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Abstract
In this thesis, I examine the difficult issue of art prices and pricing artworks. In today’s economic climate and changing art policy this is a very up-to-date topic. While the relationship between art and money has traditionally been difficult, it is still important for artists, intermediaries and buyers to consider the economic aspects of art. In the end, art, like any other product, is sold and bought in a market.


Pricing artworks is a complicated process in which many factors are involved. These factors are a consequence of the art market structure as well as the way art is valued. These concepts are explored first in order to eventually propose a table of factors that aims to capture as many price determinants of artworks as possible. These factors are divided in four categories, three of which represent external price determinants and one category that represents price determinants within the artwork. The factors that influence the price of an artwork are a result from the use of so-called ‘pricing scripts’. Art dealers who set the price for an artwork follow these unwritten procedures consciously or unconsciously. Eventually, the theoretical research thus produces a theory on price determination as well as pricing processes. 

In order to verify the significance of the price determinants as proposed, the empirical research consists of a survey among artists who point out what they think determines the price of their artworks. In addition, the survey measures the weight of the different factors in the scheme. It turns out that, for the factors that lie within the artwork, the respondents largely agree with the theoretical research.  Size is a major determinant in pricing an artwork, but also the technique is of great importance. These findings clearly confirm the theories in the literature. Concerning the weight of the different factors, the empirical research shows that external factors matter less than intrinsic characteristics of the artwork. 


The artists that participated in the survey all work independently, representing a trend in the art world that indicates a process of disintermediation. However, as the literature indicates, intermediaries do not become obsolete due to this development. Even more so, they appear to have an even stronger position as experts, even though artists can sell their art without their use. Potential buyers look up to the intermediaries and trust their judgement. They need this trust as a reassurance in order to proceed with buying art.     
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1. Introduction
The subject

How to determine the value of an artwork? This question alone summons several other questions. First of all: what value? Economic, artistic, symbolic or aesthetic value, or even all of these different types of value added up? 

In my thesis, I will explore this difficult field within the visual arts. The value of an artwork is an addition of several factors that, presumably, determine its in monetary terms. This monetary value is easy to measure and to compare. However, does the monetary value of an artwork represent it’s ‘true value’? Is the price of an artwork a good reflection of its value? Indeed, the worth of an artwork is whatever someone is willing to pay for it. But how does a seller know what the potential buyer is willing to pay for a particular artwork? How does he set the price high enough to draw the attention but still at a reasonable level for the potential buyer? This pricing process becomes more difficult if an artwork has no provenance and the artist is not well known yet. 

In cultural economics literature, several methods are described on how the price of an artwork is constructed and determined. Velthuis (2002, 2003, 2005) in particular has described these methods. Moreover, he analyses the meanings of prices, which transcend the outcome of supply and demand in the market. Velthuis assumes that pricing an artwork involves different factors. These factors include some from within the artwork (size, material) as well as from the artist and his surroundings (reputation, career of the artist, network, residence). When analysing the factors mentioned by Velthuis, it seems that there are some very concrete and easy to measure aspects to an artwork, like size and material. Assuming that these ‘tangible’ aspects are easy to determine and price, a part of an artwork is still more difficult to price. This part is composed out of aspects that are difficult to measure and described differently by authors. Some call it the ‘sacredness of art’ (Abbing, 2002), while others refer to an artworks ‘aesthetic quality’ (Grampp, 1989) or related terms. 
The comparison between well-known and unknown artists I think is striking to illustrate the importance of these intangible aspects of an artwork’s price. For a new artist, fame is not a factor that plays a role. Despite this, work from unknown artists can still be compared to the work of his contemporaries in order to place it into context. This comparison is something that I assume to be one of the main determinants for the price of a new artwork from an unknown artist. Factors like size, material and technique are also of greater importance with new artworks, where these factors might have less weight if the artist is well known. 

The intangible aspect in price determination for artworks in general and new artworks in particular is interesting because, even though it might play a less important role for new artworks, it can be of such great importance that it leads to excessively high prices. Moreover, it seems to me that art, for a large part, is something that is intangible and abstract in itself. People often have difficulty explaining why they like or dislike a particular artwork. Defining good art is even more difficult than explaining one’s taste. 

Structure of the Thesis

Explaining how the concept of pricing works within the art world is not possible without introducing the subject. Therefore, the first chapter will include an introduction about the art market as well as an elaboration on the important role of intermediaries within the art market. Through this introduction and elaboration, I justify my choice to focus on the primary market instead of comparing primary and secondary market. As the empirical research will focus on individual artists selling their art without the use of intermediaries, the issue of digitalisation and the implications for market structure are also addressed in the first chapter. Also, the economic issues that play a role in the art market are discussed in this section in order to indicate the difficulties that are specific to the art market as opposed to the market for other goods. To conclude, the consequences of the art market structure for pricing are discussed in the first chapter. 

Section 2.2 handles the issue of value within the art world. The concept of value specifically needs attention because of its ambivalent definition in the art world. While many authors agree on the comprehensive character of the concept, their theories differ in interpretation. Eventually, the value of an artwork is represented by a price. This implies that the price of an artwork has a meaning that consists of more than just the result of the supply and demand game. How value is translated into a price is thus also discussed in section 2.2. In the end, this section aims to propose a scheme of price determinants for contemporary art as used by intermediaries. In order to create such a scheme, several theories about art prices are surveyed and combined. In the last section of the theoretical framework, the active process of pricing an artwork will be examined, as this process must be separated from the factors that influence price. The scheme of factors that determine an artwork’s price is in fact the outcome of the pricing process that art dealers go through in order to put a price on an artwork (Velthuis, 2005). During this process, dealers – consciously and unconsciously – use so-called ‘pricing scripts’ (Velthuis, 2005) in order to arrive at the eventual price. These pricing scripts however still give an incomplete picture of how prices are formed. The empirical research in this thesis aims to deepen the understanding of these pricing scripts and maybe even add some new insights to them.   

While the concept of technological change slightly has been touched in the theoretical framework the empirical research elaborates on this subject. Within the primary market, a rather new phenomenon is emerging. Today’s artists choose to sell their art online in addition to their attachment to a gallery. By doing this, they avoid the costs of intermediaries while at the same time having to build their own network instead of using the gallery’s network. This requires an artist who has a good sense for business and knows how to sell his artworks. The empirical research in this thesis aims to get a general idea on how artists who sell their work online or through their workshop price their art. In order to gather the needed information, a survey is held amongst several independently working Dutch artists. The outcomes of the survey are supplemented by an interview. The used methods are described in section 3.1.
 Eventually, the survey outcomes and theoretical research are combined in the conclusion that aims to compare the way artists and intermediaries price their art. 
Goals and objectives

The goal of this research is to analyse price determinants of artworks and to add insight to the theories on pricing scripts. The focus lies on the primary market because of its trendsetting character. Artworks that are sold for the first time are particularly interesting because they have no provenance. The artist does not have a reputation yet and the artwork’s artistic quality and significance is uncertain. This makes the role of the intermediary even more important and powerful. Moreover, the lack of reputation of the artist and provenance of the artwork enables me to leave out the so-called ‘fame factor’ in the price analysis. For well-known artists, their reputation and popularity might determine the price of his artworks for the largest part. When the fame factor is left out, other price determinants become more apparent. The eventual goal of the theoretical and empirical research is to create a scheme of price determinants for artworks on the one hand, while gaining more insight in the active pricing processes of galleries and individual artists on the other hand.   
Research questions 

In order to distillate a research question out of the above, it is important to focus on the eventual goal of the research, which is to create a price determinants table and to analyse pricing scripts in galleries as well as with independently working artists. In order to arrive at this goal, several subjects are explored, such as the structure of the art market and its implications for pricing and the difficult concept of value in artwork. 

The eventual issue in the theoretical research is to determine the several factors of which the price of an artwork is constructed. In examining theories on pricing, I assume that there are tangible as well as intangible aspects to the price of an artwork. In the theoretical framework, aesthetic value and quality in art, as well as the issue of taste, are highlighted within this subject. However, other distinctions between different types of value can be made and are mentioned in the theoretical research. The eventual table of factors that determine the price of an artwork is used in the empirical research in order to test it against independently working artists. This way, the influence of digitalisation as well as the presumed disintermediation is added to the theory of price determination. Ultimately, the combination of theoretical and empirical research will provide a comparison between price issues in galleries and with independent artists. Indirectly, this will give me insight in the influence of digitalisation on the art market structure and the changing role of the intermediary. The way independent artists price their artworks as well as the weight of the factors might indicate a change in how prices are perceived by artists. 

Definition of terms

In this thesis, several terms are used that can be interpreted in a slightly different manner. In order to make sure that it is clear what I mean by them, my use of some terms is explained here. 

This thesis concerns only visual artists. By this I mean artists who paint, draw or make sculptures or installations. However, for the empirical research only artists who make two-dimensional work have been included to keep the research clear and defined.  To define the subject even more, I will only focus on contemporary art. The market for contemporary art from living artists is different from the market for old art, simply because different people are interested in these different kinds of art. A collector of 19th century romanticism wouldn’t be that interested in buying an artwork from a contemporary artist and the other way around. In this thesis, the term contemporary art refers to art from artists that still work today. 

While in the theoretical research explores the way galleries and art dealers price artworks, the empirical research focuses on how independent artists price their art. These independent artists are not exclusively connected to a gallery but also use other ways to sell their artworks. Some independent artists only sell their art through their workshop, other artists also use their website or an intermediary. 
2. Theoretical framework

2.1 The art market

Market structure 
It is not easy to determine the exact outlines of the art market. In its most simple form, the art market can be defined as the market on which artworks are bought and sold. Grampp (1989) also recognises this problem of defining the borders of the art market. He discusses the art market in its most extensive way and defines the art market in saying all art is unique and artworks are not each other’s substitutes (Grampp, 1989: 164).  This issue of uniqueness has consequences for the market structure, as Velthuis (2011) emphasises. Art is typically heterogeneous. This has the inherent consequence of monopolistic competition. The art market can be seen as many individual markets that do not fully compete. The monopolistic competition in the art market exists because of the variety in taste of the buyers as well as the uniqueness of the artworks and thus infinite variety in supply as well. 

As on any other market, the players on the art market can be divided in buyers and sellers, of which the latter category also includes intermediaries who play an essential role in the art market. Buyers on the art market are individuals who are interested in art, as well as serious individual collectors, institutions such as museums, companies who collect art, funds and sometimes galleries (Velthuis, 2011). Artworks are also sold by these galleries, as well as by auction houses, dealers, investors and speculators and artists. Auction houses, and galleries also serve as intermediaries, as do art consultants and other experts such as critics. 

