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Abstract

The aim of the paper is to analyze the economie oblcultural activities in a small society, with
Iceland as the prime example, describe the corioibwf cultural activities to GDP, illustrate publ
expenditures on cultural activities, demonstrate tmpact of globalization, discuss policies to
support the cultural sector and compare public edpeares on culture at the international level.
Cultural activities are an important factor in mesbnomies, and in Iceland their contribution to
GDP amounts to about 3.7%. Culture can be regaadquublic good and as a positive externality.
Culture represents a significant value for eachviddal and it is therefore important to ensure the
greatest possible access for everyone in all contresnPeople are trying to preserve cultural
diversity, and globalization is often seen as &dhto this ideal, particularly for smaller nations
Comparison of data from 17 OECD countries illugtsathat Iceland spends more than other
countries on cultural activities. For countrieshnét relatively low population it is important toess
cultural affairs. We propose the hypothesis thategoments of countries with small populations
spend more on cultural affairs than countries wWalge populations. Statistical tests show the
significance of this hypothesis.
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1. Introduction

This paper describes, in Section 2, the economlie ob cultural activities in Iceland and the
contribution of cultural activities to gross domegiroduct (GDP). In Section 3 we compare public
expenditures with cultural activities over a permfd20 years. Following a brief clarification ofeth
globalization of cultural activities, in Sectionahd a discussion of some programmes and policies t
support cultural activities, we compare the cengialernment expenditures on cultural activities in
various countries, in Section 5.

Culture, defined as any human behavior or actipagsed from one generation to the next,
which describes, creates, preserves or transmitsti@ms or surroundings of human society,
consisting of languages, beliefs, ideas, customs, sports, or other related aspects, is the subfe
cultural economics (Frey, 2000; Held et al., 1988ndixen 1998, and Peacock 1994). Culture can
be regarded as a positive externality, becauseased cultural activities result in a more diverse
society and offer more possibilities for a happitr (Sable & Kling, 2000). Public initiatives in
support of cultural activities for the purpose otreasing positive externalities are often very
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effective (Kaul et al., 1999). Externalities ar@@&gally important in connection with public goods,
which in contrast with private goods are non-exahld and non-rivalrous.

Goods are a material aspect of culture and makedbegories of culture visible (Howes,
1996). Culture can be regarded as a public goouh @ case of cultural heritage. It is not pokesib
to maintain, however, that every aspect of cultialts under the heading of pure public goods,
because many aspects are in fact private goodsmdtance concerts and art exhibitions in the case
of fine arts. In such an event, this cultural agtiwer cultural element is excludable but not rivial
that case they are impure public goods (Seragel@ie9).

One of the problems of attaching a price tag tducelis that its value is not always
immediately apparent, and the value may change tengeneration to the next. There is also the
problem of classification: the difference betweetture and education. In economic statistics, the
entire school system, including art schools andbuarinstitutions purely dedicated to the practte
culture, is classified under the heading of edocatiather than cultural activities. UNESCO has
defined culture for the purpose of internationabremmic statistics (Haydon, 2000), dividing the
concept into nine categories: cultural heritagetpd matter and literature, music, performing ,arts
audio media, audiovisual media, social activitgmrts/games and environment/nature.

2. Contribution of Cultural Activitiesto GDPin Iceland

Iceland, which is the example of the small societthis paper, is 103,000 square km in area,
with a population of 280,000. Iceland is an indegmrt country in the North Atlantic and the
distance from the capital, Reykjavik, to the mamdlaof Europe is about 2.000 km. The country
achieved independence from Denmark in 1944 andysrgovery high standard of living. In 2002,
Iceland’s GDP in PPP in US $ per head was 28,800chwput the country in the™place in the
world in this category@ECD in Figures2003).

