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Abstract

In this paper, we explore labeling strategies in markets trading credence goods and characterized by
asymmetric information. Using the art market as a specific case study, we focus on labeling and price
setting strategies behind autograph (A) and non-autograph artworks (NA). Non-autograph artworks
(i.e., whose authorship is unknown) represent a significant proportion of credence goods put up for sale
at auction. In this paper, we build a theoretical model to better understand the labeling and pricing
strategies set by the sellers and to provide elements of a response to the following question: What are
the auction houses’ incentives/constraints to opt for one label over another (A/NA)? Our theoretical
model takes into account a set of exogenous and endogenous forces suspected to explain the correlation
between the choice of a particular labeling strategy and the final price (e.g., quality, research costs, etc.).
Assuming that the price of A works is higher than that of NA works, the main outcome of our model
suggests that using the most honest label and information regarding a work’s actual nature might be
the more profitable strategy for the seller, but only in certain conditions. The necessary condition for
mislabeling an artwork are the high costs required to verify its quality, and the uncertainty on this quality
that exists when the verification is not done introduce an endogenous price cap for autograph artworks.
This questions the importance of reputation in this type of markets. This paper has direct implications
for art market players for it relates to optimal naming treatment strategy.

JEL classification: Z11, L11, L15, D04
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1 Introduction

Information asymmetry is a typical market failure especially faced by markets dealing with experience and
credence goods (Akerlof 1970, Ekelund et al. 1995, Ekelund & Thornton 2019, Ekelund et al. 2020). While
the quality of the first category of goods can reasonably be evaluated post-purchase and at lower costs, the
latter offers credence qualities that can hardly be assessed without incurring significant search costs (Darby

& Karni 1973). The difficulty in assessing the properties of a good upstream consumption, together with
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adverse selection, leads to situations of growing uncertainty that are detrimental to all parties involved in
a transaction. The art market is a compelling example of a market characterized by behavioral anomalies
and asymmetric information between buyers and sellers. Artworks, whose characteristics are reminiscent
of information, experience, and (meta)-credence goods, are among the most affected by quality uncertainty
(e.g. Dempster 2014, Ekelund et al. 2020).

Following Akerlof’s pioneering work on information failure and market inefficiency, economists have in-
troduced the advertising and signaling theories to mitigate the undesirable effects of asymmetric information
and risk aversion (Stigler 1961, Nelson 1970, 1974, Spence 1973, 1974). When prospective buyers have a
reason to challenge quality claims, sellers can rely on a set of signals that contribute to mitigating qual-
ity uncertainty (Kirmani & Rao 2000). In particularly subjected to information asymmetry markets, such
as financial markets (e.g., bonds, sovereign debts), online sales, or the art market, these signals can take
various forms. They include, for example, strong reputation associated with brand names, knowledgeable
intermediaries with high levels of expertise, quality products, warranty, or consumers’ rating based on prior
consumption. All offer competitive advantages by increasing customer’s trust (e.g. Flandreau & Flores 2009,
Macey 2010, Ranchordds 2019). Among these, reputational mechanisms have been of particular scholarly
attention (e.g. Bakos & Dellarocas n.d., Bonroy et al. 2013). Kreps & Wilson (1982) and Milgrom & Roberts
(1986) have notably investigated original treatments of reputation formation in games of incomplete infor-
mation. By building their reputation and developing self-regulatory mechanisms, leading economic agents
and intermediaries send strong information signals to potential buyers about the reliability and credibility
of their business. Brand building is another efficient strategy, closely related to reputational mechanisms,
that mitigates uncertainty around unobservable quality (e.g. Aaker 1992, 1996, 1997, Kapferer 1997, Keller
1998). Before any purchase, potential buyers may consider the information conveyed by the brand based
on their knowledge of it (e.g. Kreps & Wilson 1982, Weigelt & Camerer 1988, Herbig & Milewicz 1995).
Other research has acknowledged the valuable role of experts as middlemen in the markets with unequally
distributed information, where their expertise contributes to increasing buyers’ confidence (e.g. Ginsburgh
& van Ours 2003, Goldin & Rouse 2000).

The economic features of this market compel its stakeholders to invest in reputation building and to
operate in good faith to reduce uncertainty and increase buyer’s willingness to pay (e.g. Coffman 1991, Frey
& Eichenberger 1995, Goetzmann 1995, Worthington & Higgs 2004). In this paper, we specifically focus
on a particular signal known as labeling. When dealing with credence goods, labeling is a strategy that
communicates to the buyer about a good’s level of quality (Roe & Sheldon 2007). If verifying and assessing
quality is a costly task, the practice of labeling — as an indicator of quality — can make it possible for
credence good to becoming an experience good, allowing the buyer to reasonably assess its properties after
consumption (Ekelund & Thornton 2019). Therefore, products bearing a quality label should offer higher
quality standards, resulting in a higher price than similar but lower-quality products (Monroe 1973, Wolinsky
1983). Prior research has indeed shown that labels must reflect the good’s superior nature to be credible
and trustworthy. In the long run, discrepancies between the quality label and the actual properties of the
good may have negative externalities, such as reputation damage or buyer’s reluctance towards repeating
purchases (Kirmani & Rao 2000). Supplying credence goods and controlling for quality remain very costly
in terms of marginal production and research costs, opening the door to opportunistic behavior (Bonroy &
Constantatos 2008).



While leading companies such as Christie’s and Sotheby’s are considered gatekeepers of the auction market
due to their long-standing reputation artworks themselves are also concerned with branding strategies. The
conflation between the work’s designation and the artist’s name, itself viewed as a brand, is a common
practice (e.g. Schroeder 2005, Muiiiz et al. 2014, Angelini et al. 2019). It is indeed common to talk about a
work using the creator’s name, such as “a Warhol,” “a Picasso,” or “a Da Vinci.” Each artist’s name conveys
information about the artist’s reputation and mastership, operating as a brand that can make significant
price differences in the art market. The importance of the artist’s name brand has led Hernando & Campo
(2017) to introduce the brand value to explain the marketing and economic impact of authorship in the
art world. Yet, like any other consumer good, artworks can either be branded when the artist’s name is
known or left unbranded when authorship is uncertain or unknown (Png & Reitman 1995). In this case,
the lack of information surrounding authorship is the consequence of two possible scenarios: the definitive
loss of information or a temporary lack of knowledge that only further research could offset. Uncertainty
about authorship leads to information failure in a market that perceives the artist’s name as one of the
most valuable quality signals and price determinants. Unlike received ideas, these unbranded works, also
known as non-autograph or indeterminate works (Lupton 2005), represent a significant proportion of the
art market, especially with old masters whose works are the most persuasive examples of credence goods.
When authorial evidence is missing, the sellers can label the work as autograph or non-autograph, based on
a tradeoff between honesty and search for profit.

