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Introduction to the Literature Review:

According to Robert Ekelund Jr. in his 2017 book, The Economics of American Art, art
market data research has possibly reached a third phase where tools and approaches established
by the pioneers of the field have been refined and applied by their followers, and then adopted
by the “mainstream.”! While art economics remains a subcategory of the art field and is by no
means mainstream in the popular sense, a cast of regulars, whose names should become
recognizable to anyone interested in art market data analysis, has taken the reins in this niche
field. Furthermore, the consensus among this current wave of researchers is that data made
available by the art market remains less than perfect, and that such data imperfections, referred
to as “informational asymmetry” and/or “data volatility,” present significant challenges for
analysts.?

Until data on art sales becomes more transparent across the board, researchers will need
to acknowledge how these known-unknowns impact their quantitative analyses. In fact, the
broader sector a given report is intended to represent, the more so pertinent imperfect data
should be emphasized as a potentially distortive integer within the calculus. That said, not just
researchers, but also policymakers, communities, dealers, art educators, and artists themselves
may find mutual interest in improving transparency whereby information democratization can
promote sustainability of the art industry.

The authors of this report wish to highlight three primary nodes from the current phase
of art market data research: Rachel Pownall’s work for The European Fine Art Foundation (TEFAF)
as well as her academic collaborations with other professors; Clare McAndrew’s work for Art
Basel / Union Bank of Switzerland (UBS); and the growing body of research published by Duke
University’s Art, Law & Markets Initiative (DALMI).

Rachel Pownall, Professor of Finance at Maastricht University — TEFAF Report:
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Two major art fairs produced global art market reports from 2016 to 2017, TEFAF and Art
Basel. Rachel Pownall took the helm of the 2016 and 2017 TEFAF reports, while the former TEFAF
report author, Clare McAndrew, assumed global report writing duties at Art Basel. Pownall’s
more conservative methodology resulted in lower estimates of the global art market than
McAndrew’s, showing $44 billion in transactions during 2015 compared to McAndrew’s $63.8
billion, and $45 billion for 2016 compared to McAndrew’s $56.6 billion. The disparities between
the two reports preceded TEFAF’s decision to close their annual global reporting in 2018 and
instead focus more narrowly on regional and subject-oriented reports in order to “better serve
our dealer population and the wider art community.”3

Considering there are no globally adopted standards for the self-reporting of art
transactions, TEFAF's transition to regional reports does not seem misguided. The further an
economic lens zooms out from any one region’s art market to incorporate adjacent regions, the
more exponential the variables, especially those impacted by data imperfections. Each region has
its own policies and practices that require specialized expertise and methodologies, and even
within a region such as the United States, the preparers of this NEA report discovered variances
in data reporting between the sub-regions and fifty states. Meanwhile, however, McAndrew’s
global-scale macroeconomic approach for the Art Basel/UBS report serves a very broad purpose
and stands as the only remaining comprehensive, worldwide art market report.

Pownall — Information Asymmetry:

The complexity of art market data analysis at any level, local, regional, or global, is
exacerbated by information asymmetry. This is especially prevalent in investigating the dealer
sector where many transactions happen off the books. Pownall attributes this to practices
ranging from high-end tax evasion and asset seclusion all the way down to how smaller
businesses conduct lower-end transactions that would be minute in comparison.* On a positive
note, auction data has become increasingly available, thereby rectifying some of the information
asymmetry. The growing transparency of the auction sector has empowered clients with price
information, which has spurred sales. Dealers, reluctant to relinquish negotiation power,
ironically have benefited greatly from such information democratization, whereby a more
transparent means of establishing prices serves as a “valuable function underlying the well-
functioning of the art market.”>

Furthermore, Pownall’s 2017 paper with Dakshina De Silva, Professor of Economics at
Lancaster University, “Market Evolution of Art Dealers,” highlights the competitive advantage
larger operations such as Christies and Sotheby’s retain by harnessing greater resources to rectify
information asymmetries. The capacities of such major players in the market not only remove
the fog of war for their own decisionmaking, but also facilitate greater confidence from- and/or
better investment returns for their customers.®

