Analysis of Arts Institutions and Sports Complex Financing in NE Ohio

Stadium Financing

By Jason Hochman


There never seems to be an end to the public debates about how much a stadium costs to the public, but the question that really should be considered is why a city feels the need to undergo such an expensive investment when their resources are already extremely limited. Three reasons have been outlined as to why cities undertake these projects: job creation, economic stimulation, and attracting outside industries.


Often when a stadium construction decision, to benefit a private organization, has been made, the local politicians must justify to John Q. Public how this decision will serve him. This is not a normal situation where a business receives property tax breaks or other incentives to move into a certain community. Rather this type of situation allows for direct cash subsides to these private organizations totaling hundreds of millions of dollars.
 To calm the worries of tax payers, job creation is often the first justification made to diminish taxpayer reservations.


Stadiums undoubtedly create jobs. However, the jobs that tend to be created are usually very low skill and low pay jobs.
 If these cash subsides made to the stadiums were put to other good uses, they could be utilized to create jobs directly. By funding various programs that develop skills and educate; the local government can appreciate a much greater return on its investment.


The next argument usually put forth is that stadiums promise to stimulate and invigorate the local economy both near the stadium and in the surrounding community.
 This does not seem to be the case because most franchises are a very small percentage of the overall economy in their local market.
 Even multiple sports teams in a metropolitan area do not have a large effect on the overall economy. It has been surmised that only 0.3% of the regional economy is attributable to the nine major sports teams in the New York Area.
 Additionally, the low-paying, low skill jobs created by the sports arenas only amount to about two to three percent of the local economy.
 Finally, the additional money that might be flowing into the area might just be moving to the new area and diverting money from other recreational activities.


The final argument put forth is that publicly funded stadiums attract outsiders into the community.
 Some studies believe that it will attract visitors into the community and will increase tourism. The only problem with this rationale is that sports arenas are independent entertainment complexes. Therefore, even if a large portion of outsiders enter the community, they are unlikely to spend any more money in the community because the sports arenas contain all of the merchandise and food that they desire.
 If the hospitality industries benefit, such as hotels and restaurants, it would be too small a percentage of the overall economy to have any significant effect.


The other “outsider” argument is that a stadium will attract new corporate residents.
 The belief is that a sports stadium will increase the community’s attractiveness to the industry. However, if this is the stated goal of the local government there are much better guaranteed methods of attracting them into the community by using incentives such property tax breaks and other less costly enticements that can directly create new jobs.
 Rather than just reprocessing old jobs, subsides such as these will undoubtedly bring new jobs into the community. Also, if the local government is doling out money to subsidize the team, what money will be left over to grant to perspective businesses? Finally, the location of a sport franchise will bear little on a company’s decision to relocate.
 The factors firms use in making the decision to relocate are based on such tangible features as the local labor market costs and skills.
 Giving direct corporate tax breaks would benefit both the local economy and community more than building a new sports arena.


While there many arguments against the public financing of a stadium, there do exist some that are in favor of construction. As we know, there are many intangible benefits a city will receive while hosting a professional sports team. Maintaining a professional sports team give the citizens a certain civic pride. Sports teams allow individuals to identify with their city and professional athletes often do a lot of charitable work in the local communities. 


Another problem with stadiums that is much more germane to Cleveland is that the majority of the tax burden of stadium construction was borne by the local taxpayers in Cuyahoga County. Putting aside the obvious inequities of the “sin tax” used to finance Jacob’s Field, why should only the tax papers of Cuyahoga County pay for financing a new stadium, when a large portion of the attending fans of the Cleveland teams live outside the county? After discussing this problem with Dean Rosentraub, who is one of the country’s foremost expert of stadium financing, he told me that there is no way that any outside county would willfully contribute the building of a sports arena in Cleveland. It is really a matter of dollars and cents— an outside county would never contribute to the financing of a project from which they would receive zero economic benefit. 


