L3

THE ARTS IN AMERICA:
TO BE OR NOT TO BE?

by

James Spalding

Submitted to the Departments of
Economics and Drama

Project Advisors: Dr. Adams
Mr. Walton

January 14, 1980

I hereby recognize and pledge to fulfill my res-
posibilities as defined in the Honor Code and to main-
tain the integrity of both myself and the College as a
whole







‘

ACKNOWLEDGMENTS

I would like to thank a few of the many people who
helped me with my research an‘and:wtiting of this thesis:
Bob Olmsted and The National Endowment for the Arts.

Helene Morrow and The Pittsburgh Public Theatre.

Mr. Richard P. Overmyer.

James Spalding

January, 1980




ii

'@

¢

TABLE OF CONTENTS

ACKNOWLEDGMENTS
LIST OF FIGURES
LIST OF TABLES

_ CHAPTER

I. INTRODUCTION

II. THE CURRENT STATE OF THE ARTS
I11. AUDIENCE ATTITUDES AND ATTENDANCE
IvV. EMPLOYMENT. IN THE ARTS

V. THE ARGUMENTS
VI. COSTS AND REVENUES

VII. THE DEFICIT AND CONCLUSION

APPENDIX

BIBLIOGRAPHY

Page

iii

iv

12
a5
42
57
91

98
100




iii

o

LIST OF FIGURES

Figure

1. Broadway‘audiences, estimated
average weekly attendance.

2. Total writers, artists, and
entertainers labor force,
employed and unemployed:
1870-1875

3. Selected salary/fee expenses
as a percent of total Dperatlng
expenses for 30 theatres

4., Earned income and ticket income
as a percent of total operating
expenditures: 30 larger not-for-
profit theatres

5. Business contributions to
the Arts

6. 58 larger not-for-profit theatres
all over the country: earned and
unearned income as a percent to
total expenditures

Page

38

61

70

80

92




iv

®

LIST BF TABLES

Table

1.

10.

11.

Page

Reaspns for not aftending particular

Arts events more often in the last
twelve months

22

Reasons for not attending particular

Arts events more often in the last
twelve months; "Don't enjoy that

kind of activity"®

22

Reasons for not attending particular

Arts events more often in the last

twelve months; "The unavailability

of shows in the area"

TV viewing and theatre attendance
(sample: California)

Totals writers, artists and
entertainers, growth of labor .
force and unemployment: 1870-1975

Average salary and nonsalary cost
items and their compound rates of
increase for 30 nonprofit theatres
1965-1974

Percent of total operating
expenditures met by earned income,
1870-71 ’

Summary of income and expenditures
1970-71

Contributions and grants used for
operations for 30 nonprofit

Growth in selected cultural
institutions eligible for funding
1865-1878

Percent of earnings gap filled
by earned‘incume

23

26

37

60 -

68

76

78

8%

94




f : : CHAPTER I

INTRODUCTION

1}

It has finally Cbme to pass.

The Arts are beginning to be recognized as more than
simply a luxury in today's society. It is evident that
people everywhere are recognizing the necessity of the Arts
as a relief from our auvtomatic push-button world, and as é

vital tool in our political and economic realms around the

world. "Over a longer period of time, the arts and products
that reflect artistic accomplishment will,...,be increasingly
central to economicfdevelopment." (14, p.68). The movement

of classical dance bompanies between the Soviet Union and
America illustrates:the ability of the Arts to be an effec- .
tiQE means of détenfe in international politics.

So why are the Arts, which can be so pervasive an influ-
ence, continually sfruggling for financial support? The
answer lies within fhe economics of the industry itself
and within the consumer and his preFérences for the Arts.
This financial crisis of the Arts is the subject of this
report.

The past few decédes have seen a tremendous éromth in
both attendance at arts performances and the arts organi-
zations themselves. MNany have labeled this growth an
unparalled "culturetboom," but Baumol and Bowen, in their

definitive study of the performing arts economy, are a bit

more cautious:




[‘

While’the phenomenon that has been described
as the "culture boom" is indeed a reality, its scope
and magnitude have been exaggerated in many reports
on the subject, and its character and significance
misunderstood.” (8, p. 8). .
In the fifteen years since Baumol and Bowen produced their
study, the Arts have grown even more, Furthermore; the
National Endowment for the Arts (NEA) feels this growth
"appears not to have come near its potential.” (21, p. 9).

This fact had, until now, been recognized only by those

closely involved in the Arts. Laurence Chalmers, Presi-

dent of the Art Institute of Chicago, stated that the

basic problem Faciné the Arts today is economic survival.
(4, p. 54). Large sums of money are needed for professional
performances of high quality, and, for most nonprofit pro-
fessional arts organizations, this money cannot be covered
co%pletély by. the box office. Both private and public
gifts are needed to make up the gap between earned income
and expenditures. V

The Arts in Eu#oée have long been recognized as a
public or quasi-pub}ic good. Europeans consider it to be
a worthwhile.investment, and their governments have real-
ized that the people "should enjoy the benefits of a flour-
ishing culture.” (11, p. 479). In history, government

support of the Arts has been important. Greece had en-

‘couraged (at times fequired).the attendance of its citizens

at the annual festivals, and the founding fathers of our
republic stressed the importance of Art as a reflection of

"the inner ideals of the social order." (27, p. 124, 33, p.2).




The purpose DF this paper is to discuss the state of
the performing arts:today and to point out justifications
for public financial support of nonprofit arts organizations
in the United Stateé, Mlany normative éﬁestions come into
play when discussiné public policy issues: are the Arts
for the many rather than the privileged few who can afford
them? Where shnuld;the emphasis of public support be?

On professional or émateur groups? 0On commercial or non-
proFit_organizationé? On well established or developing
organizations? These are guestions which cannot be answered
in black or white térms, but they are the building blocks

on which public policists must build. These decision makers,
however, must feel ihat the decisions they are making are
the right ones, that they have the support of the public:

.« {fln the arts, as well aé in governmént, industry,
commerce, aor the professions, the questicn of morality
is not primarily a matter of the controlling system:
the success of all collective enterprises depends
ultimately on the nature of its leadership as well as

the cooperation of individuals working toward a common
-.goal.” {1talics mine] (11, p. 463].

One problem in.dealing with the economics of the per-
forming arts.is in ﬁlacing numerical values on the benefits
of the Arts, benefits which accrue to people other than
the direct consumer of the service.

The format of this paper is first, to examine the
current state of thé performing arts, then examine the
audience and the employment in the industry. Next, the
arguments in favor of and against public support of the Arts

will be discussed. Finally, a deeper look at the costs and




revenues, including the méjor sources of revenue and their
particular contributions to the total income of the insti-

tutions. 1 :




well as a commercial organization, and indeed is in the best

CHAPTER I1I

THE CURRENT STATE OF THE ARTS

The Arts are flourishing as never before, but describ-
ing the. current staﬁe is difficult because of the lack of
concrete reliable evidence. The Arts are continually changing
and, for this reason, have been a problem for sociological
and economic study;

While thé nonprofit organizatioﬁs in the country are
dbing well, it is evident that there are some major problems
which earlier studies only'modestly accounted for. The rate
of inflation in recént years has been véry high, and it has
increased the costs of production of all industries, not
just the Arts. Undﬁubtedly petroleum prices, which have
increased over 16002percent since 1970, are one of the biggest
ﬁoncerns of all arté organizations right now. (34, p. 62).
Froﬁ the CDSt-DF scenic paint and plastic to the lighting
and heating of audifuriums, the higher -prices have taken
their toll on the Afts. |

The theatre islthe only performing art that has fared

financial shape of éll ﬁonprofit arts Drganizatiohs. (29. p.
33.). Even in the bublic's mind, the theatre has less need
of publiﬁ support than the opera, dance or symphony orchestra
organizations. Specific public attitudes such as this one
will be .discussed in more detail in chapter III. It is

perhaps ironic that the theatre can exist so well. Because
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of ité organizatiunél features, each new production is a new
;uéinésé éé well, utiliziné new crews, artistic personnel

and materials. Without lahg runs, revenues from operations
may not be able to cover the fixed costs of production—

not to menticn the variable costs of operations. This some-
what better Financiél ekisfence of the theatre is not evi-
dence that the commercial Qrganizatians have not had their
share of problems. To thegcontrary, the commercial theatre,
too, has fallen victim to fhe problems which beset the entire

industry—increasing costs, competition from the mass media—

but also from the ihcreased risk associated with any finan-

Jlcial investment in fhe theatre. Jack Poggi studied the eco-

nomic history of the commercial theatre and noted that the
fall of the New York theatfe usually assocciated with the
mid 1930's began "as long ago as 1926." (26, p. 50)

The important question is whether theatre has
recovered from'the depression. If it has, we might
argue~that the decline was part of a cycle to which
every industry is susceptible. If it has not, we
must conclude that the commercial theatre has declined
as an industry and that its economic difficulties
are ingrown and perhaps irremediable.” (26, p. 58)

Indeed, Mr. Poggi, although the commercial theatre
has come back somewhat in recent years, weekly attendance
is still "lower than that for any year between 1943 and
1970." (15, p. IV-18) [see Figure 1.]

The nonprofit Urganizétioné, however, are different. -
They have characteristics ;nique to their organizational
structure. Firét, unlike %he commercial theatre, the non-

profit theatre earné no repurn on invested capital.
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number of institutions increased over time, but the operating

Although some Drgadizatioﬁs; particularly symphony orchestras,
have corpus earnings, it is considered a minor source of
income used to close the'gap between expenditures and earned
income from operations. (13, p. 40). So no profit is
realized because of these;earnings. A second characteristic
of nonprofit Drganizatione is that most of them claim to
fulfill some social purpose, whether it be exposure of
experimental works:to the%public, performing for minorities,
or simply widening the audience in aey area. ! These goals,
while in the minds:DF comﬁercial producers, cannot be
paramount to the stiness%consideration of "worthwhile
investments."” Commercialiorganizations are rarely willing
to attempt experimental werks because of their uncertainty
as revenue producers. Fof a nonprofit  organization, the
quality of the work becomes the goal itselF,vand the
. : |
"business" of theatre is secondary to this goal.
Since its inception in 1965, the NEA has spurred
growth of nonproFit theatre companies all over the country:
In 1965,...,there were approximately FlFteen
large resident companles throughout the country and
roughly the same number of smaller professional
groups located principally on the East and West
Coasts. In fourteenl!years time, more than 80 large
professional theatre companies have been established
in 55 cities of 30 states, and more than 200 small
professional theatre companies have been established
nationwide. (22, p. 2).
This growth in theatre cempanles, as well as dance, orchestra
and opera companles, 111ustrates the tremendous potential

for arts involvement across the country. Not only has the
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budgets of those Drganizafﬁons also have risen. The NEA
estimates that, betéuse DF;thiS growth, the combined oper-
ating budgets are 191 percént greater in 1879-80 than they

were only five yearé earlier. (22, p. 16). 1In a report

recently published, Mathtech researchers concur, adding:
The current-dollar operating budgets of 30 es-

tablished(i.e.'budgets of greater than $250,000 per
year) not-for-profit theatres have grown at a rate

of approximately 9.1 percent per year. When compared

with the rate of increase of the Wholesale Price

Index over the same period (approx1mately 5.9 per-

cent), this indicates real growth in the activities

of this segment of the theatre.” (16, p. 9).

This growth, however, is not indigenous to just the theatre
itself, and much of it is due largely to inflation over the
period. ‘

The growth of the budgets does not allow as much
mobility within the budgetlng process as one may imagine.
In fact, ev1dence suggests that the budgetary proportioning .
of expenditures is determined by the art form itself and
is relatively fixed within each art form. Salaries and
wages undoubtedly constitQte the largest budget component,
being haturally higﬁer Fof symphony orchestras than for
small repertory combaniESQ The high salary cost is largely
a result of the labor intensive structure of the performing
arts and the wage floors imposed by the unions. Both of
these points will be disc@ssed in further detail in chapter
V L] :

So there is hobe Forithe nonprofit organizations.
‘ i
Though their income sometimes matches, but rarely exceeds,
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their expenses, contrlbutlons, both private and public,
have rescued many Urganlzatlons from financial collapse.
Before discussing theiincome and expenditures of the
performing arts Drganizatihns in detail, it is important
to examine the audiénce, Finm both the demographic point
of view and the atténdancefFigures.‘ In addition, the
attitudes of the cahsumer:and non-consumer‘DF the Arts

will be discussed.




CHAPTER III
AUDIENCE ATTITUDES AND ATTENDANCE

Tibor 501tovsky argues that the problem with the Arts
is not a problem DF supply, but of demand. He blames the
consumer of the Arts rather than the economics of the
industry itself. (see 31.j He compares the attention
(or lack thereof) to the Arts in this country with that
of ?ureeean countries. Seitovsky deeeuncee any of the
standard argumentsiin Favdr of puelic support of the Arts,
except for one; edUcating;the public's taste:

We are for Culture because it is spelled with a
capital C, not because we derive, or know how to
derive pleasure from, 1t....

[Mhe economlc,dlfflcultles of the arts have more to
do with our preferences than with our economy.. ..
[@lur very modest appreciation of the arts is part and
parcel of our very modest enjoyment of life, and...
our Government's miserly attitude toward the arts

is again an integral part of a larger collective
preFerence system, which is fully in keeping with
consumers' 1nd1v1dual preferences as revealed in

the marketplace.

The only valid argument for Government aid to the arts
is that- it is a means of educating the public's taste,
and that a public would benefit from a more educated
taste. (31, pp- 61, 63 64).

Although Scitovsky's argument mlght be a bit novel
in the eyes of some, it nqnetheless emphasizes a very
important aspect of the perFDrming arts—the cpnsumer.

The opportunities for enjoyment from artistic
development have no visible limit, they are almost
certainly greater than those from technological
development.

