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I.
Introduction
Over the past twenty years the focus of the United States economy has moved from manufacturing to service based industries. The ‘new economy’ of this century is driven by information and knowledge based technologies as manufacturing jobs are shipped overseas. To compete in this new economy creativity becomes a necessary condition for survival for both employers and employees. Performing arts organizations have been cited as part of the creative industries and economy. However, some feel the argument is merely a justification for continued government support of high art
. A closer look at the distribution of grants given to performing arts organizations reveals that a large portion of money goes towards fostering creativity in the arts world. Grants given to performing arts organizations whose purpose is innovative and creative in nature serve as investments whose return is a diverse, creative society vital to economic development. Public policy in performing arts should reflect this connection between the performing arts and creative industries to help support a creative and innovative society that provides a solid base for the new economy. 

With the help of current literature, Section II of this paper examines the economic nature of nonprofit performing arts organizations. Section III defines specific types of nonprofit performing arts organizations and the ways outside support combats market failures. Section IV summarizes trends and implications of current government support of nonprofit performing arts organizations and offers policy recommendations for the future of arts funding. 
II. 
Background and Literature Review


This sections reviews current literature regarding the economic problems facing performing arts organizations, solutions to the problems and justifications for the solutions. First is the history of American performing arts organizations, second and third are market failures associated with the organizations and fourth are forms of government support in response to market failures. 


1. History of American Performing Arts 
The nature and history of American performing arts organizations differ from their European counterparts. Before America became an independent country and developed its own culture or economy Europe had seen over 300 years of cultural and creative expression.  In eighteenth century Italy, Opera served the purpose that television and movies serve today; an expression of cultural norms, idealism and national identity
. Similarly, Shostakovich wrote many of his greatest Symphonies under soviet oppression and control. These symphonies are now regarded as some of the greatest works of the twentieth century and represent both soviet power and oppression. In America however, before world war two the majority of orchestras and opera companies in the United States did not represent American prestige or culture. They performed European compositions conducted by European conductors and even used European musicians and singers. America did not have lords and ladies but oil barons and industrial success. 

After World War II, however, Americans became increasingly self-conscious of their country’s cultural standing. No longer satisfied to boast that the United States was the home of Henry Ford, Thomas Edison, and Charles Lindbergh, they now wanted to be taken seriously as participants in the world of high art and culture as well. Before the end of the 1950’s the Ford Foundation took up the banner of culture when it began a massive program of grants to support U.S. symphony orchestras. (Heilbrun & Gray, 252)


2. Market Failures Associated with Performing Arts 

While American arts advocates took the initiative to create venues for artistic and cultural expression, problems inherent to performing arts organizations prevented these institutions from forming a self-sustaining infrastructure. In 1966 William J. Baumon and William G Bowen published the first major study on the economics of performing arts organizations. Using data from opera, theatre and orchestras dating back to the mid nineteenth century, Baumon and Bowen developed a theory that has become standard to most economic analysis of performing arts organizations. The theory models the effects of technological advancement and growth on industries whose primary input is labor.  In general, technological improvements allow economies to operate more efficiently allowing for growth and prosperity. Technological improvements also increase labor productivity and manufacturers can pay their employees higher wages without lowering profits. Similarly, economic growth and increased productivity increase aggregate real wages. Since labor is the primary input in performing arts organizations technological advancements do not increase labor productivity yet the organizations must pay higher wages because aggregate real wages have risen.  Therefore total costs increase as productivity remains the same and performing arts organizations face an increasing income gap. Commercial performing arts, such as Broadway musicals, can keep the same show for weeks or months spreading out fixed costs. However, high production costs and only enough demand for a few performances make it impossible for orchestra or theatre companies to sustain themselves economically. Baumon and Bowen suggested the only way to keep such organizations alive is through donations and grants.

