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Foreword

Adriano Picinati di Torcello
Director - Art & Finance
Initiative Coordinator
Deloitte Luxembourg

Anders Petterson
Managing Director
ArtTactic
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Deloitte Luxembourg and ArtTactic are pleased to present the 3 edition of the Art &
Finance Report.

The two first editions of the Art & Finance Report (2011 and 2013) helped us to
establish a forum and platform for monitoring emerging trends and attitudes around
important issues related to the Art & Finance industry. In this year's report we have
taken this one step further and invited 11 key opinion formers, representing major
market stakeholders, to express their views on what they believe are opportunities
and challenges for the Art & Finance industry, now and in the future.

As the Art & Finance industry is becoming increasingly global, we are also delighted
to announce that what started as a local initiative in Luxembourg in 2011 has

now become a truly global Deloitte initiative, and we are proud to announce new
partnerships with Deloitte US, Deloitte China, Deloitte Singapore, Deloitte Italy,
Deloitte Germany and Deloitte Austria.

Based on the overwhelmingly positive response and feedback from the wealth
management community, art professionals and art collectors in producing this report,
we are delighted to say that the report is more than just a companion on a journey: it
is becoming a destination in itself, a virtual meeting point of diverging and converging
opinions that we feel will become very valuable in shaping the future of the Art &
Finance industry.

Once again, we would like to express our most sincere thanks to all the individuals
and institutions that contributed to this report. Without their support, this report
would not have been possible.



Deloitte US launches an
Art & Finance practice

It is our pleasure to announce the establishment of our US Art & Finance Group.
Located at the centre of high art and high finance at 30 Rockefeller Plaza in New York
City, we have a diverse team of consulting, tax, and business intelligence professionals
inspired by the new challenges and opportunities brought about by the rapid
maturation of the international art market.

Our mission is simple: to deliver creative solutions to the individuals and institutions
at the crossroads of business, finance and the arts. We offer collectors, art-related
businesses and cultural institutions an entry into Deloitte’s traditional tax, consulting,
and business intelligence services and we help financial institutions incorporate fine
art and collectibles into their advisory models.

Our team has a great passion for art, and we hold in high esteem the cultural
subtleties that make up the art world’s distinct eco-system. But we also see incredible
opportunities for innovation and change. From the growth of art as a capital asset to
new sources of market liquidity and growing demand for art banking, the worlds of
art and finance continue to converge.

Together with Deloitte Luxembourg and our global network of specialists, we look
forward to working with you. These are exciting times indeed.

Consulting We combine our
knowledge of the art

market with our experience
of delivering strategy and

operations advice to
companies and
governments around
the world

- Strategy and operations

- Digital strategy

- Customer experience

- Cost and revenue strategies
- Education and learning

- Private banks

- Hedge funds

- Art-related businesses
- Museums

- Cultural institutions

- Public sector

Tax We help clients structure

and manage their
art collections in a
tax-efficient manner

- Gift and estate planning

- Philanthropy and charitable
planning

- Import/export strategies

- US sales & use tax

- VAT and GST tax

- Code 1031 exchanges

- Family offices

- Asset managers

- Individual collectors
- Galleries

- Museums

Business We help art market

Intelligence professionals deal with
the complex mix of
counterparty, legal,
and regulatory risks

- Anti-money laundering
services

- Provenance research

- Fraud and investigations

- Counterparty vetting

- Forensics services

- Know-your-customer
(KYQ)

- Art secured lenders
- Individual collectors
- Auction houses

- Freeports

- Art funds

Julia Cloud
National Private Wealth Leader
Deloitte US

Gauthier Vincent

National Wealth Management
Leader

Deloitte US

Evan Beard

US Art & Finance Coordinator
Deloitte US
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In last year’s report we identified an increasing sense
of convergence in motivations among key stakeholders
in the art market and in the wealth management
community regarding art as an asset class.

Based on the findings of this report, the wealth
management industry is clearly taking a more strategic
view on art as an asset class and how it might be used
as a tool to build stronger and deeper relationships with
clients, in an increasingly competitive marketplace.

This year's findings suggest that art buyers and
collectors are increasingly acquiring art and collectibles
from an investment viewpoint (76% said so this

year, compared with 53% in 2012), which will most
likely increase the need and demand for professional
and wealth management services relating to the
management and planning, preservation, leverage and
enhancement of art and collectible assets.

It is particularly interesting to see that the wealth
management community is already responding to this
new demand, with 88% of the family offices and 64%
of the private banks surveyed said that estate planning
around art and collectibles is a strategic focus in the
coming 12 months. This highlights that art related tax,
estate and succession planning issues are increasingly
becoming a hot agenda topic. Also, 50% of the family
offices surveyed stated that one of the most important
motivations for including art and collectibles in their
service offering was due to the potential role it could
play in a balanced portfolio and asset diversification
strategy.

Deloitte Luxembourg and ArtTactic conducted the
research for this report between April and June 2014.
We surveyed 35 private banks (up from 30 in 2012),
mainly in Europe, and 14 family offices, mainly in the
United States. The addition of family offices to the

overall sample was new this year, and reflects our belief
that family offices will play an increasingly important
role in the Art & Finance industry. Our report again
focused on monitoring the perceptions, motivations
and actions related to the development of art as an
asset class within the global wealth management
community. Due to the broadening of the sample by
including 14 family offices, we have highlighted the
specific findings of this group where we felt it had an
impact on the interpretation of the overall findings.

As in the previous year, we also conducted research
among other important stakeholders in the Art

& Finance market, such as art collectors and art
professionals (galleries, auction houses and art
advisors). A total of 122 art professionals (up from 112
in 2012) and 90 major art collectors (up from 81 in
2012) from Europe, the United States, the Middle East,
Latin America and Asia were surveyed on a variety of
topics relating to art as an asset class, covering their
motivations, current and future involvement, and the
challenges and opportunities.

Section 1 of the report includes findings (market
outlook for different art markets) based on qualitative
art market confidence surveys that ArtTactic sent out to
360 international art collectors, art advisors, galleries
and auction houses between May 2014 and July

2014. This section also includes auction data analysis
of different modern and contemporary art markets,
and is predominantly based on data from Sotheby’s
and Christie’s, but will also occasionally include other
auction houses where these represent a major share of
the market.



In order to provide a market context for the survey
findings, we have provided a broad, international
overview of recent developments across various
modern and contemporary art collecting categories.
Most of the data is collected from Sotheby’s and
Christie’s, as they cover the majority of the modern
and contemporary art-collecting categories covered in
this section, although certain regional markets such as
China, India and Russia also include auction data from
other leading auction houses. This year, we have added
two new markets, South East Asia and Africa, to better
reflect the increasingly global nature of the art market.

We have estimated the size of the global art fund
industry, combining data and information from
interviews with US and European art funds, as well as
public records on art investment trusts and art funds

in China. As more information has been released
regarding the art trust market in China, we updated the
figures for the period between 2011 and June 2014,
which were significantly higher than the estimates we
used in the previous two editions of the Art & Finance
Report.

Like last year, we have also significantly expanded

our coverage of the emergence of digital technology
and the online art market, and the potential impact it
could have on the Art & Finance industry in terms of
addressing key challenges such as transparency, liquidity
and valuation.

New this year is Section 5, which is dedicated to
different legal issues that are already impacting the
development of the Art & Finance industry and could
have a significant effect going forward. We are
delighted to have the contribution of leading lawyers
in this field such as Catherine Cathiard, Jean-Philippe
Drescher, Karen Sanig, Steven Schindler and Pierre
Valentin.

We are also delighted to be able to publish a series of
interviews with key figures in the Art & Finance industry,
as well as venture capitalists and investors in the online
art market and in technologies that can facilitate a
more efficient and transparent art market. Interviewees
include:

- Hala Khayat, Christie’s specialist and Head of Modern
and Contemporary Arab and Iranian Art sales

- Georgina Hepbourne-Scott, Art Management
Division Head of the Stonehage Group

« Paul Aitken, CEO and founder of borro.com

« Harco van den Oever, founder of Overstone Art
Services

« Dr. Christian G. Nagel, partner and co-founder of
Earlybird Venture Capital

- Christian Leybold, General Partner at e-ventures

We also want to thank Chen Bao and Audrey Limier
from Deloitte Luxembourg for their contribution on the
Chinese and Brazilian art markets, as well Zhang Vi, an
independent consultant on the Chinese art market. A
special thank you also to Professors Michael Moses and
Jianping Mei for their ongoing support.

Deloitte Luxembourg and ArtTactic recognise that the
findings are indicative and acknowledge the limitations
of these findings; however, we believe that the results
reflect a broad representation of the perceptions and
attitudes that exist in the global wealth management
and art communities.
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Key findings

Based on the findings of this third edition, although it is
still relatively early days, we continue to see the gradual
positive development of the Art & Finance industry,

on the back of global art market growth and a global

increase in wealth.

Art and wealth management is currently the
area where we see the strongest interest,
boosted by the rapid rise in the value of art
and the increasing accumulation of art and
collectible wealth.

The art investment fund market remains a
niche sector of the Art & Finance industry,
and although a few successful models

have emerged, it is still too soon to talk
about a fully-fledged art investment fund
market. Based on the motivations of wealthy
individuals for buying and investing in art,
future art fund models might have to be
adapted to create demand for these types of
investment products.

Technology-driven and online art businesses
have a clear potential to support the
emergence of an Art & Finance industry,
particularly through increased liquidity, lower
transaction costs and more transparency.
However, a better regulatory framework
might be necessary to grow the Art & Finance
market going forward.

