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The Droit de Suite, known in the UK as Artists’ Resale Rights, provides an artist with the
inalienable right to receive a royalty based on the resale price of an original work of art. This
paper provides an empirical analysis of actual changes in the UK auction market for art that is
subject to the Droit de Suite (DDS), relative to changes for art not subject to the DDS, and also
relative to changes in the auction markets for art in countries where there has been no change in
law. We do a difference-in-difference analysis, differencing price growth and sales growth
across market segments and across countries over the period 1996 to 2007. Our results suggest
that the introduction of the DDS has not had a negative impact on the UK art auction market

during the period of study.



On 15 February 2006, the British government implemented the Artist’s Resale Right,
commonly known as the Droit de Suite , for the benefit of living artists.” The Droit de Suite
(DDS) provides an artist with the inalienable right to receive a royalty based on the resale price
of an original work of art. This move had been studied and planned in detail by the UK
government. The UK government introduced the Artist’s Resale Right to comply with the
European Directive on DDS, which was part of a gradual harmonization of laws across the EU.
The DDS has long been in place in some European countries including France and Germany, but

it has not been implemented in the US or Switzerland.

This paper provides an empirical analysis of price and sales growth in the UK auction
market for art subject to the DDS, relative to changes in the UK auction market for art not
subject to the DDS and relative to changes in the auction markets for art in countries where there
has been no change in law. We do a difference-in-difference analysis, differencing price growth
and sales growth across markets and across countries over the period 1996 to 2007. To preview
our results, we have not found evidence of any negative change in the UK market for art subject
to the DDS relative to changes in other markets. On the contrary, we find evidence supporting
a relative increase in price and market growth in the UK for art subject to the DDS, although it is

possible that this growth reflects the underlying relative strength of the UK art market.

Economists have presented numerous arguments against the introduction of the DDS.
For example, as Ginsburgh (2005a, 2005b) details, economic theory predicts the DDS should

reduce the competitiveness of markets where it is implemented (relative to markets without the

* In French, droit de suite means “right to follow.”



DDS) and also reduce prices obtained by the artist on the original sale. Tepper (2007) is
sympathetic to the historical rationale of the DDS, but he is critical of the requirement under the

European directive that the right cannot be waived by the artist.

Almost all previous discussion of the DDS has been theoretical in nature. Our approach
is empirical. We begin in section 2 with a short analysis of the European directive on the DDS
and some theoretical predictions on price growth and sales growth. In section 3, we describe
our methodology. In section 4 we analyze auction results before and after the introduction of the
DDS for the UK and a variety of countries. In section 5 we interpret our results and conclude

our analysis.
2.0 The Droit de Suite and the European Directive
2.1 Description and History

The DDS was first proposed in France in 1893 and was implemented in the 1920’s. A
major impetus for its implementation was the view that artists (and their heirs) were struggling
financially while their paintings were achieving record prices in auction houses. Tepper (2007)
provides the example of the widow of Jean Francois-Millet selling flowers on the streets of Paris
while the prices of her dead husband’s paintings rose to new highs. In the mid-20" century,
other common-law countries, including Belgium, Denmark, Finland, Germany and Sweden,
followed France’s lead in implementing the DDS. The DDS in these countries generally applies
to both the artist and his heirs, usually for 70 years after the artist’s death. The state of California

also implemented a version of the DDS in 1976, but this version was weak. The California law



required payments only on increases in price, and few payments were actually made. Bays

(2008) provides an analysis of the effects of the California law.

The UK implemented the DDS to comply with required harmonization of laws across the
EU. Specifically, the UK adopted Directive 2001/84/EC of the European Parliament and of the
Council on the resale right for the benefit of the author of an original work of art on 27
September 2001.> The UK implemented the Artist’s Resale Right on 14 February 2006 by
Statutory Instrument 2006 No. 346.* Specifically, the Artist’s Resale Right provides an artist
with an inalienable right to receive a royalty based on the price obtained for any resale of an
original work of art subsequent to the first transfer by the artist. The Right defines an original
work of art as “works of graphic or plastic art such as pictures, collages, paintings, drawings,
engravings, prints, lithographs, sculptures, tapestries, ceramics, glassware and photographs”. It
therefore implicitly excludes what are sometimes termed the “decorative arts”, such as furniture
and jewelry. The right does not apply to resales between individuals acting in their private
capacity without the participation of an art market professional, or to resales by persons acting in

their private capacity to museums that are not for profit and are open to the public.

