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1. Warring Perspectives

G

any of my conservative and libertarian friends find government

funding for the arts unacceptable. They note that after the so-
called “Gingrich revolution” of 1994, “we were not even able to get rid
of the NEA.” They speak of the NEA (National Endowment for the
Arts) as the lowest of lows, the one government program that has no
justification whatsoever. If such an obvious basket case could survive a
conservative Republican Congress, how we can ever hope to rein in
government spending?

Most of my arts friends take the contrary political position. They as-
sume that any art lover will favor higher levels of direct government
funding. To oversimplify a bit, their basic attitude is that the arts are
good, and therefore government funding for the arts is good. They find
it difficult to understand how an individual can appreciate the arts
without favoring greater public-sector involvement. They lament how
American artists are underfunded and undervalued by the state, rela-
tive to their western European counterparts.

Why are the two sides to this debate so far apart? How can two
groups of people, each well intentioned, look at the same world and
see such a different reality?

That people so frequently disagree is a quandary for social science.
We might expect that when a person encounters a disagreement with
someone, he or she recognizes that the other person, if sufficiently in-
telligent and honest, is as likely to be right. To paraphrase Garrison
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Keillor, we cannot all be in the top half of our peer group with regard to
wisdom, and presumably we realize this. Furthermore our disputants
often have superior training, experience, or raw intelligence. The real-
ity, however, is that convergence of opinion is rare on most political is-
sues. Policy disagreements usually persist, and often deepen, when the
individuals engage in sustained personal dialogue. Furthermore the
presentation of evidence and the citation of expert opinion usually fail
to resolve the dispute.

I write with one foot in the art-lover camp and with another foot in
the libertarian economist camp. I try to make each position intelligi-
ble, and perhaps even sympathetic (if not convincing), to the other side.
[ try to show how the other side might believe what it does, and how
close the two views might be brought together. Furthermore, I use the
fact of persistent disagreement as a kind of datum, as a clue for discov-
ering what the issues are really about.

Except for the 1990s squabbles over the NEA, serious political dia-
logue on arts policy has simply not taken place. Presidential and con-
gressional candidates prefer not to devote their attention to the issue,
except for previous attempts to attack a few controversial grants.

[ try to steer the arts policy debate away from its previous focus on
the NEA. More significant questions concern the use of our tax system
to support nonprofits, creating a favorable climate for philanthropy, the
legal treatment of the arts, the arts in the American university, and the
evolution of copyright law. I also seek to recast the debate over direct
funding of the arts. The central issue is not, as many people suppose,
how much money a given governmental agency should receive. It is
hard to generate consensus on a question of this kind. Instead a more
fruitful inquiry involves what general steps a government can take to
promote a wide variety of healthy and diverse funding sources for the
arts. For instance should we look more toward direct subsidies or indi-
rect subsidies?

Most of all, arts policy is a window onto how the United States sup-
ports creative endeavors. It is commonly believed that we have no arts
policy, and on one obvious level this claim is true. No central cabinet-
level ministry plans the development of the American arts. At the same
time, American governments, at varying levels, have done much to
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support creative enterprise. The American model arguably mobilizes
government more effectively than do many of the European models
for arts support. We are further from artistic laissez-faire than is com-
monly believed to be the case.

I will argue a case for the American system, at least once it is prop-
erly understood. The American model encourages artistic creativity,
keeps the politicization of art to a minimum, and brings economics and
aesthetics into a symbiotic relationship. That being said, the model
is not necessarily preferable for all other countries, especially those
that trade with the United States and already reap benefits from the
American system. Furthermore I do not think it possible to defend
each and every aspect of American arts policy. My defense of the
American system focuses on the most general features of that regime —
capitalist wealth, competitive markets, decentralized and diverse sources
of financial support, and indirect subsidies. In the final chapter I also
will suggest some means for improving the American system. Insofar as
we wish to use direct subsidies, we should restructure them to encour-
age greater innovation and a greater degree of decentralized support
for the arts.!

Finally, arts policy brings into relief critical questions in both policy
evaluation and political philosophy. Man is not just a thinking being;
he is also an imagining being and a creating being. Cultural policy fo-
cuses our attention on how we resolve potential clashes between eco-
nomic and aesthetic values. Here more than just the arts is on the
table. Our ability to reconcile economic and aesthetic values is a gen-
eral prerequisite of rational policy evaluation.