Paul DiMaggio (1894) considers outside contributions to performing arts organizations a market failure because they lead organizations away from original missions and goals.  Performing arts organizations interact with the market by selling tickets to events. A successful market is when earned income covers total costs and a failed market is when outside contributions are necessary to cover costs.  The market for arts fails if not enough people are willing to pay ticket prices that cover overall costs of production. Market signals point arts organizations in a direction that appeals to a wider audience base and increases earned revenue. Market signals also push towards standardized repertoire. For organizations that wish to expand beyond standardized repertoire grants and public subsidies may not be the answer. While public subsidies, grants and donations are meant to correct market failures they essentially increase arts organizations interaction with the market. This interaction means a better response to public demand and further standardization of repertoire. Often times the original mission of these grants becomes lost in the bureaucracy as earned income becomes the goal and a signal of market success. DiMaggio believes effective arts policy should enable these organizations to interact with the market more efficiently when the market supports the organizations goals, but protect and insulate these groups from market signals that contradict their goals.

3. Expansion and Other Features of Market Failures in Performing Arts
Current literature expands Baumon and Bowen’s theory by suggesting other forms of market failures facing performing arts organizations.  Public goods, also known as positive externalities are other types of market failures associated with nonprofit performing arts.  Public goods suppose the services provided by these organizations produce positive benefits for society that are not reflected in the ticket price. In other words the benefit is greater than the cost of attending. Therefore this extra ‘good’ should be compensated by government support.  Common social benefits linked to performing arts organizations are legacy to future generations, national identity and prestige, benefits to the local economy, contribution to a liberal education, social improvement of arts participants and encouraging artistic innovation
. 

The first public good linked to performing arts is legacy. Investing in cultural activities now will provide the framework for a rich culture suitable for generations to come. Similarly, creating a rich culture now adds to national prestige. Both of these arguments place an inherent value on the type of culture performing arts promotes. Many opponents to public support argue that the art and culture cultivated by performing arts organizations receiving outside support does not represent American culture or contribute to our national prestige. Parts one and two of section III expand upon this social good by exploring the opposing cultures formed by nonprofit performing arts organizations.  
Another social good linked to performing arts are benefits to local economies. Performing arts events draw in tourists and generate income for restaurants, hotels and other local attractions. This creates a ‘multiplier’ effect, where revenue from performances generates more revenue for more businesses. The performers, technicians and local merchants receive an income and use their income at other businesses that use their income for other expenses and so on.  Some economists that tackle issues of government funding for performing arts organizations are skeptical about both these arguments as reasons for public support. For example Tyler Cowen (2006) argues the multiplier effect is not unique to the arts and money would circulate with or without these organizations. 

A final social benefit performing arts organizations create is social capital. Social capital comes from relationships formed through group membership other social networks and increases economic productivity. Transaction costs lower as trust increases amongst group members, allowing greater efficiency in market interactions
.  The effects of social capital are seen through greater market efficiency and economic development, but the causes of social capital remains ambiguous
. Part one of section III shows how and when nonprofit performing arts might create social capital.  

4. Positive Externalities and the New Economy
Other public goods associated with performing arts organizations include social improvements to arts participants and a general increase in creativity. This social benefit can translate directly to an economic benefit. Current research on the 'new economy’, which is driven by information and technology has interesting implications for arts policy. In this new economy creativity becomes an integral asset for employers and employees. In other words creative have positive externalities in the working world. A well accepted definition of creative industries has been offered by Richard Caves. 

Creative industries supply goods and services that we broadly associate with cultural, artistic, or simply entertainment value. They include book and magazine publishing, the visual arts (painting and sculpture), the performing arts (theatre, opera, concerts, dance), sound recordings, cinema and TV films, even fashion and toys and games (Caves, 2001)

According to Kieran Healy (2002), this analytic definition of creative industries separates questions of public support of arts in terms of cultural value from economic value. If the arts are a part of creative industries that add to economic growth, efficiency and productivity public policy towards the arts becomes a question of economics.

Terry Flew (2002) criticizes the narrow scope of Cave’s definition because he does not “differentiate new forms of creative industry . . . from more traditional cultural industries”(8). He believes advocates of traditional public support of performing arts use broad definitions of creative industries in order to further their argument. Flew believes a better route to gain support for creative industries is by examining the relationship between knowledge, innovation and creativity in the economy. 

In a global economy built on information technologies access to knowledge seems unlimited. Once everyone has a standard set of information the knowledge itself becomes less important than what one does with the knowledge. Despite Flews’ criticisms of performing arts as part of ‘creative industries’ section III takes a closer look at evidence for and against this issue. 


