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Cultural pessimism is fashionable again. Especially under the influence of the anti-globalist movement, the idea that the market is the enemy of beauty and culture has gained credence. In this view, globalisation leads to uniformisation and the imposition of a corporate culture that is all pervasive and that destroys the local cultures. This thesis has been defended recently by Naomi Klein in her book: Logo. 

In this anti-globalist view, we need something else than the market to save art and culture. But governments everywhere have abandoned their responsibility in the defence of culture. 

This view is now the prevalent one among anti-globalists, and has a great influence. In my lecture I will present an alternative view in which I will try to define the role of the market and of the state in the arts. 

I am going to talk about art as an economist. Thus do not expect a lecture on the essence of art, or the importance of art in our lives. I do believe that art and culture are very important. At least they are in my life. And I am sure in many of your lives. 

What I am analysing here are the following questions: 

· How can we make sure that art with value is being produced? And how can we guarantee best that many people can enjoy it? 

· Are there certain economic systems that make this easier, and others that complicate this production and consumption of art?

·  In other words my quest as an economist is to analyse how artists, and art are selected. 

We have to start from the basics, however, and analyse what we mean by the value of art. What is the economic view of the value of art? Let’s start with the value of goods and services in general. 

Economist use two principles in their analysis of the value of goods and services: 

· A first principle is that the value of things is not determined by the producer but by the public (the consumer). What I mean is that despite the fact that most of the energy and the creativity in fashioning a product comes from the producer, the ultimate decision about the question of whether this product is a good one is made by the consumer (the public). 

· A second principle is that the public decides whether something has value by his/her willingness to pay for these things. Goods and services for which nobody is willing to pay for have no value, even if much energy and labour has been put in the production of these things. This also means that goods and services have no intrinsic value. There is no value that is separate from the judgment of individuals that form the public. This view is very close to the view propounded by the great Greek philosopher, Protagoras, who said that man is the measure of all things. 

Many people object to this view. For these objectors there is value that is independent from the judgment of people. I will reject this view. If we accept this view we have to refer to extra-human judgment. This brings us in the sphere of religion; and this does not seem to be a good basis for rational decision making. In addition, religion can easily be exploited by humans to claim superior insight about the value of things; insight that is usually non-existent.

There are problems with this view of the value of things. Let’s list them
· The income distribution is very uneven. As a result the preferences of higher income people have a higher weight in determining the value of things.

· The willingness to pay criterion cannot easily be applied to Collective goods. The essence of a collective good is that it is difficult to exclude individuals from enjoying the collective good. A typical example is a city park. It is difficult to exclude people from enjoying the park. Of course one can build a fence around the park and let people pay to enter. But this is often quite impractical. 
The difficulty to exclude has an important implication, called free riding.  I may like the park very much but I may speculate that the others who also like it will pay for maintaining the park, so that I do not have to pay. My willingness to pay then does not truly reflect my preferences. It will not be a good criterion to know how people value the collective good. This problem also plays a role in the arts as I will argue later.  

Can we apply this economic reasoning to value of art?

I pretend we can. I’ll use the same two principles:

1. The value of art is not determined by the artist (producer) but by the public (the consumer). Again this does not deny that the creative process comes from the artist. What this means is that the decision whether or not we will call the artistic object produced by the artist great art comes from the judgment of the public. It is because the public continues to enjoy Rembrandt that we continue to call this painter a great artist. 

· The public decides that something has value by his/her willingness to pay for art. If I like a painting, or a book because it gives me aesthetic pleasure I will be willing to spend part of my income to enjoy these works of art. Conversely if nobody is willing to give up a fraction of his income to acquire these works of art we must conclude that nobody attaches value to this art. Those who claim the contrary must them be willing to pay for it. If they refuse, we are in a position to claim that for this group of people that art has no value. 

Let me now discuss Possible objections one can formulate against this value theory.  Some are serious, others are less so. 

The Willingness to pay is only a very imperfect measure of the pleasure we have from art. This pleasure has many dimensions and is much more sophisticated. This is undoubtedly correct. What I mean, however, is that the willingness to pay, how imperfect it can be to measure our satisfaction from art, can be used as a means to select good artists. In fact I will claim it is the best possible means available.