But this expan51un would be greater were the
sources of our present attitudes on art, science,
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and technulugy\bettef understood. (14, p.69).
bne of the basic tenets which economists use when
trying to study cunsumer ﬁreferences is that the consumer
has the opportunityftu pafticipate in the Arts. Leisure
time is becoming moée andimore relevant in public policy
becausé of the substitutidn effect of higher taxes on the
individual or the income éFFect of higher wages. A lower
net return for Iabof services due to taxes may well induce
a worker to stay home, beaause he may feel that the extra
work required is noﬁ wortd the net after tax income he
would receive. The;same applies to a workef who receives a
higher wage. Althuhgh he?might initially work more, the
income effect of tHe highér wage may afford rhim the
opportunity to stay home,%thus effectively in;reasing his
1eisure time. Because of 'these many possible influences
on the consumer, the net éFFect of themall on leisure
time is many times unknown. |
Increases in productive efficiency may also have
positive eFFects'Dﬁ leisufe. As Baumol and Bowen point
out, increased productiveefficiency would give people
the opportunity tofparticipate in perFormances,\so leisure
can be a definite beénefit 'to the performing arts. (8, p. 407).
The most popuiar imaée of the Arts has been that of
the high-brow elitist insgitution where tie 'and tails are
a must, especially 'in the%opera and éymphony orchestra.
But recent surveys‘indicaﬁe that this image of the Arts is

changing.

- ey s m
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In looking at: attltudes and preferences of consumers
of the Arts, two major sources are being used. Flrst is
The National Research Center for the Arts, Inc. [NRCA]
19?5 Harris supvey‘nf pubiic opinion entitled Americans

and the Arts [hereafter Harris Surveyl]. This is the best

andmmost recent natibpnal eUnvey on the subject. The second
major source is a survey eunducted for the American Council

for the Arts{ACA] entitled The New York Cultural Consumer.

This study, conducted witn support from the New York State
Council on the Arte[NYSCAj, is also a product of the NRCA.
While the results of the New York survey may not be con-
fidently extrapolated to the entire nation, the similarity
of results between the twe studies is not very surprising.
New York has been the leadlng arts center of the country,
so the health of the Arts in this state is, in many ways,
indicative of the health oF the Arts all over the country.

The National eurvey,icnnducted in January, 1973, sampled
3005 Americans 16 years et age and older, and the results,
representing 145,480, UUU Amerlcans, are validly projectible
at a 85 percent confldence level with a sampling error of
* 2 percent. (1, p;Z]. |

The most basic and,'nerhaps, important conclusion
emanating from both of these studies is that Americans in
general and audiences in harticular do not feel alienated
from the performing arts.? The Arts are at present enjoying
a favorable image. Peopye are attending for reasons

connected with the prngréms offered rather than going merely

N, e
b
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for the sake of doing so.w dF the New York avdience members
questioned, 45 perbent agfeed that "most Americans do not
really appreciate the Arﬁé," while 39 percent disagreed with
the statement. (5, p. 34]: The Harris survey of the nation
posed the guestion of impfovements in.the Arts. When asked
whether it was important ﬁo have better arts facilities,
77 percent said yes. (2, ﬁ. 8). However, it is worth noting
that improvements in mediéal facilities, roads and highways,
schools, and parks and reéreatidnél %acilities all had
higher priorities in the publib's mind, ranging from 91
percent for medicai improvements to 84 percent for park and
recreational improvementsl

Perhaps the most rev;aling of all results were those
dealing with the Financesiof the performing arts and those
dealing with government s%pport. Both surveys showed that
ﬁany Americans feel that honprofit arts organizations are
self supporting, tﬁat they not ‘'only recover their produc-
tion costs, but coﬁer ope}ating costs and make a profit as

well. OFf the New York audiences questioned; 56 percent el

that the performances they had seen were not government

supported when, iniFact, élmost all of the performances were

publicly funded, alFact.that was even included Dn-the'praw
grams which audien;e memb#rs received. Therefore, an
important conclusibn here}is that "the extent of government
support has not peﬁetrateﬁ the consciousness of many in

the audience.” (5, p. 4Uj. ~

When the members of khe New York audiences were asked
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whether they felt arts perFermanees should be publicly sup-
ported, an Dverwhelmlng number said yes. 85 percent ap-
proved of gevernmeht suppert, indicating the belief that the
perFDrming arts dolmake aisubstantial contribution to
society. The strehgest suppert of all arts groups among
New Yorkers was for epefa%—93 percent in favor—attributable,
most likely, to the Metreeelitan Opera, because of its
prestige and pepularlty Wlthln the state. Here the Harris
survey of the natlon leFers most. 0Only 38 percent of the
people surveyed——represen£ing 55,282,400 Americans—felt
government should aid the}Arts. Local municipal support was
most favored among the thfee levels of government support
available. Ironicelly eniy 21 percent of the nation felt
that opera should be Fede?ally supported (in contrast to
93 percent of all New Yerkers], and 22 percent of the Amer-
icans were in Favoe of Feheral support of symphony orchestras,
theatres, and dance ofganizatiens. The difference between
New York and natiohal opihien with regards to federal
support, partleularly the opera, is an area worth further
1nvestlgatlen. |

The NEA's study of aLdienee profiles eentains an inter-
esting point eeneefning the degree of public support:

The rank order eF the level of public support for
the various art forms closely parallels the degree
to.which the forms attract a socially elite avdience.
The more repreeentatlve an arts avdience is of the

general public, the more widespread is public support
for government Flnanc1ng of the art Ferm.‘ (19, p.41).

IR
‘ \ t ¥ 1y

ThlS seemlngly logleal ebservatlen could have important
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influence for public poliby. If the variohs art forms which
are not so widespread could increase their public appeal, it
would alleviate the concerns of many who feel that public
support for "elitist" Urgjnizations is not a viable govern-
mental duty. (see 24, chapter 2).

When..asked to compare per capita spending on the arts
with other government proérams, 389 percent of the nation
felt that the sixty centsispent;on the arts and humanities
should be increased. Unl§ 9 percent felt it should be
decreased. |

That four .in teanmericans believe that federal
spending for the arts should be increased and only

one in ten that funds should be decreased, is agailn

an impressive indicator of the growing strength of,

and support for, the arts in this country. (2, p.22].

Dick Netzer, in a,reéent book on public support for the
arts, goes one step Furfhér{

The arts today cénstutite one of the few areas
of public policy about which there is a general
agreement that more of a good thing is better.

If public opinion surveys (such as those

conducted by the [NRCA] ) are to be trusted, most

Americans believe that direct government support

of the arts at present is too niggardly. (24, p. 13).
Although only 10 pércent Eelieve support should be decreaéed,

’ i
to claim that four out oF§ten Americans constitutes "most"
is optimistic, to say the least.

Having established pbblic views on government support,
the attitudes on corpnraté3‘and individual support can also

be examined. 1 {

The Harris survey re&ealed that 48 percent of the

e e
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nation felt that busipessbs should aid the arts, and 65
percent were invfavor of foundation support.
Frederick Dorian inserts a small caveat into his study

of European art Financingftnmmftment to Culture:

Too many americans regard private patronage as
a bottomless well. They aren't concerned with what
would happen if and when the foundations would
“exhaust the fortunes they are still allocating to

the arts. Some people see in a foundation a sub-

stitue for a great father figure who cares, provides,

pays all the bills, and will do so ad infinitum.(1;,p. 454)
Personal support of the arts is one area where some people
might "inflate" themselves a bit. If asked whether they
would contribute to the arts, most people might give an
honest and Forthright answer. But a few, realizing they can
appear great philanthropists, may offer more than they are
actuvally willing to pay.

This leads to a discussion of pne of the economic
problems involved %n public policy areas: that of the free
rider. The free rider may encourage support, but, realizing
that he can benefit from the increased arts performances
without paying, will refrain from putting any money forward
himself. There is:virtually no way of controlling the free
pider problem: which increases as the base of support
increases. The more people who can pay, the easier it is
for the free rideritn "ride along."

Having taken our proverbial grain of sait, we may now
examine the survey questions concerning private individual

support of the Arts. 58 percent — representing 87 million

Americans — said they would be willing to pay an
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additional $5 in taxes annually to aid the Arts. 51 percent
were willing to pay‘an additinnal $10, 45 percent; an addi-
tional $15, and only 41 pe%cent were willing to pay an
additional $25 FD? the Arts. That most Americans are
willing to pay up to $10 more in taxes illustrates the impor-
tance they place Dn(the Afts, and this sentiment seems to
prevail. (2, p. 22). 1In 5 report to Cnngress planning
out its next five years, ghe NEA wrote:

There is,f.., no ‘indication that public interest
in or expansion of the arts has "platesaved,"” is
leveling off or evenfslowing down. (2, p. g).

To summarize Sriefiy;the attitudes of the public
concerning the Arté: |

¢ Interest aﬁd pafticipation in‘the.Arts has been
increasing and it éppears%that it will continue to rise.

s Americans ére becéming increasingly more aware of
the state of arts institutions.

¢ Americans ére accépting the notion of pﬁblic
support for the Arﬁs and ére encouraging more support on
alllevels, both private and public.

e Most Americans are willing to give up to $10
in taxes for cnntiﬁued subport of the Arts. NMany aré willingd

to-give $25.

How many peopie are attending arts functions? Why
do they come? Why do they not come?

These are some of the questions this section of the
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paper will answer. iThe size of the arts auvdience, its growth,

the barriers to attendance, the associated costs of attending,

the. demographic profile of the average attender, and the
effects ticket prices have on demand are the major points

to be discussed.

Approximately one out of every ten adults atterided live
professional theatre in 1977 and one out of three attended
some kind of theatrical performance at all. (16, p. 2).

That totals 63.8 millipn people at professional performances
and another 60.7 million at amateur productions. The actual
range is between 55 and 65 million people. (15, pp. IV-10).
While attendance at theatrical events far outweighs atten-
dance at other arts performances, the Harris national survey
notes that 47 percent of the public attended some kind of
arts performance in 1972.

Though the actual number of people attending hés been
increasing, the average citizen is not a member of the
audience.‘ The demographic profiles show that the average
audience member is!very well off in the socic-economic
sense. The actual profile will be discussed in more detail
later in this chapter.

The dramatic growth in avdience size has also been
accompanied by a g?owth in the number of pefFDrmances and
in their national distribution. (21, p. 17). THat the dis-
triEution has widened lends evidence to support the belief

that increase in attendance has been more a result of the
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increase in the number DF.participants rather than the
increase in the frequency of their visits. This wider
distribution promotes new and larger audiences.

Though the attendance is higher than ever before as

a proportion of the populatian (47 percent), there are still

many people who would like to attend the arts but do not.

Why not? What are the obstacles that prevent people from

attending the arts when they want to? Ticket prices seem
the most obvious, and perhaps lngical, answer, but while it

is true that the cost of attending arts events is a factor,

there are many other cbstacles to attendance as well. The

Harris national survey questioned those who has attended
theatre, Opera or Symphnny concerts, and Ballet and Modern
dance programs no more than three times in tHe preceeding
twelve months. Thé results are listed in table:.ii:

One of the moét notable features in the table is that
ticket prices are further down the list than one might

initially have thought.

The major reason given for not attending more often was

that the individual simply had no* preference for that kind
of activity. Perhaps it is here we find some tangible
support for Mr. Scitovsky's argument presented eériief. If
the preferences of the public for the arts were stronger as
result of better gducation in the arts, then attendance
might surely be higher at these events. Evidence indicates
that there is a relationship between the level of education

and the frequency bF attendance at arts events: Attendance
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\ TABLE 1
REASONS FOR NDT ATTENDING PARTICULAR
ARTS EVENTS MORE OFTEN IN THE
- LAST 12 MONTHS

%

Reason ; Event

Theatre Opera/Concerts Dance

4 % %
Don't enjoy that .
kind of activity 25 40 47
No shows available 21 24 . 26
Inconvenient times; 19 12 g
Difficult to get there 14 g 7
Haven't liked the
kinds of programs
offered : 14 7 6
Price of tickets | 13 8 6
No one to go with f 7 5 4
Part of town } 4 3 2
Not sure : § 1 2 2

Rl

Source: Associated Councils of the Arts. Americans
and the Arts A Survey of Public Opinion. pp 83-85

TABLE 2

REASONS FOR NOT ATTENDING PARTICULAR ..* =
ARTS EVENTS MORE OF TEN IN THE
' LAST 12 NMONTHS

"Don't enjoy that kind of activity."”

Education \ Event
~ Theatre Opera/Concerts Dance
: % % %
Bth Grade ; 41 51 . . 54
High School ; 25 43 49
College : 17 27 3g
Source: Associated Councils of the Arts. Americans and

the Arts A Survey of Public Opinipn. pp 83-85.
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at a young age deFihitely'has an effect on the frequency

of la£er attendance,..." (5, p. 109). "For each art form,
the more frequent aftender today is more likely to have
first attended before age 20." (2, p. 11). Of those respon-
dants with an eighth grade education, 41 percent preferred
some activity other;than theétre, 51 percent, something
other than opera Dr:symphony concerts, and 54 percent,

some activity Dtherlthan dance[see table 2]. Therefore,

the level of education is a strong indicator:of the fre-
gquency of attendance, and more study in this area by the NEA
and The National Eddowment for the Humanities[NEH] would

be worthwhile.

