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Since the late 1970s, the Fine Arts Museums of San Francisco have experi­
enced financial gyrations of surpluses and deficits. Private expenses increased
due to expansion on all fronts, while support from the city of San Francisco
declined. The bills were paid by relying on blockbuster exhibitions, which
were scheduled every two to three years. The result was recurring swings
from surplus to deficit and back. By the mid-1980s, these swings masked an
underlying structural deficit of about one million dollars (see fig. 3.1).

The risk of continued reliance on blockbuster economics-paying for op­
erating costs with big show windfall profits-was becoming apparent. In ad­
dition, the decline of the blockbuster phenomenon in the United States made
it clear that reliance upon this economic crutch was soon coming to an end.

In July 1987, the board of trustees charged the new director of the Fine Arts
Museums with two, simultaneous tasks. The first task was to balance the bud­
get of the private side of the museum without resorting to blockbuster shows.
The second task was to undertake the organizational changes necessary to put
the board of trustees clearly in charge of the private funds of the museum, so
that they would have comprehensive and direct authority and responsibility
for both the public (city) and private sides of the institution. Let me now dis­
cuss these two tasks in greater detail.

Budget balancing for the private side of the museum was achieved by three
major strategies. First, we substantially increased annual contributions, pri-

.. . marilywiththecreation oftheassociatesprogram.~This·programentailedboth·

higher levels of trustee giving and trustee leadership in reaching out for new
and increased support. For example, annual support has increased by 109
percent since fiscal year 1985-86, growing to $1,424,000 in the year ended
30 June 1989 from $680,000 in the year ended 30 June 1986.
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Fig. 3.1 Operating surpluses and deficits

Second, we cut costs by reducing privately paid positions by attrition (15
jobs in the last two fiscal years) and through other cost-containment strategies.
With a current average job cost (salary and benefits) of $47,800, the attrition
savings are now worth $717,000 annually.

Third, we adopted business plans to boost income from revenue-producing
areas, especially general admissions, the stores, food and beverage services,
and the sale of private viewings.

The outcome of these efforts was to shrink the operating deficit from
$890,000 in fiscal year 1986-87 to $97,000 in fiscal year 1987-88, followed
by a $258,000 surplus in fiscal year 1988-89.

The key organizational vehicle for accomplishing these financial changes
was the creation of the Corporation of the Fine Arts Museums (COFAM) in
the fall of 1987.

The basic organizational structure of The Fine Arts Museums is now as
follows. The board of trustees is chartered by the city and county of San Fran­
cisco to govern two city-owned art museums: the M. H. deYoung Memorial
Museum and the California Palace of the Legion of Honor. The board holds
title to the art collection on behalf of the city, sets policies for the management
of the museums, hires appropriate staff, expends city funds, and develops fi­
nancial support from the private sector. COFAM is organized to manage the
noncity fiscal affairs of the museums and to operate enterprise activities such
as the museum stores.

The public and private sides of the museum were integrated in 1987 by
making the COFAM board identical to the elected members of the museum's
city board. Similarly, its top officers are the same. For example, the same
person is president of both boards, and the city director of museums serves as
COFAM's chief executive officer.
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A related change in the governance structure was to tie the Fine Arts Mu­
seums Foundation more closely to the trustees. The foundation holds the mu­
seum's endowment and acquisition funds, and it serves as COFAM's invest­
ment committee. The foundation board was changed from being self­
perpetuating to having its members elected by the trustees, and the president
of the trustees has also become an ex officio member of the foundation board.

In sum, the new organizational structure has paved the way for comprehen­
sive institutional policy making, planning, and management. From policy set­
ting at the board level through implementation down the management line,
there is now full accountability for all aspects of museum operations.

Thomas Krens

Discussions about the problems faced by museums today tend to focus on
collecting. We are all keenly aware of the new power wielded by private col­
lectors and the auction houses and the myriad problems this power poses for
us. Museums have traditionally relied on the generosity of donors in order to
strengthen their holdings, and, to a certain extent, have managed their collec­
tions through deaccessioning. The new economic climate in the art world is
forcing many of us to pursue other strategies. A greater emphasis on opera­
tions may provide a way to address our problems.

The Guggenheim Museum is currently in the midst of a substantial capital­
expansion program. Dramatic measures, including closing the museum to the
public for eighteen months and thereby shutting off significant revenue
streams, are forcing us to address long-term concerns about management, op­
erations, and finances. Our starting point during this period is to apply tradi­
tional economic principles to the museum.