The Artist’s Resale Right in the UK currently applies only to works by living artists, in
contrast to the DDS in other countries which generally applies to both living artists and their
heirs. The UK is considering extending the rights in 2012 to an artist’s heirs for 70 years after
the artist’s death. The Artist’s Resale Right only applies to artists who are European Economic
Area nationals or who are permanently resident in the EEA. No single payment can exceed

€12,500, and no royalties are payable on sales at prices less than €1,000. The royalties are set at

? published in the Official Journal of the European Communities on 13 October 2001: L272, Volume 44 (page 32).
* This document can be accessed at http://www.opsi.gov.uk/si/si2006/20060346.htm.
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the following rates: 4% for the portion of the sale price up to €50,000, 3% for the portion of the
sale price from €50,000 to €200,000, 1% for the portion of the sale price from €200,000 to
€350,000, 0.5% for the portion of the sale price from €350,000 to €500,000, and 0.25% for the
portion of the sale price exceeding €500,000. Sale prices are net of tax and payments are
gathered through an independent collecting society set up specifically for this purpose. The

seller pays the royalty.
2.2 The Auction Market

The DDS is payable on works of art sold through dealers and through auction houses.
We focus exclusively on the auction market because of the transparency of price and quantity
sold.> The major auction houses are the English houses of Christie’s and Sotheby’s. Almost all
art is auctioned in the “English” or “ascending price” format, in which bidding starts low and the
auctioneer subsequently calls out higher and higher prices. When the bidding stops, the item is
said to be “knocked down” or “hammered down”, and the final price is the “hammer price.” Not
all items put up for sale and “knocked down” are sold. If the bidding does not reach the level of
the secret reserve price set by the seller, the item will go unsold. Auctioneers say that an unsold
item has been “bought-in.” It may be put up for sale at a later auction, sold elsewhere, or taken
off the market. Our data source, Hislop’s Art-Sales-Index, tracks only artworks that were

actually sold.

> The dealer market is opaque and its size is unclear. One study estimated that the art market in the UK is evenly
split between auctions and dealers (Kusin and Company, 2002). However, in another measure, undocumented
sources indicated that collection houses in the UK were collecting less than 20% of droit de suite revenue from
dealers. Unless droit de suite has impacted on the decision to sell through a dealer rather than an auction house,
the omission of prices from dealers should not have a material effect on our results.



Auctioneers charge commissions to buyers and sellers for the works that they sell.
Sellers’ commissions are negotiable and are kept secret, but buyers’ commissions are known.
Buyers’ commissions at Sotheby’s in London in 2008 were 25% on the first £25,000 and 20% on
£25,000- £500,000. Above £500,000, buyers’ commissions are 12%. The royalty rates imposed

by the DDS are small compared to standard buyers’ commissions.
2.3 Theoretical Predictions

There are two primary theoretical predictions regarding implementation of the DDS.
First, the DDS should lower the initial price an artist receives for his work, and second, owners
of art will want to sell their works in countries without the DDS in order to avoid paying the
royalty. We extend these predictions to resale prices and quantities before and after the

introduction of the DDS.
2.3.1 Price Effects

Theory predicts the DDS should lower the initial price an artist receives for his work, as
an initial buyer will seek a discount to compensate for the percentage that must be paid to the
artist at each subsequent sale (see Ginsburgh 2005a and 2005b and Tepper 2007)). ® The price
received at each auction sale should also be lower, by the same reasoning. Below, we develop a

simple example that shows the effect on price of the DDS.
Suppose that paintings are resold every n periods. Then, without the DDS,

Pt: ﬂn Pt+n

% Solow (1998) pointed out that there may be some rise in subsequent prices because of the increased incentive to
maintain the value of their work in the future (i.e. they will not overproduce, as predicted by the Coase conjecture),
though this is a second-order effect.
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where f=1/(1+r) and r is the rate of growth of art prices, P; is the price at time t, and
Ptn 1S the price n periods later. If the DDS is expected to be implemented by the time of the

next sale (whether or not it has actually been implemented),
PDDSF ,Bn(l'DDS)PDDS v
where DDS is the royalty that is payable given the expected price, PP5...

Furthermore, suppose there are k expected sales until the painting is no longer subject to
the DDS (currently in the UK this would be when the artist dies, but in other countries this would
result 70 years after the artist’s death), and these sales are expected to take place every n periods.
Then kn is the number of periods between t and the last sale in which the painting will be subject

to droit de suite, and
PDDSt: ﬁkn(l'DDS)kP e
Hence, InP;- InPPPS; = kIn(1-DDS)

Thus, the difference in growth rates of prices between two periods in the situation where
there is no implementation of the DDS and the situation where the DDS is unexpectedly

implemented, is

(INP-InPg1)-( INPPP3-InP.1)=-kIn(1-DDS) or PP°* /P=(1-DDS)



So, for a painting in the UK that is less than €50,000.00 and in which two sales are expected
before the artist dies, the unexpected implementation of the DDS should result in a one-time

decrease in return of about 8%.’

An additional point to note about price growth is that once the expectation of the DDS is
fully reflected in the initial price, then observed per period price growth over the entire period
between sales is actually greater under the DDS, by the amount In(1-DDS). The per period price
growth if an item is resold every n periods is (1/n)In(1-DDS). Buyers will only purchase a
painting in the first place if they are compensated for paying DDS upon the painting’s sale,
which results in greater observed price growth.  Figure 1 below demonstrates a hypothetical
price path for a painting that starts out at €10,000, is resold every twenty years, has expected
price growth of 2% per year, and in which two resales are expected while the artist is alive.
Before any expectations of the DDS are built into the market, the starting price is €10,000.
However, once expectations are built in, the DDS price is only €13,694 whereas without the
DDS, the price would be €14,859. In the second sale, the prices converge somewhat: the DDS
price is €21,197, and the non-DDS price is €22,080. By the final sale, when DDS is not
expected for the next sale because the artist is no longer expected to be living, the prices

converge to €32,810.