Traditionally, the art market is strictly divided in a primary and a secondary market. The primary market consists of galleries and artists that sell artworks for the first time. This implies that artworks that are sold in the primary market have no provenance and are made by living contemporary artists. Within the gallery system, two types of galleries exist. The ‘explorer galleries’ (Velthuis, 2011: 31) represent young, unknown artists and build a reputation for them, whereas commercial galleries tend to represent artists who are already more established. The latter galleries might also function in the secondary market, since they might sell works of well-known artists that were on the market before. Nevertheless, they will also sell new artworks from these established artists.
In the secondary market, artworks are sold through auctions in which the highest bidder wins. These auctions are organised by auction houses and the current owners bring in the artworks that are sold. This implies that the artworks sold here have already been on the market before. The auction houses and their experts serve as an intermediary on the secondary market. They have the function of assessing, valuating and pricing the artworks that are sold in the auction. 
In both the primary and the secondary market intermediaries play an important role. However, while their role in the secondary market for the largest part limits itself to mediating between buyer and seller, the role of intermediaries in the primary market seems to have a more multifunctional character. Particularly in the primary market, demand, value and an artist’s career are uncertain (Velthuis, 2011: 38). Intermediaries do not consent on the value of new artworks. Artists that are already established may be traded in the primary as well as the secondary market. This produces interaction between the two markets, which in that case also influence each other in terms of prices. While galleries adjust their prices to auction results, auction houses also deduct their estimates by looking at gallery prices. The intermediaries evidently are essential to the functioning of the art market in many ways. In the section below, the indispensible role of intermediaries is further elaborated. 
The role of intermediaries

The role of intermediaries has always been present in the art world. The art market is simply meant to bring buyers and sellers together (Grampp, 1989: 162). The intermediaries – art dealers, auction houses, consultants and experts – bring these buyers and sellers together (Velthuis, 2005: 28). Everyone in the market has his own function in order to let the market be efficient. The more specialised the market is, the more efficient it can be (Grampp, 1989: 163). Intermediaries thus make the art world more efficient. This is especially needed when a market grows, which is the case for the art market. 
In earlier times, it was not uncommon for artists to be employed by dealers to produce artworks (Velthuis, 2011: 3). Even in today’s lower section of the art market, employment of artists still occurs, whereas in all segments of the markets artists work occasionally work on commission. This commission work might also be seen as the modern variant of employment. However, the relationship between dealer and artists usually takes a different form nowadays. Trust is a keyword in this relationship. The relationship between an art dealer and his network of potential buyers is built on mutual trust just as the relationship between the art dealer and the artist. This means that a good art dealer has to invest a great deal in developing and maintaining these relationships. He thus has to have highly developed people skills; he has to be a real networker. 
Although intermediaries are of importance in both the primary and the secondary market, their role and character is different in both these markets. In the secondary market, auction houses are the most important intermediaries as most artworks on this market are sold through auctions. However, art dealers or galleries might also sell artworks on the secondary market.  These artworks are usually made by established artists and are offered to the dealer by their current owner. When a gallery is offered to sell an artwork that already has been on the market before, the art dealer will work on commission in order to make a profit out of this deal (Velthuis, 2011: 29). Art dealers might also try to sell works they bought from artists or institutions at a profit. 
On the primary market, the role of art dealers is to build a reputation for new, unknown artists and at the same time retain their own reputation as an expert. Potential buyers trust the dealer’s quality judgement and the dealer in his turn relies on this trust in order to stay in business. Dealers promote the artists they represent among their network, creating a market for the artist (Velthuis, 2011: 29). The fact that potential buyers view the dealer as an expert eases the promoting of the new artist. It can thus be stated that the art dealer as an intermediary plays a very important role in building a reputation for an unknown artist. As the art market is strongly build on mutual trust between buyer and seller, this role is decisive in the success of an artist on the market. This gives artists who are represented or positively criticised by art experts a head start in being commercially successful. 

Thus, next to the simple function of bringing buyer and seller together, the intermediary has several other functions as well. He operates as a gatekeeper and quality assessor. The intermediary assesses the quality of artworks.  This quality assessment is not a simple task. As Abbing points out: ‘Art is what people call Art’ (Abbing, 2002: 19). Although every individual might have his own image of what is art and what isn’t, there seems to be a mutual understanding of quality (Abbing, 2002: 32). The artworks that are on display in museums and in galleries are perceived as ‘good art’. This means that museum curators and gallery owners define what is good art and what isn’t for they decide which artworks are on display. Guest curators and critics also play a role in this process of valuating artworks, as do renowned art investors and collectors, individuals or companies. They decide what art is written about, what art is bought by museums and what art is displayed in art galleries. It is a kind of censorship in the way that they decide what people get to see. 
Consequently, intermediaries also influence art prices. If experts think an artwork is of good quality, it will be sold at a higher price than an artwork that has no recognised quality. Experts thus seem of essential importance in the art market. However, the importance of experts is discussable in today’s age of growing digitalisation. It is easier for people to get around the traditional intermediaries today than it was in earlier time. Does that make the position of intermediaries less important? To answer this, it might be useful to look at the role of intermediaries in art quality and price decisions throughout history.
Before modern times, the definition of art and its quality was much more easy to determine. Art was meant to depict the environment and to tell stories. Visual artists were craftsmen and the level of craftsmanship of the artist mainly defined quality. Moreover, there was a ‘ranking’ in genres of what was considered better and more important. History paintings were superior, while landscapes and still life scenes were seen as inferior genres. In today’s art, this distinction is very difficult to make, as there are so many different ‘genres’. Although it seems that in earlier times quality in art was easier to define, the importance of experts prevailed back then as well. The academies and connoisseurs had a lot of power when it comes to defining art. The famous ‘Salon’ included only those paintings that were considered of great quality by the experts making the exhibition. With the ‘Salon des Refuses’ in 1863, art became controversial and a way to make people become conscious of what is defined as ‘good art’ (Boime, 1971). 
Experts and intermediaries thus seem to play a crucial role in the defining of good art. While Abbing (2002) states that ‘art is what people call art’, it seems more like ‘art is what certain people call art’. Expert’s opinions are as important today as they were in earlier times, even though quality seemed to be much easier to define back then. With the explosion of styles in visual art since the invention of photography it has become harder to separate ‘good art’ from ‘bad art’. And: if the laity trust the expert’s opinion, how do the experts develop that opinion? They must have some kind of model by which they define good art. Although many scholars try to define the determining factors of quality in art, the criteria are still very diffuse. Experts have a decisive role. Freeland mentions the danger of not defining art as becoming too diffuse. According to her, art in that case might mean so many things that it doesn’t have any meaning anymore (Freeland, 2001: 187). That underlines the importance of defining (quality in) art, although it might never be possible to develop a universal and complete framework for this. 
Next to their importance in assessing quality in art, intermediaries play an important role in selling art because of their market insight and useful network. Unlike artists, dealers are above all clever businessmen and can be of great use to an artist who wants to sell his work on the market. As the economic motivation usually prevails with art dealers, they are, unlike artists, they are more inclined to a business-like approach to selling art (Shubik, 2003). Art dealers have to be able to convince their clientele of the economic and artistic value of the artists they represent. Dealers might buy artworks that they consider a good investment (Velthuis, 2011: 30), but usually the dealer doesn’t buy any artworks but only serves purely as an intermediary. This way, the economic risk is minimised for both parties, as they both haven’t done any monetary investment until the artwork is actually sold. This again indicates the importance of intermediaries in the art market. Despite an artist’s talent, he still needs to be discovered and acknowledged by experts in order to become financially successful.
Since experts decide which art is on display in museums and which artists are represented in galleries, they decide which artists are able to enter the market. In that way, experts have an important role in contributing to an artist’s reputation. Because the experts serve as gatekeepers, the power to build a reputation lies mainly in their hands. If an artist is represented by a well-known gallery, his reputation will ameliorate. If an important collector or museum buys an artist’s work, his reputation will also become better. However, reputation is a very sensitive factor in the sense that it can decrease as fast as it increases. 
Reputation is dependent on fashion as well as on luck. That makes it a hard to grasp determinant in the valuation of artworks. What is popular now, might not turn out to be a good investment anymore the next moment. According to Ginsburgh and Weyers (2008: 182) “only time makes it possible to separate fashion from art”. This quote introduces one of the viewpoints from which Ginsburg and Weyers discuss judgement formation. Artworks that pass the test of time are considered more valuable than the ones that are just ‘fashionable’ at the time of their creation. In regard to this ‘test of time’ point of view, Ginsburgh and Weyers emphasise that expert judgements made closely after the artwork was produced, are not a good indicator for long-term aesthetic quality. The more time there is between the creation of an artwork and the creation of a judgement, the more consistent and predictable the judgements become (Ginsburgh and Weyers, 2008: 184).
Because reputation is such a volatile factor, a gallery has to be careful in its choices. New artists are carefully chosen and represented by a gallery, because a failing sale might not only damage an artist’s reputation but also harm the reputation of the gallery. In order to cover themselves, representation costs for not yet well-established artists are higher than for artists who are already well-known (Shubik, 2003). Gallery owners Ruhring and Augustine point out that a gallery will always try to place its artworks carefully. They aim to sell works from the gallery to renowned collectors or institutions (Burns, July-August 2010). By doing so, the gallery works on its own reputation as well as the artists’ reputation. 
As shown in the section above, intermediaries play a mayor role in the art market. They have much power in deciding which art becomes popular and which artists can enter the market. Through their decisions, the intermediaries make or break an artist’s reputation. The intermediaries thus play the role of quality assessor, gatekeeper and trendsetters in one. They select artists that are still unknown and have a trendsetting role (Velthuis, 2011: 30). Moreover, art dealers are a driving force behind the commercial art market, since they actively promote ‘their’ artists and stimulate critics, museums and other institutions to pay attention to these artists. 

Consequences for pricing

The structure of the art market has its consequences for the way artworks are priced. While at an auction the price is mainly determined by the bidding game, prices in the primary market are more speculative: what will the buyer be willing to pay for this artwork? An auction is the perfect example of a direct interaction between buyers and sellers in which the ‘ideal price’ (what the buyer is willing to pay) directly becomes clear during the bidding process (Rengers and Velthuis, 2002: 2). 

In the primary market however, prices are already set when the buyer comes into play. The trading within galleries carries a kind of secrecy. Prices are usually not displayed and transactions take place on the basis of ‘handshake mentality’ (Burns, 2010). Despite their secrecy about prices, there are some general unwritten rules to which galleries comply. One of them is that galleries try to maximise prices rather than profit (Velthuis, 2003: 182). This means that price deceases will be avoided at all times (Schonfeld and Reinstaller, 2007: 144). Artworks are never discounted. In avoiding price decreases, galleries ignore the supposed price elasticity and seem to aim on higher prices rather than higher profits. The sense that price decreases have to be avoided also comes forth out of the notion that the price of an artwork is linked to its quality (Shubik, 2003). The dealer would not want the price to drop in order to create the assumption of a certain quality.
The way galleries price their artworks depends largely on experience, although there is always an amount of information uncertainty involved, as emphasised by Heilbrun and Gray (2001: 170). Determinants a gallery might use to set a realistic price could be the price of former works of the same artist but also prices of similar artworks that are on the market. However, it seems that experience of the art dealer is the keyword here. The gallery uses its experience in knowing the market and buyer preferences to determine the price of an artwork (Heilbrun and Gray, 2001: 170). 
The buyer has little power to influence the price in a gallery, in contrast to his major influence at an auction. This difference in the relationship between buyers and sellers clearly sets apart the primary market from the secondary market. Moreover, there is a difference in the type of buyers on the primary and the secondary market (Burns, 2010). Whereas auctions are very ‘event-driven’ and therefore stimulate impulse purchases, the buyer in a gallery usually is very aware and careful about buying an artwork. In addition to the carefulness of the buyers, gallery owners also tend to sell their work carefully. 

Although most authors agree that the art market is more supply driven than demand driven, Grampp (1989) disagrees on this. According to Grampp, the art market is demand orientated. Artists tend to make what buyers want and not the other way around. Grampp elaborates on this as he discusses the working of the art market. Sellers do have some power over the price of their artwork, because of its uniqueness. However, this power is limited by the fact that potential buyers tend to be sporadic because of this uniqueness. That leaves the price somewhere between the buyer’s willingness to pay and the seller’s minimum price (Grampp, 1989: 164).   
While auctions get their lots from the sellers, galleries acquire their artworks themselves. They approach artists at art fairs and regularly visit art school graduation exhibitions. Furthermore, new artists are selected through the referrals of other artists (Velthuis, 2003: 182).

The consequences for the pricing mechanism are significant and interesting. Even more so because the prices in galleries are set but not transparent as they are at auctions.  As Rengers and Velthuis (2002) have indicated, this lack of transparency makes the primary market interesting to study. 

A changing art world: digitalisation  


In today’s world of growing digitalisation, communication through the Internet becomes more and more important. The Internet has also become a real market place. Online web shops are amazingly popular and all sorts of products are sold through the Internet. For artworks, this development is not yet as obvious as for other products. The traditional market structure is still prevalent. The mere nature of art might play a role in the fact that there is a time lag between the digitalisation processes in general and the digitalisation process in the visual arts. The difference between the real artwork and an image of the same artwork on a computer screen is immense. The size, structure of the material and nuances in colour are difficult to capture in an image. It is not comparable to the real artwork, whereas an image of any other product usually is a good indication of what it actually looks like.

