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Abstract

The article examines to what extent the public financing of the cultural sector was different,
compared to other economic sectors of the economy in crisis. We perform an econometric analy-
sis on the Eurostat COFOG dataset for 29 European countries in years 1990-2014. The results
show that cuts in the cultural sector were present at general, central and local levels, yet hap-
pened with different characteristics than for other sectors of the economy. Also, the dynamics of
public budgets for culture during the crisis significantly differed across the analysed countries
and cuts were not present on a uniform level.

Keywords: European Countries, Public budgets for culture, Financial crisis, Blundell-Bond models,
Institutional quality.

JEL Classification: Z11, Z18, H50, H60, H72, C33

1. Introduction

In economically stable periods, European countries use very diverse cultural policies and
cultural financing strategies. Some of the countries emphasize the role and the importance of
direct government intervention (centralised cultural and fiscal policy), others believe in market
mechanisms and the government prefers the “arm’s length” cultural and fiscal policy-making.
There are countries, which try to combine the characteristics of the two main models.

However, a market failure can cause a crisis, which generates confusion in the everyday
practises. In the case of crisis, the fields of sports and culture suffer the most by government
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financial cuts. The private sector reacts even faster than the public one, so the cultural organ-
isations have to face financial problems, which force them to decrease mainly operational
and labour costs. At the same time, they try to keep the quality of their services.

European countries reacted in many different ways for the challenges of the financial
crisis started in 2008. During this period, many countries were obliged to use a different
cultural and fiscal policy system —compared to that one used in economically stable years— to
face the economic crisis.

In this article, we examine how European countries reacted to the crisis in the cultural
and other economic sectors. Our main aim is to identify and analyse the variables that influ-
enced the movements of the public cultural budgets to estimate their effects caused by the
crisis on the movements in public cultural budgets'.

The first section shows the negative and positive effects of the crisis on the cultural sector.
We explain the role of the state in supporting culture in the second section. We introduce the
various categorisation methods of the cultural financing, adopted by the European countries in
the third section. The main two methodological sections of this article introduce the methodol-
ogy used in the article and perform an econometric analysis. In the sixth section, we perform
several robustness checks of the findings. The article ends with the research conclusions.

2. Culture, Crisis and the Public Sector

If there is an economic downturn, culture is one of the first subsectors to whose budget
the government makes cuts. The SICA? research group perfectly describes the reason of this
statement (SICA, 2009: 1):

“For politicians, culture is just one of many areas where savings can
be made. Those in favour of government support for the arts are few and
far between and tend to keep their heads down when every vote counts”.

As the main focus of this article is the economic analysis of the effects of the economic
crisis, we do not examine the relationship of politics to culture. However, we recognize its
influence. The IFACCA? group in its research of 2009 analysed the economic consequences
of the crisis. The research group made a survey to discover what the actors’ opinions and
assumptions were about and how the economic slowdown affected the cultural sector. The
results can be summarised as follows:

e  “The downturn had a ‘mildly negative’ impact on the arts.

e The impacts of this downturn were likely to last at least 24 months. It had strongly
negative impacts on sponsorship, philanthropic giving from foundations, and en-
dowment income revenue.
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* The downturn led to staff layoffs in arts organisations, a reduction in commissioning
new work, and less adventurous programming.

e The downturn had a greater impact on the non-subsidised sector than on the subsi-
dised sector; and greater impact on performing and visual arts than on literary and
community arts.

* The impacts of this downturn were felt mostly by the arts, which are exposed to
‘discretionary’ spending (IFACCA, 2009: 3).

These results demonstrate that both the publicly and privately subsidised cultural actors
were highly affected by the crisis, but the worst situation is for the “free runners”, who enjoy
no financial support. The majority of the respondents believed that the impacts would last
more than a single year, and so there was a need for a mid-long-term strategy to handle the
situation.

However, respondents mentioned also several positive effects:

*  “Arts’ ability to provide both a ‘feel-good’ factor and critical and timely debate.

* The arts sector’s flexibility and its familiarity with working within limited budgets
are strengths, which may give it resilience during the downturn.

*  Local cultural tourism may increase, offsetting an expected decline in international
tourism.

* People turn to the arts in times of turmoil for the arts ‘feel-good’ factor, and so de-
mand for the arts may not drop as much as in other sectors.

» Innovation, creativity and flexibility in the arts sector could allow it to respond bet-
ter to the downturn than other economic sectors.

* Smart artists and arts organisations can use this time as opportunity to demonstrate
their capacity to deliver effective community development strategies.

* An increase in the number of people exploring their own creative activity.

* Substitution away from more expensive leisure offers and travel leading to an in-
crease in arts consumption, albeit to less expensive arts experiences” (IFACCA,
2009: 3-8).

All these statements show that, although the cultural sector and its actors felt the nega-
tive effects of the crisis at the same time, they believed in a faster recovery as the special
characteristics of the sector such as creativity, flexibility, community and locality are key
factors in accommodating to the modified market environment.

Inkei argues that the first state reaction emphasised the exaggerated situation by panic
that the normalisation period would last not too long and a return to former ways would
prevail (Inkei, 2010).
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CopiC et al. (2013) carried out a long-term clustering and regression analysis of data on
the public funding of culture in EU Member States, taking into account broader trends in
public budgets, and examined data on cultural employment up to 2011. The main findings of
this analysis are as follows (Copié et al., 2013: 5-7):

* Local cultural budgets have been lowered less than central ones during the crisis.

e Countries lowered the budgets for culture in the years 2009-2011 most likely as a
consequence of the financial crisis and not of some other longer term trend.