From an operational standpoint, revenue and expense streams are the key
to understanding a museum's economic position. For most museums, operat­
ing revenues come largely from the audiences that we assiduously cultivate
and develop. Admissions revenue is obviously related directly to the number
of museum visitors, but so are membership income, unrestricted giving, an­
nual appeals, and retail sales. The government has been another major reve­
nue source, as have corporations and endowments. But how reliable are these
revenue streams?

Unfortunately, audience growth is not going to continue at its former rate.
Following World War II, there was a pent-up demand for culture. Museum

. facilitieshec!:lIDeJllJgel', .. andJIlQl'e.. IIll1sellIIls\Vefe.QpeIled.tQ .. satisfytb.3,t.cle:
mand. They became sophisticated and increasingly pleasant places for the
public, partially through the development of special exhibitions and educa­
tional programs. These activities had the effect of stimulating and, conversely,
satisfying demand. But we seem to be approaching a saturation level in terms
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of audience, and demand for our "product" is no longer increasing at rates
greater than population growth. That will negatively affect all of the revenues
associated with visitor rates.

From 1965 onward, the National Endowment for the Arts (NEA) has been
very important for all of us, its matching-grants program a crucial catalyst for
outside support. But by now everyone is familiar with many of the complica­
tions associated with government participation in cultural institutions. Be­
yond the issues of censorship and governmental control, the greatest compli­
cations have been economic. The NEA budget grew from $5 million in 1965
to $150 million in 1980. The beneficiaries of that support very quickly be­
came dependent on it. In the 1980s, when the absolute levels of government
support began to decline-and as museums became more competitive with
each other for the same pool of funds-we have had to adjust to the inevita­
bility that governmental support will continue to drop in years to come.

In the early eighties, funding from private corporations tended to replace
declining government support. But that situation also became increasingly
complicated as the decade progressed. Corporations once supported exhibi­
tions through foundations that awarded grants based on some mysterious as­
sessment of merit, or else there was an enlightened chief executive doling out
money based on personal preference or connections. Now there are entire of­
fices within corporations dealing with public image and nonprofit sponsor­
ship. Corporations tell museums which exhibitions they want to see realized,
depending on the tastes of their audience. Witness the preponderance of ex­
hibitions devoted to Impressionist painters. In this way, museums have be­
come part of the advertising program of corporations. As such, we are now
competing with print media, sports events, television, and all the other ways
corporations convey their messages. This diversification suggests that corpo­
rate support-like audience levels-is approaching maximum saturation, or
may already be declining.

The other major funding source, endowments, seems to be no more prom­
ising. Since endowments have tended to be neglected, there has been a precip­
itous decline in the ability of the endowment to satisfy operating costs. For
example, just twenty-five years ago, the income from endowments covered
about 75 percent of operating expenses at the Guggenheim; now it covers
about 20 percent.

This brief analysis of audience levels, government and corporate sponsor­
ship, and endowment income points to a hostile environment in which mu­
seums will be operating during the coming years. As if the leveling off of
revenue streams is not enough, we must also face grim realities on the expense
side of the ledger.

The biggest single allotment in our budget goes for personnel, even though,
in terms of salaries, our employees are still undercompensated. To survive in
an increasingly hostile environment, we have to compete with the private sec­
tor. Not only do we need excellent curators, but we also need top-notch man-
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agers and administrators. We find ourselves in competition with banking and
law firms for choice people; gone are the days when everyone at the museum
could be paid less than $30,000 a year. This pressure on salaries will continue
until we establish some sort of equilibrium with other sectors. The people who
can be both good curators and good managers will be the ones who make a
tremendous difference in the amount of revenue we are able to generate and
will be crucial in solving our problems.

Other expense categories, such as technology and insurance, follow closely
behind salaries and benefits. Because our industry has become technologi­
cally driven, the presentation of exhibitions and the ability to organize insti­
tutions professionally and manage them capably require an investment in
computer technologies at an ever-increasing rate. The velocity of capital for­
mation-not only in the United States but in Europe and Asia-has steadily
increased the value of works of art in our collections, which has in tum in­
creased insurance premiums.

Another major cost adding to financial pressures comes from maintaining
capital-expansion projects. The past twenty years has seen the building of
whole new museums and major additions, as well as sophisticated renova­
tions. These expansions increase general carrying costs long after the projects
are paid for.

