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      Preface

         
            This book is written as an introduction to cultural economics; it assumes no knowledge of economics, even of supply and demand,
               and each economic concept is explained as it is introduced in the text. The book represents my kind of cultural economics,
               and my motive for writing this book is to expand cultural economics beyond its earlier scope to include the creative industries
               and the issues of copyright law that relate to them. The creative economy/creative industries approach is not just a fad in
               cultural policy (though it is certainly also that), and it encompasses many economic features that are important for the study
               of cultural economics. Nowadays, the term ‘creative industries’, which is widely used in government and international organisations,
               includes all cultural economics’ ‘traditional’ subjects of the arts and heritage along with the cultural industries; as the
               book shows, copyright in the creative industries is an aspect of that too.
            

            The other motive for writing the book is to make it as international as possible in terms of illustrations and experience.
               I have worked for ten years in the Netherlands at Erasmus University Rotterdam and have also taught from time to time at the
               University of Catania in Italy, and doing so has made me aware of just how differently students with different backgrounds
               think about cultural economics and policy; this is not surprising, because every country has a different history and set of
               institutions. Meeting this aim of international coverage is inevitably biased by my own experience and limitations, however.
               Even though there are now very good information sources about many countries in English available online, information in English
               on some things is still not easy to get or interpret. As it happens, the Netherlands is one of the countries that excels in
               both the collection and analysis of considerable amounts of data on the cultural sector and it translates a great deal of
               it into English; the United Kingdom now also produces good data and research on the cultural sector and the creative industries,
               and naturally I tend to know more about the United Kingdom. Data are not always easy to read even for UK citizens such as
               myself, however (is it for England and Wales? Is Northern Ireland included? Data relating to the United Kingdom as a whole should cover England, Wales, Scotland and Northern Ireland.)
               and monetary figures are in pounds sterling. I am conscious, therefore, that my efforts to illustrate various points are biased
               towards the United Kingdom and the Netherlands. International comparisons are made more difficult by the presence of different
               currencies whose values fluctuate over the years; where necessary, I have indicated the rough equivalent in euros or US dollars,
               but caution should be exercised in reading these figures.
            

            Having said that, information on the cultural sector in the twenty-seven countries of the European Union and Canada is now
               accessible in euros via the concerted efforts of the Council of Europe and the European Institute for Comparative Cultural Research (ERICarts). I have used a lot of data from this source, and I would recommend
               every reader to look at individual country data, which are also listed by topic; the reference is Council of Europe/ERICarts,
               ‘Compendium of cultural policies and trends in Europe’, 10th edition 2009; see www.culturalpolicies.net. For the United States, the National Endowment for the Arts (NEA) publishes research reports on federal government statistics
               that are available online, and the governments of Australia, Canada and New Zealand also provide considerable information
               and data online on their cultural activities. International organisations, especially UNESCO (the United Nations Educational, Scientific, and Cultural Organization) and WIPO (the World Intellectual Property [IP]
               Organization), the United Nations agency for IP, also provide good information on the creative industries and on copyright.
            

            My own career in cultural economics began in the 1980s with comparative data analysis on the finance of the arts for the Council
               of Europe; I have retained my interest (and scepticism) of data since then and believe that an understanding of the sources,
               mode of collection and analysis of data constitute one of the most important aspects of studying economics – hence the considerable
               amount of data in the book and discussions, as in chapter 12, on details of how research is carried out. I do not think it has ever been so easy to do research as it is today, with Wikipedia
               and online sources of all kinds, many of which are excellent, though you do need to exercise judgement as to the validity
               of websites. I also believe, however, that data do not speak for themselves, and without theoretical hypotheses, or at least
               a theoretical framework for analysing them, just having the data does not mean anything. Therefore, this book outlines and
               explains the basic economic theories that have been used and continue to be used in cultural economics with which the reader
               needs to become familiar in order to read the professional literature in this field – whether in the Journal of Cultural Economics, which is the international academic journal specialising in cultural economics, or other publications, including those of governments and
               international organisations.
            

            Many students and others are scared by economics and feel that it is inaccessible because of the techniques and ‘mathematics’
               needed (in fact, it is only a bit of elementary geometry and algebra; if it required much more, I would not be able to be
               an economist either!). Throughout the book, whenever anything technical is explained (and there is not that much of it), illustrations
               from the cultural sector are used to lighten the burden and to make the material relevant. If you persist, you should have
               learned quite a bit of economics by the time you have read the book. The ‘further reading’ that I suggest is at the same level
               as this textbook; there is much, much more besides, but you can discover that for yourself! Apart from reading articles and
               book reviews in the Journal of Cultural Economics, there is the massive (2006) Handbook of the Economics of Art and Culture, edited by Victor Ginsburgh and David Throsby, which is intended as a definitive collection of essays representing the state of professional
               level cultural economics, written by experts whose names crop up all the time in cultural economics; I recommend reading some
               chapters of this volume, and others can be used to access literature even if you find them hard to read. I have edited A Handbook of Cultural Economics (Towse, 2003a), which has sixty-one short chapters, most six to ten pages long, that are intended to introduce readers to
               a range of topics in cultural economics; reference is made throughout this book to the chapters in this handbook according
               to the topic.
            

            How the book is organised

            
               The book is organised in five parts and consists of twenty chapters. Part I deals with general issues – the data and theories used in cultural economics and the economic organisation of the creative
                  industries – and consists of seven chapters. Chapter 1 is an introductory chapter that sketches out many of the topics that are analysed in the rest of this book and provides a
                  brief history of cultural economics; an appendix summarises the main types of economic theories used throughout the book and
                  is intended as a reference source. Chapter 2 presents an economic profile of the cultural sector while chapter 3 sketches the organisation of markets for cultural products. Chapter 4 describes the economic organisation of the creative industries, chapter 5 deals with the theory of production, costs and supply of cultural goods and services, and chapter 6 analyses audiences, participation and the demand for cultural goods and services. This is followed by chapter 7 on the theory of welfare economics and public finance and how they are applied in cultural economics. Together, these chapters provide the background of the
                  historical and institutional aspects of the present-day economic organisation of the creative industries and the theory of
                  production and consumption that cultural economics uses in analysing markets in the creative economy.
               

               Part II covers the ‘traditional’ arts and heritage. Chapter 8 is a long chapter on the economics of the performing arts, a topic on which there has been a lot of work in cultural economics.
                  Chapter 9 is on the economics of museums and built heritage, while chapter 10 provides an evaluation of cultural policy from the point of view of cultural economics. This chapter forms the conclusion
                  to what can be thought of as the scope of ‘traditional’ cultural economics, and chapters 1 to 10 could form the basis of a one-semester course in cultural economics.
               

               Part III mixes work in cultural economics on artists’ labour markets with that on the economics of copyright. Chapter 11 applies labour economics, including human capital theory, to markets for artists’ services and chapter 12 summarises empirical work by cultural economists on artists’ labour markets. Chapter 13 introduces the reader to the economics of copyright and the impact that digitalisation is having on artists and the markets
                  they supply, including those in the creative industries. Putting together these chapters is where the author’s own research
                  interests are centred, and the role of copyright has not previously been included in this way in texts on cultural economics.
                  Part III could be used in conjunction with Parts I and II as an extended course in cultural economics. Alternatively, Part III could be used in conjunction with Part IV.
               

               Part IV is a detailed treatment of the economics of creative industries. Chapter 14 starts the subject off by discussing the definition and notion of the creative industries and policies relating to them.
                  It is followed by the work in cultural economics on the individual industries: chapter 15 on the economics of the music industry; chapter 16 on the economics of the film industry; chapter 17 on the economics of broadcasting; chapter 18 on the economics of the book publishing industry and reading; and chapter 19 is on the economics of festivals, creative cities and cultural tourism. Part IV of the book, combined with chapter 11 could be used as a one-semester course on the economics of cultural industries.
               

               Finally, Part V, which consists of a single chapter, chapter 20, reviews the whole book, offering some conclusions about the strengths and weaknesses of cultural economics and suggesting
                  areas in which further work might be done.
               

               Throughout the book, theory and empirical research in cultural economics are interwoven and evidence is provided from a range
                  of international sources on the topics covered. Some topics and information of special interest are put into boxes separate from the main text; some
                  contain short biographical sketches of important figures in cultural economics while others are particular pieces of information
                  or data. At the end of each chapter there is recommended further reading, in addition to the references from the work cited
                  in the chapter; this is reading that I know from experience students find stimulating. A set of questions and exercises for
                  students that are drawn from my own teaching is also provided; the examination and essay questions have been used before and
                  work well as assessment and as discussion topics.
               

            

            A note on terms and references

            
               During the three years I have been writing this book there has been a switch in terminology, towards the ideas of the ‘creative
                  economy’ and ‘creative goods and services’ in place of what were (and still are in some quarters) called the ‘cultural economy’
                  and ‘cultural products’; the term ‘creative industries’ was already well established, however, though criticised by many social
                  scientists. There is no need to worry too much about all this because any list of industries demonstrates what is being discussed,
                  and these definitions are dealt with in the text. In any case, I have chosen to write about a subset of these industries –
                  the performing arts, heritage, the music, film, broadcasting and publishing industries – with the addition of a chapter on
                  festivals, creative cities and cultural tourism that covers a variety of ‘industries’ because these are the ones for which
                  there is a literature by cultural economists. What it does mean is that you may find different terms applied to the same idea;
                  in other words, I have not necessarily been consistent – and nor have other writers!
               

               One more term that is often bothersome: ‘billion’ in this book means a thousand million (ten to the power nine).

               Another change that has taken place over the last few years is that national governments and international organisations publish
                  a great deal of information online, sometimes without there being a ‘paper’ version. Moreover, permission to use the information
                  may be specifically given on the website, provided that the correct referencing is used. That is what I have done throughout
                  this book. It is important always to check that up on websites, however, which also change from time to time. I checked the
                  availability of online sites for data and other information before this book went to the publisher, but it may well happen
                  that some items have subsequently changed.
               

            
My thanks

            
               No one can write a textbook without becoming aware of how great a debt is owed to others, both those whose work we know and
                  those whom we know in person. I have led a charmed life as far as my academic career is concerned. I was introduced to economics
                  at my excellent girls’ school, Nottingham High School for Girls, where Mrs Edwards taught A level economics and managed to
                  make us feel like grown-ups; at the University of Reading, my beloved tutor Dr Eric Budden opened up the world of academia
                  to me; my MSc(Econ.) course at the London School of Economics frightened me to death it was so hard, but at the same time
                  it gave me the intellectual basis that has lasted me a lifetime, and led to my first appointment as a lecturer at the age
                  of twenty-three at what is now Middlesex University. I also met my husband, Mark Blaug, in those heady days. I taught ‘general’
                  economics – introductory micro and macro, location economics, economics of social policy – and began to research and publish
                  in the economics of the arts, the forerunner to cultural economics, in the 1980s. I worked briefly with Alan Peacock, now
                  an old friend, whose path-breaking work in the subject has been so influential for many others besides myself. My really lucky
                  break, though, was to be invited by Arjo Klamer to join the vakgroep Kunst- en CultuurWetenschappen at Erasmus University
                  Rotterdam, where I spent nine years until my retirement in 2008, specialising in teaching and research on cultural economics
                  and the economics of copyright, with generous colleagues who made me abundantly welcome and put up with my English ways. Together
                  we started up the masters course in cultural economics and cultural entrepreneurship, which over the years attracted many
                  fine Dutch and foreign students of the kind that makes teaching a pleasure.
               

               Anyone in cultural economics owes a huge debt to Will Baumol, who, besides being the founder of our subject and one of the
                  greatest all-round living economists, is also a warm and generous friend and colleague; when I edited his work on the cost
                  disease it was just amazing to see how much he had written and how creative it was. Other friends-cum-revered-colleagues are
                  David Throsby and Bruno Frey. I have always said how lucky cultural economics is to have such excellent all-round economists
                  working in the field, and they both typify that. There are many more on their way up the professional ladder, and that ensures
                  the future success of our subject. I am glad to say one of them is my PhD student, Christian Handke, who kindly produced the
                  figures in this book and helped me with various technical problems.
               
I could not have got started on this book without a year’s sabbatical at the Netherlands Institute for Advanced Studies (NIAS)
                  in Wassenaar, which provides a calm environment for writing and research. A sabbatical also imposes on one’s colleagues, and
                  I am grateful to them for their indulgence. In addition, of course, my greatest debt is to my husband Mark, to whom this book
                  is dedicated and to whom I have been married for forty years. Among all the other things, he has given me enormous encouragement
                  throughout my career and has been my most constructive critic and adviser, including for this book.
               

            

         

      

   
      Part I  General issues in cultural economics

            Introduction

            Chapters 1 to 7 introduce the subject matter of cultural economics. Chapter 1 is a general introduction to the topics covered in the book and the history of cultural economics. Chapter 2, on the economic profile of the cultural sector, is concerned with the definition and measurement of the creative economy.
               Chapter 3 investigates the working of the market economy in the cultural sector. Chapter 4 is on the economic organisation of the creative industries. Chapter 5 deals with the production and supply of creative goods and services, and chapter 6 similarly deals with the consumption, participation and demand aspects. Chapter 7 looks at the way cultural economics analyses policy using welfare economics. These chapters therefore lay the foundation
               for analysing and understanding the creative industries studied in subsequent chapters.
            

         


   
      
            1  Introduction to cultural economics

            This chapter introduces cultural economics and explains how cultural economists set about analysing the cultural sector –
               the arts (performing arts, visual arts and literature), heritage (museums and built heritage) and the creative industries
               (the music, publishing and film industries, broadcasting, and so on). It provides a guide to the terms used throughout the
               book and prepares the way for the concepts and subject matter of subsequent chapters.
            

            What is cultural economics about?

            
               Ten questions we ask and answer

               
                  What determines the price of a pop concert or an opera? Why is there a star system in the arts? Why are many artists poor?
                     Why does Hollywood dominate the film industry? Can we predict the success of a film or record? Does illegal downloading damage
                     the record industry? Does free entry to museums bring in more visitors? Why does the government support the arts? How much
                     are we willing to pay to protect the cultural heritage? What are the reasons for public service broadcasting? These are ten
                     of the many questions that cultural economists have asked and tried to answer. This book asks and answers them through the
                     lens of cultural economics.
                  

               

               Cultural economics

               
                  Cultural economics studies these (and other) questions using economic analysis. As a discipline, economics uses theory – economic principles – to analyse problems and it also uses empirical
                     evidence – the use of statistical data – to try to answer them. Cultural economics uses this analysis and applies it to the
                     cultural sector; it confronts theoretical hypotheses about the production and consumption of cultural goods and services with empirical research.1 Cultural economics is a branch of economics but it is also part of the wider investigation of the world of the arts and culture
                     by other related disciplines, especially the sociology of culture and arts management; there is considerable overlap of subject
                     matter with media economics as well, especially in the area of the broadcasting, audiovisual and publishing industries.
                  

                  Why ‘cultural’ economics?

                  
                     Why cultural economics and not just ‘economics’? One reply is that there are many areas of applied economics each with its own designation,
                        such as the economics of education, the economics of health and environmental economics (each, by the way, having some affinity
                        with cultural economics). Any applied area requires a knowledge of the specific features of the sector it studies: you cannot
                        look at the economics of the electricity industry without some understanding of the technology of the generation and distribution
                        of electrical power and you cannot do cultural economics without some understanding of the performing and visual arts, museums
                        and heritage and the media industries such as film and broadcasting, as well as of creativity and the training of artists.
                        It is not just a matter of being well informed about these things, however; it is also that economic ideas have to be adapted
                        where necessary to take into account issues that are distinctive to the cultural sector. Just using ‘ordinary’ economic theory
                        of labour markets is not enough for understanding artists’ economic behaviour, for example. Cultural economics adapts economic
                        ideas to the specific features of the cultural sector.
                     

                  

               

            

            What economics is and does

            
               Economics is a well-developed and, in many ways, powerful discipline but it has its limitations and drawbacks. At its best,
                  it studies the reaction of people and organisations to incentives, such as rewards or benefits (such as income or profit,
                  but also satisfaction), and to disincentives, such as raising the price or being made to pay a charge. These reactions are
                  co-ordinated through the institution of the marketplace, mostly using the medium of money, and result in the production and
                  supply of goods and services that are sold to people who are willing to pay for them. Markets are both real and virtual: online buying and selling, such as downloading a track on
                  iTunes or buying a book online, is just as much a market as a car boot sale or a shop. Not all goods and services are sold
                  for a price, though: a few are made available to people without payment and their supply is provided by some organisation
                  that is financed not by the money from sales but from a source such as taxes or gifts. Entry to a national museum may not
                  be charged for, nor is going to school, but these services are not free, because their production takes up resources that
                  have other uses, and therefore the question of how much of them to produce and how much to spend in doing so is an economic
                  one.
               

               Opportunity cost

               
                  This brings us to what is probably the most powerful single idea in economics: opportunity cost. Even if things do not have a price, resources are used up in producing them – people’s time (labour), money
                     and equipment (capital) and, for some things, space or land. While time and other resources are being spent producing one
                     thing, they are not available for use in producing another; when you spend money from your budget on one thing, it cannot
                     be used to purchase another. Opportunity cost means that people and organisations have to make choices, and that is why economics
                     is sometimes described as the science of making choices (and also why it is called the ‘dismal science’!).
                  

               

               Social choice and welfare economics

               
                  It is not only individual consumers and producers who have to make choices, however. Governments have to make choices too: how much of people’s incomes and profits to take in taxes, how much to spend on education
                     or the arts or heritage or on health or defence. Public finance is the branch of economics that studies these matters, and cultural economics uses a lot of the ideas from
                     it. Public choice theory studies how government officials and politicians behave – for example, what influences their decisions
                     about how to distribute tax funds to the many arts and heritage organisations or in listing heritage sites.
                  

                  Economists use the notion of social welfare as the basis for analysing economic decisions for the whole of a society, such as a nation state, and think
                     in terms of overall social benefits and social costs as well as in terms of private benefits and costs to individuals. It
                     is assumed that the aim of good government and of society in general is to improve social welfare – the utilitarian concept of the greatest happiness for the greatest number. Welfare economics is used to rationalise state intervention in the market mechanism, whether through laws or other regulation,
                     financial subsidy (subvention) or the direct provision of goods and services. Chapter 7 goes into these topics in detail and chapter 10 uses these theories to evaluate cultural policy.
                  