7 This painting must also be expected to remain below €50,000 or there must be an expectation of an adjustment of
the DDS scale if the expectation is that the DDS will remain at 4%. Otherwise, the expectation will be that the
royalty rates will adjust accordingly.
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If the future implementation of the DDS is not fully reflected in expectations, this
difference in return will be -zkln(1-DDS), where = is the probability of its implementation.

Furthermore, if the probability of implementation changes between two periods, the difference in

Figure 1

Simulated Price Path with and without the DDS

returns will be -(m,-71)kIn(1-DDS).

2.3.2 Quantity Effects

Assuming that sellers are sufficiently concerned by the theoretical prediction regarding
price, owners of art will wish to sell their works in countries without the DDS, avoid the
payment due on sale, and avoid the lower prices buyers would pay because of future expected
payments of the DDS. Thus, by implementing the DDS, the UK would be expected to lose sales

to countries such as the US and Switzerland that have no plans to implement it.

10
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shifting effect would also occur once implementation of the DDS begins to be expected, and
before its actual implementation, as buyers would already lower their valuations because of

future expected DDS payments, as discussed above.
3. Methodology

Ideally, we would like to observe the exact counterfactual: what would have happened in
the UK if the DDS had not been implemented. Since this is not observable, we compare our
treatment group — works sold by auction in the UK between July 31* 1996 and July 31* 2007
that would be subject to the DDS after its implementation — first with all paintings in the UK that
would not be subject to the DDS and next with works that would have been subject to the DDS
if sold in the UK, but were sold in other countries.® We have chosen to go back to July of 1996
as there were few expectations before this point that droit de suite would be implemented in the
UK. Indeed the EU directive, adopted in 2001, was not discussed in European Parliament until
1996 (McAndrew and Dallas-Conte (2002)), and the Arts Council of England did not
commission McAndrew Dalls-Conte study until early 2000. It is very unlikely that buyers and
sellers in the UK would have incorporated expectations about the implementation of droit de
suite by 1996, before this was even discussed in the European parliament, much less proposed or

adoped by the UK. °

% A different approach would compare price growth in the period when the DDS was under consideration in the UK
with a previous period, such as 1986-1996, before implementation of the DDS was given serious consideration in
the UK. However, the volatility of the art market was very high during this period due to the run-up in prices in
1989 (see Ashenfelter and Graddy (2003) or Mei and Moses (2002)) and the volatility of Contemporary Art, even
relative to Impressionist and Modern Art, was especially high during the end of the 1990s. Furthermore, due to taste
changes for art over time, cross-country and cross-market comparisons are more likely to be valid than comparisons
over 10 year time periods.
® We would have liked to have data beyond July Ist 2007. However, data from the 2009 Art Sales Index CD that
will incorporate art sales through July 1st 2008 will not be available until August of 2009. Ongoing empirical
analysis of the effect of droit de suite is crucial.
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Note that this difference-in-difference approach as applied to art can be considered
controversial. Unlike real estate, art can move around. Specifically, the price of art in one of
our “control groups” — paintings that would be subject to the DDS if sold in the UK but are not
subject to the DDS if sold in another country — could still be affected by the DDS if the
prospective owner plans to subsequently sell the work in the UK. Furthermore, paintings that are
currently subject to the DDS in the UK could be moved to a country that is not subject to the
DDS for resale. However, this criticism need not negate our analysis for three reasons. First, art
that is sold within the UK and is not subject to the DDS because the artist is dead (or even more
assuredly dead for 70 years), can never become subject to the DDS. Secondly, the costs to
selling paintings in another venue can be significant. This may be worthwhile for very expensive
paintings, but not for less expensive paintings. Finally, we can examine the changes in number

of paintings sold in each market and each country to guage that movement of paintings.

For each country and art market segment -- the art market segments being art that would
be subject to the DDS in the UK after the law change and art that would not be subject to the
DDS-- we construct an index of prices. Using these indices, we then compare returns over time.
We also do simple comparisons of quantities of artworks sold in each country and each market
segment to look for evidence of possible changes in venue driven by the change in the UK law
regarding the DDS. Hereafter, “subject to the DDS” denotes works of art that would be subject
to the DDS in the UK after its implementation. These are works of art by living artists who are

EEA nationals or permanent residents of the EEA.
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We gather data on prices and quantities sold at auction from Hislop’s art sales index for
five yearly periods of sales of art: August 1, 1996 — July 31st, 1997; August 1st, 2000 through
July 31st, 2001; March 1st, 2003 — February 29th, 2004; August 1st, 2004 — July 31st, 2005; and
August 1st, 2006 through July 31st, 2007. °** 2 For these periods, we downloaded and analyzed
all sales of paintings at prices over 1000 euros, as paintings must be above 1000 euros to be

eligible for the DDS.