* The analysis shows that the crisis was probably reflected more in the fall in the level
of GDP per capita than in the fall in cultural budgets. The latter were lowered mainly
as a response to the falling of the welfare of the country.

e The crisis had mainly effects on central cultural budgets per capita, lowering them
from the trend value by €17.62 (nominal value) in each year of the crisis. Local
cultural budgets per capita tended to be lower by €3.68 (real value) in each year of
the crisis than what would be their trend value.

e A flagship domain of culture, the performing arts (music, theatre, dance etc.), ap-
pears to be a major loser of the dire financial period, enjoying priority in few places
only.

Finally, Van der Ploeg (2006) in his seminal article writes among other on the impor-
tance of the current research:

“Little has been done to explain public cultural expenditures from a
macroeconomic or political economy perspective as has been done for
general government spending... As new data become available, compara-
tive econometric studies into the determinants of cultural spending in Eu-
ropean countries will become more feasible” (Van der Ploeg, 2006: 1192).

In the existing literature, we can clearly identify two research strands: the first one em-
phasises the importance of the form of intervention, while the second one tries to estimate
its future effects. In this article, we put the focus on whether the change in direct government
support on culture was driven by Keynesian (expansive fiscus) macroeconomic policy con-
siderations or by some other (economic and/or non-economic) considerations.

a) Why do Governments Support Culture?

Market failure such as monopoly, externalities, public goods, declining cost industries
and lack of information cause the imperfect operation of the market. These principal causes
led to the present financial crisis. As we saw in the previous chapter, this crisis had effect on
the cultural sector, too. If markets do not operate efficiently, they provide argument for public
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intervention. In this chapter, the main focus is on when and how state intervention is needed
in the cultural sector.

The external or collective benefits of the cultural goods are likely to be diffuse or unob-
servable. Here we list those arguments, which support the collective benefits of the cultural
goods and services, based on Heilbrun and Gray (2001: 226-249) and Mossetto (1994):

* Legacy to future generations: the financing of archival activities is a key role of the
state as the society is not able to inherit culture properly from one generation to the
other.

* National identity and prestige: many citizens of a country believe that arts and cul-
ture is an effective way of promoting their country in the international level. Howe-
ver Peacock points out that “Ideally, before calling for arts subsidies one should
verify not only that they are a possible way of reaching a valid objective, but also
that they are the most cost-effective way” (Heilbrun and Gray, 2001: 227).

*  Benefits to the local economy: the cultural goods and services have positive external
benefits on the other sectors of the national and local economy. The state intervenes
mainly in case of negative externalities, for example, when the open air festivals
volume exceeds the limit. Luckily, there are many positive examples for the spill-
over effect in the cultural sector. The museum shops, the restaurants around touristic
attractions are good examples of it. Although the running of a museum can have a
deficit for the state, the rental fee, the taxes of the cultural goods and services gene-
rate income for the state budget. That means that the balance could be positive in
total. The role of the state here is to create an institutional system, in which there is
trust between the state and the private sector, the system is predictable, transparent
and accountable (Heilbrun and Gray, 2001).

*  Contribution to a liberal education: the importance of collective benefits of educa-
tion, including art education, is widely acknowledged. People with higher education
are likely to consume more culture. As Bourdieu (1984), Heilbrun and Gray (2001),
Klamer (2002) and Seaman (2006), among others, pointed out in case of cultural
consumption the consumers’ educational level is more determining than their
income.

*  Social improvement of the arts: the experiential characteristic of cultural goods and
services gives the opportunity to the consumers to enjoy aesthetic pleasure, which
may increase their cultural capital, their happiness and well-being. Moreover, at
cultural events consumers can meet many unknown people with whom they can
connect with and exchange their ideas, feelings about the cultural event. These mee-
tings and exchanges can create new social groups with the same interest, which can
be beneficial for the society as well.

* Encouraging artistic innovation: the legal system is a key element in the effective
functioning of the cultural sector. The intellectual property rights protection is the
major shelter for the artists, created by the state. The econometric analyses
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demonstrate that in those countries where the quality of institutions is higher, the
cultural sector value added to GDP is higher as well (T6th, 2013). This result proves
that the quality of institutions has influence on the economic performance of the
cultural sector.

o External benefits as public goods: “... the external benefits allegedly produced by
the arts have the characteristics of a pure public good: they are subject to joint con-
sumption, but not to exclusion”. “The government should poll its citizens to find out
how much they are willing to pay for alternative levels of the public good and then
provide it up to the quantity at which the public’s willingness to pay for one more
unit just covers its marginal cost” (Heilbrun and Gray, 2001: 231).

*  Meritorious nature of cultural goods: merit goods are a class of goods with “in-
herent worth” or “intrinsic merit”. They also can be goods and services with the
unique quality of being better for people than they realize. Most of all, cultural
goods and services are merit goods, so that the actors cannot estimate the real
importance of these goods and services for themselves with using their own
preferences. The lack of information can have a negative effect on the consump-
tion of these goods and services as people may choose other forms of entertain-
ment or cultural activity. The opinion-makers and the public media often use
these arguments to support/explain the consumer decision-making process.
They are mostly financed by public money, so the active role of the state appears
in this process as well. However, Throsby (2001: 140) suggests that “arts as a
merit good can actually be explained as generalised externalities or social
goods”.

*  Democratisation of culture (access to culture for everyone) has become the main
slogan of the national and supranational cultural policies since the 60s. The inco-
me gap between the social classes creates different possibilities to have access to
culture. The governments give financial support (education, vouchers, tax reduc-
tion, interest free loans, matching grants, public-finance partnerships, free entry,
free open air cultural festivals, cultural programs on public TV, channels, etc.) to
increase the accessibility of cultural goods and services for the society (Van Der
Ploeg, 2006).

We can see that even in the modern market economy —in which “the pursuit of individu-
alistic goals are very often favoured over the collective goals such as cultural preservation,
achievement and growth” (Throsby, 2001: 150)— the social, political, institutional and eco-
nomic role of the state is still determining in case of culture.

