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This book analyzes the economic challenges facing symphony orchestras and contrasts the

experience of orchestras in the United States (where there is little direct government support)

and abroad (where governments typically provide large direct subsidies). Robert J. Flanagan

explains the tension between artistic excellence and financial jeopardy that confronts most

symphony orchestras. He analyzes three complementary strategies for addressing orchestras’

economic challenges—raising performance revenues, slowing the growth of performance

expenses, and increasing nonperformance income—and demonstrates that none of the three

strategies alone is likely to provide economic security for orchestras.
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1Surpluses, Deficits,and Symphony OrchestrasOn February 26, 2008, the New York

Philharmonic Orchestra, the oldest symphony orchestra in the United States, played a

remarkable concert in Pyongyang, the capital city of North Korea, as part of an effort to use

cultural exchange to thaw diplomatic relations between the two countries. The program

included the national anthems of each country, the prelude to act 3 of Richard Wagner’s

Lohengrin, Antonín Dvo�ž�¹ s “New World” Symphony, and George Gershwin’s An American in

Paris. The encores included compositions by Georges Bizet and Leonard Bernstein, along with

a popular Korean folk song. Whatever the ultimate diplomatic effects, the concert itself was an

artistic and popular triumph. The Economist (2008) reported, “The orchestra received a

rapturous standing ovation. Even North Korea’s most senior attendee, Vice-President Yang

Hyong Sop, readily got to his feet.”About six weeks earlier, the board of directors of the

Columbus, Ohio, symphony orchestra, which had presented a critically acclaimed performance

in Carnegie Hall ten years earlier, announced that their orchestra was near bankruptcy. Faced

with several years of deficits, the board proposed to save about $2.5 million in the following

year’s budget by reducing the number of full-time orchestra musicians from 53 to 31 and

reducing the concert season from 46 to 34 weeks. Part-time musicians would be hired when

necessary to fill the orchestra’s ranks. The musicians’ union subsequently rejected that

proposal, citing the impact on the income of the symphony’s musicians. In late September,

following the cancellation of summer concerts and the 2007–8 concert season, the symphony’s

musicians ratified a new agreement that involved $1.3 million in reduced wages as well as

forgone health and pension benefits. A later agreement negotiated in 2011 provided musicians

with base pay equal to 64 percent of their pay in 2008 (Sheban 2011).Both events were

“typical” in the sense that, over longer periods, there are a significant number of U.S.

orchestras that run surpluses and an even larger number that run deficits. Even the New York

Philharmonic, one of the wealthiest symphony orchestras in the United States, faces significant

economic challenges, with ever-growing expenses and declines in some types of performance

revenue (Lubow 2004). Averaged over the 1987 through 2000 concert seasons, the financial

balance for 63 large U.S. symphonies was negative (deficit), but the experience of individual

orchestras was widely dispersed. Forty-six orchestras ran deficits on average, while 17

orchestras ran surpluses on average. But irrespective of their average position, all orchestras

experienced considerable annual variation in their financial balance. In each year some

orchestras ran significant surpluses, while others ran significant deficits, but none of the 63

orchestras had surpluses (or deficits) throughout the entire period. The next chapter sets out

the foundation of the ongoing economic insecurity faced by symphony orchestras.In year 2000

dollars, the overall financial balance for the median orchestra changed from a deficit of almost

$49,000 in 1987 to approximate balance in 2000 following a strong growth of private

contributions during the robust economy of the late 1990s. Most orchestras achieved their

strongest financial position during 1997–99, when highly favorable general economic

conditions prevailed. Finances again deteriorated during the recession that greeted the 21st

century and the Great Recession that began in late 2007. This pattern signals the importance

of general economic conditions on the financial health of orchestras, a phenomenon that

receives more attention in chapter 3. But many other factors influence an orchestra’s financial

health, for whether general economic conditions are good or bad, financial outcomes vary

enormously among individual orchestras.The demise of several orchestras over the past 20



years further signals the financial pressures on the industry. Bankruptcies have included the

Florida Philharmonic Orchestra (2003) and orchestras in Birmingham, Alabama (1993),

Oakland (1994), Sacramento, California (1996), San Diego (1996), San Jose, California

(2002), Tulsa (2002, following a reorganization in 1994), Honolulu (2009), Louisville, Kentucky

(2010, following a near miss in 2003), Syracuse, New York (2011), and Albuquerque, New

Mexico (2011). Some of these orchestras eventually reorganized and reopened— usually with

a different name and distinctly weaker finances. Two other orchestras, Denver and New

Orleans, entered bankruptcy and later reformed as labor cooperatives—the Colorado and

Louisiana symphony orchestras, respectively. Nor have the difficulties been limited to regional

orchestras. In October 2010 the Detroit Symphony Orchestra’s musicians struck following

disagreements with management about how to address a serious financial deficit. With the

strike unresolved in February 2011, the management of the orchestra canceled what was left

of the 2010–11 concert season. After further negotiations, the musicians and management

reached an agreement that permitted an abbreviated concert season to begin in mid-April

2011. Two foundation gifts failed to alleviate serious financial pressures facing the Philadelphia

Orchestra, which filed for bankruptcy in April 2011—the first such action by a major U.S.

orchestra.What explains these disparate experiences? Why are many symphony orchestras

living on the edge, while others are in a comparatively secure financial position? Answering

these questions requires an understanding of the economic environment in which symphony

orchestras exist and of the main institutions that influence that environment. Understanding the

environment is partially a matter of appreciating why the flows of revenues received and

expenses incurred by symphony orchestras look so different from the revenues and expenses

of a typical business organization. Chapter 4 explores these revenues and expenses. Happily,

there is more than an accounting exercise involved. Understanding the underlying forces

clarifies why most orchestras must be organized as not-for-profit organizations and why even

the advantages of this form of organization do not guarantee financial health.More than

accounting is at stake also because the revenues and expenses of symphony orchestras

reflect decisions by individuals and institutions whose motivations must be explored to fully

understand the economic environment of orchestras. Performance revenues rest importantly

on attendance decisions—why some people choose to attend an orchestra performance while

others opt instead for competing uses of their leisure time. Chapter 5 explores the prospects for

raising performance revenues. Much of the salary expense incurred by orchestras reflects the

outcome of collective bargaining negotiations between symphony management and unions

representing artistic and nonartistic personnel. Chapter 6 examines the growth and structure of

pay within and between U.S. orchestras.For reasons that will become apparent, symphony

orchestras, most other performing arts groups, colleges and universities, and many other

nonprofit organizations must rely upon income that does not flow from their normal operations.