If all the county bodies want to help finance the project is a little piece of the pie, they why doesn’t the city allow a revenue sharing program. This plan sounds reasonable; however there is only one problem. The City of Cleveland cannot afford to give up even a cent of its already fading revenues. Therefore, without any possible incentive to invest in a foreign project, no outside county would ever willfully contribute to a project of this sort. 


A possible solution Dean Rosentraub suggests is that the stadiums set up some sort of price distortion payment for out of county ticket holders. In effect, those out of county ticket holders will pay a certain tax over and above the amount the Cuyahoga County resident would pay. He posits that this could be easily done by the use of a key card that one swipes at the entrance and either walks through (Cuyahoga County resident) or pays the tariff and then enters (out of county resident). This is a realistic proposition using modern technology, but it is unlikely that the professional sports teams’ administration would be in favor of this possible deterring element to admittance. However, the effect of a price distortion tax upon out of county resident is yet to be determined due to non existent data. 


Multiple avenues of taxation have been utilized to pay for the construction of new sporting stadiums and arenas from many different governmental bodies which essentially subsidize professional sports franchises. The arguments which favor using public monies to finance these private projects have lost actual credibility due to real studies debunking exacerbated economic claims. Further, any argument that professional sports teams need backing is greatly labored when teams generate enormous revenues through media broadcasting rights, ticket sales, merchandising and corporate sponsorship. The argument becomes even more burdened when taxpayers of one county are forced to subsidize a regional sports team. There needs to be some sort of measures taken to balance this inequity or possible disastrous consequences, such as the relocation of a team, may occur when construction of a new stadium comes on the ballots.
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Introduction
As arts and cultural organizations are not part of a city, county, or regional governmental entity, assessing them as though they are misses opportunities for looking at an interesting and thriving professional community within Northeastern Ohio.  Much of the research that is being conducted in our class is dealing with regionalizing or consolidating services.  Arts and culture are not a service in the same way that sewers, zoning, and safety are and it is counterproductive to look at them as such.  Many services that a city or county provide are considered necessary, whereas arts and culture are not thought of as essential in the same way that schools, emergency medical services, and reliable garbage pick up are.  

Much discussion around the provision of services has focused on efficiency.  We have seen inefficiencies within the location of fire stations and holding cells for criminals, yet arts and cultural organizations work more similarly to businesses in that they are market-driven and respond to needs in the same ways as entrepreneurs.  While the argument can be made that there are too many arts organizations, this logic is similar to saying that there are too many restaurants.  There are arts organizations for a variety of tastes that span diverse cultures, mediums, and ethnicities.  When an arts organization can no longer sell tickets or attract donors and philanthropic foundations to support their product, the organization must downsize, merge with another group, or cease to provide its services or product at all.

In my personal experience working within Cleveland’s arts and cultural sector, I have found that arts organizations—as with most nonprofits—are very efficient regarding how they utilize staff members.  Bureaucracy and unions are not major issues in terms of how nonprofits run (aside from the union actors that many theater organizations must hire) and they often attract people willing to work for smaller salaries doing something meaningful to them.  

The Arts and Cultural Climate

There are over 200 arts and cultural organizations in Cuyahoga and Summit Counties alone, which are the two counties with the largest cities.  Arts and cultural organizations include museums, theater groups, dance troupes, music, public art, educational facilities focused on the arts, community art centers, cultural gardens, ethnic arts, and so on.  Such organizations are generally independent, though some faith-based institutions also provide educational components in the areas of arts and culture.

Locally, nonprofit arts and cultural organizations provide opportunities to consumers that the government cannot or will not provide.  These organizations do not receive money from public agencies and residents are not taxed to support the arts.  A number of large cities such as Chicago, San Francisco, Austin, New York, Pittsburgh, Philadelphia, and many others have Arts and Cultural Departments within City Hall, which Cleveland does not have.  In such cities, arts and culture have a voice and physical space within City Hall.  