4. How the Government Corrects Market Failures
Market failures along with social and economic benefits have led to both indirect and direct government support of the arts. Indirect support comes in the form of non-profit status given to performing arts organizations and financial intermediaries. Nonprofit status allows for income tax exemptions as well as tax-deductible charitable donations. Indirect subsidies provide performing arts organizations with tools necessary to combat certain market failures. Henry Hansmann (1980) argues nonprofit status allows performing arts organizations to engage in voluntary price discrimination. Performing arts organizations can set ticket prices arbitrarily low appealing to larger audiences. Those who are willing and able to pay more do so in the form of a donation. The non-distribution constraint assures donors their money is going to the enrichment of the organization
. Similarly, the donations are tax-deductible encouraging wealthier patrons to donate more. Hansmann argues the reason organizations such as opera and ballet companies are nonprofit is because they need voluntary price discrimination to survive. 

Another indirect subsidy from the government is nonprofit status given to financial intermediaries.  People have incentives to form private and corporate foundations and give large donations to performing arts organizations because of the numerous tax benefits. 


 The government directly supports the arts through grants given by the National Endowment for the Arts (NEA). Controversy over direct government funding of the arts reached its peak in the early 1990’s when grants were still given to individual artists. In 1989 Andres Serrano’s depiction of the cross immersed in urine spurred Congressional debates over censorship and culture in America.  Currently the NEA does not give grants to individual artists but controversy continues to surround public censorship and support of the arts. In response to current debates on this issue, Cowen (2006) evaluates American arts subsidies and offers policy recommendations for the future. Cowen approves of the American system of indirect subsidies because the government can support art and culture without imposing its own judgments or values. Cowen believes the NEA should act as a venture capitalist to invest in projects that would fail without government aid. He sees the system as on overall success for “fostering innovation and creativity” (185). No system will ever be perfect and he finds a number of creative individuals that came from Universities or government funded projects who have added to our nation’s value and prestige, a few examples are George Segal, Aaron Copland and Leonard Bernstein (133).  

III
A Model for Public Support

When analyzing the pros and cons of government support of nonprofit performing arts organizations, one must first distinguish between the ways in which these organizations form. Performing arts organizations formed by demand, like many other nonprofit organizations, satisfy some cultural need of the population but due to market failures cannot independently support themselves. Examples of demand side performing arts organizations include community orchestras and choirs. Direct government support for these types of organizations is justified if enough people receive benefits. Often only a select group of people actually demand the type of arts supported by the government and direct government support of these organizations is not justified. 


The other type of performing arts organization is formed to meet the needs of suppliers. According to Peter Frumkin (2002), the majority of performing arts organizations are formed based on supply-side initiative. Unlike instrumental non-profit organizations whose purpose is to serve some unmet demand for voiceless groups, the demand for performing arts comes from social entrepreneurs ‘searching’ for a creative outlet that appeals to a small group of people where market pressures are removed. The case against public support of supply side performing arts organizations is easier to make because direct benefits are necessarily limited to a small group of individuals.  


The following sections are divided between performing arts organizations formed by supply and demand. Sections one and two show how demand side performing arts organizations help build social capital at the local level. Section three shows how performing arts organizations formed by supply side initiative add to the creative industries building creative capital in the United States economy. 

Government support of performing arts organizations is justified if the benefits to society outweigh the costs. Costs to society include forgone revenues from income taxes of nonprofit performing arts organizations and tax dollars that go towards direct funding. Direct benefits include social capital and national identity built from small community art organizations. Indirect benefits include returns to ‘investments’ in experimental artistic projects that increase creative capital, which becomes vital in the ‘new economy’.

1. Nonprofit Performing Arts Organizations as Creators of Social Capital

Participation in performing arts can increase social capital through networks formed by attending concerts, museums, and arts education. In an effort to widen arts and cultural participation rates in small communities the Wallace-Reader’s Digest Funds formed the Community Partnerships for Cultural Participation (CPCP) initiative. The CPCP chose 10 community foundations to raise and distribute funds to local art and cultural organizations across the United States. The Funds commissioned the Urban Institute to evaluate progress on the initiative after one year of funding local art and cultural organizations
. 