Although the schedule of the percentage amount payable varies by the painting’s price,
we do not distinguish paintings by price group, as the price group in which a painting falls at the
time of sale would depend upon the growth rate for the individual painting. Instead, we look for

an overall effect on prices.
4. Analysis of Art Sold at Auction
4.1 Summary Statistics

Table 1 presents summary statistics on average auction prices and number of
observations for France, Germany, Switzerland, the UK, the US and for all other countries
(Other Countries) excluding France, Germany, Switzerland, the UK and the US during the
overall time period. All observations are broken down into art that would be subject to the DDS

in the UK after the law change (“subject to the DDS”), and other observations, meaning art that

' The art market in the UK can be divided into two segments, art sold by public auction and art sold by dealers.
Public art auctions are controlled by a small number of auction houses, and the public nature of the transactions
make it easy to analyze this segment in some detail. Sales by dealers are not publicly verifiable.

' Hislop’s Art Sales Index is a widely used and respected source of data on fine art sales. Specifically, it covers
sales of paintings, prints, works on paper, sculptures, miniatures, and photographs by all of the major auction houses
worldwide.

12 The dates for periods three, four and five were used as part of a study for the UK patent office on the
implementation of the DDS in the UK. Please see Graddy and Szymanski (2005) and Graddy, Horowitz and
Szymanski (2008). Periods 1 and 2 were chosen in order to present two periods before the 2001 EU directive on the
DDS.
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would not be subject to the DDS in the UK. These are artworks either by non-EU artists or by

deceased artists. The DDS was collected in France and Germany over the entire period, but the

DDS is not collected in Switzerland and the US. The US and UK were by far the largest

individual art markets over the period. More expensive art was generally sold in the United

States, with the UK coming second. As would be expected, the number of artists that would be

subject to the DDS under UK rules is lower in the US, as the artists must be living EEA artists."?
Table 1

Summary Statistics
Art Sold at Auction

France Germany Switzerland UK us Other
Countries
All observations
Average Price £8,696 £7,057 £10,050 £25,373 £41,449 £7,981
Standard Deviation £43,372 £32,291 £55,430 £207,433 £399,746 £32,786
No. of Obs. 74880 43438 16023 134648 119874 189728
Subject to the DDS
Average Price £6,027 £5,735 £3,972 £22,566 £38,096 £4,571
Standard Deviation £20,670 £20,115 £8,678 £152,713 £160,286 £12,350
No. of Obs. 7671 3734 410 11758 4240 26031
Not subject to the DDS
Average Price £9,001 £7,181 £10,209 £25,642 £41,572 £8,523
Standard Deviation £45,235 £33,204 £56,126 £211,928 £405,850 £34,921
No. of Obs. 67209 39704 15613 122890 115634 163697

4.2 Hedonic Price Indices

We begin by constructing a hedonic price index for each country (France, Germany,

Switzerland, the UK and the US) and each market segment. We perform country-specific

'* Original sales of art by the artist are not subject to the DDS. Only after the first transfer of ownership does the
DDS come into force. It is very, very rare that the first sale of a work of art takes place at auction (an unusual
exception was the Damien Hirst single-sale auction that took place in the autumn of 2008). We do not control for
original sales by the artist, but due to the rarity of this event, this omission should not at all affect our results.
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regressions where we regress In pj;, the natural log of the price for painting i at time t, on painting
characteristics X;, time dummies, 8; and an indicator variable, I, equal to 1 if the artist would be
subject to the DDS in the UK after its implementation and zero otherwise.  This indicator
variable isa DDS dummy variable that identifies paintings that would be subject to the DDS in
the UK after its implementation, whether or not the DDS was currently in effect in the country or

at the specific time of sale.

Specifically, for each country, our equation is as follows:

(1) In pi=0ry+ o™l + XiP + eit

The term &¢*1 tracks the performance of art that would be subject to the DDS in the UK after its
implementation relative to the art market as a whole in a particular country. The parameters to be

estimated are y, a, and g and e is an error term.

The painting characteristics, X; are In height and In width of the artwork and five dummy
variables for the medium used in the artwork. We estimate an artist fixed-effects regression.
We also run one pooled regression for all other countries (Other Countries) excluding France,
Germany, Switzerland, the UK and the US. We use dummy variables for the different countries
(country fixed effects) but restrict the effects on painting characteristics to be identical across

countries.

4.2.1 Hedonic Regression Results

Our regression results for equation 1 are presented in Table 2 below. On average, we are
able to account for about 30% of the variation in price. The coefficients on periods 2 through 5

show the growth in price in the entire art market for all paintings (total market) and the
15



coefficients on period 1 DDS through period 5 DDS show the marginal growth in In price for the
market for paintings that would be subject to the DDS in the UK after its implementation over
the total market growth. The coefficients on total market growth are highly significant for all
countries except Switzerland, whereas the marginal growth of the market segment that would be
subject to the DDS in the UK is significant for only some of the periods in France, Germany and

Switzerland, but for all periods in the US, UK, and Other Countries.
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period 2
period 3
period 4
period 5
period 1 DDS
period 2 DDS
period 3 DDS
period 4 DDS
period 5 DDS
In height

In width
Constant
Obs.
R-squared
medium

dummies
country dummies

Standard errors in parentheses. Regressions are demeaned by artist.