Moving to yet larger questions, we cannot have a coherent political
philosophy without bridging the gap between economic and aesthetic
perspectives. For instance critics charge that liberalism cannot satisfy
the higher aspirations of the human race. They compare liberal gov-
ernment to an innkeeper who looks after his guests but otherwise has
little to offer in the way of vision or a common loyalty. On the interna-
tional scene, the United States is often seen as a military and economic
behemoth, but as lacking in concern for cultural values or beauty. I
wish to put this picture to rest, and to reclaim America’s rightful role in
offering a liberal vision for beauty and creative human achievement.
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I will use arts policy to begin a new sketch of a liberal state. The
public sector can encourage a proliferation of diverse cultural outputs
and in that regard offer a rich menu of life-enhancing options. At the
same time, we do not have to abandon the values of free speech and
neutrality across (noncoercive) competing lifestyles. All this can be
done in a manner consistent with prosperity and other economic ob-
jectives. A state—in particular the American state—can be involved
with matters aesthetic without losing its liberal character. We also will
see that, counterintuitively, a rich diversity of artistic achievement is
compatible with the ideas of cultural centrality and the use of culture
to bind a polity together.?

Since the potential clash between economic and aesthetic perspec-
tives is our central motivating concern, let us now turn to it more di-
rectly. We will look at policy evaluation at the microlevel, and then
throughout the course of the book build back toward larger visions.

Aesthetics and FEconomics

Neither the aesthetic approach nor the economic approach can stand
alone as a tool for evaluating policy. Rather than try to elevate one ap-
proach at the expense of the other, I will look for policy recommenda-
tions that might reasonably persuade a person who assigned some va-
lidity to each perspective —economist and aesthete —at the same time.

The economic approach seeks to give consumers what they want.
Many people watch The Sopranos, but few come home and pick up
James Joyce’s Ulysses after a day of hard work or even after a day of easy
work. A book does not have to improve on successive rereadings if it
will be read only once. Consumers care mostly about fun and conve-
nience. A survey indicated that 46 percent of Americans would be un-
willing to give up television for the rest of their lives in return for a mil-
lion dollars.?

More technically, I define the economic approach in terms of stan-
dard microeconomics and Paretian welfare economics. Economists
measure value in terms of willingness to pay or willingness to be paid.
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The aesthetic approach favors products that will “last the ages.” It
points our attention to study-intensive classics and canonical works. It
is harder to point to a single canonical presentation of the aesthetic ap-
proach, but I define the aesthetic view as suggesting that quality cul-
ture has intrinsic value. Matthew Arnold wrote that “culture is, or
ought to be, the study and pursuit of perfection; and that of perfection
as pursued by culture, beauty and intelligence, or in other words,
sweetness and light.”*

Under the aesthetic approach the notion of a just and beautiful soci-
ety is prior to the value of satisfying individual preferences. Often a vi-
sion of “cultural democracy” is paramount. Art has elevating and de-
velopmental powers, and in this view all democratic citizens have a
right to such experiences. Government is seen as capable of carving
out a realm for human education and freedom, removed from negative
commercial pressures. Without irony Hans Haacke wrote: “If culture is
to remain free, we taxpayers must be ready to finance it!”

Under the economic approach, high art is simply another minority
taste and holds no special normative status. The economic approach
treats the critic as simply another consumer, albeit with different intel-
lectual and material endowments. A particular critic may be a con-
sumer with time on his hands, an academic job, and special training in
the classical piano repertoire. For the economist, this point of view is
no more privileged than that of the consumer who works two jobs, has
three small children, and never finished high school. Willingness to
pay, rather than social standing, education, or any other variable, deter-
mines how much a person’s preference is to be weighted. Along these
lines, one study found that the American public had more respect for
bus drivers and baseball players than for art critics (or poets, ballet
dancers, or professional actors, for that matter).®

Often critics include popular culture in their canons. But they still
judge popular culture from the perspective of a critic, rather than from
the perspective of a consumer. These critics are trying to invest popular
culture with the same qualities they have found in high culture. The
critical commentary on Seinfeld, for instance, does not pursue the
form that fan discussions of the show would take, such as who is
the funniest character, whether Jerry and Elaine should reestablish a
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romantic relationship, or whether Kramer will get a job. It is possible
to publish an academic article on “the postmodern in Seinfeld,” but
not on whether Elaine should have split up with her last boyfriend, al-
though the latter is of greater concern to most of the show’s viewers.

By siding with the consumer point of view, economics serves as a
radical attempt to demystify the perspective of the critic. That is one
reason why critics do not like the economic approach.

The Problem of Commensurability

The aesthetic approach has a hard time making aesthetic values easily
commensurable. It is difficult to decide whether Shakespeare’s Hamlet
is better than his King Lear, and even harder to persuade others of our
decision or define what such a ranking would mean. How many
Gershwin songs sum up to a Shostakovich symphony? Is a Haydn string
quartet better than a Hemingway short story? How does a Blake poem
compare to a modern ballet performance? When evaluating a govern-
ment policy or a cultural era, do we look at the peaks that result, the to-
tal amount of art, or some weighted average of the two?