The inequality of incomes has as an effect that the values in art will reflect more the preferences of higher income people than those of lower income people. How can we make sure that the lower income classes have greater weight? This is an important question to which I will return. 

Art can have collective aspects. We defined what that is earlier. We now know that if art has a collective good component the willingness to pay test does not reflect the true preferences of individuals, and we will need another method to determine the value of art. Let’s take the example of the architecture of a city, like Sienna.  One cannot easily exclude people to enjoy its beautiful streets and buildings. As a result, many people will not be willing to pay for the maintenance of the city, speculating that others will do. Many people will free ride. As a result, insufficient funds will be employed to maintain the beauty of that city. There will be less of these collective goods than people actually want. 

How to solve this problem? We can introduce the government and let people decide by majority voting. If there is a majority, then we force everybody to pay the taxes needed for the collective good. The ugly thing about this solution is that we have to force people to pay, even if they don’t like the collective good. 

There is a further complication. There are few pure collective goods in art. Let me take the example of the opera. There is a collective good aspect in opera, i.e. the prestige of having a great opera house in the city, the incentive it gives to the local population to follow opera. At the same time a large part of the joy of opera is restricted to those who actually visit the opera. They probably get most of the benefit. Shouldn’t we then not ask them to pay for this satisfaction instead of forcing the taxpayer to food most of the bill as is done today in most European countries who heavily subsidize opera?

From this discussion one can already conclude that there will be some need for government intervention to tackle the problems of income inequality and collective goods.  

Before going on, let’s clear some possible misunderstandings that my theory about the value of art may create. 

· I argued that artists create, but that it is the public that selects, that decides who will be called a great artist. Does this mean that the artist must slavishly follow the preferences of the public? The view that I defend here is not in contradiction with the view that the artist creates, develops new ideas and modes of expression. He will even have a lot of satisfaction in doing so. However, we will call this artist a great artist if he succeeds in convincing a public, which is willing to accept these new artistic views. The artist who fails to find such a public will be forgotten. It is as if he has never existed, even if he had the impression he did great things. 
The fact that many artists never actively solicit the support of a public is irrelevant. It is still the public, which will decide what has value and what has no value. 

· Does the theory that the public decides about the value of art mean that the cultural elite does not play a role? Not at all. The elite of artistic experts is of great importance in informing the public, in propagating its views. Quite often a minority can influence larger public; but it remains this public, which filters and which decides. 

The view that I defend here has been the predominant one in history. Artists have always had to abide by the preferences of the buying public or sponsors. Since the romantic period, this has been turned around and the artist has been elevated as the only person capable of judging what is of value. We now experience a movement back to the pre-romantic situation. 

The art and the market

In a market demand and supply meet. This interaction of demand and supply leads to a particular amount being sold at a given price. This price reflects the minimum value the consumer attaches to the good or service. Those who value the good less than the market price don’t buy. Those who value the good more than the market price, buy it. This means that a lot of buyers give a greater value to the good than the price in the market. This difference between the subjective value attached to the good and the price is called the consumer’s surplus. 

This phenomenon is very important in art. Take the book market. I am a great fan of Saramago, the Portuguese Nobel prizewinner. I can buy his latest book in the bookstore for € 15. Surely I would be willing to pay more for the joy I have from reading his book. The nice thing about the market is that I would be willing to pay more than the market price. 

Nevertheless the market system provides for a practical application of the willingness to pay criterion that we discussed earlier. It makes sure that only those works of art will be selected for which people want to pay. 

What are the characteristics of this market solution for the arts?

· Artists are competitors in the market place. The successful artist will be the one who is capable of convincing a public to spend part of its money to acquire a piece of art. This does not mean that the artist must slavishly follow the whims of a public. He will often innovate. His challenge however is to convince a public of the value of what he is doing. 

This competition between artists which is inherent in the market model has important effects. First, it leads to a strong incentives to innovate, to look for new modes of expression. This has given a tremendous dynamism of change in the arts. 

Second, competition also leads the artist to look for a niche in the market, i.e. a public that is receptive to his ideas. Since there are great differences in aesthetic preferences in the large public, this means that in a market system there will be great diversity in artistic expressions. 

· The market is a selection system based on trial and error. It lets everybody try who thinks he has an artistic message. Literally millions do. Many fail, in the sense that they do not find a public willing to spend part of their income. But many others succeed. 