               

               Positive and normative economics

               
                  One of the strengths of economics as a discipline is that it makes a distinction between ‘positive’ and ‘normative’ analysis. Positive statements are ones that can be tested by evidence; the statement that downloading
                     music without payment damages the music industry can be tested by seeing if there is a relationship over time between an estimate
                     of the number of tracks downloaded illegally and the number of tracks sold or the number of record companies in existence.
                     (Notice that the statement has to be translated into a testable hypothesis.) Normative statements cannot by their nature be tested because they revolve essentially around a matter of opinion. ‘People
                     ought not to download music without paying for it’ is a value judgement, and it is a question of whether or not you believe
                     it or agree with it. Often, two things get confused: you might say ‘Why shouldn’t people download music without paying for
                     it?’ and get the answer ‘Because it damages the music industry’. If you can show by using empirical evidence that the second
                     statement is not true, then you have invalidated the reason they give; but, while it may be the wrong explanation, you still
                     have not proved that it is or is not morally wrong.
                  

                  Value judgements and economics

                  
                     One thing economists try to be very careful about is making the distinction between positive and normative statements but
                        it can be difficult for even the most dedicated to do this all the time, and one of the strongest criticisms of economics
                        is that it does not and cannot succeed in wiping out all value judgements. This view has been put forward in cultural economics and we shall explore it later on. You may already have
                        spotted a value judgement or two in the text above. One area in which most economists agree that it is not possible to get
                        away from value judgements is welfare economics: the utilitarian belief in happiness as the gauge of welfare is a value judgement. So, say the critics,
                        is the idea that people respond rationally to incentives, and others say that, especially in the arena of the arts and culture,
                        people do not act just as individuals but are strongly influenced by what others in their society do: that tastes are not
                        given, but are learned from these others they admire and want to copy or join in with. Another value judgement that is widely used in economics is that consumers best understand their own
                        needs and wants and demand goods accordingly – the so-called doctrine of consumer sovereignty. These are some of the underlying beliefs of economists that are not always made transparent.
                     

                  

               

               Limitations of economics

               
                  There are limitations to the use of economics in general and specifically in relation to the arts and culture; an obvious example is
                     artists’ production: few would say that artists are motivated to supply works of art just for the money. Nevertheless, economic
                     analysis, even of the ‘traditional’ kind, does throw light on artists’ labour markets and highlight how artists differ from
                     other workers in their supply decisions; moreover, empirical research by cultural economists has been able to map out and
                     analyse information about artists’ earnings and hours of work. It would be a serious mistake, however, to think that economics
                     can provide all the answers, and many cultural economists are content to offer their analysis without making such claims.
                     Some critics dwell a lot on these problems in order to highlight alternative approaches that they favour. Criticism is important
                     to keep a discipline vibrant and ‘on its toes’ but it is not always easy for beginners in the field to sift out the valid
                     criticisms. In particular, some critics make much of the limitations of ‘neoclassical’ economics in the arts – some features
                     of which were criticised in the preceding paragraph – but it is important to understand that cultural economists in fact use
                     a range of different approaches, not only the neoclassical one. In the appendix to this chapter, some of the approaches used
                     by cultural economists are briefly summarised as a guide to the reader.
                  

               

               Relation of cultural economics to other disciplines

               
                  Cultural economics does not have a monopoly of the study of economic phenomena in the cultural sector. Cultural sociologists study some of the same topics that cultural economists do. It can fairly be said that they have displayed
                     far more interest in the cultural industries than economists have. Sociologists have also studied artists’ labour markets
                     and participation in the arts, for instance. Because of their different intellectual backgrounds, economists and sociologists
                     may draw different implications from their research; for example, the study of artists’ career development in sociology relates
                     it to the role of professionalism, whereas the economist might relate it to the study of incentive structures. Arts management has emerged as a specialist subject over the last ten years, studying the internal management of individual
                     arts organisations and their environment. Some topics, such as performance indicators (see chapter 10), bring cultural economics and arts management close together. Within arts management, marketing the arts relates to a joint
                     interest in participation in the arts and in taste formation. The latter topic can also be studied by psychologists and by cultural anthropologists, who ‘observe’ cultural
                     consumption and production.
                  

                  Economic geographers and urban analysts are interested in the location of cultural facilities and in the distribution of employment.
                     The role of the arts in urban development and the role of ‘cultural clusters’ come close to work on economic impact in cultural
                     economics and in urban economics. On a global level, the cultural sector is viewed as a means of economic development in South
                     countries, not only for its tourist potential but also because cultural industries are regarded as dynamic and important sources
                     of economic growth. Chapter 19 of this book looks at the economic literature on these topics.
                  

               

            

            A brief history of cultural economics

            
               What we now call cultural economics started life as the economics of the arts, and in recognition of that some authors still use the term ‘economics of the arts (or art) and culture’.
                  The first systematic work that stimulated the birth of cultural economics was that by William Baumol and William Bowen on
                  the performing arts.
               

               Baumol and Bowen’s book Performing Arts: The Economic Dilemma

               
                  The origin of present-day cultural economics is widely held to be the publication in 1966 of Baumol and Bowen’s book Performing Arts: The Economic Dilemma. There had been some previous interest in economic aspects of the arts and museums before then by a few economists (particularly
                     Lionel Robbins; see below) but this was not yet recognised as belonging to a coherent body of work. Baumol and Bowen presented a
                     thoroughly researched, systematic empirical study of finance, costs and prices in theatre, orchestras, opera and ballet, and
                     also of payments to and employment of performing artists in the United States (with some comparative material from the United
                     
                        Box 1.1  Professors William Baumol and William Bowen

                        William Baumol (1922–), Professor of Economics at New York University (NYU) (and affiliated with Princeton University), is
                           one of the most prolific and creative economists and his work in many branches of economics is widely recognised. These include
                           welfare economics and the theory of regulation, environmental economics, contestable markets and entrepreneurship as well
                           as his work on the cost disease, which he applies not only to the arts but also to other labour-intensive sectors of the economy. He is also
                           an artist and wood carver. He is still active as a teacher and researcher in economics and is director of the Centre for Entrepreneurship
                           at NYU. He is joint author with Alan Blinder of one of the main introductory textbooks in economic principles.
                        

                        In cultural economics, besides applying the cost disease analysis to the performing arts, the mass media and libraries, he
                           also pioneered the use of econometrics (the statistical analysis of economic hypotheses) to the rate of return on works of art; in addition, he has
                           published several important articles on the economic history of the arts, on Athenian and Elizabethan theatre and on musical
                           composition in Mozart’s Vienna.
                        

                        Professor William Bowen was a younger colleague of Baumol’s at Princeton in the 1960s when they agreed to collaborate on the research
                           project. Bowen subsequently became president of Princeton University and published in the economics of education; he did not
                           publish anything further on cultural economics.
                        

                        The research project that resulted in the book Performing Arts: The Economic Dilemma was initiated by the Twentieth Century Fund. It lasted over three years and involved obtaining and analysing data from several
                           hundred organisations and 150,000 questionnaires to audiences at over 100 performances in several US cities and in London.
                           Baumol’s role was the overall design of the research and to set the project’s objectives while Bowen organised the collection
                           and analysis of the data. Baumol wrote most of the book and developed the cost disease theory.
                        

                        Source: Baumol (1997).
                        


                     
Kingdom), and they evolved the theory that has come to be called the ‘cost disease’ in the arts (see chapters 5 and 8 in this book). The combination of novel empirical data (at the time, almost nothing was known about the ‘arts economy’) and
                     a theoretical hypothesis that explained the observed increasing costs of producing the performing arts was what stimulated
                     further research on these topics in the United States and in other countries. Box 1.1 introduces the research by Baumol and Bowen; it is analysed in detail in chapter 8 of this book.
                  

                  The case for subsidy to the arts?

                  
                     Baumol and Bowen’s book aroused tremendous interest among arts administrators and policy-makers because they saw in it justification
                        for their own experience of rising costs, due not to internal bad management in arts organisations but instead to external and unstoppable
                        economic forces. What we now call the ‘cost disease’ was also called ‘Baumol’s law’, endowing the theory with a scientific
                        quality of inevitability. Rising costs of supplying the arts would mean prices having to be increased, thus reducing demand
                        and leading to a shortfall of revenues from sales of tickets. This was called the ‘earnings gap’, and it would have to be made up by state subsidy or private patronage if the arts were to survive at contemporary
                        levels of quantity and quality in terms of the output of the performing arts; if not, there would be an ‘artistic deficit’
                        due to the need to economise on production standards.
                     

                     For their part, however, Baumol and Bowen had not advocated government subsidy as a necessity, because, as professional economists, they were concerned with positive results rather than
                        normative policies. Instead they used the arguments of welfare economics, that the benefits of the arts are enjoyed by the
                        whole of society, not only the individuals who attend them; as we see later, welfare economics now provides the ‘standard’
                        economic argument for government subsidy (chapter 7). In so doing, Baumol and Bowen were appealing to objective economic theory rather than to subjective advocacy of the arts.
                        Unfortunately, though, many of those who took up the cudgels did not make that distinction, particularly those working in
                        the arts, and, indeed, Baumol and other cultural economists occasionally stepped over the positive/normative divide. Moreover,
                        that can be very difficult to maintain in relation to welfare economics, as will be explained later.
                     

                  

               

               History of economic thought on the economics of the arts and heritage

               
                  To get an idea of the novelty of Baumol and Bowen’s contribution, it is interesting to look at how economists had treated
                     the arts and heritage previously. In fact, even the earliest economists had referred obliquely to the arts, typically questioning
                     whether they obeyed ordinary economic laws or were exceptional types of goods and services; historians of economic thought
                     as well as cultural economists have also searched their writings for their views on the role of the state in relation to the
                     finance of the arts.
                  

                  Adam Smith

                  
                     Smith (1723–90), author of the Wealth of Nations, published in 1776, is held to be the founder of modern economics; he wrote at a time in which the private market for the
                        performing arts and creative arts was flourishing, and he saw no reason for intervention by the state (in fact, he deplored
                        the licensing of theatres and censorship). He lived at the time of the founding of two cultural institutions: the British Museum, in 1753, financed by a private lottery to house a private collection from the estate of Sir Hans Sloane that
                        the English parliament had unwillingly purchased; and the Royal Academy, in 1768, financed by a loan from the king (which had to be repaid). The Royal Academy remains a private organisation
                        to this day and it was only long after Smith’s death that the British Museum came to be owned by the state. These events did
                        not elicit his comment, however, although he was involved in a private initiative to found an art academy in his native Scotland.2 He did remark on what we now call the superstar system in the performing arts, commenting on the ‘exorbitant rewards’ of opera singers and dancers at a time when
                        some opera singers, especially the castrati, were treated like modern pop stars and, similarly, became very rich; he treated
                        those rewards in the same way as he did the wages of other labour, however (see box 11.1). Though he perceived the case for some state intervention in education because of what we would now call its ‘public goods’
                        qualities, he did not extend this reasoning to the arts, even though he thought them essential to civilised life; indeed,
                        he seems to have opposed the idea of state involvement in the arts.
                     

                  

                  William Stanley Jevons

                  
                     The first recognition of the ‘public goods’ aspects of the arts seems to have been by the nineteenth-century British economist
                        Jevons (1835–82), who saw the need for open-air musical concerts alongside a number of other public works and for the public
                        provision of public libraries. He advocated state finance of the performing arts and libraries as a kind of social investment,
                        on the grounds that it would amply be repaid over the years by the reduction of the number of the poor receiving the ‘dole’
                        and by a reduction in crime.
                     

                  

                  John Maynard Keynes

                  
                     Keynes (1883–1946) is widely acknowledged as the leading macroeconomist of the twentieth century and as having had enormous
                        influence on economic policy in Britain in the inter-war period and during the Second World War. Keynesian economics is recognised
                        worldwide and is frequently evoked as a solution to recessions. Keynes was also a major figure on the arts scene and became
                        the first chairman of the Arts Council of Great Britain when it was founded in 1945 (a position he held for only a short time until his death the next
                        year). Although he did not write explicitly on the economics of the arts, he left a record of his views on the role of the state and the role of markets in the arts in speeches and writings, from
                        which it can be seen that he saw the role of subsidy to the arts as boosting market supply and demand as a temporary measure;
                        Keynes believed that, if it was successful in its mission of raising the quality of the arts and making them accessible throughout
                        the country, the Arts Council could cease to exist and the market alone would sufficiently support the arts. He therefore
                        saw deficiency of demand on the market as being the main problem, and he believed that greater prosperity would solve it.
                     

                  

                  John Kenneth Galbraith

                  
                     Galbraith (1908–2006) is probably best known for his book The Affluent Society, published in 1958, with its message of ‘private affluence’ and ‘public squalor’; it was immensely popular and sold well
                        beyond the confines of the economics profession. He spent most of his academic career at Harvard University, retiring in 1975.
                        He appears to have run what was probably the first seminar on the arts and economics there in the 1960s, though it was not
                        particularly well received, however.3 In a paper for the Arts Council of Great Britain, he put forward the view that economics had nothing to say about the arts.
                        He regarded the arts as ‘exceptional’ – that is, not like other economic goods – because they are produced by ‘artisan’ methods
                        rather than being mass-produced by the big business he abhorred and inveighed against in his many writings.
                     

                  

                  Lionel (Lord) Robbins

                  
                     Like Keynes, Robbins (1898–1984) was an important figure in the world of British arts, having been the chairman of the boards
                        of the National Gallery and the Courtauld Institute of Art, a director of the Royal Opera House, Covent Garden, and a member
                        of the board of the Tate Gallery. He was professor of economics at the London School of Economics for forty-five years and
                        in the early 1960s wrote two articles that may be said to be the first deliberate application of economics to art and to museums.
                        He advocated the public patronage of national art galleries (art museums) on the same grounds as those on which the state
                        also supported ‘high excellence’ in science and learning; and, in analysing the political economy of museums, he took the
                        line that, like education, the arts confer collective benefits on society. He also believed, however, that public support
                        for these things was more a question of the values of a civilised society and state than of economics. It was left to his
                        younger colleagues Alan Peacock and William Baumol (who, incidentally, did his PhD with Robbins on welfare economics) to analyse these points more
                        formally using the apparatus of welfare economics.
                     

                  

                  Are the arts exceptional?

                  
                     It can be seen from the brief (and partial) sketches of what economists had had to say about the arts prior to the publication
                        of the Baumol and Bowen book in 1966 that there was no consensus as to whether the arts are amenable to economic analysis. Clearly, Baumol and Bowen and the later tribe of cultural
                        economists did not think so! It is fair to say, however, that it is a question that lurks in the mind of some cultural economists
                        to this day.
                     

                  

               

               Development of cultural economics from the 1970s

               
                  Tibor Scitovsky (1910–2002), another welfare economist who studied and taught at the London School of Economics, moving later to
                     the United States as professor of economics, where he taught at Berkeley, Stanford and Yale, published his book The Joyless Economy: An Inquiry into Human Satisfaction and Consumer Dissatisfaction in 1976. Like Galbraith, he was critical of consumerism and the lifestyle of most Americans (Scitovsky was Hungarian by birth
                     and retained many of his cultured east European attitudes), and he argued that consumer behaviour could be explained not only
                     by the satisfaction of existing wants but by the craving for novelty. He was far ahead of his time in believing that economics
                     could learn much from behavioural psychology, a novel concept in the 1970s but accepted by many economists now, and his emphasis on the search for
                     novelty chimes well with the current interest in the creative industries.
                  

                  It was also in the 1970s that John Michael Montias carried out pioneering research on the art market (see box 3.3). Alan Peacock (see box 6.1) initiated the first economic analysis of museums and of built heritage; he also investigated the finance of broadcasting
                     on behalf of the British government, producing a report on the financing of the British Broadcasting Corporation (BBC), known
                     as the ‘Peacock Report’, in 1986 (remarkably, broadcasting, or, rather, the BBC, had already been subjected to economic analysis in
                     1950, by Ronald Coase (see box 5.4)). In Australia, David Throsby and Glenn Withers researched the performing arts in the late 1970s, developing some of the theoretical models that
                     have been widely adopted in cultural economics; Throsby (see box 11.2) has worked continuously in cultural economics over the last thirty or so years, making a major contribution in all aspects
                     of cultural economics. Bruno Frey and the late Werner Pommerehne contributed a European perspective on cultural economics in their 1989 book Muses and Markets; Frey has also made a major contribution to cultural economics, particularly in relation to the economics of museums (see,
                     for example, box 4.1). These are all individuals who keep cropping up in this book, and their work has had a fundamental influence on the development
                     of present-day cultural economics.
                  

                  All this early work was published in a variety of publications4 but, with the founding of the Journal of Cultural Economics in 1977, cultural economics acquired a forum for the publication of articles on a range of topics now perceived as belonging
                     to an identifiable, distinct field of study. It seems that the term ‘cultural economics’ was chosen partly as a parallel to
                     cultural sociology and partly because the term ‘the arts’ was too narrow a concept to cover what had come to be the study
                     of museums and heritage as well as the cultural industries (music, film, broadcasting, publishing, and so on) in addition
                     to the performing arts.
                  

                  Augustin Girard, head of the studies and research department of the French Ministry of Culture, drew attention to the cultural industries
                     in the 1970s and there were scattered articles by economists on one or another of the industries in the 1980s. It was not
                     until the 1990s, however, that interest in the economics of this branch of cultural production really developed.
                  

               

               Cultural economics and the creative industries

               
                  A new twist in the story of cultural economics was the development of research on what are now increasingly called the creative industries. This term came into use in the last years
                     of the twentieth century with the almost simultaneous publication in 2000 of the book Creative Industries: Contracts between Art and Commerce by Richard Caves, a well-known US economist specialising in the field of industrial organisation (see chapters 5 and 13), and the seemingly unrelated broadening of interest in the previously designated ‘cultural’ or ‘media’ industries on the
                     part of policy-makers, particularly in the United Kingdom. In 1998 the UK Department for Culture, Media and Sport (DCMS) produced
                     its first Creative Industries Mapping Document, which laid down a list of the industries included in this new way of conceptualising the arts and heritage. They included:
                        
                           • advertising;
                           

                        

                        
                           • architecture;
                           

                        

                        
                           • art and antiques markets;
                           

                        

                        
                           • computer and video games;
                           

                        

                        
                           • crafts;
                           

                        

                        
                           • design;
                           

                        

                        
                           • designer fashion;
                           

                        

                        
                           • film and video;
                           

                        

                        
                           • music;
                           

                        

                        
                           • performing arts;
                           

                        

                        
                           • publishing;
                           

                        

                        
                           • software; and
                           

                        

                        
                           • television and radio.
                           