The average quality of output provides an inadequate standard of eval-
uation. The majority of artistic projects are commercial and aesthetic
failures, regardless of the source of funds, the political system, or the time
period. We care more about the successes than about the fate of every
cultural undertaking. Similarly, we cannot judge government funding,
or laissez-faire for that matter, by looking at the median or typical project.
Anecdotes of failure can easily mislead. We should not be surprised if a
particular system produces much junk and offensive material.

The most common benchmark uses “peaks” to compare one culture
to another. Government funding is praised, for instance, for having
supported Bach, Veldzquez, and Edmund Spenser. The same invoca-
tion of peaks has been used to compare “the moderns” to “the an-
cients.” We might ask what modern composer compares to Beethoven
or what modern poem measures up to Homer’s Odyssey. Or we might
ask, “Which age has produced the best symphony?”



Warring Perspectives 7

Yet the peaks standard demonstrates a potential bias against the mar-
ket and prejudges significant, and open, aesthetic questions. Why
should the greatness of the best composer, or the best poet, be the rele-
vant unit for judging a culture? What if one culture (modernity?) pro-
duces lesser creative titans but produces many more of them? How are
we to weigh the quality of the peak versus quantity of the total?

It is also an open question what is the right unit for judging a peak.
Instead of looking at the highest peaks, we could judge an era by how
good its “one hundred best composers” are, or by the aesthetic worth of
its “best five thousand hours of music.” Or consider a peak of a different
kind: “How many excellent musical genres does an age have?” By these
standards, contemporary times fare better, vis-a-vis the era of Beethoven,
than if we just compare the best composer from each period. We have
many talented composers today, in many different musical fields, even
though today’s best composer is not the equal of Beethoven.

Why the focus on a single artistic work and its greatness? Mozart’s
Don Giovanni has musical beauty, terror, comedy, and a sense of the
sublime, making it a favorite of opera connoisseurs. But what if con-
sumers draw their comedy from one work, their terror from another,
their beautiful music from yet another, and so on? Artistic peaks typi-
cally bundle qualities together. Yet arguably a world with unbundled
qualities is superior, since it allows consumers to pick and choose how
much of each quality they want, and from which source.

We cite “peaks” when making an aesthetic assessment because they
are relatively easy to observe and talk about. Few individuals know
much about eighteenth-century culture except for its peaks. But the
peaks standard remains incomplete. The notion of a peak does not cor-
respond to how much aesthetic value is produced in an era or to how
much that value is enjoyed.

The economic approach, whatever its weaknesses, has one major
virtue. It makes aesthetic values commensurable, at least in principle.
Individuals” willingness to pay gives us a standard, however crude, for
how many Gershwin songs are worth a Haydn string quartet. So if indi-
viduals, taken collectively, are willing to pay $100,000 for a new Haydn
recording, and $200,000 for a new Gershwin recording, the economic
standard judges the Gershwin disc to be worth more. The economic
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approach rejects the dominance of aesthetic peaks per se. It looks in-
stead at how much total value is produced, again as measured in mon-
etary terms. Money is not all that counts, but all things that count are
measured in terms of money.

The economic method therefore offers a practicable response to the
awkward questions of how to define peaks, or how to weight quality ver-
sus quantity. This relatively straightforward approach to commensura-
bility, no matter how much it horrifies the art purist, means the eco-
nomic approach will be invoked repeatedly to adjudicate disputes.
Analogously, philosopher and economist Henry Sidgwick argued that
utilitarianism, whatever its apparent failings, was the only philosophy
that could sensibly weigh competing values at the margin. Economics,
a modern form of utilitarianism, offers a similar property. Perhaps the
economic approach will be battered with telling and persuasive cri-
tiques. Yet it will reemerge in some form to address commensurability,
even if it does not reign as the sole standard for judging policy.

The economic approach also holds a core of common sense at its
center. Art lovers sometimes write or talk as if economic costs do not
matter. They tend to evaluate regimes in terms of the quality of the art
that is produced, without considering the opportunity costs of that art.
More and better art is equated with a better society. We are never told
how many bags of potato chips, or how many antipoverty programs, we
should sacrifice to receive another great artistic performance, or how
we might hope to find out such an answer. The economic approach re-
flects the view of the common man that art is not everything, or even
the most important thing.

On the negative side, the economic approach considers only a lim-
ited range of values, namely those embodied in individual preferences
and expressed in terms of willingness to pay. This postulate is self-
evident to many economists, but it fails to command wider assent. It
wishes to erect “satisfying a preference” as an independent ethical
value but is unwilling to consider any possible competing values, apart
from preferences. It is hard to see why nonpreference values should
not be admitted to a broader decision calculus.