This begs the question of whether the remaining dealers not in this upper echelon
sacrifice more than they gain by remaining opaque. It seems likely that all other remaining
dealers might even the playing field by providing sales information, possibly helping guarantee
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their own survival. It is an unwieldy task to self-report all sales data, but perhaps a necessary
measure for the rest of the field to create for themselves (and their competitors) a more
sustainable future. To rephrase this, the bigger players have overwhelming firepower; they can
allocate considerable resources / capabilities towards acquiring more accurate information and
providing better investment analysis. But information democratization might help shift the
competitive advantage that has become so concentrated in the upper echelon by empowering
all parties when data becomes expansive, dependable, and more easily accessible. The authors
of this report know of no studies that have verified or disproved this notion. Additionally, the
authors of this report as well as other researchers of art market data naturally have a vested
interest in seeing better self-reporting within the market. Sound economic policy depends on
accurate, thorough data, and in the art market stakeholders at every level stand to benefit from
increased transparency by which policymakers might inform their decisions.

Pownall — Conservative Methodology:

As auction sales have become more transparent through databases such as artnet,
Pownall asserts that transactions at the top 100 auction houses represent over 93% of overall
sales, and that sales from the nearly 30,000 auction houses recorded on artnet represent over
95% of auction sales. Therefore, Pownall applies a 5% margin of error rather than use “any
additional multiple on the auction data to represent any missing auction houses.”’ Furthermore,
Pownall applies more rigid parameters in determining what works of art and echelon of vendors
she includes in her analysis. She states up front that although this yields more conservative
numbers, the lower figures represent TEFAF’s sector more accurately.® In the final two
paragraphs of her report, Pownall seems to almost predict complaints that might arise from
severe differences between the market estimates of the two global-scale art market reports. She
emphasizes that her goal in applying a conservative methodology at TEFAF has been to “consider
how the industry is growing relatively in size, and shifting across borders or transforming in style,
rather than making grand efforts in ascertaining the size of the industry as a whole.”®

Clare McAndrew, Cultural Economist — Art Market Report, Art Basel / Union Bank of
Switzerland:

To Clare McAndrew remains the task of estimating the global art market. She attributes
54% of the market to dealers, with the remaining 46% of sales transpiring by auctions.° She also
concedes that there is “little current, publicly available data” on sales in the dealer sector, for
which her report compensates by use of surveys. However, from the 6,500 dealers she contacted,
and to whom she credits 80% of the market, only 18% responded. The survey presents both
qualitative and quantitative results, in that their report is able to present the major concerns
shared by respondents, from which readers may infer market confidence levels. A not
unexpected realization made by dealers is that of their need to adapt to a rapidly changing art
market by devising and establishing “new models and channels for future sales.”*! Policymakers
would do well to take note of McAndrew’s findings that art dealers’ top three concerns for the
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next five years were: 1. Challenges in finding commensurate and new clients in a market where
the top tier collectors have become saturated, 2. Increasingly volatile economic contexts,
stemming from trade and political issues, and 3. Decreasing availability of financing and credit
with which to build inventory and to support operations in times of low sales volumes.!?

McAndrew: Information Asymmetry, Data Volatility:

McAndrew discusses information asymmetry in terms of how market opacity impacts
buyer investment risk and buyer confidence levels, pushing buyers towards purchasing known
names and avoiding the lesser knowns, regardless of the buyers’ own personal tastes. This leads
to a “pervasive superstar,stror winner-takes-all, art market.”*3 McAndrew also brings forward the
useful concept of data volatility within the context of the number of galleries extant for a given
year. As encompassing as ArtFacts’ database may be, many gallery openings and closings are left
out due to time lag between a gallery’s opening and their participation in art fairs when they are
officially recorded into the database, or between their closing, which may not be officially noticed
for some years due to lack of publicity, until the point at which someone updates the database
the subsequent year after their closing has been noted.**

McAndrew: Cultural Policy Observations, EU and US:

McAndrew points out two policy examples affecting the EU and US regions. She asserts
that an EU regulation requiring stricter reporting and verification of legal status for imported
cultural goods more than 250 years old, would almost certainly hamper commerce in the
European art market.!> This policy is unlikely to be recanted in light of increasing public
awareness of- and international debacles arising from the ethical consequences of questionable,
or outright illegal, cultural goods transactions.