Building upon Ginsburgh et al. (2019) and Ekelund et al. (2020), we explore the mechanisms of branding in
the art market by focusing on labeling strategies and price-setting behind autograph (A) and non-autograph
artworks (NA). Recent examples of fakes and reattributions on the art market, including that of the Leonardo
da Vinci’s Salvator Mundi (Christie’s 2017, 450 million), whose authorship has seriously been questioned,
make this research relevant to highlight the economic impact of opting for one labeling strategy over another
in the art market. The strategic choice of labeling work as a genuine, a copy, or a fake is, therefore, a key
concern for economists for it can disturb market efficiency (Mossetto & Vecco 2004). In this paper, we propose
a theoretical model that considers artworks as credence goods and contributes to a better understanding of
how labeling and pricing strategies function in the art auction market. More specifically, we provide elements
of a response to the following question: what are the auction houses’ incentives and constraints to opt for
a label over another (i.e., autograph (A) or non-autograph (NA))? Our theoretical model considers a set
of exogenous and endogenous forces suspected to explain the correlation between the choice of a particular
labeling strategy and the final price, including authorship (as evidence of quality) and research costs. Our
analysis aims to understand better the sellers’ strategic choices in setting prices and to provide a solution
to avoid misattributions that are commonplace in certain market segments, with dramatic effects on prices.
Assuming that the price of autograph works is higher than that of non-autograph works, the main outcome
of our model suggests that, even in a situation of relative uncertainty, labeling a work according to its
suspected nature might be the most profitable strategy for a seller (either autograph or non-autograph).
The only condition for mislabeling an artwork is the high costs required to verify its quality; a work that
auction houses, as gatekeepers of the art market, are theoretically expected to engage in. When the costly
verification of the quality is not carried through, the uncertainty on quality existing in this market introduces
a price cap for autograph-labeled artworks. The price cap has a role in cases where the seller is endowed

with an actual autograph artwork and with a non-autograph one. This paper has direct implications for art



market players for it relates to optimal naming treatment strategy and pricing strategy. We also expand
and connect our theoretical model to legal considerations. More specifically, we explore the possibility
of developing a price-based regulatory tool aiming to mitigate the risk of opportunistic behaviors in the
authentication process. Several advantages and limitations of such a legal attempt to regulate attributions
practices in the art market are introduced and briefly discussed. More broadly, the paper contributes to the
literature on information and market failure, signaling theory, and uncertainty in the art market by setting
up a model that considers all these features in the same framework.

The paper is organized as follows. Section 2 provides the theoretical framework and highlights some
properties of the market segment under review. These features are considered in a model developed in
Section 3. Section 4 concludes by formulating recommendations for practitioners and discusses future research

directions.

2 Literature Review and Modelling background

The greatest uncertainty faced by art market players concerns the subjective notion of quality, the instability
of aesthetic value — artists’ market performance being likely to shift over time, — the difficulty of certifying
authorship and the corollary risk of reattributions (e.g. Moulin 2009, Beckert & Rossel 2013, Beckert 2020).
Prior research in economics and sociology has highlighted various means of mitigating quality uncertainty
and information asymmetry in the art market. The crucial role of gallerists and auction houses as certifiers
and gatekeepers is acknowledged (Velthuis 2005, Shortland & Shortland 2020), as that of cultural institutions
and other stakeholders (experts, critics, collectors, etc.) in the mechanisms of value co-creation (e.g. Moulin
1992, Preece & Kerrigan 2015, Preece et al. 2016, Beckert 2020, Angelini & Castellani 2021). The mention
of a publication in which the work is discussed, information about its exhibition history, a well-documented
provenance, or the inclusion of the artist’s name in a reference dictionary constitute another set of measurable
hedonic variables that reflect the work’s quality, with significant effects on prices (e.g. Renneboog & Spaenjers
2013). Scholars and expert’s opinions, due to their long-standing acquaintance with art, also contribute to
reassuring buyers in their purchasing decision (e.g. Spencer 2004, Moulin & Quemin 1995, Fincham 2017).
Certificates and catalogues raisonnés are other variables that influence the buyers’ willingness to pay; their
mere presence in a sales catalogue acting as a guarantee of authorship that is highly valuable from the
demand side (e.g. Euwe & Oosterlinck 2017, Ginsburgh et al. 2019, Oczkowski 2021). The positive signal
sent by the artist’s name as a brand, as well as the ability of artists to operate as brand managers, have
also been the focus of recent marketing studies (e.g. Schroeder n.d., 2005, Holt 2004, Kerrigan et al. 2011,
Hernando & Campo 2017, Angelini et al. 2019). Brand names building is now viewed as a crucial marketing
strategy for artists to make their place in the art world and to perform in the art market, each name sending
informational signals about their reputation, career, and works to potential buyers, who are therefore better
informed on the nature of the desired good and willing to pay accordingly (e.g. Hernando & Campo 2017).

Despite the importance attached to branding strategies in the art world, the process of labeling the goods
remains a topic marginally addressed in art market research. If this issue is discussed in economic studies
(Teisl & Roe 1998, Crespi & Marette 2001), papers dealing with art auction traditionally pay more attention
to issues related to bidding strategies (Ashenfelter & Graddy 2003, 2011), presale estimates and reserve prices
(Beggs & Graddy 1997, Ekelund et al. 1998, Czujack & Martins 2004, Mei & Moses 2005, McAndrew et al.



2012a, Beggs & Graddy 2008, Castellani et al. 2018), or sales modalities (De Silva et al. 2012). The issue
of labeling strategies in the art market is also very much linked to the issue of experts’ opinions. Milgrom
(1981) studied the credibility and reliability of experts’ discourse, through a persuasion game approach.
Shin (1994) looks at games where experts are themselves not entirely informed and are unable to prove how
imprecise his information is. Chakraborty & Harbaugh (2010) focus on the persuasiveness of experts’ cheap
talks, while Bonroy et al. (2013) show that risk aversion tends to reduce experts’ efforts to provide the right
treatment. While Milgrom & Weber (1982) state that honesty is the best policy, Crawford & Sobel (1982)
and Dziuda (2011) findings suggest the contrary, the authors arguing that full disclosure of information does
not automatically lead to an equilibrium and is therefore not the most advantageous policy. In economic
research dealing with the art market, two studies in particular are worth highlighting. Ginsburgh et al.
(2019) discuss the impact of authorship certification in the art market, although their empirical study
focuses more on capturing the impact of the publication of a catalogue raisonné on art prices rather than
on the strategic choice behind labeling a work as autograph or non-autograph. Ekelund et al. (2020) have
introduced the concept of meta-credence good, and, using a formal Bayesian model, they rationalize the
expert’s authentication process by stressing the importance of consensus between experts when determining
the status of credence goods. To the best of our knowledge, our model is the first to consider the labeling
strategies used by auction houses when dealing with credence goods, namely their incentives to label a work
as autograph or non-autograph depending on what nature gives them.

