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Abstract

In the age of neoliberalism, it has become common for the private sector to play an increasingly important role in
various areas, including heritage conservation. It is believed that most governments nowadays have insufficient
financial capacity and shortage in the human resources aspect, which has made intervention of the private sector in
heritage conservation- related issues inevitable and warrants close scrutiny. Therefore, this study extends beyond
the scope of explaining the potential benefits and barriers of private sector intervention in built heritage and aims
to explore and answer questions associated with why public intervention is usually required in the area of arts and
built heritage and what types of intervention and subsidy exist. With the intention of addressing these questions,
this research follows a theoretically- based approach by investigating numerous texts from cross-cutting disciplines.
The results of this research indicate that although the role of the private sector in heritage conservation cannot be
overlooked, the role of the public sector continues to hold fundamental importance because some of the values and
qualities attributed to heritage properties cannot be easily recognised in the marketplace.
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Introduction

The contemporary movement of globalisation started at the end of World War II with the establishment of the United
Nations and Bretton Woods institutions, better known as the International Bank for Construction and Development
and the International Monetary Fund. These institutions sought to enhance political and economic cooperation as
well as convergence and cultural dialogue with the intention of avoiding economic crises and the recurrence of war.
The disintegration of the Soviet bloc at the end of the 1980s did not pave the way for a fully globalised world; rather,
it reflected the triumph of one of the competing globalisations, represented in free market capitalism over state
socialism. This free market capitalist-based globalisation is what most people perceive when the issue of globalisation
is debated. Such a phenomenon has varied and broadly acknowledged tenets, upon which its rationale is based on—for
instance—free trade, international flow liberation of capital, optimising the role of the financial sector, privatisation,
the recession of the public sector role in the economy, and the increased role of market forces in social and economic
policy.? In an accelerated globalised and commercialised world, it would not be a shock to most people to experience
private sector interference in heritage conservation-related activities worldwide. The outstanding socio-economic
values of heritage assets indicate that in many cases they are identified as commercial resources, which also means that
their exploitation for pure commercial purposes can contradict conservation aims.?

The impact of neoliberalism on heritage conservation-laced activities has been examined by some Western academics,
especially issues laced with the division of responsibility between the government and the market, as well as
ownership practices through the privatisation process.* Approaches to the conservation of built heritage are thought
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to be identified according to wider economic and cultural-political contexts forged by local, national, regional,
and political threads.” In essence, the traditional model of built heritage management is principally based on state
ownership and stewardship, unlike the market approach, underlined by private ownership with public interference
in the form of funding and/or regulation.® While the traditional approach of cultural policy in Europe acknowledges
the responsibility of public bodies in financing and supporting culture, such an approach has experienced a major
shift during recent decades due to two important factors: first, the decentralisation and deregulation of the central
authority power to lower public bodies; and second, the process of privatisation/de-ctatisation” aimed at reducing
the level of public interference. Such policies have enabled public bodies to create room to guarantee managerial
freedom and the implications of market principles. While this trend has paved the way for more private intervention in
supporting culture, it has also raised many debates and concerns.?

In major countries, the remarkable increase in heritage-related services is associated with a wider participation of
public authorities. This can be recognised not only through the presentation of artefacts to the public in historical
sites, museums, and galleries, but also through the extension of government regulations concerning—for example—the
use and disposal of private buildings and land with certain heritage characteristics.? In different Western countries,
government interference in culture plays a salient role. The debate over market failures justifies and clarifies public
sector interference in favour of culture, especially cultural heritage. The public sector delineates the institutional
context responsible for outlining and implementing policies concerning cultural heritage.'® Interventions to preserve
and maintain built heritage by governments and other social actors are driven by the actions of individuals and groups
who appreciate their values. The values that mostly result in action are associated with the socio-cultural values
framed by the varied cultural and political mechanisms of social interaction. For example, cultural activities such as
artistic and historical research that reveals the aesthetic, historic, or educational value of the heritage environment
prompt the cultural elite to support public investment and intervention in conservation activities."' The efficiency
and effectiveness of heritage conservation-related policies—for example, their capability to meet individuals’ demands
and underline the potential results in terms of public interests—largely rely on the decision-making process and the
various actors involved. '
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On the meaning of cultural economics

The intertwining of arts and culture, and economics seems to have recently been interwoven. When these two aspects
are debated, they are labelled as art economics.!® The rise of this notion—also termed as cultural economics—dates
back to the 1960s'* and comprises different aspects, such as visual arts, performing arts, cultural heritage, and fine
arts.'® Starting in the

1960s, two terrains have dominated the theoretical and empirical investigation of cultural economics, aiming to explain
their increasing costs and the rationale for public sector interference in their finance.!®*Furthermore, the economics
of built heritage as a specialist arena of concern has recently been debated and negotiated. Earlier concerns regarding
heritage conservation and heritage policy did not broadly encompass economic aspects. From the beginning of the
1990s, the potential implementation of both the theoretical and practical analysis of economics in heritage policy
began to gain wide acceptance. In addition, to pave the way for linking two different notions—culture and economics—
two approaches were dissected: values and capital theory.!”