All of these very general problems affect most museums today. Having re­
cently taken over the directorship of an institution in New York City, I find
myself facing a hostile economic environment head on. The balance between
revenues and expenses at museums has always been marginal, but manage­
able. Breaking even is no longer a sure thing, however. And in the case of the
Guggenheim, there is the somewhat anachronistic situation that only now are
we aggressively going after a larger membership and trying to increase mar­
keting and museum-shop sales. We are also emphasizing the development of
collections and curatorial activities. All of these factors affect the ability of
the institution to operate from a solid base.

Unforunately, although there are identifiable general problems affecting
museums and cultural institutions, the solutions cannot be described so
simply. Art museums do not fall into standardized categories. There are vast
differences among them-differences in size, in location, and of course in
collections. In spite of these differences, there is a semblance of similarity in
that museums operate with similar guidelines and a common code of ethics.

Going back to the first source of revenue-the audience-we have to iden­
tify what differentiates one museum's product from another's. Vastly different
strategies are required for operating them. The first step, though, is to focus
()l1th~l111tllt;~()L <l~Il111I!c\J()rtllt: P!()c\uct frolll.llil ()perationlll stanciP()illt.Is
there such a thing as an incipient and expar\(:lingdemand?Is demand leveIirii
off? Is there an implied level of saturation of that demand? Once we under­
stand the demand curve a bit better, we can begin to develop strategies for
future operations management. Then we can begin a careful analysis of the
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stage of development of the particular institution. The Guggenheim is only
fifty years old and is still in the process of developing its identity and operat­
ing structure. We are looking very closely at the curve of our own develop­
ment, and how it interacts with the demand curve here and in the industry as
a whole.

We believe that those institutions that are able to take a long, hard look at
very difficult economic realities, then carefully and conscientiously develop
and implement tailor-made strategies to address them, will be the ones that
succeed in the face of the difficulties ahead.

William H. Luers

The finances of a museum are integrally related to the scholarly, educational,
and aesthetic purposes of the institution. Philippe de Montebello, the director
of The Metropolitan Museum of Art and unquestionably its decision maker
on all issues dealing with art, education, and scholarship, and I, as the chief
administrator, daily go about the task of integrating these sometimes compet­
ing, always essential aspects of museum life. It would be difficult to document
just how we do this. Rather than enumerate the practical ways we have made
this collaboration work over the past four years, I will formulate five proposi­
tions that describe some of the issues we have faced in keeping the museum
artistically and financially vital.

Proposition I. Over the past twenty years, the revenue sources of the Met­
ropolitan Museumhave expanded and become more diverse.
As a result, the Museum has become involved in a larger uni­
verse of providers. It has become more difficult for the Mu­
seum to define its community. The staff-time needed to pro­
vide services to the larger, more diverse community has
expanded, and administrative growth can appear to be dispro­
portionate.

Proposition II. As special exhibitions and other activities have resulted in in­
creased attendance and revenues, it has become clear that
strategies must be developed to assure that such activities pre­
serve the Museum's scholarly and educational purpose and
are not devised primarily as "profit centers" or "revenue rais­
ers."

Proposition III. The larger the Museum becomes physically and programmat­
ically, the more capable administrative and financial manag­
ers must be employed and adequately paid. This shift imposes
on the Museum ever greater requirements to stimulate crea­
tivity and promote scholarship among the professional staff
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and to seek funds to enhance the salaries and research activi­
ties of curators.

Proposition IV. As prices continue to rise in the art market, museums have
been less able to afford many desirable works of art. Simul­
taneously, changes in the tax law since 1986 have discouraged
donors from contributing works of art to museums. Special
efforts have become necessary to attract donations of art and
to improve the tax environment through political lobbying.

Proposition V. As the economic environment of the city becomes more
strained, the social environment becomes more impover­
ished. When caught in this dilemma, the Museum must direct
its fund-raising efforts to a wider group-thereby confusing
and, perhaps, even alienating its local community, unless spe­
cial programs are designed to counter this trend.