Before discussing the model, different scenarios auctioneers and cataloguers may face when cataloguing
the lots put up for sales must be addressed. Any artwork necessarily bears a designation that is duly chosen
by in-houses experts, sometimes with the help of external peers or scholars. When being given a work, the
auction houses can opt for several labeling strategies, based on available information and the work’s intrinsic
characteristics. When authorship can be guaranteed with certainty, thanks to factual evidence (genuine
signature, mention in archives, etc.), the work is identified with the name of its author and is therefore
considered “autograph”. This constitutes an ideal case scenario in the art market, although far from being the
rule. Artworks whose authorship is unknown are indeed regularly encountered in the art market, depriving
potential buyers from the positive signals sent by the artist’s name. These indeterminate works resemble, to
a certain extent, to copycat products, namely goods offering similar but cheaper characteristics of a leader
brand (Gentner 1983, Van Horen & Pieters 2013). Three main labeling strategies in particular are used by
art market players to reduce information asymmetry: indirect names, provisional names, and spatiotemporal
designations. The first strategy consists in using an attribution qualifier to connect an indeterminate work to
an identified name indirectly (Onofri 2009, Renneboog & Spaenjers 2013, Radermecker 2020). The second can
be assimilated to a nickname given to an unknown artist who supposedly executed several works (Oosterlinck
& Radermecker 2019). The third labeling strategy is preferred when no convincing connections can be made
with the work of an identified artist. In this event, the work bears a spatiotemporal designation that merely
locates the work in its geographical and chronological context (Radermecker 2019). These three identification
strategies, encompassed under the category of “non-autograph works,” send relatively different signals to
buyers who are informed of their difference in meaning thanks to complementary information provided by
auction houses in their glossary of terms. More broadly, as any other kinds of labels, these attribution
strategies allow sellers to create product differentiation in a market made up of relatively homogeneous
products (Baltzer 2011).



For ease of modelling, the present study will dissociate autograph from non-autograph works; a distinc-
tion already found in Ginsburgh et al. (2019). While this choice entails a necessary simplification of reality, it
does not affect the credibility of our model since the price gap between both categories has been confirmed by
several economic studies (Lazzaro 2006, Onofri 2009, Renneboog & Spaenjers 2013, Oosterlinck 2017, Euwe
& Oosterlinck 2017, Ginsburgh et al. 2019, Radermecker 2020). The price difference between autograph and
non-autograph works is also reflected on a differential information supply, whose amount depends on the
work’s overall quality. The artist’s name indeed enables cataloguers to provide the buyers with valuable
information resulting from research done in art historical literature (i.e., publications, exhibition history,
provenance, etc.). Important autograph lots are usually accompanied by scholarly documented essays, pro-
viding the buyers with additional details about the work’s iconography or the artist’s life. Although it can be
viewed as an investment enhancing the marketability of the work, carrying out such documentary research is
costly, and, consistently with Milgrom & Roberts (1986), only high-quality producers (here leading auction
houses) can afford these costs. Yet incurring search costs is necessary to warrant the credibility and trustful-
ness of the certification process (Bonroy & Constantatos 2015, Crespi & Marette 2001, Ekelund et al. 2020).
This is in sharp contrast with non-autograph works, for which information supply decreases substantially,
some lots being even left entirely undocumented (Radermecker 2021). The rationale behind the decision
of not providing additional information on the lot is strictly economic; because of the lower quality of the
work, the marginal costs of documenting it would not be covered by the revenues of the sale, or worse, could
be lost should the work goes bought in. This observation confirms the assumption that being autograph
is a valuable advantage for both buyers and sellers, in terms of quality, information supply, guarantee, and
sales revenues; a set of features that contributes to explaining their higher presale estimates and hammer
prices. To some extent, autograph works are assimilable to what Bonroy & Constantatos (2008) call “perfect
labels” that establish or restore full information, while non autograph labels may be considered imperfect
ones, which “moves everybody’s beliefs closer to the truth without restoring full information” and “may
produce adverse results on market structure and welfare” (Bonroy & Constantatos 2008).

Hence, when dealing with credence good such as artworks, the choice of labeling a work as autograph or
non-autograph can make a significant impact on both the cultural and economic value of the good, sometimes
at the expense of the buyer who is not always informed about the authentication process. It might therefore
be tempting for a seller to alter the actual identity of a work to enhance its marketability and economic value
by labeling the work with a more optimistic label. In such a situation, the search for profit overtakes honesty.
Yet, the misuse of quality signal for profit-making might have severe consequences for their reputation. As
stated by Giannakas (2002) and reported in Bonroy & Constantatos (2015), “consumers’ deception caused
by such misleading labeling affects their trust in the labeling process, which has detrimental consequences
for the market acceptance of genuinely certified products.” If there is a probability of erroneous labeling,
and that the buyer is unable to verify the labeling process and the work’s quality, customer’s full trust will
decrease with potential negative externalities for the authority delivering the label (Bonroy & Constantatos
2008). In a market that strongly rely on reputational mechanisms (Shortland & Shortland 2020, Oosterlinck
& Radermecker 2021), our assumption is that labeling a work based on its veritable (or at least suspected)
nature, and setting presale estimates accordingly, is the most profitable strategy for auction houses. By
doing so, they avoid an unjustifiable discrepancy between the work’s actual quality and economic value, that

might lead to buyers’ deception and reluctancy to reiterate purchasing behaviors (Kirmani & Rao 2000).



3 The Model

In this model, we address the labeling strategies auctioneers may opt for when facing credence goods art
whose authorship can be subjected to uncertainty.

Two types of agents exist: the seller (s, he) and the buyer (b, she). The seller is endowed with an artwork by
the nature (n)," and the artwork can either be am actual autograph artwork (A4) or an actual non-autograph
artwork (N A). Once the seller receives the artwork, he has to choose how to label the artwork, that is, either
to propose it as an autograph artwork (A) or as a non-autograph one (NA). We assume that the price for
non-autograph artworks is in line with the market price, since these artworks are more numerous, and that
no buyer would pay more than the average market price, Pya > 0, for this type of artworks. If the seller
labels the artwork as an autograph, he will also fix a price for that artwork, P4.