In the late 1990s, McLaughlin (1996) describes this issue as being an important reason why digitalisation in the art world is a more difficult issue than it is in general. As McLaughlin (1996) points out, the still expanding importance of the Internet has profound consequences for the art market and the communication between buyers and sellers. Although galleries discovered the possibility of using the Internet as an opportunity to do business quite soon. McLaughlin (1996) states that, even in the late 1990s, one in two galleries who owned a website used it for commercial purposes. She expects that art galleries will continue to expand this possibility and use their websites to interact with their (potential) clientele. However, McLaughlin (1996) also emphasises on the barriers it takes with it. In 1996, the expertise to make a website or upload files on the Internet was not yet as widespread as today. The initial technical barriers have been assimilated over time and not knowing how to use the Internet is hardly an issue today. 


As already spotted by McLaughlin (1996), the fact that artworks are more difficult to display in a truthful way than other goods does not mean that trading art online hasn’t been through a major development in the last decades. Online trading website eBay is one of the oldest digital market places to sell art. Robinson and Halle (2002) point out that many private collectors use the Internet to expand their collection. However, they do indicate that the online art market resembles the offline art market in many ways. To illustrate this, they underline that online trading magnifies fraud with fake paintings. While in ‘the real world’ a painting can be examined from close by. The structure of the paint, the brushstrokes, the canvas and the size of the artwork can all be thoroughly inspected before buying it. When buying an artwork online however, the potential buyer has to rely on images of the artwork. Hence, trust plays an important role in these online transactions. Authors Chen and Barnes (2007) underline the importance of trust by stating that a lack of trust discourages potential online buyers to proceed with their purchase. Potential online buyers have to be familiar with online trading and trust the seller by feeling secure and knowing that the seller has a good reputation.   
The issue of uncertainty and trust in the online art market is also important for artists. The huge amount of art supply on the Internet might make the potential buyer feel lost. For the artist, this means that placing his artwork on the Internet might undermine his reputation as his work is now ‘thrown on one big heap’ with all the other – good and bad – art that is available online. McLaughlin (1996) points out that artists might feel that their art will not be appreciated on the Internet as much as in ‘the real world’. The late 1990s character of the Internet might have been too informal as it focused mainly on low culture, leisure and entertainment rather than on the high culture. Being part of this network might give artists the idea of lowering themselves to that level and in that way damaging their career. The way in which the Internet has involved however shows an opposite development in which almost every gallery, museum and artist hosts a website. High culture as well as academic knowledge and discussions are highly represented in the Internet today. An artist would therefor be more likely to be disregarded if he doesn’t host a website than if he does. Nevertheless, the danger of not being recognised as an established artist still exists. 
Despite this seemingly different course of affairs, Robinson and Halle (2002) emphasise that the online art market is still a reflection of the traditional art market. The digitalisation of visual arts seems to be largely confined to the secondary market. Online auction houses like eBay have been growing since the mid 1990’s and offline auction houses Sotheby’s and Christie’s  offer the possibility to bid online (http://www.sothebys.com/en/buysell/buy.html and  http://www.christies.nl/). Moreover, art auction websites are omnipresent on the Internet. 

However, when trying to translate the primary art market into an online format, it seems that there is a difference here. Although almost all galleries have their own website and host an online database of available artworks, it is usually not possible to buy an artwork online at an online version of a real life gallery. This manner of buying and selling has been transformed into websites that solely serve the purpose of selling new art. When assessing some of these online art sale websites, some similarities can be discovered. Many websites represent different artists or provide links to the individual artist’s websites. Also, it becomes apparent that these website usually do not sell the most expensive and top range artworks. Apparently, people are willing to take the risk of buying online, up until a certain level. Chen and Barnes (2007) indicate that the level of risk is taken into consideration by potential online buyers and is one of the main determinants for their decision to buy online or not. Adelaar (2000) states that the advantage of digitalisation is that it enables dealers to reach a larger public. However, Adelaar underlines that the use of websites has to be seen as an effective marketing channel rather than a way to generate income. The actual selling process still takes place in the offline art market.

Whatever the similarities between the online and offline art world, it is clear that the Internet changes the way things work on the art market. It complements the offline trade and puts the traditional market structure to question. However, the most important issue regarding the influence of the Internet might be the issue of disintermediation. When art is marketed online through artist’s websites who refer to their workshop sales, what does that mean for the traditional intermediaries, especially the gallery? Although they also serve as experts and gatekeepers, online substitutes like forums or specialist websites might take over these roles. However, as pointed out by Giaglis, Klein and O’keefe (2002), disintermediation might not develop that quickly. They underline the importance of traditional intermediaries in the world of e-commerce by elaborating on the expansion of their functions in the online art market. The matter of trust is emphasised heavily by Giaglis, Klein and O’keefe. As trust plays a large role on the online market, intermediaries could play an important role in building this trust. In facilitating transactions, they can serve as a trademark for potential buyers to indicate that the transaction will be safe Giaglis, Klein and O’keefe, 2002: 234). Moreover, Giaglis, Klein and O’keefe offer a number of indicators for disintermediation that clearly do not apply to the art market. A high level of information is one of those indicators. Also, in markets for products that are digital in itself, disintermediation is more likely. Both of these indicators do not apply to the art market as information uncertainty and asymmetry as well as the ‘real life experience’ of the artworks is a main characteristic of this market.

Schmitz (2000) and Adelaar (2000) also state that disintermediation in the art market will not take place that quickly. They both also emphasise the fact that e-commerce generally lowers transaction and information costs. However, this is were the art market is different. The information asymmetry in the market still requires expert intermediaries to offer reliable information to potential buyers. While transaction and information costs might be lowered through digitalisation, other services of intermediaries still continue on this level (Schmitz, 2000; Adelaar, 2000). The fact that on the art market not only physical products but also information is traded, contributes to this lasting importance of intermediaries. According to Adelaar (2000), the role of the intermediary in the art market will not be diminished by digitalisation. However, it will change as new intermediaries gain importance. Adelaar calls this ‘cyber mediation’ or ‘re-intermediation’. The new ‘cybermediaries’ only partly take over the role of traditional intermediaries. They mainly enlarge the market at the lower end and thus are complementary to the traditional intermediaries. Velthuis (2011) also mentions these new intermediaries. They provide market information on artists’ careers, galleries, auction prices and the provenance of artworks. By doing this, they decrease the lack of transparency in the market (Velthuis, 2011: 36). 


Digitalisation clearly has its effect on the art market structure and the position of intermediaries. However, the art market is not radically changed in a short period of time. The offline traditional art market still prevails and the new facilities that e-commerce offers merely serves as a complement.  

Economic issues in the art market 


When analysing the art market, there are several important economic issues that need to be discussed. These issues are not unique to the art market but they do become more apparent in the art market than in other markets. 

One of these economic principles that is of importance when studying the art market is opportunity cost. This has everything to do with the allocation of time. The time an artist spends on painting, he cannot spend on working elsewhere. In doing so, he chooses to maybe earn less money but get more personal utility instead. Grampp (1989) however states that artists do not make different choices than anyone else in weighing opportunity cost. “Economic theory predicts he will turn to the more rewarding alternative” (Grampp, 1989: 119). Grampp thus says that an artist like any other individual will always make the most rational choice (in this case: spend more time earning money so that he doesn’t have to struggle paying his bills). Nonetheless, Grampp also accounts for the non-monetary utility artists get from creating art. He states that, as monetary rewards in art are usually lower than in other occupations, the non-monetary rewards have to be very high for artists to make the choice to keep creating art instead of finding another job (Grampp, 1989: 119). 

Working in the arts means taking risks. Artists must try to excel in what they do because the competition is fierce. Grampp ‘economifies’ this principle by explaining that in excelling, artists “reduce the cross elasticity of demand” by making their own work a better substitute for the work of other artists and making other work worse of a substitute for their own (Grampp, 1989: 120). 
Uncertainty is another important economic concept related to the art market. Information asymmetry is a form of uncertainty in art, but also uncertainty about authenticity is important. Grampp (1989) underlines the importance of this type of uncertainty in art. Attribution is very important for price determinacy, as an original Rembrandt is priced much higher than a painting solely made by his assistants. While experts might state that aesthetic qualities are not related to attribution, Grampp underlines that these two concepts are closely interrelated indeed. He states that “the names of the maker convey information about the merit of what he makes” and that “things are valued for the associations they have as well as for being what they are” (Grampp, 1989: 165). Grampp also mentions uncertainty about price. This type of uncertainty is closely related to information asymmetry as well as uncertainty about provenance and attribution. The better informed the potential buyer is, the more certain the price will be and the more certain the price will increase during time (Grampp, 1989:165). Also, the longer an artwork stands the test of time, the more likely its price will keep rising. This means that modern and contemporary art are much more risky to invest in, as it is not yet clear whether they will persist over time. As a result, prices for these types of art are more difficult to determine and predict.

Velthuis (2002) elaborates on how neoclassical economists would explain the economic issues in the art world. First of all, they would deny the peculiarities of the art market and argue that it is no different from any other market in which people try to maximise their utility. Grampp (1989) does exactly that by arguing that art is the same as any other product. He promotes a way of reasoning for the art world that is no different from any other market and product. Although art has always been handled as a ‘special product’, which cannot and should not be analysed through the market, it has always been a part of that same market. Therefore, Grampp does not see why art should be treated differently (Grampp: 1989: 80). 

 The taboo on price decreases in trading art would, according to Velthuis (2002), be explained by the concept of price stickiness, which means that in an uncertain environment, prices indicate quality and potential buyers rely on that. The fact that seller-buyer relationships highly depend on trust could be explained by the fact that there is a lot of asymmetric information within the art market. In markets with a high level of uncertainty and asymmetric information, mutual trust, as showed earlier, tends to be a tool to make transactions in the first place (Velthuis, 2002: 190). 


The issue of trust has also been addressed in the section on digitalisation. As more art is traded through the Internet, trust becomes a more important component in the transactions that take place in the art market. Grampp (1989: 121) already states that technological change affect the way artists work. Beside that, technological change thus also enlarges economic issues that were already present.  
2.2 Theories on value and pricing
The complex value of art
Historically speaking, art has been something rich people would invest in, as art was expensive. First, this was for a large part because of the materials used: pigments and canvas were expensive. The larger the painting, the more it was worth. Nowadays this is not the case anymore as material costs form just a small part of a painting’s value. Despite this, artworks generally are still highly valued. This observation implies an historical argument for the valuation of artworks: the fact that people highly valuate artworks, could partly be caused by the fact that artworks are perceived as a luxury good, something to look up to, as Abbing (2002) points out. 
Although in the section above the word ‘value’ is used in monetary terms, it usually has multiple meanings. The meaning of value for the arts has been an on-going discussion in the field of cultural economics. Many authors make a distinction between economic value on the one hand, and cultural value on the other. Economic value is usually described as “measurable by methods of economic analysis and expressible in monetary terms” (Throsby, 2001). Cultural value is seen as more complicated and vague. Throsby (2001) splits cultural value into aesthetic, symbolic and social value. Frey (2008) opposes economic and cultural value as the former being expressible in monetary terms and the latter “reflecting cultural, aesthetic and artistic significance”. Next to this opposition as proposed by Hutter and Throsby (2008), Frey also employs a different division between these two kinds of value, which is less sharp. Frey argues that cultural and economic value are inseparably connected. Where cultural value is created, economic value appears and the other way around (Frey, 2008: 261).

In explaining the difference between economic and cultural value, Throsby (2001) makes a distinction between the private and public properties of a specific good. When treating an artwork as a private good, it behaves in a similar way as any commodity. The willingness to pay of a potential buyer largely determines the artwork’s economic value. However, as Throsby (2001) points out, the peculiarities of cultural goods cause them to behave differently from other commodities. The price of an artwork hardly plays a role in the valuation of an artwork. Although Van den Braembussche (1996) also emphasises the special character of art, he also argues that the value of artworks seems to become more and more determined by its economic value. This may imply that an artwork is becoming more of a product in an economic sense of speak. 

Throsby (2001) also describes the history of term ‘value’ and how it is used. The existing theories of value in economics start with Smith, who was the first to make the distinction between utility and ‘willingness to pay’ avant la lettre. The first of these two types of value then develops into the notion of intrinsic value. This intrinsic value opposes the notion of a socially constructed value, determined by market processes. In the later utility theory, the origin of Smith’s division in two types of value is still present, although the emphasis lies on the social construction of value. In later literature, the term intrinsic value is still commonly used to indicate the difference with economic value. In art history intrinsic value is described and understood as the type of value that exists within the artwork, as opposed to a type of value that is created by its spectators and exists outside of the artwork.  The artist who makes the artwork creates this type of value. In stating this, Throsby (2008) clarifies that this intrinsic value is always present, independent from whether the artwork is perceived by anyone. As the artist creates intrinsic value, it is the intention of this artist that thus plays an important role in the realisation of intrinsic value.