There is a great myth about this selection mechanism inherent in the market, i.e. the poor artist who is not recognised and lives in great poverty (cfr. Van Gogh). The facts however are very different. In a famous study Pommerehne has analysed this and found that most great artists that are recognised as such today were also recognized in their time and paid very well in the market. 

· The market also leads to a great inequality of income among artists. This has to do with two features of the art market. First, in many markets there are economies of scale. Take the book market as an example. The effort of the writer of a book is independent of the number of people who will buy the book. In addition, much of the cost in producing the book is a fixed cost, independent of the number of books sold. Second, consumers are willing to pay a little more for more quality. As a result, the artist who provides just a little more quality, can capture a very large part of the market. He can become extremely rich. The sub top gets only a tiny fraction of the market, and makes much less money, although the difference in quality may be very small. Thus the art market has features of what is called the winner-take-all contest.  This feature also exists in sports. It leads to extreme inequality of income. It also leads to a situation where only a few artists dominate the whole market. The impression then arises that the market leads to uniformity. I’ll come back to this problem. 

Thus, the market model both creates a dynamics leading to uniformity and to diversity, as I have argued earlier. 

· Finally, the market system has made it possible to spread the arts in a wide public. The market system has brought great technological changes that has made it possible for great works of art to be produced cheaply and to be made affordable for a large public. A wide public now has at its disposal at home the whole of the world music production; the public can enjoy literature and visual arts (in the form of cheap reproduction at home). Never has the public have access to such a large choice of artistic production as today. In the past, only the rich could enjoy the arts. Thus the market has made possible an extraordinary democratisation of the arts. 

Despite these successes many have the feeling today that the market is no good. This criticism has always existed but has become more forceful recently in the context of the anti-globalist movement. We will deal with this criticism now. 

The market has many enemies 

What are the points of criticism levelled against the market model?

Commercialisation of the art.  In the market model art is for profit. Can this lead to true art? This criticism has become very vocal recently as a result of the anti-globalist movement. As I mentioned in my introduction, according to the anti-globalists the market, and especially the global market, leads to increasing uniformisation. It also leads to the elimination of local cultures, and thereby threatens the cultural variety that exists in the world. 

Is it true that globalisation will replace the local cultures by one global corporate culture as is claimed by Naomi Klein in “Logo”? Let’s analyse the effects of globalisation on culture and the arts. 

There are two opposing effects of globalisation. 

1. Globalisation increases the size of the markets, thus also the size of the art markets. As argued earlier, in many art markets there are economies of scale (example: Pavarotti can now sell his CDs to hundred of millions of people; the same is true with books, movies; thus the fixed costs of development and advertising can be spread over large amounts; as a result large advertisement campaigns can become profitable). Only a few can get to the top. Those who do, earn vast amounts of money. Those that have success are not necessarily much better than the others. They won in a winner-take all contest. This leads to uniformisation and the fact that the top successes are everywhere the same. There is no doubt that by increasing the size of the markets, globalisation reinforces these effects of the economies of scale, and creates a truly global culture where only a few top artists find a place. 

There is a positive side to this. It also brings people together. But I will not dwell further on this theme. 

2. Globalisation (and the technology that drives it) has an opposite effect that increases differentiation. It does this in several ways. 
First, it lowers the cost of entry into the art market. Take the musician who now can make his own CD and spread it through Internet. 
Second, the individual consumer of art with very special interests can now more easily than before link to a network of people with likewise special artistic interests. Thus the new technologies that have also made globalisation possible make it easy to create many special cultural niches, than can be large enough for artists to find a public. Contrary to the past these special interest networks are not regionally constrained.

Thus, globalisation leads to both uniformisation and diversification. It leads to uniformisation in that it makes it easier for top artists to get a global audience. These top artists become extremely wealthy. At the same time it promotes differentiation of special cultural interests through the ease of communication. What is true is that globalisation puts under pressure the cultural groups that are local in origin. 