As discussed above, the label works as a signal for the buyer, who has no further information besides the one
conveyed by the label. However, she can obtain information about the artwork at sale, but this is costly?
and would cost ¢ > 0. Whether she will get more information or not, she has to decide among buying and
not buying the artwork.

The timing of the game is as follows:
1. s is endowed by n with an artwork, that can either be A or N A4;

II. s labels the artwork and, if labelled A (strategy A), he also fixes the price P4, otherwise (strategy NA)

the price will be the market price for non autograph paintings, Py ;

ITI. b decides to either collect more information by incurring in a cost ¢ > 0 (strategy C) or not (strategy
NC);

IV. if b decides to not collect more information, she will choose between buying the artwork at the proposed
price (Pg if labelled A or Py 4 if labelled N A) (strategy B) or not (strategy N B); if b decides to collect
more information, she will choose between buying the artwork at the price the artwork should be sold
(P4 if A and priced Pa, Py if a NA and priced P4, Pya in all the other cases) (strategy B) or not
(strategy N B);

V. payoffs are observed.

Given the choice of n and the possible labels that s can use, we can observe four combinations between
the actual attribute of the artwork and the one resulting from the label, as in Table 1.

Cases 1 and 4 are the truth cases, while the 2 and 3 are cases in which the actual and the labelled
attribute are not aligned, with an advantage to either the seller (case 3) or the buyer (case 2).

For each of these cases, we have 4 possible strategies the buyer can choose, given by the combinations
between the choice of point III and point IV of the timing of the game.
We will identify each final decision point of the game with the number of the respective case, with two

subscripts, ¢ and j, where i is 0 if b did not collect information and 1 otherwise, while j is equal to 1 if b

INature endowing an artwork to the seller encompasses both the situation where the seller receives it from a previous owner
and the situation where he directly receives it from the artist. The seller is also endowed with all the information available
about the artwork.

2The cost can be seen as a monetary quantity spent to obtain this additional information from an expert, or as a opportunity
cost linked to the time needed to collect the additional information, or both.



Table 1: Nature’s and seller’s choices

Nature choice | Seller choice | Case
A A 1
A NA 2
NA A 3
NA NA 4

decided to buy the artwork and 0 otherwise. So, for example, if we are in case 1 and the buyer buys the
artwork after having collected info, we can refer to that final decision point as 1;;. Each final decision point
will have its couple of payoff for the two players.

If the buyer buys the artwork, she obtains a utility u(z) > 0, z = {A, NA}, with u(A) = (1 + 2)u(NA) and
x > 0. Since her choice of incurring in the cost for obtaining information is made without knowing if the
artwork actually is autograph or not, but it is based on the label the seller chooses, she will choose based on
an expected value. The probabilities with which the expected value is computed considering the prices of
A and NA. However, P4 will be fixed by the seller only if he decides to label the artwork as A; in case he
chooses to label the artwork Py 4, the buyer will consider it as being (1 + z) times Py 4, that is, the ratio
between the buyer’s utility obtained from an autograph artwork and the one obtained from an autograph
will be equal to the ratio between the economic value attached to an autograph in case the autograph price

was not fixed and the non-autograph market price. So, we have that the two probabilities will be:

P PazPya in cases 1 and 3
ro ( |Pa, NA) | Pyal+a)—Pna _ _a otherwise
Pna(lta)  — T+e (1)
- PPLAA in cases 1 and 3
Prob (NA|PA3PNA) = Py a 1 th 3
1 otherwise

PNA(1+E) = 14+x

Assuming that both agents do not incur in any transaction cost, the payoffs for the two agents will be

the one reported in Table 2.

Table 2: Agents’ payoffs

Final decision point | Buyer’s payoff Seller’s payoff

111 uw(NA)(1+x) — Py —c Py

1o —c 0

o1 %AA) [Pa+ x(Pa— Pna)]— Pa | Pa

oo 0 0

21 uw(NA)(1+x) — Pya—c Pra

210 —c 0

201 U(m)% — Pna Prna

200 0 0

311 u(NA) — Py —c Py




310 —c 0
301 u(];iA) [Pa+2(Pa—Pya)l—Pa | Pa
300 0 0
411 u(NA) — Pya —c Pna
410 —c 0
401 U(m)% — Pya Prna
4oo 0 0

We now introduce an assumption which is needed to distinguish between autograph and non-autograph
artworks, namely we assume that autograph artworks have a higher value than non-autograph ones for the
buyer. At the same time, we assume that the market price for non-autograph painting and the price fixed by
the seller for autograph ones are such that trade occurs (namely they are lower than the value attached by
each type of artwork by the buyer). Moreover, we assume that the economic value of the autograph artwork,

as measured by its price, will always be higher than the non-autograph artwork’s one.
Assumption 1 u(A) > P4 > u(NA) > Pya >0

Clearly, in case the buyer does not incur in the cost ¢, when the seller chose the label A the buyer can not
identify if she finds herself in sub-case 1¢; or 3g1, while when the seller chose N A she can not identify if she
is in sub-case 291 or 4¢;. In fact, the buyer will have the same payoff in 197 and in 3¢, and in 2¢p; and in 4¢;.
In other words, in case the seller chose the label A, the buyer will face different possible scenarios: she knows
that the artwork can either be an actual autograph (A4) or a mislabeled non autograph (NA). Similarly, if
the seller labels the artwork N A, she knows that the artwork can either be a mislabeled autograph (A) or
an actual non autograph (NA).

Given that, she will form expectations on the actual value of the object, given by the prices of the two types
of objects, that is, she will attach probabilities in 1 to the two possible cases.

The buyer can remove this source of uncertainty by collecting more information incurring in a cost c.
The choice of paying the cost or not, however, is still made upon uncertain values.

The buyer can then have different information sets which can contain more than one node in the game.
In particular, at the step in which she has to choose between incurring in ¢ or not, if the seller chose label A
she will have the information set given by the observable label A that will contain cases 1 and 3, while if the
seller chose label N A she will have the information set given by the observable label N A that will contain
cases 2 and 4.