1 Barclays Wealth Insights report: Profit or Pleasure? (2012)

Section 1: The art market

+ Wealth creation drives art market growth: the

growth in sales of art and collectibles has been
fuelled by the globalisation of the art market and
an exceptional increase in wealth, especially in new
growth markets such as Asia, the Middle East and
Latin America

« An increasing number of UHNWIs are buying

and investing in art and collectibles: global art
buying trends indicate a continuous accumulation
of wealth in art and collectibles, and an
opportunity for wealth managers to provide art
and wealth management services, such as wealth
protection, estate planning, leverage and value
enhancement. According to a Barclays report’
published in 2012, art and collectible holdings vary
between region and type of assets, but on average
represented 9% of the net assets of wealthy
individuals

+ The first half of 2014 signals another record

year for the art auction market: this year is set
to become another positive one for the art auction
market, with the six-month auction figures from
Christie’s and Sotheby’s already accounting for
88% of the 2013 total

+ There is a positive art market outlook for

the first half of 2015: the experts’ outlook for
the majority of the modern and contemporary
art markets is neutral to positive for the next 12
months



United States and Europe: there is a positive
outlook for art wealth management services in the
United States and Europe, as art market values are
moving towards an all-time high. Wealth managers
expect their clients to increase their total wealth
allocated to art, providing a fertile ground for Art
& Finance-related services aimed at protecting,
leveraging and enhancing art and collectibles
wealth

China: the Art & Finance industry in China is likely
to grow as the Chinese government has adopted
a proactive role in creating closer cooperation
between the financial and cultural sectors

Middle East: despite geopolitical uncertainty

in the region, expansion in art and museum
infrastructure, together with rapid growth in
UHNWIs and their significant allocation of wealth
to treasure assets, indicates that this region is
likely to play an important part in the global and
regional art and collectibles markets in the future

India: the Indian art investment fund market
took a hit in 2009, which significantly dented
confidence in art as an asset class among Indian
investors. However, the improved outlook for
the Indian art market and an increase in prices
for modern Indian art should lead collectors and
investors to revisit this market in the near future

Latin America: the Latin American art market
remains the second most attractive market

in which to buy art over the next 12 months
according to the experts, and signals future
growth in art and collectible assets and increasing
opportunities for the emergence of an Art &
Finance industry in this region

South East Asia: rapid art market growth and
regional growth in UHNW!I population and
wealth, combined with Singapore’s position as a
financial and art market hub, point to significant
opportunities to grow an Art & Finance market in
South East Asia

Russia: auction sales of modern and contemporary
Russian art in the first half of 2014 show signs

of renewed confidence in this market and the
advantages of art as a tangible and movable asset

Africa: African art market and UHNWI growth
have created a new generation of African
collectors with an interest in art as an asset class
and opens up the possibilities for a future Art &
Finance industry as the African art market matures
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As competition in the global wealth
management industry increases, there is

an increasing focus on client-centric value
propositions, including art-related services for
UHNWIs, which could be one way to provide more
client-centric services

The rapid rise in the value of art and the
continued accumulation of wealth in art and
collectibles mean that wealth managers need to
take a more holistic view of their clients’ overall
asset portfolio

Passion versus investment: 76% of art collectors
are buying art for collecting purposes, but with
an investment view (up from 53% in 2012).

This implies that the investment aspect of art

is something that collectors are increasingly
concerned about

Art and wealth management: an increasing
number of art professionals (76%) and art
collectors (62%) think that art and collectibles
should be integrated into the wealth management
offering, while 53% of wealth managers and 57%
family offices strongly believe there is a role for art
in wealth management

Higher awareness of art as an asset class:

a higher proportion of wealth managers is
monitoring developments linked to art as an asset
class

The Deloitte/ArtTactic Art & Finance Future
Indicator has increased by 61% versus 2012 and
now stands at 39, which signals that the wealth
management community is taking a more strategic
view with regard to art-related services in the next
12 months compared with 2012

Increasing demand for art-related services:
wealth managers say that their clients are
increasingly asking for help with art-related issues,
but wealth managers need to listen to their
clients’ needs to develop tailored art and wealth
management offerings

Wealth managers can provide clients with
exclusive access to the art world: the social value
(status and access) associated with buying art is a
strong motivation for art collectors, and presents
an opportunity for wealth managers to provide
their clients with access to this exclusive ‘club’

There will be a focus on art and wealth
management in 2015: wealth managers will
focus on three art-related financial services in the
next 12 months—art and estate planning, art and
philanthropy and art secured lending

More banks are offering art secured lending:
36% of the private banks surveyed said that they
offer art secured lending and art financing services;
this was up from previous years

Art insurance products could help expand the
art secured lending market: a range of new art
insurance products could potentially help the art
secured lending market to reach £15-20 billion per
annum2,

Family offices see art as a diversification tool:
family offices consider art and collectibles to have
an important role in a balanced portfolio and asset
diversification strategy

Lack of regulation remains a key obstacle: the
overriding challenge for the development of the
Art & Finance industry remains the unregulated
nature of the art market, combined with a lack
of transparency and difficulties in sourcing and
finding the right art-related expertise

Freeports as competence clusters for the Art &
Finance market: freeports specialising in tangible
valuable goods offer the possibility for wealth
managers to develop regional competence centres
for these assets. This is especially the case with
Luxembourg, Singapore and Switzerland

2 Robertson Taylor W&P Longreach estimated today’s art lending market to be in the region of £6 billion per annum, but with the potential to
reach £15-£20 billion per annum.
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The Mei Moses® World All Art Index (All Art-W)
reported a negative performance between 2012
and 2013

Ten-year art performance: the compound annual
return for the World All Art Index was 7% between
2003 and 2013, slightly below the S&P500 total
return of 7.4%. Post-war and contemporary art as
well as traditional Chinese works of art delivered
compound annual returns of 10.5% and 14.9%
respectively

The global art investment fund industry

is concentrated in existing art funds that

can demonstrate a track record. The global
art investment fund market was estimated
(conservatively) to be worth US$1.26 billion in
the first half of 2014, down from US$2.13 billion
in 2012, driven by a significant unwinding of art
investment funds and trusts in China. In 2014, an
estimated 72 art funds and art investment trusts
were in operation, and 55 of these were in China

Tougher regulations on art investment
products: France’s AMF (French Financial
Markets Authority) now regulates art funds, and
the Chinese government has introduced stricter
regulations on trusts

China’s art investment boom slowed in 2013:
China’s art fund and art investment trust market

is rapidly slowing down, with an estimated $169
million raised in 2013, compared with $529 million
in 2012. Stricter government regulations on the
Chinese shadow-banking market has triggered a
decline in art investment trusts

Confidence in the future of the art fund
industry is mixed: the majority of art professionals
and art collectors believe the art fund industry will
expand in the next two to three years, but wealth
managers are still very cautious, as issues such

as due diligence, lack of liquidity, valuation, lack

of track records and an unregulated market have

a negative effect on these types of investment
products

Art and wealth management is
currently the area where we see the
strongest interest, boosted by the
rapid rise in the value of art and
the increasing accumulation of

art and collectibles wealth

Art funds could become service platforms

for the wealth management industry: art
investment funds have the potential to become
one-stop art service platforms for the wealth
management industry, offering vetted and tested
expertise, transparent and professional reporting,
and operation within a regulatory framework

Art collectors see the benefit of art investment
funds as a diversification tool: a large majority of
collectors see the potential of art funds as a way of
gaining broader exposure to the art market

Art professionals see art funds as potential
‘door openers’ for new art collectors

and investors to enter the art market: art
professionals say that an art fund could provide
access to experts and knowledge that buyers do
not currently have

Art & Finance Report 2014 17
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ME&A activity is likely to pick up as the online
industry matures: with the number of online

art marketplaces and auctions increasing,
consolidation can be expected to take place in the
future, opening up opportunities around art and
corporate finance

Larger online art marketplaces are likely

to increase liquidity, broaden the collector

base, reduce transaction costs and increase
transparency, which could encourage more people
to look at art as an asset class

Opportunities in data, research and analysis
should arise as the art market is increasingly
looking for better tools to make informed decisions
and help address some of the concerns that wealth
managers have when it comes to transparency and
the lack of information and research tools in the
art market

Art professionals and collectors see
opportunities for online art education:

67% of collectors and 63% of art professionals see
potential for businesses focusing on art education

Disintermediation shows untapped potential:
collectors and art professionals both indicated
increased confidence in the future of consumer-to-
consumer and dealer-to-dealer sales platforms for
the online art industry

Online art and collectibles auctions expected
to see rapid growth: 77% of art collectors and
69% of art professionals believe that the online art
auction market will become one of the winning
business models

eBay is to enter the higher end of the art

and collectibles market by partnering with
Sotheby’s: a further boost to the online art
auction market has come from e-commerce giant
eBay, which announced in July 2014 that it has
agreed to partner again with Sotheby's

Building trust: developing online brands and
companies that can instil a high degree of trust will
be the key challenge for any online player in the
art world

Technology-driven and
online art businesses
have a clear potential to
support the emergence
of an Art & Finance
industry, particularly
through increased
liquidity, lower
transaction costs and
more transparency



Legal expectations of an asset class: the art
market falls short of meeting the legal expectations
of an asset class, particularly in terms of regulatory
structure, information availability and clear title

Fiduciary responsibilities of art advisors: an art
market downturn is likely to raise questions on
the legally vague fiduciary responsibilities of new
intermediaries, such as art advisors

The AMF (French Financial Markets Authority)
regulates art and collectible investment products
to protect investors from misleading information

Auction guarantees raise questions on
transparency and market distortion

Authentication: the absence of clear
authentication processes and authentication
bodies can make the verification of genuine art
extremely difficult to establish

Protection for art authenticators against lawsuits
is necessary for the art market to operate properly.
A bill was introduced recently in New York State to
protect art authenticators against frivolous lawsuits
brought against them for issuing opinions as to an

artwork’s authenticity

Due diligence and carefully drafted warranties
in sale and purchase agreements of artworks can
offer some level of protection

Art secured lending and allowing the borrower
to keep possession of artworks: in the United
States, lenders against art typically allow the
borrower to keep possession of the art collateral as
they register its security interest under the Uniform
Commercial Code (UCC). Several continental
European countries have also introduced a

register of charges against chattels such as France,
Spain and Belgium, but in most other European
countries, the lender cannot register a charge
against art assets, particularly if the borrower is a
private collector

Insurance products are being developed to
protect the lender against the risks associated with
leaving art collateral in the borrower’s possession.
Some of these insurance products are designed

to give the lender the same protection as a validly
perfected charge against the art collateral

Art & Finance Report 2014 19



Priorities

with the increasingly
global nature of the art market and the art trade, the
demand for storage facilities and duty-free zones is
likely to increase. 28% of both the art collectors and
art professionals surveyed said they had already used
or had a relationship with a freeport provider, and
43% of the art professionals said that their clients
were likely to use a freeport facility in the future,
versus 42% of the art collectors who said they were
likely to use such a facility.

The wealth management industry is waking up to the
opportunities associated with freeports, with 41%

of the private banks surveyed saying they were likely
to create a new or expand on an existing art and
collectibles service offer as a result of the creation of
freeports. It is paramount that the freeport providers
and wealth management community work closely
together to build an attractive service offering that
covers art lending, art advisory services, collection
management and tax and legal services related to art
and collectibles.

the social value® of buying art is a key aspect for art
collectors. 61% said this was a key motivation, up
from 60% in 2012, while an even higher 72% of art
professionals believed this was a key motivation for
their clients (up from 62% in 2012).