The second most common obstacle noted was the unavail-

ability of shows. This was strongest among town and rural

TABLE 3

REASONS FOR NDT ATTENDING PARTICULAR
ARTS EVENTS MORE OFTEN IN THE
' LAST 12 MONTHS

"The unavailabilty of shows in the area"

City % Suburbs % Town % Rural%

Theatre | 8 14 33 36
Opera/Symphony - 8 12 39 42

Dance 11 : 13 ‘ 45 43

Source: Associated Councils of the Arts. Americans and the

Arts A CSurvey of Public Opinion. pp. 83-85
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inhab}tants [see table 3]; and justifies the fears of some
who feel thatlahe'af the major problems with the Arts right
now is their tendenéy toward centralization. [see 24, p. 27].
That there may be sbme overlap betweéé;thié argument and
the fourth—the incgnven;ence of getting there—is under-
standible. mhetherzar not a person has some form of trans-
portation in which to travel would determine which amswer
he would give. If he has tra}spartatian accessible, such as
a car, bus or subwéy, he might state the problem as being
one of transpartation rather than a person who has no auto
and, therefore, no:accessible arts programs.
Interestingly enough, the third obstacle—inconvenient
times—was ranked higher than one might expect. The New
York survey showed almost half the population of the state—
47 percent—preferring the 8:00 starting time. While later
starting times were preferred for performances outside the
city, New York audiences preferred an earlier curtain,
reflecting their désire to get home sooner when their
travel time is longer. [5, p. 70].
The Dbjectionito the kinds of progfams‘ﬁFFered was
not identifiable with any particular demographic group,
with the possible exception of the sixteen to twenty year
old theatre-goers.‘ 23 percent chose this reason for not
attending the theatre—9 percent greater than the 21-49
age groups—reflecting the inclination of young people
to turn to the television or movie screen as ‘an alternative

source of entertainment.
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The price of tickets'was certainly lower on the scale
than‘gne might have guessed. Theatre-goers were srtongest
in their opinion :égarding this obstacle. 13 percent
chose this as an obstacle to attendance, compared to 8
and 6 percent for opera and dance respectively. This may
be due to the popu;arity of theatre as an arts activity,
thereby allowing the average theétre-goer to be more aware
of price increasesiover time. Aside from thé actual
prices paid, however, there are other assorted costs of
attendance. *ranséortation, babysitting, meal and parking
costs all are a larger part of the cost of attendance.

60 percent of those surveyea in the Harris poll agreed that

the costs of attending arts events are the main reason

people do not go more often. [2, p. 13]. But, as Mathtech

cdncluded, "While economic barriers should not be totally
discounted as a reéson‘FDr nonattendance,...,they do not
seem to be a majortfactor inhibiting attendance.™ [15,p.IV-61]

The last two abstacles listed—going alone and the
part of town where the event is located—illustrate a con-
cern, especiélly among older people, for the dangers of
"the bad part of town."

One obstacle to attendance not liste? in the Harris
survey, perhaps because of its implici£ néture in today's
society, is the Coﬁpetition of the mass media. Mathtech
researchers discuss the problem and note thét it is strongest
for the young and the less welljeducatéd= |

[Als education rises, choice of theatre also rises
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and as education -decreases, choice of TV increases.
«+[Therefore] movies and TV do seem to compete di-
rectly with the theatre as a form of artistic ex-
pression among certain groups. (italicts mine)[15,p.I1V~64]

But, they continue, movie going does not seem to interfere
with theatre gning; In fact, "[gloing to movies, it turns
out, seems to be pasitively associated with going to the
theatre.[15, p. IV-65]. TV, on the other hand, does :. .-
seem to be a deterrent .to attendance(see table 4). So
while the public does view TV as an equally artistic form
of entertainment, éttendance at movies cannot be listed

as an obstacle to live arts events.

TABLE' 4

TV VIEWING AND THEATRE ATTENDANCE
- (SAMPLE : CALIFORNIA)

Theatre Attendance Average hours per week
' of TV viewing

Never ‘ 17.6
None in the past year 16.1
1-5 times in fhe past year 15.4
Over 5 times in the past year 11.7

-Source: Mathtech. The Conditiecns and Needs of the Live
Professional Theatre i1n America. p. IV-66.

Having discusseéd the preferences and attitudes of
the arts attender and non-attender, the profile of the
average .attender may be examined.

Why study thé demographic profile of an arts audience?
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What can be learned from %inding the socio-economic charac-

teristics of a group? There are both economic and political

reasons for doing so when dealing with issues in public
policy. Social profiles can be used to find out just who
a service Drganizaiion is serving. 1If there is a broad
cross-section being reached, then it can be said that the
organization is pefForming a guasi-public service. Fram
the political stanapoint, this would be very important
when discussing-gn&ernment éupport of the Arts—that they
are indeed serving a large cross-section of the public.

From an economic standpoint, it is important marketing
technique to determine to whom your product is appealing.
If something is known about those who demand the product,
then it can be an effective guide for pricing and distri-
bution policies. [8, p. 71].

Baumol and Bowen conducted an audience study in
1963-64 and arrived at several important conclusions regard-
ing the arts audience. 1In the 16 years since their study,
the NEA has been cpeated and the Arts have grown as never
before. Recéntly,;audience studies have appeared again as
an important soufce of information concerning the consumers
of the Arts, and these results have been compared, both
with each other and with the Baumol and Bowen results.

The conclusion is the same in all cases: ¢there has been
no significant change in tHe composition of the arts audi-
ence since Baumol énd Bowen's study. "We could find no

evidence that the audiences were becoming more democratic."
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19, p. 3].

The arts audience is distinguished by severgl charac-
teristicsy they afe very well-educated, young individuals
who are usually white men and women engaged in white -
collar occupatiuns; most notably, the professions. They
are remakably consistent "...from art form to art form,
from tity~tu city,:and from one performance to another.”
[8, p. 96]. )Let ué, however, examine each of these charac-

teristics in more detail.

Gender. The stereétypical image of the Arts, that of being
a femine activity,fhas no basis in fact. The sexual makeup
of audiences in geheral was proportional to that of the
population of the area. The NRCA notes that some perfor-.
mances, such as daﬁce, are more freguented by women, but
men attend opera more often on the averaée, so the net

effect is eqgual.

Age. The best way to describe performing arts audiences
is young. The median age of the audience, based on éeveral

studies, dis 35, while the median age of the entire United

State population is 28, and of those 16 and older, the median

age is 40.[19, p. 1]. New York State's audiences are
slightly older(37), but still below the population median
(41). Since most of the studies conducted were limited
to Dlder adults(most studies required that the respondent
be at least 16 years of age), the median audience age

would be expected to be higher. "Ballet and theatre
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attracted the youngest audiences of the performing arts

while opera and syﬁphuny drew the oldest audiences." [19,

p. 18].

One important benefit that will result from a younger
avdience is that a:strnng foundation ﬁF support and patronage
will be built for the future. Unless a hajority of Americans
lose interest in the Arts as they grow older, the continued
patronage will be added to by the presence of new "younger"
audiences. This will further inbreaée the number of people

attending the Arts in the United States and ultimately

lead to a wider distribution of the Arts across the nation.

Education. Education is the most important indicator

of attendance, moréso than income or occupation. The
education level of the average performing arts audience
member was consistently high. The NEA reports that 30
percent of the arts audience had graduate training of some
sort, and 54 percent had earned four year college degrees,
compared to 14 perﬁent of all U.S. adults.[18, p. 2].

In New York state, three out of every five audience members
had a college degree.[5, p. 11].

Why would edu&ation.he the best indicator of atten-
dance? It is likely that a person with a high level of
education has heen?expused to the Arts already, probably
at an early age, and we have already seen that there is
a strbng relatinnship between attendance at an early age

and attendance later in life. So those exposed to the Arts
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through educatinn,:whethef it be formal music training in

grade school, or siﬁply as an avdience member at college,

-WDUld attend later in life as well.

Occupation. The percentage of professionals in the arts

audience is very high. Though they make up only 15 percent
of the work Force,lthey constitute a median 56 percent of
the members of the:arts audiences employed. [19, p. 21].

Of the New York audiences, "[Wore than half the members of
the audience .described their occupation as professional,
executive or managérial." (5, p. 17].

The blue collar attendance figure is another important
feature of this pafticular characteristic. Though blue
collar employment accounts for 34 percent of the work force,
it is only 4 percent of the employed persons in the aqdience.
What may be more revealing is that this figure is probably
overstated. If thé surbey did not allow for a service
employee category—which many did not—then the service
employees in the apdience would select either the blue
collar or the white collar category, "giving some upward
bias to the totals of each." [19, p. 27]..

Although occupation is not so strong a determinant as
education, it is a good indirect indication of attendance.
Virtuvally all Dccupatinns are associated with some level
of education. ProFessionais need a great amount of education
to achieve their careers, but blue collar workers generally

do not. So the relationship between occupatioh and atten-
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dance is indeed an indirect one.

~z

Income. Income is?the most studied of all characteristics
of an audience, because of its obvious price relationship
to admittance to tﬁe Arts: the higher a person's income,
the less concerned-he need be about the cost of attending.
But what, exactly, is the median income of thoée who Fref
quent the Arts? Tﬁe median family income for the U.S.
population in 1976 was $14,000. The median income for arts
audiences was $19,DDD. When outdoor drama audiences @ere
excluded (most aré}Free), the median quped to $20,250.
{19, p. 31. 1In Ne@ YDrR state the median income of the
audience was $17,800 in 1973, compared to the state median
of $12,867.[5, p. i4].

It is becoming ihcreasingly evident that low income
is a major barrierzto the Arts. Even among infreguent
attgnders, there were Féw low income people. But as income
rises, demand for ﬁhe performing arts also riseé and it
does so proportionally.[24, p. 103]. Higher income is
also related to the associated coéts of attendance mentioned

|

earlier. Expenditﬁres on meals, transportation. and baby-

sitting will increéSEf because of the higher income family's

desire to buy a higher guality evening.

Race; The summary‘statistics of the NEA indicate that
nonwhitesconstifnﬁennly 3 percent of the average arts
audience, but 20 percent of the general population. Ins.

instances where prdgramsluere directed specifically toward
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the nonwhite population, ihey responded eagerly, a strong

indication that there is a tremendous potential for growth

|in this segment of the Arts. ‘

It is, by now; perfectly obvious ihat the performing
arts audience is a very small, affluent segment of the
general population. "It should be clear by now that
'the common man' ié fairly uncommon among those whq attend
live professional ﬁerFDrmances.".[8,~p. 93]. Having .

a clear idea of juét who the consumer of the Arts is,

it would seem very diFFicultth juétiFf public funding

of the Arts. The benefits to a small segment of the public
would not be sufficient to justify taxing fhe general
public at large. fhis is a source of. continual debate

among-palicy.decision makers today.

The relationship between ticket prices and audience
demand has been tﬁe subject of little research. Because
it is so diFFiCUltltD isolate the effects of price changes
specifically, many feel that therresults are too unreliable

to provide any strong evidence of a particular association.

‘But a few studies have, nonetheless, attempted to discover

just how elastic the association is. Tentative conclusions
by Baumol and Bowen and Thomas Moore indicated that demand
is inelastic; that is, the percentage change in audience

size is émaller than the percentage change in price.

Thomas Moore went even further, noting that a "...1 per.-cent
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boost in ticket prices, ceteris parabus, would lead to

about a 0.5 per cent decline in theater attendance."

{17, p. 92]. If péople'é attitudes are to be considered
reliable indicators of their actions, then we can expect

the percentage chaﬁge in attendance at other arts events,
such as the opera, the symphony orchestra or dance programs,
to be even less: we saw earlier that consumers react

to a price change in theatre tickets stronger than in any
other activity. .

If audience démand is inelastic, why do arts:.:..
organizations not raise their prices tp increase revenues?
There may be many feasons why, but three stand out more than
others. First, thé nonprofit organization expresses an
internal obligation to fulfill some social purpose. That
purpose may be res?ricted or even cut off from the public
ﬁy raising ticket prices if it inhibits the attendance
necessary to fulfill their purpose. This would defeat
one of the major reasons for the existence of these organ-

izations.

The second reason deals directly with the composition

of -the audience. An increase-in ticket prices will certainly

prevent the low income consumers from enjoying the Arts,
resulting in an audience with an even higher average income
and education thanjwas had before. This would make even
more difficult eFFprts to justify public spending on these
and other related grts organizations. If the only people

who can afford the Arts are the wealthy, then the Arts are
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becom%ng more elit;st, nn£ less.

The third reason for refraining from substantial
price increases is that the cost of §ubstituteé would become
more and more aFFofdahle as an alternative to live perfor-
mance. Amateur productions also may pull audiences away
from the proFeasiDhals,‘because the audience may indeed be
willing to sacfifiée quality in order to save money. -

Having estahlished that organizations may be reluctant
to raise prices an whatever reasons they purport, the
cost problems facing the Arts could not- be resolved even
if they did raise their prices. If house capacities were
100 percent. most arts. organizations still would not be
able to cover costs, and any increased productions to
accommodate the inéreased demand would result in still
higher operating cqsts, costs greater than the earned revenue
taken in at the ho* office to cover them. So public
suﬁport and private money would sfill be needed, perhaps
even more hhanubefbre. But even though preliminary studies

indicate that the audience demand for the Arts is slightly

‘inelastic, this area of research is still relatively

unexplored, and more study is required to produce conclusive

evidence of this price demand relationship.




CHAPTER IV

EMPLOYMENT IN THE ARTS

1

In this chapter the work forceé of actors, artists
and entertainers will be examined. Tﬁe Focﬁs here will be
on the actor becauée of the extremity of his plight in
this case. The unémployment of artists is also an area
of little conclusive study because of the difficulty of
finding out just who is an employed or unemployed artist.
Mlany people will w#ite on census studies that they are
unemployed artistsiwhen in fact they are employed in some
other field. This kind of problem is very hard to-identify,
let alone solve. The careers of most artists are rarely
continuous—one weék they are working, the following week
they are not. Jth Kenneth Galbraith notes that the
artist has been persuaded that he has no relation to the
world of economics; "The more deprived his life, the more
truly he is an artist." {14, p. 68]. Galbraith also adds
that the artist feels that public support of the artist
is repressivé to his artistic spirit.

Before examining specifically the employment and
unemployment in thé arts industry, one important note should
be made: as.is the case for almost all industries, the
financial status of the Arts affects the emplnyment within
the industry. So it can be expected that the Afts, plagued
with financial problems as they are, should have employment

problems to match. They should also reflect the recent
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growth dF the Arts as well. This is what will now be

considered.