                        

                     

                  

                  This list (which, notably, does not include museums or the built heritage) is very similar to the industries analysed by Caves,
                     give or take an item. What was significant in both these developments was that they bundled together the ‘high’ and ‘low’
                     arts and subjected them to the same treatment.
                  

                  The role of intellectual property

                  
                     The underlying analytical approach to the concept of the creative industries is very different as between that of Caves and
                        the DCMS. Caves’ way of defining them was already present in the subtitle to his book and focused on the fact that creators of works
                        of art must collaborate with what he called ‘humdrum inputs’ – a commercial enterprise – in order to get their work produced,
                        publicised and marketed. By contrast, the DCMS and, later, other policy-making bodies used a somewhat different analytical basis for their concept of the creative industries:
                        
                           
                              The creative industries are those that are based on individual creativity, skill and talent. They also have the potential
                                 to create wealth and jobs through developing and exploiting intellectual property.5

                           

                        

                     

                     The difference is the emphasis on the role of intellectual property (IP), mainly copyright and related rights but also design
                        rights, trademarks and patents. IP law thus becomes an important aspect of cultural policy. Chapters 13 and 14 go into copyright and its role in the creative industries in detail.
                     

                     Things moved one step further in the IP direction with the work on the creative industries by the World Intellectual Property Organization (WIPO), UNESCO (the United Nations [UN] Educational, Scientific, and Cultural Organization) and UNCTAD (the UN Conference on Trade and Development). The creative industries also feature in the work of the World Trade Organization (WTO) with its TRIPS (Trade-Related Aspects of IP Rights) agreement and policy. All these organisations
                        are concerned with the size of the creative industries sector and with their role in economic growth and development, and
                        are interested in cultural economics as a field of study and in what economics has to say about the role of IP, especially
                        copyright law. In chapter 2, the problem of defining and measuring the creative industries is analysed.
                     

                  

               

               Market forces in the creative industries

               
                  One of the chief features of commercialised culture is the fact that it relies heavily upon market forces. This means that private entrepreneurs, who are in business to make profits, get to decide what creative work
                     is produced and consumers, perhaps without having a lot of knowledge or experience of what is good art, decide what succeeds
                     on the market through their choice of what to buy or attend. Many people in the arts deplore this principle, arguing that
                     we need expert judgement to decide what is worthwhile art and government subsidy to finance it, because consumers are not
                     well informed enough or willing to pay enough to sustain it through the market. Economists, however, regard consumer sovereignty – the belief that consumers are the best judges of their wants – as the main determining factor in consumption.
                  

                  As economists, we have to be careful to distinguish positive and normative issues here. The market may be able in some circumstances
                     to provide high-quality cultural goods; it is argued that, especially with the internet, niche markets in affordable specialised
                     cultural products are developing. Globalisation and international trade also expand markets for producers and reduce prices
                     to consumers; it is debatable whether they increase or decrease cultural diversity. Economists do not believe that we should make normative judgements about what people should or should not want to consume;
                     if people want to pay for lap dancing but not for ballet, we may deplore their taste, but it would be interference in their
                     right to make that choice as long as what they do is legal. Many of us would say the best policy is to offer good education
                     and opportunities to experience the arts and hope that people come to enjoy them. Of course, if prices are too high to allow
                     them to attend the arts, that is something that can be investigated, and it may be remedied by subsidies to cultural suppliers
                     that enable them to reduce prices, but it should not be assumed that it is inevitably so. People pay high prices for pop concerts and football games when they want to! This is the principle of consumer sovereignty, and freedom of choice for
                     consumers is an article of faith of economics.
                  

                  Markets are not inhabited solely by hard-nosed commercial suppliers and not all production via the market is motivated by
                     the desire for commercial gain. Private non-profit organisations, many of which are not directly subsidised, play an important
                     role in the markets for the arts and culture. As we shall see later on, many countries have a ‘mixed’ economy in which state-subsidised,
                     private non-profit and commercially orientated organisations all coexist. Variety is the spice of life!
                  

                  These themes are taken up throughout this book, with chapters 3 and 4 developing the theme of the role of markets in cultural production.
                  

               

            

            About the book

            
               The aim of this book is to expand cultural economics beyond its earlier emphasis on the performing arts and heritage to include the economics of the creative
                  industries and of the copyright issues that relate to them. The creative industries approach may be just a fad in cultural
                  policy but it also presents challenges to cultural economics that it has not fully met so far.
               

               Analysis of the contemporary creative economy requires some shifts away from more traditional thinking. First, it is no longer possible to draw the line
                  in any meaningful way between what were once called the ‘high arts’ and the ‘popular arts’. It used to be thought that that
                  distinction could be made on the basis of whether or not the art form was subsidised by the state or not but studies of international comparisons of state subsidies to the cultural sector in various
                  countries have shown that this is no safe guide: pop music gets subsidy in the Netherlands and opera gets none in Japan. It
                  is now a world in which film directors learn their trade making advertisements for television and opera singers make a living
                  by singing jingles for advertisements.
               

               Second, there have also been developments in economic theory that influence the way cultural economists approach their work. In the forty or so years of
                  its existence, cultural economics has taken on board analytical changes in economics, such as the development of principal
                  agent theory, information economics, transaction cost economics and the theory of property rights analysis (see the appendix
                  to this chapter for a brief description of these theories), which have transformed the way economists analyse economic relationships.
                  Third, technological progress has profoundly influenced the media industries and has also impacted on all the creative industries in one way or another, altering costs and prices and
                  the way consumers access cultural products and how producers supply them.
               

               All these developments have had their impact on cultural economics.

            

            Further reading

            
               Two excellent introductory essays are those by Bruno Frey in his (2000) book Arts and Economics: ‘Economics of art: a personal survey’ (chapter 1) and ‘Art: the economic point of view’ (chapter 2); I recommend nearly every chapter in this book, as you will see in the ‘Further reading’ sections in the following chapters
                  of this book. David Throsby’s (2001) book Economics and Culture also has an interesting introductory chapter (chapter 1), in which he presents his point of view on the subject. You could also read the ‘Introduction’ in the Towse (2003a) Handbook of Cultural Economics.
               

            

               Appendix:  Brief introductions to the economic theories used in cultural economics

               Though cultural economics is defined as the application of economic theory to the cultural sector, the subject can be approached
                  from different points of view, reflecting different approaches within economics as a discipline. Sometimes, students worry
                  about which theory is being used and how that matters. Moreover, some authors explicitly promote or reject one approach or
                  ‘school of thought’ over another, and this can be confusing to students and non-specialist readers. In this section, the various
                  theoretical approaches that have been taken by cultural economists are identified and briefly explained. They are macroeconomics;
                  neoclassical economics – focusing on microeconomic theory of price theory and welfare economics; public choice theory; and
                  transaction cost economics and property rights theory. These thumbnail sketches are included here for reference purposes and
                  each approach is explained in more detail as it is used in the context of later chapters.
               

            

            
               Macroeconomics

               Macroeconomics is the study of aggregate economic variables, such as the size and growth of national income, employment and
                  inflation, and it deals with economy-wide policies to achieve economic growth. Macroeconomics is involved in the measurement
                  of the size of the cultural sector and the contribution to national income of the creative industries (see chapter 2). Macroeconomics provides the theoretical basis for Baumol’s cost disease, which is a result of differential growth in the economy.
               

            

               Neoclassical economics

               Neoclassical economics is what most people learn when they first study economics and most elementary textbooks, without necessarily
                  saying so, adopt the neoclassical position.6

               Neoclassical economics does not lend itself easily to a precise definition but it includes the following points:
                  
                     
                        • the assumption that individual producers and consumers rationally calculate all alternatives when making their choices and
                           they have sufficient information for doing so; consumers seek to maximise satisfaction from the goods and services they buy
                           and producers are motivated by the desire to maximise profits;
                        

                     

                     
                        • producers and consumers are able to anticipate and allow for (‘discount’) future income and expenditures when making a decision
                           in the present;
                        

                     

                     
                        • resources can be switched between uses in response to changes in prices;
                        

                     

                     
                        • markets work in the sense that supply and demand respond to prices and to competition and prices therefore act as signals
                           as to what to produce.
                        

                     

                  

               

               Many economists question one or more of these statements, and also the focus on the self-seeking individual (‘economic man’)
                  who ignores social behaviour and concern with public life. Welfare economics uses the features of neoclassical economics to
                  analyse social well-being rather than private satisfaction, applying microeconomic theory in the context of society as a whole.
               

            

            
               Microeconomics

               Microeconomics is concerned with the economic behaviour of the individual producer and consumer. It uses a neoclassical approach
                  and has its focus on price theory – the study of demand decisions by consumers and of the supply decisions of firms (costs
                  of production, revenues and pricing policy). Traditionally, neoclassical analysis has assumed that firms maximise profits;
                  microeconomic analysis is also applied to non-profit organisations, however, which may maximise other objectives, such as
                  attendances or membership. Microeconomic theory is used in chapters 5, 6, 7 and 11 in this book.
               

            

               Welfare economics

               Welfare economics is probably the most widely used approach in cultural economics. Welfare economics analyses the conditions
                  for achieving maximum social efficiency from the use of resources in every market in the economy, adopting the approach of
                  neoclassical economics. It considers the conditions for welfare-improving policies and therefore forms the basis for government
                  intervention in the market economy. It does so by analysing ‘market failure’, a situation in which the market cannot be expected
                  to be self-correcting and, therefore, intervention by regulation and/or financial subsidy by the government is called for
                  to achieve maximum welfare – for instance, the regulation of monopoly.
               

               
                  Cost–benefit analysis and contingent valuation

                  Welfare economics provides the theoretical basis for the cost–benefit analysis (CBA) of long-term investments, such as building
                     a theatre or museum. Information about expected costs, revenues and the wider benefits over the lifetime of the project is
                     assessed and this forms the basis of the decision whether to go ahead. CBA is a widely used and accepted method of government
                     decision-making. CBA is also used in economic impact studies, which measure the costs and benefits of a cultural project to
                     a city or region.
                  

                  CBA is being complemented and to some extent replaced in cultural economics by a recent and fast-growing literature on contingent valuation (CV) analysis, also firmly rooted in welfare economics, which uses surveys of people’s subjective estimates
                     of the value they place on public projects as a basis for decision-making. These methods of decision-taking attempt to provide
                     ‘positive’ empirical evidence of economic and cultural variables.
                  

                  Welfare economics is the subject of chapter 7, and its justification of cultural policy of support for the arts and heritage features in chapter 10. Market failure is discussed in chapters 7, 10, 13 and 17 and economic impact studies are to be found in chapters 10 and 19. Chapters 6 and 9 explain the use of contingent valuation theory.
                  

               

            

            
               Public choice theory

               Public choice theory adopts an economic approach to political decision-making. It concentrates on the incentives that influence
                  the choice of policies – for example, why politicians support the arts and how they use the arts to gain political support for themselves, on the one
                  hand, and, on the other, how cultural lobbyists influence arts policy. Public choice theory may be thought of as offering
                  another approach to welfare economics: welfare economics takes the choice of policies as given, whereas public choice theory
                  looks at how policies are made. Principal–agent analysis is relevant here; it considers the kind of policies or incentive structures that the ‘principal’,
                  for example, the grant-giver, can offer the agent, the arts organisation in receipt of the grant, to fulfil the principal’s
                  intentions. Public choice theory has been applied in cultural economics to the heritage (chapter 9) and it also crops up in various other places in the book.
               

               
                  Principal–agent analysis and asymmetric information

                  Fundamental to public choice theory are two concepts that interact: principal–agent analysis and asymmetric information. In the political arena, the principal is the voter or taxpayer on whose
                     behalf a certain policy is being put into practice by the agent, say a cultural organisation. Asymmetric information is the
                     situation in which those on one side of a bargain have more information than the other parties to it and they are likely to
                     use that for their own advantage.
                  

                  Generally speaking, voters and politicians have less information than the enterprises (arts organisations or for-profit producers
                     of cultural products) they are trying to influence about what can be achieved. So, for example, voters may support a policy
                     of evening opening of museums, but managers of museums can find many reasons why that is not possible, at least without more
                     funding.
                  

                  It is an important economic insight to realise that, if people have an advantage they can exploit, whether in the private
                     or the public sector, they are likely to do so, and this will affect the way resources are used; this is called ‘opportunistic behaviour’ and it is important in transaction cost economics.
                  

               

            

            
               Transaction cost economics

               Transaction cost economics provides an alternative way of understanding the way firms and industries are organised to the
                  neoclassical approach. Instead of being governed entirely by relative prices, the transaction cost approach dwells on the
                  costs of using the market economy, because that involves various kinds of costs, such as the costs of finding information, making deals and enforcing contracts, and so on. This is where opportunistic
                  behaviour can become relevant, because it increases transaction costs. Transaction cost economics explains the role of firms
                  as reducing these costs. This topic is explained in chapter 5 and in box 5.4.
               

            

            
               Property rights approach (contract theory)

               The property rights approach is loosely connected to transaction cost economics and looks at the transfer of property rights when
                  transactions take place. It may also be called contract theory, because it analyses the type of contracts that occur between
                  the parties concerned so that the incentives exist for each to complete the deal satisfactorily. Property rights include intellectual
                  property rights, such as copyright, which exist in almost every cultural good. Information problems also exist here, and the
                  transaction costs are what prevent the perfect contract from being feasible. Caves uses contract theory and the property rights approach in his theory of the economic organisation of the creative industries
                  (see chapters 5 and 14).
               

            

            
               
                  1 The term ‘services’ covers a wide range of items, including financial services such as banking and insurance down to everyday
                     items such as haircuts and car repairs. In the cultural sector, a theatrical performance and a museum visit are services,
                     while a book and a CD are goods.
                  

               

               
                  2 De Marchi and Greene (2005).
                  

               

               
                  3 Goodwin (2006).
                  

               

               
                  4 Many early articles are reprinted in Towse (1997).
                  

               

               
                  5 See www.culture.gov.uk/about_us/creativeindustries.
                  

               

               
                  6 The term ‘neoclassical’ is to be understood as succeeding ‘classical’ economics, as developed by Smith in 1776 and his followers in the subsequent 100 years or so.
                  

               

            

         

      

   
      
            2  Economic profile of the cultural sector

            This chapter investigates various aspects of building an economic profile of the cultural economy and introduces a theme that
               is taken up, one way or another, in every chapter of the book, namely the role of the private and public sectors in the provision
               of cultural or creative goods and services. Though the term ‘creative economy’ has become increasingly used, it nevertheless typically covers a broader scope of industries than the arts,
               heritage and cultural industries as studied in cultural economics, including, as in the Creative Economy Report 2008 published by UNCTAD (2008), scientific and technical – even economic – creativity. This is still emerging terminology and there is as yet no one settled
               definition of the scope of the term. To make matters more specific, therefore, the term ‘cultural sector’ is used here unless
               specifically talking about the creative industries. The chapter also introduces the use of empirical data to present a description
               of the cultural sector: data sources and descriptive statistics, and how the size of the sector is measured.
            

            In the chapter, we look at several related topics that provide an economic profile of the sector: the role of public and private
               ownership; cultural policy and public finance; statistics on the cultural sector; and, finally, measuring the size of the
               cultural sector in countries using published data and national income accounting, international trade in cultural products
               and international comparisons of the cultural sectors in several countries, rounding off with a discussion of the use and
               abuse of statistics. The emphasis is on the practicalities of drawing up a profile of the cultural economy.
            

            Public and private ownership in the cultural sector

            
               One of the main features that shapes the cultural sector is the fact that both public institutions and private organisations are involved to a greater or lesser extent in the production of cultural goods
                  and services. Every country in the world has some form of public broadcasting (radio and television) and, usually, there is public ownership of some heritage
                  items, such as archaeological remains or national edifices, for example royal palaces. Many countries have publicly owned
                  museums even when other parts of the cultural sector, such as the performing arts (music, theatre, opera, dance, and so on), the visual arts, literature and film, are privately supplied. It
                  is not uncommon in European countries to find performing arts facilities, such as orchestras, opera and theatres, being wholly
                  financed by the state and staffed by management and technical employees as well as by singers and players with civil servant
                  status. This happens in Austria, Germany, France, the Netherlands and Sweden to name a few, and it is quite hard to grasp
                  for people from Australia, Canada, Japan, the United Kingdom and the United States.
               

               The typical model that we deal with in cultural economics (and in this book), however, is that of a mixed economy of public and private ownership and supply, in which many arts and heritage suppliers are non-profit organisations
                  supported to a greater or lesser extent by public expenditure. This is the model that characterises the cultural sector of
                  all developed countries, and of many developing countries too. What differs between countries is the balance of public and
                  private ownership, how much public finance is devoted to the cultural sector and how that is provided.
               

               
                  Various types of government intervention

                  
                     Modes of finance of cultural facilities vary between countries; some are owned outright by the state and managed by the public
                        administration, others are supported by direct grants of financial subsidy and/or by indirect financial means, such as reduced
                        taxation. Regulation – the use of rules and laws – is also used to steer the way the private market works. Regulation is widely used
                        in preserving built heritage while copyright and other intellectual property laws apply in all the creative industries. These
                        differences make it difficult to generalise about how the arts and culture are financed and organised, but it also means that
                        there is a rich source of experience that can be compared and evaluated, and international comparison is one of the ways in
                        which cultural economists have studied the cultural sector.
                     

                  

               

               Public and private goods

               
                  True public goods have a combination of two necessary conditions: ‘non-rivalry’ and ‘non-excludability’; private goods are ones that are used up in consumption (rival) and where the owner (or buyer) can capture all the benefits by excluding others. Non-rivalry means that
                     the enjoyment of a good by one person does not reduce what is there for others to enjoy, and non-excludability means it is
                     not possible (at least without excessive expense and difficulty) to stop people gaining access to them. These features make
                     it unlikely that private for-profit firms will produce public goods, because ‘free-riding’ by consumers makes it impossible
                     for producers to charge for them; by contrast, suppliers of private goods can control the sale of the goods and services they
                     produce and obtain revenue from selling them at the market price. Some goods are ‘quasi-’public goods that have one or other
                     feature of a ‘pure’ public good: for example, a radio signal is non-rival, but it can be made excludable and charged for directly
                     or a charge can be made for use of the receiver (such as a licence fee).
                  