There is a paradox in globalisation that can be expressed as follows. A traveller today wherever he goes sees the same icons of the global culture. This creates the impression of a uniform world culture. A traveller in the past would have seen a lot of diversity when travelling from one city to the other because of the lack of communication. 
But now let us concentrate on the people who do not travel. Today these people have a vast choice at home:  they can choose among a vast array of literary traditions from all over the world.  The same is true with music, visual arts, food, etc. The people who did not travel in the past, and this was the vast majority, had very little choice in terms of artistic and culinary enjoyment.  

A second criticism levelled against the market model has to with expertise in the Arts. Artistic products are often experience goods. In this sense they are like wine. You have to taste wine before you can know whether it is good. In addition, you need a lot of experience and knowledge to determine what is good and what is not. Is there a danger that in a market system these artistic products will be undersupplied, and that instead the easy and accessible artistic output will be made available? 
I do not think so. Again both will be available. The easy stuff for a large public; and the more sophisticated stuff for smaller audiences. 

A third criticism relates to artistic experimentation. Critics say that experimentation cannot survive in a market? In order to see the merit of this criticism, let’s first analyse the problem. 

Somebody with a new idea will have to convince others to give him money to do his experiment. During the experiment there is usually no income. Can the artist in the market find the money and develop his or her ideas? 

There is a real problem in the market model in that the artist in contrast to a firm cannot put down collateral to obtain a loan. How can we solve this problem?

For the established artist this is usually no problem. For the beginning artist, this can be a serious problem.

Thus there is a role here for government action to make it possible for young artists to start a career. The instrument can be a system of fellowships, or subsidised loans.  

The fourth problem has to do with the existence of collective goods 

Let us take our example of  the architecture of cities again.  We know that the market will typically put low weight to this. In a market system we are likely to have very ugly cities, in contrast with the beauty of the inner decoration of houses and private gardens. 

How can we solve this problem? Some of it can be taken care of by sponsoring. Rich capitalists like to obtain social recognition by spending part of their income on a nice building fore everybody to see. 

Sponsoring alone will not be sufficient to give an artistic look to our cities. Government investment and subsidies will be necessary. Thus I see a second major role for governments: That is to provide for the funds for improving and maintaining the beauty of our cities. 

My claim is that this argument of collective goods cannot easily be applied to other forms of art like painting, literature, theatre, opera, however. We can easily apply the exclusion principle in these forms of art. The joy of these artistic expressions goes mainly to those who actually consume these forms of art. It is therefore perfectly possible to make those who visit the theatre, who want a painting or a book, pay for the joy of having these works of art. 

What people who want to subsidise often have in mind is another argument than the existence of collective goods. Economists have called this the  merit good argument. Here the view is that the public does not know what is good and bad. An elite knows best and should therefore decide and subsidise these forms of art that the consumers neglect. There is a lot of paternalism in this argument. 

I reject this argument. I have an optimistic view. There are many knowledgeable people in the public capable of discerning what is good and bad. 
Even if the merit good argument were true, there is a practical problem. How do we make sure that those who are knowledgeable are given the power to decide? It is unclear that these independent experts will survive the struggle to get in the place where power is concentrated. 

The fifth criticism against the market model has to do with income distribution. There is no doubt that the application of the rules of the market gives a higher weight to the preferences of persons with a high income than to persons with low income. As a result, the art that is produced in a market system reflects the preferences of the high-income classes more than it does of the low-income classes. There is thus a problem. And there is an argument to redistribute income to the lower classes. One should have no illusions about this though. The redistribution of income has its limits, and it will not make it possible for the lower income classes to hang a painting of Roy Liechtenstein in their living. 
But let me qualify this problem of income distribution. As I argued earlier, the market has been extraordinarily successful in making art and culture available to the lower income classes. Most people in our society can, if they like, have at their disposal the literary achievements of the whole world at an affordable price, they can listen to all the music of the world in their living rooms at cheap prices; they can hang copies in their houses of the greatest paintings ever created. They can enjoy culture and art better than the rich could in the past. The market has led to an increasing democratisation of the arts. 

This has led to a problem for the elite that has been analyses beautifully by Bourdieu, who died recently. This French sociologist argued that the elite uses art to distance itself from the public at large. Since the market has made art more accessible to the masses, the elite shifts its preferences. In fact it will have a tendency to look down with disdain to the art enjoyed by the masses and will stop labelling this popular art “art”. This then leads to the view that the masses do not enjoy real art, and that what they get from the market is inferior. In this way of seeing things, the market will never produce true art. 