There is no doubt that the social value and status
linked to art collecting is attractive for many HNWIs.
Invitations to art fair VIP openings around the world
and gallery and museum dinners for collectors and
patrons provide members with an exclusive network,
giving access to the artists themselves, but also to
other business people and celebrities. Deutsche
Bank's sponsorship of the Frieze art fair, the UBS
sponsorship of Art Basel and Royal Bank of Canada’s
sponsorship of Masterpiece highlights the value that
such events can bring to their clients, not for the
financial benefits, but in terms of the emotional and
social value these events provide.

The wealth management industry should strategically
think about how to create and provide services that
offer access to exclusive events and networks for
their clients, and how to build partnerships with art
professionals to deliver this.

For the art fund industry to evolve, a rethink of the
current art fund model is probably required, which
needs to incorporate the reasons why art investors buy

art in the first place

3 We define social value as the status of belonging to an exclusive group of people and the status associated with buying and collecting art



3. The art fund industry may have to rethink
its current model: art funds have seen limited
growth in recent years, and the survey shows that
only 8% of wealth managers are currently offering
clients advice on investing in art investment funds,
down from 26% in 2012. On the other hand, art
collectors do see the benefit of art investment funds
as a diversification tool and a way of gaining broader
exposure to the art market (67% of collectors
surveyed said so in 2014). 61% of collectors also said
that art funds could offer professional management
with strong investment discipline and a focus on
value.

Art professionals see art funds as potential “door
openers’ for new art collectors/investors to enter
the art market, and 68% of art professionals said
that an art fund could provide access to experts and
expertise that buyers do not currently have. There
seems to be a mismatch between what clients/
potential investors are looking for and what the art
fund industry is offering. For the art fund industry
to evolve, a rethink of the current art fund model is
probably required, which needs to incorporate the
reasons why art collectors buy art in the first place.
With 78% of art collectors citing emotional factors
as key to buying art, and 61% saying that the social
value aspect is very important—future art fund
models should more effectively incorporate these
non-financial elements into their strategy. Art fund
models built around a boutique-style art and wealth
management offering could become a model for
future art investment funds, and have the potential
of becoming one-stop art service platforms for the
wealth management industry. The art funds’ audited
track records and regulatory compliance make them
more suited to service an increasingly regulated
financial industry.
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this was a trend we identified in the Art & Finance
Report 2013, and remains a key priority for the Art &
Finance market to develop further. There are already
initiatives such as PAIAM (Professional Advisors

to the International Art Market) in London, which
opened its membership to international advisors in
February 2013. PAIAM is a networking association
for professionals supporting the global art industry
in terms of legal, consulting, tax, financial, insurance,
logistics, research, recruitment and communication
services. A closer collaboration between different
interest organisations in the Art & Finance industry is
needed.

A certain level of
regulation in the art
market would not only
be helpful for the Art &
Finance industry, but
also for the art market
as a whole

in section five of this report, Steven
Schindler makes the point that the art market
currently falls short of meeting the legal expectations
of an asset class, with clear weaknesses in terms
of regulatory structure, information availability and
clear title. He also raises another important issue
regarding the legally vague fiduciary responsibilities
of new intermediaries, such as art advisors.
He expects—as more investments start to go
wrong—that we will see cases brought to clarify the
fiduciary responsibilities of art market intermediaries
who don't necessarily represent only the buyer
or only the seller. As regulation in the art market
remains a considerable hurdle (83% of wealth
managers surveyed said this was a key challenge),
self-regulation remains key, and it is important that
the wealth management industry and associations
in the art market (representing appraisers,
auctions, dealers, galleries and other professionals)
work together more closely, so that the wealth
management industry can leverage the skills and
knowledge of qualified and vetted art professionals.
A certain level of regulation in the art market would
not only be helpful for the Art & Finance industry,
but also for the art market as a whole.



6. Authenticity issues and defective title raise

the need for an international art market
register and traceability of artworks: existing
problems associated with authenticity (see Steven
Schindler and Karen Sanig, Section 5) are likely

to become even more of a challenge in the art
market in the future. Record prices may encourage
criminal activity and result in an increase in fakes and
forgeries. With many artist authentication bodies no
longer providing authenticity certificates due to the
risk of lawsuits, a neutral and credible art register
that can trace the origin of artworks, supported by
all the key players in the art market, such as auction
houses, dealers, art historians, museums and artist
foundations, should be a priority going forward.
Without a concerted effort to protect the market
against fakes, confidence in art as an asset class
could evaporate.

7. New tools created by technology-driven

companies and online marketplaces will play
an increasingly important role in the Art &
Finance industry: technology and the advent

of an increasingly global art market present new
opportunities for art and collectibles in a wealth
management context. Firstly, online art businesses
are perceived as important in broadening the existing
collector base and improving market liquidity,
transparency, education and the dissemination

of market information. Secondly, online art
businesses can help improve the valuation of art and
collectibles. 78% of the wealth managers surveyed
cite valuation as a key hurdle in providing art secured
lending services. The advent of the digitisation of
more art-related data and the ability of technology
to process this data means that we are likely to

see significant improvement in, and the potential
standardisation of, valuation methods and processes
in the future.
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« Wealth creation drives art market growth:

the growth in sales of art and collectibles has been
fuelled by the globalisation of the art market and
an exceptional increase in wealth, especially in new
growth markets such as Asia, the Middle East and
Latin America

An increasing number of UHNWIs are buying
and investing in art and collectibles globally,
which presents an opportunity for wealth
managers to develop regional and/or global Art &
Finance strategies

Global art buying trends indicate a continued
accumulation of wealth in art and collectibles
and an opportunity for wealth managers to
provide art and wealth management services
around wealth protection, estate planning,
leverage and value enhancement. According

to a Barclays report® published in 2012, art and
collectible holdings vary between region and asset
type, but on average represented 9% of the net
assets of wealthy individuals

The first half of 2014 signals another record
year for the art auction market: this year is set to
become another positive year for the art market,
with auction figures based on sales (for the first
half of 2014) already amounting to US$5.98 billion®,
only 22% lower than the total figure for 2013, and
still with the autumn season to come

Section 1: The art market

+ The positive market trend of 2013 is likely to
continue for the rest of 2014 and the first half
of 2015, as the experts’ outlook for the majority
of the modern and contemporary art markets is
neutral to positive in the next 12 months. Auction
sales of US and European, Chinese, South East
Asian and Russian modern and contemporary art
saw the strongest growth in 2013, and is likely to
have a favourable impact on the development of
Art & Finance in these markets

+ United States and Europe: there is a positive
outlook for art wealth management services in
the United States and Europe as market values are
moving towards an all-time high. Wealth managers
expect their clients to increase their total wealth
allocated to art, providing a fertile ground for Art
& Finance-related services aimed at protecting,
leveraging and enhancing art and collectible
wealth

- China: the Art & Finance industry in China is likely
to grow as the Chinese government has adopted
a proactive role in creating closer cooperation
between the financial and cultural sectors.
The strong appetite for art as an investment
among Chinese buyers is likely to continue to
be a major motivation and a key dynamic in the
Chinese art market going forward, and we expect
significant financial innovation in the area of art
and collectible assets in the future

The positive market trend of 2013 is likely to
continue for the rest of 2014 and the first half of
2015, as the experts’ outlook for the majority of the
modern and contemporary art markets is neutral to
positive in the next 12 months

4 Barclays Wealth Insights report: Profit or Pleasure? (2012)
5 Based on global sales by Sotheby's and Christie’s of impressionist and modern art, contemporary art, Chinese art and Old Masters



Middle East: geopolitical uncertainty in the
region could weigh on the Middle Eastern art
market outlook in the next 12 months. However,
expansion in museum infrastructure and rapid
growth in UHNWIs and their significant allocation
to treasure assets indicate that this region is

likely to play an important part in the global and
regional art and collectibles markets in the future

India: the Indian art investment fund market
took a hit in 2009, which significantly dented
confidence in art as an asset class among Indian
investors. However, the improved outlook for
the Indian art market and an increase in prices
for modern Indian art should lead collectors and
investors to revisit this market in the near future.
The Indian art market is likely to need a further
two to three years of stable growth before we
see the emergence of an Art & Finance industry in
India

Latin America: the Latin American art market
remains the second most attractive art market to
invest in over the next 12 months according to
market experts, and wealth managers say that a
large majority of their clients in these regions will
increase their holding of art in the future. This
signals future growth in the market for art and
collectible assets, and increasing opportunities for
the emergence of an Art & Finance industry in this
region

The first half of 2014
signals another record year
for the art auction market

+ South-East Asia: the outlook for the South-East
Asian modern and contemporary art market is
positive, with strong growth being recorded since
2009. Rapid regional growth in UHNWI numbers
and wealth, combined with Singapore’s position as
a financial and art market hub, point to significant
opportunities to grow an Art & Finance market in
South East Asia

+ Russia: auction sales of modern and
contemporary Russian art in the first half of 2014
revealed signs of renewed confidence in this
market. This is likely to highlight the advantages of
art as a tangible and moveable asset, which could
be attractive in light of the current geopolitical
situation

+ Africa: international and domestic sales of African
modern and contemporary art have increased,
fuelled particularly by rapid growth in the UHNWI
population in Nigeria. This has created a new
generation of African collectors with an interest in
art as an asset class, and opens up the possibilities
for a future Art & Finance industry as the art
market matures
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This section aims to give a broad overview of some of
the key art market and collecting trends, in order to
provide greater context for the analysis and the survey
findings presented later on in this report. In order to
have a better grasp of the development and challenges
of the global Art & Finance industry, we also need to
improve our understanding of the dynamics of different
global art markets, and how these may impact on the
Art & Finance industry now and in the future.

More market participation among HNWIs, higher
valuations and more risks associated with buying art
and collectibles are important indicators for whether
there is potential for an Art & Finance industry to
develop in these markets.

For clarity we have provided a brief background to
some of the key global art auction categories, show-
ing how these have evolved in the 2000 - 2014 period,
and indicating where wealth is currently being invested.
We have also taken a closer look at the world’s second
largest market, China, since this is a market that is likely
to continue to grow and attract increasing wealth from
the region, as investors look to diversify their capital
into alternative assets such as art and collectibles.

The Art & Finance industry in China has also undergone
rapid development in recent years, particularly in

the area of art investment funds and trusts (see
Section 3) and art lending (see Section 2). Finally,

we have provided a broad analysis of modern and
contemporary auction sales, collector perception and
market outlook, combined with wealth indicators for a
number of countries and regions. By combining these
indicators we will get a better understanding of the
regional and country-specific potential for an Art &
Finance industry.

