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Abstract. We survey more- than twenty studies estimating rates of return ‘of investments in single
art objects and whole collections and evaluate the various approaches to art pncc movements taken
so far. The majority of the estimates find lower returns for investments in art objects than- for
investiments in financial assets. However, most existing analyses are restricted to auction data and
neglect transactions cost and taxation. They partly focus on mechanistic calculations and disregard-the
distinguishing institutional and behavioral characteristics of art markets. We look into the possibilities
to capture and empirically estimate psychic returns from owning art.
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1. The State of the Art
1.1. THE BEGINNINGS

“What are the returns on investments in art objects?’ This question has attracted the
attention of economists for a considerable number of years. One of the reasons for
this interest certamly stems from lay people’s belief that the art market yields huge
profits in comparison to ordinary financial markets — at least ‘When the investors
are well inforined. This belief has been nourished by the media which were all
too ready to predict that the rapid increase in the general price level of auctioned
art objects in the 80’s, and in particular the ever higher record prices paid for
paintings by van Gogh, Picasso and Renoir, w%uld persist forever. While this
simple prediction proved to be drastically false considering the marked ‘downfall
of such prices after 1989, the media renew the story of the extra returns possible
in art markets whenever prices show an indication of rising again.

One of the first professional economists systemancally studying the develop-
ment of art prices and rates of return is Wagenfithr (1965) whose study has been
overlooked in the academic literature (it is written in German). Better known early
works exphcnly calculating financial rates of returns of auctionied paintings are
by Anderson (1974) and Stein (1977). Ten years later Baumol (1986) published a
paper which started a boom in studies on the subject, not surprisingly coinciding -
with the boom in arts prices in the late 80’s.
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