Value in the economic and cultural debate

The notion of “value” has both positive and normative connotations.'®Its debate in the economic domain dates long
back through what is better called the “paradox of value”, underlined by Adam Smith "in his widely-acknowledged
monograph The Wealth of Nations. According to the neo-classical school®, price is identified as the principle of value
measure for consumers. Nevertheless, even in neo-classical thought, market price cannot always be the appropriate
measurement for all aspects of value. Consequently, this worked on the rise of what is termed as “market failure”,
which is a common aspect in the cultural sector.?!

The term “value” reflects the origin and motivation of all economic behaviours. According to the economic paradigm,
it is laced with utility and price, as well as the value assigned to commodities by markets or individuals. On the other
hand, according to the cultural paradigm, value is associated with certain characteristics and properties of cultural
phenomena expressed in specific terms; for example, the colour value of a painting, the tone value of a musical note,
and the worth of a work, object, experience, or other cultural things. Despite its different meanings in economic and
culture, value can be conceived as an “expression of worth”. Hence, value can be a good starting point for bridging the

gap between two fields—economic and culture—and upon which different interests can be developed and dissected.?>
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Economic theory of value

Economists perceive that virtually everything has economic value expressed in monetary terms. For example, most
people would be incapable of recognising the financial value of a beautiful landscape, as there is no market price for
it. The absence of a direct market is a problematic issue, at least for economists, who pay close attention to its value.
If there was a market, they would use the prices that it generates as a measure of its economic value.**When goods
that are usually public goods—such as archaeological sites and historic buildings—have no market value, economists
mustdetermine other substitutions to emphasise their financial value. Economists’ intervention would draw on indirect
methods; for example, by calculating what people are willing to pay for the sake of visiting a landscape or site >'or to
live in the midst of it.*Referring to the economic value of cultural heritage, a distinction was made between use and
non-use value, which was also highlighted as market and non-market value.?®

The use value of a heritage asset can be delineated in several ways. For example, a building can be used for commercial
purposes—retail, office, and so on—where imputed or actual rents can be helpful in determining the value in use.
Likewise, heritage buildings may be used for domestic residential purposes, where their rents can indicate the value of
the private good of the services provided. Use values in the case of heritage properties and sites visited and experienced
by tourists are mirrored and highlighted in the individual benefits that visitors enjoy as a consequence of their visit.
Occasionally, there is another differentiation between the active use of a heritage property or site—as mentioned
above—and passive use that emerges from an incidental experience for an individual; for instance, the enjoyment of the
aesthetic values of a heritage building or site.>”In other words, these use values are expressed through functional use
value, intrinsic use value, and indirect (passive) use value.?®

Concerning the non-use value, it is recognisable that cultural heritage engenders public goods benefits that may be
categorised according to the same ways in which the non-market benefits of environmental amenities are determined.>
Three tiers of non-rival and non-excludable public goods benefits are supposed to exist for cultural heritage related
to its existence value (people valorise the existence of heritage properties even though they may not consume their
services directly), option value (people wish to preserve the heritage items so that they or others can consume their
services in the future), and bequest value (people may seek to bequeath heritage assets to posterity).*® These non-
use values are neither attainable nor observable in market transactions since a market for their rights exchange does
not exist.*'In recent decades, economists have developed various methods to assess non-market values, supposedly
ranging from revealed preference to stated preference methods.?
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Cultural theory of value

The values embodied in heritage sites have different meanings for different groups.**These values and meanings
provide a principal motivation for communities to retain and preserve their cultural heritage,**where no society intends
to safeguard what is not valuable.*It should be considered when debating and constructing theory of cultural value
that it is a contested, unstable, multi-layered concept that may include aspects that cannot be attained quantitatively
or qualitatively.**Value can be defined as a constellation of positive characteristics possessed by a cultural object or a
site.””