Throsby (2001: 146) writes about the role of the modern state as follows: “...the gover-
nance and management of the institutions are freed up to be more flexible, responsive, dy-
namic and entrepreneurial in the operation of the facilities and in the delivery of services to
the public. In these contexts the scope of cultural policy shifts towards a more open and
flexible exercise of fiscal and regulatory responsibility by protecting the public interest in the
cultural sphere”.
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3. The Various Categorisation of the Cultural Financing Models in the
European Union Member States

Scholars have been long interested in framing a theoretical model, which would help to
categorize the cultural financing models of the European countries.

According to Esping-Andersen (1990), we can identify three groups of welfare capital-
ism. The first group of countries are the liberal welfare states (e.g. the United Kingdom,
Ireland). The second group —the corporatist welfare states— includes Austria, Germany,
France and Italy. The Scandinavian countries represent the third group, called the social-
democratic welfare states.

Katunari¢ (2003) made a ten-level-categorisation system, which emphasizes the level of
decentralisation of cultural policy. This author used this model on the South East European
countries, especially the former Yugoslavian lands.

According to Van der Ploeg (2006), among the European Countries, France and Italy use
a bureaucratic system, the United Kingdom prefers the “arm length” principle, while in the
Netherlands an intermediate system works efficiently, which has an independent Arts Coun-
cil. However, instead of the Arts Council the Dutch Minister of Culture takes the responsibil-
ity for the cultural subsidy allocation (Van der Ploeg, 2006: 1208-1209). In this article, there
are no detailed cross-country comparative analyses because of the lack of reliable cultural
statistical data, as pointed out by Van der Ploeg as well.

In this vein, Heiskanen (2002) argues that as Scandinavian countries’ cultural policies
are closer to each other than to the bureaucratic or the arm length models, they have to be
treated as a separate cultural policy model. This approach is supported by the results of our
cluster analysis. We call the Scandinavian group of countries as the social democratic regime
using Esping-Andersen’s group name.

Klamer, Mignosa and Petrova (2006) introduce the reader to how the 27 EU member
states subsidize culture and to which the main cultural policy objectives of the countries are.
This analysis is based on quantitative and qualitative sources, and focuses on funding the arts
according to three different mechanisms: the government, the market and the third sphere.
The statistical data used in this study are not always from the same period, so mainly tenden-
cies, ratios among government (central and local), it is neither possible to estimate the pri-
vate and third sphere subsidies nor see the similarities and differences among cultural poli-
cies in the European countries.

In this research strand, Littoz-Monnet (2007) creates three main groups: liberal, coordi-
nated or federal cultural policy using countries. Focusing on the legal systems of the coun-
tries, this author examines their role in the “communitarisation” process, specifically, in the
field of culture. However, this model is not financial oriented and excludes the post-socialist
countries from the analysis.
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All the previously introduced literature showed that there are so many different ways and
approaches to identify and cluster the cultural financing systems of European Union coun-
tries. Therefore, one of our aims is to propose a new categorisation model, which combines
all these previously mentioned approaches to show the smooth differences of the cultural
financing models in Europe during the financial crisis.

4. Data and Method

This section introduces the empirical analysis of data on public budgets for culture,
based on the Eurostat’s COFOG* database available for 29 European countries in years
1990-2014: Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Esto-
nia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxem-
bourg, Malta, The Netherlands, Norway, Poland, Portugal, Romania, Slovakia, Slovenia,
Spain, Sweden and United Kingdom.

We use data, available for various sectors of the European economy (such as Cul-
tural sector [Cultural services and Broadcasting and publishing]; Total public budget;
General public services; Defence; Public order and safety; Economic affairs; Environ-
ment protection; Housing and community amenities; Health; Recreation, culture and
religion; Education; Social protection) and budgets for general, central and local® level.

The empirical analysis relies on methods from panel data analysis, namely system GMM
dynamic models as developed by Arellano and Bover (1995) and Blundell and Bond (1998)°
to take into account the assumed path dependence of cultural budgets and endogeneity of
variables in the model (e.g., GDP and public budgets).

Table 1 shows the basic descriptive statistics of our six main variables, namely the de-
flated levels of general, central and local total and cultural budgets per capita. Unsurpris-
ingly, the countries with the highest average values of the general (and, mostly, also central
and local) total budgets are Luxembourg, Sweden, Norway and Denmark, while for the
cultural budgets the top countries are Luxembourg, Denmark, Norway, France, Austria and
the Netherlands. The lowest scoring countries in terms of total budgets are Bulgaria, Estonia,
Hungary, Latvia, Lithuania, Poland and Slovakia, while in terms of cultural budgets they are
Romania, Bulgaria, Greece and Lithuania.