In the US, McAndrew recalls a 25% tariff proposal on Chinese art and antiquities more
than 100 years old. While this could have led to counter tariffs on US art exports, she also points
out how it may have discouraged other international dealers, not just Chinese, from conducting
business inside the US. The positive note here is that stakeholders in the US art market protested
persuasively enough so that the US government struck art and antiquities from the tariff list.1® In
the end, despite their flaws stemming from informational asymmetry, regional and global market
reports as well as the informed voices of stakeholders are essential in establishing the art market
as a viable economic sector in the eyes of policymakers by merit of sheer economic weight.

Duke Univ. Art, Law, and Markets Initiative (DALMI): Informational Asymmetry

Hans van Miegroet, Director of DALMI and Professor of Art and Art History at Duke
University, delves deep into the problematic of informational asymmetry in his article, “Imperfect
Data, Art Markets and Internet Research,” published in the MDPI (Multidisciplinary Digital
Publishing Institute) 2020 Special Issue, “Art Markets and Digital Histories.” In fact, the authors
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of this report highly recommend van Miegroet’s article for readers with further interest in this
topic, as it was the starting point for this report’s investigation into previous art market data
research.

Van Miegroet describes informational asymmetry as a chronic issue that distorts the
research and analysis of art markets to the extent that final numbers in reports such as this report
and those discussed above are hard to take at face value.!” The imperfect data not only stems
from a lack of transparency in the dealer sector, but also from selection bias in how databases
like Mei-Moses and others gather their info, from a lack of market-wide, clear definitions for art
sales and categories thereof, and from the very nature and intended purposes of the data
collection activities themselves. Van Miegroet makes it very clear that the data is not merely
imperfect, but also broadly inappropriate for art market data researchers—the manner in which
it is collected and made accessible is from the mindset of commerce, not of study or
policymaking.®

DALMI: Policy Observation, South Korea:

Van Miegroet also discusses the policy example of South Korea, where “galleries are
required by law to report their sales results annually.” He does not exclude such a government
mandated approach as a viable option where the other option is voluntary self-reporting.t®
Whether this policy is perceived as draconian by South Korean dealers is not elaborated on,
however a 2018 DALMI working paper by PhD student Soohyun Yoon, supervised by van
Miegroet, “The South Korean Art Market: Consumer Preference and Auction Strategies,”
provides insight into the South Korean government’s motivations in choosing mandatory, and
perhaps involuntary, self-reporting.

After realizing the surging interest in Korean art and film in the 1990s, South Korea’s
government changed from “politically protective to economic and export-focused.”?® As the
trend continued, the South Korean Ministry of Culture, Sports, and Tourism created the Korean
Art Market Information System (FKAM) to support study of the country’s arts economy. At the
time of Yoon’s paper in 2018, data for transactions between 2010-2017 was already available,
and FKAM was in the process of updating their site with data from 1998-2009. With these data
sets, e.g. artwork title, author, hammer price, name of the auction house, auction date, and
thumbnail image, researchers like Yoon have not only been able to asses aggregate data with
greater accuracy, but also to pursue more fine-grain questions, such as how size, medium, and
style of artworks affect the South Korean art market as a whole.??