The flow of such nonperformance income to orchestras depends upon a variety of complex

decisions. Government support reflects how and why governments decide to support the arts,

for example. The nature of public support of U.S. orchestras discussed in chapter 7 contrasts

sharply with the approach to government support taken elsewhere in the world (chapter 10).

Private nonperformance income depends on the capacity and motivation for philanthropy by

individuals, businesses, and foundations (chapter 8). A board of trustees is responsible for the

general governance of a symphony orchestra, including its financial performance. The board’s

investment and management of an orchestra’s endowment determine both the annual flow of

investment income and the availability of endowment resources to support future activities

(chapter 9). This book tries to integrate the economic facts with the motivations and behaviors



underlying the revenues and expenses of symphony orchestras.Viewed superficially, foreign

orchestras may seem to escape the financial challenges faced by their U.S. counterparts.

Elsewhere in the world, symphony orchestra bankruptcies are unheard of, for example. Yet no

orchestra in the world earns enough to cover its operating expenses; no orchestra is self-

supporting. Instead, orchestras around the world face common economic challenges with

different sources of nonperformance income. The absence of bankruptcies abroad reflects the

prominent role of governments in providing subsidies to orchestras and other performing arts.

Chapter 10 assesses the scope of government support abroad and discusses how a system of

government subsidies influences an orchestra’s performance revenues and expenses.Care

must be taken in selecting organizations for a representative industry study. A study of

symphony orchestras should include organizations that represent the diversity of

organizational experience and account for most of the sector’s activity. If one were to choose

the largest symphony orchestras at the beginning of the study period (1987 in this case), the

study would lose information on emerging orchestras that later grew into musical and

economic significance. If one were to choose the largest orchestras at the end of the period

(2005 in this case), the study would lose information on musical organizations that have

declined or even disappeared during the study period. Such biases from the selection of a

sample are potentially serious, since both growing and declining orchestras can yield important

information on the sector’s economic challenges.To preserve such information, the sample

analyzed in this book includes every symphony orchestra that was one of the largest 50

symphonies in the United States (based on budget size) for at least two years during the 1987–

88 through the 2005–6 concert seasons. Each symphony that met this requirement remains in

the sample throughout the 19-year period, irrespective of its rank in other years. Stable,

ongoing organizations dominate the sample; the majority of the orchestras reported data for 18

or 19 years during the period. But the selection procedure retains some orchestras whose

economic health declined during the period (and hence would not be in the largest 50

symphonies late in the period), along with growing orchestras that moved into the “top 50”

category late in the period. This approach produced a sample of 63 symphony orchestras

(listed in the appendix to this chapter), representing over 70 percent of orchestra revenues and

expenditures in the United States. If there is a group that is slighted by this procedure, it is the

smallest symphony orchestras. As it happens, these orchestras are likely to submit incomplete

data at irregular intervals— factors that would have limited their weight in the analyses anyway.

The analysis also relies on U.S. government data on local market characteristics, such as

population and per capita income, and data on the operations and finances of competing

performing arts organizations.CHAPTER 2Why Are SurplusesSo Difficult to Maintain?The

permanent orchestra season has, as usual, been financially a bad one all over the country.

With the end of April … come the bills for those who pay the piper… . There is always a deficit,

which public-spirited guarantors are called upon to pay year after year. A permanent orchestra,

it seems pretty well established by American experience, is not at present a paying institution,

and is not likely immediately to become so… . [Nevertheless,] the prevailing note of the

guarantors of the America Orchestras is one of hopefulness. Things are coming on; the public

is being educated; it will support the orchestras in larger and larger numbers till they are finally

… self-supporting.This quote from a New York Times article could have been written in the

early years of the 21st century. As it happens, it appeared a century earlier in a review of the

financial results of the 1902–3 concert season (Aldrich 1903). In it we can see a number of

themes that remain salient today. First, no symphony orchestra earns enough from

performances to cover its performance expenses. Second, that fact is not likely to change in



the foreseeable future. Third, the survival of orchestras depends on the resources provided by

“guarantors.” And, finally, the hope persists that building audiences will make orchestras self-

supporting.A century later, the durability of the economic challenges facing symphony

orchestras worries pessimists, while the continued survival of most major symphonies may

encourage complacency among optimists, who conclude that solutions to chronic operating

deficits will always emerge. In fact, the optimistic prognosis that concludes the 1903 New York

Times article proved wrong. The growth of orchestra’s revenues from concert performances,

recordings, and broadcasting continues to lag behind the growth of performance expenses.

And orchestras have had variable success in offsetting their operating deficits with the

resources of guarantors.Understanding the economic choices facing symphony orchestras

requires an understanding of why they cannot evolve as self-supporting organizations. This

chapter first reviews the history of how U.S. symphony orchestras rapidly moved from self-

supporting status to permanent operating deficits. Then follows a discussion of why self-

supporting status is an elusive goal.The Evolution of Symphony OrganizationsMany of the

earliest symphony orchestras in the United States were organized as musicians’ cooperatives.