The institute surveyed a random sample of adults from 5 CPCP communities. The questions focused on: individual background information, methods, motivations and venues for participation. Participation was defined as “attendance at live arts and cultural programs and events, donations of time and money to arts and cultural organizations, and pursuit of personal artistic expression”(19). The broad definition of art and culture referred to traditional forms (classical music, ballet, opera, and theatre) as well as popular forms such as “reggae and puppet theatre.” The narrow definition only included traditional forms. The survey found that people participate at much higher rates than previously believed when broad definitions of art and culture are used. 

Using the broad definition the highest participation rate was 84% in the Kansas City Metropolitan Area and the lowest was 55% in Mayfair. Using the narrow definition the highest rate was 67% found both in Kansas City and Humboldt County. Participation increased almost 20% when the broad definition was used, but participation rates remain above 50% for the majority of communities. Participation rates include all levels of income and education. While a higher percentage of college graduates participate in arts and culture, over 50% of high school grads participated as well. This survey serves as evidence against the common belief that art and cultural activities only serve an elite group of upper class people
. 

Many survey participants said a large factor determining their own cultural and art participation was the community building aspect. For example over 60% of the respondents from Kansas City participated because of family or community commitments. Similarly, the survey found strong connections between art and culture attendance and likelihood of volunteering, donating to a charitable organization and other civic or political activities.   Following the logic of Putnam (1993) civic engagement is vital to economic efficiency and development and arts and cultural participation becomes a part of that efficiency.  This survey supports arguments for direct government funding as long as government funds go towards community based projects that respond to market demand. 
2. The Case Against Large Performing Arts Organizations

The Urban Institute study shows how smaller community-based organizations build social capital by encouraging arts and cultural participation. Smaller community groups can cater to consumers needs because administrators and programmers are close enough to respond to signals quickly and efficiently. Unlike manufacturing industries where large factories are better due to economies of scale, performing arts organizations do not produce social capital more efficiently with a few large organizations. 

To illustrate the difficulties facing large arts organizations I investigated programs for the organizations receiving the most funding. In 2003, the top five performing arts organizations that received grants from foundations were the Lincoln Center for the Performing Arts, The Philadelphia Orchestra, the San Francisco Symphony, Performing Arts Center of Los Angeles County and the Indiana Symphony Society. The Lincoln Center for Performing Arts received 117 grants totaling over 15 million dollars, the top fifty organizations all received grants over 3 million dollars
. The Lincoln Center is home to a dozen arts organizations including the Metropolitan Opera, the New York Philharmonic and New York City Ballet. In general the repertoire chosen for these organizations is standard or well known as to attract the most patrons. The New York Philharmonic does not solely program standard, well-known works. In December 2006 the US premier of Adriana Songs by Aiija Saariaho Aiijo was featured with works by Debussy and Sibelius, both well-known composers. Sandwiching new or unknown pieces is a common practice for large symphonies. In general though, in order to fill the halls at least part of the program will consist of well-known composers. 

Similarly, while the NY Philharmonic actively tries to increase participation by exposing youth to classical music forms, the program for the youth concerts consist of Mozart, Haydn and Beethoven. These three composers form a solid base for classical music appreciation but they still represent a standardized repertoire in an attempt to respond to market signals. 

These two examples illustrate how a large arts organization must standardize repertoire to attract large enough audiences. More people attend each concert to see standard pieces and more people are exposed to similar music, but it is harder to state audiences of the NY Philharmonic make networks and connections to build social capital. The audiences are sufficiently large that interactions amongst patrons are scattered and superficial. Similarly, those that are more likely to build social capital are season subscribers who attend most of the concerts. Season subscribers are more likely to be wealthy and all ready belong to similar networks with one another. 

In addition to supporting standardized work demanded by an elite group of people, the amount of money received by the Lincoln Center for the Arts in 2003 exceeded the total annual budget for the National Endowment for the Arts. Grants from private foundations provided the majority of donated funds. For organizations whose budget exceeds a certain amount, direct funding from the government might not be appropriate. Works performed have little to do with American identity, those who benefit are more likely to be those who do not need the extra subsidy, and operating budgets are so large direct government support does not seem vital to the organizations survival. 
Local performing arts organizations that create and sustain social capital at the local level respond to market signals. They respond to the general needs of community members. In effect this response standardizes the performing arts world while creating networks of people. After small networks are formed, it is possible that communities with similar interests and sufficient financial support can join together to form larger networks with other communities. Large performing arts organizations formed in this manner can conform naturally to consumer demand rather than imposed from predetermined ideas of art and culture. Perhaps even some financial problems will lessen as the number of participants increase.  Regardless of the conditions in which large performing arts form, social capital will build along with increased standardization. Social capital is important, but without innovation or progression performing arts organizations promote a stagnate culture of artistic expression. A balance between standardization and innovation is important for any industry and in the performing arts is vital to arguments of government support. 