The final criticism against the market model has been raised in the context of the difficulties the performing arts experience in many countries. The problem of the performing arts has been analysed by a famous economist William Baumol. It has been called the Productivity problem in the performing arts. It can be explained as follows. It takes the same time and the same number of actors today to produce Hamlet as it was 400 years ago. In other words the productivity in theatre has stagnated for many centuries. At the same time the productivity in many other sectors has increased phenomenally. This has led to large increases of the real wages in the sectors where productivity has increased. 

All this puts the theatres in a dilemma situation. Either, the theatre pays the same high real wages as those that apply in the high productivity sectors. This means then however, that the price of a theatre ticket will increase much faster than the price of other goods and services that profit from high productivity increases. 

Alternatively, the theatres pay the same wage to the actors as in the time of Shakespeare. But in this case actors become the poorest members of society. Few individual will be attracted by such a prospect. 

In both cases theatres have a problem. This has led Baumol to conclude that theatres need government subsidies to survive. In a market system the performing arts will just disappear without these subsidies. 

I have difficulties with this analysis. The difficulty comes from the fact that the productivity problem of the theatres exists in many other parts of the service sector. Take the barber who has the same productivity problem: it takes about the same time to cut my hair today as it did to cut the hair of my forefathers.  Yet barbers survive without government subsidies. Why? The counterpart of the productivity increase is that incomes increase allowing consumers to pay for the higher prices of these services. This is why the barbers survive. This is also the reason why theatres can survive if they are willing to produce theatre for which a public exists. The best examples of this is the thriving theatres in London and New York, most of which survive without taxpayers money.  

My conclusion from this analysis of the many objections to the market model for the arts is that some of the objections are not to be taken seriously. Others, however, are very serious, and require government action.

What then should be the role of the state? Where should the government focus its action? I have identified three areas where government intervention is important to correct for the failures of the market. 

· Collective goods: I have argued that there is an important responsibility of the state in maintaining and promoting the aesthetic value of our cities. 

· The market finds it difficult to give a fair chance to young artists, who have not yet established a reputation. This is the second area of responsibility of the state. How to stimulate innovation and experimentation? Here is a list of possible actions by the government.

· seed money for new artistic productions

· fellowships for young artists;

· subsidies for the your consumers

· more generally improving the educational system both for the people who want to become artists and for the public at large.  

· Income distribution. Although I have argued that this problem will never be solved satisfactorily, there is still something that can be done. For example, there is a case to be made for cultural checks for the poor, so as to make the access to the arts (in particular to the performing arts) better.

I want to conclude this lecture by a Case Study of the  Performing Arts. It is a case study of How not to stimulate the arts. 

In most European countries governments are heavily involved in the subsidy of the performing arts. In fact the largest part of what European governments spend on the arts goes to the performing arts (theatres, opera, dance). It is not untypical that 80% or more of the operating budgets of theatres and operas come from state subsidies. What has been the effect of such large scale subsidies?

Subsidies are granted by committees of experts, highly educated. These have very esoteric preferences and inevitably enforce these preferences on the theatres that depend on the subsidies. As a result, theatres produce very intellectual pieces that can only be understood by people with a university degree. The result has been dramatic. The popular classes have left the theatre houses. Now only highly educated people visit theatres. The effect has also been to marginalize the subsidised theatres. Instead of a popular culture, which was the aim of the official policy, it has become a highly elite form of culture. This cannot be the aim of government action.

My proposal to deal with the performing arts is the following. Let me accept the view that countries and cities want to maintain this art form and which to subsidise it. The government then announces to the theatres that they will get a subsidy per ticket sold. At the same time the government sends home the committee of experts who up to now took the decisions of which theatre gets what. In my proposal we hand over this power to the public at large.  The result of such a reform would be that the theatre directors will have to find a public that will be willing to come to the theatre. 

My case study illustrates how the division of labour between the market and the state should be organised. The market (the public) is good at selecting winners and losers. Governments are typically not well placed to do so. 

In contrast, governments can create an environment conducing to creative expression by stimulating education, by subsidising the consumption of art for the young, and by providing for collective works of art. 

Thus there is a place for both the market and the state to make sure that the best possible art is created for the enjoyment of the largest number of people. 
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