Iceland is one of the Nordic countries and coopsratosely and extensively with the other
Nordic countries, Denmark, Finland, Norway and Ssvedn 2001, fish products accounted for 62%
of the export of goods and 40% of foreign curremmyome. Unemployment in Iceland is low, or
2.3% in 2001, and inflation in the same year w&8®,Iceland is a member of the UN, NATO and
the EEA (European Economic Area) but is not a menobe¢he EU, which sets Iceland apart from
most of the other countries of Western Europealuetlis taking an active part in the work of the UN,
including UNESCO. The contribution of cultural adtiies to GDP in Iceland’s economy in 1999 is
shown in table 1Yearly Reports2002). The classification is very close to tHat/bBIESCO.

1999
Printing and publishing 1.53%
Artists, theatre and orchestras | 0.89%
Radio and television 0.62%
Sports 0.24%
Religious affairs 0.24%
Motion pictures 0.16%
Total 3.68%

Table 1: Percentage of the contribution of cultuaativities to GDP in Iceland 1999

The percentage of cultural activities to GDP wa&8% in 1999. Printing and publishing has
the biggest share, followed by theatre, orchestrad other activities of artists. The creation of
artistic works constitutes primary production, blir contribution increases many times through
exhibitions, printing etc. over a period of manyage decades or even centuries after their original
production. The number of books published in thediocountries per 1.000 inhabitants is by far
the highest in Iceland, at more than double, amdttle visits and museums visits per capita are
highest in Iceland. The Internet is an importantdime for distribution of culture. The Internet
connection in Iceland was the second highest imibridd in 1998 after FinlandMedia and Culture



1999). Fig. 1 shows the contribution to GDP ofesall important industries in Iceland in 1999
(Statistical Yearbook of Icelan2002).

Fig. 1: The percentage distribution of GDP by some
industries 1999 in Iceland
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The contribution of cultural activities to GDP isgher than one might expect. Culture
contributes more to GDP (3.7%) than agricultur@¥d). and not much less than fish processing
(4.6%). The seven industries shown in Fig.1 contal88.6% to GDP of Iceland.

Most of enterprises involved in cultural activitieslceland are SMEs. Of cultural enterprises
in Iceland, 79% have 1-5 employees, 16% have 5i2pl@®ees and 5% have more than 20
employees. In fact, most enterprises in Icelandsamall or medium sized. Enterprises with fewer
than 20 employees are defined as SMEs in Icelahd.blisiness activities of artists are frequently
conducted in very small units or organizations. Th#ural sector attracts entrepreneurs, and new
enterprises in culture are very common in Iceland.

3. Public Expenditureson Cultural Activities

Fig. 2 shows the expenditures of the general gonent, i.e. central government and local
government, to culture in Iceland from 1980 to 2@H@R000 market prices, and the share of these
expenditures in total expenditures and in GIPRblic Finances 1997-1998, 1999 an8tatistical
Yearbook of Iceland2002).



1980 to 2000 in Iceland

Fig. 2: Contribution of general government to cultu ral activities
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Fig. 2 shows that general government expenditunesutture have increased greatly from
1980 to 2000. Expenditures increased from 5 billiménur to 17 billion kronur at 2000 market
prices. The percentage of total expenditures ttuall activities rose from 4.1% in 1980 to 6% in
2000. The share of GDP increased from 1.4% in 108D.7% in 2000. The expenditures of local
government are higher than the expenditures ofralegbvernment. About 60% of expenditures to
cultural activities are through local governmend atout 40% derive from central government. Fig.
3 shows the expenditures of the general governmdneland, 2000, classified by sect&tdtistical

Yearbook of Iceland2002).

Fig. 3: General government expenditures classified by
function 2000 in Iceland
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The sectors shown in Fig. 3 represent 57% of tgaleral government expenditures in
Iceland in 2000. Public cultural spending is onidtlof health expenditures, almost half of the

expenditures on education and almost equal to spgt communication.