After acceptance into an orchestra, players paid an initiation fee and an annual charge, chose

their conductor, hired rehearsal and performance venues, and accepted a share of the net

proceeds as their compensation. As residual claimants, however, they bore most of the

economic risk of early musical ventures and had to divide their time between artistic and

management activities. Some musicians mitigated the risk by giving preference to outside paid

performances over symphony rehearsals. The cooperative structure of some early symphonies

also gave musicians a property right in their positions, which proved a barrier to changing

personnel to upgrade orchestra quality (Caves 2000). Orchestras clearly required a different

organizational form if they were to improve performance quality. By the late 19th century, most

symphony orchestras no longer earned a surplus that could be divided among the musician-

owners. As the New York Times quote reminds us, operating deficits became a way of

life.Several major orchestras eventually acquired individual “angels” or small groups of

committed donors who pledged funds to cover the ubiquitous operating deficits. The New York

Philharmonic, founded in 1842, initially lacked such support and was unable to operate as a

full-time resident orchestra. The Boston Symphony Orchestra, founded in 1881, enjoyed the

support of a single wealthy individual. The Chicago Symphony Orchestra, founded 10 years

later, relied on the members of an orchestral association who pledged funds for the orchestra’s

operation. With this support, major symphonies were able to expand in size, to lengthen

seasons, and to guarantee musicians a weekly salary for the duration of the season. Those

who pledged the funds also took over or arranged for the management of symphony activities,

and musicians were able to focus on their art.1 While donors expected no monetary return on

their contributions, many were surprised by the persistent growth of operating deficits (Hart

1973).Shifting from labor cooperatives to professional management no doubt improved artistic

quality, but contrary to the hope expressed at the end of the New York Times excerpt, revenues

earned from performances continued to fall short of performance expenses, eventually

exceeding the resources of even wealthy individuals. Individual angels gave way to small

groups of committed wealthy guarantors who covered performance deficits. As deficits

continued to grow, however, the function of symphony boards expanded from giving money to

also raising money so that orchestras could survive. Yet by 1940, a wide-ranging study of the

industry could state that “in spite of their vitality, growth in numbers, and the volume of their

attendance, all symphony orchestras are facing serious financial problems and their future

rests on an unstable basis. Receipts from tickets have never been enough to balance the



costs… . All, therefore, have had to resort to various kinds of deficit financing… . Endowments

are becoming more difficult to build up and the income therefrom has been found uncertain

when most needed in depressions. Annual maintenance fund drives are finding fewer large

donors and are reaching out for more contributors of small sums. Subsidies have been little

tried in this country and involve many problems” (Grant and Hettinger 1940). This same study

reports that by the late 1930s, the three most successful major symphony orchestras earned

“only an average of 85 percent of their total budgets, while … the whole group averages abut

60 per cent” (Grant and Hettinger 1940, p. 21). By the early 21st century, these operating

results would be viewed with great envy by most orchestras.Twenty-six years later, a landmark

study of the performing arts opened with these words, which parallel the opening paragraphs

of this book: “In the performing arts, crisis is apparently a way of life. One reads constantly of

disappointing seasons, of disastrous rises in cost, of emergency fund drives and desperate

pleas to foundations for assistance. While some performing organizations have improved their

financial position, there always seem to be others in difficulties” (Baumol and Bowen 1966).If

symphony orchestra operating deficits are not news, what accounts for them? What explains

the persistence of the problem of generating surpluses for symphony orchestras and other

performing arts?The Cost Disease and Its CriticsIn their influential study, William Baumol and

William Bowen (1966) identified a “cost disease” as the root of persistent operating deficits in

the performing arts and other activities with comparatively low productivity growth. If pay in

these activities increases at roughly the same rate as pay in high-productivity growth sectors,

costs per unit of product or service must increase in activities with low productivity growth. The

mechanics of the cost disease merit careful attention.Labor productivity is simply output

divided by labor input—output per employee or output per hour of work. At the time that

Baumol and Bowen were writing, productivity growth was most rapid in the “goods-producing”

sector (manufacturing and mining industries) and slowest in the service sector, including the

performing arts. If both pay and output per employee in the goods-producing sector increase at

3 percent each year, labor costs per unit of output remain constant. Higher pay is exactly offset

by the additional units produced, and there is no labor cost pressure on prices. But if pay

increases at 3 percent per year in an industry with no productivity growth, labor costs per unit

of output will increase at 3 percent per year, creating pressure to cover the increased costs

with higher prices. Or, to take an intermediate case, if productivity in the low-productivity-

growth industry increases at 1 percent annually (rather than zero), pay increases of 3 percent

will produce unit labor cost increases of 2 percent per year, with somewhat less upward

pressure on prices. This arithmetic is the essence of the infamous cost disease. Although one

still hears claims that the cost disease does not exist or has been “repealed,” in fact the

disease cannot be repealed without repealing the laws of arithmetic.The relevance of the cost

disease to the performing arts is readily apparent. Activities in which the relationship between

labor inputs and outputs cannot be extensively altered by technical changes have the highest

potential for cost disease. Symphony orchestras and other performing arts provide prime

examples. Composers of classical music and the authors of plays largely determine the

number of musicians or actors required for their works, and that number rarely changes over

time. Indeed, in the performing arts, a performer’s presentation often is the real product—there

is no way to separate output (a performance) from labor input. The performance (“output”) and

the performer (“labor input”) are one and the same. So low productivity growth in the

performing arts is not anybody’s “fault”; it is inherent in the nature of performance.Figure 2.1.