Total global auction sales at Sotheby’s and Christie’s in
the Chinese art, Old Masters, impressionist and modern
art and contemporary art segments grew by 15.6%

in 2013 to US$7.68 billion, up from US$6.4 billion in
2012. All collecting categories, aside from Old Masters,
registered a significant increase in 2013. Auction sales
in the contemporary art segment increased by 24.2%
to US$3.39 billion, from USS$2.73 billion in 2012. The
level of contemporary art sales is now 32.7% above the
previous market peak in 2008.

Fig. 1 Christie’s and Sotheby’s: auction sales (in USS) by category 2000-2014 (1t half)
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The impressionist and modern art market saw sales
increase by 9.8% in 2013, to US$2.07 billion, and this
collecting category accounted for a 27% market share
in 2013, down from 449% in 2003. Contemporary art
has increased its market share to 44% in 2013, up from
28% in 2003, taking over the leadership position from
the impressionist and modern art market. The overall
Chinese art market also gained market share over the
last ten years, with an increase from 14.6% in 2003 to
23% in 2013.

2014 is set to become another record year for the art
market, with auction sales for the first half of the year
reaching US$5.98 billion, only 22% lower than the total
figure for 2013, and still with the autumn season to
come. The impressionist and modern market has been
doing particularly well, with sales for the first half of
2014 just 4% below the annual total from the previous
year.

In order to have a better
grasp of the
development and
challenges of the global
Art & Finance industry,
we also need to improve
our understanding of
the dynamics of
different global art
markets, and how these
may impact on the Art
& Finance industry now
and in the future

Fig. 2 Christie’s and Sotheby’s: auction sales by category—

market share in 2012 versus 2013

Source: ArtTactic
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Since the financial crisis in 2009, the Chinese art market
has emerged as one of the fastest growing art markets
in the world, and was ranked as the second biggest art
market in 2013 by the annual TEFAF report®.

Figure 3. Chinese art auction sales (in US$)
(All Chinese art categories in USS 2008 - 2014 (1° half), based on Hong
Kong (Christie’s, Sotheby’s) versus mainland China (Poly, China Guardian)
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According to recent research by ArtTactic, Chinese
auction sales (based on all Chinese art categories)
regained market share in 2013, with a 19.6% rise in
sales to US$ 3.28 billion. This is the third highest annual
sales total for this auction category, but is still 16.8%
below the peak reached in 2011. However, the first six
months of 2014 saw auction sales decline by 12.6%,
based on the four largest auction houses (Sotheby'’s,
Christie's, Poly Auction and China Guardian) compared
with the second half of 2013.

However, after a strong sales performance in autumn
2013, Sotheby's and Christie’s in Hong Kong saw a
19.8% decrease in combined sales in spring 2014

(all Chinese art categories). Total sales for Sotheby’s
Hong Kong were US$444.3 million (down 19% from
six months ago), while Christie's Hong Kong achieved
US$391.8 million (21% lower than six months ago). Both
Christie’s and Sotheby's have established a mainland
Chinese auction presence, with total sales of US$38.3
million in the first half of 2014 (down from US$55.3
million in autumn 2013).

The two main domestic Chinese auction houses®
performed better, with Guardian Beijing achieving
$360.3 million in total sales, which was 4% lower than
its last autumn sales, but this remains half of the total it
reached at the peak of the market in 2011. Poly Beijing
reached a sales total of $444.3 million (3% lower than
the autumn 2013 total), on a par with Sotheby’s Hong
Kong. The two mainland auction houses have increased
their market share to 49%, based on spring 2014 sales,
up from 44% in autumn 2013. Poly and Guardian’s
Hong Kong auction sales (established in autumn 2012)
came in at US$188.8 million in spring 2014 (down from
US$193.5 million in autumn 2013).

7 This is based on all Chinese art categories sold through Sotheby's
and Christie’s in Hong Kong and Poly Auction and China Guardian in
Mainland China (smaller auctions might be excluded)

8 Source: TEFAF Art Market Report 2014

9 For comparative reasons (with Sotheby’s and Christie’s) these
auction sales are based on the May/June and November/December
sales seasons only)



Global wealth creation fuels art market growth

In the last ten years, the global art market has grown
from around US$20 billion in 2003 to US$63 billion™
in 2013, according to figures in the TEFAF Art Market
Report 2014. Despite the financial crisis that started in
2008/20009, the global art market saw an increase in
total art sales of 60% between 2009 and 2013.

The growth in the art market has coincided with its
globalisation and an exceptional increase in wealth
creation, especially in new growth markets such as
Asia, the Middle East and Latin America. According to
the annual World Wealth Report'’, the population of
High Net Worth Individuals™ (HNWIs) has increased
from 7 million individuals in 2003 with total wealth of
an estimated US$27.2 trillion, to 13.7 million individuals
in 2013 with total wealth of US$52.6 trillion (an
increase of 93.3% in total wealth). The Asia-Pacific
region has seen particularly strong growth, from 1.57
million individuals in 2003 with total wealth of USS$5.7
trillion to 4.3 million individuals in 2013 with wealth of
US$14.2 trillion (up 149% in the last ten years).

In 2013, the world’s Ultra-High Net Worth'® population
reached an all-time high of 199,235 individuals and
combined wealth of US$27.8 trillion according to the
Wealth-X and UBS World Ultra Wealth Report 2013.
Growth in 2013 largely related to North America

and Europe, with a net gain of nearly 10,000 UHNW
individuals and a total increase in wealth of US$1.5
trillion. However, the findings from the report suggest
that this will change in the future, and forecasts suggest
that more UHNW individuals and wealth will be created
in Asia than in North America/Europe in the next five
years.

The billionaire effect on the high end of the art market
is also clear. According to the Wealth-X and UBS World
Ultra Wealth Report 2013, the global population of
billionaires was 2,170 in 2013 (up from 2,160 in 2012),
with a total net worth of US$6,516 billion (up by
US$326 billion from 2012, a 5% increase)'™.

Based on research by Wealth-X, the average billionaire
holds US$31 million (or 0.5%) of his/her net worth in art,
which means that total billionaire wealth allocated to art
was an estimated US$32.6 billion in 2013. The increase
in the number of billionaires between 2012 and 2013
would imply that this group put an additional US$1.63
billion of their total wealth into art.

With overall wealth on the rise and the UHNWI
population growing, it is likely that more money will
flow into the art and collectibles market, creating
an opportunity that should be seized by the wealth
management community.

The positive market trend of 2013 is likely to
continue for the rest of 2014 and the first half
of 2015, as the experts’ outlook for the majority
of the modern and contemporary art markets

is neutral to positive in the next 12 months.
Auction sales of US and European, Chinese,
South East Asian and Russian modern and

contemporary art saw the strongest growth
in 2013, which is likely to have a favourable
impact on the development of Art & Finance
services in these markets.

10 Based on results reported in the TEFAF Art Market Report 2014 converted into USS based on an annual average exchange rate of USD/EUR 1.39 in

2009 and USD/EUR 1.33 in 2013

11 The World Wealth Report is an annual publication produced by Cap Gemini and RBC Wealth Management

12 The report categorises HNWIs into three discrete wealth bands: those with USST million to USS5 million in investable wealth (millionaires next door);

those with USS5 million to USS30 million (mid-tier millionaires) and those with USS30 million or more (Ultra-HNWIs)

13 USS30 million or more (Ultra-HNWIs) of investable wealth
14 Source: Wealth-X and UBS World Ultra Wealth Report 2014, page 16
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Table 1: Regional market trends in modern and contemporary art and 2015 outlook

Auction sales trend
2012-2013

% of treasure assets'’

Geographical market  Wealth indicator'

Buying art indicator'®
(% growth (Net balance)

2012 -2013)

World forecast:
+4% (USS wealth)
+5.4% (population)

GLOBAL TREND A majority of wealth managers Despite significant regional Although there are
believe their clients will differences in terms of % holding significant regional
continue to buy art in the of treasure assets, many of the new  differences, global sales of
future, with most of the growth markets offer potential for

regions showing a positive art and wealth management services art were up in 2013 and first-

modern and contemporary

net balance

half 2014, mainly driven by
the increase in high end US
and European auction sales

US and European
contemporary® art

+9% (USS wealth)
+7.9% (population)

Europe: +46%
United States: +34%

Europe: 6-14%
United States: 9%

+24.2%

Chinese -4.1% (USS wealth) +39% 17% Hong Kong: +76%
contemporary art -5.1% (population)
Mainland China: +59%

Middle East modern  +15.3% (USS wealth)  +58% Qatar: 2% +85.5%
and contemporary +23.9% (population) Saudi Arabia: 17%
art UAE: 18%
Indian modern and  +1.6% (USS$ wealth) Not available 3% +63%
contemporary art +1.1% (population)
Latin American -4.1% (USS wealth) +86% Mexico: 9% -11%
modern and -4.1% (population) Brazil: 15%
contemporary art
South East Asian Singapore: +33% Singapore: 16% +36%
modern and +3.8% (USS wealth)
contemporary art +3.2% (population)

Indonesia:

+10.2% (USS$ wealth)

+8.3% (population)

Thailand:

+15.2% (USS wealth)

+15.8% (population)
Russian modern and  +3.1% (USS wealth) +57% Not Available +21%
contemporary art +2.5% (population)
Africa modern and Africa overall: +39% South Africa: 11% +64%

contemporary art

+9.5% (USS wealth)
+7.7% (population)
Nigeria:

+31.9% (USS wealth)

+33.3% (population)

15 Based on UHNWI figures from 2012 and 2013 from the Wealth-X and UBS World Ultra Wealth Report 2013
16 Based on The Wealth Report 2014 by Knight Frank, The ‘net balance’ is defined as the difference between the number of respondents indicating a positive movement in sentiment
and those suggesting a negative movement, taking into account those with a neutral position. For example, if 60% of respondents indicated that their clients were planning to

buy more art, 10% said their position would remain neutral regarding art buying and 30% said they were planning to buy less art, that would give a positive net balance

of +30%

30 17 Barclays Wealth Insight report: Profit or Pleasure? (pages 10 and 11). Findings are from 2012



Confidence trend

2012-2013

Collector outlook 20158

Art & Finance outlook

Improved economic
sentiment boosted
confidence in the global
art market. Geo-political
uncertainty continued
to impact on some art
markets, notably in the
Middle East

The majority of collectors maintain a neutral to positive outlook on the next 12
months, and take a particularly optimistic view of US and European, and Indian and
South East Asian modern and contemporary art