To improve on the clustering of countries and country models, described in the previous
section and to get to a classification, best suitable for our analysis, we use Hodrick-Prescott
(HP) filter. This allows us to discern the cyclical and structural component of the public
budget (for the usage of HP filter see e.g. Ravn and Uhlig, 20027).
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Table 1
BASIC DESCRIPTIVE STATISTICS FOR 29 COUNTRIES
General total Central total Local total Eueiltlli::: ccuelltll?r.'?ai ctlﬁ(t)lcliill
budget p.c.  budget p.c.  budget p.c. budget p.c.  budget p.c.  budget p.c.
Austria 1585442 € 10,63455€ 2,624.54€  174.18€ . .
Belgium 14,980.45€  850824€ 200971 € 15743 € 9.21€ 86.44 €
Bulgaria 1,392.03€  992.42€  268.10 € 14.94 € 6.96 € 798 €
Croatia 434424 € 290097€ 1,114.71€ 50.66 € 16.74 € 33.92€
Cyprus 836825€ 7,067.68€  371.25€ 65.28 € 44.98 € 2032 €
EZ;TE)MC 444196 € 320625€ 1,15552€ 60.65 € 19.46 € 4231 €
Denmark  20,604.12 € 14,699.55€ 12,69498€  246.01 € 85.96€  171.99 €
Estonia 3,096.12€ 2,643.88€  798.01€ 95.72 € 56.97 € 4323 €
Finland 14,852.12€  7,84448€ 572371€  168.66 € 8453€ 11496 €
France 1524494 €  6631.74€ 3006.19€  185.10€ 6631€  125.02€
Germany 1329038 € 4,078.93€ 2,162.66€  118.19 € . .
Greece 0,98840€ 7,697.95€  680.25€ 2283 € 18.51 € 431¢€
Hungary 3,780.11€ 2,55123€  867.23€ 52.02€ 32.65 € 26.48 €
Ireland 1296499 € 12,023.16€ 2.830.64€  122.57€ 54.12€ 70.61 €
Ttaly 1172271 € 690253 €  3,529.55 € 98.31 € 37.50 € 7131 €
Latvia 2,408.84€ 1,403.14€  66526€ 11494 € 56.41 € 60.63 €
Lithuania 2,450.08€ 1,71347€ 59148 € 4830 € 26.78 € 21.52€
ts;‘fgm' 26,510.16 € 18,860.61 € 335890€  34996€  253.82€  135.56€
Malta 546523 €  5444.92€ 82.70 € 77.07 € 73.02 € 4.06 €
Netherlands ~ 14,610.54 €  8,61334€ 4909.15€  161.46 € 5L13€  121.79€
Norway 23,549.14 € 18767.95€ 7.85625€  25893€  14839€  129.55€
Poland 3,591.98 € 2,08473€ 1,117.77€ 57.59 € 17.09 € 42.80 €
Portugal 6,570.81 €  495326€ 91029 € 5278 € 24.55€ 2822 €
Romania 1,467.56 €  105849€ 33720 € 28.44 € 7.05 € 21.54€
Slovakia 330559 € 2,168.52€ 48847 € 51.94 € 3170 € 30.26 €
Slovenia 7320.19€ 4706.86€ 1,38639€  123.83 € 71.34 € 66.61 €
Spain 8,066.94 € 3,95926€ 1,18548€  105.75€ 18.21 € 50.18 €
Sweden 18,37245€ 1093627 € 827565€ 21278 € 80.42€ 14561 €
E?;tgejom 1279731 € 11,75333€ 355261 € 10321 € 48.77 € 57.57 €
Total 1044630 € 6821.23€ 2,736.86€  125.71€ 5837 € 7030 €

Source: own calculations, using Eurostat COFOG data.
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We use two main criteria for grouping the countries into the clusters:

1) Movements in public budgets for culture in times of the financial crisis — in particu-
lar in terms of distinction cuts vs raises in public budgets for culture in this period;

2) Geographical location — in particular in terms of distinction Eastern/Western Eu-
rope.

Based on these criteria, we grouped the countries into five separate clusters, presented
below:

*  Cluster I (see Figure 1) — Cyprus, Czech Republic, Greece, Ireland, Italy, Portugal,
Slovenia and Spain;

*  Cluster 2 (see Figure 2) — The Netherlands, United Kingdom;

e Cluster 3 (see Figure 3) — Bulgaria, Croatia, Hungary, Poland, Romania and
Slovakia;

* Cluster 4 (see Figure 4) — Austria, Belgium, Denmark, Finland, France, Germany,
Luxembourg, Malta, Norway and Sweden;

* Cluster 5 (see Figure 5) — Estonia, Latvia and Lithuania.

Cluster 1 includes 8 countries, most of them from the so-called PIIGS (Portugal, Italy,
Ireland, Greece, Spain) group, having significant problems with public finances and being
for a certain time under the auspices of “troika” (a group of international institutions, com-
prised of European Commission, European Central Bank and International Monetary Fund).
We added to these group of countries also Cyprus and Slovenia, both having substantial
problems with public finances in years 2010-2012/13 and being either under auspices of
“troika” (Cyprus) or on the verge of it (Slovenia, for more details see Verbic et al., 2016).
We also include to this group Czech Republic with a similar line of movements of the public
budgets for culture in the times of the financial crisis.

In Cluster 2, we decided to include only two countries: The Netherlands and United
Kingdom. These two countries experienced significant cuts in public cultural budgets, but,
in particular, for United Kingdom this was probably more a consequence of the discussions
on the arguments of economic impact of the arts, significantly influencing the financing of
the arts in this country (for more see e.g. Mermiri, 2010a; b; 2011) and took place even be-
fore the start of the crisis in 2008.

Cluster 3 includes six Eastern European countries, which were not characterised by any
notable (and uniform, i.e. reflected in the falling of the structural budget for culture as well)
cuts in public budgets for culture in times of the financial crisis: Bulgaria, Croatia, Hungary,
Poland, Romania and Slovakia. This movement could be a consequence of at least two rea-
sons: 1) financial non-importance of culture in the public budgets of those countries; 2)
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Figure 1: Dynamics of public cultural budgets, Cluster 1

Source: Own calculations.

strategic importance of culture for the identity of those countries. We decided to keep them
distinct from the similar Western countries in the Cluster 4, based on the findings of the ar-
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Figure 2: Dynamics of public cultural budgets, Cluster 2

Source: Own calculations.

ticle on cultural index by Srakar et al. (2017), clearly separating Western and Eastern Euro-
pean countries in terms of condition of culture based on their empirical insights.
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In Cluster 4, we find Western European countries, not characterised by any remarkable
cuts in public budgets for culture in the period of financial crisis: Austria, Belgium, Den-
mark, Finland, France, Germany, Luxembourg, Malta, Norway and Sweden. Interestingly,
for Scandinavian countries (Denmark, Finland, Norway and Sweden) we can observe a
significant cut in the last year of observation, 2014, which could be an indication of lowering
of public status of culture in those countries, but, of course, at this point the data are insuf-
ficient to elaborate more on this topic.
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Figure 4: Dynamics of public cultural budgets, Cluster 4

Source: Own calculations.
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Figure 4: Dynamics of public cultural budgets, Cluster 4 (Continued)

Source: Own calculations.