Symphony Expenses and Producer Prices, 1987–2005Source: League of American

Orchestras, U.S. Bureau of Labor StatisticsThe consequences of relatively low productivity



growth are clear: performance expenses will rise relentlessly as long as pay in the performing

arts grows at about the same rate as pay elsewhere in the economy—as it must if the

performing arts sector is to retain its employees. Year in and year out, the costs of presenting

symphony (and opera and theater) performances will grow relative to the costs of producing

products in high productivity-growth industries. In fact, this has happened. Figure 2.1 compares

the evolution of the median performance expense per concert of 32 large symphony orchestras

with costs in the goods-producing sector—the prices of finished goods as they leave the

factory. Between 1987 and 2005, performance expense per concert increased over 300

percent, while the cost of finished goods increased much less (148 percent). Unless

performance revenues increase ever more rapidly, an orchestra’s operating deficit—the gap

between performance expenses and performance revenues—will increase.There are only two

ways to escape the unpleasant implications of the cost disease. Either the underlying facts can

change, so that the arithmetic of the cost disease changes in ways that “cure” the disease; or

the consequences of the incurable disease can be offset by other factors.Curing the disease

requires a change in either of two key facts. Either differences in productivity growth between

the performing arts and other industries must diminish, or employees in performing arts

industries must accept pay increases that lag further and further behind the pay increases

received in jobs outside the performing arts sector. Neither of these events has occurred, and

in the first decade of the 21st century, neither seems imminent. In the words of Baumol and

Bowen (1966, p. 164): “Whereas the amount of labor necessary to produce a typical

manufactured product has constantly declined since the beginning of the industrial revolution, it

requires about as many minutes for Richard II to tell his ‘sad stories of the death of kings’ as it

did on the stage of the Globe Theatre. Human ingenuity has devised ways to reduce the labor

necessary to produce an automobile, but no one has yet succeeded in decreasing the human

effort expended at a live performance of a 45-minute Schubert quartet much below a total of

three man-hours.”Casual observers sometimes confuse recent productivity developments in

the broad services sector with developments in the performing arts. Since 1995, productivity in

much of the service sector has increased as rapidly as in the goods-producing sector, leading

some authors to proclaim “the end of the cost disease” (Triplett and Bosworth 2003). The

source of this historic surge in service productivity is believed to be heavy investments in new

information technology in some service industries. The performing arts, however, have been an

exception to this productivity surge: they have much more limited opportunities to apply the

new technologies that are believed to be the source of the productivity surge elsewhere.

Indeed, the studies that proclaim the end of the cost disease do not even include data on the

performing arts in their analysis of the service sector. Instead, they examine the experience of

distinctively different service industries, such as financial services, transportation services,

telecommunications, public utilities, and personal services, in which new technologies have

indeed played an important role in advancing productivity. But productivity growth remains

slower in orchestras and other performing arts.The cost disease also has not been cured by

lagging pay growth in symphony orchestras. Instead, pay in symphony orchestras has grown at

least as rapidly as in the rest of the economy. (Details are provided in chapter 6.) In short, while

the cost disease may have been cured in those service industries that were able to raise

productivity growth through the application of information technology, the cure did not extend to

symphony orchestras and other performing arts.Can Higher Performance Revenues Offsetthe

Cost Disease?Even when the cost disease cannot be cured, other economic developments

might increase performance revenues rapidly enough to offset the consequences of the

disease. With the costs of presenting live performances rising more rapidly than costs in the



rest of the economy, one would expect the price of live concert performances to increase more

rapidly than other prices as orchestras tried to pass on increasing costs into prices. Up to a

point, raising ticket prices may raise concert revenues, but at the cost of discouraging some

attendance (see chapter 5). Moreover, to the extent that rising ticket prices discourage

attendance, they are also likely to change the composition of concert audiences—thinning the

ranks of low- and middle-income classical music lovers. Smaller audiences also may have

artistic consequences; many performing artists believe that larger audiences tend to stimulate

superior artistic performances.Will increases in income offset the effects of rising ticket prices

on attendance? After all, real incomes in every economy rise with the growth in average

productivity. General productivity growth effectively increases purchasing power so that over

time a society can afford to spend more on concerts as well as all other goods and services.

When real (adjusted for inflation) family income increases, patronage of the arts may increase

to the extent that families are better able to afford the higher prices for tickets to live

performances. The additional patronage possible with higher incomes might offset losses in

attendance attributable to increases in relative ticket prices. This argument has its limits.

Attending a live performance requires both cash and time. Only cash budgets expand with

growing real incomes. Time constraints are inherently rigid and limit attendance that higher

income might otherwise permit. Moreover, higher real incomes raise the value of time. As the

opportunity cost of attending live performances increases with higher incomes, attendance

could decrease.Can the cost disease be overcome by presenting concerts in larger venues?

Larger concert halls only produce larger revenues per performance if more people are willing

to buy tickets. As will become apparent in chapter 5, however, few U.S. orchestras fill their

concert halls, and the average orchestra sells tickets for only 70 percent of its seats. Even if

there are more patrons to fill the seats, there is a more subtle limitation to the capacity-

expansion strategy: the cost disease has a continual cumulative effect on an orchestra’s

financial balance. To cope with the disease, the number of seats would have to continually

expand (and be filled).Can television, compact discs, and other mass media cure the cost

disease by permitting broader exposure per performance? Unfortunately, some mass media

mechanisms are also subject to the cost disease. Mass media incur two types of costs:

performance costs and distribution costs. Performance costs are subject to the cost disease—a

symphony performance on television incurs about the same costs as a live performance in a

concert hall. In neither venue does the labor requirement of the performance decline over time.