The combination of significant
growth in wealth and the
development of new regional

art markets increases the future
potential of a global Art & Finance
industry

+18% Collector poll on market direction: Record sales in New York in May 2014 POSITIVE
&> UP: 62% have boosted confidence in the market
© FLAT: 38%
& DOWN: 0%
+9% Collector poll on market direction: The market rebounded in 2013, and POSITIVE
&y UP: 45% although 45% of art collectors believe the
& FLAT: 52% market will go up in the next 12 months,
Q DOWN: 3% 52% believe the market will consolidate
around current levels
+47% Collector poll on market direction: Auction sales were up by 85.5% in 2013,  NEUTRAL/POSITIVE
&2 UP: 9% but collectors are nervous about the
© FLAT: 50% geo-political situation in the region and its
@ DOWN: 41% impact on the next 12 months
+6% Collector poll on market direction: Christie’s launch of the new auction NEUTRAL
&» UP: 51% season in Mumbai has instilled new
© FLAT: 46% confidence in the market
& DOWN: 0%
+1% Collector poll on market direction: Slowing economic growth in Brazil and NEUTRAL/POSITIVE
€0 UP: 43% financial uncertainty in Argentina could
© FLAT: 39% impact on the art market in the next 12
& DOWN: 18 months
+12% Collector poll on market direction: South East Asian auction sales in April/ POSITIVE
€5 UP: 59% May 2014 reached a new high for this
© FLAT: 41% market, with US$31.1 million in total sales,
& DOWN: 0% an increase of 12% from the last record set
in autumn 2013
+8% Collector poll on market direction: Recent sales in London show that demand POSITIVE
€5 UP: 33% for Russian art is increasing, especially
© FLAT: 46% from Russian clients
& DOWN: 21%
+20% Collector poll on market direction: Sales for Bonhams Africa in May 2014 POSITIVE

&2 UP:39%
© FLAT: 40%
& DOWN: 21%

raised US$1.9 million, up 47% from 2013.
The Nigerian art market is set to take on
the more established South African art
market in the next 12 months

18 ArtTactic Confidence survey of 360 art collectors, art advisors, galleries and auction houses in July 2014
19 Same as post-war and contemporary. In a western auction context, modern art belongs to the impressionist and modern auction category, and is therefore not included
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Modern, post-war and contemporary art accounted for
an estimated 81.2% of art auction sales in 2012-2013%.
Although we don't aim to give a complete overview of
the global art market and its myriad collecting areas, we
believe that overall trends emerging in the modern and
contemporary art sector across different regions give a
representative view of some of the key trends emerging
in these art markets. We have also aimed to link the
dynamics in the art market to wealth trends and current
holdings of art and collectible assets, giving us a better
understanding and potential connection between the
global art market and world of finance.

The following analysis focuses on modern and
contemporary art by artist origin, focusing on the
United States, Europe, China, India, the Middle East,
Latin America, South East Asia, Russia and Africa.
Rather than providing a comparative analysis between
the different regional markets, the analysis will focus
on the art market trends and wealth trends within each
region to see how the two elements might be linked,
and what this could tell us about the potential for an
Art & Finance industry in each geographical area.

Art market analysis is not necessarily about auction
sales data generated within the country or region
itself. For instance, the Latin American modern and
contemporary art market analysis is based on sales

at Sotheby's, Christie’s and Phillips in New York, but
the majority of the buyers in these sales are of Latin
American origin. The same goes for the Russian art
market, where sales take place in London, but most
buyers are from Russia or the CIS. The analysis is
predominantly based on auction sales by Christie’s and
Sotheby’s, although other auction houses are included
as they represent a major share of the overall market for
that particular modern and contemporary art segment.
This is highlighted in each individual section.

For the United States and Europe, and China and Africa,
we have used the contemporary art category to reflect
the broad trends in the market. However, for markets
related to Indian, Middle Eastern, Latin American

and South East Asian artists we have included the
modern art segment based on the auction category
classification used by the main auction houses such as
Sotheby’s and Christie's.

We have also added wealth trends for each of the
geographical markets, when available, drawing on
results from research reports produced by Wealth-X
and UBS, Knight Frank and GapGemini and RBC Wealth
Management.

20 Source: Artprice, ‘Contemporary Art Market — The Artprice Annual Report 2013°



88% of the family offices and
64% of the private banks said
that estate planning around art
and collectibles is a strategic
focus in the coming 12 months,
highlighting that art-related tax,
estate and succession planning
issues are increasingly becoming
a hot agenda topic
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US and Europe

There is a positive outlook for art wealth management services
in the United States and Europe, as market values are reaching
an all-time high. Wealth managers expect their clients to
increase their total wealth allocated to art, providing a fertile
ground for Art & Finance-related services aimed at protecting,
leveraging and enhancing art and collectible wealth.

Since the art market boom started in 2004, the auction ~ However, growth could be slowing in the second half

sales of US and European post-war?' and contemporary ~ of 2014, according to an ArtTactic survey of art experts
art increased from US$621 million to US$3.39 billion in in July 2014. Although the majority of experts believe

2013 (or a total sales increase of 445%). Last year was that the market direction will continue to be positive,
a record year for the post-war and contemporary art a decrease in confidence in the last six months may
market, with a 24.2% increase in auction sales. So far herald a slowdown in the annual increase in market
in 2014 (based on winter, spring and summer sales in size following the unprecedented period of growth
London and New York in 2014), London is 30% ahead experienced since 2009.

of the equivalent figure for 2013, and New York is 43%
ahead, which bodes well for another record year in the
contemporary art market.

Fig. 4 US and European post-war and contemporary art market (2000-2013)
Auction sales (in USS) based on Christie’s and Sotheby's

Millions
$3.500 - CAGR 21,5%
$2.500 -

$1.500

$500 |
S_

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 20M 2012 2013
1 Post-war and contemporary auction sales

Source: ArtTactic
Fig. 5 New York post-war and contemporary evening sales
Auction sales (in USS) based on Sotheby’s/Christie’s/Phillips
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New York contemporary sales in May 2014 reached
an all-time high for the three leading auction houses
(Sotheby's, Christie’s and Phillips), raising a total

of US$1,088,714,167 (excluding buyer’s premium)
against pre-sales estimates of US$968,380,000 to
US$1,284,470,000.

This was the highest ever evening total for post-
war and contemporary art, with total sales value up
43.3% from May 2013 and 8.7% from November
2013. Christie’s has created a position in this market
with a 60.3% market share based on the May 2014
contemporary evening sales. However, the July 2014
post-war and contemporary sales in London saw

Sotheby’s claw back market share, ending the London

season with a 45% share of the evening sales against
50% for Christie’s.

OUTLOOK

Market direction: 62% of experts?? believe the
market will go up in the next six months (up from
54% in January 2014), while 38% (down from 46%
in January 2014) believe that the contemporary art
market will remain flat in the next six months.

Expert confidence: the United States and European
ArtTactic Art Market Confidence Indicator is currently
5.8% higher than in July 2013 (although down

7.1% in the first six months of 2014). The result is

the second highest reading since May 2007, and
indicates that experts remain largely positive with
regard to the contemporary art market in the next six
months, despite a more cautious outlook.

Speculation risk: the ‘speculation barometer’ has
increased by 12%. A total of 78% of the market
experts surveyed by ArtTactic rated the speculation
level at 7 or above (on a scale from 1 to 10, where

1 is very low speculation and 10 is very high
speculation). Experts remain concerned that short-
term investors and speculators are boosting art prices
in the current market, particularly among some of the
younger upcoming artists that have seen significant
success at auction in 2013 and the first half of 2014.

Art buying trends: according to ‘The Wealth Report
2014 by Knight Frank, a positive net balance of

46%2* of the private bankers and wealth advisors
surveyed?* expect the popularity of art buying among
their European UHNWI clients to increase. For North
American UHNWI, a positive net balance of 34% of
private bankers expect the popularity of art buying
to rise.

Wealth outlook: according to the Wealth-X and
UBS World Ultra Wealth Report 20132, the world’s
UHNW population reached an all-time high in
2012/2013. Growth was largely attributable to North
America and Europe, with a combined net gain of
nearly 10,000 UHNW individuals and a total increase
in wealth of US$1.5 trillion. According to Knight
Frank’s ‘The Wealth Report 2014'%, 67% of private
bankers and wealth managers said they expected
UHNWIs in North America to increase their wealth
in 2014. An even higher percentage, (70%) said

the same about European UHNWIs. This expected
increase in wealth could have a significant impact on
the art and collectibles market, as wealthy individuals
(HNWIs and UHNWIs) in the United States currently
hold an estimated 9% of their wealth in treasure
assets such as fine art, jewellery and furniture,
according to a Barclays report?” published in 2012.
This percentage varied between 6% and 14% across
different European countries according to the same
report.

21 For the United States and Europe we have used the Sotheby’s and Christie’s post-war and contemporary art category to analyse the trends in this market. We
have not included modern art, as this belongs to another auction sales category (impressionist and modern art). For other regions we have used the modern and
contemporary classification, again to reflect the definition of the sales categories used by the main auction houses

22 ArtTactic art market confidence surveys among 360 international art collectors, art advisors, galleries and auction houses between May 2014 and July 2014

23 The ‘net balance’ is defined as the difference between the number of respondents indicating a positive movement in sentiment and those suggesting a negative
movement, taking into account those with a neutral position. For example, if 60% of respondents indicated that their clients were planning to buy more art, 10%
said their position would remain neutral regarding art buying and 30% said they were planning to buy less art, that would give a positive net balance of +30%

24 Source: The Wealth Report 2014, and based on a attitudinal survey of almost 600 private banker and wealth managers

25 Wealth-X and UBS: World Ultra Wealth Report 2013
26 Knight Frank: The Wealth Report 2014
27 Barclays Wealth Insights report: Profit or Pleasure? (2012)
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The Art & Finance industry in China is likely to grow

as the Chinese government has adopted a proactive

role in creating closer cooperation between finance and
culture. The strong appetite for art as an investment
among Chinese buyers is likely to continue to be a

major motivation and a key dynamic in the Chinese art
market going forward, and we expect significant financial
innovation around art and collectible assets in the future.

After a strong performance in autumn 2013, which saw  This season, Guardian paid more attention to Chinese

auction sales of contemporary Chinese art reaching contemporary art by introducing a number of themed
US$134 million (up 76% from spring 2013), the market sales such as ‘Break Through: Chinese Avant-Garde
was unable to sustain the growth momentum in this Art in the 80s" and ‘Look Inside: Reinventing Chinese
year's spring season in Hong Kong and Beijing. Contemporary Art Since 2000". Despite the slowdown
The sales total for all four auction houses (Sotheby’s, experienced by Sotheby’s and Christie’s this season, the
Christie’s, Poly and Guardian) decreased by 29% from two international houses still have a 65% market share
autumn 2013. Sotheby’s and Christie’s both registered of the Chinese contemporary art market (down from

a 32% decrease in sales of contemporary Chinese art, 68% six months ago).

while Poly and Guardian had mixed results. Poly posted
a significant drop in sales of 43%, while Guardian
Beijing increased its sales by 78%.

