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policy.* In addition, price discrimination, often supported by economists {e.g., Frey
{1994)], can be undertaken in times of high demand and/or with respect to the type of
visitor. For example, many museums, even those who do not charge for their permanent
collection, have higher entrance fees for special exhibitions. Additionally, the museum
could charge more at weekends and less during summer holidays. Tourists could be
charged more than local residents. Visitors who want to spend little time in a particular
musewn could be charged less. In periods of high demand when the art museum is
stretched 1o capacity, a high and a low entrance fee could be set; the higher-priced
entrance will have a shorter queue and will be used by visitors with high opportunity
costs, often persons with above-average income, whereas the lower-priced entrance will
be used by visitors not wanting to spend too much money, and having plenty of time
at their disposal.35 Such price differentiation is advantageous for both categories of
visitors (the one gets in more quickly, while the other pays less) as well as for the
museum, which can raise its revenue.

The question of how pricing influences the finances of museums depends not only on
the price elasticity of demand. Charging can also infleence the flow of public subsidies
and donations. Moreover, pricing decisions also impact on the amount of income gener-
ated with ancillary goods, like revenue from the shop and restaurant. In some cases, the
government enforces targets which the muserm managers have to comply with, such
as a given number of visitors or a given amount of revenue. Darnell (1998) anatysed
the effect of such targets on admission fees for the museum. In the case of inelastic
demand curves, the museum may face the problem that there is no fee attracting enough
visitors and bringing in enough revenue at the same time. The demand curve may be
shifted (e.g., by advertising more or improving the quality of the visitors” experience)
to make the two targets mutually compatible. However, this model does not incorporate
the possibility of raising revenue from sponsors, donations or ancillary goods.

The complementarities between admission fees and sales in museum stores and cafe-
terias affect optimal pricing strategy.®® The empirical result in Steiner (1997) did not
suggest that an additional free day maximises revenue, since decreased admission rev-
enue was not compensated for by larger sales in shops and restaurants.

4.3.3. Commercial activities

In addition to the core activities of museums directly related to the works exhibited
or stored, most museums also engage in ancillary activities. The revenues from these

34 Museurn passes have become quite commen in Europe and America. A pass allows free entrance in every
museum in a given city or region. Ginsburgh and Zang (2001, 2003) focused in their analysis on how the
revenue of such a pass can be distributed to the participant museums. Based on theoretical arguments drawn
from game theory, they propesed distribution using the Shapiey value.

35 Oberholzer-Gee (2002} presented evidence in a field experiment where money was offered in order to be
able to jump the queve. While a majority would like to jump the quene, only a minority in the quene were
prepared o accept the money.

36 Far a general theoretical discussion of the interdependence between entrance fees and ancillary goods, see
Marburger (1997},
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activities can make a large contribution towards the operationat expenses.’’ Museums
operate museum shops, restaurants and cafés, sell catalogues, make money from parking
lots, organise cultural trips, etc.>® When the first musewm shop was established by the
Metropolitan Museum of Art in New York in 1908 [Weisbrod (1988, p. 109}, it was
rather the exception than the rule. Today, many American museums not only operate
their own shops, but also run off-site stores even in a totally different city, as does the
New York Metropolitan Museum of Art.

Why do museums engage in ancillary activities? Is the museum world increasingly
commercialised? Directors of museums do not necessarily want to produce ancillary
goods as such; often they only serve to generate revepue for the core activity. But in-
stitutional factors may force museum directors to engage in such activities.?? Weisbrod
(1998, p. 58) cites the example of the British Musenm where, in 1996, the government
announced it would reduce its subsidies; the museum then started to discuss new pos-
sibilities of raising revennes.*® However, the empirical evidence on commercialisation
is ambignous. Heilbrun and Gray {2001, p. 210) state that “Earned income accounted
for only 16.1 percent of the total in 1993 but rose to 25.9 percent in 1997 In con-
trast, Anheier and Toepler (1998, p. 240) concluded from their more in-depth study:
“Qur data suggest that art museums have not become significantly more commercial in
recent years.” Segal and Weisbrod (1998} found for the arts industry that a decrease in
donations (or public grants) increases ancillary activities. Much more research is needed
to gain more precise knowledge.

Does the commercialisation of museums lead to a new type of museum manager?
Anecdotal evidence suggests that at least in Europe arts organisations increasingly de-
mand that their managers have some business experience.*! This trend is especially
marked in the so-called superstar museums to be discussed in the next section.

5. Current trends in the musenm world

Two developments relating to museums are worth special attention: superstar museums
and special exhibitions.*?

37 See, for instance, Heilbrun and Gray (2061, p. 211) and Anheier and Toepler (1598).

38 Many books offer advice on how to maximise profit from specific services such as the management of
museum stores; see, for exampie, Theobald {2000).

3% See the data in Frey and Pommerchne (1989).

40 1n the case of the British Museum, and general problems of extended management discourse within muse-
wms, see Zan (2000).

4 See also Anon. (2061).
42 This section follows Frey’s ideas closely [Frey (1998); Frey and Busenhart (1996)].
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5.2.3. The future of special exhibitions

As special exhibitions become the rule rather than the exception, there is pressure to
ha\.re them carry their full costs, and to subject them to the same government and trade
union regulations as other museum activities. Even if the rapid rise in special exhibitions
cannot be expected to persist, they will continue to have a strong and lasting impact on
the art world. On the demand side, they have opened up art to an increasing number of
people. This “popularisation” may not be in the interests of some art suppliers and art
lovers, but from the point of view of caring for individual preferences, it is a consid-
erable achievement. On the supply side, the increased competition between producers
of art has transformed career patterns at museurns and has led to a new relationship
between potential and actual art consumers. By subjecting art producers at least partly
to the market, it has also favoured more efficient forms of organisation and production
in the world of art. These trends are likely to continue.

6. Conclusion

This chapter has treated various aspects of the production of museur services. From an
economic point of view; two different approaches have been distinguished: first, we have
shown that museums may be looked at as an economic unit where inputs and outputs
can be analysed; second, we have demonstrated how the economic way of thinking can
be applied to museums and individuals (directors, curators, politicians, visitors, donors,
etc.) connected with them. The chapter has discussed the demand and supply side of
museums, the behaviour of museums, and the phenomena of superstar museums and
special exhibitions as two recent trends in the museum world. We have emphasised that
the behaviour of museum management is guided by the institutional setting. According
to this theory, the main source of funds has a major impact on the behaviour of the
museum. The management’s decisions to raise income through ancillary services, or to
manage their collection on the market, or to set entrance fees depend to a large extent on
the ownership of the museum. In looking at museum behaviour, we make a distinction
between private and public musenms and museums dependent on denations.

./% worthwhile goal for future research is to understand more fully how the changing
environments in which museums are acting influence the behaviour of the museums.
How will museums adapt to the new situation? The rise of superstar museums and the
reliance on special exhibitions are two such notable developments. But the future may
well bring new environments. Muserms will no doubt rise to the occasion.
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