Wilde (2008) discusses the intrinsic value of an artwork through the problematic issue of the aesthetic judgement. Traditionally, the aesthetic judgement is seen as problematic due to its subjective character. Recently however, scholars have tried to objectify the notion of taste and aesthetic judgement by listing explicit characteristics of the judgement process. However, up until now there has been no consensus as to how a universal model for judging artworks should look like. Nevertheless this doesn’t mean that aesthetic judgement is only based on subjective individual opinions, as Wilde shows by quoting philosophers Hume and Kant (Wilde, 2008: 222). Wilde explains aesthetic value as synonymous to intrinsic value. This intrinsic value is one of the components of which economic value can be derived (Wilde, 2008:220). 
Intrinsic value is something that distinguishes art from commodity products. Therefore, viewing the value of art from a mere economic perspective would deficit the special character of art (van den Braembussche, 1996). As Abbing (2002) states, we perceive art as ‘sacred’ and put an undefined and immeasurable value on it.  After all, artworks are the ultimate superfluous objects that are only judged on their aesthetical appearance. They serve no other goal then to be themselves and to provoke the viewer in a way that he rethinks the meaning of art. Abbing calls art ‘superfluous and remote’ in the sense that ‘the aesthetic experience is an aim in itself’ (Abbing, 2002: 27). It is a luxury good and not easy to access, which is why people tend to look up to it and which only underlines the ‘sacredness’ of art (Abbing, 2002: 23). 
The existence of intrinsic value implies the existence of its opposite: extrinsic value. As Throsby (2008) explains, extrinsic value is created by an artwork’s consumers. These consumers perceive the artwork in a certain way that might change over time. As Manet first showed his “Dejeuner sur l’Herbe” to the French public in 1863, people were shocked, whereas nowadays this painting is considered to be of great importance to art history. The perception of this artwork clearly has changed over time. 
Next to this changing perception of the worth of art, the value of a specific artwork might change as well. Kopytoff (1986) emphasises on the changing value of a good throughout its ‘life’. This is what he calls ‘uncertainty of identity’ (Kopytoff, 1986).  The identity of a good, in this case an artwork, is formed by the context that is created around it throughout its existence. Matters that occur during its lifetime form and reform the artwork’s identity and value. People conduct these matters, and thus the value of an artwork is formed and changed by people. Velthuis (2003) agrees with Kopytoff in emphasising that the valuation of an artwork is socially constructed. This value construction takes place over time and artists, as well as intermediaries and consumers contribute to this process. Velthuis continues by saying that the actual process of buying and selling is part of an artwork’s valuation process. 
The well-known saying that ‘beauty is in the eye of the beholder’ is very much applicable to the section above. According to Mitchell (2005), this is precisely the strength of a picture. An artwork means to change places with the beholder and make him or her a participant in its content. Whether or not the spectator lets the artwork fulfil this desire depends on the strength of the artwork as well as the willingness of the spectator to participate. Thus, according to Mitchell, the spectator gives the artwork its value. However, Mitchell’s valuation process only covers what he calls ‘the surplus value’ (Mitchell, 2005: 105). This type of value does not incorporate economic value. Hence, Mitchell’s surplus value is comparable to cultural value in its broadest sense. This type of value is also recognised by authors such as Walter Benjamin, who speaks of the ‘aura’ of an artwork (Benjamin, 1936). Abbing in his turn calls art ‘sacred’ (Abbing, 2002: 23). 

A whole different approach to the value of art comes from Grampp (1989), who states that market value or economic value embodies the total value of an artwork and therefore is a good representation of its aesthetic quality (Grampp, 1989: 37). Grampp thus makes no distinction between economic and cultural value. Economic value is the only ‘true’ value that is consistent with his neoclassical economic approach. However, Grampp does use the term ‘aesthetic quality’ to capture “beauty, historical importance or any attribute other than price” (Grampp, 1989: 37), which implies that he does recognise the special features of an artwork. Even more so, he states that the aesthetic quality of an artwork as perceived by collectors and museums, determines the price. Grampp uses this as an argument that the market also highly appreciates cultural value (Grampp, 1989: 38). Instead of separating economic and cultural value, Grampp thus argues that all features of an artwork are represented by its economic value. 
Grampp elaborates his neoclassical economic approach by stating that an artist is inclined to create what potential buyers want to buy (Grampp, 1989: 164). In saying this, he underlines his idea that the art market is no different from any other market and should be treated accordingly. He explains the behaviour of artists in saying that working in the arts means taking risks. Artists must try to excel in what they do because the competition is fierce. Grampp ‘economifies’ this principle by explaining that in excelling, artists “reduce the cross elasticity of demand” by making their own work a better substitute for the work of other artists and making other work worse of a substitute for their own (Grampp, 1989: 120). Also, artists will always try to maximise their utility as any other person. In order to increase their income, artists simply can try to reduce their costs (Grampp, 1989: 121). 

Throsby (2008) also elaborates on the artists’ ability to create value. He aims to construct a model of artistic production to explain artists’ behaviour. He defines an artist’s goal as “maximising the output of cultural value from their labours” (Throsby, 2008: 77). The model consists of this ultimate goal as well as the need for an artist to make a living. To account for this, incomes from other sources such as teaching or work outside the art world are incorporated in the model. With work outside of the art world, only economic value is created whereas artistic work of any kind also produces cultural value. The idea of the model is that the artist has to choose how to allocate his time in order to create (both economic and cultural) value. The allocation of time indicates the importance of both types of value for the artist. As Throsby eventually concludes, artistic innovation is mainly driven by artistic motives. This means that, for the artist, cultural value predominantly prevails over economic value. 

Bonus and Ronte (1997), in addition, also emphasise the importance of the artist in the valuation process. In order for the artist to be credible, he must create economic value. This economic value can only occur if the artist creates artworks of good quality. The quality assessment is in the hands of experts, who on their turn rely on their credibility. If the experts who assess the artwork as well as the artist himself can proof credible to the public, economic value can be created. 

The meaning of prices


To bring value and price together, it is useful to look at the meaning of prices. As described in the section above, the value of an artwork is multidimensional and the question is how the different types of value involved are translated into a price. After all, an artwork inevitably has to be priced in order to be sold. 


The importance of art prices is indicated by Velthuis (2003). He underlines that the success of an artist is measured by rising prices rather than rising sales. Price increases confirm the quality of an artwork and will induce buyers to recognise the artwork as ‘good art’. This is called the ‘Veblen effect’, which means that collectors and consumers tend to derive more utility from a higher priced artwork and see price as an indicator of quality (Velthuis, 2002: 40). Consequently, art dealers and galleries will avoid price decreases and will aim to actively create scarcity (Velthuis, 2003: 195). Despite this, according to Velthuis (2002), the number of sold artworks by one artist does have a significantly positive effect on the price of the artist’s works.
Throsby (2001) explains the danger of using price as an indicator for the value of an artwork. He points out that price has its shortcomings as a measure of value for any good, but for artworks in particular. In saying this, Throsby clearly underlines the specific characteristics of art in comparison to commodity goods (Throsby, 2001: 24). However, as Throsby also underlines, the price of a good is often the only available indicator. Thus, despite its shortcomings, the price seems to be the most useable indicator of economic value from a practical point of view. That makes it justified to use the price of an artwork in research. 


Generally speaking, authors agree on the fact that the price of an artwork is not as easy to determine as that of a commodity good. In order to find out how to determine an artwork’s price, it is useful to explore what factors are involved in this pricing process. Concrete and tangible aspects as size of the artwork and the material it is made of are factors that make a difference, but there are also intangible and vague aspects to an artwork. Why an artwork is appreciated today seems to differ from earlier times, when paintings were mostly seen as pieces of craftsmanship. Today, an artwork of good quality has other characteristics. Abbing (2002) as well as Freeland (2001) try to define art and its quality. Both Abbing and Freeland distinguish several characteristics that seem to determine appreciated (contemporary) art. They both agree that the notion of aesthetics is a very intangible and difficult issue in defining quality in art. It seems that there needs to be some kind of authentic factor and, in contemporary art, an artwork needs to intrigue or even shock the audience. Unlike earlier times, today’s art is superfluous and serves no other goal than itself. Craftsmanship is no longer the most important issue in defining quality (Abbing, 2002 and Freeland, 2001). 


Velthuis (2002) argues that the meaning of art prices is ambivalent and vague. The subject is usually avoided while on the other hand it can cause relationships to grow or to break. According to Velthuis (2002: 187), “prices are not only an economic, but also social, cultural and moral entity”. In the art world, these multiple meanings of price become clear when looking at the nature of the actual transaction: relationships between dealers and artists are usually based on friendship than on business contracts. Reciprocity and mutual trust are key words in the transactions that take place in the art world. Even though the art world works significantly different from trade in other goods, economic and commercial concepts are still interwoven with it. Prices are still of great importance, although their meaning might differ and be more complicated. Velthuis underlines this with the example of a price increase. For a ‘normal good’, a price increase usually means excess in demand, while for an artwork this may mean that the artist’s reputation within the art world has increased (Velthuis, 2002: 187). However, it’s meaning can differ depending on the context in which the situation is analysed. While for one person the price increase clearly indicates the success of the artist, another person might be averted by it because he sees it only as proof of the commercialisation of art.   

The fear of commercialisation is deeply anchored in the art world. Where art and commerce meet, art looses its most important value and its special features. It becomes a commodity that has lost its divinity. In return, the money that represents the value of the artwork becomes divine (Velthuis quoting D.P. Kuspit, 2002: 188). However, as Velthuis argues, the above seems untenable. According to him, the price of an artwork is one of the few clearly defined matters that provide the artist with certainty. Moreover, despite the possible denial from the art world, price does to some extend indicate quality. 

Despite the seeming incompatibility of art and commerce, they are inevitably connected. The art world cannot function without paying attention to prices and treat artworks partly as ‘normal trading goods’. However, the common opinion in the art world is still that art and commerce are incompatible. When applying this to the meaning of prices, this underlines the peculiarity of artworks in comparison to other goods. The process of valuation has an important role in the special nature of the artwork. While products tend to derive their value by things like production costs, opportunity costs, supply and demand, artworks mainly derive their value from the people who look at it. By looking at an artwork, the spectator adds value to the artwork. The value of an artwork is thus the sum of all the valuation processes that take place during its lifetime. 

Price determinants
How a contemporary artwork is priced is an on-going discussion. While in the secondary market of auctions the price is constructed through bidding, the price determination in the primary market is constructed by the seller. When a gallery decides to represent an artist, the gallery owner has the task to price the artist’s work. In pricing the artworks however, the dealer has to keep in mind the presumed willingness to pay of the potential buyer. Since the artworks in the gallery are sold for the first time, they have no provenance or former price to build upon. The situation becomes even more difficult if the artist has not yet built a reputation because he or she is entering the market for the first time. 
Within cultural economic literature, there are several theories on which factors determine the price of an artwork within the primary art market. Authors try to find objective factors to explain the prices of temporary artworks. Velthuis (2005) emphasises the importance of hedonic price functions in this regard. Hedonic price functions are used to divide a price into properties of the good that determine the price. However, hedonic price functions fail to capture the complex nature of art prices (Velthuis, 2005: 99).  
As a starting point to explain prices for contemporary art, authors to emphasise on the fact that the contemporary art market is uncertain (Schonfeld and Reinstaller, 2007) and behaviour of sellers and buyers can be economically irrational and unpredictable (Gerard-Varet, 1995). Furthermore, as Schonfeld and Reinstaller argue, there are a lot of social matters involved in an artwork’s price. Reputation of the artist as well as the gallery, but also the social capital of the potential buyers and the state of affairs within the arts in general contribute to the price of an artwork. Moreover, the notion of quality is difficult to explain as it “cannot be proven or disproven by a scientific method” (Bonus and Ronte, 1997). Gerard-Varet (1995) sees the pricing of an artwork as a social process in which the price is determined by the number of potential buyers and the artwork’s place within the market in comparison to other artworks. Gerard-Varet refers to a method of price determination as used by Frey and Pommerehne (1989). In the proposed equation, the price of an artwork is determined by different categories of factors. The intrinsic characteristics of the artwork like style and size, as well as production costs play a role. Frey and Pommerehne also take into account characteristics of the potential buyers. Although the equation might seem rather objective and clear at first sight, the factor of ‘quality’ cannot be left out. Gerard-Varet (1995) agrees with Frey and Pommerehne that this subjective factor plays an important role in the pricing of artworks, despite its intangible character. Frey and Pommerehne use a ranking of artists put together by experts in the field to determine this quality factor (Gerard-Varet, 1995: 512). This shows the difficulty of this factor: the list has been put together by experts, who might have different opinions about artists and who still do not represent the whole market. Thereby, the buyer still plays a role in determining the artwork’s price, as eventually his willingness to pay is decisive in selling an artwork (Grampp, 1989). Although its difficult character has lead several scholars to argue that price and quality are not related in artworks, Velthuis (2005) agrees with Frey and Pommerehne and Gerard-Varet that the perceived quality of an artwork indeed is correlated to its price. Artists with a higher level of institutional recognition tend to sell their artworks for higher prices. 