                  One of the problems that digitalisation has given rise to is that many ‘information goods’ are effectively public goods once they are available on the internet, and property rights, mostly copyright, cannot be protected easily.
                  

                  Because of these features, public goods are mostly produced collectively, often by the government but also by non-profit organisations.
                     Some properties of the arts and culture are true public goods in the economic sense, such as shared history, cultural heritage
                     and language, but far and away the majority of goods and services in the cultural sector are not public goods; they are rival (the more for you, the less for me) and access to them can be limited to those who have paid an entry charge or subscription
                     (they are excludable). Of course, a cultural organisation can choose to let some people in for free, say children, or to give their
                     product away (such as a ‘free’ newspaper). Even if ‘free’ goods and services are supplied by a public organisation, though,
                     they are nevertheless ‘private’ goods in the economic sense unless they have the specific combination of non-rivalry and non-excludability, and
                     it is important to distinguish publicly supplied goods from public goods. Conversely, some privately owned items, such as buildings and gardens, provide ‘external’ benefit to the public
                     because viewing them cannot always be prevented.
                  

                  Even pure public goods do not necessarily have to be publicly owned, however; they can be provided by non-governmental organisations
                     or private clubs. In the United Kingdom, a great deal of the built heritage is owned and managed by the National Trust, which is a private membership organisation (see box 2.1). In the Netherlands, there is a similar model of
 
                        Box 2.1  The National Trust in the United Kingdom

                        The National Trust in England, Wales and Northern Ireland (there is also a National Trust for Scotland) is a private, non-profit
                           membership organisation that has existed for over 100 years and that performs a significant role in preserving heritage (built and natural). It buys and renovates properties, opens them to the public and provides a range of
                           visitor services. It owns over 300 historic properties. In terms of built heritage, it specialises in great houses (‘stately
                           homes’), castles and other buildings of historic and architectural interest, and it also owns gardens and parks and areas
                           of outstanding natural beauty. Its finance comes from the membership fees of its over 3 million members, from entrance fees
                           and from its trading activities (car parks, restaurants, shops, publishing, rental of properties, and so on). The National
                           Trust is therefore a private organisation providing heritage services that in many countries would be provided by the state;
                           this is an example of the private provision of goods with public goods characteristics by a non-profit, membership organisation.

                        

                     
membership organisations that manage public service broadcasting licences (see chapter 17).
                  

               

               Why ownership matters

               
                  One question economists are interested in is the different incentives and outcomes resulting from public and private ownership.
                     There are several reasons why it matters whether a cultural good is provided by a public body or by a private enterprise,
                     such as a non-profit organisation or a private firm (see box 2.1 for an example). Publicly owned organisations are financed through public funds, usually generated by taxes paid by the population of a state or country (or maybe through a
                     supranational body, such as the European Union). This usually means that there must be public policy about how taxes are spent
                     and rules about what the arts organisation has to achieve with public funding. This is also the case when private cultural
                     organisations get subsidies from public sources. Much of this book is devoted to the public finance of the arts and culture
                     and to the economic aspects of cultural policy that determine how public expenditure is allocated (see below and chapters 7 and 10).
                  

                  One area in which ownership has been very important is in the media industries – broadcasting and the press. Television and radio originated in public ownership in many countries but have
                     now been privatised. This has had an impact on cultural content, as commercial practices produce a very different constellation of broadcast material from what the state monopoly public service broadcasters used to. The ownership
                     of media, especially newspapers and television stations, is also a matter of concern when the market becomes highly concentrated.
                     This is discussed in detail in chapter 17.
                  

               

               Property rights and ownership

               
                  It is worth considering what is actually meant by ownership. When you own something, you may do what you like with it (subject
                     sometimes to restrictions imposed by public authorities); but you can also acquire property rights to use certain items without
                     owning them. For example, you do not own the copyright to a song by Madonna, but you can purchase a licence that allows you to listen to it; but that is all: you may not
                     play it in public or do a host of other things with it (read the licence conditions!). When you buy a painting or a photograph,
                     you own the object but you do not own the copyright; that stays with the artist. Many cultural goods and services, especially
                     with digitalisation, are controlled by licences rather than by ownership, and people pay a rental fee for them for a limited period of time instead of a price that
                     entitles the purchaser to own the item outright with no time limit. Ownership and control are therefore very different things.
                  

               

               
                  Ownership and control

                  
                     In general, the greater the proportion of public funding an organisation receives, the less control it will have over its management decisions
                        regarding what it produces, its pricing policy and even perhaps where it is located. In many European countries, however,
                        the so-called policy of privatisation of cultural facilities has taken place, whereby a facility that was owned by the state is reorganised into a
                        non-profit organisation with managerial control, while the state still owns the capital elements, such as the building and,
                        in the case of museums and art galleries, the collection. For example, the collections of formerly state-managed museums in
                        the Netherlands and the United Kingdom are still owned and financed by the state but are now managed by specially created
                        autonomous non-profit organisations.
                     

                  

               

               Non-profit and for-profit organisations

               
                  Non-profit organisations are enterprises whose main objective is to provide financial support or to provide goods and services
                     for non-commercial purposes; they are managed by people who may not own or have an economic interest in the enterprise. Any profit – that is,
                     the excess of revenues over costs – must be reinvested in the organisation in accordance with its mission. This is in contrast
                     to for-profit enterprises (usually called firms in economics), which seek to make maximum profit and distribute profits to owners
                     and shareholders or reinvest them in order to make higher profits in the future. Non-profit organisations, which in some contexts could include government-owned providers, tend to dominate the ‘high’ arts,
                     where profits are not made and where foundations and charitable organisations, often financed by private philanthropists or
                     contributions by members and other supporters, seek to spread the enjoyment and execution of the arts or to support ventures
                     that need financial assistance to promote less popular or high-quality work. Chapter 5 analyses the different pricing and output decisions of for-profit and non-profit enterprises.
                  

               

               
                  Charitable status

                  
                     Some countries, notably the United Kingdom and the United States, have a history of involvement of non-profit organisations
                        in the provision of the arts and culture that, for items such as libraries and museums, goes back 200 years or so (and for
                        schools and hospitals far longer than that). Charitable status, which means that they fall under charity law, confers tax advantages to the organisations and requires
                        that they appoint responsible persons to sit on the board of management who are held accountable for financial rectitude.
                     

                  

               

               
                  Public choice issues

                  
                     Public choice theory analyses the incentives to politicians and bureaucrats to behave in certain ways. It explains why public
                        employees act in their own interests rather than those of the public they are supposed to be serving. The public ownership
                        and control of cultural provision, the granting of public subsidies and regulatory controls all enable politicians and bureaucrats
                        to exercise their power and influence. This can explain some otherwise seemingly anomalous behaviour: for example, public
                        museums all over Europe close on Mondays to suit the needs of the employees rather than those of visitors. An interesting
                        contrast is the privately owned Royal Academy of Arts in London, which stayed open throughout the night during its extremely popular Monet exhibition a few
                        years ago.
                     

                  

               

                  Summary

                  
                     This section has shown that ownership and control are likely to shape the profile of the cultural sector; typically, both
                        public and private enterprises and for-profit and non-profit organisations coexist in a ‘mixed’ economy. Cultural economists expect to find different incentives and outcomes at play when comparing publicly owned
                        and managed arts and heritage organisations with the private sector. Different institutional arrangements and practices therefore
                        have to be taken into account, and, accordingly, we would expect these arrangements, and cultural policy as well, to vary from country to country.
                     

                  

               

            

            Cultural policy

            
               Cultural policy plays a fundamental role in shaping the economic profile of the cultural sector, and cultural economists have
                  had a considerable interest in how cultural policy works. Cultural policy seeks to achieve certain goals by guiding the direction
                  of the cultural sector, often by counteracting market outcomes. Governments can do this by public expenditure and by regulation.
                  Governments may finance cultural organisations either because they can achieve policy goals that way or because private finance
                  is deemed to be insufficient or, perhaps, inappropriate.
               

               
                  Policy goals and evaluation

                  
                     The goals of cultural policy are determined by politicians, and the role of economics in policy-making is confined to providing an analysis of possible outcomes, such as the projected costs
                        and benefits of various policy options, rather than advising on what the policy goals should be – that is, they give ‘positive’
                        as opposed to ‘normative’ advice. Another important role for cultural economists is the evaluation of the success or otherwise of policies and this has to be carried out in relation to the goals of the policy. Frequently this is difficult to do, either because goals are not clearly stated or because there are
                        multiple goals, such as raising the quality and increasing access to a particular art form. The goals of cultural policy in
                        many countries are quite general, such as promoting interest in the arts and heritage or enabling young people and those with
                        disadvantages to participate in cultural experiences. Cultural economists have therefore attempted to encourage governments
                        to be more explicit in their policy-making. In particular, they have had an influence on the generation of statistics that can be used to evaluate policies. This may seem obvious now, but twenty-five years ago it
                        was very difficult to find out even the most basic information about, for example, the amount of public expenditure on the
                        subsidised arts or which sections of the population were benefiting from it.
                     

                     Later on in this chapter, I investigate cultural statistics and discuss how they can be used – and misused!

                  

               

               Policy measures

               
                  Governments have a range of policy measures at their disposal: they can levy taxes on incomes, goods and services, property
                     and profits; they can have discriminatory taxes with lower or zero rates of taxation on certain items – for example, in the
                     United Kingdom, books are exempt from VAT (value added tax on sales); they can give subsidies directly to private (almost
                     always non-profit) cultural organisations by giving them sums of money or they can subsidise them indirectly by waiving the
                     tax on gifts that individuals or business sponsors give them; finally, they can directly own and finance arts and heritage
                     organisations. These are all economic measures; some can be used only by national governments while others can be applied
                     by regional or local governments. Regulation as a policy measure is discussed later on.
                  

               

               Public finance

               
                  Public finance is the area of economics that specialises in analysing government taxation and expenditure.
                  

                  Taxation

                  
                     Governments raise taxes in order to finance their public spending commitments. Taxes mean that consumers and businesses have
                        less to spend, so, for example, income tax (a direct tax) reduces the amount a taxpayer can spend on the arts and entertainment.
                        Taxes on goods and services (indirect taxes) make them more expensive, which reduces people’s ability to consume them, and
                        they therefore also reduce the revenue that the supplier receives. Economists study the effects of taxation on the distribution
                        of income between people in the population; the ‘incidence’ of taxes on richer and poorer people is both a matter of the efficiency of taxes and of their equity or fairness. It is generally agreed, at least
                        in developed countries, that taxes should be proportional to income and that the very well off should pay proportionately
                        more than the less well off through progressive tax rates; similarly, there is broad consensus that indirect taxation should
                        not fall on necessities, thus penalising poor people more than richer ones.
                     

                  

               

               
                  Redistribution of income

                  
                     The same type of thinking applies to the recipients of public expenditure. Many societies redistribute tax revenues from rich to poor. We want certain goods and services to be available
                        to everyone because, as a society, we believe they are important. These are called ‘merit goods’. Education is a good example: we believe that a society functions better when everyone has a minimum level of
                        education; educated people commit less crime and are more likely to vote in elections, for instance. Some people regard the
                        arts and heritage as merit goods and believe that a cultured society is a better one; other economists object to the idea
                        of merit goods on the grounds that their provision overrides consumer sovereignty (see box 2.2). These beliefs may be based on altruism (wanting things for others for their own benefit) but it may also be in a person’s
                        self-interest to live in a well-ordered society. Other broad policy objectives for government expenditure are equality of
                        opportunity, and provision of the arts and heritage, either directly or by subsidy, may be intended to give everyone access
                        to them.
                     

                  

               

               
                  Subsidies in the cultural sector

                  
                     One of the questions that economists study in public finance is what the most effective ways are of distributing government
                        expenditures, and this has been an important topic in the public finance of the arts and heritage. As things stand in most
                        countries, subsidies are typically granted to cultural organisations rather than given to consumers (see chapter 6). Subsidies to cultural organisations are also mostly given for general purposes, such as to provide high-quality programmes,
                        instead of specifying target outcomes, such as the proportion of new visitors, though that approach is now being used in cultural
                        policy in some countries (see chapters 8 and 10). Therefore, cultural economists look at the socio-economic characteristics of people who benefit from public expenditure
                        on the arts and heritage and at the redistributive effects of subsidy. 
                           Box 2.2  Richard Musgrave and merit goods

                           The concept of merit goods was introduced by Richard Musgrave (1910–2007) in the late 1950s. Like a number of other economists who made significant careers in US universities,
                              Musgrave was born in Europe (Germany) and moved to the United States, where he became Professor of Political Economy at Harvard
                              University. He is regarded as having revolutionised the study of public finance with the publication of his book The Theory of Public Finance (1959), and his book co-authored with his wife, Peggy Brewer Musgrave, Public Finance in Theory and Practice (1973), was for many years the standard textbook in the field.
                           

                           Musgrave saw merit (or demerit) goods as cutting across the traditional distinction between private (rival) and public (non-rival)
                              goods because they stem from the acceptance by individuals of community values even if they differ from personal preferences.
                              He cited concern for the maintenance of historical sites, respect for national holidays and regard for the environment, learning
                              and the arts as cases of merit goods. In such cases, he believed consumer sovereignty should be replaced by the norm of community preferences. This would involve the state in redistributive activity using public finance but Musgrave also recognised
                              that private donorship was, essentially, the attempt of the donor to impose his or her values on the donee.
                           

                           Despite Musgrave’s significant influence on public finance, far from all public finance economists accept this concept, notably
                              Alan Peacock, whose work on cultural economics has repeatedly rejected merit goods, while, however, recognising the role of
                              public goods in heritage preservation. Nevertheless, the notion of the arts as merit goods often crops up in cultural economics
                              and it is far from dead.
                           

                           Source: Musgrave (1987).
                           


                        
Chapter 6 goes into participation in the arts, and the subject is also analysed in relation to each of the cultural sectors in Parts
                        II and III of the book. Chapter 7 goes into detail on public finance.
                     

                  

               

               Regulation

               
                  Governments use regulation as a means of implementing policies either to prevent some undesirable outcome or to encourage a positive one.
                     Regulation may be combined with economic measures, such as a fine for non-compliance or a grant to promote compliance. Regulation
                     can therefore shape the profile of the cultural sector.
                  

                  Some regulations, such as health and safety rules at work and competition laws, affect all sectors of the economy, and they raise the costs of production;
                     for instance, the requirement to have an attendant at every exit of a theatre adds to the costs of running theatres. The media industries are subject to specific regulation over ownership: along with rules about the concentration of ownership
                     within one subsector, such as newspapers, there are also cross-media ownership rules (for example, the ownership of newspapers
                     and television); these rules are discussed in chapter 17. Other regulations target the cultural sector directly, such as restrictions on altering heritage buildings (see chapter 9) or copyright laws that have an impact on the supply and consumption of cultural goods as well as on the distribution of revenues
                     to rights holders (chapter 13). Regulations therefore have economic effects without being specifically economic in nature. Lately, cultural economists
                     have started to look more and more at regulatory measures in the cultural sector, often in the context of public choice theory.
                  

               

            

            Statistics on the cultural sector

            
               For the remainder of this chapter, statistics relating to the cultural sector and the ways they are used to build up its profile
                  are discussed in detail.
               

               One of the main themes of cultural economics since its inception has been the call for greater clarity in policy-making and
                  the development of cultural statistics to aid the evaluation of policy measures. Particularly when public expenditure from taxes
                  is involved, there has to be accountability to taxpayers and voters in a democracy as to how public money is spent and how
                  effectively policies have been carried out. In order to study these various aspects of public finance, statistics on public
                  expenditure are needed, and, in the case of the cultural sector, they have not always been easy to find. In the past there
                  has been a certain resistance to treating the arts and heritage like other goods, and arts bureaucrats and arts organisations
                  have tended to take the view that they know best (see chapter 10). The tide has now turned, as the creative industries are regarded as a high-growth sector of the economy, and this view has led to a considerable effort to
                  co-ordinate data-gathering and categorisation, in part to make that case. These efforts have taken place at the national level
                  for internal policy purposes but also at the international level: the European Union has stimulated a lot of inter-country comparison of cultural statistics for various purposes, both economic
                  and cultural, and UNESCO, the international organisation of the United Nations for education, science and culture, has done the same on a worldwide
                  basis. Therefore, far more information on the economic profile of the cultural sector is now available than when Baumol and
                  Bowen set out to obtain it (as shown in box 1.1).
               
Although considerable progress has been made in assembling data, the picture is by no means complete, however, even in countries
                  where cultural policy is regarded as important, and, as policies and cultural practices vary between countries, it has proved
                  difficult to find common definitions and categories. Data on important subsections of the cultural sector, notably artists’
                  labour markets, are still far from satisfactory even in countries that have a good cultural statistics, and data on the private
                  for-profit cultural industries have proved difficult to obtain.
               

               The purpose here is to lay out some of the issues surrounding statistics on the cultural sector and look at the data themselves
                  and their interpretation. Throughout the following chapters, data on the various aspects of the production and consumption
                  of cultural goods and services are presented, and, as a cultural economist, I place great emphasis on fact-finding and interpretation.
                  It should always be borne in mind that facts do not speak for themselves and data can be misused as well as used to good purpose.
                  The correct use of data in conjunction with well-specified hypotheses is the ideal goal of empirical economic analysis.
               

               Statistics on what?

               
                  Statistics on the cultural sector may be divided into two basic types: those on culture and those on the cultural or creative
                     economy. In terms of culture, data on the provision of the arts and heritage, the diversity of cultural products available,
                     the location of cultural facilities, information about artists, and so on are collected. Economic data include the economic
                     size of and employment in the whole sector and its component parts, private consumer spending and government expenditure.
                  

                  In addition to the data themselves, trends in these categories over time are needed to be able to see, for example, if audiences
                     have increased or if the sector has grown. For evaluation purposes, it is necessary to combine different pieces of information;
                     for example, expressing the amount of government expenditure per head of the population or per region enables comparisons
                     to be made.
                  