France

0.164*
(0.011)
0.303*
(0.011)
0.299%
(0.011)
0.475%
(0.011)
0.076*
(0.034)
0.015
(0.039)
-0.013
(0.042)
0.151*
(0.041)
0.163*
(0.041)
0.245%
(0.006)
0.409%
(0.007)
0.000
(0.003)
73798
0.28
5*

Germany

-0.038*
(0.012)
0.0764*
(0.013)
0.115*
(0.012)
0.223*
(0.013)
0.093
(0.054)
0.074
(0.058)
0.100
(0.061)
0.083
(0.060)
0.212*
(0.062)
0.348*
(0.011)
0.296*
(0.011)
0.001
(0.003)
43089
0.27
5*

*indicates significance at the .05 level

Table 2
Regression Results: Dependent variable: In Price

Switzerland

17

0.0239
(0.021)
0.0149
(0.022)
0.0354
(0.021)
0.188*
(0.023)
-0.071
(0.150)
-0.002
(0.170)
-0.105
(0.200)
0.122
(0.190)
0.060
(0.250)
0.386*
(0.021)
0.420*
(0.020)
0.008
(0.005)
15498
0.3
5*

UK

0.272*
(0.009)
0.314*
(0.009)
0.331*
(0.009)
0.548*
(0.008)
-0.401*
(0.039)
-0.376*
(0.042)
-0.377*
(0.043)
-0.235*
(0.043)
-0.179*
(0.043)
0.391*
(0.008)
0.407*
(0.008)
0.000
(0.002)
133397
0.27
5*

us

0.388*
(0.010)
0.263*
(0.010)
0.303*
(0.009)
0.502*
(0.009)
-0.215*
(0.063)
-0.243*
(0.072)
-0.196*
(0.072)
-0.255*
(0.073)
-0.217*
(0.073)
0.427*
(0.008)
0.425%
(0.008)
0.002
(0.003)
118118
0.33
5*

Other
Countries
0.098*
(0.006)
0.229*
(0.006)
0.274*
(0.006)
0.445*
(0.006)
-0.195*
(0.020)
-0.177*
(0.021)
-0.083*
(0.021)
-0.049*
(0.021)
-0.021
(0.022)
0.420*
(0.005)
0.411*
(0.005)
-0.003
(0.021)
188218
0.306
5*

35*



We are interested in price growth, which is a function of the differences in coefficients.
However, we do not know the path of expectations regarding the DDS. For example, if
expectations of the DDS were fully incorporated during the early periods, we would expect
different results in price growth during the early periods than if expectations of the DDS were
only incorporated in the later periods. For this reason, we focus on price growth over the entire

period.

Table 3 calculates the price growth for the treatment group —art subject to the DDS in the
UK --the price growth for the control groups, and F-statistics, for art over the entire period. * We
believe that in 1996-1997 there were no (or very few) expectations that the UK would implement
the DDS, but by 2007, it had already been implemented. As is evident in the first panel of
Table 3, the data show no evidence of a decrease in growth for paintings subject to the DDS. In
fact, the price growth for art subject to the DDS in the UK — the treatment group -- is higher than
for any another other country and higher than the average total market growth. Furthermore, as
the second panel shows, prices for art that is subject to the DDS have increased relatively more
in the UK than in any other country, and this increase was greatest when compared with the
marginal growth for similar art (that is, art that would be subject to the DDS in the UK) in the

US and France. This increase is significant for the US and for France.

If everything else were equal other than the introduction of the DDS, what would we

have expected? If we go back to our discussion above, theory predicts that returns to art in our

" The price growth per year for the market segment that is subject to the DDS is calculated as
exp(coef[period 5 DDS]-coef[period 1 DDS] + coef[period 5])1/10 - 1. The price growth per year for the
total market is calculated as exp(coef[period5]) 1/10 - 1.

18



treatment group should be less than in any of our control groups, assuming there was no or little
expectation of the implementation of the DDS in 1996-1997. . Theoretically, ceteris paribus,
given the average price of a painting was just under €50,000 in 2007, the average tax payable
would be about 4% or €2000. If paintings were resold every twenty years and expected to be
resold twice in an artist’s lifetime, we would expect returns per year in the UK to be on average
about 0.8% less per year — not 2.3% more per year as our results indicate when compared with
the US. ** So far, we find no empirical evidence that the DDS has had the predicted negative

impact on price.

' Depending on how the dataset is constructed, time between sales can range from 3 years to 28 years (see Beggs
and Graddy (forthcoming). The 20 year period was chosen arbitrarily, but it does give some feel for the magnitude
of the impact on returns that should be felt with the introduction of the DDS.
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Table 3
Average Price Growth per Year:

UK UsS
Subject to the DDS 0.080* |Subject to the DDS 0.051*
Not subject to the DDS 0.056* |Not subject to the DDS 0.051*
France Switzerland
Subject to the DDS 0.058*  |Subject to the DDS 0.032
Not subject to the DDS 0.049* |Not subject to the DDS 0.019*
Germany All
Subject to the DDS 0.035*  |Subject to the DDS 0.064*
Not subject to the DDS 0.023* |Not subject to the DDS 0.046*

(Difference in Difference in Average Price Growth per Year)

[UKsubject to the DDS~U Knot subject to the ops-(Country; subject to the bs~ COUNTIY; ot subject to the oos)]

us France Switzerland Germany All

0.023* 0.014* 0.009 0.010 0.005

*indicates that the P-values of the underlying coefficients (or the F-statistics for the
differences in the underlying coefficients) are significantly different from zero
at the .05 level.