Next to these concerns of a more intangible character, different authors mention that also size and material of the artwork are taken into account (Schonfeld and Reinstaller, 2007; Gerard-Varet, 1995; Velthuis, 2005). Velthuis (2003, 2005) emphasises especially on the importance of size. Although a smaller artwork from the same artist may be more popular in the market, the gallery will still set the price of the larger artwork at a higher level. Gallery owners confirm that setting different prices for artworks of the same size would undermine their credibility (Velthuis, 2002: 174). Galleries will always avoid pricing according to perceived quality instead of size, as this factor is not considered objective enough to determine the price of an artwork, especially by an unknown artist. Even more so, Velthuis (2002) argues that variables like size, style and technique can be interpreted as signs of willingness to pay by the potential buyer. In stating this, Velthuis, as Grampp (1989), attributes some power to the buyers as well. Buyers simply are willing to pay more for a larger oil painting than for a smaller water colour painting. However, according to Rengers and Velthuis (2002), focusing too much on the ‘tangible’ aspects of price can result in a distorted image of the price. There has to be a balance between tangible and intangible price determinants. 
Sagot-Duvauroux (2003) distinguishes three variables that determine the price of an artwork. On the one hand the physical properties need to be taken into account, while on the other the date and place of sale also influence the price. This approach seems very clear and straightforward. However, Sagot-Duvauroux points out that, since the end of the nineteenth century, the artist’s signature – his reputation but also the originality of his thought process as expressed by the artwork - is the main property that determines the price of an artwork. By saying this, the author acknowledges that the main determent of an artwork’s price is a factor that is difficult to measure. As Gerard-Varet  (1995), Sagot-Duvauroux (2003) emphasises on the social aspect of how an artwork derives its value. Interaction between artists and different intermediaries can make or break an artist’s reputation and the price of his artworks. In relation to this, the provenance of an artwork makes a difference in determining the price as well.  A clear provenance of the work helps to underline its authenticity (Sagot-Duvauroux, 2003: 58). The importance of authenticity is also manifested in the technique used by the artist. A unique artwork is usually more expensive than an artwork made in edition (Velthuis, 2002: 40).   

Although Sagot-Duvauroux (2003) lays emphasis on the time-and-space factor in price determination, she also acknowledges the difficulty of this determent. It is not that difficult to conclude that prices change over time, for example when an artist dies and his work becomes scarce. The difficulty lies more in the factor of space. Apparently, it matters where the artwork is sold: in the primary or the secondary market. Differences in prices are more common in the secondary market (on auctions), than they are in galleries. The latter try to maintain their price level as much as possible, as lower prices may indicate a decrease in quality, while higher prices may exceed the buyer’s willingness to pay. 

The space factor can also be interpreted as the place where the artist works. According to Velthuis (2002: 43), geographical determinants have a significant effect on price levels. This effect is explained in terms of both supply and demand. Supply-wise it is logical that artists living abroad tend to charge higher prices because the artworks have to be imported, transported and insured. This obviously is more costly than selling a work within the Netherlands. Thereby, living in a large city tends to be more costly than living in a rural area. Demand-wise, the effect of these geographical variables can be interpreted as how the artist is perceived by the consumers: a career abroad may be seen as a sign of success and thus a high value of works. Also, as the centre of the Dutch art world is Amsterdam, people are more likely to buy work from the artists that work here. These artists have easier access to social networks, important colleagues and thus it is easier for them to work on their visibility, reputation and institutional recognition. 
The general idea in the literature is nevertheless that the price of an artwork is constructed of many different factors. To structure all these factors, it is useful to divide the different factors into categories. Rengers and Velthuis (2002) suggest a division in accordance with the three different ‘players’ that influence the price: the artwork itself, the artist and the gallery or dealer (intermediary). The price determinants described in the section above are summarized in table 1. In the ‘artwork’ category, the provenance factor is left out because the aim is to incorporate only artworks that are traded for the first time on the primary market. The ‘authenticity’ factor includes the innovative character of the artwork and the certainty about its maker.  The importance of authenticity in this sense is underlined by Velthuis (2011), who emphasises on the information asymmetry that is still omnipresent in the art market. Due to information uncertainty, the art market is comparable to ‘a market for lemons’ as discussed by Akerlof in the 1970’s (Velthuis, 2011: 37). Uncertainty about the authenticity of the work will make the potential buyer reconsider his purchase. The knowledge that there have been a lot of forgeries in the art market in the past does not help in this matter. The seller thus needs to make sure that he can convince the buyer of the authenticity of the artwork by providing certificates or hiring an expert to confirm the authenticity. Although authenticity might be explained as the autograph or signature of the artist – as mentioned by Sagot-Duvauroux (2003) –, it is a more complex phenomenon. Abbing (2002) explains authenticity as the knowledge that only the artist could have made this particular artwork. The original is irreplaceable, even if the original could easily be reproduced. Authentic art is looked up to and people tend to identify with artists to find what Abbing calls ‘a romantic alternative’ to everyday life (Abbing, 2002: 27). The artist is the one individual that is truly capable of underlining his uniqueness.
The production costs of a painting do play a role in its price determination. However, the fact that the production costs are not always clear makes this a difficult factor. Heilbrun and Gray (2001) underline this by bringing up the possibility of markup pricing, which consists of adding a certain percentage to the production costs in order to make a profit. Clearly, this is easier for products that have fixed production costs. As production costs not only consist of material costs, but also incorporate labour costs, it becomes clear that for an artwork this factor is harder to determine than for another good. What should be incorporated in the artists’ labour costs: where does the ‘working’ start? With inventing an idea, the time spent buying the needed supplies, or just the hours spent behind the actual easel or in the workshop? This uncertainty makes the production cost determinant rather vague, but still worth incorporating in a scheme because the artist does take the amount of time spent on creating an artwork into account, even if his estimation of labour hours is rough and approximate. In order to capture the complexity of an artwork’s production costs, the material costs and labour costs are represented separately in table 1.

	Artwork
	Artist
	Intermediary

	Size
	Point in career
	Reputation

	Material costs
	Reputation
	Avoidance of price decreases

	Labour costs
	Experience
	Place

	Style
	Network
	Institutional affiliation

	Authenticity
	Visibility
	Visibility

	Subject
	Institutional affiliation
	Network

	Technique
	Prices of similar works
	Opportunity costs

	
	Prices of earlier works
	Number of artists represented

	
	Residence
	


Table 1: price determinants of contemporary art: factors within the artwork, artist and gallery
The division of factors in accordance with the method of Rengers and Velthuis (2003), indicate that the price of an artwork is influenced most by external factors. The artist and the intermediary seem to have the most influence on the price. In terms of an artist’s career it turns out that older artists sell more expensive works than younger artists. Demand-wise this means that one is willing to pay more for an artwork of an older artist because his age is seen as a sign of experience and success, while on the supply side this means that the older an artist gets, the more productive in terms of producing valuable art (Velthuis, 2002: 44). 
When looking at the literature, authors also mention factors that influence the price but do not fit in the scheme as presented in table 1. Therefore, a fourth category is needed to incorporate these factors. According to several authors (Gerard-Varet, 1995 in particular), the buyer influences the price as well. Velthuis (2002) and Grampp (1989) also emphasise the importance of the buyer in the pricing process. The buyer’s personal circumstances can influence the price. Fluctuations in income may cause a change in taste and thus the willingness (and ability) to pay for a certain artwork (Grampp, 1989: 164).  Heilbrun and Gray (2001) also emphasise on the willingness to pay of potential buyers. Especially for new artists, the gallery has to explore the buyer’s willingness to pay by pricing the artwork a bit lower than it would price a comparable artwork made by an established artist. Buyers are also influenced by each other, which may caused the so-called ‘Veblen effect’: collectors are more inclined to trust price levels than their own taste. Veblen has called this ‘pecuniary canons of taste’, when collectors buy a work of art because its price is high (Velthuis, 2005: 112). The buyer is thus influenced by the price of an artwork, while the buyer also influences the price of an artwork. 

The factors within the buyer that influence the price are incorporated in table 2. The ‘overall wealth’ factor indicates the level of resources the buyer has to buy an artwork. Evidently, a wealthy buyer is inclined to spend more on an artwork than a buyer who just wants to buy a nice artwork to decorate his home.
	Artwork
	Artist
	Intermediary
	Buyer

	Size
	Point in career
	Reputation
	Income

	Material costs
	Reputation
	Avoidance of price decreases
	Trends in taste

	Labour costs
	Experience
	Place
	Willingness to pay

	Style
	Network
	Institutional affiliation
	Overall wealth

	Authenticity
	Visibility
	Visibility
	Opportunity costs

	Subject
	Institutional affiliation
	Network
	Aesthetic judgement

	Technique
	Prices of similar works
	Number of artists represented 
	Veblen effect

	
	Prices of earlier works
	
	

	
	Residence
	
	


Table 2: price determinants of contemporary art: factors within the artwork, artist, gallery and buyer

A rather complicated factor that might nonetheless be of importance in the price of an artwork is artistic quality. As described in the section on value in art, artistic quality is multi-interpretable. For example, the notion of aesthetics is a whole branch of science on its own. Then there is the question of who decides on quality and how this notion of quality is constructed. For commodity products, it is easy – or at least easier – to decide on which product is better than the other. For art, this is different. As Abbing points out: ‘Art is what people call Art’ (Abbing, 2002: 19). Although every individual might have his own image of what is art and what isn’t, there seems to be a mutual understanding of quality. Moreover, artistic quality is associated to aesthetic judgement, which is an external factor. Artistic quality thus has internal (intrinsic value) as well as external (aesthetic judgement) components. This makes it hard to grasp and difficult to process it into table 2. Despite this, it seems that the determinants in the ‘artwork’ category capture the essence of intrinsic value. What makes an artwork intrinsically valuable is its authenticity, innovativeness, style and medium. The external factor of aesthetic judgement however cannot be captured by the other determinants in the ‘buyer’ category. Aesthetic judgement implies putting an artwork into context and also incorporates a certain amount of subjectiveness (Wilde, 2008). This opposes aesthetic judgement to intrinsic value, as this lies within the artwork and does not need to be perceived in order to exist (Throsby, 2008: 75).    
The pricing process

It is important to make a distinction between price determinants on the one hand and price processes on the other. Velthuis (2005) explains the difference between these two matters as a difference in the nature of the involved decision-making process. Prices are the outcome of pricing. Pricing happens trough so-called ‘pricing scripts’ that are a ‘set of routines which functions as a cognitive manual for the variety of pricing decisions that a dealer needs to make at different stages of an artist’s career” (Velthuis, 2005: 117). The use of pricing scripts is necessary for art dealers to objectify and justify their pricing decisions. By working in accordance with a set of (unwritten) rules, dealers are able to compare the works that they sell. This implies that the pricing of artworks in a gallery is not an individual process that is different for each artwork. There are rules and conventions that art dealers follow and discuss with each other (Velthuis, 2003: 182).  
In earlier times, pricing scripts were more explicitly used to calculate artwork prices. The price a commissioner would pay for an artwork would be calculated through the labour time and material costs involved in making the painting (Velthuis, 200: 121). This should be seen in the context of that time, when artists were mainly seen as craftsmen and innovativeness or originality was not at all appreciated. With the autograph of the artist becoming more and more important, the level of uncertainty in the art market rises. This is a logical consequence of pricing being less based on labour and material costs and more on intangible aspects of the artwork (Velthuis, 2005: 122). The focus on intangible aspects of an artwork however makes it even more difficult to price it and to justify that price. 