Fig. 6 Chinese contemporary art sales
Auction sales (in USS) of Chinese contemporary art in Hong Kong and mainland China (Sotheby'’s, Christie’s, Poly and Guardian)
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Sotheby’s and Christie’s remain the dominant players at
the top end of the Chinese contemporary art market,
with the sale of 16 lots valued above USS$1 million
(against 17 lots last autumn).

Poly and Guardian only sold three lots above the US$1
million threshold (against nine last seasons). However,

the two mainland auction houses have the largest share

(52%) of the lower end of the market (US$50,000 and
below).

OUTLOOK

Market direction: experts?® expect the rate of
growth to slow down in 2014. 45% of experts
believe that the Chinese contemporary art market will
go up in the next six months, compared with 70%

in December 2013; 52% believe that the market will
remain flat (against 19% in December 2013) and the
remaining 3% believe the market will come down
(against 9% in December 2013).

Higher confidence in the Chinese contemporary
art market: despite a slowdown in auction sales

for contemporary Chinese art, the latest art market
confidence survey in May 2014 showed that market
confidence was up by 21% from the end of last year.
The ArtTactic Art Market Confidence Indicator for
China now stands at 75, up from 62 in December
2013.

The strong appetite for art as an investment
among Chinese buyers is likely to continue to be a
major motivation and a key dynamic in the Chinese
contemporary art market going forward. A total of
78% of experts rated the speculation level above 7.
The inflow of speculative and short-term investment
capital from private and institutional investors is

still of concern to the market, and might negatively
impact the stability of the mainland Chinese art
market going forward.

Increasing rivalry in the Hong Kong and mainland
art markets: competition between the domestic
Chinese auction houses such as Poly and Guardian
and the international houses, Sotheby’s and
Christie’s, is likely to intensify in 2014.

In September 2013, Christie's hosted its first auction
in mainland China, while Sotheby’s launched its
Beijing branch through a joint venture with the state-
owned Gehua group. In March 2014, the parent
company of Poly Beijing and Poly Hong Kong, the
Poly Culture Group, completed its listing on the Hong
Kong stock market, bolstering its ambition of further
international expansion.

Art buying trends: according to Knight Frank’s ‘The
Wealth Report 2014, a positive net balance of 39%
of private bankers and wealth advisors surveyed
expect the popularity of art buying among their
Asian UHNWI clients to increase.

Wealth outlook: Asia’s UHNW!I population and its
total wealth is expected to overtake that of Europe
by 2017, according to the Wealth-X and UBS "World
Ultra Wealth Report 2013". Mainland China and Hong
Kong account for the second highest population

of UHNWIs after Japan, with US$2.05 trillion in

total wealth. According to the Knight Frank wealth
manager survey?, 55% are positive on the prospect
of further wealth creation in 2014 and expect a

40% increase in the UHNWI population in the next
ten years. The increase in wealth creation can be
expected to have a positive impact on the art and
collectibles market, particularly as wealthy individuals
in China currently hold an estimated 17% of their
total wealth in treasure assets (paintings, jewellery
and precious metals), according to a report published
by Barclays*.

28 ArtTactic confidence survey among 360 art collectors, art advisors, galleries and auction houses in July 2014

29 Knight Frank: The Wealth Report 2014
30 Barclays Wealth Insights report: Profit or Pleasure? (2012
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Auction sales of modern and contemporary Middle
Eastern art went up by 85.5% in 2013 to US$18.5
million, from US$10 million in 2012. This growth was
driven by increased demand for Iranian, Egyptian,

Lebanese and Turkish modern and contemporary artists.

The spring 2014 sales at Christie’s Dubai came in
marginally higher than the October sales in 2013, but
were 14.1% lower than in spring 2013. However, this
market shows an increasing level of confidence in both
the modern and contemporary categories.

Low bought-in rates and an overall ArtTactic Auction
Indicator of 61 (indicating that the majority of the lots
sold above the average estimate) suggest that the final
sales total exceeded market expectations, setting a
positive tone for the market. In 2013, contemporary
Middle Eastern art accounted for 42% of total auction
sales, which was a much larger share of overall auction
sales than what we see, for example, in the Indian art
market at present.

Fig. 7 Middle East modern and contemporary art market (2006-2014 15t half)
Auction sales (in USS) based on Christie’s, Sotheby and Bonhams
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However, the Middle Eastern art market is struggling to
regain the momentum created in 2010, partly because
of a lack of competition in the auction market. Christie’s
remains the leader in this market, with 15 consecutive
auctions per season held in Dubai, accounting for 74%
of the auction sales value in this collecting segment in
2013.

most experts® believe the market
will remain at around current levels. While 9% of
experts expect the Middle Eastern modern and
contemporary art market to go up in the next six
months, 50% believe that the market will remain flat
and 41% believe the market could come down in the
next 12 months.

although sales almost
doubled in 2013, a survey conducted by ArtTactic
in July 2014 among international collectors showed
that confidence in the Middle Eastern modern and
contemporary art market was down 29% in the
second half of 2013. Geopolitical uncertainty was
cited as the most common reason for this view.
However, confidence remains 4.6% above the 2012
reading, which suggests that the market might
consolidate around last year’s activity levels.

we expect Iranian artists to dominate the
Middle Eastern auction market this year, and last
year's performance by an older generation of artists
such as Parviz Tanavoli and Mohammed Ehsai, as
well as the younger contemporary artists such as
Farhad Moshiri and Afshin Pirhashemi, is likely to instil
further confidence among buyers.

After several years of holding both Turkish and Middle
Eastern modern and contemporary sales in London,
Sotheby’s shifted its sales to Doha in April 2013, after
an 18-month absence.

See interview with Hala Khayat, the Christie’s specialist
and Head of Modern and Contemporary Arab and
Iranian Art sales on page 52 on recent developments in
the Middle Eastern art market.

the Gulf states,
particularly Qatar, have been among the biggest
buyers in the global art market in the last eight years.
With the first phase of Saadiyat Island in Abu Dhabi
scheduled for completion in 2015, we would expect
buying activity to continue this year.

according to Knight Frank’s The
Wealth report 2014, a positive net balance of 58% of
private bankers and wealth advisors surveyed expect
the popularity of art buying among their Middle
Eastern UHNWI clients to increase.

according to the Wealth-X and
UBS World Ultra Wealth Report 2013, the Middle
Eastern UHNW population and wealth grew the
fastest among all world regions, at a rate of 15.3%
and 23.9% respectively in 2013. Saudi Arabia has
the largest UHNW population and wealth at 1,360
individuals and US$285 billion respectively, followed
by the United Arab Emirates. Although the United
Arab Emirates is behind Saudi Arabia in UHNW
population and wealth, its UHNW population growth
rate outpaced Saudi Arabia’s at 20.7% according
to the same report. With wealthy individuals in
Saudi Arabia and the United Arab Emirates holding
17% and 18% of their total wealth in treasure
assets (mainly jewellery, tapestry, furniture and
precious metals) according to a Barclays report,
collectors from this region can be expected to play
an important part in the global art and collectibles
market going forward.

31 We are using the definition of Christie’s Dubai, which encompasses Arab, Iranian and Turkish modern and contemporary art

32 Based on the auction sales of Bonhams, Christie’s and Sotheby’s

33 ArtTactic confidence survey among 360 art collectors, art advisors, galleries and auction houses in July 2014

34 Barclays Wealth Insights report: Profit or Pleasure? (2012)
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Fig. 8 Indian modern and contemporary art market (2006-2014 15t half)
Auction sales (in USS) based on Christie’s, Sotheby and Saffronart
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Auction sales® of modern and contemporary Indian
art was up by 62% in 2013 to US$49.5 million from
US$30.4 million in 2012, and it looks like the market
has reversed the negative trend in place since 2010.
Christie’s first auction in India ended 2013 on a positive
note. The sale was a big success, raising a total of
US$15.45 million (including buyer’s premium), almost
doubling the pre-sale estimates.

Christie’s remained the market leader in the Indian
modern and contemporary art market in 2013, with a
49% market share based on the traditional March, June
and September seasons. This was down from 58% in
2012, as Sotheby’s increased its share from 15% in 2012
10 33% in 2013.

In 2013, the modern Indian art auction market
accounted for 90.3% of the sales value, though
contemporary Indian art represented only 9.7%.

This is down significantly from the heyday of 2008,
when contemporary Indian art generated 41% of the
sales revenue. Although volumes of contemporary
works being sold through the dedicated South Asian
auction sales have dropped in recent years, many of
the top Indian contemporary artists such as Bharti Kher,
Subodh Gupta and Jitish Kallat are selling their work
through the international contemporary art auctions in
New York and London.

35 Based on sales at Christie’s, Sotheby’s and Saffronart



for the modern Indian art market,
63% of experts®® believe the market will go up in the
next six months (compared with 40% in November
2013), while 37% believe it will remain flat (60% in
November 2013). For the contemporary Indian art
market, 38% of experts believe the market will have
a positive trend in the next six months (compared
with 7% in November 2013). The majority, 55% of
the experts, believe the market will remain flat (down
from 72% in November 2013). Only 7% believe the
contemporary art market will fall in the next six
months (compared with 21% in November 2013).

the overall ArtTactic Art
Market Confidence Indicator for India jumped 41.9%
from the last reading in November 2013, and now
stands at 74, the highest reading since October
2007. The increasing confidence comes on the back
of a more positive outlook among experts for the
Indian economy and a return of confidence to the
contemporary Indian art market, which has struggled
since the market downturn in 2009.

46% of experts believe the Indian
contemporary art market will bounce back and
recover within the next two years. The remaining
54% of experts believe the market would need two
to five years to fully recover to its former peak of
2007 and 2008.

according to the Wealth-X and
UBS World Ultra Wealth Report 2013, India’s UHNW
population and wealth grew at 1.6% and 1.1%
respectively in 2013. India has the third largest
UHNW population in Asia (after Japan and China)
with 7,850 individuals and total wealth of US$935
billion. According to a wealth manager survey by
Knight Frank®, 70% expect a positive increase in
wealth in India in 2014, and 37% believe there will be
an increase in the total UHNWI population by 2023.
Among wealthy individuals in India, an estimated
3% of total wealth®® is held in treasure assets (mainly
jewellery, furniture and classic cars). This percentage
is much lower than most of the other countries in this
report, and could explain why the Indian art market
is lagging behind many of the other regional art
markets.