Typically economists retreat to their intuition that satisfying prefer-
ences is somehow “real,” and that pursuing nonpreference values is
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religious, mystical, or paternalistic. The rest of the world, however, has
not found this distinction persuasive. They do not see why satisfying
preferences should be a value of special and sole importance, espe-
cially when those same preferences may be ill informed, inconsistent,
malicious, or spiteful. The decisions to count all preferences, to use
money as the measuring rod, and to weight all market demands equally
must themselves rely on external ethical judgments. For that reason,
the economist has no a priori means of dismissing nonpreference val-
ues from the overall policy evaluation.

Fconomists often accuse other methods of policy evaluation of pa-
ternalism, but this is more of an ad hominem attack than an argument.
It is paternalism to force an alternative on society that nobody wants, or
to force an individual to do something against her will. It is less clear
why it is paternalistic to use nonpreference-based values as “tiebreak-
ers.” What if social preferences do not themselves suggest a clear or
nearly unanimous rank ordering? Why is it so unreasonable to look to
other values to resolve deadlocked preferences?

F.conomists have long treated merit goods as a kind of “add-on” to
standard cost-benefit analysis. That is, we stick with standard cost-
benefit methods and simply add on a value for the relevant merit good.
By definition, a merit good is of greater value—for intrinsic reasons—
than is reflected in individual preferences. This procedure, however,
requires a common understanding on the relevant value trade-offs. It
also requires that noneconomic values be squeezed into the economic
framework. Many art lovers wish to keep the idea of the merit good but
jettison the underlying economics.”

Some economists prefer contractarian ideas, to derive unanimity at a
broader level of social choice. Yet we must specify what information
and values people will have “behind the veil,” thereby also determing
what they would choose. We first need some prior theory of what is
right, or some prior theory of what kind of life a self-interested person
would pursue. But if we have significant prior knowledge about these
questions, we should start with it directly. Such foundations, if present,
would move us away from the economic approach.

The economic approach also performs best when the distribution of
wealth is given, preferences are fixed and well defined, and the policy
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change in question is a small one. Perhaps economics can tell us
whether we should build an extra stadium in St. Louis, but it is less
well suited for analyzing the entirety of arts policy. Often art con-
sumers do not know what they want until it is before them, which viti-
ates the fixed-preference assumption. The arts and thus arts policy are
shaping what preferences will be. More generally, the supply of art
helps determine what “languages” individuals will have at their com-
mand for interpreting social reality. The economic method, taken
alone, is poorly suited for evaluating such choices.®

Pure Paretian improvements, which make everybody better off, are
hard to come by. So for most practical purposes, applied welfare eco-
nomics boils down to wealth maximization. But then we must wonder
why wealth is such a supreme value. Even Richard Posner gave up his
wealth maximization standard, in response to scathing criticism from
Ronald Dworkin. Dworkin made the simple point that wealth cannot
plausibly be an end in itself. Wealth may be a useful proxy for other
values, such as justice, fairness, happiness, and beauty, but if so (and
these connections are not self-evident), we should target these other
values directly. These targets may be hard to measure, but if they were
impossible to measure, we could not claim that wealth was a useful
proxy for them. We would again have no rationale for the wealth maxi-
mization standard.’

Arthur Schlesinger, Jr., remarked that only “a moment’s reflection”
is needed to realize that the economic approach to arts policy is “ab-
surd.” While this is a gross overstatement, the economic approach has
not won many debates in the philosophic arena.!

How Do the Differing Approaches
View Subsidies?

The aesthetic approach opens the door for a case for government subsi-
dies to art. Few critics believe that market-driven culture will maximize
its potential aesthetic value, or admit of no aesthetic improvements.
The perspective of the critic therefore finds an obvious, and potentially
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remediable, flaw in market outcomes. To the extent that the govern-
ment can use good taste to target outcomes, direct subsidies could im-
prove on laissez-faire.

The economic framework, by adopting the perspective of con-
sumers, leads to greater skepticism about subsidies. Consumers spend
most of their cultural time with commercially viable products. They
watch television, buy popular novels, and listen to popular music; eso-
teric forms of high culture are of less interest to them. Not only will art
subsidies remove resources from nonartistic pursuits, but subsidies may
cause the quality of art to decline, from the perspective of consumers.
John Updike wrote: “Government money in the arts, I fear, can only
deflect artists from their responsibility to find an authentic market for
their products, an actual audience for their performance.”!

The economic approach stresses the notion of opportunity cost. Sub-
sidies are a good idea only if, once all effects are taken into account,
their dollar-valued benefits outweigh their dollar-valued costs.