               

               Sources of data

               
                  During the 1970s considerable efforts were made in Europe to obtain consistent and comparable data on the finance of the cultural
                     sector and cultural provision in the different countries. That proved to be a slow process, but now the Council of Europe maintains an excellent website, www.culturalpolicies.net, that gives a detailed overview of the cultural sector for many (though not all) European countries and for Canada, using
                     compilations of national government statistics. As discussed below, it is still difficult to make definite international comparisons
                     within Europe, as countries have different concepts and practices, and some countries have their own currencies, necessitating
                     awkward calculations of value; for those with the euro as their currency, however, the direct comparison of financial data
                     is now possible. In 2007 Eurostat, the official statistics office of the European Union, produced a ‘pocketbook’ on comparable European statistics
                     for the twenty-seven member states; this does not supersede the Council of Europe’s efforts, which are more detailed, but
                     it is a very useful addition to it.1

                  For the United States, the National Endowment for the Arts (NEA) provides data and research reports drawing on other government statistical sources,
                     available at www.nea.gov. These data relate to the creative and performing arts and to some heritage facilities, particularly museums. For Australia,
                     data on the cultural sector are published by the Australian Bureau of Statistics, available at www.abs.gov.au, and by the Australia Council for the Arts, available at www.ozco.gov.au.
                  

                  The data in this book have been chosen to illustrate the various points made throughout rather than to give a complete overall
                     picture. That would in any case not be possible, as, inevitably, only some countries produce comprehensive cultural statistics.
                     As far as possible, the intention is to avoid comparative financial data that require converting currencies (something that
                     is in any case a specialised operation – see below). Some conversion is necessary to give a rounded view, however, and, for
                     that, data on the arts and heritage in Australia, the United Kingdom and the United States are also included despite the problems
                     of different currencies. Data sources on each of the cultural industries are analysed separately in Part IV.
                  

                  UNESCO has a division on culture with a website, www.unesco.org/culture, that has several subdivisions dealing with cultural diversity, world heritage, tangible and intangible heritage, the arts,
                     museums, and cultural industries and cultural tourism, as well as a communication and information division, one of whose remits
                     is the media. Both research and publish reports on all these topics from time to time, as does the UNESCO Institute for Statistics.
                     UNCTAD also published its first Creative Economy Report in 2008, which is a collaborative effort between several UN agencies for trade, economic development and intellectual property, containing detailed worldwide data on a broad range of themes, including
                     the size and growth of creative economies and international trade in cultural goods and services.2

                  Despite these and several other data sources, the hope that comprehensive and comparable data on international cultural facilities,
                     production and consumption can be assembled is still a vain one; much can be done using partial data, however, as this book
                     tries to do. In what follows, some of the most serious problems of describing and analysing the cultural sector that are generally
                     encountered are discussed.
                  

               

            

            Measuring the size of the cultural sector

            
               There are several aspects to measuring the size of the cultural (or any other) sector of the economy. One is what to include;
                  second, activities have to be allocated to a specific classification so as to avoid ‘double-counting’ – counting an item more
                  than once; then a method of measurement has to be adopted. National income accounting is the method used for all official economic statistics; it avoids double-counting by using the
                  concept of value added. Each of these terms is explained in what follows. Though they sound daunting, it will be seen that
                  they are really no different in principle from ordinary household accounts!
               

               
                  What to include?

                  
                     The first step is to draw up a list of what is deemed to constitute the cultural sector, and this may be controversial. The
                        areas of the arts and heritage that have been mentioned in previous sections are obvious candidates: literature, the visual
                        arts, the performing arts, museums and built heritage. Then there are the cultural industries: according to the UNESCO web page on cultural industries,
                        
                           
                              It is generally agreed that this term applies to those industries that combine the creation, production and commercialisation
                                 of contents which are intangible and cultural in nature. These contents are typically protected by copyright and they can
                                 take the form of goods or services. . . The notion of cultural industries generally includes printing, publishing and multimedia,
                                 audio-visual, phonographic and cinematographic productions, as well as crafts and design.3

                           

                        

                     
With the publication of the Creative Economy Report in 2008, however, matters have moved on somewhat, and the report has three pages discussing different conceptualisations
                        and definitions of the creative industries and of the creative economy. The UNCTAD definition of the creative industries is more all-encompassing:
                        
                           

                     The creative industries:
                        
                        
                           
                              • are the cycles of creation, production and distribution of goods and service that use creativity and intellectual capital
                                 as primary inputs;
                              

                           

                           
                              • constitute a set of knowledge-based activities, focused but not limited to arts, potentially generating revenues from trade
                                 and intellectual property rights;
                              

                           

                           
                              • comprise tangible products and intangible intellectual or artistic services with creative content, economic value and market
                                 objectives;
                              

                           

                           
                              • are at the cross-roads among the artisan, services and industrial sectors;
                              

                           

                           
                              • constitute a new dynamic sector in world trade.
                              

                              (UNCTAD, 2008: 13)
                              

                           

                        

                     

                           

                        

                     

                     This clearly goes well beyond the previous conceptualisation and could include a far broader range of goods and services.
                        The danger is that too broad a definition cannot be operationalised and lends itself to different interpretations, thus weakening
                        the main reason for adopting a standardised version in the first place. Chapter 14 looks at the problems specific to the cultural industries of finding a workable list. In the end, however, any list has to
                        be arbitrary. One point is obvious, though, and that is that the broader the classification and the more items that are included
                        in it, the bigger the size of the cultural sector!
                     

                  

               

               Standard classification of industries

               
                  Governments get the ‘raw’ data from tax returns and from surveys of enterprises, asking the respondent to itemise their economic
                     activities; this is the starting point for measuring the size or total output of the whole economy. Each economic activity
                     is put into a standardised classification that avoids the problem of double-counting, and the production of goods and services
                     is designated into industry groupings according to what they produce. This is done by a system of ‘Standard Industrial Classification’
                     (SIC) operated by national governments that is now standardised worldwide by the United Nations statistics division4 as the International Standard Industrial Classification (ISIC) of all economic activities. All economic activities are put into one ISIC or another and their output
                     and contribution to national income (the sum of all incomes within a national boundary) are then calculated (see national
                     income accounting below). Broad categories are used for convenience, such as the service industries, manufacturing, agriculture,
                     mining, and so on. The cultural sector, does not fit into one of these broad categories, however: for example, live music
                     performances are ‘Services’ while the production of CDs is ‘Manufacturing’. As we see in chapter 12, many artists are not easily classified into one activity because they do several types of work; in addition, new products
                     and processes can also make it difficult to use old classifications, and this has been a problem for the classification of
                     activities in the cultural sector.
                  

                  ISIC classifications for cultural goods and services

                  
                     There are several tiers of classifying industries, however, and every economic activity large and small must be pigeonholed
                        into one or another at the most detailed level of classification. These levels are identified as one-digit, two-digit, three-digit
                        and four-digit levels, and at each level there is greater detail. It is not unlike the system used by libraries for classifying
                        books and journals, which every student is familiar with. Box 2.3 illustrates how it works.
                     

                  

               

               National income accounting

               
                  Having eliminated the possible double-counting of economic activities by allocating them to a specific classification, the
                     process of adding up the contribution each makes to the economy as a whole can then begin. The aim is to measure national income in value terms, and it may be done by the ‘income’ method, the ‘expenditure’ method
                     or the ‘output’ method (and they should all produce the same result).
                     
                        
                           • The income method measures national income by adding up all sources of income – wages and salaries, profits, interest and
                              rent.
                           

                        

                        
                           • The expenditure method measures national income by adding up all expenditures by households, firms and government departments.
                           

                        

                        
                           • The output method measures the value of the output of every economic activity by individual producers to large corporations;
                              this is called gross domestic product (GDP). When income earned abroad from exports is added to it, it then becomes gross
                              national product (GNP).
                           

                        

                     

                        Box 2.3  ISIC classification of performing arts

                        Say you want to look up the classification of ‘theatre’: you have to start by looking down the list for the most likely sectoral
                           grouping.
                           
                           
                              
                                 • ISIC classification: section ‘O’ for ‘Other community, social and personal service activities’.
                                 

                              

                              
                                 • This includes the two-digit level: ‘Division: 92 – Recreational, cultural and sporting activities’.
                                 

                              

                              
                                 • This is further broken down at the three-digit level into:
                              

                                 

                        
                           
                              
                                 1. 921 ‘Motion picture, radio, television and other entertainment activities’;
                                 

                              

                              
                                 2. 922 ‘News agency activities’;
                                 

                              

                              
                                 3. 923 ‘Library, archives, museums and other cultural activities’; and
                                 

                              

                              
                                 4. 924 ‘Sporting and other recreational activities’.
                           

                                 

                              

                           

                              
                                 • 921 has as a four-digit-level classification 9214: ‘Dramatic arts, music and other arts activities’.
                                 

                              

                              
                                 • Further breakdown yields: ‘Production of live theatrical presentations, concerts and opera or dance productions and other
                                    stage productions; activities of groups or companies, orchestras or bands; activities of individual artists such as actors,
                                    directors, musicians, authors, lecturers or speakers, sculptors, painters, cartoonists, engravers, etchers, stage-set designers
                                    and builders etc.; operation of concert and theatre halls and other arts facilities; operation of ticket agencies; restoring
                                    of works of art such as paintings etc.’
                                 

                              

                              
                                 • Nonetheless, it specifically does not include, for example, ‘casting activities’, which is 9249; therefore, that activity
                                    in a theatre would have to be classified separately from its other functions.
                                 

                              

                           

                        

                        Source: http://unstats.un.org/unsd/cr/registry/regcs.asp?Cl=17&Lg=1&Co=9214 (accessed 15 December 2008).
                        


                     
Of course, whichever of the three methods is used, the result should be the same; this is because, in accounting terms, income
                     and expenditure must be equal. Avoidance of double-counting is achieved by measuring ‘gross value added’ (GVA), a term that means the value in monetary terms added by an activity to the production process.
                  

                  How measurement by value added works

                  
                     There is a chain of production in every production process that starts from zero, so that the whole value of first stage of
                        the production process is the value added; then, at the next stage, the value of the output is converted into value added
                        by deducting the value added at the first stage from the value of the output at the second stage, and so on until the final
                        product reaches the retail price and the consumer. So, to give an example: an author writes a manuscript for a novel as the first stage in a chain of
                        production; all the payment to the author is the value added at the first stage of creation. Then the novel is printed and
                        marketed as a book; the value added of these activities is the value of the wholesale price of the sale of the book by the
                        publisher to a bookshop minus the payment to the author and the costs of the printing and marketing. The bookshop sells the book at a retail price and
                        its value added is the difference between the retail and wholesale prices.
                     

                     Once the gross value added of an industry or sector of the economy has been measured, its percentage contribution to GDP can
                        easily be calculated. Moreover, once there are data for several years, the growth of the sector can be calculated and compared
                        with the growth of GDP for the whole economy. Some data for Europe are presented in box 2.4.
                     

                  

               

               Problems of measuring the cultural sector

               
                  As mentioned above, measuring the cultural sector requires a great deal of manipulation of data from different ISICs, for
                     individual artists and for enterprises producing cultural goods and services. Industrial classification is slow to respond
                     to new industries: sectors such as agriculture and mining that were once the mainstays of a developed country’s economy nowadays
                     contribute very low percentages to GDP but they are still detailed categories in national income accounts; service industries
                     now exceed manufacturing in value added but their breakdown is not so detailed. The current interest in the economic profile
                     of the cultural sector and in data on the creative economy is part of the recognition of the changing nature of the economy.
                  

                  One of the problems that beset early measures of the economic contribution of the arts and cultural industries was that there
                     were no official data on value added and, instead, turnover figures were used, often supplied by trade associations that had an interest in exaggerating the importance of their
                     sector by inflating the data. Turnover simply measures the value of output without removing the double-counting of production
                     costs. It is an indicator of the level of economic activity, but value added is by far preferable as a true measure of the
                     contribution to the economy. National income accounting cannot be used in some situations, however: it requires circumstances in which economic activity
                     is organised formally, with workers being paid a wage and goods being traded at a price; it also relies on producers co-operating

                     
                        Box 2.4  Contribution of the cultural and creative sector to the European economy, growth and employment, 2003–5

                           
                              
                                 Turnover in 2003: €654.3 billion.

                              

                              
                                 Value added to European GDP in 2005: 2.6 per cent.

                              

                              
                                 Growth of cultural and creative sector from 1999 to 2003: 19.7 per cent. That was 12.3 percentage points higher than growth
                                    in the general economy over the four-year period.
                                 

                              

                              
                                 Employment in 2004: a minimum of 5.8 million people worked in the cultural and creative sector (including cultural tourism),
                                    equivalent to 3.1 per cent of the active employed population in the EU25 countries.
                                 

                              

                           
The sectors analysed:
                           
                           
                              
                                 • the arts field, including visual arts (crafts, painting, sculpture, photography) and performing arts (theatre, dance, circus);
                                 

                              

                              
                                 • heritage (museums, arts and antiques market, libraries, archaeological activities, archives);
                                 

                              

                              
                                 • cultural industries, including film and video, radio and television broadcasting, video games, book and press publishing and
                                    music; and
                                 

                              

                              
                                 • creative sectors, including design (fashion design, interior design, graphic design), architecture and advertising.
                                 

                              

                        

                        Sources: KEA European Affairs (2006) and UNCTAD (2008).
                        


                     
with the government to provide the necessary information. Many activities in developing countries are produced in the informal
                     economy, such as crafts, and may well not get into the national accounts. There are numerous similar examples and circumstances
                     that may obstruct a meaningful measure of the size of the cultural sector.
                  

                  Other methods than national income accounting can be used to get a measure of the economic importance of a sector of the economy;
                     for example, how many people are employed in it, or even just how many people work in it. In box 2.4 data for the European Union in 2003–5 are presented, using turnover figures as well as value added and employment data; turnover is measured by the value of total sales.5

                  Americans for the Arts, a non-profit organisation, has provided data on the economic profile of the cultural sector of the
                     United States, including both for-profit enterprises and non-profit cultural organisations, in a report for the US Congress.6 The categories are very similar to the European ones in box 2.4, with the addition of ‘Art schools and services’, though the report uses a far more detailed eight-digit SIC classification.
                     The focus is on the number of enterprises and employees in ‘arts-centric’ businesses, however, not on value added, and therefore
                     the data are not directly comparable to the European data in box 2.4. Using that definition, it was found that the creative industries constitute 4.4 per cent of all businesses and account for
                     2.2 per cent of all employment in the United States – making them, as the report says, ‘a formidable industry in the US’.
                  

               

               Exports and imports of creative goods and services

               
                  The creative industries’ contribution to the domestic economy is measured in terms of value added to GDP; in international
                     trade, income also flows into and out of national income via exports and imports. International trade is measured in terms of both the balance of trade between countries (the volume of
                     products imported and exported) and the balance of payments (the revenue flows from imports and exports). The balance of payments
                     measures the value of exports and imports between countries; when the value of exports is equal to the value of imports, the
                     balance of payments is zero. Net exports of goods and services – meaning that the value of exports is greater than the value
                     of imports so the balance of payments is positive – contribute to national income.
                  

                  International trade figures are collected and analysed by several organisations, namely UNCTAD, UNDP (UN Development Programme) and UNESCO, and data from these sources are now combined in UNCTAD’s Creative Economy Report 2008. Data on international trade in cultural goods and cultural services are divided into two components: cultural goods include
                     items such as sound-recording equipment and TV sets; international trade in cultural services, such as films and sound recordings,
                     appear as services, and payments for them are royalties and licence fees (this topic is discussed in detail in chapter 14). International trade data are denominated in US dollars, which make comparisons between countries easy.
                  

                  Over the last twenty years or so world trade in cultural goods has grown significantly; between 1980 and 1998 annual world trade of printed matter, literature, music, visual arts, cinema, photography, radio, television, games and sporting goods grew fourfold. This trade
                     essentially took place between a very few trading partners, however; Japan, the United States, Germany and the United Kingdom
                     were the biggest exporters, with 55 per cent of total exports. Imports were also highly concentrated, with the United States,
                     Germany, the United Kingdom and France accounting for nearly a half of all imports. The high concentration of exports and
                     imports of cultural goods among a few countries did not change substantially in the 1990s, though, by 1998, China was the
                     third most important exporter, and the new ‘big five’ were the source of 53 per cent of cultural exports and 57 per cent of
                     imports.7 This may seem strange, but it is a normal pattern in world trade that developed countries are both importers and exporters
                     of the same goods. When it comes to trade in cultural services, however, the only net exporters are the United States and the United Kingdom (see tables 14.2 and 14.3 for detailed statistics).
                  

               

            

            How to use statistics

            
               Data on the creative industries are becoming increasingly available from national governments and international sources, and
                  that means they are likely to be as accurate as possible. Nevertheless, when it comes to using the data, researchers have
                  to check up on what definitions and categories were used in their collection and classification in order to be sure the data
                  are relevant for the purpose to which they are going to be put. It is also possible that even official data are ‘massaged’
                  to create an impression; there has been a considerable amount of hype surrounding the creative industries, and data have been
                  used to make striking claims. The Americans for the Arts data cited earlier are presented in those terms and the United Kingdom’s Department for Culture, Media and Sport has the same tendency to crow over the size and growth of the creative industries.
                  Apart from that, some data are collected on items that cannot be precisely defined, such as ‘art’ and ‘artists’, and, as chapter 12 shows, it is particularly important to know how the data on artists are collected in order to interpret them.
               

               Having data is one thing and knowing how to use them is another. One of the most common operations with data is to look at
                  trends over time: first of all, the researcher needs to make sure that the data are collected in the same way year on year; then a choice has to be made as to which years to select for making the comparison and that can be manipulated to
                  get a desired result. For example, the Ministry of Culture wants to know if museum visits are rising: imagine a situation
                  in which visits to a museum are the same every year except one, in which they rise (say, because there is a special exhibition
                  that year). An illustration can demonstrate how data can be manipulated: say that in year 1 there are 100 visits, year 2 there
                  are 100, year 3 there are 110, year 4 there are 100. If you compare year 4 and year 1, there was no change; if you compare
                  year 3 and year 1, visits have risen; if you compare year 4 and year 3, they have fallen. That is how data can be used for
                  strategic reasons.
               

               Another elementary error that can also be misleading is to report financial figures in monetary rather than ‘real’ terms (that is, taking inflation into account). If expenditure increases by 5 per cent but the inflation rate is also
                  5 per cent, there has been no real increase; if the rate of inflation were higher, real expenditure would have fallen. This
                  elementary mistake is often made by non-economists, and to correct it you need to know exactly which years the data are for
                  and use an index of prices to take account of inflation. The ‘accounting year’ can also vary between organisations (and countries),
                  so, again, this information is needed to make a fair comparison. These are a few of the problems of using statistics and it
                  is important to be aware of them.8 One of the ways in which statistics have been used and misused is in international comparisons of cultural data.
               

