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*Museum pieces

®*Something | can

lllustration, Daniel Craig, c 2000




Thereis no fixed
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Art as an investment

*Why the lack of consensus?

® Thin market for illiquid goods

® Do we compare prices only for the
same painting that is resold? If so, we
have few observations ¢

X
® Or do we use hedonic
easures, by comparing
e prices over time of
aintings with similar
traits?

® E.g. style (portraits),

® medium (watercolor),

® time period (18t century),
¢ artist (e.g. Picasso prints)

Banana, Andy Warhol, 1966



repeat-sale price index ; hedonic price index
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Figure 1. Repeat-Sale and Hedonic Indices for Impressionist Art



What determines a painting’s value?

® Subject matter

- p
® Agr |Io and J?l’erce. 0
retUrhs are faverable to sﬁ?ﬁybemg able to dlver5|fy across artists

La Ronde, Auguste Rodin, 1883-84



® Fixed supply of masterwo

® Wider market

® The very rich buy art so it is conspicuous

.

- Baudlaire’s Mistress Reclin rd Manet, 1862'
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TABLE 1
EstivaTED RETURNS TO ART FROM YVARIOUS STUDIES

Nominal  Real
Author Sample Period Method return return
Anderson (1974) paintings in general 1780-1960  hedonic 3.9% 26%*
paintings in general 1780-1970  repeat sales 3.7% 3.0%
Stein (1977) paintings in general 1894665 assumes random  10.5%
sampling
Baumal (19586) paintings in general 16521961  repeat sales .65
Frey and Pommerehne (1989]  paintings in general 1635-1949  repeat sales A%
195087 repeat sales 1.7%
Buelens and Ginsburgh (1883)  paintings in gencral 1700-1961  hedonic 0.9%
Pesando {199:3) modern prints 1977-491 repeat sales 1.5%
Coetzmann {19%3) paintings in general 1716-1986  repeat sales 3.2% 2.0%*
Barre et al. (1996) great impressionist 1962-91 hedonic 12005 5%
other impressionist 1962-91 hedonic B 196
Chanel et al, {1996) paintings in g[m{:rﬂ] 1855-1868 hedonic 4.9%
paintings in general 1855-1968  repeat sales 5.0%
CGoetzmann {1996) paintings in general 1907-7T7 repeat sales 5.0%
Pesando and Shum (1996) Picasso prints 1977-93 repeat sales 12.0% L4%
Caujack (1997} Picasso paintings 196694 hedonic 8.3%
Mei and Moses (2001) American, impressionist, 18752000  repeat sales 4.9%
and old masters
Graeser (19493) antigue fumiture 196786 neither- 7.0%
Ross and ondervan {19493) Stradivari violing 158053-19486  hedonic 2.2%




TABLE 2—CoOMPARISON OF REAL RETURNS FOR ART AND FINANCIAL ASSETS

Sky Above Clouds IV, Georgia O’Keeffe, 1965

Gﬂ;'._i':l.l:.lﬂd

Art S&P 500 Dow Corp. bond  T-Bill

Period percent percent percent percent percent percent
19501999 Mean 8.2 8.9 9.1 1.9 2.2 1.3

SD 21.3 16.1 16.2 Q.5 9.2 2.3
1900-1999 Mean 5.2 6.7 74 1.4 2.0 1.1

SD 335 19.8 22.2 8.6 8.4 4.9
|875-1999 Mean 4.9 6.6 7.4 2.0 2.9 1.8

SD 42.8 8.7 20.8 8.0 4.8

8.0

Notes:  Asset returns are the average annual return calculated over the sample period, with the standard deviation
shown in italics below. Real returns are calculated by subtracting inflation (US CPI growth) from nominal returns. Art
returns are based on repeat sales regression index methodology for the sample of paintings in Mei and Moses (2002).

Financial returns are based on data from the Federal Reserve Board and Global Financial Data (5th edition).

Source: Mei and Moses (2002, Table 1).
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Broadway Boogie Woogie, Piet Mondrian, 1942
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TABLE 2
THE MASTERMECE EFFECT

Author Sample Period Result
Pesando (1993)  modem P.:I'intti 188092 Return of 11% less
for masterpieces

Ginsburgh and Jeanfils impressionist, modern and contemporary  1962-91 Mo effect
(1985) European masters, other minor European
painters, contemporary U5, painters

Goetzmann | 1996) paintings in general 18971987  No effect

Barre et al. (1996) impressionist 1962-91 Great impressionists
return 4% more than
other impressionists

Mei and Moses (2001) American, impressionist, and 18752000 A 10% increase in price

old masters reduces returns by 1%
Ashenfelter and Graddy impressionist art 198051 No effect
(see appendix) contempaorary art 198254 Return of 505 less

tor masterpieces
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Figurﬂ-: 3 Impreggiﬂnist At Ashenfelter and Graddy




onclusion

® Art is both a consumption and investment
~ good

¥

* Conspicuous consumption: P price { return

;’/,

he value of art is in the eye of the beholder

19 A.e. demand determines