3. Goals of Arts organizations and links to Creative Industries.

Often arts organizations form to combat large organizations whose repertoire has become too standardized. DiMaggio (1984) found that when one particular type of entertainment became ‘too’ mainstream, a smaller non-profit form took its place. For example "if movies had not killed live theatre as a viable way of reaching the masses, it is unlikely that resident stages, with their more limited commercial but more ambitious artistic reach, would have emerged” (95). In other words theatre groups only began to explore experimental performances once their role as an instrument of mass culture ended. This fact argues against nonprofit arts as building the type of social capital that increases economic efficiency. Networks are formed with the few who participate in innovation but the point of these nonprofits is to work against mass social norms. Organizations that wish to explore beyond market demand form intimate nonprofits whose purpose and mission lies in the suppliers desire to create and explore. 

Why should the government subsidize entrepreneurs who wish to experiment with art and entertainment that has little demand and viability in the market?  Government support is justified because these types of arts organizations are the ones who link performing arts to the creative industries. Grants to arts organizations whose purpose is to expand and progress beyond traditional forms of art and culture serve as an investment to the creative capital of future generations. In the new economy where insight and ingenuity are more valuable than actual knowledge, the return to investment in creative art and culture outweighs the cost.  

Frumkin (2002) suggests a model of donating similar to venture capitalism that he calls Venture Philanthropy. “Venture Philanthropy aims at developing the tools of performance measurement in the nonprofit sector, in order to produce quantifiable social benefits” (139). While Frumkin does not suggest venture philanthropy to donors that support performing arts organizations, the can apply arts organizations that increase creative capital. The return on investments to arts organizations that develop innovative and progressive ideas, is a society with creative and expressive capabilities able to increase productivity and efficiency in the new economy
. 

The next section uses data on recent grants to arts organizations to see where direct government funding is focused. If a significant portion of funding to arts organizations goes towards developing and sustaining creative and innovative endeavors the case for performing arts as part of the creative industries holds.


4. Where does the Money Go? Access, Legacy, or Creativity?
DiMaggio  (1984) suggested “the challenge of the 1980s may be the development of policies to nurture and sustain the underbrush of experimental and innovative cultural enterprises that has merged, without thrusting upon new organizations market solutions inconsistent with their artistic goals” (82). 

Over twenty years have passed and it seems the NEA has followed DiMaggio’s advice. Despite controversy over artistic expression and censorship, a large part of grants from the NEA go towards ‘creative projects’. Since its formation in 1966 the NEA appropriations have risen from 2.9 million to 115.7 million dollars. Funding peaked in the early 1990’s at 175.9 million fell dramatically over the decade and is now slowly rising. 

The NEA gives grants to sixteen disciplines of arts including Arts Education, Dance, Design, Folk & Traditional Arts, Media Arts: Film/Radio/Television, Museums, Music, Musical Theater and Opera. Within each discipline grants are given by category. The categories change from year to year, but in general fall under access to artistic excellence, creativity, organizational capacity, leadership initiative and heritage/preservation. 

Access grants are given to promote and increase creative and cultural opportunities for underprivileged Americans. Outreach and after school programs along with community arts projects dominate grants given in the ‘access’ category. This category gives out dozens of small grants ($10,000) to communities across the nation. These small grants increase arts organizations ability to create social capital as seen by analysis in parts one and two. Grants given to heritage and preservation are usually large and only given to one or two organizations per year.  Organizational grants are not given every year, and also only go to a select few groups. Grants given for creativity often involve projects that support jazz festivals, organizations that combine modern and traditional forms of ‘classical’ music or commission new works by American composers. For example, in 2006 a large grant was given to the American Composers Orchestra in New York who is currently involved in projects that explore connections between technology and orchestral works.