The Federal Writers’ Project of the New Deal supported Saul Bellow,
Richard Wright, Ralph Ellison, and Zora Neale Hurston, among other
individuals who later became noted writers (see chapter 3). Many litera-
ture lovers then conclude that the program was a good one. The econo-
mist, in contrast, could point out that the Federal Writers” Project spent
$27 million for about one thousand books and pamphlets, at a cost of
$27,000 per publication. Translated into dollars for the year 2000, this
amounts to $337,500 per publication, or $337.5 million for the total.
While some of the publications were of very high quality, they cost a
great deal. It is hard to believe that offering indiscriminate literary ad-
vances of $337,500 per work is a worthwhile investment, even if it pro-
duces some first-rate books. Frederic Bastiat, writing in the nineteenth
century, argued that proponents of arts subsidies typically focus on
“what is seen” and neglect “what is not seen,” namely the other projects
and outputs that would have been funded with the money.'?

One estimate (Wyszomirski 1999, p. 134), aimed at defending the
New Deal’s Works Progress Administration (WPA), suggested that the
$5 million invested in the five core art projects of the WPA produced
artistic outputs later worth $450 million. In reality those investments
did not make overwhelming economic sense. Had the $5 million been
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invested in the stock market at the end of 1934, as of December 1999
(1999 is the date of publication of Wyszomirski’s book), it would have
yielded more than $773 million. Of course the comparison is highly
sensitive to the chosen starting and ending dates, and if we picked
other dates, the investment in paintings might look better. Further-
more these pictures yielded enjoyment in the interim. Nonetheless the
most acclaimed arts program in U.S. history—the WPA—was not an
overwhelming success in economic terms, if we compare it to alterna-
tive investments.'?

In the economic framework, the arts should be subsidized only
when they produce significant “positive externalities” at the relevant
margin. A positive externality occurs to the extent that artistic produc-
tion benefits individuals other than the paying customers. For instance,
the arts may improve the social and moral climate of the nation or may
spur more general forms of economic development. When such exter-
nalities are present, the total social value of art is greater than what peo-
ple are willing to pay for in the private marketplace. A subsidy, if ap-
plied correctly, can induce more socially beneficial art and create
more resources than it costs.™

Platitudes about the wonders of the arts do not constitute an argu-
ment for an externality at the relevant margin. The arts in general, by
bringing “sweetness and light” into our lives, make the world a much
better place, above and beyond what we have paid for them. This
point, however, does not suffice to drive policy. The question is whether
more art, at the margin, will do much to improve human welfare. If an
arts council funds an extra show at the Whitney Museum, the rate of
economic growth in New York is unlikely to increase.

In the absence of such a marginal externality, the economic ap-
proach implies that artistic production is best left to the market. Con-
sumers will then buy just enough art until the social value from pro-
ducing more art, as defined in terms of willingness to pay, would equal
the social cost of producing that art. No further improvement in hu-
man welfare would be possible.

In contrast, most subsidy advocates start by asking whether art subsi-
dies make our society more beautiful. We then can weigh whether this
beauty is worth the cost in terms of efficiency, but efficiency alone does
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not prejudge the matter. In this view art has a value above and beyond
what people are willing to pay for it. It may be better, all things consid-
ered, to have a less efhicient but more beautiful society.

Many subsidy advocates go further. They conceive of policy benefits,
including health, safety, and prosperity, primarily in aesthetic rather
than in economic terms. They are evaluating all of society, not just arts
policy, from what is primarily an aesthetic point of view. A wealthy so-
ciety is presumably a precondition for a healthy society, and in that re-
gard efficiency plays a role in supporting the aesthetic. For that reason,
the typical subsidy advocate does not (or at least need not) ignore eth-
ciency. But many subsidy advocates subordinate efficiency to the aes-
thetic, whereas the economist subordinates the aesthetic to the individ-
ual preferences behind the efficiency standard.

Rapprochement?

The best-case scenario would allow for a rapprochement between the
economic and aesthetic perspectives. If we examine the evidence and
positive arguments with sufficient care, they might produce agreement
on a number of practical questions. The remaining disagreements might
be smaller and more manageable than the broader philosophic issues
raised above. Through this method we might make progress on the con-
crete questions of arts policy.

The path here is a bit complex, and takes the following outline.
First I start with some purely economic arguments for (some kinds
of ) subsidies, such as the economic development argument and the
free-lunch argument. I will downgrade their importance, and they
will not reemerge as factors to shape policy. Later parts of this chapter
proceed to two issues—the decentralization argument and the prestige
argument— that have force in both economic and aesthetic terms. So
when using these arguments to shape policy, I hope to show that the
relevant conclusions will be supported by a confluence of economic
and aesthetic perspectives. We can therefore sidestep some of the stick-
ier philosophic issues.
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Once these arguments are laid out, the three following chapters will
examine which institutions do the best job in light of the decentraliza-
tion and prestige arguments. These chapters will cover the practical
topics of direct subsidies, indirect subsidies, and copyright protection
for the arts. The final chapter will tie together the philosophic and em-
pirical investigations with some concrete policy recommendations,
some remarks about the liberal state, and an account of why agreement
is so hard to come by in this area.