In contrast, distribution costs may be reduced by technical innovations. As distribution costs

are reduced, however, they become an increasingly smaller fraction of total costs. The

performance costs, which are subject to cost disease no matter where the performance occurs,

come to dominate the total costs. Because the high-tech input is subject to continual

innovation, it constitutes a diminishing share of total costs over time.Theoretically, there is a

possible exception. CD, video, and other media performances that can be replayed “as many

times as one desires for as many additional persons who care to listen or watch, without any

additional performance inputs, may be able to offset the consequences of the cost disease of

the original recording if audience size per recording rises cumulatively at a sufficiently rapid

rate.” (Baumol and Baumol 1984, emphasis added). In fact, there has been a dramatic decline

in the sales of sound recordings. The Recording Industry Association of America reports that

the 2008 value of U.S. shipments of sound recordings was only 58 percent of the value of 1999

shipments. While the 2008 figure surely reflects some impact from the Great Recession,

shipments declined throughout the nine-year period, with the exception of a brief uptick in

2004. The news was even worse for classical music recordings, whose share of sound-



recording shipments declined from 3.5 percent in 1999 to 1.9 percent in 2008. The value of

2008 shipments of classical recordings was only 32 percent of the 1999 value (Recording

Industry Association of America).Whatever the original hopes for mass media, it is clear that

income from broadcasting and recording has played a negligible role in offsetting the relentless

performance deficits experienced by orchestras. Many orchestras today have no broadcasting

and recording income. In 1987 only half of the 63 orchestras studied for this book received

broadcasting and recording income. A decade later only 28 orchestras reported such income.

Recall that each of these musical organizations has been one of the top 50 orchestras in the

United States for at least two years since 1987. The proportion of all orchestras without income

from mass media is much larger, since the 30 percent of the industry not included in this study

are all smaller orchestras that are less likely to receive broadcast and recording opportunities.

(In recent years, the League of American Orchestras has not published separate data on

broadcast and recording income, but there is no reason to believe that there have been

significant changes.)For the median orchestra with access to mass media in 1987,

broadcasting and recording income constituted a mere 0.9 percent of total revenue (2 percent

of performance revenue). A decade later this source of income accounted for 0.4 percent of

total revenue and 1.2 percent of performance revenue. The percentage ranged from almost

zero to just over 6 percent of performance revenue. The evidence that broadcast and recording

revenue constitute a small and declining fraction of symphony orchestra income parallels the

findings of an earlier Ford Foundation study of symphony orchestras in the 1960s and 1970s

(Ford Foundation 1974).Even these numbers overstate the impact of mass media on orchestra

financial balance, because orchestras incur costs for their broadcast and recording activities.

On an annual basis, the broadcast and recording income of some orchestras actually falls

short of the associated expenses, thereby worsening the performance income gap. In 1987

only 12 of the 31 orchestras with broadcast and recording activities reported revenues that

exceeded the costs of these activities. A decade later the situation was even worse: only 5 of

the 27 orchestras with such activities reported a surplus on broadcasting and recording. Of

course, the income accruing from a particular recording session will be spread over time, so

annual figures may not provide an accurate comparison of the benefits and costs of recordings

made in a particular year. (Indeed, a few orchestras report broadcast and recording expenses

but no offsetting income in some years—presumably reflecting recording activity that has not

yet been released.) For about a dozen orchestras, however, broadcast and recording revenues

failed to cover expenses throughout 1987–97. At the other extreme, only 15 orchestras

averaged a positive net gain from their broadcast and recording activities between 1987 and

1997.Structural DeficitsAll in all, it seems unlikely that performance revenues will increase

sufficiently to offset the increasing performance expenses of orchestras. When performance

revenues fall short of performance expenses in a fully employed economy, an orchestra faces

what is known as a structural deficit. The disquieting implication of the cost disease arithmetic

is that orchestras will be saddled with ever-growing structural deficits. The evolution of a

structural deficit boils down to a single empirical question: do performance revenues cover an

increasing or decreasing fraction of an orchestra’s performance expenses over time? If the

incurable cost disease has been offset, structural deficits will decline as performance revenues

cover an increasing proportion of performance expenses. But if the cost disease has not been

neutralized, performance revenues will cover an ever-diminishing fraction of performance

expenses, and structural deficits will increase. Resolving this question is of enormous

importance for discussions of symphony orchestra policy: if the cost disease cannot be offset,

symphony orchestras will face increasing structural deficits.Unfortunately, the evidence



indicates that the cost disease operated throughout the 20th century and remains alive and

well in the early 21st century. One may begin with historical observations on the financing of

symphony organizations. As previously mentioned, during a comparatively brief period in the

late 19th century some symphony orchestras were able to survive as labor cooperatives:

performance revenues of those orchestras actually exceeded their performance expenses

sufficiently to provide an acceptable income for the orchestra musician-owners. The progress

of the cost disease quickly diminished net performance income to levels that were too small to

sustain the allegiance of musicians, however. To survive, orchestras needed to supplement

performance revenues sufficiently to provide musicians with pay increases commensurate with

pay growth elsewhere in the economy. Initially, individual donors made the financial

commitments required to permit orchestras to survive, but as performance revenues covered a

declining fraction of performance expenses over time, the resources and efforts of such angels

and their friends gave way to more broadly based fundraising operations. Second, successive

studies of orchestra finances have documented a steady decline in the fraction of performance

expenses covered by performance revenues. While the 1940 study noted with despair that

performance revenues covered “only” 60 percent of their budgets (Grant and Hettinger 1940),

this study finds that, by the 1990–91 concert season, performance revenues averaged 46

percent of performance expenses before declining further to 41 percent in the 2005–6 season.

