total

expenditures are calculated for each group for each period.

1 N

EQEXP, =FZIEQEXP,g, 4.1)
1 N

PA_EXP = WEPA_ EXP,, 4.2)

Where i=(1......N) represents households within each group, g=(1,2,3) represents
the group and ¢ represents the period t=(1,..... 56);EQEXP,:g, represents average

equivalised total expenditures of the N households in group g in period t;

EQEXP,

e Tepresents total equivalised expenditures of household i in group g in

period t; PA _ EXP;g’ represents average expenditures on live performances of the

N households in group g in period #; and PA _EXP,

ige TEPTESENS expenditures on

live performances of household i in group g in period ¢.

The aim of the analysis is to determine the impact of price changes on changes in

quantities of performing arts events consumed by households, to this effect
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percentage changes of all variables have been calculated for each group, quarter

and year using the first quarter of 1987 as a base. Equations (4.3 to 4.5) illustrate

the procedure used to construct the percentage change variables: EQE . (total

equivalised expenditures) and PA_ O, (quantity of live performances consumed

by households) used in the regression model described by equation (4.6).

EQEXP. — EQEXP

EQE, = L 0D +100 43)
EQEXP,,
PA_EXP. —PA_EXP.
PA_E, = o1 P 2D #100 (4.4)
- ig(1-1)
(PA_E, - P,,)
PA_Q, = j"m = 4.5)
(1 + ﬁ

Where P, represents percentage change of the price of performing arts events.

The resulting transformed FES dataset has a panel structure and is based on first
differences in quantities demanded of live performances and of prices of live
performances and possible complements and substitutes. The use of first
differencing means that the model does not suffer from the problems usually to be
found in panel data and a simple OLS regression can be used to estimate model
(4.6).

PA_Q,=a+ f\Pp, + BoPorg + ﬂ3EQEg +& (4.6)

P,z a vector of percentage changes of prices of possible complements and
substitutes of the performing arts. A detailed description of F,, can be found in

table 4.6.
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Model 2

Do changes in prices affect the number of people who attend live

performances overall and in each of the three income groups?

-Participation in live performances is neither frequent nor common and few
individuals report expenditures in each month. According to the 2001 ONS
Omnibus Survey on participation in the arts in England only 5% of respondents
attended a play or drama in the 4 weeks before the interview took place, 3%
attended a classical music performance and 1% an opera or operetta performance
(Skelton et al, 2002).

A simple analysis of the impact of price changes on average household demand for
live performances would not be adequate to support public policies aimed at
broadening access to the performing arts by influencing prices. In fact, price
changes may produce two distinct effects on the demand for live performances: i)
they may change the frequency of attendance by those who used to attend before
the price change (and possibly change the overall amount they spend on this), and
-ii) they may change the number of people attending. If the aim of public policies is
to lower admission fees in order to expand the audience vertically, increase access,
their main objective is to produce the second type of effect and increase the
number of people experiencing the performing arts. An analysis based on a model
using the number of consumers as the dependent variable is more appropriate as an
empirical basis for the development of such policies. Such analysis can be used to
determine whether changes in prices encourage new people to attend performing
arts events or whether they discourage some fringe consumers to continue their
participation. Model 2) uses the number of people in each group in each period

reporting some expenditures on the performing arts as the dependent variable.

As the number of households present in each group differs between group and
period, the dependent variable is defined as the ratio of households with positive
expenditures on the performing arts to the total number of individuals present in

the group in each period.

NPA
Ly 4.7

PA_NUM =
gt
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Where NPA,, represents the number of households in group g in period # reporting

positive expenditures on the performing arts and 70T, represents the total

number of households sampled in the FES in group g in period ¢.

PA_NUM, -PA_NUM

807D %100 (4.8)
PA_NUM

PA_NUM, =

g(1-1)

PA_NUM, = a+ B,y + By Pore + PEQE, +¢ 4.9)

Regression 4.9 is used to estimate the effect of changes in prices, Pp4 and Porg, and
in total equivalised expenditures EQEXP on the number of people attending the

performing arts.

Model 3

What would be the effect of price changes on the demand for live
performances overall and for the three income groups if the socio-
demographic characteristics of the households in the three groups did not

change between groups and over time?

The third model used to estimate the responsiveness of the demand to price
changes relaxes the assumption that the households in the three groups and in the
different periods differ only because of how economically endowed they are. It
uses a two stages technique to control for a number of non-economic factors that

might determine the demand for the performing arts.