36 ArtTactic confidence survey of 360 art collectors, art advisors, galleries and auction houses in July 2014
37 Knight Frank: The Wealth Report 2014
38 Barclays Wealth Insights report: Profit or Pleasure? (2012)
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The auction sales for modern and contemporary Latin
American artin 2013 came in 14.1% lower than in
2012. Despite this, the result is still the second highest
sale total since 2008. The sale of modern art continued
to dominate the Latin American auction market,
accounting for more than 94% of the sales total.
Although contemporary art only accounted for less
than 5% of Sotheby’s and Christie’s sales, Phillips had a
much larger selection of Latin American contemporary
artworks, accounting for 22% of the 2013 sales total.

While both Sotheby’s and Christie’s saw their annual
Latin American sales decrease last year, Phillips grew its
sales of Latin American art by 62%, from US$5.5 million
in 2012 to US$8.9 million in 2013. In May 2014, Phillips’
market share was 13.5%, up from 11.4% in May 2013.

The November 2013 sales in New York saw attention
shifting from Mexico back to Brazil. Brazilian artists
accounted for 29% of overall auction sales in November
2013, as opposed to 14% in November 2012. Mexican
artists accounted for 22% of overall sales in 2013,
against Brazil's 21%.

Fig. 9 Latin American modern and contemporary art market (2006-2014 1t half)
Auction sales (in USS) based on Christie’s, Sotheby’s and Phillips
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in ArtTactic’s collector poll®,
43% of respondents said that the Latin American
market would go up in 2014 (down from 59% in
2013). A further 39% believe the market will remain
around the current level, while 18% of experts think
the market will go down in the next 12 months.

Potential remains strong: an ArtTactic survey
conducted in July 2014 among international
collectors established that the Latin American art
market remains the second most attractive art market
to invest in over the next 12 months.

Optimistic outlook for Brazilian modern artists: recent
record prices set by Brazilian artists such as Lygia
Clark and Sergio Camargo are likely to fuel further
interest in Brazilian modern artists this year.

according to Knight Frank’s The
Wealth Report 2014, a net positive balance of 86%
of the private bankers and wealth advisors surveyed
expect to see an increase in the popularity of art
buying among their Latin American UHNW!Is.

This is significantly higher than any other country
or region, and signals a strong appetite for tangible
collectible assets, particularly art.

according to the Wealth-X and UBS
World Ultra Wealth Report 2013, Latin America was
the only region to suffer a decline (-4.1%), with both
its UHNW population and total wealth falling, by 600
individuals and USS$75 billion respectively.
The slowdown was particularly notable in Brazil,
which saw a 13.5% drop in the UHNW!I population
and an 11% decrease in total wealth in 2013.
With an estimated 15% of total wealth*® held in
treasure assets, the country’s slower economic
growth (estimated to be around 2%*'in 2014 and
2015) could have a negative impact on the Brazilian
art market going forward. However, a survey by
Knight Frank*? suggests that confidence in Latin
America remains robust, with 48% of respondents
predicting growth in the UHNWI population in 2014,
while 40% took a neutral view.

39 ArtTactic confidence survey of 360 art collectors, art advisors, galleries and auction houses in July 2014
40 Barclays Wealth Insights report: Profit or Pleasure? (2012)

41 BBVA Research - https://www.bbvaresearch.com/en/publicaciones/brazil-economic-outlook/

42 Knight Frank: The Wealth Report 2014
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SpAotlight on Brazil’s market

Fig. 10 Brazilian modern and contemporary art market (2003-2014 1+ half)
Auction sales (in USS) based on Christie’s, Sotheby’s and Phillips

CAGR 52.9%

Brazil’s art market has been growing fast over
the last five years. It has always been a well-
established market—the Sao Paulo art biennial
is the second oldest in the world after the Venice
Biennale. Many of its galleries are barely more
than ten years old (two-thirds of Brazil’s galleries
were created after 2000 and a quarter since
2010%), but the market has been attracting
more European and American buyers looking for
lower prices for undervalued top quality artists.
Although prices have increased in recent years,
established modern Brazilian artists remain
relatively ‘cheap’ in relation to many of the top
modern artists in the Chinese, US and European
markets.

Growth in the Brazilian art market has coincided
with growth in its UHNWIs. The number of
Brazilian UHNWIs increased by 71.1%, from
2,380 in 2009 to 4,072 in 2013%4. For many of
these individuals, art is increasingly becoming

a meaningful element of their total asset
portfolios, comprising 16.9%* of their ‘passion’
investments. Traditional HNWIs are now requiring
a higher level of personalisation and customised
products and services?*®, which presents

new opportunities for the Brazilian wealth
management sector or wealth managers working
with Brazilian clients.




Another industry responding to the growth of

the Brazilian art market is the fine art insurance
industry. At the end of 2013, AXA Art partnered
with SulAmérica, Brazil’s largest independent
insurer. The goal is to combine AXA Art’s expertise
and SulAmérica’s distribution network to offer art
insurance products and related services. Allianz had
already entered the market, offering an ‘all risks’
policy, and local player Grupo BB & Mapfre saw

the demand for its art insurance products double

in 2012, confirming the growth of this market.
Also, in July 2014, specialist global insurer Hiscox
launched its first on-the-ground initiative in Brazil,
aimed at expanding its London market business and
extending its coverage of the fine art business.

The Brazilian art market still faces many challenges.
In particular, the government’s stop-and-go policies
on liberalising the insurance market and the many
barriers to entry for foreign companies illustrate the
uncertainty of the regulatory environment. In spite
of this, the art insurance market remains profitable

and attractive, as prices are higher than in the

international market due to a lack of competition.

43 According to a survey conducted in 2013 by the Latitude Project:
a collaboration between the Brazilian Association of Contemporary
Art and the government’s Trade and Investment Promotion Agency
(APEX)

44 According to the Wealthinsight report: Ultra HNWIs in Brazil 2014

45 CapGemini and RBC World Wealth Report 2013

46 According to the McKinsey Global Private Banking Survey 2013
(see section entitled ‘Latin America: Brazil and Mexico lead a fast-
expanding market’)

Brazil’s art market has
been growing fast over the
last five years. It has always
been a well-established
market—the Sao Paulo art
biennial is the second
oldest in the world after
the Venice Biennale.
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South-East Asian auction sales at Sotheby’s and
Christie’s raised a total of US$50.8 million in 2013, up
36% from 2012, and up 62% versus 2011. The latest
spring season of South-East Asian auction sales in April/
May 2014 reached a new high for this market, with
USS$31.1 million in total sales, an increase of 12% on the
last record set in autumn 2013. Modern art accounts for
the lion's share of the South-East Asian auction market,
making up 83% of the 2013 sale total.

With the largest economy in South-East Asia and one of
the strongest emerging markets, Indonesian artists have
become a powerful force in the region. They accounted
for the largest share of the South-East Asian art market
at recent sales this spring: 54% of the sales value for
both Sotheby’s and Christie’s auctions was for works by
Indonesian artists, bringing in US$11.7 million. This was
followed by the Philippines (21%) and Singapore (16%).

Fig.11 South-East Asian modern and contemporary art market (2006 - 2014 1°t half)
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OUTLOOK

Market direction: 59% of experts* believe the
South-East Asian modern and contemporary art
market will go up in the next 12 months, and a
further 41% expect the market to remain around
current levels in the next 12 months.

Singapore is investing in art infrastructure
development: Singapore has invested significant
amounts in art infrastructure, with the strategic aim
of becoming the region’s art market hub. With the
South-East Asian art market growing, Singapore'’s
position as a commercial and cultural hub is likely to
strengthen going forward.

The Indonesian art market set to grow: while
Singapore has the infrastructure, it is Indonesian
artists who dominate the South-East Asian art
market, with a 54% market share based on the 2013
sales results for Sotheby’s and Christie’s .

Art buying trend: according to Knight Frank’s The
Wealth report 2014, a net positive balance of 33% of
private bankers and wealth advisors surveyed expect
the popularity of art buying among their Australasian
UHNWI clients to increase.

Wealth outlook: according to the Wealth-X and
UBS World Ultra Wealth Report 2013, Singapore

has most UHNWIs in South-East Asia, with a total
population of 1,355 individuals with a total wealth of
US$160 billion (up 3.2% from 2012). This is followed
by Indonesia (865 individuals with US$130 billion in
total wealth), which experienced stronger growth of
10.2% and 8.3% respectively in 2013. Other rapidly
growing UHNWI markets are Thailand, with 15.2%
growth in the UHNW!I population and 15.8% growth
in total wealth. According to Barclays’ research?®,
wealthy individuals in Singapore hold 16% of their
total wealth in treasury assets (mainly jewellery, fine
art and wine). With rapid growth in wealth creation
in markets such as Thailand, Indonesia, Malaysia and
the Philippines, we can expect this to have a positive
impact on the art markets and its artists going
forward.

47 ArtTactic confidence survey of 360 art collectors, art advisors, galleries and auction houses in July 2014

48 Barclays Wealth Insights report: Profit or Pleasure? (2012)
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Russia

Auction sales of modern and contemporary Russian

art in the first half of 2014 revealed signs of renewed
confidence in this market. This is likely to highlight the
advantages of art as a tangible and moveable asset for

collectors.

Modern and contemporary Russian art auction sales
rose by 21% between 2012 and 2013, signalling
increasing confidence in the Russian art market. The
positive tone in the market has continued in 2014, with
the highest sales of modern and contemporary Russian
art since 2008.

In June 2014, Sotheby’s raised a total of £15.6 million
from modern and contemporary Russian art, against
£6.7 million for MacDougall’s and £4.97 million for
Christie’s.

Sotheby’s total was almost as big as the total auction
sales for 2013 combined, which signals that the Russian
art market could see a strong year in 2014. Notable
prices were achieved by paintings by Russian artists
such as llya Mashkov, Mikhail Nesterov, Nikolai Fechin,
Natalia Goncharova and Lado Davidovich Gudiashvili.
However, contemporary Russian artists were almost
entirely absent from the latest June sales, accounting for
only 5% of the total Russian modern and contemporary
art market.

Fig. 12 Russian modern and contemporary art market (2011 - 2014 1°* half)

Auction sales (in GBP) based on Christie’s, Sotheby and MacDougall’s
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OUTLOOK

Market direction: an ArtTactic art market poll
conducted in July 2014 showed that 39% of
respondents believe that the Russian art market will
go up in the next 12 months (this is up from 29% in
2013). A further 40% believe the market will remain
around the current levels and 21% think the market
will go down in the next 12 months.