The Economic Development Argument

Many externalities arguments fail to establish a strong case for govern-
ment subsidies. For instance subsidy advocates frequently cite the eco-
nomic benefits of a healthy artistic community for a city. The arts gen-
erate employment, attract tourists, and produce tax revenue. All these
effects may contribute to the general social welfare. The English com-
poser Henry Purcell was an early proponent of arguments of this kind.
In the preface to his opera The Fairy Queen, he claimed that opera sub-
sidies would draw tourists and make London an economically thriving
city.”®

Insofar as the arts spur economic development, the decentralization
argument, discussed further below, captures the relevant truths, at least
in the American context. To anticipate that claim, the most likely posi-
tive scenario is when a private or political entrepreneur spots and in-
vests in an undervalued artistic cluster. For this result we must look to-
ward multiple and varied sources of financial support. No single firm,
agency, or individual has proven adept at picking artistic winners across
a large span of human achievement. More generally, the production of
new and diverse ideas—cultural and otherwise—will contribute to
economic growth. Given that we are keeping the decentralization ar-
gument on the table, we can set aside economic development as a sep-
arate concern.

More generally, the economic benefits of the arts do not themselves
necessarily translate into an argument for subsidy. First, the ability of
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the arts to attract tourists, generate employment, and produce tax rev-
enue implies that those arts are likely to be economically viable in their
own terms. Furthermore the arts add value to a region, but a region
adds value to the arts. We therefore can expect cities and the arts to
come together, even in lieu of a subsidy. In the language of economics,
getting the arts into cities might be a game of coordination or a ques-
tion of finding a common locale. Most urban economic activity both
produces and receives synergistic benefits (thus the willingness to pay
higher city rents), but this does not imply that all urban activities re-
quire government subsidy.

Second, social benefits are not unique to the arts. Most productive
activities bring social benefits to large numbers of people. Most kinds
of economic activity create new jobs, raise the tax base, and contribute
to general prosperity and social order, all of which yield positive exter-
nalities. The relevant policy question is, not whether the arts involve
some positive externality, but whether the “economic development ex-
ternality” from the arts is greater than from alternative investments. In
fact, if the arts require subsidy to flourish, they are unlikely to be an
especially strong engine of economic growth, whatever their other
virtues.

Some activities have to be the ones that provide the greatest eco-
nomic stimulus to localities, and of course this may include the arts.
Nonetheless we have no firm evidence that the arts, on average, rank
especially high on this list. Even if the arts stand well above the aver-
age, it is our duty, as policy analysts, to promote the best alternative on
the menu. In contrast, the emphasis on decentralization and entrepre-
neurship looks for instances of undervalued resources. The arts in gen-
eral need not be undervalued, but good institutions can still help us
find particular instances of undervalued artistic creations.

We should be skeptical of “economic impact” studies that show the
importance of the arts to a community. A study of this kind might show
that an arts festival or new arts arena brings millions of dollars in eco-
nomic value. But these studies typically treat arts expenditures as creat-
ing value out of nothing. Implicitly it is assumed that if the money had
not been spent on the arts, no other economic or social values would
have been produced. Again, the relevant comparison is whether an arts
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arena leads to more value than some alternative. When we look at eco-
nomic impact studies for one industry at a time, they all appear to show
high benefits. But this means that the net benefits of any single project
are low, zero, or perhaps even negative on average. By investing in one
good idea we are always forsaking another good idea. In essence those
studies list gross benefits rather than net benefits. Furthermore, once
an economic impact study is being done, the resources are likely no
longer undervalued.'®

To compound the inaccuracies, economic impact studies assume a
“multiplier” effect. Under the multiplier hypothesis, the expenditure of
a single dollar leads to a creation of several dollars” worth of value. To
provide an example, the construction of an arts arena helps nearby
restaurants, which in turn increases the demand for waiters, which in
turn sends more money into the community, and so on. As the argu-
ment goes, the expenditure of a single dollar on the arts arena might
create three or four dollars of value, once the money filters through the
economy. Even if we accept the logic behind the multiplier effect, it
does not demonstrate a relevant externality. Had the arts arena not
been produced, the money would have stimulated some other set of
demands and created some other set of multiplier effects. The net mul-
tiplier effect from the arts arena still might be zero or negative, unless it
can be demonstrated that the arts are especially productive. No such
demonstration, however, has been offered.”

In addition a community must invest resources to attract artistic activ-
ities from other regions. If the arts do bring net benefits, these benefits
will, to some extent, be reflected in the cost of bidding for those activi-
ties. To provide a simple analogy, Silicon Valley is an economic power-
house. Nonetheless the costs of bidding Silicon Valley into Connecticut
would probably exceed the benefits.'® Furthermore when cities court
sports teams, arenas, and arts donations, often they are bidding those re-
sources away from other cities. In this regard the gains of a single city (or
country) do not always bring net gains for the world as a whole.