               International comparisons

               
                  International comparisons of data on the arts suffer from all these, and even more, problems. One way they have frequently
                     been used is to compare public expenditure in different countries to ‘prove’ that one country is somehow deficient. The comparison
                     is far from straightforward, however, and is probably never fully meaningful, as is explained in what follows. Outside a common
                     currency area, such as the Eurozone, exchange rates have to be used to convert financial data into commensurable units. The
                     correct way of doing this is to use the ‘purchasing power parity’ (PPP) exchange rate, which takes into account differences in income levels and prices in different
                     countries.9 This is also known as the ‘purchasing power standard’ (PPS) and is used 


                        Table 2.1  Public cultural expenditure per capita in selected countries

                        [image: Table 2.1]

                        
                           Sources: Council of Europe/ERICarts (2008) and Australian Bureau of Statistics (2008).
                           

                        

                     

by Eurostat.10 For example, a ticket for a pop concert that costs €30 in Finland would be more expensive in real terms in Romania, because
                     average incomes are lower there, so the ticket represents a higher proportion of expenditure out of income. It is such differences
                     that the PPS evens out.
                  

                  One of the most obvious differences between countries is their size, and population size has an enormous impact on the size of national income and expenditure. That can easily be dealt with by expressing
                     statistics in per capita (per head of population) terms, because that ‘standardises’ the data. Table 2.1 shows public expenditure per capita for a few countries: note the different years and currencies – those in euros are not
                     in PPS terms.
                     
                  

                  The figures in Table 2.1 differ considerably – but what are we to make of that? Can we conclude that one country does the right thing and others do
                     not? Some arts lobbyists have used such data to ‘prove’ to their governments that they are not spending enough on the arts!
                     Similarly, we need to ask what league tables of large economic size and high growth mean. To answer these questions we have
                     to look at what a society perceives the benefits of the arts, heritage and creative industries to be. If creativity and novelty
                     are valued very highly, then it would not matter if they lead to high or low economic growth.
                  

               

            

            Conclusion

            
               This chapter has covered two broad topics in an introductory way: various features that influence institutional arrangements,
                  such as the proportion of public and private finance in the cultural sector, and the use of data to provide a profile of the
                  cultural economy. Institutional arrangements include patterns of ownership, government intervention through public finance and regulation and the cultural policy they are intended to promote.
                  One way of evaluating that policy is through the collection and analysis of data on the creative economy. It has taken a long
                  time to develop reliable cultural data, and that has made it possible to use them to flesh out a profile of the main economic features of the cultural
                  sector in a country and to make comparisons between countries. It is important that cultural economists know how to access
                  data and assess the pitfalls of how they are used, especially when they are being used for advocacy. It is all too easy to
                  slip between the ‘positive’ statement about, say, how many people are employed in the arts and the ‘normative’ one of whether
                  or not this is good for the economy.
               

               There is considerable interest in inter-country comparisons, particularly within the European Union, and it is important to
                  ask oneself what is really gained by this. Can the economic profile of one country’s cultural sector ever be fully comparable
                  to another’s? Data may be collected and correctly analysed but the fact remains that each country has a different set of cultural
                  institutions and values, and data can never take those into account. It is important that cultural economists know how to
                  draw up a profile of the cultural sector, and it is also important that they recognise the limitations of what may be inferred
                  from it.
               

            

            Further reading

            
               Using a dictionary of economic terms can be very helpful when you come across technical terms for the first time (and even
                  the second time!). There are a number on the market that can be bought in bookshops or second-hand and there are also online
                  dictionaries. In addition, introductory textbooks in economics deal with topics such as public goods and national income accounting;
                  take a look at the one by William Baumol and Alan Blinder (2006), Essentials of Economics: Principles and Policy, with applications for the US economy. Also on the United States, Tyler Cowen’s 2006 book Good and Plenty is a good read.
               

               A Handbook of Cultural Economics (Towse, 2003a) has two chapters that relate to the material here: chapters 20 on ‘Cultural industries’ (Towse, 2003b) and 21 on ‘Cultural statistics’ (Goldstone, 2003) cover these topics. Having read this chapter, though, you should be able to tackle the ‘professional’ literature, and two
                  sources come to mind. First, the UNCTAD publication Creative Economy Report 2008, which I used for this chapter, is very informative on economic concepts and statistics and is thorough and readable. Second, the website www.culturalpolicies.net, which is maintained by experts from all over Europe under the auspices of the Council of Europe/ERICarts: their ‘Compendium of cultural policies and trends in Europe’, on its tenth edition in 2009, has
                  country profiles under various headings with descriptions of cultural policy and a host of data on everything from finance
                  to participation. As you will see, I have used it frequently for my own research in writing this book.
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                  8 This section only touches on a subject that requires a systematic course on research methods.
                  

               

               
                  9 See www.oecd.org/dataoecd/61/56/39653523.xls for purchasing power parity rates in thirty-four countries from 1980 to the present computed by the Organisation for Economic
                     Co-operation and Development (OECD).
                  

               

               
                  10 See Eurostat (2007).
                  

               

            

         

      

   
      
            3  Markets for cultural goods and services

            In this chapter, we first define the operations of the market economy for cultural products – what economists mean by markets,
               how markets work in theory and the role of the price mechanism. Few markets in any sector of the economy work entirely without
               some form of regulation, however, and intervention in the market is widespread; this is especially true of the cultural sector,
               and it is another aspect of the mixed economy model mentioned in the previous chapter. The second part of the chapter goes
               on to consider the historical development of markets for various cultural products; this shows the emergence of the role of
               markets, some of which continue to function in much the same way today. Finally, the main features are outlined of the industries
               that make up the present-day cultural sector, which are analysed in detail in Part IV of the book. This chapter also paves
               the way for chapters 5 and 6, which go in depth into the theory of supply and demand in the context of the creative industries, and for chapters 7 and 10, in which intervention in the working of the market economy by government is discussed.
            

            The market economy

            
               Why look at markets for cultural products?

               
                  One of the chief topics in cultural economics is whether the market economy can meet the demands of society for cultural products. Should it fail to do so, the government may intervene
                     to try to ensure that the aims of cultural policy are met. This may be achieved by financial subsidies to producers and/or
                     consumers, by regulating markets to alter the way they work through economic incentives or by replacing the market altogether
                     with state-run institutions. As we saw in chapter 1, however, this point of view is that of present-day cultural economics, and it was developed only during the last half of
                     the twentieth century; even now it is not accepted by some cultural economists, 
                        Box 3.1  Tyler Cowen, In Praise of Commercial Culture

                        Tyler Cowen is Professor of Economics at George Mason University, Virginia, where he is also director of the Mercatus Center and
                           of the James M. Buchanan Center for Political Economy. He has written five books, in which he examines different aspects of
                           the power of markets to supply cultural products of all kinds: In Praise of Commercial Culture, What Price Fame?,Creative Destruction: How Globalization is Changing the World’s Cultures, Good and Plenty: The Creative Successes of American Arts Funding and Markets and Culture Voices: Liberty vs. Power in the Lives of the Mexican Amate Painters. His latest book is an offbeat introductory text in economics entitled Discover Your Inner Economist: Use Incentives to Fall in Love, Survive Your Next Meeting, and Motivate Your Dentist. He also runs a daily blog, ‘The marginal revolution’. He likes the following description of himself sufficiently to put
                           it on his website: ‘Tyler Cowen is an economist, culture vulture, restaurant critic and the best blogger in the world.’ His
                           books do not use what might be called conventional cultural economics; instead, he uses his wealth of knowledge about cultural
                           production worldwide, both historically and in the present, combined with his insights as an economist, to offer a broad picture
                           of the role of markets in national and international trade in cultural products.
                        

                        Source: www.gmu.edu/jbc/Tyler.


                     
who believe markets can be left to work in the cultural sector as they do in other sectors of the economy. Tyler Cowen is
                     one such economist (see box 3.1).
                  

                  What all economists do agree on is that cultural goods and services are economic goods, in the sense that they use resources (land, labour, capital and other inputs) that have alternative uses,
                     and therefore there is always an opportunity cost to producing them. Equally, consumers have limited means (income and wealth)
                     in relation to all their wants and therefore have to make choices about which goods and services to buy and in what quantity.
                     These considerations alone make the case for an economic analysis of the production and consumption of cultural products and
                     naturally lead to questions about what determines supply, demand and prices; in other words, we need to understand how market
                     forces operate in the cultural sector before deciding if they can meet private and social aspirations and requirements.
                  

               

               The market economy and the price mechanism

               
                  The market economy can be defined simply as a social system in which goods and services are bought and sold; sellers offer
                     goods and services in return for a payment, and buyers purchase the items they want by paying for them. Trade takes place
                     when sellers who have produced goods or who own items that they want to sell and buyers who need or want the goods on offer are able to agree on a price. The price need not be an amount of money – it could be some agreed amount of another good or service, like a swap or
                     barter – but, in most societies, money is used because it is an easy way of establishing the relative prices of different
                     goods in a common unit of value. Money itself is significant only for what it can buy. Prices are determined by a combination
                     of the quantities of goods that sellers have to offer and the strength of buyers’ willingness and ability to pay for them.
                     Some goods and services are provided free at the point of consumption (entry to museums is free in some places, for instance)
                     but there is still an underlying ‘shadow price’, meaning the amount that is spent by the government or other organisation to finance production of the good
                     or service that represents the equivalent of a price for untraded goods.
                  

                  Supply and demand and the equilibrium price

                  
                     The price mechanism is fundamental to the market economy and it is no surprise that the analysis of supply and demand is the first formal economic theory that people learn. Figure 3.1 represents the market for a particular good or service; here the example is of concert tickets, and so the horizontal axis,
                        labelled Q, refers to the number (quantity) of concert tickets available at any one time. Suppliers are expected to supply
                        more of their products as the market price goes up (the line S in figure 3.1a) and consumers are expected to buy less of a good as the price goes up (the line D in figure 3.1a). The market price is where the quantity of tickets offered for sale (the quantity supplied) is taken up by buyers demanding
                        them (the quantity demanded) at the same price. That is the equilibrium price, Pe, and, at that price, Qe is the quantity bought and sold; the market is said to be in equilibrium at the point where the supply schedule (S) crosses
                        the demand schedule (D), with the subscript ‘e’ denoting the equilibrium position in which there is no impetus for change.
                           

                     

                        
                           [image: Figure 3.1a]

                           
                              Figure 3.1a Effect on a market of an upward shift in demand
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                        Figure 3.1b Effect on a market of a downward shift in supply
                        

                     

                  

                  Excess demand and excess supply

                  
                     Changes do occur, however. Equilibrium would be disturbed if, for example, fans hear a rumour that this could be the last
                        concert by a band; ticket sellers would raise prices because they know fans will offer more for tickets. The supply of tickets
                        is limited, however; therefore, there is ‘excess demand’, and prices go up until they get so high that fans stop buying the tickets. This is pictured in figure 3.1a as an outward shift of the demand schedule, D to D′. A new equilibrium comes about when Pe rises to P′e, at which the new quantity sold is Q′e. Notice that how many more tickets are bought and sold and how much the price rises are determined by the slopes of the D
                        and S schedules; in chapters 5 and 6, the significance of this is discussed in detail, as the ‘elasticity’ or responsiveness of supply and demand to price changes. It is easy to see, however, that if S were fixed in amount
                        – the number of tickets is limited by the number of seats at the venue – the shift in D to D′ could cause only greater excess
                        demand and a higher price. In figure 3.1a, there is some increase in the supply of concert tickets, for example, from adding more seating or standing room.
                     

                     Supply could shift too; if it shifted out to the right, from S to S′, that would indicate that sellers are willing to supply
                        more of a good or service at every price (see figure 3.1b); this is very important in cultural economics, because subsidy to an arts organisation is intended to do just that. As sellers
                        offer a greater quantity for sale, there is ‘excess supply’ at the equilibrium price and price has to fall to the new (lower) equilibrium price, P′e, to induce buyers to buy the extra quantity supplied – Q′e in figure 3.1b. Again, notice that how much price falls and quantity rises depends upon the size of the shift in S but, crucially, also
                        on the slope of D, the responsiveness of demand to price changes.
                     

                  

                  Price signals

                  
                     Prices play a crucial role in sending signals to buyers and sellers about how plentiful or scarce supplies are in relation
                        to demand. When there is a glut of a good on the market, its price will fall and suppliers will stop producing the good; when there is a shortage, its price will
                        rise and induce suppliers to produce more of the good. The price therefore moderates the quantity supplied and the quantity
                        demanded. Market forces work in this way when there is competition between buyers and sellers for relatively scarce goods and services.
                        Besides ‘rationing’ goods via prices, the price system also governs the use of resources, and determines how they are used to produce
                        goods and services and which goods and services enterprises would do well to supply. The market mechanism works for inputs
                        as well as for output: chapters 11 and 12 of this book are about the labour market for artists; one of the main conclusions of work by cultural economists on artists’
                        labour markets is that they are characterised by excess supply – too many artists chasing too few work opportunities and pay
                        (see figure 11.1).
                     

                  

                  The allocation of resources

                  
                     The term used by economists to signify the amount and types of resources that are used to produce particular products and
                        which products are produced is the ‘allocation of resources’, meaning how resources are apportioned. The mix of inputs and
                        the mix of output are both determined by market incentives – the desire of sellers to get the highest possible return (profit)
                        for their investment in production and the desire of buyers to use their income or budget in the most effective way to achieve
                        the greatest satisfaction or ‘utility’, depending upon their likes and dislikes (tastes). Chapters 5 and 6 explain these aspects of the theories of supply and demand in more detail.
                     

                  

                  Specialisation and market exchange

                  
                     Trading in markets is ‘as old as the hills’ and there is archaeological evidence of trade in both necessities, such as flint
                        tools, and in ornaments (beads, shells, and so on) taking place thousands of years ago. Trade allows people to specialise and to use resources more efficiently than would be the case if each were self-sufficient;
                        this gives rise to the division of labour or specialisation of tasks, famously written about by Adam Smith (see box 3.2). Smith emphasised the spontaneity of the market and of the division of labour, which he saw as mutually intertwined, and
                        the wealth-enhancing power of trade. Not all trade is spontaneous, though, and not all is just for the sake of improving wealth;
                        ritual trade and gift-giving take place in many societies, and custom often influences where and how goods are traded; some
                        cultural economists have applied these motives to the production of art.
                     

                  

                     Box 3.2  From Adam Smith, The Wealth of Nations

                     This division of labour, from which so many advantages are derived, is not originally the effect of any human wisdom, which
                        foresees and intends that general opulence to which it gives occasion. It is the necessary, though very slow and gradual consequence
                        of a certain propensity in human nature, which has in view no such extensive utility; the propensity to truck, barter, and
                        exchange one thing for another (bk. 1, ch. 2: 25).
                     

                     As it is the power of exchanging that gives occasion to the division of labour, so the extent of this division must always
                        be limited by the extent of that power, or, in other words by the extent of the market (bk. 1, ch. 3: 31).
                     

                     Source: Smith (1776/1976).
                     


                  

                  What (or where) is a market?

                  
                     At one time a market was – and, indeed, may still be – a physical place in which traders congregated to attract buyers. A sale or auction
                        is an example of that type of market and, in such a situation, buyers make their offers of price and compete directly with
                        each other with the items going to the highest bidder. The present-day eBay works the same way, except that buyers and sellers
                        do not meet in a real place or in real time, but that serves to demonstrate that markets can be organised ‘virtually’. In
                        some markets, mostly nowadays in less developed countries, each price is arrived at by ‘higgling and haggling’ in the market
                        – that is, there are no posted prices that you can see to guide you as you decide whether or not to buy. Even so, there is
                        bargaining over many prices or payments; artists often have to bargain over prices and fees, though they may prefer to leave
                        it to an agent – and we all instinctively understand that the greater the competition there is between buyers for a good,
                        the greater the bargaining power of the seller and the higher the price will be, whereas, if there is competition between
                        sellers, prices are likely to be lower. For the last 100 or so years people in developed countries have become accustomed
                        to buying the goods they want in shops and supermarkets at fixed prices. They are also ‘markets’ in which exchange – of money
                        for goods – takes place.
                     

                  

                  Economists’ use of the term ‘the market’

                  
                     Economists use the term ‘the market’ in several of the senses mentioned above. We still use the term ‘marketplace’ on occasion,
                        even if there is no physical place where trade takes place. When we speak of the role of the markets in the arts, that means
                        the market economy in a generic sense as compared, say, to state provision. When we speak of the contemporary art market, what is meant is the network of buyers and sellers throughout the world who are in contact with each other and who
                        exchange physical works of art and information about them, including about prices. When we speak of the market for singers,
                        we mean the ‘virtual’ market in which the services of singers (for operas and musicals, concerts, sound recording work, choirs,
                        TV shows, etc.) are supplied and demanded and fees or wage rates are arranged; for some singers, this could be an international
                        market, such as the one for top stars; for others, it could be supply and demand in their local area market.
                     

                  

                  ‘Thick’ and ‘thin’ markets

                  
                     Adam Smith recognised that the degree of specialisation, the division of labour, was limited by the extent of the market (box 3.2). While this statement has been interpreted in several ways, it obviously implies that there are markets of differing ‘density’. An example from the world of the arts is provided by theatres: many small towns do not have a theatre, and unless
                        there is a large population of theatre-goers the one theatre in a larger town has to offer a range of productions; in major
                        centres, however, such as Broadway and the West End of London, a large number of theatres can coexist and even specialise
                        in one type of drama or other entertainment. This also allows specialisation to develop for actors and other cultural workers,
                        and in dependent trades, such as costume hire. The ‘thick’ market for musicians has also developed in these major centres,
                        with ample opportunities for short-term contracts for singers and players in recording sessions and with ‘scratch’ orchestras;
                        these activities are serviced by ancillary specialist facilities, such as booking agents and diary services.
                     