The first proposition, to recapitulate, is that over the past two decades the
revenue sources for the Met expanded and became more diverse, thus engag­
ing the museum more actively in a larger universe of providers, but compli­
cating our role in various ways. To illustrate this proposition: in 1967 the
Met's annual operating budget was $6.98 million; 62 percent of the budget
was from endowment income, 29 percent from the city, 5 percent from mem­
bership, 1 percent from gifts and grants, and 1 percent from other sources.
There were no revenues in those years from admissions, from auxiliary activ­
ities, or from corporations in support of special exhibitions. The sources of
income were largely derived from the New York area, and virtually no staff
was dedicated to "development" and other fund-raising or revenue programs.
In contrast, our budget in fiscal year 1989 was $68 million. We have increased
our budget exactly tenfold in twenty years because of growth in the building,
staff, and programs-and, of course, a general inflationary economy. When
we look at our 1988-89 budget, we see a whole variety of new income
sources, providing an important part of our income. In fiscal year 1989, Mu­
seum income was derived from the following sources: 20 percent from the
city; 16 percent from gifts and grants; only about 14 percent from endowment;
14 percent from membership; about 13 percent from admissions; about 8 per­
cent from auxiliaries (which include merchandising and restaurants); about 5
percent from special exhibitions; and about 9 percent from other sources. This
broad revenue base is healthy in that we are no longer as dependent on one or
two sources of income, but it also results in a larger staff serving a much wider
body of supporters .

. Ih~jIl(;J~a,s~(Lcli"ersity gfiIlc()1l1e ..s()llrc~sJlaslJrollght'Yithit1l1l1uch
greater need for the Museum's management to broaden and step up its activi­
ties with this larger universe of donors. Social events, correspondence pro­
grams, and the full range of development activities must be accompanied by
modem computer systems, advertising, and new promotional techniques.
Likewise, as relations with large corporations and tourist institutions grow,
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and as the merchandising and bookstore business increases, so has the staff­
which has over 2000 employees and 600 volunteers. Museum management
begins to take on the attributes and behavior patterns of a business. The Mu­
seum has an annual operating budget of over $70 million and 4.5 million
visitors each year. This means that the Metropolitan offers its extraordinary
resources to the public at a cost of about $15 per visitor per year. The key
challenge is to manage such an enterprise without eroding its traditional schol­
arly and aesthetic role.

A concrete way to articulate the complex of issues arising out of this di­
lemma in the Metropolitan Museum is to examine some of the specific long­
range and conceptual traps that can lead to conflict, confusion, and dysfunc­
tion within the Museum and its community. For example, the use of words
such as marketing to describe the range of the Museum's promotional activi­
ties, or assets to describe works of art, or clients to describe visitors to the
Museum can result in a breakdown of communications and functionality
within the Museum. It sets administrators against curators and develops a
"we-versus-they" mentality toward management. The language of marketing,
with its lingo about "logos," in an art- and design-conscious institution can be
offensive.

Moreover, the language of the advertiser and the market-trained profes­
sional can actually lead to flawed and failed efforts to promote a quality exhi­
bition or activity. Note the disastrous campaign mounted in London to market
the Victoria and Albert Museum. The language of marketing can and does
provoke anger and fear of management's intention and sensibilities among
curators. At the Metropolitan Museum, we therefore do not have a marketing
office, a marketing individual, or a marketing committee. We go to great pains
to discuss these issues in a way that encourages the professional staff to partic­
ipate. We have found that intelligent publicity for scholarly activities to attract
visitors works better than "marketing our assets to our clients."

Yet we carry out a wide range of activities that to others may look, sound,
and be like the objectives of the dreaded "m-word." For example, we worked
with AT&T to develop a series of highly publicized and popuIar recorded
walking tours of the Museum, to try to give our permanent collection the same
kind of excitement as our highly publicized special events. We also worked
with Business Week to put out an advertising supplement on the Metropolitan
Museum, which informed the corporate world of our Museum and earned us
a substantial revenue in the deal. We also advertise in The New York Times,
and other locations, and have been working with a creative group outside the
Museum to improve our approach to regular promotional activities.

Within the Museum, however, we never refer to works of art as assets­
because to do so would suggest that we intend to trade in them as assets­
which we most certainly do not. Moreover, our visitors are not our clients.
Should we begin to deal with our visitors for a commercial purpose, we would
surely lose our mission as a great public museum. Show me a priest who refers
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to his parishioners as his clients, and I will show you a church in which bingo
has become more important than baptism. Words, language, and concepts
matter in seeking to preserve the mission of the large and financially stretched
art museum.