Finally, we present even stronger statistical evidence of the presence of a cost disease in the

next chapter.In short, the revenues collected from concert ticket sales, broadcasting, and

recordings have fallen short of the expenses of presenting orchestra concerts for over a

century. If the facts were otherwise, we might observe private, profit-seeking orchestras that

attracted the funds of investors, many of whom might have no more than a passing interest in

music. Financial returns alone would be enough for them to invest. Instead, we find that U.S.

symphony orchestras must organize as not-for-profit entities and supplement their revenues

from performances with various types of nonperformance income in order to achieve even a

financially fragile economic existence. Indeed, this is a key implication of the cost disease:

organizations in performing arts, education, and other afflicted sectors must seek other

sources of income to offset their ever-increasing structural deficits.The Need for

Nonperformance IncomeHow do symphony orchestras achieve the financial balance needed to

survive in their environment of ongoing, ever-increasing structural deficits? In brief, financial

balance requires raising sufficient nonperformance income to cover the gap between

performance revenues and expenses. Private philanthropy, government subsidies, and

investment income (mainly from the orchestra’s endowment) constitute the three principal

sources of nonperformance income for U.S. orchestras. As not-for-profit organizations,

symphonies may receive tax-deductible private contributions from individuals, businesses, and

foundations as well as grants from all levels of government. Not-for-profit status may raise the

confidence of prospective donors that their funds will be used to pursue the organization’s

central mission (Hansmann 1996). To obtain some contributions and subsidies, however,

orchestras must incur fundraising costs that could be avoided if performance revenues covered

operating expenditures.While nonperformance income can provide economic salvation for

symphony orchestras and many other nonprofit institutions, there is a catch. Even with access

to nonperformance income, many orchestras continue to lead the precarious economic

existence outlined in chapter 1, because there is no guarantee that the various sources of

nonperformance income— private philanthropy, government subsidies, and investment income

—will exactly cover the structural performance deficit in any particular year. Nor is there a

guarantee that nonperformance income will grow rapidly enough over time to offset the



growing deficit that is a consequence of the cost disease. This point is of key importance. The

implication of the cost disease arithmetic and the century-long evidence of increasing structural

deficits is that the nonperformance income provided by private donors, government, and

investment earnings must increase indefinitely. Nonperformance income that is sufficient to

cover this year’s performance deficit will generally be inadequate to cover next year’s deficit.

Donors should not be surprised when, having stretched to help a symphony meet a financial

crisis in one year, they are expected to stretch even further in subsequent years. Diligent

orchestras may shrink a performance deficit by devising strategies and policies to raise

performance revenues or reduce performance expenses, but without ongoing annual

improvements, their need for ever-increasing amounts of nonperformance income will continue

indefinitely.A Model of Symphony Orchestra FinancesThe discussion in this chapter is

compactly summarized by a simple model of symphony orchestra finances (fig. 2.2). Read from

left to right, orchestras earn performance revenues from their concert ticket sales, broadcasts,

and royalties from recordings (discussed further in chapters 4 and 5). Their revenues invariably

fall short of their performance expenses for artistic personnel (chapter 6), concert production,

general administration, and marketing, yielding a significant operating deficit. The simple

arithmetic of the cost disease explains why the operating deficit grows over time.Figure 2.2.

Symphony Orchestra FinancesThe performance income gap may be offset in whole or in part

by three types of nonperformance income received by orchestras: government subsidies

(discussed further in chapter 7), private philanthropy (chapter 8), and investment (endowment)

income (chapter 9). To obtain government subsidies and contributions from individuals,

businesses, and foundations, however, orchestras must incur fundraising costs that could be

avoided if performance revenues exceeded operating expenditures. If philanthropy, government

support, and investment income more than offset the performance income gap, the orchestra

has an overall financial surplus for the year; if nonperformance income falls short of the gap,

there is an overall financial deficit.The flow of funds outlined in Figure 2.2 permits one to

“account” for changes in the performance income gap or the annual surplus or deficit. It

provides a guide to organizing information on how these financial outcomes changed without

providing insights on why the changes occurred. This behavioral question—why various

revenues and expenses change in ways that strengthen or weaken an orchestra’s financial

balance—constitutes the central theme in the rest of this book. The first task, addressed in the

next chapter, is to separate the consequences of the cost disease from changes in the general

state of the economy.CHAPTER 3Cost Disease or Business Cycles?From Baltimore to Detroit

to Pasadena, venerable performing arts institutions are laying off performers, cutting

programming, canceling seasons and doing without new sets and live music. Some are closing

down completely. Those on the brink face the difficult task of soliciting money from loyal donors

who might be facing bankruptcy or unemployment themselves. (Flaccus 2009)This Associated

Press dispatch, bearing the headline “Recession Closes 10% of U.S. Arts Organizations,”

signals how recessions undermine the economic security of symphony orchestras and other

arts organizations. As personal and business incomes fall in the face of layoffs, rising

unemployment, reduced work hours, and declining sales, orchestras suffer losses in both

performance and nonperformance income. Sales of concert tickets and recorded music wax

and wane with variations in personal incomes. And just when orchestras require more

nonperformance income to pay their bills, orchestra patrons lack the resources to provide it. Of

course, when real incomes subsequently recover during economic expansions, the balance

between symphony revenues and expenses improves.These cyclical impacts on symphony

budgets—reflecting the impact of business cycles—are quite different from the structural



impacts discussed in the previous chapter. Cyclical impacts are reversible; what an orchestra

loses during a decline in general business conditions, it generally regains when business

conditions improve. The structural impacts on symphony budgets discussed in chapter 2

generally are not reversible. Instead, they are cumulative and produce a need for ever-

increasing amounts of nonperformance income. One may think of a structural deficit as the

deficit that exists under normal business conditions—when the economy is running at full

employment.Distinguishing carefully between cyclical and structural influences on orchestra

finances facilitates diagnoses of the long-term health of symphonies and their policy choices.