4.2.2 Robustness Checks

4.2.2.1 Excluding UK Artists

Could a preference for paintings by living UK artists be driving these results? For
example, if an increase in the taste for paintings by living UK artists had occurred over the

period, and since more living UK artists were being sold in the UK, then the price growth for art
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that is subject to the DDS would consequently increase faster in the UK than in other countries.
As a robustness check, we reran our regressions by excluding all British artists from all

countries. A summary of our results from these regressions is presented in Table 4.

Table 4
Average Price Growth per year Excluding British Artists

UK us
Subject to the DDS 0.096* |Subject to the DDS 0.049*
Not subject to the DDS 0.080* |Not subject to the DDS 0.053*
France Switzerland
Subject to the DDS 0.058* |Subject to the DDS 0.032*

Not subject to the DDS 0.049* |Not subject to the DDS 0.019*

Germany All
Subject to the DDS 0.033*  |Subject to the DDS 0.063*

Not subject to the DDS 0.023* |Not subject to the DDS 0.045*

Difference in Difference in Average Price Growth per year excluding living UK Artists

[U Ksubject to the DDS'U Knot subject to the DDS'(Cou rTtryi subject to the DDS™ Cou ntryi not subject to the DDS)]

us France Switzerland Germany All

0.018* 0.006 0.002 0.004 -0.002

*indicates that the P-values of the underlying coefficients (or the F-statistics for the
differences in the underlying coefficients) are significantly different from zero
at the .05 level.
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As seen in the first panel of Table 4, the price growth for the market subject to the DDS
in the UK — the treatment group -- is again higher than for any other country and higher than the
average total market growth. Furthermore, as the second panel shows, the difference-in-
difference results remain significant for the U.S. Hence, it does not appear that an increase in the

preference for living UK artists is driving the results.

4.2.2.2 Including Artists’ Heirs

In our initial regression results in Tables 2 and 3, we compared art that would have been
eligible for the DDS in the UK as of February 2006 with all other art. However, as the UK
government is considering extending the implementation of DDS to the heirs of artists from the
European Economic Area for 70 years after the artist’s death, we ran further regressions that
included both living EEA artists and their heirs for 70 years in the group eligible for the DDS.

Table 5 below presents a summary of these results from our regressions.

As shown in Table 5 below, the difference-in-difference results are no longer
significantly positive. However, we also do not find significantly negative results. Overall,
when paintings by EEA artists who have been dead for less than 70 years are included in the
group eligible for the DDS, we find no effect from the DDS. It is somewhat difficult to interpret
these results as it is unknown whether or not the DDS will be implemented for this group and

hence the degree to which this probability is reflected in expectations is uncertain.
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Table 5

Average Price Growth per Year
(Living EEA artists and their heirs for 70 years are subject to the DDS)

UK UsS
Subject to the DDS 0.056* |Subject to the DDS 0.039*
Not subject to the DDS 0.064* |Not subject to the DDS 0.056*
France Switzerland
Subject to the DDS 0.048* |Subject to the DDS 0.004
Not subject to the DDS 0.051* |Not subject to the DDS 0.023*
Germany All
Subject to the DDS 0.019* |Subject to the DDS 0.044%*
Not subject to the DDS 0.030* |Not subject to the DDS 0.056*

(Difference in Difference in Average Price Growth per Year)

[U Ksubject to the DDS'U Knot subject to the DDS'(Countryi subject to the DDS”™ Countryi not subject to the DDS)]

us

France

Switzerland

Germany

All

0.009

-0.005

0.011

0.003

0.004

*indicates that the P-values of the underlying coefficients (or the F-statistics for the
differences in the underlying coefficients) are significantly different from zero

4.3 Repeat Sales Price Indices

We were able to construct a repeat sales dataset by sorting paintings by title, size,
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medium, and artist. As there are many different paintings with identical titles, we dropped

paintings with very common titles to avoid mistaking different paintings for identical paintings.




We were able to find 31, 70, and 50 repeat sales of art subject to the DDS for France, the UK,
and the US, respectively; and 275, 526, and 1414 repeat sales of art not subject to the DDS for

France, the UK, and the US, respectively.

Our repeat sales model is based on the regression,

@) =415 ¢+,

ib

[t is the average return in period t of paintings in our dataset, the J; are dummy variables
for each of the periods in the dataset, and &, is an error term. The observed data consist of
purchase and sales of auction price pairs, Pj, and Pjs of the individual paintings that comprise the
index, as well as the dates of purchase and sale, which are designated b; and s;. We use the Case
and Shiller correction in order to control for known heteroskedasticity.'® We estimate each
country and each market segment separately. In Table 6 below, we report our repeat sales

regressions.

