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The arguments relating to financially supporting the arts at the 
public's expense as either a budget or tax deduction item often turns 
on the analysis presented to legislative committees by various arts-re- 
lated interest groups. The interest groups speaking in favor of support- 
ing the arts financially include members of the arts community and 
economic development agencies. Local economic development 
specialists, who have often endorsed and pursued diversification in the 
economic base or export sector via the arts, emphasize the tourism 
industry in local communities as the major market component im- 
pacted by the arts. Additionally, they argue that the arts particularly 
distinguish a community and significantly increase its desirab~fity as a 
place to live or visit by providing psychic income to residents and 
tourists. Because this analysis is congruent with rational economic 
behavior, it may be effective in influencing the outcome of the 
governmental funding process. 

Understanding the economic impact of the arts is of benefit to the 
arts community, to those interested in economic development and 
urban revitalization, and to those looking for an economic rationale for 
supporting the arts. As is true in many states, the allocation of funds by 
the Idaho State Legislature often requires a demonstrable economic 
benefit to the state. An economic analysis of the arts industry provides 
evidence concerning the degree to which this activity contributes to a 
region's base and the non-base sector. 

A statewide inquiry into the economic importance of the arts was 
undertaken in Idaho, a primarily rural economy with a historical 
dependence on natural resource-based industries, using The U.S. 
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Department of Commerce's Regional Input-Output Modeling System 
(RIMS II). The research relied heavily on the members of the arts 
community and was conducted with the full cooperation and support 
of the Idaho Commission on the Arts. The primary advantages of this 
small-economy context were the relative ease in identifying individuals 
critical to data gathering and contacting them by mailed surveys, and 
the cooperative attitude displayed in the four local communities where 
the most detailed data-gathering took place. Previous studies often 
employed financial data from preselected arts organiTations rather 
than data obtained using a random sampling technique. (See for 
example, Cwi and Lyall) The small-economy context provided the 
opportunity for an informal relationship between the organiTations and 
the researchers. As a result, many of the organizations contacted 
readily revealed the details of their budgets. 

Offsetting disadvantages include the well-known problems with 
impact analysis in an open local economy where leakages and cross 
hauling complicate the calculations of transactions for the economic 
base models. The problems created by using nationally based input- 
output models for impact analyses in smaller economic regions, which 
lack the characteristics of a nodal region, are well known. However, 
our use of detailed survey data improves the accuracy of our impact 
assessment as compared to studies that use t'mal demand as their 
market valuation measure. 

The Model 

The RIMS U model employed in the impact analysis for nonprofit 
arts organizations was developed by the U.S. Department of Corn- 
mere.e, Bureau of Economic Analysis.(1) The loeali7ed form of the 
model segments the economy into 39 sectors and provides gross output, 
income, and employment multipliers. Thus, the model provides the 
industry-speelfie detail desirable in impact studies. For example, one 
can ask about the impact of arts activity on the food, lodging, entertain- 
ment, and transportation sectors normally identified with the tourism 
industry. 

Furthermore, the model's form allows for an evaluation of the 
more common approaches to the problem of determining the 
economic impact of activities that are not easily placed in one of the 
U.S. Office of Management and Budget's Standard Industrial Clas- 
sitication (SIC) codes. 

42 



The arts industry does not appear as a distinct entity within the 
SIC codes or in the traditional input-output tables employed for es- 
timating economic impacts. Portions of the arts industry are listed 
under membership organizations, entertainment, printing, photog- 
raphy, and selected manufacturing and service sectors. Further, the 
diversity of arts activities also makes it more difficult to know exactly 
what should be included when defining ~the arts sector." Previous arts 
impact analyses have focused on nonprofit organiTatious (the St. Paul 
study;, Cuciti; Prieve; Stapleford and Tannian), for-profit fa'ms (The 
New Mexico Arts Division study), and combinations of these as their 
study group (The Port Authority study). In some studies the included 
arts activities were sometimes limited to those generally thought to be 
"creative, ~ while other studies admitted movie theaters, video outlets, 
other forms of commercial entertainment, and art fairs. The activities 
included in this study are a condensation of the National Endowment 
for the Arts classification system, with the study group limited to 
nonprofit arts organizations.(2) These definitious, classifications, and 
the use of input-output analysis provided a basis for comparison of our 
results to those obtained elsewhere. 

The need to deal with industries that span a series of SIC codes 
means that data must be gathered from the organi7atious themselves 
rather than from traditional (and usually more accessible) secondary 
data sources. 