Values ascribed to a property can be divided into intrinsic and extrinsic values.**The former refers to those qualities
inherent in an asset that do not require intervention or modification for the value to be recognisable. These intrinsic
values are often assessed objectively. Therefore, the significance level ascribed to them can gain a broad consensus.
The latter implies those qualities that depend on the human perception of an asset and usually require modification or
use of the asset to identify its value. These extrinsic values are typically forged by personal, social, and cultural aspects,
which make them inherently subjective.?’However, with the multiplicity of heritage value, a classification can be made
into social, historic, symbolic, aesthetic, spiritual, and scientific value (Fig. 1).%
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Figure 1: Value in Economics and Cultural Theories.
Source: The author based on Towse (2011: 2014), and Throsby (2012).
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Cultural heritage as an asset

Heritage is perceived as a capital asset by some cultural economists, such as David Throsby, who used the
“cultural capital” notion to underscore the values ascribed to this type of asset.*'The theoretical foundation for
conceptualisingheritage as an asset is closely associated with the rise of capital theory, which has played an important
role in understanding and analysing economics production processes for many decades. In this sense, capital is
described as durable goods that work on producing services over time which can be combined with other inputs,
for instance, labour to create additional goods and services.*? In economics, it is common to demarcate between
the different modalities of capital; for example, physical capital indicates stock or real goods including machines,
buildings, and plants that are necessary for the production of different forms of goods, human capital highlights the
experiences and skills yielded in human being and engender outputs in the economy, natural capital implies the stock
of renewable and non-renewable resources supplied by nature as well as the ecological processes that control and
govern their use and existence, and cultural capital refers to an asset that provides or stores cultural value in addition
to the economic one.*?

As it is thought, cultural capital can be found in two models: the tangible and intangible aspect. The tangible aspect
includes sites, buildings, precincts, and artworks. Such capital has qualities that are similar to those of physical and
human capital. Cultural capital such as physical capital is created by human activity; it may last for a period of time;
it can deteriorate if it is not maintained appropriately; it can generate a set of services that are prone to buying and
selling, and the financial value can be measurable. Second, the intangible aspect encompasses intellectual capital; for
instance, values, ideas, beliefs, and practices shared by a group (Fig. 2). This model of cultural capital also includes
artworks, for example, literature and music. This intellectual capital can easily vanish if it is neglected, flourished and
developed by investment. **
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Figure 2: Capital Theory and Cultural Heritage as an asset. Source: The author based on Towse (2011;
2014), and Throsby (2012).

The rationale for public intervention for cultural heritage

The public support for arts and heritage has been the locus of many debates and analysis among cultural economists*.

41 Peacock and Rizzo, The Heritage Game, 112.
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45 Bruno S. Frey, “Public Support,” in A Handbook of Cultural Economics, ed. Ruth Towse (Cheltenham: Edward Elgar
Publishing, 2011), 371. Second Edition.
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The rationale for the public support of the arts, heritage, and some aspects of the creative industries**—especially
public service broadcasting—has drawn on the concept of market failure.*” Historically, cultural activities were broadly
supported by royal princes and merchants, however; with the turning to democracy, the government has taken the
lead and identified itself as the principal supporter of the arts.®Two main factors of market failure have received close
scrutiny and investigation in cultural economics: the nature of public goods and external social benefits (externalities),
which shaped the underlying argument of public intervention.*The main rationale for public intervention in arts and
heritage can be explained as follows.

The nature of public goods

Public goods imply of the availability of benefits to all people or communities. Classical examples of public goods
encompass national defences, lighthouses, and fireworks displays.®

These public goods are identified as goods and services with unique characteristics; for instance, being non-
rivalrous in consumption, meaning that the use or enjoyment of a person is not minimised by another person, and
non-excludable, meaning that the user cannot be prevented from benefiting from the good or service,'unlike private
goods that are distinguished by rivalry in consumption and excludability.**Although these public goods are important
in market economies, their provision faces significant challenges,”*stemming from the fact that if there is no charge
for non-rival goods, there would be no motivation to produce them, which in turn leads to the under-provision of these
goodsorservices.>*

The major economic rationale for heritage conservation interference is based on the premise that heritage conservation
reflects public goods. It is widely acknowledged that the historic quality of a structure or neighbourhood has specific
characteristics that align with the traditional definition of public goods.>® This built heritage can be distinguished by
its collective nature, where they are non-excludable and non-rival in consumption.”® Although it is often debated that
the arts are not identified as public goods where they can be bought and sold, and fees to art festivals and events can
usually be applicable—which mark them rivalrous in consumption®’—their underlying features of being non-rivalrous
and non-excludable can be applied to the whole culture or certain aspects where people might be able to enjoy the
aesthetic value or the beauty of a cultural city without paying for such consumption, for instance.”® On the other hand,
visits to a muscum or theatre engender private benefits for those who have financial capability, excluding those who are
not able to pay. Once exclusion is possible, entry fees can be applied to finance the production or safeguard a good or
service. Built heritage provides a number of examples of such aspects; for instance, Stonchenge in the UK, which used
to be open for visitors, a fence was set up, and entry fees were charged with the increasing growth in visitor numbers.
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In this sense, it has become a quasi-public good: non-rival, yet excludable.?*Additionally, rivalry can be prominent in
other examples, as when a visitor visits a museum or occupies a seat in theatre, he occupies a space and this seat is thus
no longer available to other consumers.*