We do see particular cases where artistic heritage has an especially
high and obvious economic value, and centralized action is required.
Consider the city of Venice. It is hard to believe that Venice would
have a healthier economy if it paved over its canals and turned that
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space over to street vendors. Venice therefore has no comparably effec-
tive way of investing the money it spends on preservation. So this is a
good argument for subsidizing the historic preservation of Venice, but
it does not provide a good reason to subsidize the arts more generally.

The “Free-Lunch” Argument:
Small Sums vs. Large Sums

The NEA, like many other governmental subsidies, looks best when
we measure its cost in per capita terms. NEA expenditures, at their
height, were no more than 65¢ for each American citizen. Currently
the figure is below 50¢ a person, and it is unlikely to rise dramatically
in the foreseeable future.

Some subsidy advocates talk as if subsidy programs literally cost us
nothing or only a negligible sum. The economist, brought up to be-
lieve there is no free lunch, typically considers this argument absurd.
Nonetheless it reemerges frequently in the intuitions of art lovers, so
let us look at it more carefully, distinguishing between more and less
extreme forms of the argument.

Under the more extreme argument, the taxes for the NEA literally
cost us nothing, once we translate them into per capita terms. While
individuals have less money to spend, the sum forgone is small. Ar-
guably there are no major individual “life projects” that will fail to be
achieved, for want of the 50¢ or even for want of a few dollars (keep in
mind that most poor Americans do not pay income taxes at all). Most
people have some amount of financial slack built into their plans.
They die before spending all their money and do not care whether
their bequest to their children is a few dollars more or less. Perhaps the
small sums are never noticed one way or the other. Even in Germany,
which has among the highest direct subsidies per capita of the arts, the
sum falls in the range of $80 per person per year.

In contrast, government subsidies bring large and visible benefits in
the form of discrete projects. The beneficiaries notice the difference, as
the world receives some artworks that otherwise would not have been
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produced. These artworks benefit relatively small numbers of people,
including the artist, but the benefits are significant for each recipient.
Most of the benefits lie well above the threshold of noticeability, and
thus they increase human happiness.

The less extreme form of the argument, rather than finding a free
lunch, relies on antiegalitarian intuitions. We take small amounts from
many individuals to give concentrated benefits to a few, and indeed of-
ten to the relatively wealthy. The distribution of goodness in society be-
comes less equal, but our peaks of aesthetic achievement become
more beautiful. Subsidy supporters do not like to publicize this reality,
but these antiegalitarian intuitions are central to many of the argu-
ments for subsidies.

In more academic terms, the philosophical doctrine known as “per-
fectionism” suggests that societies should seek to reach their highest
possible peaks, even if this requires a sacrifice of equality. The thresh-
old argument and the perfectionist argument operate together to rein-
force intuitions in favor of subsidies.!

If we accept this portrait, subsidies appear to be a good deal from the
standpoint of an outside observer. In terms of real human happiness
they cost either nothing or close to nothing. At the same time they cre-
ate concentrated pockets of joy and aesthetic wonder. Many of the
costs fall below the noticeability threshold, and many of the benefits lie
above it. It is no wonder that the logic of subsidy meets with relatively
little resistance from taxpayers when applied on a case-by-case basis.

We could, of course, justify many subsidies on these grounds, not just
subsidies to the arts. We could tax each person a penny and redistribute
the funds to a few hundred or to a few thousand people. No one would
bear much of a real cost in terms of happiness, but the fund recipients
could undertake new and valuable projects. A sufficiently small tax, ap-
plied to a broad enough base, will involve very small per capita costs.

The threshold and perfectionist arguments for subsidies have persua-
sive force, but they also prove too much. As stated above, they could
justify virtually any small subsidy, provided that subsidy encouraged
new projects of discrete value.

Subsidies appear less attractive when evaluated as a bundle. The
taxes | pay for small subsidy programs do not make me worse off, even
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putting aside the artistic benefits I reap from the subsidies. But I am
hurt by the taxation of 35 percent of my income. Much of this 35 per-
cent is composed of very small subsidies to particular individuals, cor-
porations, and institutions. Any one of these subsidies may make sense
when evaluated individually, but they involve a real cost when evalu-
ated as a bundle. As a bundle, they substitute governmentally deter-
mined projects for the projects I would have chosen.

Subsidy supporters usually prefer to present and evaluate the subsidy
in stand-alone terms. Subsidy critics portray arts subsidies as part of a
larger pattern of largesse and unnecessary redistribution. They see sub-
sidies as part of a general trend to substitute political allocation for vol-
untary individual allocation of resources.