4. TheGlobalization of Cultural Activities

The globalization of culture is a flow, which isathcterized at each time by its intensity or
volume. Literature, music, art, law and philosogttycross the world, and the systems that enable
their distribution are institutional and frequentlglthough by no means invariably, in public
ownership. The aim of public goods is to improveisties, surroundings and living standards.
Public authorities, usually democratically eleceatthorities, normally supply public goods. This
production of goods and services by public autlesitresults in positive externalities, which
improves the lives of the general public. Cultute Yery well into this classification. Market farke
occurs when the free market is not succeeding Buramy a good or optimal utilization of the
production factors. When this happens, public autibe can help the market to achieve the desired
results. Public goods can be good, as in the dasdtare, or bad, as in the case of pollution, #rel
global countenance of both is increasing. The ditseiof enterprises in the field of culture is also
described in the institutional economics (Richtef&rubotn, 1999; Stanfield, 1999, and Jackson,
1996).

Globalization is changing much, but there is alaecimthat is changing in the environment
irrespective of globalization. The world populatisnow about six billion and is projected at eight
billion in twenty five years, as compared to 1.8idm in the year 1900. The inequality in the
division of income among the inhabitants of the lelas staggering: of the six billion people in the
world, 1.2 billion survive on less than one dolladay and in 1999, ten million children died from
preventable diseases (World Bank, 2001). In 20@0gttoss national income (GNI) in purchasing
power parity (PPP) per capita in the world was $@,4n low-income countries (40% of the world’s
population) the GNI in PPP per capita was $1,984, for high-income countries (15% of the
world’s population) it was $27.770 (World Bank, 2090

Of course, culture, as a collection of trends, asd trend in itself, is being influenced by this
situation. It is important to see not only the atteges of globalization, such as bigger markets,
lower transaction costs, increased and faster missgion of knowledge, greater opportunities and a
greater sense of identity, which contributes tocpegtinarsson, 2002). Not everyone agrees that
these advantages in fact exist, and instead highNgrious risks and limitations entailed by
globalization. There are social and natural limits resources, while economic development,
especially the financial sector, has no limits yater, 1996). From this viewpoint, it is possibde t
discern various difficulties, for instance that nties with limited democratic traditions of
government could prevail in the international cotitpe for the location of companies, and
globalization could entail risks for the environrhen

Culture represents a significant value for eachviddal, and it is important to ensure the
greatest possible access for everyone in all contresneven though this raises the obvious problem
of free-riders: otherwise, culture will take therfoof private goods and, in fact, effectively, ¢eea
natural monopoly because only the select few, & @oelite club, would have access to cultural
activities. Considerations of equality are impottaggarding access to cultural activities. Global
public goods, such as cultural activities, havestich a large majority of the population of a coynt
and reach more than one group of nations (Kaul.efl999). It is also required that global public
goods meet the needs of present generations wifaopardizing the needs of future generations.
This is the principle of sustainability, which iere adapted to the concept of global public goods.
Cultural activities fit very well within this conpg because people are, especially today, trying to
preserve cultural diversity, and globalization feen seen as a threat to this ideal. This relaligms
can be seenin Fig. 4 in part a, b, and ¢ (Kapd022
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Fig. 4: Global public goods

Culture should be in the upper-right quadrant gbants a), b) and c) in Fig. 4 following the
definition of global public goods. For internatidmmaganizations and domestic governments working
in the field of culture, this presentation requiessphasis on securing the greatest possible attcess
culture whether at the national level or the gldbaél. Public goods in the global context, therefo
are subject to stringent and diverse demands regpakdiriety: national, ethnic and generational.
Nevertheless, the question of who should take aftee supply and for whom and who should place
this on the agenda is a political issue. This & ttaditional task of economics: to describe who
produces what for whom. Cultural activities fit yavell into this framework.