After this choice, in the last step, different information set can be observed: in all the four cases in which the
buyer chose to incur in ¢ (namely (4, 4, C), (A, NA,C), (NA, A,C), and (NA, NA,C)), the information set
will contain only one node and no uncertainty about value is present, so the buyer chooses with full infor-
mation. In all the other four cases (namely (A, A, NC), (A, NA,NC), (NA,A,NC), and (NA,NA,NC)),
the buyer can only observe the label chosen by the seller and knows that she did not incur in ¢, so she will
be uncertain about the value she will obtain after her choice between buying and not buying the object. In

particular, for these four cases, two information sets are possible: either A, NC' (cases 1p1 vs lgg or 3p1 vs
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5 s
A NA A NA
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B NB B NB B/ NB B/\NB B \NB B \NB B/ NB B/ NB
Figure 1: Extended form of the game

300) or NA, NC' (cases 201 vs 2p9 or 4g1 vs 4go), so the buyer is uncertain about the artwork being actually
an autograph or not (since she did not incur in ¢). Conversely, the information sets of the seller are always
made up of one node only.

The game has hence 5 sub-games: 4 proper sub-games following the choice of the buyer of collecting infor-
mation and the original full game. The tree of the game can be represented in Figure 1.

To solve the game, we start from the four sub-games in the last step. When the information set is given
by (4, A, C), the buyer compares buying an actual autograph (B) or not (N B) at the price P4 fixed by the
seller. She will buy the artwork if u(NA)(1 + x) — P4 — ¢ > —c, which is always the case given assumption
1. In the information set (A, NA, C), the buyer will always choose B given u(NA)(1 +2) — Pya — ¢ > —c,
which is always the case given assumption 1. In case (NA, A, C'), the buyer has to compare u(NA) — P4 —c
and —c, and in this case, given assumption 1, we know that the latter is greater than the former, hence
she will always choose NB. Finally, in the information set (NA, NA,C), the buyer has to choose between
u(NA) — Pya — c and —c, and the former will be always preferred to the latter given assumption 1, so she
will buy it.

Concerning the two information sets following the buyer’s choice NC, that is (k, A, NC) and (k, NA, NC),
where k is unknown for the buyer, we can see if the strategy choice the buyer wants to make is independent
on the actual value of k. Considering the information set (k, A, NC), the buyer knows that she can either

end up having a A or a NA. Since 1y and 3¢; are equal and 1gp and 3go are equal as well, she would have
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to compare “(‘]F\,/;A) [Ps + x(Pa — Pya)] — Pa and 0 to choose between strategy B and strategy NB. She

will choose B if

Py < %u(ﬁ) + %\/—4PNAUJ( NA)z +u(NA)2z2 + 2u(NA)2z + u(NA)?2 = Py

If P4 > P4 she will choose NB. So, even if the information set under analysis contains more than one node,
the choice of the buyer will only depend on the price fixed by the seller who chose A.

In the case when the seller chose N A and the buyer chose NC, the information set would contain two nodes
as well. The choice the buyer has to make would be between u(ﬂ)% — Py 4 and 0, in both case 2
and 4. u(m)% — Pna > 0 is always true given assumption 1, so in case the seller chose N A and the
buyer NC, the buyer will always choose B.

So, in the last step, the buyer who did not collect additional information will always buy the artwork if the
seller labels it as non autograph, but, if the seller labels the artwork as autograph, she will buy it only if
the price will be lower than a certain threshold, which depends on the value of both the autograph and the
non autograph artwork, the average price of non autograph artworks in the market, and the percentage gap
between the value of autograph and non-autograph artworks.

Let’s focus now on the choice between collecting information or not. In this step, two information sets
exist: the one consisting in the seller’s strategy A (with the price fixed by the seller P4), and the one with
the seller’s strategy NA. In the former case (strategy A), the buyer does not know if she is in the part of
the game with A or in the one with NA. What we know from the results above is that, if the price fixed
is below P4 and the buyer does not collect more information, she will buy the artwork anyway, while if she
decides to collect it, she will buy the artwork only if she finds out it is an autograph. Since she has no way to
distinguish between the two cases, we assume she will choose considering the expected value of the payoffs.
“(];ZA) [Pa + 2(Pa — Pya)] — Pa, since she
will buy the artwork. In case she decides to collect information, she will either get u(NA)(1+ z) — Ps — c if

In case she decides not to collect information, she will obtain

the artwork is indeed an autograph or —c if it is not. Using the same probabilities she uses in the last step,

from (1), we will have that she will decide to collect information in case

Py — P — P NA
% (u(NA)(1 4 2) — Py —¢) — =4 u
A

[Pa+2(Pa— Pna)l — Pa

which boils down to

So, if the cost is below a certain threshold ¢, which depends on the price of autograph and non autograph
artworks and on the value of non autograph artworks, the buyer will prefer to collect information, leading
to the B strategy in case the artwork is an autograph, or to the N B strategy if it is not.

In the situation in which the seller labels the artwork as A and fixes a price higher than Py, the buyer will
have to compare the payoff she will get in case she will not collect information, which would be 0 (since
when P4 > Py the buyer will prefer not to buy the artwork in case she chose NC and the seller chose A,
as we saw above), and the expected value she will get deciding to collect information, which is given by the

probability of having an A multiplied by the payoff of the buyer in case her strategy would be C, B given A
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and A, that is, u(NA)(1 + ) — Pa — ¢, and the probability of having a N A multiplied by the payoff she will
get in case she plays NC, B given NA and A, that is, —c. The buyer will choose to collect more information
if

PA—PNA —_ PNA
N (W(NA)Y(1+2) — Pa—c) — P—Ac> 0

which boils down to o
(PA — PNA) (U(NA)(I + 1,‘) — PA)
Py

é

c <

Similarly for the case when P4 < Pg, if the cost is below a certain threshold ¢ the buyer will prefer the
strategy C to NC, and vice versa.?

In the case in which the seller chose the label N A, the buyer will know that she will get u(ﬂ)% -
Py in case she will decide not to collect information, whichever is the actual type of the artwork; if
she decides to collect information, she will get either u(NA)(1 + z) — Pya — c, if the artwork is a A, or
u(NA)—Pya—c, ifit is a NA. Using the same reasoning we used before, the choice of collecting information

will be made if

x
1+

(I+z)z+1

P
1+ NA

(u(NA)(1+2) — Pva—c) +

T (u(NA) — Pya —¢) > u(NA)
which is never verified under assumption 1. Notice that this choice do not depend on Pg4, since the price
has not been fixed by the seller, who chose NA. So, when the seller chose the label NA, the buyer will
always decide not to collect more information (NC') and then buy the artwork (B). If the artwork is a non
autograph, she will pay the its market price (Py4); if the artwork is an autograph, she will pay the average
price for non autograph artworks in the market. Clearly, what we need to see now is what would be the best
strategy for the seller, given the buyer’s best responses we identified.