%he NEA estimated that, in fg?U, the artistic labor
force was 797,574 ﬁenple, and, in five years' time, had
increased at a raté of 5.7 percent per year to 1,055,000
people in 19?5[seettable 5]. [19, p. 89]. They add that,
at this rate, the labor force Df artists "would double

in a period of about 12.5 years.” [19, p.9]. This growth

is very striking, but accompanies, nevertheless, the growth

in the arts industry in the nation. This supports the
earlier statement about the industry's health reflecting
its employment. Mathtech reseérchers point out an impor-
tant consideration when examining this data:

...0hile total employment of actors has grown,
it apparently has not done so as guickly as has
[(Actors' Equity] vunion membership. The result is
that the average actor seems to find less employment
under Equity jurisdiction each year. [2, p. 11].

So while mnrelpeuple are joining the artistic labor
force, fewer people are finding work. Actors' Equity does
not cﬁntrol all employment in the industry, but virtually
all nonpraofit prDFéssinnal theatres hire Equity personnel.
Because of the employment difficulties within the union,
meny actors are gaining employment "outside the Eguity
card.” [23, p. 17].

Among all artists except actors, men and women have

similar rates of ehpluyment. Actors and actresses, on the

other hand, have remarkably low levels of employment, and,
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NEA. Employment and Unemployment of Artists: 1970-1975.

TABLE 5
TOTAL WRITERS, ARTISTS AND ENTERTAINERS, ‘
- GROWTH OF LABOR FORCE AND UNEMPLOYMENT: 1870 -~ 1875

Growth Standard

" Rate from Number % .. Error of

Previous Unem- Unem- % Unem-

Year Total Year ployed ployed ployment
11970 797,574 - 36,480 4.6% 1%
1971 846,000 6.1% 60,000 7.1% 5%
1972 897,000 6.0% 50,000 5.6% 4%
1873 929,000 ' 3.6% © 45,000 4. 8% 4%
111974 1,000,000 7.6% 48,000 4. 8% 4%
1875 1,055,000 5.5% 78,000 7 .4% .5%>

Source: p. 10.




FIGURE 2

TOTAL WRITERS, ARTISTS AND ENTERTAINERS LABOR
FORCE, EMPLOYED AND UNEMPLOYED: 1870 - 1875
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although the totallnumber.DF actresses is egual to the

total number of actors, almost half the actresses were not

-barticipating in the work force in 1870. The figure for

men was substantially lower but still high by normal
standards; one guarter qF the men in the acting profession
were not participafing in the work force in 1970.

In 1870 the'uﬁemployment of writers, artists and
entertainers was 426 percent, more than::double:that of the
technical workers in the Arts(1.8 pefcent). By 1975, the
vnemployment rate for this broad category had increased
to 7.4 percent, while the technical unemployment level was

3.2 percent[see table 51. [20, p. 8].

Actors' unemployment was, by far, the most discouraging.

In 1975, actors' unemployment was 35.0 percent. The closest
category was musicians and composers with an unemployment
fate of 7.9 percent. So while artists' unemployment as
a whole has not been much higher than the unemployment
of the general ecnﬁomy, actors are vastly unemployed.

Dne problem with being an artist, particularly éﬁ

actor, is collecting unemployment benefits. To gain'.®

the benefits, an individual must work a minimum number of

weeks vnder the same emﬁloyer. This poses a probiém

for the artist who does not work the minimum with any
particular employer. It becomes increasingly more dif-
ficult for an artist to collect uvnemployment benefits.

Some performing arﬁs organizations will actually plan their

seasons so their actors may receive the benefits. This
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scheduling by these organizations has a miniscule effect
on th; employment of actors because the average annual
employment for any;actor who works at all is only 15
weeks. So if an actor finds work at all, it is for such a
short time that he:is rarely able to collect tﬁe unemploy-
ment benefits. ;

This high unemployment and low duration of emplpyment
among artists undo@btedly leads to low annual incomes
for the artist. The median income of actors employed in
the theatre did not exceed $5,000 for any year between
1970 and 1979. [16, p. 12]. 1In fact, the median income of

all actors from all sources in 1976 was between $7,000

and $8,000. This is below the average family income in

the United States,iahd is even more: striking in light of

-the extraordinary salaries paid to "stars." With such a

low income, it would be very difficult to supgort a family.
The low income is not due to an economy that Has grown
faster than wages in the Arts, as might initially be
supposed. In Fact;/the minimum wage rates stfbulated by
the Arts unians habe kept pace with ,or surpassed, the

rate of inflation in recent years. "...[I]n general, ' -
wage rates in the fheatre occupations have increased more
rapidly than has the general price level. [15, p. V-39].
Are these wages enbugh to provide a reasonable return to
training investments? Many years of training are needed

to become a proFessional in the Arts. Dancers require years

of intense training, and musicians and singers need thous-

|
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ands pF lessons to becnme.prDFessiDnal artists. This
involves tremendous accumulated expense for these indi-
viduals. With thi§ in mind, the income of artists seems
even lower still.

These problemé of employment and income in the Arts are
derived from the most basic law of economics; the supply
and demand. The number of "artists for hire" is much greéter
than the ﬁumber of employment opportunities, so the price
paid for artistic services is depressed. Admittedly, unions
have gained much ground with minimum salaries, but the
problem of finding a job, especially for the actor, remains

a permanent one.
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THE ARGUMENTS

[}

Subsidy: The:state of Athens had it thousands of years
ago. The Dionysian Festival held every year was attended
by virtually every;Athenian, and those who could not
afford the cost oF‘admission were paid for by a speqial
fund provided by the state spécifically'For this purpose.
[6, p.368]. The ngtivals were swbsidized both by the state
itself and by wealthy private citizens whose contributions
to the festivals wére enforced by the state. [6, p. 373].“.

Even in thisicountry's history, subsidy has beeﬁ
proven to aid the Arts. The noncommercial arts organizations
of the 1820's weré financed by wealthy individuals, but
wﬁen the philanthfdpy ran dry in the 30's, the United States
Government stepped in with the Federal Theatre Project
and, as Leonard Bernstein aptly phrased it, "...gave
the biggest boost to our artistic life in the cﬁuntry’s
history up to that point." [4, 27].

Today the Arﬁs everywhere are subsidized, but the
actual amount of ﬁarticipatioﬁ is as varied among countries
as the people who inhabit them. But if, as seems likely,
the arts organizations continue to encounter the cost
pressures that have plagued them for so long, then govern-
ment support of the Arts is a necessity. Because of high
inflation and diminishing pbrtFolios in recent years,

private and corporate contributions are not going to be able
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to maintain their relative levels of support. Although
private individual patronage will be, and should be, the
main source of support, the corporate éectDr during this
economic recession will most, likely have to reduce.or, at
best, maintain its present dollar levels of contribution.
Therefore, if the értist is to perform his duty to our
leisure-loving society by producing a high quality product,
he should not be hémpered by the barriers of an unstable
economy. "Extensiye and expanding spnnénrship and support
of the arts [is] not only a normal but essential function

of the modern state.” [14, p.282].

v .
e I S N EURUEE

Arguméﬁté iH-FaQEr: Maay arguments have been offered in

favor of subsidies.: Several studies’conducted in the 1960's
have posed a number of economic arguments—all of them
centercon ecnnumid considerations facing any supportable
Qenture:, public dnnds, externalities, income distribution
and the edutatinnlof the public. Each of these, in turn,
serve specific arguments facing the Arts. For example,

the externalities argument refers to a wide array of specifig
paints-—innavatiaq in the Arts, prestige, the business
community, ﬁuture%generatinns and many others—and income
distribution would relate to problems of accessibility

and information costs. Since the free market is very much
influenced by cnnéumpﬁion and therefore income, the wealthy
will exert more iﬁFluence on the allocation of resources

than the poor, reéulting, in this case, in a greater
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"voice®™ in arts policy for the weaithy. This is a great
disédvantage to thé poor, who have as much right to enjoy-
' ment of the Arts as the wealthy, so a more equitable so-
lution should be forthcoming. But such a solution should
ﬁot mean a blanket outlay of funds by government. Instead
it should be the difference between the market price of
the service and arlower subsidized price for the low income
consumers. Such é system could be in the form of an
ad valorum or ﬁer unit excise subsidy given to consumers
with income below some breakeven level. [17, p. 119].
Perhaps some .of thg arguments are too paternalistic.
Even though most individuals are able to decide how to spend
their own income, is government intervention justifiable
as a means of helﬁing less competent, less fcultured;"
low income penplevfeach the Arts? 1Is imposing Qalue
judgmenté on snciéty in this way acceptable simply because
it gives them, not what they want, but rather what the
government feels ﬁhey should have? [25, p.76]. These are
the ﬁnrmative questions to be answered when dealing with

any governmeht policy.

Public Goods. Pufe public.gdods. have two characteristics:

nonexclusion and_honrivalry. Nonexclusion means that no
pne can be deniedjaccess to the service, and nonrivalry
means that one man's use of the service does not diminish
the quantity available for use by another. The classic

example of a public good is a lighthouse; one man's use of
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.problém: discussed in chapter I1I as well—that of the

it does not prevent anyoﬁe else from doing so, and anyone
may benefit from it, regardless of whether he pays for the
service or not. [24, p.21]. The National defense program

is another example of a pure public good.

There exists, however a problem with public goods, a

free rider.The high cost of exclusion associated with public
goods makes it very difficult to prevent anyone from
taking advantage of this situation.

Are the Arts pure public goods? Perhaps Shakespeare

in the Park is—anyone may watch and enjoy a free performancs

of "Macbeth"or "AIMidsummer Night's Dream" on a Sundéy
afternoon in Centfal Park—but most other arts organizations
hgve one major characteristic that prevents them being
labeled pure‘publié goods; that of nonexclusion. Admission
to most arts functions is gained through fhe market process
of buying a ticket. For this reason, the Arts are con-
sidered a mixed cﬁmmodity—-one which has characteristics

of both public and private goods. Education is a mixed
commodity. brivaﬁe costs are paid to attend, but society
as a whole beneFi#s because it is enriched by the increased
knowledge of its members. Any seat in a half empty theatre
could be consideréd a private good in part because of its
nonexclusive qualiﬁy——consumers must pay the cost of ad-
mission to get that seat—but it is a public good as well
because it has the nonrival charactéristic of enjoyment by

anyone who acquires that seat. Because the preferences of
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the consumer cannutfbe acchrately measured, the market

cannot accurately determine an efficient price for these

s

bommudities, a pricé sufficient to cover the costs. Some
sort of subsidy is necessary to balance this inherent

disparity between costs and revenues in the Arts.

\

Externalities. Externalities are another major reasaon

for supporting the Arts in America. Externalities are also
a Féature of public;gouds in that benefits (or costs)

reach individuals other than the direct consumer of the
good. The difference between externaliéies and public

goods is that exterhalitiee are unintended side effects

of activities, and are not usuvally as evenly distributed
as are the beneFitsyaF public goods. Because dF these
benefits and becausé the Arts are considered a mixed
commodity, subsidy ﬁay be necessary to obtain thé efficient,
optimal output of p}oduction.

How do economists measure the benefits that accrue
to a society from a source such as the Arts? Can dollar
values be placed on such intangibles as the encouragement
of experimentation,ithe prestige of the Arts, or the benefits
to future generations? Privaﬁe produ;ers and consumers
consider only the marginal value of their private costs or
benefits.” They ignore the social benefits in making the
market decision. But if the social benefits are greater than

the private benefits, a misallocation of resources results;

and subsidies are again necessary to achieve the efficient
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output.
!
Dick Netzer points out four major types of benefits

relevant to the arts industry: [24, p. 23].
1. The interdependencylof art forms.
2. The benefits tb future generations.
3. The encoufagemént of expérimentation.

4, The attraction of business and tourism.

The interdependency of art forms. Netzer points out that

the major art forms are all related to one another, and

that this spillover effect justifies ta;ing for subsidy.

in one form individﬁals who partake of a related form.

(24, p.23]. The most obvious example of this occurence

is the relationship of dance to music. Virtually all modern
dance choreographe£s;—including Alvin Ailey, Paul Taylor,
TMyla Tharp and others—choreograph to music that is being
written by composeﬁs today. Even the classical ballet

companies, which perform such works as Romeo and Juliet,

Swan Lake and The Nutcracker Suite, illustrate the express

influence one. art form—dance..—has on another—music.
Taking these two forms one step further, the imﬁlications
for the theatre éaﬁ be seen. Musical theatre is certainly
one of the most popular forms of entertainment today-—

witness Broadway's resurgence in recent years.

Benefits to future Generations. What better cultural

heritage is than Art? It is important that great works-of

art’ are preserved and protected so that we may pass these
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pn to our own children as MEil. Culture takes time. Baumol
and Bowen cite the account of the gardens at Versaille:
"...[Mhe man who [asked] the secret .of the lush gardens at
Versaille...was told the answér was simple: they need only
be watered daily Fof three hundred yeafs." [8, ﬁ. 385].
Contemporary artistic individuals and DrganizatiDAQ shébld
be encouraged so to embellish the historical culture already
so deeply imbedded in our sﬁciety. This encouragement

jwould yield substantial beneFitsﬂto tﬁe future generations
and, as well, to us; for we may well derive personal
benefits frombestowing these treasures:

Present generétions may derive positive satisfaétion
frompreserving live performances safe in the knowledge
that they do not':irisk being:accused of '‘narrowing the

range of choice of cultural activities for future
generations through allowing the arts to die. [25, p.77)

The Encouragement of Experimentation. This benefit relates,

to a strong degree, to the previous one in that encourage-
ment of contemporary artists will lead to new and innovative
products:

Entrepreneurs will do less innovating than is desir-
able, since there will be some experimentation in
which the gain to society is greater than the cost

but the gain to the producer is less than its cost.
(17, p. 1227.