The first part of this chapter clarifies the respective effects of cycle and trend on the finances of

U.S. symphonies and finds that both influences are present. The second part of the chapter

considers why recessions have such a devastating effect on orchestra finances. The key

question is why orchestra revenues fall more rapidly than orchestra expenses in the face of

deteriorating business conditions. We are able to compare the responsiveness of different

revenues and expenses to changing economic conditions. The chapter concludes with a

discussion of the policy choices for orchestras facing both cyclical and structural challenges to

their budgets. To the extent that deficits are cyclical, symphonies can view their financial

problems as transitory, as long as the government takes prompt countercyclical action with its

monetary and fiscal policy tools. To the extent that economic challenges are structural—deficits

that persist and worsen even when the economy is operating at full employment—more

fundamental changes in orchestra policies are required.Separating Cyclical and Structural

InfluencesFluctuations in general business conditions can obscure underlying trends in

revenues and expenses, leading to misinterpretations of the long-term economic health of

symphony orchestras. Economic declines, such as followed the September 11, 2001, tragedy

and later the collapse of parts of the U.S. financial sector beginning in 2007, produce both

excessively optimistic and excessively pessimistic assessments of the economic security of

orchestras. Optimists maintain that the financial difficulties are mainly cyclical—a temporary but

reversible problem stemming from poor economic conditions. Some may encourage the view

that the cost disease does not exist; orchestras only have to address cyclical economic

challenges. Pessimists may misinterpret the economic challenges produced by a recession as

an increasingly adverse trend in orchestra finances, understating the influence of cyclical

conditions.The analysis in this section confirms that both cyclical and structural factors

influence symphony deficits. Recessions increase and business expansions reduce the

financial distress of orchestras. At the same time, improved economic conditions do not signal

that an orchestra’s financial challenges are past history. The elimination of the distress

associated with a recession still leaves the long-term ongoing financial challenges posed by

the cost disease.These conclusions are not apparent from looking at only one or two years of

data. But when both influences are present, statistical analysis of data for a large number of

years and orchestras can reveal the respective influence of cycle and trend on performance

deficits. Many of the findings reported in this book emerged from multiple regression analyses

—a widely used statistical technique that enables one to discover the role of a single influence,

say the trend, after controlling for the influence of other factors (such as general economic

conditions) in the analysis.The regression analysis of data for 63 orchestras from 1987–2005

finds both statistically significant cyclical and trend influences on the average orchestra’s

finances.1 The results first confirm the importance of cyclical influences (measured by the

unemployment rate for the area in which each orchestra is located) on the financial balance of

symphony orchestras. On average, a 1 percentage point increase in the local unemployment

rate is associated with a .7 percentage point fall in the proportion of performance expense



covered by performance revenue—a measure of an orchestra’s performance deficit that we

shall refer to as the performance income ratio. This finding signals an important difference in

the responsiveness of performance revenues and performance expenses to changes in

business conditions, which can be seen in the next two lines of table 3.1. Performance

expenses are much less responsive than revenues to changing business conditions. For each

percentage point increase in the unemployment rate between 1987 and 2005, real (adjusted

for inflation) performance revenues declined by almost 4 percent, while real performance

expenses declined by only 1.2 percent.TABLE 3.1 CYCLE AND TREND BEHAVIOR OF

SYMPHONY DEFICITSThe analysis also finds a statistically significant trend deterioration in

the performance income ratio (table 3.1, line 1). Year in and year out, after holding the

influence of business cycles constant, the percent of performance budgets covered by

performance revenues declined by 0.2. That is, each decade the ratio of performance revenue

to expenses declined by about 2 percentage points. This is an important, if unwelcome, finding:

after controlling for the effects of business conditions, we find that a structural deficit not only

exists, but steadily worsens over time. Notwithstanding the many efforts of orchestras to raise

performance revenues by developing broader portfolios of concerts (including pops, summer,

and family performances), by increasing national and international concert tours, by expanding

broadcasting and recording activities, and by educational work in schools, performance

revenues cover a decreasing share of performance expenses. Put differently, the implication

first discussed in chapter 2—that orchestras can only achieve financial balance by raising ever-

increasing amounts of nonperformance income—survives even after considering the impact of

general economic conditions on symphony finances. Small wonder that decades-old studies of

symphony orchestras reported performance income ratios of 60 percent, while 45 percent is

closer to the modern average.In short, each time business conditions return to normal,

orchestras find themselves in a somewhat worse financial condition than they were prior to the

economic downturn; their performance revenues cover a smaller fraction of performance

expenses. Even if orchestras were able to adjust successfully to the cyclical “weather,” the long-

run economic “climate” discussed in chapter 2 produces ever-increasing operating deficits. The

long-term economic challenges facing symphony orchestras cannot be obscured, denied, or

explained away by invoking the consequences of poor business conditions.Recessions,

Revenues, and ExpensesSymphony orchestra performance income ratios decline during

recessions because performance revenues are more responsive to business conditions than

performance expenses. (Indeed, if expenses declined more rapidly than revenues, an

orchestra would actually reduce its performance deficit during a recession.) The statistical

findings reported in table 3.1 document this asymmetry. As a result, orchestras, like for-profit

businesses, face increasingly dire operating deficits as economic conditions worsen.We also

see in table 3.1 that, after adjusting for the effects of general economic conditions, real

performance revenues increased 1.9 percent per year more rapidly than inflation between

1987 and 2005. But during the same period, the trend increase in real performance expenses

(that is, non-fundraising expenses) was even more rapid—about 2.7 percent per year for the

average orchestra. Because the base level of performance expenses exceeded revenues for all

orchestras during this period, the difference in the dollar increases in revenues and

expenditures was even more dramatic. In terms of dollars, the trend increase in real

performance expenses for this group of orchestras was three times larger than the trend

increase in real performance income.The experience of individual orchestras varies

considerably around the averages reported in table 3.1. For most of the 63 orchestras in the

sample, the trend increase in real performance expenses has exceeded the trend increase in



real performance income. As a result, the majority of orchestras have experienced a long-term

worsening of their performance income ratio, even after controlling for the perturbations

introduced by changes in general economic conditions that are beyond the control of the

symphony community.Business Conditions and ExpensesOrchestra expenses decline less

rapidly than revenues during recessions because of decisions made by symphony

management or the constraints under which they work. In considering why overall expenses

are comparatively unresponsive, it may be helpful to examine the responsiveness of specific

expense categories. This section examines the sensitivity of various orchestra expenses to

economic conditions and the long-term trend in each expense after holding cyclical influences

constant.The cycle-trend analysis of specific expenses is reported in table 3.2. We see in line