Activities designed to increase the share of caltactivities within an economy lead to
economic growth and higher living standards. Inseglacultural activities, especially by SMEs, can
be achieved by strengthening the school systeimeii¢ld of culture, especially fine arts. This laas
twofold effect. First, it increases the knowleddewlture among the population and, second, it
expands the interest of young people who will lg&aticipate actively as professionals in cultural
activities. The school system is often used as ansef securing equality as regards the art and
artistic work of young people with different econierbackgrounds. Many countries have
implemented special programs to increase cultwtaliies (Financing, Resources and the
Economics of Culture in Sustainable Developm&899).

One way to increase the scope of activities wittuitture is to seek to implement a new
organisation within and outside public administati To achieve this objective, it has often
produced good results, e.g. in the Nordic countied in France, to place culture under a separate
government ministry. The tasks of such a ministryld include the administration of programs and
supports for SMEs in the field of culture, e.g. fapmoting increased research and by providing
expert advice and funds for entrepreneurs. Setting ministry of culture would show the political
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priority of culture as a political issue; in manguntries, cultural affairs are housed in ministioés
education.

Another option is to focus specifically on the netikg of domestic culture across borders by
a concerted effort of domestic institutions, assbens and enterprises. Support to enterprises can
result in a rapid recovery of expenditures. A goexiample being the Icelandic company
Smekkleysa, which first marketed the world famanger Bjork outside Iceland.

5. International Comparison

Fig. 5 shows the expenditures of the central gawent to cultural activities for 17 OECD
countries including recreational and religious affalGovernment Finance Statisticéearbook
2002) andMain Economic Indicators2001). Figures were not available for the samer yer all
countries. The years that the figures represenstaoe/n in brackets in Fig. 5 following the name of
the country.

Fig. 5: Percentage of expenditures of central gover  nment
to cultural acticities in 17 OECD countries

G e e
Denmark (2000) 2,06

Canada (2003 | 1,52
Greece (1998) | 1,25
Norvay (1999) | 1,22
Finland (1998) | 1,04
NewZealand (2003 |1,14
Australia (1998) | 0,97

Austria (1997) 0,75
Sweden (1999) :| 0,73
Ireland (1997) :| 0,68
Spain (1997) :| 0,53
United States (200) :| 0,45
Switzerland (2000) :I 0,41
Netherlands (1997) :I 0,34

United Kingdom (1999) 0,29
Japan (1993) 0,14

15 2 25 3 3,5 4 4,5

o
o
)]
[En

Percentage of central government expenditures

Fig. 5 shows Iceland at the top with 4.1% of cdniavernment expenditures allocated to
cultural activities in 1998. There are huge differes between countries as regards central
government expenditures. Many countries spend antigt amounts on national defense, but Iceland
has no armed forces.

In many countries, including Iceland, central goweent expenditures do not accurately
reflect general government spending because thierenany kinds and levels of local government,
e.g. states in the US, Lander in Germany, etc.h witlependent tax revenues and independent
finances. The participation of local governmentiidtural activities is substantial, as shown earlie
in the case of Iceland, where the share of thel lgoaernment was larger than that of the central
government. Other differences also make internaticomparison of this kind difficult; religious
affairs, e.g., are in some countries financed biyoua private contributions, as a supplement to
regular government financing. Total public expemdts differ greatly between countries. Current
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general government expenditures as a percenta@G®Bf for the 17 countries in Fig. 5 range from
34,1% in Ireland in 2001 up to 57.2% in Swed@ECD in Figures,2002). The percentage for
Iceland is 43% and Iceland rank8 & these 17 countries.

Cultural affairs are increasingly being examinedairglobal context, i.e. as a means of
ensuring cultural diversity, national image andedsity in the face of increased globalizatid¥iafld
Culture Report 20002002). An interesting approach within Global CuduEconomics is to
examine the impact of entrepreneurs as self-emglayeividuals in communities which are not
based on materialism alone, i.e. examining poseraism versus level of entrepreneurship. The
principal idea here is to connect cultural aspeatsich are not characterized by economic views,
with economic innovation. This relates to GlobaltGwl Economics as well, because the number of
entrepreneurs and the scope of their activitiese haereased substantially through the increased
trade brought about by globalization (Uhlanderlgt2®02).