The Arts are constantly changing. It takes time and money

to promote new blood in the Arts.

Attraction of Business and Tourism. Few people can think of

New York.city without thinking of the glittering lights on

Broadway, or the museums, symphonies and ballet companies.
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externality is as "worbhy" an argumg :f;iiéisfﬂn

The Arts can have a marked' impression on a business'
Hecision to settle in an area. It has obvious economic
bdvantages: the Arts will attract people to the area and
this, in turn, will lead to an increases in the local
pconomy. The King fut art exhibit at the Metropolitan
Museum of Art brought in more than $1 million dollars of
revenue per day to the economy of New York city. [3; p. 25].

In this way, the social benefits far exceeded the costs.

These four externality arguments laid out by Netzer

and other economists cover most, but not all, of the
pxternalities involved with the mixed commodity that is

the Arts. Baumol and Bowen include the prestige of the Nation
as a , perhaps unworthy but, nonetheless, real, benefit:

Many .persons who themselves have no desire to attend

an Opera or a program of contemporary dance take.pride
in the international recognition conferred on our
singers and the creativity of our choreographers...
They would be most unhappy if the United States

became known as a cultural wasteland, a nation in

which mammon had put beauty and art-to rout. [8, p.383]
‘This concern for the internmational cultural image

is strengthened by a U.5. News and World Report review

cﬁbwuflﬁwidereactioﬁ to American Arts in 1977:. The con-
clusion stated thaf "wlhile America's Eglifical prestige

may be declining inlsome areas of fﬁg/;orld, this nation's
r’ém at an all-time high

and still growing.J[21, p. 10]. So perhaps fﬁe the prestige

1

What are the:consequ of these externalities?
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One avthor argues that wide:'dispersion of the benefits,
from the individualiconsumer to the society around him,

~is a conseqgquence of 'the benefits in the Arts. [28, p. 76].

lA.T. Peacock sympathizes, but points out that there is no

way of measuring these benefits which affect saciety.

[25, p.77]. Instead he argues that international prestige,
though limited, is indeed a more accurate measure of the
satisfaction society gains.

The externalities arguments represent the largest
source of economic justiFications for sgbsidizing the Arts
in America. It is important that.these benefits be spread
among the people, rich and poor, of today, rather than just
the rich of ‘today and tommorrow in order to prevent the
Arts from becoming more elitist than they are at present.
How? Peacock D?Feré a short term and a long term answer:

The short term one requires that support be moved

away from the subsidizing of producers of cultural

activities toward the subsidizing of individuals.

The long term one is to devise a means of altering

the preference functions of future generations so

that Baumol's disease may be counteracted through the
market as well as through the political mechanism

which offers state support. [25, p. 80]

In other words, though technologically stagnant,
the Arts must be allowed to raise prices in accordance
with rising costs (For a detail explanation of Baumol's
disease, see the Appendix). " Peacock's long term answer
means that the consumer must be somewhat willing to over-

look these price hikes, and this is, in fact, exactly

what has been happening during the past decade: demand

n
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for thé higher priced tickets has increased. "Audiences ...
have aisn swélled, ﬁell beyond the growth in population
with visits and atteﬁdance at arts events into the hundreds
of millions.”" [21, p. 9]. ‘

So although the public goods and externalities argu-

ments constitute the bulk of the case in favor of support

for the Arts, there remain still other arguments.

flerit Goods. The Arts, in general, are considered to be

merit goods and because the market does not achieve an
efficient allocation of these meritoricus services, sub-

sidies must be intrdduced. Netzer points out that barriers

He bases his merit Qoods argument on two possible conse-
guences of the Arts:in the price system alone. First is

the problemithat private demand Fnr>snme art forms is very
low. The best example’is poetry. If poetry were to exist
solely in the market‘alnne, it would probably be wiped out.
The demand For/poetry is‘very low in this country and pro-
ducers would never publish because revenues would not cover
costs. Even the demand for popular poets is low. But the
fact that demand For:this commodity is low does not'just{éy
the anihilation of this art form. It is an important'part
of our cultural heritage and should be encouraged.

The second consequence is that the peerrming arts
organizations would become very centralized around a few

Iarge cities. [24, p} 27]. The obvious effect of this is

due to income are a characteristic of merit goods. [24, p. 1EL:r

i 3 < o s e s
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that the Arts would become leisure entertainment only to
those living close enough to the cities to attend and
rich enough to pay the market price. Netzer also adds that
"...both merit-goods grounds and market failure arguments
justify public subsidy to break bottlenecks in the develop-
ment of careers of talented young artists." [24, p. 140].
Even the NEA concurs on this point:
[The NEA] is brimarily interested in promoting
survival of the best of all art forms that reflect
the heritage because it views them as intrinsically
meritorious and significant as living art or as
springboards to artistic development and creativity.
[21, p. 33].
These argumenfs are major considerations when looking
at subsidies for the performing arts. Though by no means
inclusive of all the arguments, they contain those issues

most relevant when making many of the normative judgments

necessary in policy evaluations.

Arguments against. ' Although it is generally agréed that the

establishment of the NEA and its support have been a great
help to the perForming arts institutions, thgre are still
some people who‘Feel that public support of the Arts is

not justified government policy. The most common argument
against federal con£rnl of the Arts is that the government
will start to.control the Art;. This argument, though much
stronger in the early sixties before the arts council was
estéblished, is still listed as an inevitable situation.

Federal control of the Arts would not be something
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new to Americans. when Roosevelt's Federal Theatre Pro-
jeﬁt was under way dﬁrihg the Works Progress Administration
program of the thirﬂies, Federal legislators began censor-
ing the ﬁrdgfams on the grounds that the material was too
contradictory and so not in the best interest of a nation
trying to recover from the great depression. The final
result was the abandonment of the program under the
Un-American activities committees. In recent years, the NEA
has come under éttaék for exerting more "influence” than
it should on arts~ofganizations.1

-Federal control would certainly be a cost greater
than the benefits iﬁ generates. But this reasoning aésumes
that £he government has no, or little, concern Fur‘the
quality of the arti;tic product, and that the final result
will be a weaker, réther than a stronger arts community.

One true disadvantage of government control, however,
is that it may lead the Arts in a direction that otherwise
would not have been: taken. The Arts are continually
changing. Experimentation and innovation are the key
purposes of mény arts organizations. For the government
to prevent this chahge in any way, either accddently or
0N purpose, wuuldfbédetrimental to the natural develop-
ment of the art form.

Thomas Moore ﬁoints out an avenue available to
lead the Arts without central control; giving tak con-

* * *

1 See the New York Times, May, 4, 1979. (p.C4, col. 5).
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cessions to all arts projebté, without regard to their
content. Moore says that these tax concessions wpuld be
most stimulating for the ﬁheatre, that they would encourage
the theatre to produce more because of the additional funds
they receive. |

Another way to moderate the central control of the
Federal government would be to delegate the arts financing
to the state and/or municipal authorities. There are several
distinct advantéges to this type of pdlicy. First, if the
benefits of the Arts are spread out within the state, it
is more efficient for a state government to handle the
support of the Arts. The result will bevarinua_leveis of
support in the nation and an opportunity for people to move
to an area where their interest in the Arts is matched
by the level of the Arts in the comﬁunity.

A second advantage to subnational government control
of the Arts is that experimeﬁtatinn is much mnre,poésible
and much mnré likely. The various governments\will be able
to” try:- new and different methods of financing such ﬁfograms
so that, in tﬁe end, the result would be a much more eco-
qomically efficient means of supporting the Arts.i. %'+

There are alsao disédvantaQES to state and local
support of the Arts as well., 1If the benefits of an arts
performance are bestowed upon individuals other than those
living. in the taxed area (i.e. tourists), then taxing the
local community would not be the most efficient method.

A federal tax however, could be levied on everyone regard-

|
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less of geographical location or which performance they

attend. Another solution would be for local governments

to earmark a sales tax on the ticket and related‘purchases

such as the state of Florida does. There is, however,

one problem of stiate and local support that would be very

hard to correct, but which is very important to the Arts

today; that of the income and employment levels of artists.

If one state succeeded in raising the income level of

artists in thatAstate, other artists would be attracted

to the state, resulting eventually in a depressed income.

These macroeconomic problems QF income and employment

are best dealt with on a national level. So there aré

several possible solutions to comfort the fear of government

control of the Arts, but naneare proven successes yet.
There is another argument against support of the.

Arts which is more economic in nature than political.

It deals with the basic values of the Arts to our society.

If society wénts the Arts, why do we not pay For‘them?

This reasonimg seems a bit naIve, but it points out an

important concept; people will pay for a product the

marginal value of its worth to them. This is quite simpli-

fied, but it points out that aid to the A%ts would distort

the normal allocation of resources. If aid is given, the

box office income will not be able to cover costs, thereby

providing benefits to the public greater thaﬁ,théir cost,

a welfare cost to society. [17, p. 130]. Although many

would state that there 'is welfare tost*with-any poblic’.’ ',
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policy issue, this argumeﬁt does naot justify the state-
ment, "Because support is appropriate for some‘social
activities, it is appropriate for others as well." [8, p.S?Ul

There have been other arguments against support of
fhé Arts. Some have argued that poverty is good for the
Arts, that it breéds the suffering necessary for an
artist to reveal his true artistic ability. [8, p. 371].
This kind of close minded argument has no basis in fact,
but relies,\instead, on the cliche ihage of the Artist as
a poor, starving individual._ It is apparently felt
that poverty and creative ability go Hand in hand.

Sﬁme politicians claim that theré are other, more
important ways to spend tax revenues than on the Arts.
This argument asserts judgments on the relative value:
of the Arts to society and ignores the basic need itself.
Because support is needed elsewhere is no reason not to
support the Arts. |

All;of these arguments accentuate the problemé of
public policy decision making in the performing arts. The
federal govérnment has proven, through ité various arts
programs, that it can provide necessary Financial‘suppcrt
without exerting the dreaded "Big Brother" power it has.
Government support has been the breath of 1life for many arts
institutions, one which has stimulated the growth of the

Arts_and the growth of the audience fer the Arts.
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L CHAPTER VI

COSTS AND REVENUES

3

The nonprofit professional arts organizations have
been important sources of innovation and diversity in the
Arts, yet it is these organizations that are plagued
by poor financial status. They are trapped between
producing the highest guality material they can and
paying their bills. For this reason, it is virtually im-
possible for arts organizations to limit their spending
to their earned revenue. For this reason, these organ-
izations suffer from what is commonly called the per-

petual cost-revenue sgqueeze. [16, p. 8].1

The Ford Foundation notes that, while costs in the Arts

a;e set by the cost level of the general economy, income
is determined by the limit on the number of performances
and the capacity of the perForménce hall. [13, p. 8].

This makes it very difficult for arts organizations to
cover their costs in any way other than ticket price hikes.
The cosfs in the Arts have remained fairly steady

over the past few decades. The reason for any rising
costs in the Arts is that 'they cannot incorporate the_
more efficient production methods adapted by other indus-
tries. The Arts are a labor intensive industry. "...

[Elvery increase in money wages will be translated .-

* * *

lseveral terms have been used to describe this state.

They will be discussed later.

. e B e gy g
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avtomatically into an equivalent increase in unit labor
cost. [8, p. 171]. The productivé output per manhour of
labor does not changé at all, so costs rise without an o
an output change.

Another problem in the arts économy is that most arts
organizations have economies of scale. This means that
one additional unit of output, in this case one more perfor-
mance, will cost less than the previous one. While this
may not seem to be so much a problem at first, in a competi-
tive market the price charged is the marginal cost of pro-
ducing that additional unit of output. The problem is that
this price is below the average cost of the product, there-
fore the total revenue does not cover the total costs and
a‘deFicit results. Eventually in most economies, the mar-::
ginal cost will be.suFFicient to cover the costs. The Arts,
however, cannot always continue to produce unitl that point
is.reached. Production in the Arts is determined by con-
suher demand and this production is not always an ongoing
venture. Thus, most arts organizations must eﬁd up pro-
ducing beloﬁ their most economically efficient level,

resulting in less revenue to cover higher average cost.

Because of these inherent problems in the arts industry,

the performing arts will experience perennial increasesiin
relative costs, relative to the cost increases in the
general economy.

Has inflation been the culprit in these cost increases?

Certainly inflation has affected the Arts, but no more than
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it has any other industry. 'If inflation is not the answer,
then what is? Some blame unions, claiming that featherbedding
results in substantially higher costs, but this has been a
minor problem in the nonprofit theatre. [8, p. 9]. Jack
Poggi states fhat the rising costs are due to increases in
the standards of guality expected of the Arts. This will
accelerate the cpsts of material and labor because higher
quality material costs more. Thomas NMoore blames the
increasing costs on increases in' cost compornents. Any change
in the relative importance of cost items can also have
important financial effects on the industry. Table 6 lists
the rates of increase of several cost items in the nonprofit
theatre. The largest individual increase is in transportation
and travel associated cost—17.2 percent—but table 6 shpws
that this item constitutes only 2.6 percent of the budget.
The evidence still shows that salary and wage related costs
are the major source of increases in cost items.v

The expenditure components are somewhat predetermined
by the particular art form, and the relative imﬁnrtan&é of
these components varies very little with a change of budget
size. Some organizations, such as symphony orchestras, wili
have higher personnel costs and lower scenic costs than the
theatre, but within each category the components are consis-
tent. What this rigidity means is that it is very difficult
for producers to make any large changes in rélative expen-
ditureé.. An example of this rigidity over time islshnwn for

theatre expenditures in figure 3.