The Income Data 

A statewide survey of arts organiT~tions provided the data base for 
this study. Arts organizations were identified by combining the mailing 
lists compiled by the Idaho Commission on the Arts, Arts for Idaho, 
and chambers of commerce; the combined list was reviewed and 
supplemented by a group of prominent individuals in the art com- 
munity. A questionnaire was mailed to these arts organi7.~tious to 
solicit information on income sources and uses, types of arts-related 
activities, employment, volunteers, and programs offered. Of the 256 
questionnaires mailed, 93 responses (41.3 percent) had a sufficient 
number of items completed to be included in the data base.(3) The 
respondents sponsored 1,585 arts events with a total attendance of 
192,745 and an average reported ticket price of $6.51. The total 
respondents' income as displayed in Table 1 was $4,624,054, with 
$1,294,618 in ticket revenues from paid attendance accounting for 73 
percent of operating revenues of $1,772,142; ticket revenues accounted 
for only 28.0 percent of total income.(4) When membership fees, 
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workshop revenues and earnings from concessions and program~ are 
added to ticket revenues, earned income accounts for 38.3 percent of 
total income. 

Table 1: Arts Organization Income by Source 

~ b i t / t i c ~ e t e  gl. 294,618 
Mec~bership fees 235,713 
PzogTame 104.055 
Workeh~ 32.806 
~ceesi~e 104.951 
Gozporate f r a n t l  146.124 
imdividual g i f t s  359. 804 
P o u n d a t i ~  g r L n t e  360.297 
Mumi~ipal g r L n t s  109.975 
grate g r a n t s  520.568 
Wedez i l  g r x n t e  4 8 9 . 6 7 7  
I n t e z e s t  386.042 
Otbez 479.424 

'&'ata.ll. $ fi. 624.054 

Of the surveyed organizations 45.6 percent identified themselves 
as general arts organiTations, 33 percent as performing groups (opera 
and theater) and 13.5 percent visual arts groups, which included 
galleries and museums. The spatial makeup of these arts activities in 
the local, small economy setting is evidenced by the organiTutions' 
reporting of the geographical distribution of operating income sources: 
93.8 percent of ticket revenues, 99.51 percent of membership fees, 67.8 
percent of program sales, 96.3 percent of workshop revenues, and 59.1 
percent of concession sales were identified by respondents as local 
(;--state) transactions. This pattern also appears in corporate and 
individual donations, with 87.9 percent of the $146,124 in corporate 
contributions and 93.9 percent of the $359,804 in individual contribu- 
tions originating locally. 

However, only 39.1 percent of the $360,297 of foundation support 
originates locally.(5) The division of grant income by geographical 
origin showed respondents receiving $2,827,295 (751 percent) of their 
income and private grants from local sources. When the federal 
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government grants of $489,677 are included, only 61.6 percent of total 
income from all sources originates locally. The 38.9 percent of non- 
profit arts organiTation income originating non-locally (out of state) 
contributes to the state's economic base. 

The Expenditure Data 

OrganiTation spending was classified as operating or capital ex- 
penditure, and local or non-local. With the exception of artists' fees 
and equipment purchases, the geographical distribution of the spend- 
ing pattern was similar to the income source pattern; in excess of 90 
percent of expenditures were local.(6) Total local expenditures were 
$2,274,445, which increases to $5,256,215 when artists' fees and 
employee compensation are included.(7) 

Because of the low magnitudes or absence of expenditures in many 
of the specific sectors of the model, the expenditure data were or- 
ganized into 14 general industry categories, which appear in column 1 
of Table 2. The expenditure levels appearing in column 2 are net of the 
leakage to non-local firms. The data suggest that the arts industry 
behaves as if it were a slow growth or mature industry, where construc- 
tion occurred in previous periods. Construction and real estate expen- 
ditures, typically associated with new construction or remodelling, are 
reported to be at relatively low levels. Observed maintenance and 
repair totaled $36,763, with 95.0 percent of these expenditures made 
locally. These types of expenditures are influenced by the use of rental 
properties, donated use of facilities and building project restrictions 
consequent on limited budgets. 

Spending by arts organizations for manufactured goods was or- 
ganized into either printing, office equipment, or miscellaneous based 
on the types and magnitude of the reported expenditures. Local print- 
ing expenditures, encompassing books, other print media output, 
programs and advertisements, totaled $137,406. With only two or- 
ganiT~ations reporting non-local printing expenditures, a mere 1.7 per- 
cent of the total printing expenditures was made out-of-state. 

Ongoing organiT~tions require the acquisition of small amounts of 
office equipment. The level of expenditure for this item was $65,176, 
with 53.9 percent ($35,108) spent non-locally. Possible explanations of 
the level and geographical distribution of these expenditures may 
involve purchases of office in previous periods, availability of business 
services and the limited local availability of office and specialized 
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arts-related equipment consequent on population thresholds for 
central place functions. 

All goods purchases by arts organizations that were not in the 
printing or office equipment categories were placed into a miscel- 
laneous category. Although this generalized category of expenditures 
was the largest, $1,301,240, a more detailed listing of expenditures by 
item would have resulted in very small levels in the specific industrial 
product group. In sum, across the diverse industrial categories, local 
expenditures were $1,277,757, and non-local expenditures amounted 
to only $23,484. 