Velthuis (2005) quotes several art dealers who emphasise that pricing an artwork is a subjective process. It is also a social process that mostly involves contact with peers and other people in a dealer’s environment. Dealers tend to share and discuss their methods with their peers and indicate that a pricing decision is often made after consulting others in their environment. The use of pricing scripts has an informal and tacit character. They are very much embedded in ‘learning by doing’ (Velthuis, 2005: 119), developing taste and gaining experience. 
2.3 Conclusion: prices and pricing in the art market
The art market is traditionally divided in the primary and secondary market. This division has consequences for the way artworks are valued and priced. Intermediaries play an essential role in this valuation process and have great power when it comes to price. Recent developments in the field of e-commerce only seem to underline the importance of intermediaries, because they serve the purpose of filtering information. Moreover, they are trusted experts which buyers need in order to make an informed decision on what art to buy and for what price. The intermediaries – experts in particular – separate ‘good art’ from ‘rubbish’ for the potential buyer. However seemingly infinite the possibilities of the Internet might seem, it does not make the market more transparent. Therefore, the important function of intermediaries is only underlined by this technical innovation. 

Even though the art market resembles other markets in many ways, it still has some ‘special features’ that make the art market different from a market for commodity products:

1) Artworks are usually unique, which makes the market more like “a large set of monopolistic or ….. monopsonistic markets” (Velthuis, 2011, 34)
2) Intermediaries seem to play a crucial role, they have the power to influence demand by recommending specific artists or artworks to their clients 
3) Relationships between buyers, sellers and intermediaries are built on trust and often have a friendship-like nature
4) Although art has proven to be a less interesting financial investment than stocks and bonds, it is still bought by investors and speculators. The investor clearly derives also other types of value from buying art. 
5) The art market is intransparent and characterised by information asymmetry. Velthuis (2011) underlines these issues by saying that it is not uncommon to not even know the current owner of an expensive painting.
Uncertainty, credibility, mutual trust between buyers, intermediaries and artists, and the social construction of values and prices are key concepts in describing the art market. 
In the valuation process of an artwork, both economic as well as cultural factors play a role, which can be derived from the people who judge the artwork as well as the artwork itself (intrinsic value). Some of the factors that are involved in valuating an artwork are tangible and rather easy to determine, while others are vague and difficult. Also, valuating an artwork is seen as a social process that covers the whole ‘life’ of an artwork. The process is even more complicated by saying that the border between economic and cultural value on the one hand and intrinsic and external factors on the other hand is not always clear. These tend to be interwoven and also influence each other. 
The translation of value into a price is also a complicated and non-transparent process in which the weight of different factors seems to fluctuate with every artwork. Velthuis even states that “art is incommensurable” (Velthuis, 2002: 27). He paraphrases Karl Marx in saying that the mere monetary measurement of it is a problem in itself and pricing and artwork negatively affects the way we value it. Nevertheless, it is a fact that artworks are traded on the market and for that reason pricing is inevitable. Grampp (1989) even states that economic value, expressed in a price, represents the ‘total value’ of an artwork.  
Next to factors regarding the artwork itself and the influence of intermediaries, the artist also influences the price of an artwork. An artist also has the power to influence the price of his work, in a passive as well as an active manner. The age and experience of an artist matter in the pricing process and also the point in his career influences the price. The artist actively can influence the price of his artworks by trying to excel in comparison to his colleagues. Also, given that galleries are more inclined to price artworks according to their size, it can be more profitable for an artist to produce large works instead of small ones.  
The table of influential factors eventually proposed in the paragraph above (table 2) aims to include as much price determinants as possible, although I realise that it might be impossible to capture all of the existing possible influences on art prices. As the last category in the table, the influence of the buyer has been incorporated. His personal circumstances as well as willingness to pay influence the price level in the art market. 
In conclusion, there are four different categories of factors that influence the price of an artwork, one of which represents the artwork’s intrinsic value and three categories that represent external price determinants. Together, these determinants form the price. They are also taken into consideration – consciously or unconsciously – in the pricing process. Art dealers use ‘pricing scripts’ to price artworks. These pricing scripts logically are similar to the price determinants. However, the notion of artistic quality is usually not taken into account in the pricing process. Aspects like size and prices of comparable artworks are the main ‘scripts’ through which an artwork is priced. 

Although the research conducted aims to give an extensive overview of the way prices are constructed and the way intermediaries use pricing scripts to price artworks, it is still incomplete. Further empirical could add to the theories described above, but the nature of the art market and art itself makes it very difficult if not impossible to create a complete and generally accepted model to explain art prices and art pricing processes.    

3. Empirical Research 
3.1 Strategy, design and method

When looking at the research questions, it is clear that empirical research is needed to complement the information and existing research in the literature. Literature on the influence of technological change in the art world gives some general information about the changing position of intermediaries. However, the empirical research aims to check whether there is also a difference in how independent artists price their artworks as opposed to artists who only sell their work through a gallery. By doing this, I indirectly also gain more insight on the changing position of the intermediary. I intend to use the table of factors (table 2) that influence the price of an artwork as presented in section 2.2 as a starting point for my empirical research. As table 2 is composed of information from the literature, I assume that the factors within the table will actually influence price. Assuming that there is a difference between the way independent artists and intermediaries price their artworks, the independent artists might come up with additions or alterations to table 2. 
The use of table 2 as a starting point for my empirical research implies a deductive approach. However, on the one hand, I want to test existing theories and my assumptions on the relevant factors in the pricing mechanism, while on the other hand I also want to discover this field of research with an open-minded approach. As the literature mainly handles pricing by intermediaries, my empirical research focuses on pricing methods as used by individual artists that sell their art without using an intermediary.

In order to discover how these independent artists price their artworks, I have conducted a survey. The survey also gives me the opportunity to determine the relative weight of the different factors involved. Again, table 2 forms the basis on which the design of the survey is constructed. The questions within the survey refer to the scheme and attempt to discover the weight of the different factors as well. 

The most representative design for this research would be cross-sectional. This way, the study can be representative and the results can be generalised. This would give me the opportunity to confirm or approve existing theories about pricing artworks. However, due to the size of the research, a comparative case study is more appropriate. In order to make relevant conclusions, the eventual group of respondents will be a number of exemplifying cases of independently working artists. Choosing exemplifying cases instead of extreme cases gives me the opportunity to make careful predictions about the whole population (independent artists). 

The sample has been drawn from the members of the Dutch Association of Visual Artists (BBK, http://www.bbknet.nl/). There are +/- 160 painters among the members of this association. All the artists on this list that sell their art online or through their workshop are incorporated in the sample. On top of this selection, only artists that have exhibited in galleries or museums are included in the sample. This way, artists that only work on commission or are a pure ‘hobby artist’ are excluded. 

In addition to the BBK, another source of Dutch visual artists is used to create an additional sample. This source, the website www.kunstenaars.nu, has a list of 5700 Dutch visual artists who’s professionalism is tested through their participation and recognition in the art world 
. Again, only artists that also sell their work online or through their workshop are included in the sample. The additional sample might be needed if the initial level of response is low, which typically occurs in an online questionnaire (Kooiker, 2003: 87). In the end, the response rate should be high enough to draw valid conclusions. 
The reason to only include artists that make two-dimensional works is twofold. First, I want to keep the research clearly defined and reasonable in size. Moreover, two-dimensional works are different than installations and sculptures, because they simply need less space in most cases. I therefore think that two-dimensional artworks are bought more quickly and are perceived as more accessible than three-dimensional artworks.  

3.2 Limitations and challenges

In conducting this research, there are a few challenges to consider. The main challenge of my research is the gathering of data. Since the response level of online questionnaires is typically low (Kooiker, 2003: 87), the sample has to be quite large in order to be able to draw conclusions from the data that is supplied by the respondents. After the data has been collected, the next challenge is to be modest and careful in the interpretation of the data. The size of the research will not enable me to gather data that is extensive enough to generalise my results and cannot make reliable predictions about all the independent artists. However, the results of the survey will at least give a general idea about the whole population of independent artists.

A minor challenge of my research is that the results might not verify my assumptions. The factors that are involved in determining the price for an artwork all play a role, among other factors. It could be more difficult to determine the weight of these factors than I expected. The question is also whether the artists that only sell their art online and don’t use an intermediary, are visible enough within the art world. In the ‘Elsevier Kunst top 100’, these artists are not represented because they are assumed to be too invisible (Simons, 2010). 

Also, the artists might not be able to complement on the existing theory. Their answers to the survey should indicate whether there is a difference between the way independent artists and galleries price their artworks. However, the outcome of the survey might indicate that there is no difference. In that case, the outcomes of the survey only serve as a confirmation of the existing theories. 
3.3 The survey 

In order to collect data in a convenient and organised manner, I’ve used www.thesistools.com to create a survey. The survey 
 consists of two parts. 
The first part of the survey consists of questions regarding personal information of the respondent (socio-economic data). With this first part, I want to get an idea of the artist: where he works, for how long he has been an artist and what kind of artistic education he has received. Referring to table 2, the factors point in career, experience and residence are addressed in the first part of the survey.  

While the first and introductory part of the survey mainly concerns factors within the artist himself that can influence the price of his artworks, the second part of the survey addresses aspects of the artworks and the artists’ surroundings. The questions are paired in groups of two, each constructed in the same manner: a scale question followed by an open question that gives the respondent the opportunity to add more factors that influence the price of his artworks. Each group of questions addresses a different category in the scheme of factors in table 2. By doing this, the survey follows the format of the scheme of factors and the results of the survey are easy to link to the scheme.

The different questions in the survey are designed to indicate the weight of the different factors in table 2. The factors concerning the artwork, the artist and the buyer are addressed in the survey. The group of factors under ‘indermediary’ are left out of the survey, because the survey aims to research only the way artists price the artworks themselves. Therefore, any intermediary pricing should be left out.  Eventually, the survey aims to get an idea of the factors that influence the prices of artworks as well as the way in which artists price their works. Hence, both price determination and pricing processes are surveyed. 
	Artwork
	Artist
	Intermediary
	Buyer

	Size
	Point in career
	Reputation
	Income

	Material costs
	Reputation
	Avoidance of price decreases
	Trends in taste

	Labour costs
	Experience
	Place
	Willingness to pay

	Style
	Network
	Institutional affiliation
	Overall wealth

	Authenticity
	Visibility
	Visibility
	Opportunity costs

	Subject
	Institutional affiliation
	Network
	Aesthetic judgement

	Technique
	Prices of similar works
	Number of artists represented 
	Veblen effect

	
	Prices of earlier works
	
	

	
	Residence
	
	


Table 2: price determinants of contemporary art: factors within the artwork, artist, gallery and buyer
3.4 Data analysis 
As expected, the response rate to the survey was rather low. The eventual sample consists of thirty respondents. This means that the results have to be interpreted with precaution. In order to add some strength to the outcomes of the survey, I conducted an interview with professional artist Janine Lamers on June 16, 2011. She explained to me how she works and how she prices her artworks. We also discussed the influence of policy decisions on pricing, which can be ranged under ‘environmental determinants’ of pricing.  This conversation gives me the opportunity to strengthen or question the results of the survey. As we also talked about the way she constructs her prices, the interview also gave me a ‘behind the scenes’ look into a pricing process. 