{ TABLE 6
AVERAGE SALARY AND NONSALARY COST ITENS
AND THEIR CONMPOUND RATES OF INCREASE
FOR 30 NONPROFIT THEATRES
1965 - 1974

1865-66 1873-74

Total Salaries 58.3% 61.5%
Total Artistic | 31.2% 28 .9%
Performing - -
Nonperforming - -
Stagehand/Crew 8.1% . 9.7%
Employee Fringe Benefits 4.4% 6.4%
‘Administrative \ 14.6% 16 .5%
Total Nonsalary 41.7% 38.5%
Departmental (scenery,etc.) 9.6% " 7.8%

Facilities and related

maintenance costs 8.4% 6 .8%
Transportation, Travel, etc. 1.3% .. 2.6%
Royalties 2.5% 2 .8%
Fund raising costs and fees 0.7% 0.6%
Subscriptions/promotional 9.2% 8.8%

Other 10.0% 9.2%

Increase™

Rate of
Annual

9.6%
7.9%
9.2%
10.1%
13.5%
10.4%

8.2%
6.9%

6.1%
17 .2%
9.5%
5.2%
8.4%
8.5%

the period.

Source: Mathtech. The Conditigns and Needs of the Live
Professional Theatre in America, pp. III-75 - 77.

¥ The rate of annual increase is not the cate of change
of the first two columns, but rather the rate of
change of the dollar amounts of the cost items over

o e
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FIGURE 3

‘SELECTED SALARY/FEE EXPENSES AS A PERCENT OF TOTAL
OPERATING EXPENSES
FOR 30 THEATRES

Percent
Q-
- ~ Total Salaries/
60 :/,,//”/”¢k Fees/ Fringes
50 -
4 .
0 T T __ Total Artistic/
Production
30

20 ~h_‘—“““‘“—*~——-~_*ﬁ_*_,_——~f*—“---—~—-*_~_______“q Total Performing
Artists

. ' — Total Non-Artistic

A0 : Total Non-
Performing
Artists

65/66 67/68 70/71 71/72 72773 734

Source: NMathtech. The Conditions and Needs of the Live Professional
Theatre in America. p. V-08.
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5L00king closer at table 6 we can see that 61.5 percent
of th; total cost is for salaries and relaied benefits.

If we add thehartistic fees, royalties and script costs
together, it totals almost 65 percent of the bost going to
artistic: personnel. That more than half the costs of all
art forms, not just theatre, gdes to personnel is important.
Earlier we examined the wages from the artist's side; now
we can examine it as a cost component.

Baumol and BD@en describe three types of influences an
wages the performing arts [8, p. 234]; first is the influence
of the general economy on wages. This influence, due mostly
to inflation, is not indigenous to the arts‘industry alone -
it affects every industry.

The second influence Baumol and Bowen note is any
special circumstance relating to the performing arts that
would effect them in some way. The competition of mass media
and shortages of skills are examples Baumol andiBowen point
out.

The third, and perhaps most important, influence noted
is that of uﬁion activity. Unions were discussed briefly
earlier, but the actual extent of union activity in light of
the increasing budget costs has not been discuésed. There
are five basic performing arts unions, all under the charter
of the Assocciated Actars\and Artists of America {the four
A's). They are: Actor's Equity Association (AEA), Screen
Actors' Guild (SAG), American Federation of Television and

Radio Artists (AFTRA), American Guild of Musical Artists
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(AGMAS, and the American Guild of Variety Artists (AGVA).
Theseiguilds are the major unions in the performing arts.
There are other administrative unions such as the American
Societyv of Orchestra Leaders (ASOL), but their influence
on the artist is much smaller than the others, and they
have no legal jurisdiction over the artists.

The most flagrant =ccusation against the unions is
featherbedding. 'Featherbedding is employing more workers
than is actuvally necessary do to the job, whether it be
performing or nonperforming personnel.. The theatre seems.
to be the biggest source of this abuse: |

In some cases, work rules forced producers to main-
tain duplicate crews during a New York engagement
or to use three separate crews when moving a produc-
tion. (26, p.70]. '
The reference was made to a production that was moving
to a smaller fheatre a few plocks down the street. Union
rules required that one union company must load the truck,
another must drive the truck from one:location to another,
and a third must unload the truck.. [26, p. 70]. Such
examples, however, are admittedly rare, but they point out
the potential that exists for inflating costs.

In spite of this\opportunity for financial gain,
unions have not made significant gains "beyond those achiev-
ed by other unions. 1In fact, some of the theatrical
unions were not very deéandihg." [26, p. 69]. Thomas
Moore attributes union activity to only 5 percent of the

increase in total costs, attributabie, he adds, to increases
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in royalties. [17, p. 677

‘SD while unions have attempted to keep wage and sal-
ary increases consistent with the general price level
changes, they have only recently managed to catch up with
the lag that had been commonplace before.

Artists' earnings, however, are not the only cost
item that has been rising. Cost increases have affected
every type of expenditure. As mentioned earlier, trans-
portation and travel costs incurred the largest increase
of any nonsalary costs in table 6. Subscriptions and
promotions, while constituting 8.8 percent of expenditures,
rose 8.4 percent during the period, a substantial increase
realtive to other nonsalary costs. This points out the
importance of subscription sales to the performing arts -
a Eoint to be.discussed in the next section.

One salary itém worth noting is fringe benefits. )
This component of expenditures has been rising at a rapid
rate of 13.5 percent per year, but it is only 6.4 percent
of total expenditures. This growth shows the gaining
importance extra héneFits are tnlartistic personnel.
Fund raising costs and fees constitute the smallest portion
of expenditures—0.6 percent—and also reflect the smallest
rate of increase;45;2 percent per year.

One cost item that will begin to show greater and
greater increases in the near future is facilities and their
related maintenance costs, including depreciation. Although

this item is growing at a 6.1 percent rate, increasing

— L SIS O
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energy costs can be expected to boost the rate substantially.
" ...[Alpart from lighting, just heating and cooling aﬁ
art center has become a major budget item." [21, p.40].

Despite the constant price increases, limited cost-
saving measures been applied to the Arts yielding satis-
factory results. Some of these measures taken have resulted
in reduced standards of artistic'excellence. Increasing
costs force many small performing arts organizations to
cut back on tHe new and experimaﬁtal productions they
perform, and rely on popular material instead. The con-
sequences of such changes are that nonprofit prUFessiDnal
companies are not able to provide the innovation in the Arts
they have been known for, and so are not able to provide
the valuable services they had intended. Although un-
desirable, therefore, it is possible to reduce cost increases
by allowing the quality of the product to drop.

There are other methods of reducing cost increases,
or raising earned revenue to offset these cost problems.
Mathtech notes that many nonprofit theatre enmpanies have
increased the average length of their runs by more than
a third. This increase, where possible,\spreads the fixed
costs of production out, thus reducing the average cost
per production. If substantial revenue gains are realized
by the longer runs, then cbsts may be more easily recov-
ered at the box office. |

Aliéviating imperfect information is an area that

could well increase revenues or reduce costs. Public
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awareness of specific proauctions can be increased by
larger advertising and promotional anncuncements. The
public would be more responsive to arts organizations
and the results could be longer runs for popular productions
and greater incentive to experiment with new material.

The future trend for cost increases is difficult to
state with certainty, but it appears that théy are beginning

to level off a bit, and that future cost increases will be

much more in line with general price increases. [24, p. 181].

But these increases, no matter how small, appear to make
it necessary for arts organizations to find wider sources

of support.

Revenues. The Athenian festivals were financed three ways

[6, p. 371]; the choregoi, wealthy citizens who would
contribute what they could as backers of the prdduction;
the lessors of the theatres, who contributed in-kind;

and the state government, which paid wages and admittance
for those who could not afford the price of admission.
Financing of -the Arts today is still much the same.
Although the citizens are not actual "backers" in the same
sense as in Athens, they purchase tickets and make tax
deductible contributions to the Arts. The earned income
of an arts Dberation is the income received at the box
office from ticket sales. Concession and program sales are
also sources of earned income coming from the individual

consumer.
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Comparable to the in-kind subsidies of the theatre
lessors are the corporate and foundation contributions
of today. Although they are rarely in-kind contributions
anymore, the gifts and grants by businesses are as much
as source of revenue in the Arts today as they were in
Athens thousands of years ago. This is the unearned income
of arts organizations, because it is a gift, a contribution,
not the result of any actual business operations of the
company.

Anbther source of unearned income are the various

-

levels of government. These different sources of income,
all of vital importance to éhe survival of many of the
country's nonprofit professional organizations, are the
subject of this section of the chapter. €E£ach source will

be considered in greater detail, with attention .to the

relative econtribution of each to the welfare of the Arts.

Earned Income. For arts organizations to rely éolely on

earned income to offset their costs, ticket p;ices would
have to rise-at a mueh faster rate than other prices in the
economy at present. The higher ticket prices fise, the
lesser is public acecess to the Arts.

Between 62 and 65 percent of total expenditures in
the nanpraFif professional theatre is met by earned income,
while the figures for other arts organizations vary from
46 percent for symphony orchestras to 71 percent for modern

dance companies [see table 7]. Desﬁite this wide fluctuvation
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TABLE 7

PERCENT OF TOTAL OPERATING EXPENDITURES
MET BY EARNED INCOMES, 1870-71 ’

i

Theatre 64%
Opera 51%
Symphony Orchestras 46%
Ballet 53%
Modern Dance ?i%

Source: Ford Foundation. The Finances of the Performing
- Arts wvol. I, p. 63.

in the industry as a mhﬁle, these figures have been constant
over tHe past gew years for each individual institution.

The greatest snufce of ea;neq income for the per-
forming arts, with the’exception of mudgrn dance companies,
is subscription income. Subscription salés are.made
prior to the opening of the season and are sold in blocks
for the entire season. Opera, symphony and ballet companies
gain more from subscription sales than does the theatre
because of their stronghold in America as established

classical institutions. The growth of this source of

‘income has been estimated to be 10.7 percent per year.

(15, p. III-89].

Another important Source of income, particularly
for theatre and modern dance companies, is the single ticket
incnmé taken in at the box office. The reason why ticket

income is a greater source of earned revenue for these -

e s e
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particular organizations stems from the consumers. People

tend'tnchnuse performances of theatre or dance based on

the actuwal production at the time, rather than the cdmpany
(although several repertories have established themselves
as fine troupes and draw capacity crowds regardless of the
production), whereas opera, symphony and ballet companies
are all established "performing ensembles,! and are more
likely to draw subscription sales on the basis of the com-
pany's reputation. Tickets as a specific revenue source
will be discussed at the end of this section.

Figure 4 shows earned income, its major components
and the relative contributions of each to total operating
expenditures of 30 noﬁprofit theatres. The difference
between total earned income and subscription and.single
ticket income comes from variéty of sources. MNMany caom-
panies will perform for a fixed fee regardless of attendance,
and this income is listed aé service income. Although a
relatively new source, it is growing at a very rapid rate—
10.7 percent—and is becoming a substantial source of revenue
for many institutions. [15, pg. II1-89].

Another minor source of earned income is that realized
from concession and program sales. Auxiliary income has
been growing actually faster than box office sales, and
it, too, is beginning to constitute a gradually larger
source of earned income. |

Although total earmnings do, and should, constitute

the largest portion of income in the Arts, they are not
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FIGURE 4

EARNED INCOME AND TICKET INCOME AS A PERCENT OF TOTAL OPERATING EXPENDITURES
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the only source. " ...[Tlhe theatre may be in for a period
of retrenchment if substantial new sources of revenue

are not found." (21, p. 15]. Althnugh they were speaking
solely of theatre, Mathtech researchers could well have

included all the art forms.

Tickets. Although tickets have been examined as an ob-

stacle to attendance, they have not been studied as a source
of revenue in the performing arts. "Since attendance cannot
be expected to increase dramatically, the only means of
increasing earned revenue will be thrndgh higher ticket
prices." [22, p. 12]. Although ticket prices would be most
efficient economically if set at the marginal cost of
performance, that price would result in a deficit by being
below average cost. So pricing tickets is a very difficult
thing for organizations to do. |

What is the average price paid for a ticket by audi-
ences? Although no recent national statistics are available,

the NRCA survey of New York audiences revealed that "[tlhe

mean price paid by audiences for a ticket was $5.90,

with prices ranging from free for 17% of the audiences to
$10.CC or more for 13% of the audiences."” [5, p. 91].
Several observations were included in the study as well.
[5, p. 92 ff.]. The NRCA noted that, as income rose,
consumers spent more money on tickets, iﬁdicating a pref-
ence for better seats. Also, out of state visitors and

suburban residents paid higher than'average prices for their
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tickets. This illustrates the difference in values con-
sumers place on commodities. To a visitor, the value of
attending an arts performance is higher tﬁan that of a
resident of the area. For this reason, a visitor is willing
to pay a higher price for that pefFDrmance. This has impor-
tant implications for pricing policies in the Arts. People
who buy higher priced seats have indicated a preference
for good location as their primary reason. Since they
are concerned with the location rather than the price,
an increase in higher-priced seat:prices "might meet with
relatively little resistance...." [5, p.8%4]. This could
increase ticket revenues without reducing the availability
of the Arts to low income peaple. |

Ticket prices are not the only costs to consider when
dealing with potential revenues. We have already seen that
CONSUMEers considerithe total cost of attending when going
to the arts evénts. The associated costs—babysitting,
transbortation, restauvrants, etc.~—can affect attendance—
BDdithérEFDfe?réVéDUESh—byquaﬁgES in their costs as well.
TicketAincreéses on,top of other price increses could well
place the total cost of the ‘evening out of the reach of
some individuals. So these added costs, while not directly
incurred by the performing arts, can play an important
roleiinticket price considerations.

The exact level of associated costs varies from area
to area, and income group to income group, but Thomas NMoore

pointed out that the ticket price is only half the cost aof
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attending a Broadway show . t1?, p.82]. Since Broadway
tickets are, on the average, higher than .prices inithe'.:
nonprofit segment, it can be expected that associated
costs are more than half the total attending costs for

the nonprofit theatres. This appears to be the case in
New York state and Boston. The NRCA's study of New York
audiences revealed that "people generally spent 2 V2 times
the ticket price in total expense." [5, p. 95].