Finally, in Cluster 5, we find Baltic countries: Estonia, Latvia and Lithuania, which have
been separated from the others due to their distinctive (and similar between each other) re-
sponse to the financial crisis. Namely, they experienced significant initial cuts in years 2009-
2011 and then, later, raised the levels of funding back to the previous ones and returning to
the upward trend in the movement of structural budget for culture.

Estonia Latvia

AN 20062007, M 020112012201 2014 2007 2008 2009 10 2011 p.ii¥] 2013 paih )

=—agrtual === structural =—agrtual === structural

Figure 5: Dynamics of public cultural budgets, Cluster 5

Source: Own calculations.
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Figure 5: Dynamics of public cultural budgets, Cluster 5 (Continued)

Source: Own calculations.

Observed in a different perspective, the graph in Figure 6 shows a slightly similar dynam-
ics of central and local budgets than observed in Copic ef al. (2013). On one hand, cuts in
cultural budgets were apparently more severe than the cuts in total budgets, in particular for the
central cultural budgets. On the other hand, central and local budgets followed clearly different
trajectories: the central budgets for culture were lowered at the start of the crisis and not any-
more in years 2011-2014, while for the local cultural budgets the picture is opposite: they
suffered from slight cuts due to the austerity policies in years 2011 and 2012.

150
145

140

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

s Central Total Local Total == === Central Cultural Local Cultural

Figure 6: Dynamics of Cultural and Total Central and Local Budget for 23 Countries,
2002-2014 (2002=100)
Note: 23 included countries: Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland,

France, Hungary, Ireland, Italy, Lithuania, Luxembourg, Malta, The Netherlands, Norway, Poland, Portugal,
Slovenia, Spain, Sweden, United Kingdom.

Source: own calculations, using Eurostat’s COFOG data.
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Yet, the main problem of the below diagram (Figure 6), which has been reproduced
in the literature ever since (see e.g. Budapest Observatory, 2014; 2015; 2016) is in its
neglect of clear heterogeneity in the responses of the countries to the financial crisis.
Simple summing up of the countries’ budgets significantly overemphasizes the effect of
the large countries and, therefore, neglects the clearly different responses to the financial
crisis. As we will see below, we can observe cuts in local cultural budgets as well, al-
though on a different level and distribution as for the central cultural budgets. It is, there-
fore, correct to say that the diagrams such as in Figure 6 miss the complete picture and
can lead to problematic conclusions.

5. Regression Analysis of the Effects of Crisis on Financing of Cultural
Sector of the European Countries

To analyse the effects of the financial crisis on public budgets in culture, we perform a
dynamic panel data regression analysis. The econometric model is estimated on the follow-
ing general equation:

logbudgpc,, = PB,logbudgpc,, | + B,logbudgpc,, , + Bt + B,Crisdum

it-1
+BslogGDPpc, + B, X, + BWGI, + BWGI, *Crisdum + B,,Clus2
+B,,Clus3 + B,,Clus4 + P, Clus5 + B, Clus 2 * Crisdum + f,,Clus3 )

* Crisdum + B,;Clus4 * Crisdum + B,,Clus5 * Crisdum + o + &,

Whereas:

 logbudgpc, is the logarithm of deflated budget (general, central or local; and cultu-
ral, total or for any other sector of the European economy) per capita for country i
in year f;

e tis the (linear) time trend;

* Crisdum is a dummy variable taking the value of 1 in years 2008-2012 and 0
otherwise, this variable is used as proxy for the effects of financial crisis;

* logGDPpc, is the deflated logarithm of GDP per capita (in purchasing power pari-
ty) for country i in year f;

* X, is a vector of additional macroeconomic controls, encompassing mainly the level
of unemployment and percent of gross debt on GDP;

*  WGI,, is the total score on six World Governance Indicators: Voice and Accountabi-
lity, Political Stability and Lack of Violence, Government Effectiveness, Regulatory
Quality, Rule of Law, and Control of Corruption;

e Clusl, Clus2, Clus3, Clus4 and Clus5 denote the clusters, used in our study (for
explanation see below): Clus/ contains Cyprus, Czech Republic, Greece, Ireland,
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Italy, Portugal, Slovenia and Spain; Clus2 contains The Netherlands and United
Kingdom; Clus3 contains Bulgaria, Croatia, Hungary, Poland, Romania and Slo-
vakia; Clus4 contains Austria, Belgium, Denmark, Finland, France, Germany,
Luxembourg, Malta, Norway and Sweden; Clus5 contains Estonia, Latvia and
Lithuania;

* Interactions with Crisis denote the products of individual variables (WGI score and
cluster dummies) with Crisis dummys;

e« are the country specific unobserved effects;

e ¢, is the random error component.

The results of the econometric estimation of the different versions of this model are
presented below. All financial variables have been deflated using harmonised index of con-
sumer prices (HAIC), available for the period 1990-2014 at International Monetary Fund
(the base year was 2005). All the models have been estimated using system GMM estimator
with robust standard errors to correct for the problems of heteroskedasticity.

Table 2 displays the results of modelling of all sectorial budgets, in comparison with the
total budget and budget for cultural services. Year dummies denote the coefficients in the
model taking into account the full dynamics of responses in all year of the crisis (2008-
2014). We include also the results of the separate model, where instead of the year dummies
we comprised a previously described general dummy for the crisis (Crisis).