3, for example, that artistic expenditures, which mainly include the compensation of musicians,

conductors, and guest artists, average 50 percent of total orchestra expenses and that a 1

percent increase in the local unemployment rate is not significantly associated with artistic

expenditures. In other words, these expenditures are not sensitive to changes in general

business conditions. There is also a statistically significant upward time trend in artistic

expenditures (column 3). After controlling for the effects of economic conditions, artistic

expenditures increase by 2.1 percent per year for the average orchestra. The rest of table 3.2

may be interpreted accordingly.TABLE 3.2 CYCLE AND TREND BEHAVIOR OF SYMPHONY

EXPENSESArtistic costs and fundraising costs (which account for 5 percent of total expenses)

are largely responsible for the fact that orchestra expenses are less responsive than orchestra

revenues to changing economic conditions. These are the only expense categories that are not

significantly related to business conditions. Since the data that have been analyzed reflect the

effect of any efforts that symphony organizations have made to contain expenses, one may

surmise that it is more difficult to reduce these expenses than the costs of concert production,

general administration, and marketing in the face of deteriorating economic conditions.The

table also clarifies the main sources of the trend growth of orchestra expenses. All categories

of orchestra expenses grew more rapidly than inflation between 1987 and 2005. (The right-

hand column reports the annual growth rate.) After holding the effects of general economic

conditions constant, concert production, marketing, and fundraising expenses grew most

rapidly. At 2.1 and 2.4 percent per year, respectively, artistic and general administration costs

grew least rapidly.Business Conditions and RevenuesThe preceding analysis established that

symphony orchestras in the United States face a growing structural deficit, exacerbated at

times by the effects of recessions. Orchestras try to acquire nonperformance income to

maintain overall financial balance, but there is no guarantee that the amounts raised will be

sufficient to cover performance deficits. Clearly, an orchestra’s need for supplementary income

is greatest in recessions, when performance revenues decline more rapidly than expenses.

Unfortunately, as the Associated Press dispatch that began this chapter implied,

nonperformance income is not always available when orchestras need it most.Regression

analyses of the cycle and trend behavior of specific sources of orchestra revenue indicate that

each percentage point increase in the local unemployment rate is associated with a 1.5

percent reduction in nonperformance income (table 3.3, line 3). This outcome reflects

underlying cyclical variations in government support, private philanthropy, and investment

income. Government support, constituting the smallest share of nonperformance income, is

three times more sensitive to economic conditions than private support. While each component

of private support taken alone was not reliably related to general economic conditions between

1987 and 2005, aggregate private support was sensitive to business conditions. Investment

income is also highly sensitive to cyclical conditions. The twin declines in performance and



nonperformance income leave orchestras with little choice but to turn to endowment reserves

to meet the financial challenges of recessions.Contributed support has played a more

constructive role in meeting the long-term financial challenge, however. After holding the

cyclical influences on symphony revenues constant, statistically significant trends result in all

categories of real performance and nonperformance income except government support (table

3.3, column 3). Each year, the performance revenue of U.S. orchestras on average increases

about 1.9 percent faster than inflation. The trend increase in real nonperformance income is

even larger: 3.5 percent per year more than inflation. Underlying this increase are sharply

divergent trends in private and government support. For the average orchestra in this sample,

real government support failed to keep up with inflation, diminishing by 4.4 percent per year,

after controlling for the effects of economic conditions. More than counterbalancing this decline

was a trend increase in private support. After controlling for the effects of economic conditions,

all sources of private support have increased more rapidly than inflation over time. The trend

increase has been most rapid for foundations (about 8.7 percent per year). The growth of

donations from individuals accounted for a much larger volume of support, however, because

of their large share (50 percent) of total private support.TABLE 3.3 CYCLE AND TREND

BEHAVIOR OF SYMPHONY REVENUESA Post-2000 Effect?Estimates of how orchestra

revenues change during economic cycles and how they evolve over time can guide our

understanding of the impact of current economic events on orchestras. Consider the economic

recession that greeted the 21st century and was exacerbated by the September 11, 2001,

tragedy. Increasing unemployment accompanied this deteriorating economic situation, and the

preceding analysis would predict that symphony revenues would initially decline before

improving as the economy recovered. The analysis would also predict that, following the

economic recovery, orchestras would be left with larger performance deficits given the trend

decline in the ratio of performance revenues to expenses. This in essence is what

happened.An alternative view, sometimes expressed by parties that wish to maintain the status

quo in orchestra policies, holds that the events of the early 21st century produced an unusually

large decline in revenues in response to growing unemployment. This view further holds that

economic recovery would restore the revenues, so that no fundamental changes in orchestra

policies would be needed to restore financial balance.The orchestra data used in this study

permit a careful examination of this alternative view. Several statistical tests were conducted to

determine whether a “post-2000” effect on orchestra revenues could be identified. These tests

indicate that the cyclical change in orchestra revenues in the early 21st century was no

different than in earlier recessions. The analyses also examined the possibility that the trends

in various orchestra revenues changed after 2000. The right-hand column of table 3.3 reports

the results of those tests. No evidence of a post-2000 decline in the trends in performance

revenues or private support emerges from the analysis. On average, these revenues continued

to increase at the rates reported in column 3 of the table. Contrary to the alternative view, there

is evidence of small but statistically significant increases in the trends for government support

and investment income.
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