In Boston, arts institutions spend $49 million

annually and ...for every theatre ticket pur-

chased, sevefl dollars is spent on items like

food, parking, and other entertainment. [3, p.82].
Although the above statement does not reveal the ticket
price, if we assume the mean price is used—%$5.90—uwe
can see that the related costs are still more than half
fotal attendance costs.

Associated costs, therefore, can be very importanp
for arts organizations when looking at their own ficket
prices. These related ;Dsts bestow many benefits upon
the cominunity as well. By encouraging consumer patronage

of local restaurants and hotels, the arts organizations

can draw business to the community and business dollar

‘contributions into their organizations.

With respect to price increases, one observation is
clear; 'if arts organizations had raised all ticket prices
in proportion to the increase in total expenditures,
low income consumers of the Arts would be severely cut

off, while higher income consumers would not.
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For every ticket sold as a "two-fer," two seats in the

éeveralisolutiuns have been offered to stimu}ate the
audie%ces into purchasing more tickets. Experimental
price increases may tell the arts organizations the effects
of such a move, but attempts to bring in more revenue
this way may fail because increases in ticket prices may
reduce the gift-giving incentive of many. Dick Netzer
feels that it -is important to experiment with tickef.prices
to prove that organizations are maximizing their earned
income. Doing so, however, may result in the loss of
unearned revenues and many freqguent éttenders. (24, p. 174-5]
"Two-fers" had been suggested as a means of attracting
a large clientel. Thomas Moore feels that "two-~fers" would
be most effective for those who have a more elastic demand
FD; the Arts—children, civid clubs and large corporations. -
The problem with "fmoéférs" is. that they might not produce

the increased patronage revenue necessary to recover costs.

house must be given up instead of one. The net result is
a lower_average ticket price psr-ssat,:such that, at
capacity, toéal revenue is reduced.

Although these alternatives to ticket price hikes
have been offered, it is still most important to realize
that box office sales is the widest source of tickets
available to consumers. This sometimes makes it difficult
for the consumer to purchase fickets. Computerized out-
lets, now becoming more popular as a source of tickets,

illustrate the potential for gaining §udiences away from
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the box office, and, ultimately, for increasing revenues.
HDpng that the convenience of securing a ticket will
induce more frequent attendance, producers might be less
reluctant to expand price ranges, or more likely to
increase the length of the run of a production.

Tickets are a rather ambiguous source of revenue.
Since the relationship betweeﬁ price and demand is npt
certain, actval potantial revenue from tickets is unknownf
The strongest objection to experimenting with prices is
that it might not wark; causing a loss of earned revenue.
Dick Netzer, however, feels that, unless arts organizations

prove they are maximizing their potential earned revenue,

public support of the Arts is not legitimate policy. [24, p175

Unearned income. There are two major sources of unearned

revenue in the performing arts; the private sector, and
the public sector. Each of these will be discussed
separately, but the government's role will be emphasized.
Unearned income accounts for a very large percentage
of total income, sometimes as much as 43 percent {see table
8]. Although the largest part of this comes from the
private sector, government is still contributing substan-
tial sums of money and materials to the Arts. It is
inevitable that the levels of unearned income will change,
but these changes are controlled by the uncontrollahle
economic factors of the general economy, whereas earned

income is, to a large degree, controllable within the
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" TABLE 8

SUMMARY OF INC
(in thous

Operating Expenditures

Earned Income

Unearned Income

Total Operating Income

Earnings Gap (net after earned in
Net after Total Operating Income
Corpus Principle transferred to O

Net after Operating and Corpus Tr

OME AND EXPENDITURES

1970-7 1%
ands of dollars)
$137,745
. 75,956
59,732
135,688
come) (61,788)
~(2,056)
perations 2,661
anfers i ' 605

Source: Ford Foundation. The Finances of the Performing Arts. vol. I, p. 40

*axcluding the NMetropolitan Opera
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darts industry iFselF. This.leaves the arts industry
virtually helpless in controlling the levels of gifts,
but it is paossible for the Arts to boost that segmenttoF
support by encouraging their patronage, thus increasing

the business' gift-giving incentive.

Private. There is no" doubt that private contributions
to the Arts will have to remain the laréest source of
unearned incnﬁe in the performing arts:

The private sector has played a major role in en-

couraging the develaopment of the arts nationwide

and continues to provide the overwhelming portion

of support. [21, p.26].

In 1976, the private sector contributed 65.3 percent
of all unearned income to the nonprofit professiaonal
theatre. The fFord Foundation's study of the Arts revealed
that the private sector contributed 82.6 percent of the
Qnearned income of all the perfooming arts organizations
studied in 1965-66, and, although this figure had dropped
in five years, the 1970-71 contribution of the private

sector was still an incredible 85.0 percent [see table 97.

Althougﬁ the NEA feels that private support is

"heading in a direction of more gifts of smaller amdwnts,"”

the local private sector will, in all probability, remain
the major contributor to the Arts. [22, p. 13].

Johﬁ Kenneth Galbraith discusses the relationship
of the actor to the corporate organization.' He notes
that, the larger the corporation, the more likely it is

to select the "most accomodating™ artist, rather than the

e
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TABLE 9
CONTRIBUTIONS AND GRANTS USED FOR OPERATIONS
FOR 30 NONPRDFIT ORGANIZATIONS

(in thousands of dollars)

1965-66 1970-71
Total Local Nongovernment Eontributions $18,377 $35,967
National Foundation Grants - 3,504 ‘ , 8,193
Total Private Sector , 21,881 - 44,160
Federal Government Grants 4 548 3,390
State Government Gfants 203 2,427
Local Government Grants ) © 083 1,961
Total Public Sector 1,735 7,778
TOTAL CONTRIBUTIONS AND GRANTS ' $23,616 , $51,938

Spurce: Ford Foundation. The Finances of the Performing Arts vol. I, p. 83
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best, because the good artist will not be suberdinate

to the needs of the corporation. [14, p. 63]. This devel-
opment of nonproFit proFessional.compahies by the corpor-
ation is encouraged by the Federél tax provisions to

both the corporation and the nonprofit organization it
creates. Mr. Galbraith points out that, even though the
large firm may be more proFicieﬁt—-lpng runs, technological
efficiency, low costs, etc.—the small firm can support the
superior art. It can respond more easily to the artist.
(14, p.63-4].

The NEA reports that corporate contributions to ‘the
performing arts in 1972 were 4.1 percent of all cdrporate
philanthropy, and, by 1976, that figure had risen to 8.1
percent. In the nine year period from 1968 to 1977,
cofporate giving to the Arts had risen from $22 million
to $235 million, an increase of more than 30 pefcent
per year [seé,figure’5]. [21, p. 26]. ThiS‘répresents
remarkable growth, given the economy of the ?D'é. In
spite of high inflation, corporations have managed to
maintain large contributions to the Arts. This is unusual,
for nonprofit organizations are usuvally the first to
suffer when economic times are bad. Mathtech researchers
note that the theatre did suffer in the {970}5 as a result
of inFlation:

Consideriﬁg the rate of inflation since 1973, cer-

tainly National Foundations have not kept up with

their previous cosmitment to the theatre, and the

rate of annual percent increase of their grants is
slower than the rest of the private sector. [15,p.I1I1-84.
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FIGURE 5

BUSINESS CONTRIBUTIONS

in millinns) TO THE ARTS
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Mathtech attributes the drop in annuwal increase to shrinking .

portfolios and changes iﬁ priorities.

In addition to monetary contributions, private individ-
vals and corﬁorations make in-kind contributions as well.
Theatres are sometimes loaned to nonprofit organizations
at zero,or:reduced, cost, effectively resulting in a pure
subsidy. Actual statistics, however, on in-kind contri-
butions of ﬁhis na#ure are very hard to find.

Dne final saurce Df uvnearned income should bé noted.
Corpus earnings—dividends and intéreét received on
corporaté principle contributions—are a relatively minor
source of income. ‘Klﬁhough they are considered sometimes

to be earned income, they are more often considered unearned

because of the original source of the‘principal, and also

to distinguish this from income from that income earned

directly from operations. [13, p. 4D0].

Public Contriggtidns. The purpose of this paper so far

has been to examine the state of the performing arts today
and examine the reasons for and against public supbort of
the Arts in America. Though there are many federal policies
affecting the Arts—taxation laws, copyright laws, postal
rates, government property, public works programs, and
general assistance programs—the most beneficial agencies

of financial help have been the NEA, the NEH, The Corpora-
tion for Public Broadcasting (CPB), and the Smithsonian

Institute. These agencies have all contributed greatly

e et ot e it = Syt srare . o A ot s AR T el e =y 8 g ot
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to the welfare of the per?orming arts in this country and
elsewhere. The Arts Endowment has naturally executed the
strongest influence in the Arts. .
The problem of public policy and governmental inter-
vention is not a new one, but it is an important one
that must be considered as a means toward an end. In the
Arts, the important question is, What is our cultural
goal?" As Frederick Dorian noted, "[i]t wowld be futile
to discuss ways and means of art support before knowing
the aims involved." [11, p. 457]. .
Although modern democracies have been reluctant
to acknowledge their responsibilities to the Arts, they
are as capable of encouraging excellence in the Arts as
any system of government. [29, p. 1]. The importance of
the Arts has been emphasized all throwughout history:
The legitimate object of government is to do for
a community of people whatever they need to have done,
‘but cannot do at all, or cannot soc well do, for
‘themselves, in their separate and individual capa-
cities. 1Inlsic] all the people can individually do
as well for themselves, government cught not to
interfere. [29, p. 112].
An industrial civilization brought to the highest
point of development has still to prove that it
can nourish and sustain a rich cultural life. [11,p. 482]
These statements by Presidents Lincoln and Kennedy
emphasize the commitment the founding fathers of our
nation placed on the Arts. Until the 1960's, however,
the United States government remained virtually blind
to the ;necessities- of the performing arts. Although

no one could deny that the Works Progress Administration




83

of thé 30's produced masterful works of Art, the WPA's
cunce}n was with unemployment ratherhthan'devélupmeht_aF
Art as a cultural heritage. Without a continuing effort
by the federal government to aid the arts institutions,
they will lose ground rather than continue to grow. But
it is important that the government be subordinate to
the contributions of the private sector, as the risk.DF
government control is increased otherwise.

Earlier a discussion was presented focusing on the
advantages of national versus state aid. The purpose of
this argument was not to choose one over the other, but

rather to focus the attention on the importance of both

L

federal and state governments. '...[Glovernmental allo-

cations to the Arts should be on all levels."” [11, p. 459].
- Quality should be the primary concern of any financing

body, whether it be government, business or individuals.

To allow mediocrity as a substitute for excellence would

weaken the foundation of the performing arts.

The marginal effect government can have on the Arts

is a very delicate issue, for it deals "with one of the

most sensitive aspects, the aesthetic, of man's existence."
[2?, p. vii]. This delicate task can,.and will, ultimately
result in conflict among decision makers, hecause the
systematic methods ecomomists use for some policy form-
ulation cannot always be applied to policy %Drmulation in
the Arts. Dick Netzer points out two difficulties associ-

ated with arts policy [24, p. 17]; first, those making

A
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the policy decisions "are, and should be, creative and
idiosyncratic individuals, not inclineq to rigorous policy
analysis." The second difficulty is thét the amount of
money spent on the Arts by the government is very little,
This makes it impossible for everyone who needs help to
get it. The city‘DF Hamburg gives more money to its
opera and ballet companies than this country giQes to
its entire performing arts. [4, p. 33]. The problem of
trying to allocate the funds in optimum gquantities is
compounded by the popular nature of the subject. Policy
decisions in the Arts are much more likely to be an
issue of discussion than are those of other:public policy
concerns, with the possible exception of medical care,
sapial security and welfare. SD uqless the money put into
the performing arts is done so misély, it is money wasted.
Contributions to the Arts may be affected in coming
years 1if the government commits itself to a balanced
budget. Becaﬁse of the cutbacks in spending that would
be necessary, growth of government funding in the Arts woq}d
decline, so decisions concernihg allocation policies
would become more tenuous than before.
Dne final note should be mentioned. The focus of
the preceedipg discussion has been on national policy,

1 N
but the role of the state and local governments cannot be

underplayed. Their help can focus greater aid on struggling

organizations, a problem national governments may overlook.

State arts agencies "represent a major source of financial
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and technical support for artists and institutions." R1p 221

!

Though there are many different ways public support is
given ta the Arts, the two most £mp0rtant are the tax
laws and the Arts agencies, specifically the NEA. This
final discussion on pubiic support of the Arts will focus

on the tax laws affecting the Arts and the NEA.

Tax Laws. The impact of the tax laws is two-fold; first,

the artist is aided, who, bécause of his errratic earnings
pattern, can pay fewer taxes by averaging his income.
One successful year could just as well be followed by
four unsuccessful ones. By averagihg his income, the artist
can reduce his marginal tax rate and pay fewer average
taxes over time. ’

The second impéct of the tax laws is on fhe arts
organizations themselves. Nonprofit Drganizétions have
to pay no taxes at all on profits, if any. Although |
they rarely have profits, Baumol and Bowen note that
the tax la@s make thelir existence easier because of the
simplicity D# their situation. Contributions to the Arts
are deductible as well. The only problem with deducting
contributions to nonprofit organizations is that, because
of their higher tax bracket, the wealthy actually con-
tribute more to the Arts than the- poor, even if their
dollar contributions are equal. For this reason, many
public policists favor a tax credit, where every dollar

contributed is equal, regardless of the tax bracket.
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This would reduce the influence of the wealthy and ulti-
matefy»result, some feel, in a decrease in individual
contributions. ([8, p. 356]. \

Property tax exemptions also have an impact on non-
profit organizations situvated on high-value land. Dick
Netzer points out éﬂdisfinct disadvantage to this law.
Because this law is sometimes the only one that affects
them, arts organizations begin to direct their funds
toward capital improvements, rather than on their programs,
which should be the Fopus of such funds. [24, p. 44].