We can see some differences among the sectors. While for some (in particular, Eco-
nomic affairs) we can observe statistically significant raises in times of the financial crisis,
for some others (Defense; Health; Education; Social protection), there are significant cuts. It
is interesting that for almost all of the models, the interaction variable of institutional qual-
ity and crisis dummy was positive and strongly significant, showing that countries with
higher institutional quality as measured by the World Governance Indicators responded to
the crisis with lower cuts in public budgets in most sectors.

Yet, the picture is different for Cultural services sector. Here, on the one hand, the above
interaction variable was not statistically significant. Furthermore, on average, we can observe
no statistically significant cuts in public budgets for this sector for any of the observed years,
and even more the crisis dummy is statistically insignificant. This again confirms the above
observation: viewed on average, the European countries responded to the financial crisis in
a completely different manner as for their decisions on the level of public budgets for culture.
Not taking into account this heterogeneity would completely blur the picture. Additionally,
we cannot explain this heterogeneity by simply looking at the usual differences in macroeco-
nomics variables, institutional quality and institutional models, etc.

Table 3 presents the results of the econometric modelling for the general, central and
local cultural budget when including in the model cluster dummies and their interaction with
the crisis. On the basis of these results, we can develop some important considerations:
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firstly, the effect of the financial crisis is now negative and significant for all three types of
budgets, showing that after controlling for the heterogeneity in the model, we can indeed
observe the expected cuts in the public budget for culture on general, central and local level.

Table 2
COMPARISON OF THE CRISIS EFFECTS AND DYNAMICS ACROSS THE SECTORS,
RESULTS OF SYSTEM GMM MODELLING, ALL THE DEPENDENT VARIABLES ARE
IN LOGARITHMS AND HAVE BEEN DEFLATED WITH HAIC

Dum Dum Dum Dum Dum Dum Dum

Crisis
2008 2009 2010 2011 2012 2013 2014

gl‘::‘gle‘:”bhc 0.0414%%% 00365 -0.0038 0.0326 -0.0285 -0.0424 0073455 0.1335%%x
General
public 0.0235 0.0138 -0.0001 0.0679% 0.0081 -0.0004 00139 -0.0475
services
Defence 0.0334 20.0839%  -0.0109 20,1092 0.1042%%  -0.0978%F  -0.1259%%  -0.1853%%%
Public order )\ g7+ -0.0436* 00135 -0.0043 -0.0267 0.0315 0.0593%  -0.0891%%
and safety
ffcfzir;cs)mlc 0.1345%%%  0.0768* 0.1625%%  0.0741% 0.0860%*  0.1300% 0.0784 0.1127
Environment_, )y 0.0876 0.0001 0.0073 0.0276 -0.0190 -0.0798 -0.0299
prOtCCthn
Housing and
community  0.0748%  0.0424 0.0863 0.0845 0.0816 0.0881 0.1366 -0.0745
amenities
Health 003665 006655  -0.0250 0.0336 0.0561%F 006955 -0.0857FF%  0.1495%%%
Recreation,
cultureand  0.0483%%%  0.0665%%  0.0025 -0.0203 20.0164 20.0161 -0.0031 0.1370%*
religion
Education  0.0568%%%  -0.0402% 0.0040 0.0008 0.0413 0.0270 0.0538 0.1607%
Social » . .

) 0.0522%%%  0,0042 0.0165 20.0186 0.0230 0.0394 0.0727%%  0.1172%%
protectlon
Culwral 0.0454%% 00517 -0.0064 0.0266 -0.0021 0.0278 0.0130 01007

services

Note: We controlled in the models for GDP per capita, other macroeconomic controls (level of unemployment and
gross public debt), institutional quality and its interaction with crisis. Linear time trend has been included in the
models. All the models include two lags of dependent variable. Significance - *** = 1%; ** = 5%, * = 10%.

Source: Own calculations, using Eurostat COFOG data.

Secondly, macroeconomic controls are of the expected sign. In particular, the level of GDP
per capita and unemployment rate are significant predictors of the central public budgets for
culture. Also, institutional quality is an important and positive predictor of both general and,
interestingly, local public budgets for culture, confirming results of Copic et al. (2013).

Finally, although most of the clusters are in the average years not strongly related to the
level of public budgets for culture, there are some strong relationships in the years of the
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financial crisis: Clusters 3 and 4 have, as expected, responded to the financial crisis with less
cuts in cultural budgets than the comparison group, Cluster 1 (the PIIGS and related coun-
tries). This relationship is observable, in particular, for Cluster 4 (Western countries with no
cuts) for the level of central public budgets for culture. Finally, countries in Cluster 2 (The
Netherlands and United Kingdom) and Cluster 5 (Baltic countries) responded to the crisis
with lowering in the level of local public budget for culture, as compared to Cluster 1.

Table 3

FACTORS INFLUENCING THE LEVEL OF CULTURAL BUDGETS,
SYSTEM GMM DYNAMIC PANEL MODELS

Log general cultural

Log central cultural

Log local cultural

Coefficient Robust std. Coefficient Robust std. Coefficient Robust std.
error error error
Lag 1 0.6048%%%  0.1124 0.5267#%%  0.0649 0.8061%%% 0.1014
Lag 2 0.0701 0.1012 0.1212%%  0.0554 -0.0058 0.0583
Constant -0.7493 1.1356 2.6207%  1.4957 4.6625%% 22659
Time trend 0.0130 0.0097 0.0014 00106 -0.0181 0.0167
Crisis dummy ~ -0.1278%  0.0658 0.1366% 00832 0.0871%% 00342
Log GDPp.c.  0.1853 0.1250 0.3838**  0.1739 0.5278*%  0.2197
izzflrzltzy -0.0106 0.0073 0.0172%%%  0.0052 0.0033 0.0098
?;Zf of gross 5000 0.0009 0.0000 0.0014 0.0025 0.0022
WG total 0.0398%  0.0230 0.0228 0.0264 0.0424%  0.0227
Clusters
Clus2 -0.1938 0.1671 01202 02019 -0.2458 0.1937
Clus3 -0.0663 0.1407 03629 0.2668 0.2146 03712
Clus4 0.0467 0.1399 0.0047 0.1929 02582 02350
Clus5 0.0877 0.2333 0.4932%%%  0.1753 0.5563% 03192
Clus2xCris  -0.0748 0.0575 00688 0.0734 L0.1452%  0.0861
Clus3xCris ~ 0.1624%*  0.0775 0.1344 0.0917 200270 0.0845
ClusdxCris  0.1455%%  0.0715 0.2277%%% 00815 0.0791 0.0528
Clus5xCris  0.0432 0.1395 0.0411 0.1096 02697 0.1287
Observations 358 327 327
Wald-chi2 13360.97  **x 12804.6 31092.61