Needless to say, the benefits of these public goods extend beyond direct consumers to include society as a whole.
Although these benefits almost indicate positive effects, they highlight a market failure that causes the under-provision
of such public goods. Additionally, the provider of these public goods would be unable to recoup all market value,
leading to public support offsetting those suppliers.®'Without public intervention, the arts and built heritage are
pronetoloss.®?

Externalities

Externalities arise when a decision generates benefits or uncompensated costs for individuals or communities other
than the person who makes the decision.®*They refer to the impacts of an activity on others, whether positive or
negative.**Externalities are another solid argument when the debate over public support for arts and built heritage
is addressed.%Indeed, the arts and built heritage generate a number of externalities that are unlikely to be captured
through market mechanisms.®The arts produce positive externalities with slightly negative ones.®”For example,
individuals and firms can benefit from the provision of artistic activities although they do not participate in the
production process. In this sense, they reap the benefits of goods or services for which they do not pay and that are not
considered by art producers in the market.

Similarly, artistic production may yield benefits to individuals and firms that do not pay for such consumption,
and consequently they do not influence the production decision and mechanism of art markets. In both cases,
production is too small compared to what is socially beneficial and optimal.®*Built heritage—as it is widely discussed—
yields benefits or positive external effects. The benefits of safeguarding a historic building or monument from decay
transcend the benefits of private owners or specific groups to encompass society as a whole. For instance, everyone
can enjoy the facade of a building with architectural or historical qualities even if entry is not allowed. Additionally,
numerous sites and buildings represent non- rivalrous goods where the enjoyment of a person is not affected by the
consumption of other visitors, with some exceptional cases when congestion is dominant, which may reduce the non-
rivalfeature.®

National identity and pride

The provision of artistic activities—for instance, museums, orchestras, theatres, and opera houses—are thought to be
associated with national identity, social cohesion, and prestige.™
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Citizens of a nation are not supposed to consume the outputs of the arts personally to be recognisable, but gains
emerge when citizens acknowledge that the arts are there and that they belong to a nation that valorises and boosts
the existence of the arts.”'Such rationale is in consistence with the prevailing thought that the “benefit is not merely
discriminate”. The positive external effects of supporting the arts and maintaining the built heritage can be widely
recognised to include all members of society instead of being limited to those who are able and willing to pay, similarly
to the benefits of a well-planned urban landscape or public hygiene.™

Meritgoods

Since its evolution, the term “merit goods™ has experienced multiple interpretations in such a

way that makes it lacks a solid definition.™

Arts are considered to be a merit good.™The arts are assumed to have some special qualities that make their provision
and consumption beneficial for the entire community. Merit goods are often understood as goods that a society or
individual should possess. They form a specific class of goods and services, although their unique characteristics have
not been thoroughly acknowledged by people. Their features distinguish them from other goods that are traditionally
provided by the market process or for which people are willing to pay. Furthermore, according to society’s viewpoint,
it would be desirable to provide some cultural activities in greater quantities than individual consumers would wish to
purchase at the market prices.””Despite the merit characteristics of the arts and built heritage, they have little appeal
and demand in private markets, which results in public subsidies.™

The future generation aspect

Public subsidies are also sometimes approached through the argument that it is the responsibility of the current
generation to maintain and transfer the arts and cultural heritage to future generations. As it is underlined, future
generations are unable to reflect their preference for art support or consumption, and hence it is the responsibility of
the current generation to keep art subsidies.”"The future generation aspect is also associated with other values; for
example, bequest, option, existence, and educational value.™

Artistic innovation

Innovation in science is ensured and kept through the patent system. Researchers, scientists, and inventors usually
bear the costs of their own projects, however; they are completely aware that the patent system will guarantee their right
to claim benefits or financial returns once a product is introduced to the market. Similarly, the arts have experienced
some innovations; for example, the development of the pentatonic scale in music. However, the arts lack a solid system
such as the patent system to retain the rights of artists and the outputs of their scientific innovation. In this sense,
artists have a lower degree of enthusiasm and passion for artistic innovation, simply because their costs would exceed
any potential benefits. Therefore, it is contended that public support can ensure the continuity and fulfilment of
artisticinnovation.”™