Since the turn of the century grants to ‘creativity’ constituted over 50% of total grants awarded to music organizations, while less than 32% went to access and under 10% to organizational capacity and heritage/preservation
.  Opera and dance grants followed similar patterns as ‘creative’ projects received almost 60% of the funding. By allocating money to progressive and innovative projects, the NEA is ‘investing’ in creative capabilities. These programs might not exist without the grant money, and might not succeed in the market due to the income gap and imperfect information. However they add to the creative mentality that is vital in the emerging new economy.

Just as small performing arts organizations provide a better environment to build social capital, small innovative performing arts organizations provide a better environment to build creative capital. To succeed in the market, small experimental performing arts organizations might sacrifice a certain amount of ingenuity to form one large organization. Instead of a multitude of innovate ideas permeating society, only one or two types of experimental arts will dominate the market. In effect even experimental organizations will standardize for survival. Numerous small performing arts organizations whose purpose is to innovate and expand traditional ideas of art and culture are more beneficial than one or two large organizations that serve the same purpose. 

IV  
Concluding Remarks and Policy Recommendations
Other examples of creative industries classified as performing arts organizations come from institutions of higher learning. The majority of new and progressive ‘classical’ compositions come from universities. Just as professors at Universities take time to research in their area of expertise, professors of music are commissioned to compose modern orchestral works. Many of the most important new compositions for orchestra or wind ensembles are composed in institutions of higher learning subsidized by the government. The most popular example of this phenomenon is Phillip Glass.  

Assuming grants from private and corporations follow a similar model to the NEA, many arts organizations face a problem of funding for administration tasks. While a community art center can create a project proposal to explore media and classical art forms they wont be able to use that grant money to fund regular day-to-day duties of running an art center. Private foundations should focus funding operation costs as well as community art centers to build social capital and national identity. 


Performing arts organizations that generate public goods are formed from and respond to market demands. Public goods generated by arts organizations lead to market failures and justify government support of arts organizations and private donors to arts organizations. Public goods such as national identity and social capital form mostly in smaller, local arts institutions; small institutions then justify need of direct government support.  Large organizations promote excellence in and reinforce traditional forms of art and culture but often individuals who receive the benefit do not require subsidy. 

As local arts organizations respond to market signals art and culture become stagnate and standardized. Social entrepreneurs respond to standardization by forming nonprofit performing arts organizations that explore and innovate beyond traditional art and culture. Current economic analysis sees links between creativity and economic growth. Funding to arts organizations whose mission links it to the ‘creative industries’ is justified as an investment for future generations’ economic prosperity. Progressive intellectual and creative growth is vital to the population of a country whose manufacturing sector is declining and service sector is growing. Factual knowledge becomes less important than how you use the knowledge.


Effective arts policy must take into account the two types of arts organizations as well as scale of operations. Direct funding for ‘access’ and ‘creativity’ should focus on a diverse range of smaller organizations. Unlike the manufacturing industry, grants to large performing arts organizations work against justifications for government support. A balance between grants to demand and supply nonprofits is important to create a pluralism of ideas that add to the social capital and creative forces developed by nonprofit performing arts organizations. 
TABLE 1 – NEA recent grant detail by category for 5 types of arts organizations

	 
	2002
	 
	2003
	 
	2004
	 

	MUSIC
	 
	 
	 
	 
	 
	 

	 
	Grant $
	% TOTAL
	Grant $
	% TOTAL
	Grant $
	% TOTAL

	Access
	$958,000
	22.85%
	$139,000
	3.98%
	$1,110,000
	20.86%

	Creativity
	$2,498,000
	59.58%
	$2,915,000
	83.55%
	$3,185,000
	59.87%

	Heritage/preservation
	$240,000
	5.72%
	$335,000
	9.60%
	$470,000
	8.83%

	Leadershi Initiative
	$157,000
	3.74%
	$0
	0.00%
	$555,000
	10.43%

	Organizational Capacity
	$340,000
	8.11%
	$100,000
	2.87%
	$0
	0.00%

	Music Total
	$4,193,000
	3.64%
	$3,489,000
	3.01%
	$5,320,000
	4.59%

	Total NEA Appropriations
	$115,220,000
	 
	$115,731,000
	 
	$115,800,000
	 

	
	
	
	
	
	
	

	OPERA
	 
	 
	 
	 
	 
	 