In Cleveland, however, the arts and culture-providing agencies work towards having voice, with unification coming in 1997 when the Community Partnership for Arts and Culture (CPAC) was created.  CPAC is an advocacy and policy organization that operates as a nonprofit and strives towards promoting the arts as an essential part of a vibrant community.  They led the campaign for Issue 31, which would have been a tax assessed in Cuyahoga County to promote the arts and economic development.  It failed in March 2004, but is an idea that continues to gain momentum.  Currently, the only public-sector support provided to the arts comes from the State of Ohio, yet the amount of money provided continues to decrease annually from $3,760,174 awarded in Cuyahoga County in 1999 to $2,734,168 in 2003—an over $1 million or 28% decrease in four years.

Many cities and counties nationwide are providing local public sector support for arts and culture.  In 2003, the Cuyahoga County Cultural Taskforce commissioned a study of ten programs nationally that provide public funding for arts organizations based on a number of factors including one or more of the following:

· The city has a similar population size

· The program provides multiple grants programs

· Individuals and organizations can receive funding at various levels

· The models are unique

The programs studied come from Boston, Chicago, Denver, Indianapolis, Pittsburgh, Portland, San Jose, Seattle, and St. Louis.  For a number of these cities, the dollar amounts they distributed were not necessarily very high, but they provided leverage to individuals and organizations so they could fundraise with the support of their city.  

Cuyahoga County did recently begin the Arts and Culture as Economic Development grants in 2004 and is sponsored by the Board of Cuyahoga County Commissioners.  The program is in its second year and funding for future years is uncertain.  In 2005, grant requests are required to be between $5,000 and $45,000 and must have a tangible impact on Cuyahoga County’s economy and quality of life.  The impact of this program is yet to be established, yet is a good start and a good example of the county picking up a service that cities are either unwilling or unable to provide themselves.

Cleveland has a strong philanthropic community that is quite supportive of the arts.  Both individual donors and foundations formulate the base upon which the arts community grows.  In the past, corporations provided vast amounts of support for institutions such as the Cleveland Orchestra and the Cleveland Museum of Art.  However, with many corporate headquarters moving outside of Cleveland, support for these institutions is declining, while costs are increasing.

Arts and cultural organizations in greater Cleveland generally operate as 501 (c)(3) nonprofit organizations that receive their funding from individual donors, philanthropic foundations, and ticket sales.  There are hundreds of such organizations that range from institutions such as the Cleveland Museum of Art and Cleveland Orchestra to community organizations such as Art House in Cleveland’s Old Brooklyn neighborhood, which provides affordable art classes to area residents.  

The exception to these nonprofit entities are concert venues such as the House of Blues, the Scene Pavilion, Tower City Amphitheater, the Beachland Ballroom, the Agora, the Grog Shop, the Phantasy, and other businesses which bring in live musical entertainment to Cleveland.  These venues are the sites that have the largest combined number of patrons each year and add to the vitality of the arts and cultural community, though are considered as separate from nonprofit groups and facilities.

Public Opinion & Participation

In a number of polls, the strength and diversity of NE Ohio’s arts and cultural offerings have been a source of great pride for residents.  However, this great pride did not translate into voters passing Issue 31, a property tax levy that would have generated $21 million to support the arts and economic development annually.

Residents of NE Ohio attend an average of 2 sporting events each year in comparison to 8 arts and cultural events.  The level of attendance at both professional sporting events and arts and cultural activities is “twice as great among those with college degrees verses those with only a high school education.”  Also, “those who have attended at least one professional sporting event in the past year participated in arts and cultural activities at the same level as those who did not attend any professional sporting events.”

The majority of arts and cultural institutions are located in the cities of Cleveland and Akron, yet the majority of people living in the region live outside of these cities.  I propose that there is a spatial disconnect between where arts and cultural events take place and where consumers and patrons come from.  There is something very special about University Circle with the museums, gardens, architecture, and Severance Hall, yet its inaccessibility, either real or perceived, to patrons is a problem that is continuing to worsen.  Recently in The New Yorker, an article was written called “The Clevelanders: Can an orchestra survive its city?”  In it, James D. Ireland III, president of the orchestra’s governing board points out the difficulties in “maintaining a world-class orchestra in what, at best, is a third-tier economy. . . Public support for the arts has never been a big priority in this region and the pool of private donors isn’t getting any bigger.”  