Given what we saw so far, we know that when the seller chooses NA as a label, he will sell the artwork
in any case, independently on the value of ¢, so the artwork cannot go unsold but it can at most be sold
with a ”lower” label, as an exit strategy. What is key, though, is to understand how the seller has to play
considering the cost of collecting information and the other exogenous variables in the market (z, u(NA),
and Py 4), which influence the thresholds, that are however also influenced by his choice of Pjy.

In case the seller receives a A from n, he has to choose between labeling it as a NA, knowing that it
would be sold at Py 4, or labeling it as an A, fixing the price accordingly. In particular, as long as Py < Py,
the seller knows that if ¢ < ¢ the buyer will play C, B and would then buy the artwork, while if ¢ > ¢ she
will play NC, B, buying the artwork anyway. If instead P4 > Py, the buyer would buy the artwork (playing
C, B) only if ¢ < ¢, while she would play NC, NB in case ¢ > ¢. Hence, if the cost is low enough (namely
lower than é) the seller can fix a price higher than P, knowing that he will sold the autograph artwork as
an autograph; however, if the cost of collecting information is too high, he could incur in the situation in
which an autograph artwork cannot be sold if labelled as autograph, unless the price is not fixed below Pj.
In case the seller is endowed with a N A by n, he has to choose between strategy A and N A, knowing that
in the latter case he will sell the artwork at Py 4 independently on all the other parameters. If he chooses

strategy A, mislabeling the artwork, he should take into account that, also in this case, the level of c¢ is

3Notice that ¢ > & when Py < I5A and vice versa. By continuity, then, ¢ = ¢ when P4 = 15,4.
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important. As in the case of A, the threshold for ¢ depends on P4 and on the other exogenous variables,
so when the seller decides the strategy to pursue, he should also fix the price considering these thresholds.
In particular, in this case, if the seller will fix a price which is too high (namely higher than 15) he will not
sell the artwork, since if the cost is higher than ¢ the buyer will play NC, N B, while if it is lower of ¢ she
will play C, find out the artwork is mislabeled, and decide to not buy it (N B). Conversely, if the seller will
fix a price lower than Py, he could sell the NA artwork as an autograph, but only if the cost of collecting
information for the buyer is higher than ¢ (the buyer would play NC, B), otherwise she will play C, finding
out that the artwork is mislabeled and then deciding to not buy it.

Table 3 reports the matrix of the strategies chosen by the players depending on the value of ¢ and P4 (if
fixed).

Table 3: Matrix of strategies

A NA
A NA A NA
Py > Py Pa < Py (price not fixed) Py > Py Py < Py (price not fixed)
N info collected info not collected info collected info not collected
e<e sold at Py < Py sold at Py a not sold sold at Py 4
> info not colleciied info not collected info not collectied info not collected
- sold at P4 < Py sold at Py a sold at Py < Py sold at Py a
<t info collected info not collected | info collected info not collected
sold at Py sold at Py a not sold sold at Pn 4
> info not collected info not collected | info not collected info not collected
- not sold sold at Py a not sold sold at Py

From Table 3 we can see that seller has different optimal strategies depending on what he was endowed
with and the level of ¢ with respect to the thresholds, and, in certain cases, he is constrained in his pricing
strategy by the endogenous price cap P4. In particular, if Nature gives A to the seller, then the seller has
the incentive to not lie and label it as A as soon as the cost is below the thresholds (which depend on Py
as well), since in these cases the buyer would collect information and be able to recognize the artwork as
an actual autograph, so the seller can propose the piece at a price higher than P4 without risking that the
artwork goes unsold. When the cost is higher than the threshold, the seller has to choose between proposing
it at a price below P4, knowing that it will be sold, or mislabeling it as an NA and selling it at Py 4; given
assumption 1, this latter strategy is not desirable, and so he would prefer to label the artwork honestly and
price it below the threshold.

If instead Nature endows the seller with N A, then there is again only one case, when the seller has an
incentive to lie and attach the label A to the piece, that is, when the artwork is not checked because it is
too costly to collect information (namely ¢ > ¢), but then the price cap, given by the threshold P, limits
the price that he can choose for the piece. In fact, if the collecting information is not too costly, the buyer
will collect the information if the artwork is labelled as A, finding out that it is indeed a non autograph
artwork and then not buying it. If instead the cost of collecting information is too high, the buyer will not
collect it even in the case of A-labelled artwork, but she will buy it only when P4 is below the price cap. So,
the seller, knowing the cost thresholds, will label the piece as an autograph even though it is an actual non

autograph when the cost ¢ is high, fixing a price below the price cap, and selling a misattributed piece. In
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the case of a low cost of collecting information, the seller will not mislabel the piece, and will sell it at the
market price Py 4.

Hence, the only case in which a mislabelled piece is sold is when the seller is endowed with a N A, the cost
to get additional information is above the threshold, and he fixes a price below Py.

So, even in a market where reputation is a key, the reputation mechanism might not be enough to limit
opportunistic behaviors. In fact, the case of misattribution we observe in our model is such that, after
the trade, the buyer would never know she bought a non autograph work paying it as an autograph (with
P4 below the price cap), so no reputation mechanism is at work. In this and similar cases, however, our
model suggests that the incentive to behave opportunistically might in principle be strongly limited by the
availability of information, as measured by the cost of collecting it. In fact, a (relatively) lower cost of
collecting information would reduce the parameter space in which the seller have incentive to not behave in
a fair manner.

The main takeaway of the model therefore corroborates Milgrom & Weber (1982)’s long-standing recom-
mendation, according to which, “honesty is the best policy” in the art market. Sellers, therefore, have strong
economic incentives to comply with what nature gave them by labeling the work accordingly. However, sell-
ing intentionally misattributed works indeed constitute a substantial threat for art market players, not only
from a financial and ethic perspective but also in terms of reputation (Marrone & Beltrametti 2020, Bandle
2016). The art market shares strong similarities with markets that strongly rely on the reputation of its
stakeholders. Buyers aspire to acquire artworks bearing trustworthy labels to avoid potential deception and
financial prejudices in the short, middle or long run. Nevertheless, if misattributions driven by profit should
be excluded, one may argue that the lack of regulation still prevents buyers from being entirely protected
against opportunistic behavior.