Similarly, subsidies appear less attractive if they are evaluated in
terms of concentrated costs, not diffuse costs. For instance, it may cost,
at most, a few hundred dollars of investment to protect a child, in the
underdeveloped world, against a fatal or debilitating disease. For the
sake of argument, let us round this number up considerably, to
$2,000.20 Under this reckoning, if we consider reallocating NEA funds
to this end, NEA arts programs cost over fifty thousand lives each year.
We could, in principle, abolish the NEA and distribute the funds to
Haiti or India, using a private charity if we do not trust traditional
mechanisms of foreign aid. Or we could abolish the NEA and every
year give more than ten thousand poor Americans $10,000 each, to
spend as they wish. In a later chapter, I shall refer to this as the “What
about the Haitians?” critique of arts funding, and it is a challenge that
any pro-subsidy view must face.

Subsidy advocates, when they compare arts expenditures to discrete
alternatives, frequently have chosen examples from the military (NB:
this attempt to slant the comparison has become less fashionable since
9/11). The NEA, for instance, costs us only a fraction of an aircraft car-
rier or a nuclear submarine. Even a simple M-1 tank costs over $3 mil-
lion, which means that fewer than forty tanks would equal the NEA
budget.

Which is the correct comparison to make? Do NEA subsidies cost us
each less than 50¢? Do they cost thirty-five or so M-1 tanks? Or do arts
subsidies cost the lives of thousands of innocent children? And should
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we evaluate the subsidies in stand-alone terms or as part of a larger
bundle of programs?

The relevant policy alternative will depend on the political climate
of the day. But we should not proceed by comparing arts subsidies to
the least attractive opportunity for those funds, such as the possibility of
“an extra 50¢ for everybody.” To the extent we can “play God” with the
government budget—the very presupposition of policy analysis—we
can spend those dollars as we wish. If we accept the threshold and per-
fectionist arguments in the first place, we would have better options
than simply leaving 50¢ in the pocket of each individual.

We started by presenting the free-lunch argument as a potential rea-
son for arts subsidies. But it is also a potential reason not to have such
subsidies. Under one interpretation of the choices before us, we are
condemning thousands of innocent children to death and disease
when we subsidize the arts.

I now consider two other arguments for government involvement in
the arts, arguments that I consider to be more significant—the decen-
tralization argument and the prestige argument.

The Decentralization Argument

In some areas of human life, we learn by amassing the cooperation of
“the best and the brightest” through centralized institutions. The Man-
hattan Project proceeded this way in its later stages. Or if we wish to
study quarks, it may be best to invest heavily in a single, high-powered
particle smasher (though not all scientists agree on the cost-effectiveness
of this approach).

Other endeavors require more decentralization. Artistic discovery, for
instance, is rarely a matter of brute force, or amassing enough laborers to
work on perfecting a single technology. Rather we are hoping that the
artist can “look at things differently” and see something that others have
not. To make this happen, the artist must have the ability to market his or
her vision to a diverse set of consumers, donors, and funders. It is un-
likely that any single source of support will grasp the importance of all
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these innovations. Creativity flourishes when many different visions have
a chance of succeeding.

Along these lines, we can view arts funding as a portfolio or invest-
ment problem. In most cultural markets, if we are trying to pick tomor-
row’s winners, we cannot forecast in advance what will work. In this re-
gard cultural markets resemble Internet start-up firms or classic R & D
problems. A few tries will hit it big, and many more will fail. In this
kind of environment it makes sense to try many different approaches,
rather than put all our eggs in one basket.

The American system helps generate artistic innovations, encourages
new ways of marketing and distribution, and supports competing critical
visions for artistic contributions. In essence, the American system satis-
fies the “Hayekian” standard that institutions should support the genera-
tion and dissemination of knowledge. Austrian economist Friedrich A.
Hayek emphasized “competition as a discovery procedure” in many of
his writings, and stressed the inability of a central authority to plan dis-
covery. The market has the virtue of mobilizing decentralized knowl-
edge. Entrepreneurs have opportunities to test their diverse visions in a
setting with many differing sources of financial support.

Hayek’s argument has often been viewed as a plea for laissez-faire,
but a look at arts policy belies the necessity of that interpretation. In re-
ality, the argument implies that we should have many decentralized
sources for producing and evaluating ideas. This may or may not imply
laissez-faire, depending on the institutional setting. Both tax breaks for
knowledge-producing institutions and a publicly subsidized university
system may encourage decentralization, to provide two examples. Amer-
ican arts policy uses government to induce a more decentralized pattern
of financial support than would arise through pure laissez-faire.?!

These policies do not imply that investments in the arts, relative to
alternatives, yield especially high social returns. We should not think in
terms of subsidizing the arts at the expense of other activities, or giving
the arts special status. Rather we should think of American policy as
encouraging decentralization for all creative activities, the arts in-
cluded.

In this regard the development and decentralization arguments are
distinct. The development argument asserts that the arts bring net
