Additionally, supporting artistic activity may inspire others to promote additional creative endeavours.®
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Equal opportunity

As it is underlined, the arts should be available to all members of society without restrictions, whereby this policy
forges equity and accessibility arguments. Arts with no public support are undoubtedly available to a limited number
of people. Consequently, if the market takes the lead concerning arts-related issues, then their provision will be
highly problematic, since aspects such as fairness and income distribution have marginal importance.®'Such a dilemma
becomes controversial especially when high fees are required for museum operations, to cover the costs of a live
performance or other cultural activities. Therefore, itis said that if the equal opportunity aspect is seriously taken
into consideration, it will be a solid foundation for the rationale of public intervention.®

Lack of information

The operation efficiency of the market processes relies on fully informed consumers. If consumers lack substantial
required information on which their market choices and preferences are determined or they are ignorant of their
benefits, then they would make decisions that do not necessarily present their own interests. Hence, corrective
means are required, which may take the form of information provision or education.®*The arts are goods that require
a specific level of knowledge to fulfil overarching appreciation. However, a question normally comes to the fore laced
with whether public support would close the knowledge gap. Public support would certainly develop the provision of
artistic outputs that receive little attention or interest in the marketplace.®*

Types of state subsidy

There are multiple forms of art subsidies; for instance, direct, indirect, variable amounts, or lump sums, and matched
or not. Each model offers different incentives to beneficiaries. Personal funding is also a common aspect provided
for individual creators for some specific undertaking.®*Subsidies have recently witnessed a shift in which they can
be offered directly to art consumers instead of art producers. According to this approach, consumers would spend
vouchers on art activities according to their own interests, choices, and preferences.?

In a similar vein, public intervention in built heritage areas has different models. First, it includes direct monetary
tools, such as public expenditure, as well as indirect monetary tools including tax expenditure. Second, non-monetary
means such as regulation are another salient means in the process of public intervention.®”Public expenditure has
various functions: it can be employed for buying tangible and intangible goods required for different restoration
activities; for example, salaries of experts and staff, equipment for diagnosis, building of artistic interests, and providing
loans or subsidies to cultural institutions and privately-owned and managed heritage assets®®. Tax expenditure
implies another form of indirect public subsidy. It can be understood as the provision of tax incentives to individuals
or firms who spend money with the intention of maintaining the built heritage or donating money to cultural heritage
institutions.®

On the other hand, regulation highlights modifications or restrictions imposed on individuals and firms” activities
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in the private sector, which should be compatible with the general policies followed by the government.?® There is a
set of instruments that can be used to realise such objectives, such as listing archacological and historic properties,
protecting privately-owned and managed heritage buildings, and imposing restrictions on land use that may affect the
qualities of heritage properties. Additionally, regulations can also be used to limit the export of artwork, aiming to
maintain the national heritage stock. Consequently, regulations manage and constrain property rights in which owners
have to follow enforceable directives; otherwise, penalties would be imposed for non-compliance.®!

A distinction between “hard” and “soft” regulations is often demarcated. The former describes enforceable acts,
including authorisations, listing, permission, demolition orders, and penalties for non-compliance.”*Multiple forms
of hard regulations—laced with the heritage context— are often underlined, such as regulations associated with
existence, appearance, land use, and decision-making processes.”?On the other hand, soft regulations indicate non-
enforceable directives; for example, conventions, charters, guidelines, and codes of practice. There are a number of
international conventions whose accession requires some obligations to local governments to guarantee adherence to
their implementation, including the World Heritage Convention and the Burra Charter.**

Conclusion

This paper has attempted to explain the rationale behind public support of arts and heritage based on a theoretically-
based approach. In liberal markets, the traditional demarcation between government and the market has become
blurred, entailing an increasing role for the market in various areas. However, when some aspects such as arts and
heritage are debated, public support becomes a dominant theme. The relatively recent description of heritage as
cultural capital has encouraged economists to investigate its unique characteristics and potential economic benefits.
They have been able to identify a wide range of values, which in many cases cannot be expressed in monetary terms.
One of these characteristics is the nature of heritage public goods, which implies its non-excludable and non-rivalrous
nature. Although these public goods reflect positive effects, they also indicate a market failure that justifies public
intervention. The rationale for public support for art and heritage may extend to include externalities, national identity
and pride, merit goods, artistic innovation, and future generation aspects. In addition, this public intervention can be
expressed using direct monetary and non- direct monetary tools (Fig. 3).
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Figure 3: The rationale of public support for cultural heritage. Source: The author.
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