In the first stage an OLS model is developed, estimating performing arts
expenditures as a function of the following household characteristics: region of
residence, whether the head of the household works, is not in paid work or whether
she is retired, educational level of the head of the household, number and age of
the children present in the household. Table 4.5 provides a brief description and

summary statistics of these control variables.
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Table 4.5 List of control variables and summary statistics

Variable Description

REGI Region of residence. Dichotomous. North and North West

REG2 Region of residence. Dichotomous. Midlands and East Anglia

REG3 Region of residence. Dichotomous. Greater London

REG4 Region of residence. Dichotomous. South East

REGS Region of residence. Dichotomous. South West and Wales

REG6 Region of residence. Dichotomous. Scotland

REG7 Region of residence. Dichotomous. Northern Ireland

EQEXP Equivalised household expenditures

WORK Whether head of household is currently in a paid job. Dichotomous
0=No ; 1=Yes

NWORK Whether head of household is currently not in a paid occupation.

Dichotomous 0=No ; 1=Yes
PENSION Whether head of household is currently retired. Dichotomous 0=No ;

1=Yes

EDU Educational level of the head of the household. Age at which head
completed full time education

INFANT Number of children aged 0-1

BABY Number of children aged 2-4

CHSMLL Number of children aged 5-9

CHOLD Number of children aged 10-15

First stage OLS regressions have been run using equation (4.10) for each year and
group to estimate performing arts expenditures as a function of socio-demographic

characteristics.

PA_EXP=a+ B,EDU + B, NWORK +
+ B,PENSION + B,REG, + B,REG, +

+ B,REG, + B,REG, + B,REG, + B,REG, + (4.10)
+ B,,INFANT + f8,,BABY + B,CHSMLL +

+ B,,CHOLD + B,,EQEXP + &

The results from the first stage regressions are used to estimate the impact of
economic resources on the responsiveness of the demand of live performances to
price changes, keeping other factors constant. In order to do this the estimated

coefficients of the control variables (excluding EQEXP) for each regression

(the #) have been multiplied by the overall mean values of each of the control

variables. Mean values for the control variables were calculated on the pooled

dataset, including households from all groups and periods. In the case of EQEXP

the estimated coefficient 3, was multiplied by the in-sample mean (mean of total

equivalised expenditures of households of group g in period f).
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PA_EXP=a+ B, EDU + 3, NWORK +

+ 3, PENSION + j, REG, + f5, REG, +

+ B, REG, + j3, REG, + j3, REG, + 8, REG, + @.11)

+ B, INFANT + j3,, BABY + f3,, CHSMLL +

A

+f,, CHOLD + 3, EQEXP + &

A
PA_EXP represents the average expenditures on the performing arts that each

group had if households in each group and in each period had exactly the same
characteristics and if these characteristics corresponded to the characteristics of the
average household (apart from EQEXP that correspond to the average equivalised
expenditures of the N households in group g in period f). As factors such as
educational attainment, work participation, region of residence and number of
children are likely to influence participation in the arts, a change in these
household characteristics between the panels and over time might determine biased
estimates of the effect of price on the demand for performing arts events. Consider
the example where the number of children per family decreases over time, while
the prices of performing arts events increase. Ignoring the fact that households are
not the same in different periods might result in estimates of an insignificant effect
of prices on the demand for performing arts events, or even of a positive price
elasticity. Similarly lower expenditures in the first group (low income group)
might be due to the fact that these families have lower levels of educational
attainment, have a higher number of children and their members are more likely to

be out of work than families in the third group (high income group).

A
The resulting PA__ EXP estimates were used to calculate first percentage changes

in expenditures, and then were transformed into percentage changes in quantities
using equation (4.5). Changes in quantities constitute the dependent variable in the

second stage regression as described in equation (4.12) below.

PA_EST _Q=a+ P+ PyPoy +€ (4.12)
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Model 4

What would be the effect of price changes on the demand for live
performances overall and for the three income groups if the socio-
demographic characteristics of the households in the three groups did not
change between groups and over time and the real average income of

households in each group did not change over time?

The last model closely resembles model 3. The difference between the two models
is that while model 3 reports estimates indicating the effect that price changes
would have on the demand for live performances if household socio-demographic
characteristics did not change over time, model 4 also controls for changes in
income levels within each group. Households in each period were allocated to one
of the three income groups according to their position on the “income” distribution.
While this ranks households it does not reflect whether income levels in the three
groups changed over time. Average income levels of households in each of the
three groups have changed considerably in the 15 years period covered in the
analysis. The gap between the resources available to households in the high income

group and households in the low income group also changed over time.