                  

                  Market-makers

                  
                     In highly developed markets, there is a great deal of information and a strong organisational structure of ‘market-makers’
                        – people and institutions that match up buyers and sellers with each other. In the world of opera singers, for instance, there
                        are well-organised systems of agents, who look for work for the singers they have taken on and who arrange their fees and
                        performance schedules. In the art world, there is a hierarchy of dealers and gallery owners representing and marketing artists’
                        work to the public and to museums, who negotiate prices for the sale of artists’ works. In the world of book publishing, there
                        are literary agents who negotiate deals with publishers on behalf of authors. The more developed the market is, the greater
                        the specialisation that can develop. Thus the bigger the market, the ‘thicker’ it is in terms of specialised tasks within it, and the better it functions in terms of competitive pricing and
                        product differentiation; globalisation of trade maximises specialisation. A less developed ‘thin’ market means that there is less scope for specialisation
                        and prices may be higher and productivity lower.
                     

                  

               

               The ‘law of one price’

               
                  In a competitive ‘thick’ market, price differences between suppliers will be eroded because some entrepreneur has the incentive
                     to make a profit by ‘buying cheap and selling dear’, an activity known as ‘arbitrage’. International money markets in currencies are among the most highly organised markets there are and it is possible
                     to make profits through arbitrage by playing on tiny differences in exchange rates at different times of the day and night in different centres (New York, London, Singapore, and so on). This
                     is easy to do with money, because there is no need to move it around physically. Even when the movement of goods or people
                     is necessary for trade to take place, however, arbitrage can still pay if there are significant price differences between
                     markets for the same or similar goods and services. Arbitrage therefore brings about what the classical economists used to
                     call the ‘law of one price’ – that effective competition forces prices to be the same everywhere. As we shall see later on, entrepreneurship often consists of finding opportunities for trade where price differentials exist. The market economy works
                     through competition – that is, rivalry – and the incentive of making a gain gets prices down to the lowest possible level:
                     this process works in the cultural economy too, especially in the private sector.
                  

                  Price discrimination

                  
                     By contrast to the competitive price, a monopoly seller who is the sole supplier in a market may be able to sell the same
                        good or service at different prices in order to increase revenue and profit; this is ‘price discrimination’, and it will be
                        worthwhile when consumers have different responses to price. The supplier must be able to control to whom the good is sold
                        and it must also be possible to keep different ‘segments’ of the market apart so that arbitrage cannot take place. There are
                        several standard ways of doing this that are widely used by arts and heritage organisations: charging lower prices to young
                        people or senior citizens based on age (which can be verified by an identity card); charging different prices for different
                        parts of a theatre by having numbered seats and tickets and preventing movement between seats; and charging different prices (including free entry) for different days of the week, which is done by some museums. Price discrimination
                        can also be easily used for online sales when the seller can differentiate between buyers, say, by identifying who are enthusiasts
                        and charging them more.
                     

                     Because price discrimination can be practised only by monopolists it has been regarded as undesirable, but it can also improve
                        welfare by enabling people who are willing to pay a higher price to do so. The ultimate example of the use of price discrimination
                        is, of course, an auction, at which each item is sold separately and for a different price. Willingness to pay is investigated
                        further in chapter 6 and the use of price discrimination is discussed in a number of places throughout the book.
                     

                  

               

            

            Regulated markets

            
               The notion of the market economy governed by only the price mechanism conjures up an image of an economic free-for-all. There
                  are many circumstances and situations in which markets are not left to work freely, however, and, instead, market forces are controlled or regulated. Indeed, historically,
                  marketplaces themselves were controlled by the state; in England in medieval times, only towns and cities with a royal charter
                  conferred as a privilege by the king were allowed to hold produce markets, and markets for valuable metals such as gold and
                  silver were highly regulated to ensure the quality of the metals and to protect their prices.
               

               Many economists support the regulation of markets, while believing that private incentives working through the price mechanism
                  and the market economy are the best way to achieve maximum economic growth and welfare. There are, needless to say, differing
                  views on the strength and extent of regulation and its economic effects; a current battleground concerns the appropriate strength
                  of copyright law (see chapter 13 for a full analysis).
               

               Types of regulation

               
                  Governments use regulation as a means of implementing policies either to prevent some undesirable outcome or to encourage
                     a positive one. Regulation may be combined with economic measures, such as a fine for non-compliance or a grant to promote
                     compliance. Some regulations affect all sectors of the economy, though they can have different impacts in different sectors,
                     and other regulations target specific sectors. Here only a suggestive list of regulations that impact on the cultural sector is given; regulation in specific industries is dealt with in the relevant chapter.
                     
                        
                           • Health and safety rules at work – affect the whole economy.
                           

                        

                        
                           • Minimum wage legislation – affects the whole economy.
                           

                        

                        
                           • Training qualifications – there may be specific requirements for different sectors.
                           

                        

                        
                           • Censorship and decency laws – mostly affect cultural sector (film, live performance); some cultures have tighter control and
                              a narrower sense of what is decent.
                           

                        

                        
                           • Media ownership rules – affect newspapers and television.
                           

                        

                        
                           • Cultural content rules – mostly affect radio and television.
                           

                        

                        
                           • Protection of heritage – affects built heritage and international trade in artefacts.
                           

                        

                        
                           • Protection of intellectual property – affects the whole economy; copyright law is most relevant to the cultural sector.
                           

                        

                        
                           • Competition laws – affect the whole economy but have specific effects in the cultural sector.
                           

                        

                     
Some of these laws and regulations have been in place for centuries and they have shaped the way that the market for cultural
                     products worked in the past, with a continued influence on the present. As may be seen, some were designed to protect the
                     state and others to protect its citizens.
                  

               

               Regulatory institutions

               
                  Guilds

                  
                     The medieval guild system was strictly regulated to ensure that the supply of specific products was produced by properly trained
                        craftsmen and so was of a certain quality, but it also enabled guilds to control prices. The apprenticeship system controlled
                        the number of trained master craftsmen coming on to the market so that there was little competition on the supply side that
                        would threaten the incomes of the craftsmen by lowering prices. It also protected trade secrets and acted as a type of control
                        of the use of intellectual property.
                     

                     The guild system applied to artists and craftsmen of all kinds – painters, sculptors, tile painters, stained glass makers,
                        printers, map-makers. The Stationers’ Company in England controlled the publishing of books and almanacs, the latter being generally more profitable.
                        The Guild of St Luke was the guild to which painters belonged. Box 3.3 reports on research by John Michael Montias on the seventeenth-century Dutch painter Vermeer’s membership of the guild in Delft.
                     

                        Box 3.3  John Michael Montias and the Guild of St Luke

                        John Michael Montias (1928–2005) was a Professor of Economics at Yale University who collected Dutch art of the ‘golden age’,
                           in the seventeenth century. He pioneered the economic history of art markets and made a particular study of the Guild of St
                           Luke in Delft, to which the painter Johannes Vermeer belonged. His research into Dutch and Flemish archives revealed details of Vermeer’s life and parentage that were
                           previously unknown. Studying the records of the guild, he found that its members included painters, glass makers, book printers
                           and sellers, art dealers (who were often also painters), embroiderers, faiencers and sculptors. In addition, Montias was one
                           of the first scholars to estimate the number and output of Dutch master paintings in the seventeenth century – perhaps as
                           many as 100,000, of which only a few thousand survive – and to research the economic and social status of artists. He published
                           Artists and Artisans in Delft: A Socio-economic Study of the Seventeenth Century in 1982 and Vermeer and His Milieu: A Web of Social History in 1989. Montias’ work was widely recognised beyond cultural economics and was cited as a source for the novel by Tracy Chevalier, Girl with a Pearl Earring (1999), on which the film with the same title was based.
                        


                     

                     The guild system lasted in some countries well into the eighteenth century; in Italy, for example, there were over 1,000 guilds
                        in 1700. Guilds were one of the objects of Smith’s antagonism in 1776, along with state monopolies. It is perhaps somewhat surprising to realise that traditional guilds
                        still exist in some places; performers of Japanese Noh and Kabuki theatre and Bunraku puppet players are still required to
                        be guild members and belong to one of the guild families. There are also other guilds that still have some influence; for
                        example, the Screen Actors’ Guild of America and the Writers’ Guild operate strict rules for members and impose them on the film and television industry, though they do not have
                        full monopoly control of the market.
                     

                  

                  Monopolies

                  
                     Besides the monopolies of the guilds, other monopolies existed through Crown or state grants that controlled national and international trade. A monopoly was a licence
                        or privilege allowed by the Crown (for a fee) to an individual or organisation for the sole production or buying and selling
                        of a specific good or service. Monopolies also protected international trade; for example, the Dutch East India Company (founded in 1602) was granted a monopoly by the Dutch state to control the spice trade. Monopolies
                        reached a peak in England in the reign of Elizabeth I (1558–1603) and thereafter were controlled by the 1623 Statute of Monopolies, which formed the basis eventually of intellectual property law (see below). Monopoly is nowadays regulated
                        through competition law (see below).
                     

                     Theatres and companies of actors needed state-granted licences to perform in Elizabethan England, one company being the King’s Men, to which Shakespeare belonged. These grants of monopoly did not necessarily inhibit competition if enough of them
                        were issued and the licence also had a role of censorship. Elizabethan theatre was, in fact, quite a competitive business
                        (see below). Theatres and many other places of entertainment still need licences for public performances, which are mostly issued by local authorities, mainly to ensure safety standards for workers
                        and audiences. It is an interesting question in cultural economics as to the extent to which local theatres, orchestras, museums,
                        and so on are monopolies today in the economic sense of being a sole supplier of a particular good or service in their locality.
                     

                  

                  Trade unions and professional associations

                  
                     In some respects trade unions and professional associations are the modern equivalent of guilds; they exist to protect their
                        members from excessive exploitation in terms of payment and conditions of work. In some countries, particularly those in Europe
                        in which artists are employed in state-run arts organisations, trade unions and professional associations are integrated into
                        the process of setting payments to artists. In the cultural sector, there are trade unions for performers (actors, singers,
                        dancers, musicians, radio and TV announcers, stuntmen, and so on), for technical personnel (cameramen and other film crew,
                        theatre technicians, and the like) and for creative artists (writers, composers, visual artists). These organisations typically
                        negotiate agreements on conditions of work and minimum payments with employers, such as theatre management, film companies
                        and recording studios, that prevent competition from beating fees and wages down. A significant aspect of trade unions is
                        the extent to which they are able to control the supply of specific skills; in some countries, there have been formal ‘closed shop’ agreements with employers whereby
                        only members are accepted for employment. This practice may be outlawed as anti-competitive but it often persists by tacit
                        agreement. Like guilds, some trade unions and professional associations accept as members only those who have already some
                        professional level training or work experience, and they therefore offer some degree of reassurance that their members are
                        professionally competent.
                     

                  
Certification

                  
                     One of the economic functions of the guilds was to ensure the quality of the products their members produced, as well as regulating
                        prices; a master craftsman had to have completed a long apprenticeship and received the requisite training and also had to
                        demonstrate his (and, rarely, her) skill before admittance to membership of the guild. This kind of certification solved the
                        information problem for the consumer, who lacked the knowledge to assess the quality and price of a work, and therefore fulfilled
                        the role of certifying value for money.
                     

                     One of the biggest problems for producers and consumers alike in the world of the arts is information about quality. Buyers do not want to buy fake art or hire an architect who is not professionally competent and record labels do
                        not want to hire unskilled studio musicians. Certification of quality can be achieved in many ways: the most widespread is
                        probably educational qualifications, such as a diploma or degree, showing that a worker has completed a training course, but
                        this is a far cry from the type of guaranteed quality offered by the guild system. Regulation by the state in cultural professions is very weak compared, say, to that in medicine and teaching, and even self-regulation
                        is not common. These points are discussed further in chapters 11 and 12.
                     

                     The need on the part of consumers and employers for some form of certification of quality gives rise to the presence of middlemen
                        and intermediaries in the markets for art and artists, mentioned above, to overcome the problem of ‘asymmetric information’ – the situation in which the one party to a deal (say the supplier) knows more about the quality
                        of the product than the other (say the customer). This topic is a prevalent problem in the arts, and is discussed throughout
                        the book in one or another context.
                     

                  

                  Copyright and other intellectual property law

                  
                     Intellectual property law that establishes and protects copyrights, patents and trademarks has considerable influence on markets
                        for cultural products. What are recognised as the first patents were issued in Venice in the fifteenth century. The English Statute of Anne (1710) is regarded as the first copyright legislation. In general, IP law grants the creator (the author) the exclusive right to control his or her works
                        and reputation. In that sense, IP rights confer monopoly control to the author or inventor; the degree of control over the
                        relevant market that the IP makes possible varies, however, and, in the case of copyright in works of art, that monopoly is
                        limited. Copyright applies work by work, so anyone writing a love poem or photographing a view has the copyright on his or
                        her work, but, equally, anyone else writing a very similar love poem and photographing the identical view has copyright on his or her work too; the only requirement is that the work was not copied. Copyright law is
                        used to protect the owners of works in copyright and its purpose is to ensure that the owner is paid for his or her work.
                        Probably the most familiar restriction nowadays is that copyright law makes it illegal to play music and films in public or
                        make them available to others without the permission of the copyright holder.
                     

                     The role of trademarks is somewhat different: they offer consumers some form of quality assurance as they give the holder of the trademark
                        an incentive to maintain the quality of their output. Trademarks and trade names are used by many businesses in the creative
                        industries, especially fashion; in addition, film companies and pop groups also use copyright and trademarks to protect merchandise
                        associated with their images.
                     

                     Droit de suite (artists’ resale right) specifically targets visual artists and awards them a share of the increase in the
                        price of a work of art sold by an artist to a buyer when it is resold, usually in a public sale. Copyright and droit de suite
                        are dealt with at length in chapter 13 of this book.
                     

                  

                  Antitrust/competition law

                  
                     Monopoly is nowadays regulated through competition law (known as antitrust law in the United States) in most developed countries, and the law has been evoked to
                        control the mergers of firms that would give them too great a share of the market and to prevent price-fixing. The so-called
                        ‘Paramount case’ in 1948 is probably one of the best-known examples of the control of monopoly in the cultural sector, whereby
                        the US antitrust authorities forced the movie studios to divest themselves of their cinemas on the ground that they used their
                        ownership to prevent competition from independent movie-makers (see box 4.3). Competition law has also been applied in the present century to control mergers in the music business and to control the
                        activities of copyright collecting societies (see chapters 13 and 15).
                     

                     The above topics are all types of regulation that control the outcomes of a free market economy. It can be seen that most
                        limit the effect of unbridled competition; competition law does the opposite, however: it tries to promote competition in
                        the face of monopoly as a market outcome. Monopoly and competition are discussed at length from the theoretical point of view in chapter 5 and then later on in Part IV of the book. Regulations that affect markets for cultural products are also discussed later
                        in the book in specific contexts; for example, ownership rules for media companies preventing the monopolisation of television
                        channels and newspapers are discussed in chapters 14 and 17, and film regulation is to be found in chapter 16.
                     

                  

               

            
Economic history of the arts

            
               As the work of Montias has demonstrated (box 3.3), much can be learned from studying the economic history of markets for cultural products, and there is a body of work in cultural economics on the economic development of various art forms over
                  the last few centuries. Besides being interesting and informative in its own right, the study of economic history reminds
                  us that our present-day economic organisation of cultural production (varied though it is throughout the world) has historical
                  origins that have influenced it, and that gives us a perspective on alternative models and ways of doing things.
               

               Patronage

               
                  It is worth reminding ourselves that state support for the arts and other cultural production is both an old and a new phenomenon;
                     in its older version, it took the form of private patronage by royalty and the rich that financed the production of works
                     of art, museum collections and the performing arts for their own enjoyment, and access to these works was limited to the court
                     and upper echelons of society. The wealthy and aristocratic also collected works of art and curiosities and showed them to
                     others of their social milieu, but access to museums by the public is relatively recent; when the British Museum opened, in 1753, the entry price was made high enough to keep out ‘ordinary’ people as there were fears that
                     they would break the items! Present-day state patronage of the arts and culture is dedicated to enhancing and preserving our
                     cultural heritage and making it available to the whole society. Throughout history, however, what we now call the performing
                     arts in the form of music, song, dance, puppetry, drama and storytelling were available via the market to people of all walks
                     of life.
                  

               

               Private enterprise in cultural production

               
                  It is interesting to consider that the production of many cultural goods and services has always been dependent upon the market, and they are still entirely produced
                     by private enterprise in the cultural industries (except perhaps in countries with totalitarian regimes); examples are art
                     markets, book and newspaper publishing and music publishing. The performing arts and museums also have a long history of being
                     supported by the market, and, indeed, commercial theatre and musicals are still run by private enterprise, as are circuses
                     and popular entertainment.
                  

               
The art market

               
                  The art market flourished in the Low Countries (Flanders and Holland) as the increasingly wealthy middle class of the seventeenth-century
                     ‘golden age’ bought paintings and etchings, hand-painted tiles and books with engravings for their homes. Works of art were
                     created for sale on the market as well as being commissioned and the significance of this demand is that it had nothing to
                     do with court or aristocratic patronage. Some artists were very entrepreneurial and not only ran workshops producing a huge
                     output of works of art but also were dealers in other artists’ works. Rembrandt ran a workshop and was an art dealer, as was Rubens. Rubens went one further: his workshop in Antwerp (now in Belgium) had assistants doing all the ‘routine’ work, not
                     only of mixing the paints but also of applying them as background in an early form of mass production; in addition, he built
                     his studio so that the public could view him at work – a privilege for which he charged. Moreover, many paintings were only
                     based on his compositions and were made entirely by his assistants, with Rubens giving the paintings no more than a ‘final
                     touch’; interestingly, these paintings sold at lower prices.
                  

                  The art market was ‘global’, with considerable trade and movement of artists between the Low Countries, Italy and Germany.
                     Artists followed the money: in the seventeenth century that was in Holland, by the eighteenth century England, and by the
                     nineteenth and twentieth centuries France and the United States were the leading markets for art.
                  