Note: Significance - *** = [%; ** = 5%; * = 10%

Source: own calculations, using Eurostat COFOG data.


http:31092.61
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6. Robustness tests
We perform several robustness tests to verify our findings. These tests consist of two parts:

* Sensitivity to the choice of independent variables, in particular the macroeconomic
controls;

* And, sensitivity to the choice of the estimator.

Table 4 presents the results of robustness checks to the choice of the used variables. We
could argue that macroeconomic variables (in particular, the level of GDP per capita) are in
reverse causal relationship to the dependent variables, i.e. levels of public budgets for cul-
ture. Namely, as the level of public budget for culture is changed, this also has a multiplica-
tive effect on the level of GDP.

To control for these effects we perform two additional models for each public budget for
‘culture’ variable: firstly, eliminating only the level of GDP per capita; and, secondly, elimi-
nating all macroeconomic controls.

The results, presented in Table 4, confirm the robustness of the coefficients. Further-
more, the size and significance of the main crisis dummy is enhanced, which shows that GDP
per capita and other macroeconomic variables take into account for a large part of this effect,
but not in total: there was also an independent and negative effect of the financial crisis to
the level of all three budgetary variables in culture.

Furthermore, the effects of clusters in times of the financial crisis have been confirmed
as well: Clusters 3 and 4 tended to have significantly less cuts in public budgets for culture
(in particular, the central public budget for culture) than Cluster 1, which is again the refer-
ence category.

A significant consideration is also the choice of the estimator (for example, Copit et al.,
2013, use a simple random effects estimator). We, therefore, present in Table 5 also the re-
sults using three additional estimators, beside the usual random and fixed effects for linear
panel data models also the Arellano-Bond difference GMM modelling (see e.g. Arellano and
Bond, 1991).

These results confirm the robustness of our main results in general, although the results of
fixed and random effects do not show the effect of the financial crisis very clearly. As for the
cluster effects in times of crisis, they are visible for the fixed and random effects model in par-
ticular for the Cluster 4 (Western countries with no cuts) for the central budget for culture, and
Cluster 2 (The Netherlands and United Kingdom) for all three budgetary variables.

Conversely, Arellano-Bond difference GMM estimator tends to produce very similar
results as the Arellano-Bover system GMM estimator, with even some stronger results when
the level of general public budget for culture is under consideration.
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We can, therefore, conclude that most of the results are very robust to both the choice of
variables and estimator. The only notable consideration is that the effects of crisis become
much more visible when we take into consideration the dynamic perspective (path depen-
dency). This shows that simple, static consideration of the public budgets for culture would
distort the picture and pronounce the effect of the confounders, in particular the level of GDP
and other macroeconomic controls (as shown in the detailed results of the linear panel data
models which we do not provide here).

Table 5
ROBUSTNESS OF THE MAIN RESULTS TO THE CHOICE OF ESTIMATOR-FIXED
AND RANDOM EFFECTS AND ARELLANO-BOND GMM DYNAMIC MODELS
OF GENERAL, CENTRAL AND LOCAL CULTURAL BUDGETS

Random effects model Fixed effects model Arellano Bond, 2 lags
Log general
cultural Coefficient Robust std. Coefficient Robust std. Coefficient Robust std.
error error error
Crisis dummy  0.0469 0.0376 0.0455 0.0372 -0.0961*** (.0352
Clus2xCris -0.2039***  (.0529 -0.2059%**  (.0522 -0.1140%*  0.0541
Clus3xCris 0.0959 0.0623 0.0905 0.0618 0.1243**  0.0557
Clus4xCris 0.0247 0.0376 0.0282 0.0373 0.1452%*% 0,0431
Clus5xCris -0.0835 0.0648 -0.0762 0.0645 0.0543 0.0952
Random effects model Fixed effects model Arellano Bond
Log central
cultural Coefficient Robust std. Coefficient Robust std. Coefficient Robust std.
error error error
Crisis dummy  0.0270 0.0505 0.0227 0.0507 -0.1009**  0.0491
Clus2xCris -0.2262%**  (0.0693 -0.2249%**  (0.0695 -0.0982 0.0704
Clus3xCris 0.0480 0.0823 0.0495 0.0827 0.1397 0.0852
Clus4xCris 0.1120**  0.0517 0.1182**  0.0520 0.1736***  0.0646
Clus5xCris -0.0671 0.0855 -0.0609 0.0861 0.0274 0.1290
Random effects model Fixed effects model Arellano Bond
Log local
cultural Coefficient Robust std. Coefficient Robust std. Coefficient Robust std.
error error error
Crisis dummy  -0.0100 0.0742 -0.0149 0.0742 -0.0782 0.0528
Clus2xCris -0.2279*%*  0.1017 -0.2315*%*  0.1016 -0.1955%*  0.0853
Clus3xCris 0.1870 0.1208 0.1881 0.1210 0.0599 0.0909
Clus4xCris 0.0277 0.0760 0.0339 0.0761 0.1029 0.0653
Clus5xCris -0.0695 0.1257 -0.0524 0.1260 -0.1693 0.1117