Because of their nature, the expectation is that most business 
services would be purchased locally. Of the listed expenditures for 
telephone services ($69,935), 96.3 percent were local. For utilities 
($72,368), 95.9 percent were local. Expenditures on other business 
services, including advertising, professional fees, and equipment rent- 
al, totaled $520,841 with 94.7 percent local. The final category for 
service expenditure was for insurance, and this totaled $46,006 local 
(91.7 percent) and $4,169 non-local (8.3 percent). 

Many arts organizations sell programs, snack food, beverages, 
T-shlrts, key chains, and other common concession items to those 
attending events. All responding organizations listed expenditures on 
supplies for this activity as local, and they totaled $29,446. The 
remainder of the supplies purchased appeared under wholesale trade, 
which includes office supplies; these totaled $58,776, with 98.5 percent 
expended locally. 

The Model Results 

In the first of the two methods for estimating arts industry effects 
in the local economy, arts organizations' initial impacts are measured 
by their reported expenditures, the changes in the final demand for 
industries selling goods and services to arts organizations. In this 
expenditure method, the economic importance of the arts is measured 
by the fu'm's expenditure data, which was obtained from the question- 
naire responses and represents the one side of their income-expense 
statement. The advantage in this approach is the use of reported 
expenditures for the multiplier analysis rather than the economic 
linkages postulated in the localiTed version of a national input-output 
model. Each of the art organi7ations' expenditures is applied to the 
sectors producing those goods and services; each component of the 
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arts organizations' local purchases appear in one of the 14 identified 
aggregate industrial sectors in colnmn 1 of Table 2. 

The next three column.~ in Table 2 represent the estimates of the 
multipliers measuring the magnitude of the impacts on the economy. 
These output and earnings multipliers indicate the change in final cash 
flow per dollar change in arts sector final demand. The employment 
multipliers appearing in Table 2 are defined as the number of jobs 
created per one million dollar's worth of expenditures. 

In the RIMS II the multipfiers include an induced effect, in addi- 
tion to the direct and indirect effects of the final demand change. This 
is a consequence of including the household sector as a component of 
the input-output table because of the closure process instead of con- 
sidering households as a component of primary supply. The changes 
in output, earnings and employment are the consequences of a change 
in demand as it moves through all sectors included in the model. 

The three columns on the right side of Table 2 contain the es- 
timates of the total impacts attributed to the arts industry. The major 
source of jobs is in the household-local artist sector at 71.6 jobs, 
followed closely by the miscellaneous manufacturing sector with 61.5 
jobs. The number of jobs created in the business services sector are 
23.4. Most other industry sectors have single digit employment impacts; 
the total number of jobs created is 174.6, with 103.0jobs in the industrial 
sectors. In the last two rows of the table, overall multipliers appear; 
these two rows measure the overall impact of the industry expenditures 
and are sensitive to the distribution of the multipliers and expenditures 
among sectors. 

A similar pattern of impacts for output and earnings appears in 
the remaining columns of Table 2. With the 9 out of 12 industry output 
multipliers at or above 1.7, it is not surprising to observe the overall 
impact on industrial output to be at that level. When the payments to 
individuals are added to the column sum for expenditures, and the 
impact for the household services is added to the other impacts, the 
multiplier declines to 13.(8) These multipliers, which were calculated 
by summing the direct, indirect and induced changes and dividing by 
the final demand attributed, are the economy-wide multipliers typically 
reported in economic base analysis. 

In the second method for impact assessment, arts activity is 
measured as a component of the f'mal demand attributed to the "mem- 
bership organizations" sector of the input-output model. The member- 
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ship org~niTations sector includes various enterprises, only some of 
which are arts organi7ations. For this approach, the other side of the 
art organiT~tious' income-expense statement is the measured final 
demand change and serves as the starting point for the multiplier 
analysis. 

Using the total gross income of arts organiTntions as the value of 
the final demand of the arts sector, the estimated impacts on the other 
industrial sectors appear in Table 3. The arts organiT~tions reported 
$4,624,054 in income, which is $1,060,587 less than reported expendi- 
tures and taxes, cash outflow. 

The 39 industrial sectors fisted in the left-hand column of Table 3 
are consolidated from the 531 sectors employed in the input-output 
tables. The next three columns give the estimated multipliers for the 
nmembership organization" sector, which includes arts organiTations. 
The multipliers listed in the 'Total" row at the bottom of the table are 
the economy-wide multipliers: 2.0791 for output, 58.7 for employment 
and 0.8226 for earnings. The relatively large magnitude of employment 
effects is attributed to the labor-intensive nature of the service sector 
but still is an underestimate of the labor resources consumed in the arts 
sector. The presence of relatively large amount of unpaid labor is not 
taken into account in the model even though it constitutes the use of a 
resource. 