               

               Museums

               
                  Museums – or ‘cabinets of curiosities’, or Wunderkammer, as they were first known – began as private collections assembled by individual men of science, travellers and explorers
                     or on behalf of a monarch, starting from around the 1600s. Some of these collectors were neither rich nor royal; some collected
                     for their own interest, but there was already a market in antiques and curiosities by the end of the sixteenth century. Collections
                     consisted of all sorts of items designed to cause wonder and amazement – books, coins, weapons, costumes, taxidermy, minerals,
                     and so on, as well as botanical specimens. The Tradescant collection of natural and man-made objects, dating from the 1620s and located in a building known as the Ark, became
                     the Musaeum Tradescantianum, the first public museum in England; later, the collection was passed on to the Ashmolean Museum at Oxford University, the world’s first university museum, built in 1677. Botanical collections started around
                     the middle of the sixteenth century and were attached to the universities of Pisa, Padua, Florence and Bologna, and later to many
                     others throughout Europe. Later collectors, such as Pieter Teyler, the eighteenth-century cloth merchant and banker who lived in Haarlem (Holland) and founded the Teyler Museum, also
                     included works of art – old master prints and drawings; others collected musical instruments, clocks, furniture, sculpture,
                     and so forth.
                  

                  The ‘Grand Tour’, whereby young men from wealthy families from northern Europe toured France and Italy and, for the bolder, Greece,
                     in search of classical antiquity and enlightenment, was the source of many items for the family collection, many of which
                     have ended up in museums. Museums, of course, have always bought private collections and items on the open market to add to
                     their existing collection. The ‘new rich’ could also buy a whole collection, just as they bought books ‘by the yard’ for their
                     libraries. Collecting and buying art continued into the twentieth century, and several famous private American museums were
                     founded that way. Over the centuries museums have become more specialised, though ‘universal’ collections are still very important:
                     special collections include archaeology, anthropology, crafts, natural history, science, space, maritime, military history
                     and children’s museums; art museums (art galleries) may also be housed separately.
                  

                  The first public museum is acknowledged to be the Kunstmuseum in Basle, which the city founded in 1671 based on the purchase of the Amerbach Cabinet. Other early public museums
                     include the Uffizi Gallery in Florence, founded by Cosimo I, Grand Duke of Tuscany in the mid-sixteenth century; the gallery had been
                     open to visitors by request beforehand, but in 1765 it was gifted to the government of Tuscany and officially opened to the
                     public. By the middle of the eighteenth century the royal collections began to be transferred to public museums and made widely available
                     for the edification of, at least, the middle class, if not (yet) the masses.
                  

               

               Book publishing

               
                  There was already a trade in books in ancient Greece and Rome, and the rich had private libraries; the Ancient Library of Alexandria was founded around 300 BC. The so-called ‘Islamic golden age’, which stretched from the eighth to the thirteenth centuries, encouraged copying, selling and dealing
                     in books throughout the Islamic world, with centres in Baghdad, Damascus and Córdoba, in Spain. The market for books developed
                     in northern Europe (especially Burgundy and Flanders) before the advent of printing in the mid-fifteenth century. Illuminated
                     manuscripts were produced by entrepreneurial master craftsmen ‘on spec’ and were bought by rich families and by the Church (individual churches, monasteries and nunneries);
                     the trade was highly organised and specialised, with some craftsmen specialising in lettering, others in gold inlay, others
                     in flower painting, and so on.
                  

                  Book publishing and bookselling became ‘industrialised’ with the introduction to Europe of the metal movable printing press, for printing on vellum and paper, by
                     Johannes Gutenberg, a goldsmith by training, born in Mainz, Germany; the so-called Gutenberg Bible, the first printed book in Europe,
                     was published in Vulgate Latin in an estimated 180 copies in 1455. Though movable type printing had been invented 400 years
                     earlier in China and was in use in Korea in the mid-thirteenth century, the techniques had not been exported to Europe. The
                     main location of the early printing industry, however, was in Venice, where the city authorities encouraged the import of
                     printing presses and the immigration of printers by issuing letters patent.
                  

                  It is not known how many people in Europe at the time were able to read. Muslims and Jews did so because of their need to
                     read holy scriptures but the tradition of individual reading in Christian Europe developed only when the Bible was translated
                     into vernacular languages – English in 1526 (by William Tyndale, who was burnt at the stake for heresy for so doing), German
                     in 1534 (with the publication of the Luther Bible) and eventually into many other languages. Reading literacy was relatively
                     high in northern Europe by the middle of the seventeenth century. With universal primary education nowadays in developed countries,
                     literacy (meaning the ability to read and write) is widespread (though far from 100 per cent); UNESCO estimates present-day literacy to be 80 per cent worldwide. Nevertheless, there is a considerable difference between
                     the ability to read and write a simple sentence and the functional literacy needed to read books and other printed matter.
                  

                  Booksellers were both printers and publishers and were the focus of censorship in England in the sixteenth century, mainly for religious reasons. The Worshipful Company of Stationers and Newspaper Makers (usually known as the Stationers’ Company), which had been founded in 1403, received a royal
                     charter in 1557, according to which the company was legally empowered to seize books that were offensive to the Church and
                     to the Crown. It was the Stationers’ Company that petitioned for the first copyright law, the Statute of Anne (which was passed in 1709 and came into force the following year), when it had lost its earlier monopoly.
                     In 1666, when Samuel Pepys observed the Great Fire of London, he reported the considerable loss of books in the fire as it reached St Paul’s Cathedral
                     Yard, where all the booksellers had stalls (and he also reported that many harpsichords and other large musical instruments
                     were hastily removed from homes at risk from the fire). As the market for published material grew, the functions of printing
                     and bookselling had become separate by the nineteenth century.
                  

                  Printing and book publishing was also well established in the Low Countries by the 1600s, Antwerp, Leiden and Utrecht being
                     centres. Printing was introduced into the United States in the seventeenth century, but even by the mid-1850s half the authors
                     of published books were British. The US constitution of 1787 authorised the introduction of patents and copyright ‘[t]o promote the Progress of Science and useful Arts, by securing for limited Times to Authors and Inventors the
                     exclusive Right to their respective Writings and Discoveries’; in the United States copyright applied only to works by American
                     authors, however, and there was widespread piracy by American publishers because they did not have to pay a royalty to British
                     authors. Nonetheless, some publishers did pay a fee; for example, Dickens was paid well for a tour of the United States to promote his works in the 1860s (a fact that was at one time used
                     by economists to argue that copyright law is not necessary as payment can be arranged by contract). Piracy was in fact beneficial
                     to some authors: when part 1 of Cervantes’ Don Quixote, often regarded as the first modern novel, was published in 1605 it was immediately pirated and thereby gained hugely in
                     popularity, leading to five printings in its first year of publication – a clear case of what economists call ‘network effects’.
                  

               

               Newspapers and periodicals

               
                  Though there is some debate about it, the first modern newspaper is believed to have been the Courante uyt Italien, Duytslandt, &c, published in 1618 in Amsterdam. There were news pamphlets of various kinds in England but the Daily Courant, founded in 1702, is credited as the first regular daily newspaper. In 1704 the Boston News-letter was the first continuously published newspaper in the United States. The Halifax Gazette, started in 1751, was the first newspaper in Canada; the Pennsylvania Evening Post became the first American daily in 1783; The Times of London began publication in 1785 and Le Figaro was founded in France in 1826. Broadsheet newspapers might have begun in the eighteenth century but it was not until the
                     early nineteenth century that advances in printing newspapers facilitated daily mass circulation. By 1814 The Times of London was able to make 1,100 impressions per minute using new printing technology.
                  

                  The eighteenth century also saw the founding of a host of periodicals that were published monthly, weekly or even several
                     times a week: The Spectator magazine was founded in 1711 and published daily in London, even though it was not a newspaper; The Gentleman’s Magazine was a monthly magazine started in Britain in 1731 that eventually had a worldwide circulation until its demise in 1907. In
                     the United States, The Atlantic Monthly was started in 1851, and published contemporary literature until 2005, when it stopped doing so in regular issues (it now
                     publishes as an annual fiction issue); since 2008 it has been freely accessible online.
                  

               

               Music publishing

               
                  Music printing and publishing developed somewhat later than the printing of books and did not entirely replace hand copying.
                     The first music printing and publishing benefited from the Venetian patent in the sixteenth century. In England, William Byrd and Thomas Tallis were granted a Crown monopoly in 1575 to print music, and volumes of both sacred and secular music
                     were published; these were sold for household music-making – consort playing and singing and also for dancing. By the seventeenth
                     century the German publisher Breitkopf was publisher to the Bach family; the company Breitkopf and Härtel continues to publish music by most of the leading
                     German and Viennese composers, such as Mozart, Beethoven, Schumann, Liszt, Wagner and Brahms (see box 5.3). Sales of sheet music for performance in the home throughout Europe and in America remained an important source of revenue right up
                     to the spread of radio in the early twentieth century and reached best-seller proportions, with up to a million copies being
                     sold worldwide of very popular works. Large-scale instrumental and choral music were initially performed only in royal courts
                     or chapels, but during the nineteenth century public concerts gradually began to be organised by private concert societies.
                     Beethoven’s famous Ninth Symphony was commissioned in 1817 by the privately run membership organisation, the Philharmonic
                     Society of London (and published by Breitkopf and Härtel).
                  

                  Copyright in printed music gradually became established throughout Europe during the nineteenth century but piracy was a serious
                     threat; it was a financial threat to the authorised publisher rather than to the composer, however, who, like a literary author,
                     was usually paid an upfront fee. Composers worried more about the quality of pirated published music, which was often badly
                     edited and printed. Some copying was in fact an established perk of the printer or copyist. Enforcing copyright in music required
                     collective action, and copyright collecting societies were established by the music profession to collect royalties (see chapter 13).
                  

               
Opera and ballet

               
                  Composers made their living either producing music for the Church or in opera – and there was no problem about doing both
                     in Italy, where, for instance, Vivaldi composed more than forty operas and produced over 500 concertos. Mozart followed a similar path in Austria. Well into the nineteenth century it was the convention that the composer also conducted
                     or led the orchestra and coached the lead singers for the first performances. The organisation of opera in Italy (and, indeed, worldwide, as Italian opera was exported to Russia and Argentina and all countries in between)
                     is in fact an object lesson in the spontaneous role of the market: the impresarii, those cultural entrepreneurs par excellence, supplied operatic works newly composed to a specially commissioned libretto,
                     along with the singers, costumes and scenery, to every Italian opera house for the two main performing seasons of the year,
                     Lent and Michaelmas, dealing with different states, currencies, customs and appalling transport conditions, all on market
                     principles, for a period of nearly 200 years. The opera theatres themselves were usually financed by the rental of boxes to
                     personages who spent practically every evening there during the performing seasons, being served dinner there by their servants
                     and entertaining; gambling at the theatre was a common activity, and the concession was a lucrative additional source of finance
                     for the opera theatre. When there was a financial deficit it was made up by gifts from wealthy patrons. In some cases, opera
                     theatres were owned by the city or state; nevertheless, the impresarii bore the financial risk and financed the whole cost of the production until the opera had been performed, when they were
                     paid the fee. In the eighteenth and early nineteenth centuries Italian opera dominated courts in London, Paris, Vienna and
                     St Petersburg. In France, Lully developed opera at the court of Louis XIV, but, elsewhere, national traditions of opera took
                     a long time to emerge.
                  

                  Opera also changed as an art form over the centuries, from masques in which royal patrons, such as Louis XIV in France and Charles II
                     in England, danced alongside professional dancers to the mainly vocal art it is today; ballet developed within this framework
                     and only really became an independent art form in the late nineteenth century, and often it is tied to the same theatre as
                     the opera. The Imperial Russian Ballet, the Royal Danish Ballet and the Royal Swedish Ballet were also founded under royal patronage in the
                     eighteenth century. In 1909 the Ballets Russes was established as a private company in Paris by the Russian Sergei Diaghilev with Russian dancers; later it
                     moved to Monte Carlo. It became one of the most famous contemporary ballet companies, with choreography by Petipa, Fokine and Massine,
                     music by Debussy, Ravel, Satie, Prokofiev and Stravinsky and sets by Braque, Matisse, Miró and Picasso, to name but a few
                     of the now famous artists whose work Diaghilev commissioned. Balanchine also worked with the Ballets Russes before moving to New York as co-founder and ballet master of the New York City
                     Ballet.
                  

               

               Theatre

               
                  There was a market in plays and performances in England from the sixteenth century on even before theatre buildings were built
                     in London in the last quarter of the century; several notable theatres were built, only one of which was the Globe, so famously associated with Shakespeare. Part-owner, manager and resident playwright (and sometime actor) at the
                     Globe, Shakespeare had quite a few rivals in all these capacities; there was a significant number of competing theatre buildings,
                     companies of actors and playwrights. Elizabethan theatre was popular with all levels of society and was financed by the box
                     office until, in 1642, the Puritans closed the theatres for religious reasons; their popularity resumed when they were reopened
                     in 1660 with the restoration of the monarchy. In the following century John Gay’s Beggar’s Opera, which opened in 1728, ran for sixty-two nights and was one of the most successful plays of all time (though that figure
                     pales into insignificance in comparison with The Mousetrap by Agatha Christie, which had had over 23,000 performances in the course of its nearly fifty-six-year run in London’s West End by August
                     2008!). The theatre tradition of satire and comic opera continued with vaudeville and music hall until it was displaced by
                     cinema in the 1930s.
                  

                  Similar trends were to be found in other countries. In mid-seventeenth-century France, Molière, both a playwright and an actor, founded his own theatre company, and, in eighteenth-century Italy, Goldoni created both plays and opera libretti in the tradition of Molière’s comedy of manners; both were hugely popular. The
                     Italian tradition of travelling players of the commedia dell’arte only finally ended with the advent of cinema. Other popular performing arts with long histories are the circus, which is
                     still popular in Russia and in many developing countries, and Chinese opera, which flourished in China until the Cultural
                     Revolution in the 1960s, when over 5,000 troupes were disbanded.
                  

               
What do we learn from studying the economic history of the arts?

               
                  The brief and very partial summaries above give a flavour of the economic history of some of the creative industries. They
                     present a picture of the development of markets in the Renaissance emerging from the control of guilds and a system of monopolies;
                     this took longer in some countries than others, but it was a universal trend. In some of the creative industries, private
                     markets survive with little institutional change, and, even in the performing arts, which rely to a greater or lesser extent
                     on state support, vestiges of their economic histories are still to be seen today (see chapter 4).
                  

                  What the study of the economic history of the arts shows can be equally briefly summarised:
                     
                        
                           • the market economy was a major supplier of a range of cultural goods and services, the production and consumption of which
                              thrived in centres of wealth;
                           

                        

                        
                           • specialisation has taken place as markets grew;
                           

                        

                        
                           • production and consumption were globalised, even from an early period;
                           

                        

                        
                           • there was a big divide between the entertainment of royal and princely courts, not only in access but also in the art forms
                              themselves; this is most apparent in the performing arts, notably opera and ballet; and
                           

                        

                        
                           • regulation in the form of censorship and intellectual property law has very long roots in history.
                           

                        

                     


The study of the economic history of cultural production can prove very instructive to contemporary art lovers who think that
                     adequate levels of cultural provision can be achieved only with considerable state intervention. It is a reminder that this
                     is essentially a post-Second-World-War outlook that went hand in hand with the growth of the welfare state.
                  

                  Economic history raises another important question for economists, however: is it just market forces that have moulded the historical development of the production and consumption of cultural goods and services,
                     or have the institutions and regulatory regimes played a determining role? This is known as ‘path dependency’, and it has been a major dispute within economics and economic history. As an instance, think of the development
                     of copyright: the roots of copyright law in England (and thereby to many other countries, including the United States) are in
                     the guild system. As that broke down, the economic monopoly of printers and publishers of books and the control the state
                     was able to exercise over what was published began to wane, until, eventually, the publishers (but not the authors of the
                     day, who apparently foresaw the consequences and resisted the change) lobbied parliament for legislation to protect their property; and that is
                     the basis of the law we have today. In Europe, however, the development of authors’ rights was very different and emphasised
                     the creativity of the author rather than the commercial interest of the publishers.
                  

                  Perhaps path dependency in arts provision is nowhere more apparent than in Germany, where the many states and principalities
                     had their own court theatres, now owned and managed by the state or city authorities. Present-day Berlin is an extreme example
                     of this with no fewer than four opera companies, each with its own theatre, now maintained by the city.
                  

               

            

            Conclusion

            
               This chapter has introduced the way economists use the notion of the market economy and the basic analytics of supply and
                  demand in a market. The role of the price mechanism was explained in terms of the way prices act both as signals to producers
                  and consumers and as a source of revenue to producers. It was pointed out that there are, in practice, few totally free markets,
                  and many operate under regulations of various kinds. This is true of the cultural economy, which, in addition, has its own
                  set of regulations.
               

               The chapter ended with brief economic histories of a selection of the creative industries. It demonstrated that, both now
                  and in the past, cultural products ‘high’ and ‘low’ alike have been supplied both through the market, financed by revenues
                  from sales, and by the state provision of facilities and/or finance. In fact, like most other goods in developed countries,
                  cultural products are traded in a mixed economy, meaning that there is a combination of provision by state-owned organisations,
                  state-subsidised private non-profit organisations and private enterprise profit-making firms, and these markets were in the
                  past, and are often in the present, regulated. The combination of these variously financed sources of supply is different
                  in different countries and in different art forms, however.
               

               The modern welfare state in Europe, as well as in Australia, Canada and to a certain extent also in the United States, includes
                  provision of the arts and heritage as part of its service to its citizens. That was also the case in communist countries,
                  and some of the former Soviet bloc countries are still in the process of finding a balance between state and market provision.
                  The next chapter takes up the same theme for the present-day economic organisation of the creative industries.
               

            
Further reading

            
               The best book to read in connection with this chapter is Tyler Cowen’s In Praise of Commercial Culture (1998). It is a deliberately provocative book that argues for the strength of the market and uses much fascinating economic history
                  to show how markets for the arts developed. For those with special interests, John Michael Montias’ 1989 book Vermeer and His Milieu: A Web of Social History is recommended on the history of art markets; for music markets, F. M. Scherer’s chapter in the 2006 Ginsburgh and Throsby Handbook of the Economics of Art and Culture (chapter 4) is recommended; on books, I found Mark Rose’s book Authors and Owners: The Invention of Copyright fascinating; for film, John Sedgwick’s book Popular Filmgoing in 1930s Britain (2000) can be recommended. In the performing arts, John Rosselli’s work on the economic history of markets in opera is especially interesting; see his article ‘From princely states
                  to the open market: singers of Italian opera and their patrons 1600–1850’, reprinted in Towse (1997) and Mary Oates and William Baumol’s article in the same volume on Renaissance theatre in London.
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for 2000/1: 2,134)

Impact of New Audiences Fund.
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