Despite the low response rate of the survey, the outcomes, on some points supplemented by the interview, do indicate how independent artists might or might not differ from intermediaries in pricing their art. The assumption is that the factors in table 2 roughly determine the price of an artwork, but that the respondents also bring in related determinants that might change the point of view. The data are described and analysed below starting with the socio-economic data and then proceeding with the price determinants. 
Part 1: socio-economic data

The first part of the survey consisted of questions regarding the personal situation of the artists. In chart 1 the age division of the respondents can be seen. There were no artists under 30 among the respondents. The division between artists younger and older than 50 is roughly 50-50 (46,7% and 53,3%), which is different in comparison to the total working population in the Netherlands, where 85,3% is younger than 50 years (CBS website). Most of the respondents (87%) had more than ten years experience as a professional artist. Also, 83% of the respondents received a professional education to be an artist. Of these educated artists, over two third (68%) works fulltime as an artist.
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Chart 1: age division of the respondents
[image: image2.png]Percent

hours

so]

a0

30

20

10

533
Bd

Up 1020 hours aweek  21-30 hours aweek  31-40 hours aweek 40 hours a week or

hours





Chart 2: the amount of hours spent on creating artworks 
The average amount of hours spent on working as an artist is 30, while thirteen respondents answer to spend 40 hours a week or more on their work as an artist (see chart 2).  Despite the fact that most respondents work fulltime as an artist, only seven of them earn 100% of their income through their activities as an artist. When combining these two variables, it becomes clear that, the more hours the artists spend on their artistic activities, the stronger their incomes depend on these activities. However, as shown in the scatter plot below, the correlation between these two variables is week (Rsquare=0,247). 
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The last two questions of the first part of the survey are about the average price of the artworks the respondent sells and the way he sells them (through the internet, the workshop, a gallery or all three of these options), as indicated in table 3. Most questioned artists sell their works for an average price of more than €1000,- (63,3%). A total of 17 (56,7%) respondents sell their work through a gallery as well as through the Internet and their workshop. Artists that use only one channel to sell their work, tend to that through their workshop. A combination of selling artworks through the workshop and either a gallery or a website is the second popular option in this sample. It thus seems from this sample that artists tend to bet on more than one horse when it comes to selling their artworks. Some of the respondents sell their work through a different channel than the ones mentioned in the survey. Six respondents added a different sale channel to the existing ones. They indicate that their work is also sold through art fairs and art libraries. 
	Sale channel
	Frequency
	Percentage

	Gallery only
	0
	0%

	Website only
	0
	0%

	Workshop only
	2
	6,67%

	Website and gallery
	2
	6,67%

	Website and workshop
	4
	13,33%

	Gallery and workshop
	5
	16,67%

	Other sale channels
	6
	20%

	Gallery, website and workshop
	17
	56,67%


Table 3: different sale channels

Since the place where artists work can also influence the price, the respondents have also indicated where their workshop is located. This variable is coded through a points system: the larger the city the artist works in, the more points are attributed to the answer. As described by Florida (2002), artists tend to draw together in large cities that become ‘cultural hubs’. In the Netherlands, Amsterdam is considered to be such a cultural hub as many galleries and artists are situated in that city. As seen in the chart below, most artists in the sample work in a small city or a village, which is opposite to Florida’s theory on cultural hubs. However, the size of the sample might have a biased effect on the outcome of this variable. 
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Chart 3: the residence of the respondents
Part 2: price determinants
The second part of the questionnaire contains questions regarding the different factors that can influence the price of an artwork. The questions are paired in groups of two and asked in the following format: 

1. To what extend do the following factors influence the price of your artworks?

* Factor 1: 
has no influence
 1
2
3
4
5
has a major influence 


* Factor 2:

has no influence
 1
2
3
4
5
has a major influence 

2. Are there any other factors beside the ones mentioned above that influence the price of your artworks? 

The questions are divided in three groups that appear in the scheme in table 2 (artwork, artist and buyer). The group ‘gallery’ is left out of the survey because all the artists in the sample at least sell their work through their website or their workshop 
. In retrospect however, the factors in table 2 under the ‘gallery’ group could have had an influence even if the respondents also use other channels to sell their work.  


The outcome of the second part of the survey thus consists of the amount of weight several factors have in determining the price for an artwork. In table 4 the factors regarding the artwork itself are displayed. A vast majority of the respondents find the size of an artwork of great or very great influence on the price. The time spent on creating an artwork is taken into consideration as well in determining the price, although this factor is also closely connected to material costs and the used technique: painting a work in tempera is more expensive than painting the same work in watercolours because of the time spent on creating the artwork as well as the material costs. Thus, the technique of an artwork has much influence on the workload as well as on the production costs. 

Style and subject are less important features of an artwork. The respondents answered ‘no influence’ or ‘almost no influence’ to these factors in 50% (style) and 60% (subject) of the cases. Apparently, in contrary to earlier times, these factors do not play an important role anymore. It is interesting do compare these two variables to the factor ‘trends’ which asks if trends in the art world are of any influence on the price determination. Strikingly, the respondents find these trends rather important (43,3% answered ‘of great influence’ or ‘of very great influence’) in comparison to style and subject. However, slightly more respondents (46,7%) find trends in the art world of (almost) no importance. While the opinions are quite united on style and subject, the respondents are rather divided on the influence of trends in art on pricing. Since these determinants are related, the way of presenting the question might have biased the answer. The respondents might not think that the subjects and styles of their artworks matter from an artistic point of view, as the outcomes in table 4 show. However, from a demand side perspective, the subject and style of an artwork does matter because trends in the art market influence a buyers’ taste and thus their choice in buying a certain style of art. 
	Factor of influence
	Percentage 

‘great influence’ (4)
	Percentage
‘very great influence’ (5)

	Subject
	20%
	3,3%

	Style
	23,3%
	6,6%

	Material costs
	30%
	3,3%

	Labour costs
	26,6%
	16,6%

	Technique
	26,6%
	16,6%

	Innovativeness 
	36,6%
	10%

	Size 
	36,6%
	33,3%


Table 4: price determinants within the artwork 

Price determinants that lie outside of the artwork are represented in table 5. As opposed to what I expected, almost none of the respondents think the city an artist works in is of any importance in determining the price of an artwork. The division between respondents who live in a large city and respondents who live in a small town is 50-50, which is interesting in this light. The respondents who work in a large city might also live there and did not choose their city of residence consciously, keeping in mind the influence that it might have. 

The opinions on the other environmental determinants, except for ‘income of target group’, are rather divided. While twelve respondents find the current economic climate of great influence on their prices, there are almost as much (ten) respondents who find it irrelevant. The determinant ‘network’ considered of very great importance by 16,6% and of great importance by 30% of the respondents. However, many respondents (nine) have a neutral opinion on the importance of a good network. The same goes for the price of other artists’ works, on which the respondents also seem to have a neutral opinion.

	Factor of influence
	Percentage 

‘great influence’ (4)
	Percentage 

‘very great influence’ (5)

	City of residence
	6,6%
	3,3%

	Income of the target group
	16,6%
	10%

	General economic climate
	30%
	6,6%

	Trends in the art world
	33,3%
	6,6%

	Price of other artists’ works
	33,3%
	10%%

	Network
	30%
	16,6%


 Table 5: environmental price determinants

The third group of price determinants lies within the artist’s career. The literature has shown that experience and age affect the price of an artist’s work. Table 6 shows the outcomes of this last group of price determinants in the survey. Especially experience and the price of earlier artworks by the same artist seem to have great influence on the price. Despite the similarity with ‘experience’ and ‘point in career’, the respondents did not find age of much importance in the price of an artwork. In comparison to the other groups of factors however, the respondents seem to be rather united in their opinions on the importance of an artist’s career in the price determination process. The extend to which an artist’s career has been successful until now, apparently is an important factor in a price determination process. 

What is striking about the outcomes of the scaled questions, is that the respondents are very much likely to find a determinant ‘of great influence’ (4) or ‘of almost no importance’ (2), whereas they are less inclined to answer that a determinants influences the price excessively (5) or not at all (1). The mere design of the questions has to do with that. People tend to deny the most extreme answers in a scale question (Kooiker, 2003). When adding the answers of the two highest answering categories (4&5) and lowest categories (1&2) together, the outcomes become more significant. However, the tables presented here give an more complete idea of the nuances in the answers.

	Factor of influence
	Percentage 

‘great influence’ (4)
	Percentage ‘very great influence’ (5)

	Age
	20%
	0%

	Point in career
	30%
	13,3%

	Experience
	46,6%
	13,3%

	Price of earlier works
	50%
	16,6%


Table 6: price determinants within an artist’s career

Open questions
In the second part of the survey, the respondents were also given the opportunity to add factors that could influence the price. In each group of price determinants (artwork, career, environment) several respondents added one or more factors. For the price determinants within the artwork, two respondents mentioned that the manner of presentation of the artwork could cause an increase in price. If the artwork is framed, it will be more expensive than an unframed artwork. Some respondents mentioned VAT or the gallery commission to be of influence on the price. In an interview I had with professional visual artist Janine Lamers (June 16, 2011), these factors also came to light. 

As an addition to the ‘technique’ determinant, one respondent points out that multiples are less expensive. Obviously, works made in series, like etches or wood engravings, cost less because the existence of more (almost) identical copies. This means that the chosen technique influences the authenticity of the work, which in its turn influences the price. Lamers also underlined this in her interview, in which she told me that the price of graphic art depends on the labour intensity of the technique as well as the amount of prints that are made from one design. In order to guarantee the level of authenticity, Lamers gives each buyer of the graphic work a piece of the original design, to proof that the original design has been destroyed and she cannot create any more copies. 


In the ‘career’ group of determinants, almost all the respondents that added a factor pointed out the importance of good publicity. In how many and in what kind of publications is the artist mentioned? In what expositions has the artist participated? Apparently the answers to these questions matter a lot for artists to determine their price. This seems obvious: an artwork from a well-known artist will always be more expensive than a comparable work of an unknown artist. 


The importance of reputation built by publicity also becomes apparent in the last group of determinants (environment). Here, the respondents mention that the reputation of the exposition hall or gallery where the artworks are sold matters a lot. One respondent underlines the importance of experts: the price estimation by an expert is of great influence on the price level of the artist’s works.   
3.5 Conclusion: what does the data say? 

As explained earlier, the outcomes of my empirical research are not extensive enough to generalise. However, they do give a general idea of what artists think influences the price of their artwork. The addition of the interview has been useful to see in what direction the outcomes of the survey can be interpreted.  An affirmative or a contradicting answer in the interview indicates the strength of the survey outcomes. 

In the outcomes of the survey many observations from the literature are underlined. Like Velthuis (2004) points out, the size of an artwork as well as the technique has great influence on the price. As expected, style and subject do not influence the price of contemporary art as much as it does in old art pricing. Another similarity between the survey outcomes and the literature lies within the factors concerning artists’ careers. Obviously, fame and reputation are important in price determination, as is experience and the point in the artist’s career a work has been created in. 

There is one specific factor of which the survey outcomes contradict the literature. The importance of the city artists reside as emphasised by Florida (2002) is abolished in the outcomes of the survey. In addition to this contradictory, there are also some contradicting answers within the survey outcomes or between the survey and the interview. While the survey outcomes indicate that the prices of comparable artists do matter, Lamers points out that she never compares her prices to those of other artists. She underlines that only her own career and acknowledgement matters in this sense of speak. However, even when an artist never compares himself to other artists, the audience will always do so, including the experts. In this case, the outcome of the survey thus might be a more reliable indication of reality. 

Generally speaking, the outcomes of the empirical research have indicated that artists use the same determinants when pricing their artworks. Even when they are not represented in a gallery, the reputation of the exhibitions they participate(d) in are important in the price determination. A gallery thus only adds its own reputation to the price determination process when pricing an artwork.

Since people are inclined to deny the most extreme answers in scaled questions, the survey outcomes do not indicate very distinct opinions. However, the answering category that is one step below the most extreme indicates that respondents find that particular determinant of great importance (or almost no importance) as well. These two categories combined thus give an idea of how many respondents find a determinant very important in the prices of their artworks. 


The empirical research has also contributed to the insight on pricing scripts used by artists. Especially the open questions show to be useful in this respect. Some artists pointed out that they add the gallery percentage or VAT to the price of an artwork, after they have decided on the price level. Lamers explained in the interview how her pricing process works. First, she determines the price of an artwork and then, as an additional step, adds the VAT and possible gallery commission to the price. As survey shows similar results, it is likely that many artists use this ‘script’. 
4. General conclusions

The importance of economics and prices in the art world
The art world has always been seen as different from other markets. The leading opinion in the literature underlines this special character of the art market by mentioning its special features and anomalies. Most authors agree that the art market is mainly supply driven and that artists are mostly selfless and intrinsically motivated. This implies that they are willing to take the risk of earning less money than they would by working outside the art market. They tend to allocate their time in such a way that they can spend as much time on creating art. Their driving force lies in the fact that they get more utility out of creating this cultural value than they do from creating economic value. To summarize, artists in general do not care that much about money. 