'® This methodology was developed by Bailey, et al. (1963) and used by Case and Shiller (1987) and Hosios and
Pesando (1991) for the real estate market, and subsequently used by Goetzmann (1993), Pesando (1993), Mei and
Moses (2002), and Beggs and Graddy (2008) for the art market.
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Table 6
Regression Results for Repeat Sales
Dependent variable: In pyge -INPpyrehase

France Germany UK us
Subject to the DDS
period 1 -period 2 0.387 0.802 0.401 0.270*
(0.220) (0.577) (0.260) (0.150)
period 2 - period 3 0.428* 0.00664 0.294* -0.119
(0.207) (0.275) (0.130) (0.110)
period 3 - period 4 0.209 0.619 0.172 0.071
(0.188) (0.276) (0.105) (0.094)
period 4- period 5 0.007 0.315* 0.416* 0.282*
(0.170) (0.167) (0.094) (0.098)
Period 1-period 5 1.031* 1.743* 1.283* 0.504*
F-statistic 5.36 4.31 15.21 4.07
Observations 31 13 70 50
Not subject to the DDS
period 1 -period 2 0.201* 0.092 0.196* 0.365*
(0.072) (0.078) (0.069) (0.041)
period 2 - period 3 0.007 -0.010 0.038 -0.040
(0.058) (0.066) (0.058) (0.033)
period 3 - period 4 0.047 0.194* 0.064 0.054*
(0.056) (0.059) (0.050) (0.026)
period 4- period 5 0.270%* 0.005 0.217* 0.150%*
(0.060) (0.067) (0.050) (0.025)
period 1- period 5 0.525* 0.280* 0.515* 0.530*
F-statistic 11.37 6.01 13.01 41.96
Observations 275 261 526 1414

*indicates significance at the .05 level.

Table 6 shows price growth through the overall period is significantly different from zero
for all countries and all markets, though single-period growth is not always statistically
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significant. Table 7 shows per year average price growth calculated from the regression results

in Table 6."
Table 7
Average Return per year
Repeat Sales Regressions
UK us France
Subject to the DDS 0.137* [Subject to the DDS 0.052* [Subject to the DDS 0.109*

Not Subject to the DDS 0.053* [Not Subject to the DDS 0.054* [Not Subject to the DDS 0.054*

Difference in Difference in Average Return per year

[U Ksubject to the DDS'U Kno'c subject to the DDS'(COu ntryi subject to the DDS” Countryi not subject to the DDS)]

us France
0.083* 0.026

*indicates that the P-values of the underlying coefficients (or the F-statistics for the
differences in the underlying coefficients) are significantly different from zero
at the .05 level.

While the average overall growth rates are similar to the hedonic results, the repeat sales
results indicate a higher average growth rate in the UK market for art subject to the DDS (13.7%
vs 9.6%) and a lower average growth rate in the UK market for art not subject to the DDS (5.3%

vs 8%). This results in higher difference-in-difference calculations for the UK- US comparison.

'" The average return per year is calculated as exp(p)"'’, where p is the sum of the coefficients on each period. This
is a lower bound to the average per period growth rate, as the average return per year is calculated as
exp(u+0°/2)"'°, where o is the variance in the error term of the repeat sales regressions (2) above. Goetzman
(1993) and Mei and Moses (2002) use the coefficient on the second stage Case and Shiller regressions as an estimate
of 6°, but this requires an i.i.d assumption on the errors of the repeat sales regressions. We prefer to note the growth
rate as a lower bound.

26



The UK-US differences remain statistically significant, but, while still positive, the UK-France

differences are no longer statistically significant.

The number of repeat sales of paintings subject to the DDS is notably small and the small
sample may account for the larges UK-US differences, but these results support our previous

results using the hedonic analysis.

4.4 Comparison of Quantities Sold at Auction

Table 8 lists the number of paintings sold each year at auction in each of the countries
studied above for both the segment of the market subject to the DDS in the UK and the segment
of the market not subject to the DDS in the UK. From the UK column in the upper panel of
Table 8, it is clear that the growth in the number of artworks sold at auction that are subject to
the DDS moved steadily upward compared with other countries and with artworks not subject to

the DDS in the UK.
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Table 8
Quantity Sold at Auction
(Number of Observations)

France Germany Switzerland UK us All Other

Subject to the DDS

Period 1 1164 633 100 1500 578 3105
Period 2 1476 694 102 1750 670 4345
Period 3 1084 624 57 2019 706 5543
Period 4 1605 868 101 2801 981 6467
Period 5 2342 915 50 3688 1305 6571

Not Subject to the DDS

Period 1 9012 7391 3018 24687 19009 26310
Period 2 14693 8049 3434 24054 18809 30257
Period 3 12476 7152 2737 21224 20988 32795
Period 4 14994 9591 3677 23911 26961 39521
Period 5 16034 7521 2747 29014 29867 34814