There is no single thing that constitutes globdtuta, no more than we could venture to
define what any national culture is. If the Icelenculture is taken as an example, we could touth o
certain features, such as the Icelandic sagas$istieries and camping festivals on bank holidays, b
it is impossible to list all the details formingcalture. Global culture is simply a result of treet
that through increased globalization the cultureinofividual nations and ethnic groups is more
influenced by other cultures than before. Multioaél influence of this kind is nothing new eithier;
has frequently been seen in history before — whatew is that the influence now is global, i.e. it
comes from the world as a whole. It can be disputkdther all cultures have the same opportunity
to make their influence felt. Small areas oftenndd have the financial capacity to propagate their
influence. This issue falls within the domain ob@l Cultural Economics and the research question
is whether small cultural areas are at risk owimgncreased globalization, not only because their
societies are recipients rather than producersalsotsimply because they are small; the coreef th
issue is whether cultural diversity is in danger.

Increased public expenditures on cultural affairghe last 20 years in Iceland show great
emphasis on cultural activities. This is demonsttaby the fact that the percentage of general
government total expenditures has increased byiBafese 20 years. The priority of a sector can be
described in terms of the amount of public expemdg allocated to that sector. For countries with a
relatively low population it is important to streesltural affairs. We propose the hypothesis that
governments of countries with small populationsnsbmore on cultural affairs than countries with
large populations. The hypothesis of no connecivas tested for the 17 countries in Fig. 5, which
are all part of the developed world with a highame per capita. Population and percentage of
central governments expenditures are ranked fot Theountries. Fig. 6 shows the results.

Fig. 6: Rank correlation of population and percenta  ge of
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The Spearman’s coefficient of the rank correlat®ns 0.57. This is significant at the 5
percent level. We conclude that countries with s$ipapulations spend more on cultural affairs than
countries with large populations. The emphasis wofaler nations on cultural activities is
understandable because they are fighting for tbeitural heritage in a world characterized by
increasing globalization. Iceland is a good exanmplihis.

6. Conclusion and discussion

Cultural activities are an important factor in thelandic economy. Their economic impact is
often underestimated in economic statistics. THaence of culture in increasing the well-being of
people is often not measured, perhaps not evenuradds, in monetary terms, but is nevertheless of
great effect. The value of a society is to a lagent underpinned by the depth of its culturatsoo
Public authorities can successfully support cultactivities on the basis of their positive
externalities and their economic impact.

Activities designed to increase the share of caltactivities within an economy lead to
economic growth and higher living standards. Inseelacultural activities can be achieved by
strengthening the school system in the field ofurel especially fine arts. In some countries, jubl
authorities have supported programs either by tigelosidies or through the tax system, e.g. by
allowing tax reductions to enterprises which suppaltural activities (Einarsson 2001). The
contribution of cultural activities to GDP is ab@i7% in Iceland, which is considerable in
comparison with other industries. There are numesserprises within the cultural sector, most of
them small and medium sized enterprises (SMEs)lidPekpenditures on cultural activities have
increased substantially in Iceland, both in nomteains and as a share of GDP. Local government
spends more than central government on culturalites, and public expenditures cultural affairs
are very high compared to other functions. Gloladilen offers new opportunities for cultural
activities.

There are several ways of strengthening the culdacor, among them increased cultural
education in the school system. Reforming the &trecf public support, e.g. by the establishment
of a ministry of culture, export driven funds ardV&e for entrepreneurs are examples of policies
and programmes which can be implemented successftélanders spend more than other countries
on cultural activities, even when only central goweent expenditures are taken into account. It is
shown that governments of countries with small paiens spend more on cultural affairs than
countries with larger populations.
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