Thee are, however, advantages to the exemption lauws.
Allowing contributions to be deducted relieves the govern-
ment of the burden of having to choose which organizations
should receive funds. Another advantage is that it reduces
the welfare cost of subsidizing directly; by allowing
funds to go directly from individuals to arts organizations,
there is no loés of revenue due to administration and
related costs. This puts more money into the Arts than
would have otherwise been. Because of the different
levels of] gubernment available, taxes can more efficiently
be levied on those who receive the benefits from the Arts.

The exact amount of tax revenue "given" to the Arts,
because of the various deductions and exemptions, is hard
to define, because profits of arts organizations are not
reported. Netzer estimates that the American tax pre-
ference for the Arts is ét least %400 million annually,

and perhaps as much as $800 million. He estimates property
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tax exemptions to equal $150 million annually, not as large
as the contribution deductions, but a valuable sum to the
Arts nonetheless. ‘

These tax laws do have a substantial impact on the Arts,
perhaps moreso than the NEA itself. Very few countries
have laws which encourage such private giving to the Arts.
These tax laws are acting as a silent partner in the

government's aid for the performing arts.

The NEA. "The mission of the Arts Endowment is the afts."

(21, p. 7]. Though this statement‘migﬁt seem a bit
superficial and redundant, it shows that the NEA is trying
to Fncus'their efforts, not on any government purpose,
but on the purposes of the performing arts. They are
trying to draw public attention to issues in the Arts,
trying to identify ways to remove barriers to wide access
of the Arts and, most of all, trying to achieve greater
public awareness of the Arts. |

'In order to stimulate private cnntributioﬁs,»all
grants made by the NEA must be matching grants. Every
endowment dollar contributed must be matched by a dollar
from private sources. Since most grants total only one-
half the budgets of approved organizations, the endowment
contributions are only one-guarter of the total budget.

In itskstatement of purpose, the NEA stated Fnuf
objectives of its agency. Each of these can be tied to

specific concerns of arts policy consideration. [24, p. 70-4]
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The objective of wider avéilability helps to overcome
barriers to entry caused by income level and information
cost. It tries to offset the market pressures of central-
ization by moving the Arts away from. the cities. There

is also a disadvantage to wider availability; it may
expose audiences to performances, not of high guality,

but of inartistic amateur guality, thus defeating the
purpose it was intended for.

The second objective of the NEA—preserving the
cultural heritage—is aimed at providing quality Art for
future generations. This is sometimes regarded as a reason
for support of the Arts. By'encouraging Art- today, we
are providing greater resources for our children and grand-
children.

The third Dbjéctive——developing talented individuals—
illustrates a conéern for thin markets, and the fourth
objective—strengthening the cultural institutions—
helps to reduce the high cost of information and the
centralizing tendency of the Arts. By aiding the indivi-
dual Drganizétions, Baumpl's.disease is substantially
reduced, though rarely illiminated.

The establishment of the Endowment has been a great
help to many floundering organizations. The NEA feports.
that, in 1965, only a few nonprofit Drganizations were
eligible for funding, but by 1878, this figure had tripled
(see table 10]. [21, p. 13].

For theatre companies with shorter seasons, NEA support




TABLE 10

GROWTH IN SELECTED CULTURAL INSTITUTIONS
ELIGIBLE FOR FUNDING

1965 - 1978
(estimated)

Type -of Institutiaon

Professional Symphony Orchestra
Professional Opera Companies
Large Professional Theaters
Small Professional Theaters
Professional Dance Companies
Museums (art, science, history)
Media Arts Centers

Artists Spaces

State Arts Agencies (including

territories and District of
Columbia)

1865

58

27
12
10
37
1700

1978
144
65
70
200
200
1800
15
200
56

Source: NEA. General Plan 1880 - 1984, p. 13.
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represented 1.5 percent of the total budgets of those
organizations receiving grants from the Endowment in 18979.
[22, p. 13]. The growth of Endowment support has nnt kept
pace with the general economy of the 70's. Theatre
Communications Group (TCG) reported £hat Endowment support
to major orchestras was‘2 percént lower in 19%7 than in
previous years, and the NEA itself acknowledges this decline;
"The federal portion,...[of earned income] is less today
than it was in the early 70's.” [21, p. 15]}. Though
Endowment support has waned in recent years, it has

always been an important aid to‘many organizations.
Companies, which once reliéd on large amounts of federal
money, are now strong eﬁnugh to draw the necessary con-
tributions fraom the private sector.

Though much can be, and has been, said about the NEA .
since its inception in 1965, this discussion was designed
simply to show the relative importance to the Arts of the
federal agency by explaining its purpose and goals.

Every state in the nation now has arts councils which

serve much the same purpose. They work independently and
with both neighboring states and the NEA. The importance
of these arts councils can never be overemphasized, buk the
impact can. . While they have proved invaluable, the inten- -

tions of all the arts councils -is: to stimulate private

spending, not replace it.
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CHAPTER (VII
THE DEFICIT AND CONCLUSIDN

Financial difficulties are fhe rule rather than

the exception. indeed, these are likely to continue-

since the various arts are characteristically labor

intensive and their audiences are often limited

by the capacity of the house and the nature of the

art form. [21, p. 14-5].

Many names have been used to describe this state of
the Arts, but they mean the same thing; the revenues
do not meet the costs and a loss results. This loss is

virtually inevitable because of the labor intensive

nature of the Arts. Because of this nature, ticket prices

in turn, prevents the Arts from recovering its costs.

The difference between expenditures and earned revenue 1is

the figure of discussion in this section of the chapter.
Although the word "deficit" has been used, Baumol

and Bowen note that the word demotes some sort of error;

"to say thereis a 'deficit' implies something has gone

wrong, that costs must be cut or earnings increased so

Whether the word used is deficit, earnings gap,
iﬁcnme gap, or revenue gép, the meaning is the same.
Though small by economic standards, the deficit seems an
endless éhasm that cannot be crossed, one that will
ultimately lead the organization to its deatﬁ;

Figure 6‘shnwshthat,'even with private and public

contributions, many arts organizations still have a deficit.

must be held down if a variegated auvdience is wanted. This, _

that the (reprehensible) deficit may be eliminated." [8 p. 147
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FIGURE 6

59 LARGER NOT-FDOR-PROFIT THEATRES ALL OVER THE COUNTRY

EARNED AND UNEARNED INCOME AS A PERCENT TO TOTAL EXPENDITURES

Incaome

Earned
62.03%

MUnearned
35.02%

Source: Mathtech, Inc., The Conditions and Needs of the Live

PrDFessignal Theatre In America, n. I11-87,
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Though less than three pércént, the deficit is guite a bit
larger when viewed as the costs not covered by garned
income alone (37.97 percent). To say that earned income
covers less than two-thirds of the £0tal expenditures

is a very sobering Faét. Although pfivate and public
contributions have done much to reduce that gap, a deficit
still remains for many organizations. In fact, Baumol

and Bowen note that, because of the economic structure

of the performing arts, this income éap may continually

widen over time. [8, p. 1§Jﬂ;f;The typical performing arts

income gap compounds at a very rapid rate, even if earned

income does not decline -as a proportion of total expenditures.

The Ford Foundation concurs with:this judgment; "Over the
survey period as a whole [1965-66 to 1970-711, both income
and expenditures grew, but total income equalled expen-
itures less often than it fell short of them.” [13, p. 5].
The only remedy that can be expected to quell the
growth of thé gap is increasing contributions, beth public
and private. Though many may argue that ticket pricelhikes
would reduce the deficit, the result may be a reduced
ﬁross-section of audience members, thus defeating the
ﬁurpose of many organizations and contributors who want
to expand the accessibility of the Arts.
Table 11 shows the percent of earnings gap filled
by unearned contributions to income. Thougﬁ almost ten
years old, the figures show that some organizations,

specifically the theatre and symphony, do not manage to
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TABLE 11
PER CENT OF EARNINGS GAP FILLED BY EARNED INCOME

’1965;66““1955;57"1967;68 1968-69 " 1969-70 " "1970-771
Theétre 76 84 80 Bé 85 89
Dpera*: o't - 98 90 90 J 91 104 114"
Dpera® 94 100 100 98 92 108
Symphany 92 95 87 89 90 92
Ballet 89 90 86 102 109 102
Modern Dance 133 81 131 115 108 112

Source: Ford Foundation. The Finances of the PerFormﬁng Arts vol I, p. 76.

*excludes The Metropolitan Opera
*includes The Metropolitan Opera

Lo
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fill their gaps with contfiﬁutions, while opera and dance
companies do.

Sometimes Drganizations have no deficit and no
surplus—contributions match the deficit to the penny.
Baumol and Bowen point cut several reésons why this

may be the case. [8, p. 154 fﬁ]. A residual contribution

ican be made by an organization or individual to balance

the books of an arts company. Another method of eliminating

the gap is simply to use good mahagiag and budgeting
techniques. 1If a surplus begins to appear, organizations
may begin projects which accommodate the excess revemﬁe.
The third reason for having a balanced budget -might. be
accounting adjustments made on the financial statements
to eliminate the appearance of a deficit. The problem
here is that arts organizations, instead of trying to
combat the problem, prefer rather to hide it.

Another reason for a lack of deficit might be related
to the quality of the product. Costs can be reduced by
vusing cheaper labor and materials. The result may bé'a

product -of lower quality, but the organization has at least

managed to eliminate the deficit.

The trouble with a deficit in the Arts is that it
leaves no room Fﬁr experimentation. The performing arts
cannot afford to try a ném and innovative venture in the
Arts, because the result may be a failure and a larger
deficit+ If organizations knew their budgets would balance,

they could take more chances and try newer material
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knowing that ahy resulting iuss can be covered by concerned
patrons.

Mathtech researchers state three possible alternatives
for the future of the theatre, and these can be applied
to all nonprofit professional companies. [16, p. 14 ff].
First, the arts organizations may continue to effectively
reduce costs or increase revenues from tﬁeir own activities
and actions. The result will be a continual healthy
growth of the Arts in the couﬁtry. ’ |

The second alternative is for the Arts to become more
and more dependent on philanthropy, thus standing on a
base of support that can theoretically fall out in a moment's
ﬁotice. The result may be greater controi of the Arts by
government and business as well. .

The third, andvmost frightening alternative, for the

Future‘DF the Arts, is industry decline. If costs cannot

be met, institutions will have to.close down their operations.

There is a possibility-—and a most likely one—
for combinations of the above "futures" of the Arts,

but the threat of decline remains a strong one. Despite

recent growth, economic pressures, too, are growing, and

it will become a strong'test of society to aid the Arts in

this nation.

Conclusiof. Most people feel that this nation will never

be without the Arts. This notion comes from people who

grew up-in the Arts and could never conceive of a world
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without it. These notinné are analogous to the people on
the beach who are watching a man struggle in the,water.l
They may believe that he will survive, but if he goes
under, it just might be too late to save him. The Arts
are struggling to keep their heads abave water. If our

nation stands by and watches the Arts go under, they may

inever have them back again.

It seems that, at a time when people are beginning
to regain their interest in the Arts; the Arts themselves
are financially crumbling. The future.of the Arts can
look much better if we come to realize that Art éannnt be
taken for granted as it has been in the past. The Arts
interest more people than sports do, and attendance at

art functions each year is greater than that of sporting

events.

We grow up in a world built on war and power and control.

Someday people will be able to grow up in a world, not
of war, but of Beauty and Art and Culture. That day may
be a long way off, but public support of the Arts today

may soon give birth to the Art that will surround our

_children. "The arts...belong to the people, for it is,

after all, the people who create them." 1

1......... . "An Historic Dccasion." Dance Magazine,
November, 1865. p. 34.
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APPENDIX

BAUMOL'S DISEASE

11

The discussion of the technology of the performing
arts that Baumol and Bowen present in their study has
been used many times to justify public support as a |
necessity to offset the constant productivity of the arts
industry. For this reason, a discussion of the disease
is included as an appendix to this paper.

Baumol and Bowen begin by imaginiqg an economy
with two sectors; one with constant productivity, and
another with rising productivity. The output per manhour
in the rising (automobile) industry grows at a rate of
4 percent per year, while the growth of the per -orance
group is O percent per year. The reason for the growth—
technological innovations—is apparent to the workers,’so
they reglest an equal increase in income. Because of this

equal increase of wages and productivity, the labor cost

per unit of output does not change. The result is that the

automobile warker's wages will rise every year at the same
rate as the increase in productivity, thus producing
greater output for the economy and greater incame for the
workers.

Meanwhile, the constant productivity industry (the
performing arts) is not experiencing any grbmth; so three
possible alternatives are considered; first, there is

no increase in wages in the performing arts, so the artist

-
?
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gets bDDrer and poorer over time relative to the auto-
mobil; worker. This will discourage job hunters from
seeking employment in the performing arts.

Another possibility is gffered; if the\antfstS}nanaQEﬂ
to get their wages raised in:accordance with the growth of
the general economy(4 pércent), the labor cost per unit of
output will increase sbecause there is np offsetting. increase
in productivity in the performing arts. These wagé incféases
will automatically be transferred into costs DF:pdeuctipn

within the industry. ...There] is nothing in the nature
of this situation to prevent the cast of pefFDrmance‘From
rising indefinitely at a compound rate.d [8, p. 169].
Therefore, rising costs will alwéys be present in the
industry.

: Thé third altefnative, which the authors say is closest
to reality, is that wages rise, but not at the same rate
as the rest of the economy. The result here, hﬁwever,
is still the same; /thé the cost ﬁF performance increases
at the rate of increase in wages. H

The poiﬁt of their argument is ihat, for the performing

arts, where productivity is stationary, any increase in
wages is automatically translated into an increase in énéts

as well.
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