South Korean policymakers recognized an opportunity to harness a growing economic
wellspring to wield soft cultural power and implemented legal requirements to gain better
visibility into- and thereby help inform the market. Yoon’s analysis revealed unique aspects of
the domestic art market, such as a preference for “Korean-ness” and the growing popularity of
Korean modernism.?? Surely these findings, which appear to suffer far less from informational
asymmetry than studies of art markets in other regions where self-reporting is not mandated,
are useful to purveyors of art as well as the Ministry of Culture. That said, the system still has
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room for improvement, as Yoon points out extractability issues between the two tiers of data in
FKAM, and a deficit of personnel needed to enter and maintain the data.?3

Concluding Thoughts:

By now, the problematic of informational asymmetry has become such a shared
observation among researchers that it can be considered a given. Within this growing consensus
about the problem and consequences of information asymmetry in the art market, many
researchers must be wondering if there is a way to demonstrate strong enough incentive for the
traditionally opaque sector of dealers and galleries to become more transparent. How would
their gains outweigh the risks and additional burdens—as they see them, not just as researchers
perceive them? Without that consideration, the call for transparency will not carry far.
Furthermore, as the market transitions from traditional sales models from the pre-Internet era
to new, tech-assisted, hybrid models, unclear definitions on transactions will continue to be a
root cause of imperfect data (again, the authors of this report highly recommend reading van
Miegroet).

It would seem to be in everyone’s interest to establish a committee comprised of
stakeholders at all levels, be they dealers, auction houses, artists, art educators, patrons,
collectors, economists, policymakers, and art market researchers, to establish agreed-upon
interdisciplinary definitions by conducting surveys and holding discussions. Sustained
collaboration, or even one-time task force, could help establish a less biased, more
comprehensive data approach that supports the market as well as research methodologies. With
a proper set of focused, strategic questions, along with recommended approaches and relevant,
modeled outcomes, presented to all sectors involved, stakeholders might actually agree to adjust
their data practices and establish common standards. Until then, calls for the comprehensive
reporting of sales data will likely go unheeded. Art market data will remain murky, or
asymmetrical, unless various sectors therein come to see how fully informed research may be
tied to their own needs.

Can the dealer market thrive in a broader sense without substantial policy initiatives that
support the sector in upcoming times? Can policy initiatives take hold without more dependable
and extensive data? Even if dealers and galleries are willing to become more transparent, do they
have the necessary resources for rigorous self-reporting? For this approach to succeed, mutual
predictability within the sector would be a must, as well as the capacities to overcome the
burdens and potential downsides of such a paradigm shift. In being too self-protective of sales
data, dealers and galleries may be depriving themselves of mutual benefits that point towards
survival and sustainability of the dealer market. The authors of this report would hope to see a
study on dealer perspectives in this regard accompanied by an assortment of economic and policy
models ranging from local community- to national levels. This could help bring consensus on the
matter, or at the very least lead to a broader association of dealers united by transparency
practices. Moving forward, the health of the art market may depend on mutual assurances
through transparency, balance of information power between dealers, auction houses, and
buyers, and supportive government policies paired with community
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awareness, based on improved data.

Art market data research is by no means popular or “mainstream,” and could even be
considered a neglected subfield of study. However, the more that scholars study art market data,
the more its relevance might hopefully be recognized and its user-audience broaden, thereby
increasing demand and fostering improvements to how data is gathered. Attention will likely
grow in the ongoing aftermath of COVID-19 as every sector and policy task force examines
economic impacts of the pandemic in effort to mitigate damage moving forward. Imperfect data
could be considered better than no data at all, however time will tell whether information
asymmetry benefits one set of actors while neglecting others. As methodologies fed by partial
data will yield partial results, so too would policies based on imperfect data tend to have
unforeseen consequences that can spread from one market sector to another. The authors of
this report emphatically advocate for market transparency, research transparency, and policy
transparency—all of which are essential for the long-term health of the US Arts Economy. The
authors of this report also wish to thank their predecessors, Robert Ekelund Jr., Rachel Pownall,
Dakshina De Silva, Clare McAndrew, and most of all, Hans van Miegroet and his fellow
researchers at DALMI, for carrying the torch of art market data research into what appears to be
its third phase.
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