The second proposition is about special exhibitions. As special exhibitions
have been developed to expand museum admissions and attendance, it has
become ever more clear that thinking of such exhibitions as revenue raisers,
or profit centers must be avoided and that particular efforts must be made to
preserve the scholarly and educational purposes of such activities. As we look
back over the twenty years of experience with special exhibitions, we have
seen our revenues rise and fall, year after year, depending to a large degree on
whether or not a given year offered a major Impressionist or other blockbuster
exhibition. An impression even arose that we began to become financially
dependent on devising special revenue raising exhibitions, and that a bad year
at the Metropolitan was a year when such an event had not been planned. Even
though these so-called down years might be years with excellent and scholarly
exhibitions, if they were not popular from the standpoint of finances, they
were not seen as having contributed to the financial health of the Museum.
This growing cycle of dependency of the Museum on the revenues from such
exhibitions ran the danger of requiring the director and his curators to consist­
ently devise at least one or two exhibitions a year that would enhance our
revenues, thereby distorting the direction and approach to the mounting of
Museum exhibitions.

Therefore, in 1989, under the guidance of Director Philippe de Montebello,
working closely with Vice President of Operations Richard Morsches and
Manager of Admissions Kathleen Arffmann, the Museum evolved a more bal­
anced approach to special exhibitions and how they should fit into the pattern
of the Museum's activities. For example, in 1989 we made the decision not to
have advance ticket sales for our major Velazquez and Canaletto exhibitions
for the fall of 1989. Looking back to the prior fiscal year (1988-89), when we
had 4.5 million visitors-many of whom came to see the large, ticketed ex­
hibitions of Degas and Georgia 0 'Keefe-one can see a significant addition
to our admissions income from tickets sold through Ticketron. The decision
not to ticket the two 1989 exhibitions was taken for a variety ofreasons, and
it clearly resulted in a drop of income for the Museum-even though attend­
ance during that year did not drop significantly in comparison to the year
before. The decision was designed to provide our public the opportunity to
consider the special exhibitions as part of the general purpose and function of
the Museum. Moreover, the director was concerned that if we used Ticketron,
our ·vlsitofs·····couldtoo ··easily·ass6eiate··the··specia:l···exhibitions·· with sports
events or popular entertainment. He adopted the longer-term view that special
exhibitions should make possible the building of a larger body of repeat visi­
tors to the special exhibitions-thereby encouraging the growth of a loyal
audience for the Museum. Over the long run this approach would expand our
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attendance to the Museum's collections, not make us dependent on special
exhibitions, and enable us to demonstrate to ourselves and others that our
exhibition schedule over the years was designed with a scholarly, educational,
and public purpose rather than for its revenue raising potential. We are still
examining this policy on ticketing to determine whether we are on the correct
course or whether there might be some alternative way to supplement our
income from particularly popular exhibitions.

We have surveyed our visitors frequently over the years to determine their
likes and dislikes. One of our findings is that people who have good experi­
ences in special exhibitions can be encouraged to become part of the larger
Museum community that spends time in our permanent collections. More­
over, since we have a policy of asking for voluntary contributions and do not
charge a fixed admission fee, the size of our admissions revenue is dependent
upon the willingness of our visitors to pay suggested $5 admission. We want
our visitors to feel good about their experience, to return, and even eventually
to become members. Admissions has become, in recent years, a smaller per­
centage of our gross revenues. We have concluded that we will look on exhi­
bitions as largely one of the multiple ways to develop a broader-based and
more appreciative public. Admissions income will not and cannot be seen as
a central factor in the mounting of special exhibitions.

In addition to this evolving attitude toward special exhibitions for our pub­
lic, we have adopted in 1989-90 other programmatic ways to appeal to a
broader and more diverse audience. In the fall of 1989, we began to keep the
Museum open on Friday and Saturday evenings until 9:00 P.M., thus making
the Museum accessible to the public longer during their traditional periods of
leisure time. We have also provided special programing during these extended
evening hours. The Museum has been greatly encouraged by the response to
these weekend hours, and we have noticed that our visitors during these hours·
tend to be younger, ethnically more diverse, and in many cases new to the
Museum.

The third proposition is that the larger the museum becomes physically, the
greater the tendency toward enlarged management and financial staffs and the
more these structures encroach on the work of the professionals. Therefore,
ever greater efforts are required to find creative ways to stimulate the profes­
sional staff of the museum. In a trailblazing study written by Neil Rudenstine
for the Mellon Foundation, a wide range of art museum directors in the United
States were interviewed to find the most appropriate way in which private
funds could assist museums today. One of the conclusions of this study was
that the greatest benefit to an art museum would be to provide special
sabbatical-like assistance to the key museum scholars to relieve them tempo­
rarily of the daily pressures of special exhibitions, the promotion of the collec­
tions, the management of departments, and the necessary negotiations with
donors. The assistance would encourage them to conduct their scholarly
work, revive their intellectual and creative talents, and free them of the stress
of mundane museum activity.










