The art market indeed remains one of the most opaque and unregulated market, regardless of recent
efforts to tackle some negative externalities resulting from a quasi-non-existent regulatory environment.
Current legal instruments chiefly intend to discourage fraudulent behaviors and illicit practices, but also to
protect artists’ rights, both at the national and international levels. Examples of well-known legislation are
the 1954 Hague Convention, the 1970 UNESCO Convention, or the 1995 UNIDROIT Convention (Shortland
& Shortland 2020, da Silva 2015). More recently, the National Defence Authorization Act (NDAA) was
ratified by the American federal government to closely monitor the market for antiquities and limit the risk
of illegal transactions (Small 2021).

Yet, when it comes to attributions, legal protection is almost non-existent. To the best of our knowledge,
a notable exception is the Marcus Decree (3 March 1981), passed by the French government in the aftermath
of the Affaire Poussin (1978-1983). The erroneous labeling of an actual autograph painting by French
master Nicolas Poussin led to a 15-year trial between the sellers and a Paris-based auctioneer (Oosterlinck &
Radermecker 2021). The wide media covering this legal case contributed to pressuring the French government
to pass a national decree regulating attribution practices on its domestic market. More specifically, the
decree’s goal is to compel any seller to use legally defined attribution qualifiers when authenticating an
artwork. Oosterlinck & Radermecker (2021) have analyzed the impact of this regulation on the market for
old master paintings, but have unexpectedly found no conclusive economic effects, whereas in theory the
greater guarantee of authorship should have reflected in higher willingness to pay. Among other reasons,

the authors attribute this moderate impact to the existence of strong reputational mechanisms found in the

14



US and UK art markets, since the Marcus Decree itself openly is inspired from the scale of authentication
developed by Christie’s and Sotheby’s. In unregulated setting, the natural reaction of top-tier auction house
was to develop a model of self-governance that was progressively taken up by smaller companies according
to compliance mechanisms. Indeed, the lack of regulation does not mean that auction houses do not offer
protection to buyers. In their Terms of guarantee, both Christie’s and Sotheby’s not only provide buyers
with a glossary of terms to clearly dissociate autograph from non-autograph works, but also allow potentially
misattributed work to be appealed in the five years following the sale, conditionally to given attribution is
not in line with scholars’ opinion at the time of the sale. These strict restraints protect both buyers and
auction houses from being prosecuted hastily. The latter have indeed strong incentives to avoid public affairs
whose media coverage may deteriorate their reputation.

That being said, it is worth noting that none of these public and private instruments touch upon prices
per se. In fact, regulation is rarely concerned with price setting. The price fixing scandal, in which Christie’s
and Sotheby’s were involved in the late 1990s, contributed to shedding light on collusion mechanisms in the
art trade without, however, leading to any legal advance to prevent similar anti-competitive practices in
the future (Ashenfelter & Graddy 2005). Current knowledge on price setting is chiefly based on the prior
studies focused on unregulated pricing strategies developed by auction houses, with a particular attention
paid to reserve prices and pre-sale estimates (e.g. Castellani et al. 2018, Walley & Fortin 2005, Shi 2013,
Ekelund Jr et al. 2013, Beggs & Graddy 2008, McAndrew et al. 2012b, Mei & Moses 2005, Bauwens &
Ginsburgh 2000, Ekelund et al. 1998). In contrast, our theoretical model raises the possibility of regulating
attribution practices to lower the probability of legal and financial prejudices caused by misattributions.

More specifically, the presence of mathematically defined thresholds allows us to study how a stake-holder
or a policy-maker can influence these thresholds to change the strategy chosen by the seller. For example,
a (potential) regulator of this market might want to prevent mislabeling, in order to maintain the market
reliable. To do so, it might intervene to influence the cost thresholds and the price cap for P4 when the

misattribution of a NA as a A can be observed, namely when ¢ > & and P4 < ]5,4. In fact, we have:

OP,

or Y
& > 0
Ou(NA)

OP,

P < 0

To intervene so that the conditions for which the misattribution is not observed are more binding, the
regulator should reduce the price cap, and it can do that by increasing Py 4 and/or decreasing u(NA) and
x. While the effect of having a higher price for non autograph paintings can be explained with the fact
that the seller would have a higher pay-off by being honest and by the impact on the perceived probability
of the buyer (as in (1)), the effect of reducing the quality in the market (or how the quality is perceived)
is less straightforward: in fact, the conditions become more binding as the utility of non autograph works
decreases or as the utility of autograph works decreases (ceteris paribus), meaning that in a market with

pieces with a smaller difference between the value of autograph and non autograph will be less likely to
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observe. Indeed, reducing u(NA) or x means shrinking the distance between u(A) and u(NA),* so the
consumer would perceive the two types of good more similar and would also expect a lower price threshold
working as a price cap for the seller. Also, a lower x means a higher expected probability of having a non
autograph and a consequent lower expected probability of having an autograph, as for (1).

A similar reasoning can be applied to the threshold on ¢, where we have:

oc
I < 0
_oe < 0
Du(NA)
; Py + Pya) (P4 —u(NA
0 (g PatPra)(Pa—ulNA))
OPn A Psu(NA)

In this case, the regulator might want the threshold on ¢ to be higher, so that it is more likely that ¢ < ¢ and,
hence, the buyers collect information. To do so, it has to operate in a similar manner of the one we saw for
Py, namely reducing 2 and/or u(NA) or increasing Py 4, even though in this case we have a condition on
x, namely it has to be higher than a certain value.” The reasoning behind the influence on the ¢ threshold
is similar to the one we made above.

Clearly, not only a regulator would reason in this way, but also other sellers that operate in the same
market: in fact, they might have the incentive to keep the market reliable, by preventing other sellers to
behave opportunistically. They can do so by directly influencing the price of non autograph in the market
or indirectly influencing the utility attached to the artworks, through an impact on u(NA) and x. Since
the art market is almost not regulated, the action of sellers is more likely to be observed than the one of a
regulator.

So, in a market as the one our model depicts, a regulator or other sellers active in the market might
take advantage of the existence of the thresholds on the cost of collecting information and of the price cap
to limit the incentive to act in an opportunistic way of the seller. One way to do so would be to would be
to increase the market price of non autograph works, all other parameters remaining the same; this may be
attained by a general increase of the prices, being Py 4 an average market price, and the more sellers increase
their price, the more the effect can be observed on Py4. An alternative action could regard the value of
the artworks as perceived by the buyers: reducing u(NA), that means reducing the value of both autograph
and non autograph (with also a reduction of the difference between the two values), or reducing x, implying
a decrease on the percentage gap between the two values, would act on the thresholds as well, narrowing
the space of parameters for which the seller has incentive to behave opportunistically. This impact might
be obtained either by reducing both the general quality of proposed autograph and non autograph artworks
in the market, meaning a lower u(NA), or by increasing (decreasing) the relative value of non autograph
(autograph) works with respect to autograph works (non autograph works), hence a lower x.