The estimates appearing in Table 3 report higher economy-wide 
output multipliers (2.08 versus 1.27) and higher overall impacts 
($9,613,872 as compared to $6,665,712), with a smaller value for the 
demand estimate (comparing $4,624,055 to $5,256,215). The overall 
and specific industries impact assessments differences are obtained 
because the two methods postulate different economic linkages among 
the variables appearing in the arts organizations accounting 
framework. The data in Table 2 may be a more accurate estimate of 
the impacts of the arts industry because the expenditure information 
was obtained from the organizations themselves and likely constitutes 
a more accurate first-round expenditure estimate. 

Conclusions 

A major reason for conducting an inquiry into the importance of 
the arts industry is to provide objective empirical information on its 
role and impact to those interested in financiully supporting this ac- 
tivity. Although the arguments relating to psychic income and exter- 
nalities introduce considerations that cannot be measured fully with 
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the impact assessment data presented here, studies using market- 
based measures serve a useful function in the debates over funding arts 
activities through the governmental budgetary process by providing 
some quantitative input for these discussions. 

In the small economy context, arts organizations received 38.5 
percent of their income from non-local sources while spending 56.7 
percent of their total budgets locally. The arts industry's positive 
impact on gross state product results from the revenues initially 
brought into and then circulated within the state's economy;, the arts 
sector can properly claim a role in the regional economic base. Al- 
though the relative magnitudes of the art organizations' financial flows 
are relatively small, Idaho's total personal income in the survey year 
was $14,196 million, the in-state cash flows supports the position that 
the public budget realizes a net cash benefit from financially supporting 
the arts. 

When the results of the "expenditure" method is compared to 
"membership organization final demand estimate", the $2.95 million 
difference in output estimates arise from the magnitudes of the multi- 
pliers (1.3 versus 2.1) and the $632,160 difference between reported 
income and reported expenditures. It is somewhat surprising that the 
employment-earnings linkages are sufficiently dissimilar in the model 
and that these differences result in significant differences in estimated 
impacts; applying the smaller multiplier to the larger direct impact 
results in the low estimate for total impact. Whichever employment 
estimate is accepted, the paid employment that is reported underes- 
timates the human resources consumed in arts activity because of the 
presence of a large pool of unpaid labor. 

Further differences in the results of the two approaches are a 
direct consequence of the differences between the RIMS II model's 
structure of economic linkages and the actual distribution of organi7.a- 
tional expenditures. Moreover, the analytical techniques employed in 
the study were limited by the inability of all organiTatious to provide 
budget detail. Whatever the case, the database breadth and depth and 
the quality of the information gathered are sufficient to show the small, 
but positive impact on gross state product, but they arc not adequate 
to support stronger conclusions on the magnitude for an internal rate 
of return to financially supporting the arts. 

University of Idaho 
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Footnotes 
Note: The research was primarily supported by a grant from the 

Northwest Area Foundation. An earlier version of thi~ paper was 
presented at the Western Economic Association's 65th Conference, 
San Diego, California. 

1. Many previous studies employed some form of input-output 
analyses; for example, see Cuciti; Stapleford and Tannian. The 
selected RIMS II system was constructed in 1987 using 1985 data 
on the national economy. The "regionalized" form is based on a 
proportional process obtained using location quotients. 

2. The reluctance of for-profit firms to provide proprietary data 
influenced the selection of the nonprofit firms as the study group. 
3. Cited reasons by respondents for failure to complete the survey 
forms included absence of transaction, incomplete or inaccurate 
records and incomplete understanding of the question. Partially 
completed forms limit the analysis and conclusions of the study. 
4. Ticket revenue figures include the effects of discounts for 
specified groups and the 53.1 percent of paid attendees who were 
season subscribers. As a percentage of orga,17~tion income, 
ticket revenues in our study may be below national average due 
to the presence of numerous volunteer organizations providing 
free arts activities; 46 percent of the attendance reported was 
unpaid. 

5. No attempt was made to differentiate the $386,042 of interest 
income by origin because of the problem of identifying specific 
assets within fmancial portfolios and financial intermediaries. 

6. The organiT~tions reporting employment showed 66 full-time and 
551 part-time employees. These were assisted by 3,296 volunteers 
providing an average of 7.1 hours of labor per week. Wage and 
salary payments totaled $'2,698,402, with an additional $77,405 in 
employment-based taxes. 

7. Non-local expenditures on goods and services were $99,368, which 
increases to $400,759 when compensation to individual artists 
living outside the state is included, a relatively small leakage. 

8. The decline in the magnitude of the calculated multiplier with the 
inclusion of the household sector is partially explained by the 
large leakages associated with consumer goods produced outside 
the region. 
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