Based upon my work at Cleveland Public Art, I have learned that the majority of individual donors to the arts live in the east side suburbs, particularly in Shaker Heights and Cleveland Heights—the suburbs that are closest to the arts institutions that have a large regional and national draw.  Yet, according to a study commissioned by the Urban Institute, three of the top four venues where people attend cultural program, activities, and events are community venues rather than traditional arts venues.  These include open-air parks, schools/colleges, and places of worship.  The concentration of cultural institutions in University Circle is wonderful for marketing, but perhaps weakens organizations’ ability to reach nontraditional audiences by performing in a venue outside of the cultural district.  For a region like NE Ohio, arts organizations have the capacity to reach more diverse audiences by programming events in neighborhoods and/or suburban venues.  

Regionalizing in this case may simply mean partnering with a synagogue for a dance ensemble or having more theater in community parks.  Rather than consolidating all venues into two major districts (University Circle and Playhouse Square), performing and educational groups could seek out venues that would be more convenient to consumers.
  If more residents outside of the City of Cleveland and Cuyahoga County see the impact of the arts, perhaps creating an economic development/art and culture taxing district can be successful region-wide as opposed to simply within Cuyahoga County, though there is currently no way to be sure about this assertion.  A regional entity for arts and cultural purposes is legally allowed to be formed, yet has not had the momentum or public support to do so.

Arts and Cultural Identity & Partnership Opportunities

According to CPAC, consumers of arts and culture in greater Cleveland view them as being part of a whole, meaning that a good experience at one type of arts event is likely to benefit the arts community as a whole—and the same goes for a poor experience.  Therefore, while most arts organizations are not working with a large number of other ones, they are being judged and perceived by patrons as being interrelated.  Although at some level, consumers understand that the arts community is comprised of hundreds of smaller organizations, they “expect the arts organizations to be unified.”  Consumers believe that the arts and cultural community should, “as a whole, look for ways to make the arts and cultural experiences better for the NE Ohio consumer.”  

While CPAC has done a great deal of work in advocating for the arts, highlighting the social and economic importance of them, and laying the groundwork for a successful campaign to gain public sector support for the arts, there is not a one-stop-shop from which interested consumers can get information about organizations, activities, and upcoming events.  The Regional Arts and Culture Council (RACC) in greater Portland serves a multi-county constituency and receives local, regional, state, and federal funding to support a culturally strong community.  One key difference, however, between Portland and Cleveland is that Portland is one of the most homogeneous large cities in the country and Cleveland is very ethnically and racially diverse.  To force consolidation and partnership among the diverse arts and cultural offerings in greater Cleveland would very seriously inhibit the ability to reach a variety of audiences.  

In another study published by the Urban Institute, the effects of partnerships among arts organizations and between other types of organizations are researched.  Chris Walker, the study’s author finds that partnerships that are organic and mutually beneficial in the first place produced dynamic results.  On the other hand, partnerships that were formed for the sole purpose of receiving a grant were far from successful.  In the case of Cleveland’s arts organizations, there is a tremendous amount of partnership and sharing of resources because it is usually the best tool for having a successful event or project.  The participation can be among arts organizations or other cultural institutions, and even with other private and public types of entities.

According to local arts advocates, there are a number of opportunities for arts organizations to share resources is in building and leasing performance and office space.  The staffs of many arts and cultural organizations are quite small and space could be shared among separate organizations that would benefit from working in a creative atmosphere.  A number of organizations lease space to small or start-up nonprofits as a way of keeping their overhead costs down and it can be an arrangement that benefits both groups.  There are a number of small performing spaces and also adequate large spaces, but there is a lack of medium-sized performing arts venues and the cost of building such a site would be a major endeavor for most organizations, but something that a number of groups could come together with and result in a shared space that could be occupied year round.  

In terms of organizational staff, marketing, communications, security, and other behind-the-scenes operations are positions that could be shared among some groups so long as a conflict of interests does not arise.
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