Note: Significance - *** = [%; ** = 5%; * = 10%.
Source: own calculations, using Eurostat COFOG data.
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7. Conclusions

The aim of this article was to analyse how the European countries reacted to the conse-
quences of the financial crisis in the cultural sector from macroeconomic and econometric
perspectives. The main findings of the article are as follows

1) During the period 2008-2014 in 29 studied European countries cuts in cultural bud-
gets as measured by deviations to the trend were present on general, as well as
central and local level (somewhat contrary to what was established by previous
study of Copi¢ et al., 2013);

2) The dynamic of cuts in cultural budgets was significantly different for central and
local budgets, namely the central ones have been lowered at the start of the crisis
while the local ones have been lowered slightly only in years 2011 and 2012;

3) The general picture, obtained by merely aggregating all individual country budgets
leads to a distorted picture —we found evidence for significant heterogeneity among
the analysed countries, which has to be taken into account also in the modelling of
the responses;

4) Five clusters of countries, not following any existing classification, more accurately
represent the heterogeneity among the countries in terms of their responses in the
levels of general, central and local budget for culture to the financial crisis;

5) Institutional quality appears related to the level of cultural budget, but it does not
explain the different responses of the countries in the levels of public budgets for
culture to the financial crisis.

The article leaves an open important and unresolved question: the relationship between
cultural and local cultural budgets, clearly of endogenous nature and, therefore, has to be
explored and modelled in future analyses. Furthermore, we could include in the analysis also
variables of the political economy, which likely correlate to the decisions about public bud-
gets on general, central and local level.

Finally, public funding for culture is only one of the sources of financing of culture
and the arts, forming the “tripod economy”, elaborated in works of e.g., Mermiri (2010
a; b; 2011) and Copic¢ er al. (2011). Several findings point out to ambivalent relation-
ship between public and private funding for the arts, which could be in a complemen-
tary or substitute relationship (for more see e.g. Brooks, 2003; Srakar and Copic, 2012).
It would be important to relate to other sources of funding also in our models, which
would contribute to the robustness of the findings. Yet, at this point, there exists no
comparable data that we could incorporate in the econometric models as almost no
data exists (even on cross sectional basis) on comparative level for private funding of
the arts (for more see e.g., Klamer, Petrova and Mignosa, 2006). We hope the improve-
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ments of cultural statistics (see e.g., Bina et al., 2014) will enable such analyses in
future.

What has been so far described should be part of a future research agenda on this topic.
As datasets on cultural statistics and cultural policy’ characteristics are becoming ever more
accessible, it will be easier to develop researches in this area, which has been neglected in
past decades although the first work of cultural economics (Baumol and Bowen, 1966) was
macroeconomic in nature. We, therefore, sincerely hope that our analysis will spur future
research in the area of macroeconomics and econometrics of cultural policy as a new line for
the development of cultural economics in future.

Notes

—

By public budgets, we mean budgets of different levels of government in relative terms —as percentage of GDP
and percentage of general national budget (in the econometric analysis we strictly use the latter definition).

SICA: Dutch Centre for International Cultural Services.
IFACCA: International Federation of Arts Councils and Culture Agencies.

COFOG: Classification of the Functions of Government.

wok wN

General government spending provides an indication of the size of the government across countries. General
government spending generally consists of central, state and local governments, and social security funds
(OECD, 2015).

6.  As stated by Bun and Windmeijer (2010), an estimation procedure, commonly applied to estimate the param-
eters in a dynamic panel data model with unobserved individual specific heterogeneity is to transform the
model into first differences and then use sequential moment conditions where lagged levels of the variables
are instruments for the endogenous differences and the parameters estimated by GMM (see Arellano and
Bond, 1991). It has been well documented that this GMM estimator can have very poor finite sample proper-
ties in terms of bias and precision when the series are persistent. Blundell and Bond (1998) and Arellano and
Bover (1995) therefore proposed the use of extra moment conditions that rely on certain stationarity conditions
of the initial observation. When these conditions are satisfied, the resulting “system GMM estimator” has been
shown to have much better finite sample properties in terms of bias and root mean squared error (see e.g.
Blundell and Bond [1998] and Blundell, Bond and Windmeijer [2000]).

7.  Weuse A =6.25 as specified by these authors for the yearly data.
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Resumen

El articulo analiza si los paises europeos utilizan la misma estrategia para financiar la cultura durante
la crisis financiera y en tiempos de bonanza econdmica. Para ello, se contrasta la siguiente hipdtesis:
“Los efectos de la crisis financiera se proyectaron en recortes generales —del gobierno central y de los
gobiernos locales—". Ademads, se examina el grado en el que la financiacion del sector cultural durante
la crisis fue diferente respecto de la de otros sectores. Se utiliza diversos métodos de regresion de datos
de panel (modelos dindmicos) con datos de Eurostat de acuerdo con la metodologia COFOG para 29
paises y el periodo 1990-2014. De acuerdo con los principales resultados obtenidos, los recortes pre-
supuestarios en cultura —a nivel central y local- se alinean con los acaecidos a nivel general, si bien
aquellos muestran caracteristicas diferenciadas respecto de los recortes en otras dreas del Sector Puabli-
co. También se muestra que la dindmica de los presupuestos publicos para cultura durante la crisis
difiri6 significativamente entre paises, toda vez que los recortes no fueron uniformes. Por dltimo, es
evidente que la calidad institucional tiene un efecto positivo en la financiacién del sector cultural du-
rante la crisis. El articulo es uno de los primeros en el campo de la econometria de los presupuestos
publicos de cultura y esperamos que contribuya a impulsar esta drea de investigacion.

Palabras clave: paises europeos, financiacion de la Cultura, crisis financiera, modelos dindmicos de
datos de panel Blundell-Bond, calidad institucional.
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