A
While estimates of PA_ EXP in model 3 were obtained using the in-sample value

of equivalised expenditures EQEXP, estimates in model 4 were obtained using

EQEXP _C. This corresponds to the mean equivalised total expenditure for the
three groups in the base period (first quarter of 1987) adjusted to take into account
increases in overall price levels. The model determines what would happen to
expenditures on performing arts events if the socio-demographic characteristics of
the households in the three groups were the same over time and among groups
AND the income the three groups had in the different periods grew in line with

inflation.
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PA_EXP_C=a+ 5, EDU + B, NWORK +

+ 3, PENSION + j3, REG, + j3, REG, + B, REG, + (4.13)

+ B, REG, + 8, REG, + j3, REG, + 3, INFANT +

+ B, BABY + p,, CHSMLL + 3, CHOLD + j3,, EQEXP_C +¢

The resulting PA_EAXP_C estimates have been used to calculate first
percentage changes in expenditures, and then have been transformed in percentage
changes in quantities using equation (4.5). Changes in quantities constitute the
dependent variable in the second stage regression as described in equation (4.14)

below.

PA_EST Q C=a+pPy+ PP +€ (4.14)

4.3.1. Description of independent variables

Table 4.6 contains a description and summary statistics of the dependent and
independent variables used to estimate equations (4.6), (4.9), (4.12) and (4.14)
while table 4.7 reports the correlation matrices for the independent variables (two

sets of price indices).
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Table 4.6 Description and summary statistics of independent variables

Variables Description Min Max  Mean
(SE)

PA QO Percentage change in the quantity ~ -78.093  391.931 17.902
of performing arts consumed (77.376)

PA_NUM Percentage change in the number -60.412  242.171 8.634
uf people consuming performing (47.272)
arts events

PA_EST Q Percentage change in the estimated  -9.595 5910 -1.710
quantity of performing arts events (1.978)

vursanied (model 3)
PA_EST Q C Percentage change in the estimated -9.400 7.002 -1.715

yuantity of performing arts events (2.054)
cuusanied (model 4)
PRICE INDEX
Ppy Percentage changes in the prices of .249 4.903 1.777
live performances (1.062)
Porr
Pprg Percentage changes in the prices of -3.124 2.358 147
vunsaviier durables (1.571)
Pgsr Percentage changes in the prices of .528 3.351 1.280
restaurant meals (.565)
Pyupio Percentage change in the prices of  -5.525 .569 -1.669
audio-visual equipment (1.524)
PRICE RATIO INDEX
Ppy Percentage change in the ratio of -1.788 4.049 784
prices of live performances and (.995)
general inflation level
Porr
Pprs Percentage change in the ratio of -3.673 1.884 -.832

prices of consumer durables and (1.343)
general inflation level
Pgst Percentage change in the ratio of -1.814 1.974 .293

prices of restaurant meals and (.656)
general inflation level
Pyupio  Percentage change in the ratio of -6.080 541 -2.630
prices of audio-visual equipment (1.423)
and general inflation level
EQEXP Percentage change in equivalised -31.82 36978  1.749
total expenditures (7.736)

Two sets of price indices have been calculated and have been used in the final
analyses. The first set (called PKICE INDEX in the results tables) corresponds to
the percentage changes in quarterly price indices of performing arts events,
restaurant meals, consumer durables and audio-visual equipment. The second set,
PRICE RATIO INDEX, corresponds to the ratio of the performing arts, consumer
durables, restaurant meals and audio-visual equipment price indices and the
general price level. Consequently this index indicates how the prices of certain
goods and services increased or decreased compared to the rest of the economy.
Percentage changes in this index have been used in the final analyses and the

results are indicated in the second columns.
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The correlation matrices in table 4.7 indicate that correlations between EQEXP and
Ppra, Ppy and Ppgg, Ppy and Pggr are fairly high, especially in the PRICE INDEX
set. However the correlations are not as high as to create multicollinearity

problems and invalidate interpretations of estimated coefficients.

Table 4.7 Correlation matrices

PRICE
CHANGE |E QEXf’ P, DRB P RST. P, AUDIO P, PA
EQEXP 1
Pprs 0.505 1
Prsr 0.205 0.278 1
Paunio 0078 0483 0.442 1
Pra 0434 0659 0579 038 1
PRICE
RATIO
CHANGES
EQEXP Pprs Prst  Pavpio  Pps
EQEXP 1
Pprs 0.398 1
Prsr -0.214  -0.020 1
Paupio -0.092 0365 0316 1
Ppy 0.202 0.528 0.521 0.296 1

Models 1) and 2) include within group changes in average total equivalised
expenditures. As group membership is calculated using the position households
have in the expenditure distribution, average equivalised expenditures are likely to
change. So<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>