	 
	Grant $
	% TOTAL
	Grant $
	% TOTAL
	Grant $
	% TOTAL

	Access
	$141,500
	12.58%
	$410,000
	31.06%
	$260,000
	21.85%

	Challenge America Access
	$160,000
	14.23%
	 
	0.00%
	 
	0.00%

	Creativity
	$723,000
	64.30%
	$910,000
	68.94%
	$790,000
	66.39%

	Heritage/Preservation
	 
	0.00%
	 
	0.00%
	$40,000
	3.36%

	Organizational Capacity
	$100,000
	8.89%
	 
	0.00%
	$100,000
	8.40%

	Opera Total
	$1,124,500
	0.98%
	$1,320,000
	1.14%
	$1,190,000
	1.03%

	Total NEA Appropriations
	$115,220,000
	 
	$115,731,000
	 
	$115,800,000
	 

	
	
	
	
	
	
	 

	Musical Theatre
	 
	 
	 
	 
	 
	 

	 
	Grant $
	% TOTAL
	Grant $
	% TOTAL
	Grant $
	% TOTAL

	Access
	$12,000
	1.20%
	$323,000
	31.15%
	$133,000
	13.85%

	Challenge America Access
	$190,000
	19.08%
	 
	0.00%
	 
	0.00%

	Creativity
	$717,000
	71.99%
	$714,000
	68.85%
	$745,000
	77.60%

	Heritage/Preservation
	$77,000
	7.73%
	 
	0.00%
	$82,000.00
	8.54%

	Organizational Capacity
	 
	0.00%
	 
	0.00%
	 
	0.00%

	Musical Theatre Total
	$996,000
	0.86%
	$1,037,000
	0.90%
	$960,000.00
	0.83%

	Total NEA Appropriations
	$115,220,000
	 
	$115,731,000
	 
	$115,800,000
	 

	 
	
	
	
	
	
	 

	Dance
	 
	 
	 
	 
	 
	 

	 
	Grant $
	% TOTAL
	Grant $
	% TOTAL
	Grant $
	% TOTAL

	Access
	$378,000
	13.12%
	$762,760
	17.25%
	 
	0.00%

	Challenge America Access
	$165,000
	5.73%
	 
	0.00%
	$650,000
	15.66%

	Creativity
	$1,955,000
	67.83%
	$2,677,000
	60.54%
	$2,495,000
	60.12%

	Heritage/Preservation
	$263,000
	9.13%
	$327,000
	7.40%
	$320,000
	7.71%

	Organizational Capacity
	$121,000
	4.20%
	$155,000
	3.51%
	$185,000
	4.46%

	Leadership
	 
	0.00%
	$500,000
	11.31%
	$500,000
	12.05%

	Dance Total
	$2,882,000
	2.50%
	$4,421,760
	3.82%
	$4,150,000
	3.58%

	 
	 
	 
	 
	 
	 
	 

	Total NEA Appropriations
	$115,220,000
	 
	$115,731,000
	 
	$115,800,000
	 


Source: nea.gov
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� See Richard Caves (2000), Kieren Healy (2002), John Howkins (2001) and Steven Jay Tepper (2002) for support of performing arts as creative industries and Terry Flew (2002) in response. 


� For more discussion on the history of Italian Opera see www.grovemusic.com


� For more on externalities see Heilbrun and Gray (2001) pp226-230


� Robert D. Putnam (1993) argues that social capital increases civic engagement, which is a necessary condition for economic development. 


� See Edward L. Glaeser, David Laibson, Bruce Sacerdote (2001) for theory on individual verses aggregate causes and benefits of social capital. I will develop this issue more in later sections. 


� The non-distribution constraint denotes restrictions nonprofit organizations have on distributing revenue to owners. There are no ‘owners’ in effect to pocket any extra earnings. See Hansmann, 1980 for more detail.


� Chris Walker, Stephanie Scott-Melnyk, Kay Sherwood (2002). An earlier study by Goergy Miaoulis (1978) also comes to similar conclusions. 


� Heilburn and Gray, (2001)


� Data Source: The Foundation Center (2006)


� Cowen (2006) also suggests the NEA should act as a venture capitalist to fund projects that would otherwise not exist. For more of Cowens policy recommendations see pp 133-136. 


� See table 1. Data from NEA financial and grant summary reports from 2002-4.
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