As an opposing voice in the literature, Grampp (1989) argues the opposite from the situation described above. He suggests a neoclassical economic approach to the art market, which implies the premise that art is no different from any other product. Also, artists are just as self-interested as any other person. They also try to get as much utility out of their activities as possible. Moreover, as art always has been part of the market, Grampp does not see a reason for it to be treated differently. 


Although it might seem that these two ruling opinions oppose each other, they still have some similarities and are not as black and white as they seem. Velthuis (2002) as well as Grampp (1989) argue that art and commerce are interwoven and cannot be seen separately. However, there has been a tradition of ignoring economy in the art because it might depreciate the supposed special features of artworks and its ‘sacredness’. 

When combining these findings from the literature with the findings from the survey, it becomes clear that prices – and money – do matter to artists. In fact, the interview with Janine Lamers confirms that earning money is an issue for professional artists. However, it is true that artists do not intend to become rich by creating art, but they still have to earn a living. Therefore, many artists find additional jobs that still are within the art world in order to supplement their income. Reducing production costs, as Grampp (1989) proposes, is not always possible for artists because they need a certain amount of material in order to create their art. Also, many artists work in a different manner that they do not want to change for the benefit of more income. For example, Lamers works in egg tempera and oil paint, which are more expensive than watercolours or pencils.  Nevertheless, she doesn’t change her medium to cut costs because she simply is known for her work in egg tempera and oil paint. Being consistent in this is what makes her credible as an artist. If she would make concessions regarding her way of working, her credibility would not hold. Hence, artists have to make risky or seemingly illogical decisions in order to be credible. This credibility is needed to be successful in the art market. 

A changing art market?
The literature review shows that today’s art market has a very strict structure. The primary and secondary art markets are clearly separated and both have their own way of selling artworks. Both the primary and the secondary markets however cannot function properly without intermediaries. The intermediaries in the primary art market are art dealers, gallery owners and critics that are all perceived as experts. Their opinions on artworks are a very important contribution in the valuation process of an artwork. This is confirmed by the empirical research, in which quite a few artists indicated that publication and good reviews are important for their reputation. An artists’ reputation in its turn has a positive effect on the prices of his artworks, as also confirmed by the theoretical as well as the empirical research. Despite the growing importance of the Internet, the essential role of intermediaries is barely affected. In contrast, their role might even become more important as they are needed to filter the overload of information and supply on the Internet. This is underlined by the empirical research, which shows that most artists who sell their art online also use at least one other sale channel (gallery or workshop) and explicitly place reviews by experts on their website. 
The difficulty of valuating an artwork
Intermediaries also function as gatekeepers in assessing artworks that enter the market. The peculiar thing about this assessment is however that galleries tend to price (and thus assess) their artworks according to size rather than perceived quality. They do this to retain their credibility as experts. Pricing artworks of the same size of the same artist differently would implicate a difference in quality and therefore be an assumption that the artist’s work is not consistent.

Despite this seemingly strange priority in pricing artworks, intermediaries – galleries included – are still expected to assess artworks on their aesthetic quality. They are expected to be the trendsetters in the art market. Assuming that experts do indeed valuate artworks according to their quality, several factors can be determined that play a role in this process. In the theoretical research, I have summarized these factors in a scheme that incorporates most of the price determinants for artworks on the primary market. By first detangling the valuation process and turning to prices later, the difficulty of the issue is underlined. The complexity lies mainly in the valuation process, because of its multidimensional character. Also, terms are mixed up and named differently. 

Intrinsic value is a good example of difficult issues in the valuation process. The fact that this term already has a vague character of its own does not help the consistency of explanations in the literature. While some authors explain intrinsic value as all the characteristics that lay within the artwork, other authors use it as synonymous to aesthetic quality only. In the empirical research, I assume that intrinsic value consists of several characteristics within the artwork that are less ambivalent, such as style, authenticity, medium and size. Nevertheless, some respondents of the survey still added terms like ‘quality’ and ‘aesthetic quality’ to the category of intrinsic value.          
The translation of the valuation process into price brings its own difficulties. Again, the aversion towards economics and commerce plays a role here. Despite this, the empirical research shows that artists are very seriously involved in pricing their art and seem to know quite well how to translate an artwork’s value into a price. The interview with Janine Lamers confirms this. She even showed me a model that she uses to determine the price of her artworks, developed together with a group of colleagues she met in art school.

Most of the findings regarding price determinants in the empirical research underline the findings of the theoretical research. As in galleries, independent artists also tend to price their artworks according to size. The other factors within the artwork – style, authenticity, medium and production costs – are also of similar significance as the literature indicates. For contemporary art, style is not as important as for old art, whereas the materials used play a significantly important role. However, the used material is also incorporated in the production costs: an oil painting evidently is more expensive than a watercolour painting. It follows that artworks made in edition, as they are less authentic, are less expensive as well. Hence, the price determinants that lay within the artwork are logically connected to each other and also have self-evidence to them. 

  The external price determinants of artworks consist of factors that lay within the artists’ career, the intermediary and the buyer. The artists’ career has proven to be of great importance for the price of his artworks. An artist who has just graduated has not yet had the chance to establish his name. On the other hand, the fact that he does have an art education places him in a positive position in comparison to his uneducated colleagues. Not only because education is an indication for potential success, but also because his education gives him the opportunity to earn enough money within the art market – either by selling artworks or maintaining sidelines such as teaching art. Experience has shown to be of importance for price, as well as reputation. Of course, reputation of the artist closely relates to the reputation of the possible gallery and the way experts recognize the artist and his work. 

External influences 
What is interesting to see is that, as opposed to the literature, the respondents in the survey indicate that the place where the artist works is of no significant influence on the price of his artworks. However, most of the respondents do work in Amsterdam or another large city, which might make them less receptive to this determinant. 

Although the literature clearly indicates the importance of the buyer in the pricing process, the empirical research does not confirm this. The willingness to pay and income level of the artists’ target group are found to be insignificant in the pricing process according to the survey respondents. The theoretical research however emphasises on the buyer’s importance in terms of his willingness to pay, which eventually leads to a sale or not.    
The empirical research justifies the goal and usefulness of this thesis because it shows that the existing theories on art prices and art pricing are not complete or perfect. Even though the survey includes the determinants from the literature, many respondents added other determinants such as the way of presentation to the existing table of influential factors. However, the empirical research mainly confirms the theory that the price of an artwork is constructed through a number of (internal and external) factors that eventually lead to a price. Reputation is one of the most important determinants, as well as the technique and size of the artwork. 

Pricing processes
In conclusion, it can be stated that the four different categories of price determinants – one of which represents the artwork’s intrinsic value and three categories that represent external price determinants – are usually taken into consideration – consciously or unconsciously – when pricing an artwork. This is confirmed by the empirical research, which also indicated that there is no significant overall difference in the way intermediaries and independent artists price their artworks. The difference lays merely in the distance the intermediary has to the artwork, as opposed to the artist who created it. Also, the intermediary takes into account his own reputation when determining the price of an artwork. The outcome of the survey in this respect thus implicates that the way of selling (with or without an intermediary) does not really matter for the way the pricing process works. The influence of the Internet might thus be as the theoretical research indicates: it doesn’t change the importance of the intermediary’s position, but it does change his role. The intermediary’s importance as an expert will only grow as even artists who sell their work independently highly value the expert’s opinion.   
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6. Appendix 

In this appendix, the survey as sent to the artists can be found. The survey was conducted through www.thesistools.com. 

Hoe prijst u uw kunst? 

Beste kunstenaar, 
Voor mijn Masterscriptie doe ik onderzoek naar de manier waarop kunstwerken in galeries geprijsd worden, en dit wil ik vergelijken met de manier waarop kunstenaars die zonder tussenpersoon hun werk verkopen dat doen. Hiervoor zou ik graag een beroep doen op u. Het invullen van onderstaande vragenlijst kost ongeveer 10 minuten van uw tijd en peilt hoe u als kunstenaar uw werk in de markt zet. Uw gegevens worden vertrouwelijk behandeld en zullen niet doorgespeeld worden aan derden.

Alvast hartelijk dank voor uw medewerking. 
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Vriendelijke groet, 

Astrid Bonten
Masterstudente Cultural Economics & Cultural Entrepreneurship 
Erasmus Universiteit Rotterdam 
DEEL 1 

1. Wat is uw leeftijd?

2. Hoe lang bent u al actief als kunstenaar? 
3. Welke kunstopleiding(en) heeft u genoten?

4. Werkt u fulltime als kunstenaar? 

0 Ja (ga door naar vraag 6)

0 Nee (ga door naar vraag 5)

5. Hoeveel uur besteedt u gemiddeld per week aan uw kunstenaarschap?

6. Hoeveel procent van uw inkomen ontvangt u uit uw werk als kunstenaar?
7. Op welke manieren verkoopt u uw kunst (meerdere opties mogelijk)? 
0 Via mijn website

0 Vanuit mijn atelier
0 Via een galerie 
0 Op alle bovenstaande manieren 
0 Ook nog op een andere manier, namelijk ………

8. Waar is uw atelier gevestigd?

DEEL 2 

9. In welke mate hebben de volgende eigenschappen van een specifiek kunstwerk invloed op de prijs die u geeft aan dat kunstwerk? 

Afmetingen van het werk
Geen invloed
 1
2
3
4
5
Heel veel invloed


Productiekosten (incl. Arbeidskosten)
Geen invloed
 1
2
3
4
5
Heel veel invloed

Materiaal/ medium 
Geen invloed
 1
2
3
4
5
Heel veel invloed

Stijl 

Geen invloed
 1
2
3
4
5
Heel veel invloed

10. Zijn er andere eigenschappen van een kunstwerk die meespelen in hoe u de prijs van dat werk bepaalt? 

0 Nee

0 Ja, namelijk ………………………………………………………………

11. In welke mate hebben de volgende aspecten van uw carrière invloed op de prijs van uw kunstwerken? 


Ervaring

Geen invloed
 1
2
3
4
5
Heel veel invloed

Leeftijd

Geen invloed
 1
2
3
4
5
Heel veel invloed

Punt in uw carrière

Geen invloed
 1
2
3
4
5
Heel veel invloed

Prijzen van uw eerdere werken

Geen invloed
 1
2
3
4
5
Heel veel invloed
12. Zijn er andere factoren binnen uw carriere als kunstenaar die van invloed zijn op hoe u de prijs van uw werken bepaalt? 

0 Nee
0 Ja, namelijk …………………………………………………………………


13. In welke mate hebben de volgende omgevingsfactoren invloed op de prijs van uw kunstwerken?

Stad waar u werkt

Geen invloed
 1
2
3
4
5
Heel veel invloed 

Uw netwerk in de kunstwereld 
Geen invloed
 1
2
3
4
5
Heel veel invloed

Prijzen van vergelijkbare werken van andere kunstenaars

Geen invloed
 1
2
3
4
5
Heel veel invloed

Algeheel economisch klimaat 

Geen invloed
 1
2
3
4
5
Heel veel invloed

Trends in de kunstwereld

Geen invloed
 1
2
3
4
5
Heel veel invloed

Inkomen van uw doelgroep

Geen invloed
 1
2
3
4
5
Heel veel invloed

14. Zijn er nog andere omgevingsfactoren die meespelen in het prijsproces van uw kunstwerken die hierboven niet genoemd zijn? 

0 Nee

0 Ja, namelijk ……………………………………………………… 

�








� Each artist’s CV is assessed by several Dutch art institutions. The number of expositions is assessed, as well as projects, sales and publications (� HYPERLINK "http://www.kunstenaars.nu/over-ons" �http://www.kunstenaars.nu/over-ons�) 


� See appendix 1 for the complete survey as sent out to the artists


� I reviewed all the websites of the artists in the sample for to determine how they sell their artworks
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