Whereas regulating the setting of prices for autograph and non-autograph artworks could be an option

to increase the buyers’ protection from deceptive labeling practices, such a legal attempt might be relatively

4While this is straightforward for a change in x, notice that uw(A) —u(NA) = u(NA)(1+z—1) = u(NA)z, so a lower u(NA)
means a lower difference between the two values.

5The condition on x exists even if the form of & has no x in it, since these derivatives have been computed conditional on
having Py < PA.
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challenging to implement in practice. Regulators and policymakers should therefore be aware of several
parameters when initiating the reflexive process and conceiving the draft bill. As (meta)-credence goods
(Ekelund et al. 2020), the valuation of artworks depends on a series of objective and subjective criteria that
prevent art market players from always predicting prices accurately or attaching a definitive value to an
object, whose price is likely to fluctuate from one sale to another (Pesando 1993).

One of the most hardly definable parameters is the notion of artistic quality. Quality is not automatically
correlated to authorship which means that non-autograph works can sometimes be more valuable than
autograph ones, depending on the name and qualifier ascribed to the painting (Radermecker 2021). For
ease of theoretical modelling, our demonstration relies on the assumption that autograph works are, on
average, more expensive than non-autograph works. While this statement has been verified empirically,
ceteris paribus, exceptions are regularly encountered in the art market. The category of non-autograph works
also encompasses an heterogenous set of works that bear distinct attribution qualifiers used to dissociate
different levels of supposed authorship, each of them affecting prices differently (Renneboog & Spaenjers
2013, Radermecker 2021). While the antinomic distinction between autograph and non-autograph works has
proven its worth in prior research (Ginsburgh et al. 2019), this necessary simplification might complicate the
setting of a price cap regulation.

The setting of an international regulatory environment, in which all auctioneers, art and antique dealers
would align with common rules, is complicated by the fact that all these players do operate at the same
market level and do not deal with the same category of goods. In this respect, considering the horizontal
differentiation of the art market seems essential. Indeed, the use of autograph or non-autograph labels far
exceeds the sole category of fine arts (paintings, sculpture, drawing), but also applies to other art objects
and collectibles sold through less-investigated market segments (e.g., decorative art and furniture). The lack
of knowledge on price formation mechanisms and information costs in these segments may prevent regulators
and policymakers from capturing the economic idiosyncrasies of these objects and developing a consistent
and cohesive regulation that suits each market segment’s specificity. Similarly, the vertical differentiation
of the art market should carefully be considered in the equation. The value attached to autograph and
non-autograph works is likely to differ from the high-end to the middle- and lower-end parts of the art
market, wherein objects of unequal quality are sold. The price difference between autograph and non-
autograph on each market level should therefore be considered when setting the price cap. The standing
and reputation of the sellers also greatly differ from one segment to another, as do their human and financial
resources. Using a single price ratio to limit opportunistic behaviors when authenticating autograph and
non-autograph artworks may therefore not be the most appropriate policy, calling for a more differentiated
strategy.

Reputational markets also need a certain level of flexibility, adaptability, and responsiveness to be efficient
(Devaney 2019). Since reattributions are commonplace in art history, a strict legal instrument regulating
prices setting may not permit such flexibility. One could even argue that art market needs some grey
areas to boost competition and bidding at auction, especially when dealing with works of art of an uncertain
authorship. This argument is supported by Oosterlinck & Radermecker (2021) who show that prices are more
competitive in markets where private governance prevails over regulation. The discovery of the “sleepers”
— i.e., artworks whose prestigious authorship is still latent — is indeed what makes the market for non-

autograph works appealing for certain buyers (Bandle 2016). Rigid price controls may affect the implicit
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information conveyed by pre-sale estimates and alter the buyer’s ability to detect good deals. Another
potential objection to national and/or transnational regulation, already pointed out by Ranchordds (2019)
and Adamska & Dabrowski (2015), is the impossibility for government officers and public authorities to
inspect each sale and auction organized in their domestic market. All countries should not only comply
with it but also adopt local policies to make the convention or directive fully effective (De Silva et al. 2012).
The implementation of such controlling measures is expensive and requires an efficient state apparatus that
might not be a current priority for governments.

With these considerations in mind, future research should further consider the possibility of regulating
the authentication process of artworks through price setting, by exploring the potential advantages and

disadvantages of harmonizing price caps through national and/or international regulation.

4 Conclusion

In this paper, we explore labeling strategies in markets trading credence goods and characterized by asym-
metric information, in particular art market. Labeling can serve as a signal to the market about the good’s
quality and to some extent solve the information asymmetry. We develop a theoretical model that explains
the choices the sellers make between labeling the artwork as autograph (A) and non-autograph (NA) work,
and the resulting price setting strategies. Non-autograph artworks (i.e., whose authorship is unknown) rep-
resent significant proportion of auctioned credence goods leading to additional cases of market failure and
the scope for label manipulation. Our theoretical model considers artworks as credence goods and takes into
account a set of exogenous and endogenous forces suspected to explain the correlation between the choice of
a particular labeling strategy and the final price (e.g., quality, research costs, etc.). By looking at the sellers’
and buyers’ choices, we are able to understand some of the auction houses’ incentives/constraints to opt for
one label over another (A/NA). Our model shows the various possible scenarios art market intermediaries
face with when dealing with works of art. Assuming that the price of A works is higher than that of NA
works, we show that honest strategy regarding a work’s actual nature might be more profitable for the seller
in most of the cases.

We also find the necessary condition for mislabeling an artwork which is the high costs of verifying
its quality. The uncertainty about the quality when the verification is not done introduce an endogenous
price cap for autograph artworks. Misattributions are not rare for the art market, and later reattributions
affect the prices on the market (Etro & Stepanova 2021) leading to buyers’ cautiousness in the market
with potentially misattributed works. Existence of the price cap may suggest the direction of the potential
regulatory actions to reduce the opportunistic behavior of the sellers. However, implementation of a price
cap regulation is not immediately straightforward, and a certain degree of differentiation towards the type
of artworks is necessary.

This paper has direct implications for art market players relating to the choice optimal naming strategy.
However, our model and setting can be further extended to other market of credence and experience goods,
for example, the markets of old wines, antiques, collectibles, and similar. Moreover, similar model may

contribute to the discussion of the optimal approach to avoid the circulation of fakes (Scorcu et al. 2021).
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