In Table 9 we present the percentage growth numbers over the entire period for each
country and market segment. As is shown, the percentage growth in the number of artworks sold
in the UK subject to the DDS is greater than for any other market presented. Furthermore, we
difference the UK difference in the quantity of artwork sold in the two segments of the art
market is with each other country’s difference in the quantity of artwork sold in the two
segments. The results indicate that the UK’s relative growth in the DDS segment is greater than

each other country’s relative growth in the DDS segment.
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Table 9

Percentage Quantity Growth over Period
(Difference in Quantity Sold at Auction)

UK us
Subject to the DDS 145.87% |[Subject to the DDS 125.78%
Not subject to the DDS 17.53% [Not subject to the DDS 57.12%
France Switzerland
Subject to the DDS 101.20% [Subject to the DDS -50.00%
Not subject to the DDS 77.92% |Not subject to the DDS -8.98%
Germany All
Subject to the DDS 44.55% [Subject to the DDS 111.63%
Not subject to the DDS 1.76%  |Not subject to the DDS 32.32%

Difference in Difference in Percentage Quantity Growth over Period

[U Ksubject to the DDS'U Knot subject to the DDS'(COu ntryi subject to the DDS™ Cou ntryi not subject to the DDS)]

us

France

Switzerland

Germany

All

0.597

1.051

1.694

0.855

0.490
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In contrast to the theoretical predictions, the results do not provide support for a movement of
art auction sales from the UK to non-DDS countries over the period from 1996 to 2007 despite
the price decrease in art subject to the DDS in the UK that theory prices once implementation of
the DDS is anticipated. There is no evidence that owners of art subject to the DDS have changed

venues of sale.

However, the raw data do indicate an increase in percentage growth in the segment of art
that would be subject to the DDS in France relative to the UK between the years 2004-2005 and
2006-2007. This could reflect French paintings staying in France rather than moving to the UK
to be sold, given that both countries now have artists resale rights, though even between these

two periods, the DDS market segment in the UK has grown compared to other DDS countries.

Discussion and Conclusion

The worst predictions regarding the effect on the UK art market from the implementation
of the DDS have not been realized. We have not seen a reduction in price growth for art subject
to the DDS in the UK relative to other countries or other markets and we have not found
evidence of a movement of paintings from the UK to other venues where the DDS would not be
applied. Furthermore, we have found that over the period 1996 to 2007, the total price growth
in the UK market segment subject to the DDS has increased significantly relative to other
countries and relative to the segment of the market that is not subject to the DDS, despite

introduction of the DDS in the UK.

Our failure to find any evidence confirming the theoretical predictions regarding artists’

resale rights could be due to identification issues. It is still possible that the art market for living
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artists in the UK was simply “hot” relative to other markets and relative to the overall market
during this same period. In this case and without the introduction of the DDS, we might have
seen even more paintings sold in the UK and even greater price growth for the market segment
subject to the DDS in the UK. That our results still hold up when British artists are removed

from the sample points somewhat away from this theory, but not completely.

Alternatively, our results may indicate that artists’ resale rights may not have had an
effect on price or quantity.  Buyers may not calculate the effect that future sales in a venue that
supports the DDS may have on their current value. Given the difficulty of pricing art in the first
place and the relatively large commission rates, this would not be surprising. An unexpected
implementation of the DDS would result in a much smaller theoretical price difference relative to

no implementation than commission rates charged by auction house.

An alternative theory is that buyers and sellers may be treating the payments that go to
living artists as a donation to the arts. Buyers and sellers of art are often individuals who
monetarily support the arts through monetary gifts. Buyers may even believe that the DDS is
“fair” and are thus not lowering the price at which they are originally willing to purchase their
paintings. Likewise, sellers may not be switching venues because of this fairness issue. This

reasoning is consistent with the reason for the original introduction of the DDS in France.

The UK is currently considering extending the Artist’s Resale Right to heirs for 70 years
after the artist’s death. In this case, the DDS will cover a much larger portion of the market. In
2007, approximately 11% of sales over €1000 in the market were subject to the DDS. If these
rights had been extended to artists’ heirs for 70 years, approximately 34% of the market would

have been subject to the DDS. Furthermore, if paintings are resold on average every 20 years,
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there will be approximately 6 sales where the DDS is applicable rather than approximately 2
sales as is the case if the DDS is applicable only during an artist’s lifetime. These expectations
of future DDS payments would theoretically decrease some prices by as much as 24%, instead of
the current 8%, relative to no DDS (equivalent to a 16% decrease relative to the current DDS
regime). In our simulated example in Figure 1, the first price will decrease to €11,631 with the
extension of the DDS to artists’ heirs, in comparison to €13,694 if the DDS is only applicable to
living artists (and in comparison to a price of €14,859 without the DDS). It will become harder
for buyers to ignore the impact and the DDS may increasingly be factored into their valuations.
It is also possible that art buyers find it less fair if a portion of the proceeds from their ownership
accrues to the heirs of the original artists rather than the original artists themselves. Thus, these
current findings are not necessarily a good indication of the effects on the art market from a
further extension of coverage, and the UK authorities should proceed with caution when further

extending the rights.
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