Increasing confidence among Russian buyers:
recent sales show increasing participation and
confidence among Russian buyers for high-end
Russian avant-garde and modern Russian artworks.
Christie’s reported that 74% of the buyers at its
auction were Russian, while for Sotheby's, 75% of
the buyers were from Russia or the CIS. According
to Sotheby’s, about 40% of its works came from
Russian sellers, with 60% from non-Russians.

Contemporary Russian art remains marginalised
in the current art auction market, and the
expectation that the Saatchi Gallery exhibition of
Russian contemporary art in 2012 and 2013 would
rejuvenate this market has so far failed to properly
materialise.

Art buying trend: according to Knight Frank’s The
Wealth report 2014, a net positive balance of 57%
of the private bankers and wealth advisors surveyed
expect the popularity of art buying among their
Russian/CIS UHNWI clients to increase.

Wealth outlook: according to the Wealth-X and UBS
World Ultra Wealth Report 2013, Russia’s UHNWI
population is ranked ninth in Europe, with a total
population of 1,180 individuals with a total wealth of
US$620 billion (up 3.1% from 2012). A survey carried
out by Knight Frank*® of private bankers and wealth
managers found that 55% expected the UHNWI
population in Russia to increase in 2014. It is also
worth noting that the departure of many UHNWIs
from Russia has boosted the number of UHNWIs in
global cities such as London, New York and Dubai,
which is likely to have a further positive impact on
sales of Russian art in locations like London.

48 Knight Frank: The Wealth Report 2014
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Africa

International and domestic sales of African modern and
contemporary art is on the increase, fuelled by rapid
growth in the UHNW population in Nigeria. This
has created a new generation of African collectors with
an interest in art as an asset class and opens up the
possibilities for a future Art & Finance industry as the
art market matures in the region.

Bonhams is the only auction house with an annual sale
dedicated to contemporary African art. The first auction
was organised five years ago in London, and has seen
strong growth since, with the recent sales in May 2014
raising £3.23 million, up 47% from 2013.

The Nigerian auction house, Art House Contemporary,
registered a 25% increase in auction sales between
2008 and 2012, while 2013 was a record-breaking year,
with US$1.7million in overall auction sales (+21.8%
versus 2012).

Fig. 13 African contemporary art: Bonhams

Meanwhile, African art is also attracting strong interest
from museums, and last year's Venice Biennale had

a record number of African pavilions. Angola took

the award for best national pavilion, the first African
country to ever win the prize. Tate Modern had the

first major retrospective of Sudanese painter Ibrahim
El-Salahi, as well as a special installation of the works of
Meschac Gaba. El Anatsui also exhibited at the Brooklyn
Museum of Art in New York last year.

Auction sales (in GBP) based on Bonhams’ ‘African Now’ annual auction sales
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OUTLOOK

Market direction: 33% of the experts surveyed
believe the African modern and contemporary art
market will go up in the next 12 months, 46% expect
that the market will remain flat and 21% think the
market will come down in the next 12 months.

Economic growth and wealth creation: growing
wealth and rising interest in the rich history of the
visual arts have seen fine art sales grow rapidly in
Africa. The boom has been most pronounced in
Nigeria and South Africa, the continent’s two biggest
economies, which between them account for half

of Africa’s billionaires. Increasingly, local rather than
imported artworks adorn the walls of many of the
local collectors.

Health warning: with the African art market still in
its early stages of development, some experts worry
that the large sums of money flooding into the region
could lead to rapidly appreciating prices followed by
market speculation and manipulation.

Art buying trend: according to Knight Frank’s The
Wealth Report 2014, a net positive balance of 39%
of the private bankers and wealth advisors surveyed
expect the popularity of art buying among their
African UHNWI clients to increase.

Wealth outlook: according to the Wealth-X and UBS
World Ultra Wealth Report 2013, Nigeria could have
the largest UHNW population and wealth in Africa

in 2014, overtaking South Africa. Nigeria accounted
for 60% of the growth in Africa’s UHNW population
and 80% of the increase in the continent’s UHNW
wealth. At the same time, Nigerians are becoming
Africa’s most influential collectors of modern and
contemporary art, and the market is starting to rival
its more established South African counterpart.
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Interview

Hala Khayat,

Christie’s specialist and Head of
Modern and Contemporary Arab
and Iranian Art sales

Hala Khayat was appointed as a specialist for
contemporary Middle Eastern and Iranian art,
based in Christie’s Dubai office, in 2007, and was
promoted to Head of Sales in 2013. Hala Khayat
has a BA in Fine Arts & Visual Communications
from the University of Damascus, Syria, and an
MA in Design Studies from Central St Martin’s
College of Art & Design, London. She has held a
variety of roles in the world of art and journalism,
including working as an art consultant for galleries
in Damascus. She also lectures on the history

of Arab art and the Middle Eastern art market.
She has been resident in Dubai for the past ten
years. She is intimately involved in consigning
rare artworks, writing the catalogues for the
Christie’s twice yearly art auctions in Dubai, held
in April and October. Her job includes evaluating,
pricing and researching the artworks, producing
condition reports, overseeing catalogue
production and writing essays. She is also the
Arabic spokesperson for Christie’s in Middle East.

52

An informed view
from the Middle East

For anyone interested in growth markets
in the art world, an informed view of
works of art from the Middle East is
essential. There has been a long history
of art in this region, stretching for more
than a hundred years, from Persia to the
Levant countries, Egypt and North Africa
and more recently the Gulf region.

The art is very rich and unique in its inspiration with strong, local identities and a
defined visual vocabulary. Since 2006, Christie’s has sold more than US$250 million-
worth of art, watches and jewellery through our regular Dubai sales. In that time,
we have adapted the sales to suit the needs of our clients. Our two most recent

sale seasons have totalled more than US$10 million, and the introduction of our

first online only sale in the category in 2013 proved extremely popular with existing
clients and introduced us to a significant number of new clients who had not bought
with us previously. Also, in October of last year, we held our first Christie’s Education
event—a three-day course to introduce people to the international art market. A
second edition will be held to coincide with our next sale season this October.

A very positive aspect of this market is the stability and steady growth it has enjoyed
over the last ten years, most notably among international collectors. Christie’s has
been holding twice-yearly sales in this category in Dubai since 2006, which not only
provides international reach for artists from the region, but also a regular opportunity
for those interested in art to convene. The art market in the region is now well
established, with two serious art fairs held in the United Arab Emirates twice in the
yearly calendar, finishing this year in Abu Dhabi Art Fair with its 9th edition, and
starting next year in the spring with Art Dubai, now in its 10th edition. A series of
festivals, art events, biennales and art exhibitions spreading from Beirut, Sharjah

and Cairo, all the way to Marrakesh, have all been set up and have thrived in this
environment. It works because it is a collaboration with all those taking part—auction
houses, collectors, gallerists and artists—working together to ensure the growth it
enjoys is steady and sustainable.



Q: What is the current state of the Middle Eastern
art market? How does the future look?

The future looks even more exciting. With the
confirmation of the opening of a series of museums

(in the UAE and Qatar), people from the region will
finally be able to see and study works of art from

their own region that are the narrative behind their
own story. The most recent example of the important
role institutions will have in the region is the amazing
Mathaf Museum in Doha, which is the home to
thousands of modern and contemporary works by Arab
and some Iranian artists. These new museums will join
the existing government-run museums and foundations
in cities including Cairo, Alexandria, Damascus, Beirut
and Baghdad.

In addition there are now some serious private
initiatives supporting and encouraging artists in the
region, such as Abraaj Capital—one of the most serious
art prizes to be launched in Dubai.

It is also important to recognise the importance of
art-specific publications for the region, which have
raised awareness and become a useful resource

for international collectors to follow and become
better informed about Middle Eastern art. Christie’s
catalogues, written and researched by specialists in

the field, are also considered to be a very valuable tool
and are published in full online, which makes them very
accessible.

Q: What factors will influence the future?

Artists are mirrors reflecting their surroundings. Today,
a lot of the themes tackled by artists in the region are
political—about war, human rights, religion, freedom
and the role of women in society. Political stability in
the whole region will definitely have a positive influence
on the art produced in the future.

Q: If you can see the market growing, where do
you think the growth will come from?

The world is becoming a smaller place, and looking
to the future | have already witnessed the importance
of technology, just in the last eight years since our
first sale. First it was digital images, then the ease
with which clients could view them, then the number
of devices they could use to access the information

and finally, just last October, we held our first ever
online-only sale in my category. This move proved to

be extremely successful. We have seen collectors in
faraway places, transacting online and buying works by
Middle Eastern artists; they have embraced the ability
to both bid through the internet via ChristiesLIVE and
participate in the online-only sale, the first of which, as |
said, was held in this category last year.

Another tool for us at Christie’s is our catalogues, now
also all published online. Using our worldwide collector
base, we are able to reach collectors all over the world.
While initially the majority of the works were bought

by collectors in the region, we now have about equal
buying from an ever-growing international collecting
group. This adds real strength and depth to the market
and each season the numbers participating increases.
So we can see that growth comes from the local as well
from the international communities.

Today more than ever, artists from the Middle East are
represented at international fairs.

Q: Looking to the future and the next generation of
artists... what would you recommend collectors to
be watching out for? Any trends?

In growth markets, price points tend to be more
affordable, and this helps to encourage the novice
collector. Many of the works we offer start at around
US$2,000, still considered affordable in comparison to
other markets. Generally, collectors from the Middle
East are first motivated to collect art from their own
countries. Then, as their collecting matures, they are
happy to consider art from other nations.

This then acts as a springboard to the international art
market and other categories. What begins as an act of
patriotism becomes a growing passion to see art and
appreciate the ideas and search for the true meanings
within it. From here they begin to recognise common
links with international artists. It is a gradual process,
and becoming a true collector can take a lifetime.
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Section 2: Art and wealth
management survey

54

The role of art and collectible assets in an
increasingly competitive wealth industry: with
total wealth among Ultra-High Net Individuals
(UHNWIs) reaching US$ 27.8 trillion in 2013,
competition in the private wealth industry is
intensifying, and the wealth industry is increasingly
focusing on client-centric value propositions,
including art and collectibles-related services

Art increasingly accounts for a larger
proportion of individual wealth: wealth
managers see the evident rise in art prices and
values in both absolute terms and relative to their
clients’ overall portfolio (art in wealth portfolios is
estimated at USS 1.5 trillion), as a strong argument
for starting to offer services and products to help
clients manage this new wealth

Increasing awareness of art as an asset class:
53% of wealth managers had a high level of
awareness of developments linked to art as an
asset class, up from 43% in 2012 and 33% in 2011;
this signals that increasing attention is being paid
by the wealth management community to the art
and collectibles market

The Deloitte/ArtTactic Art & Finance Future
Indicator has increased by 61% from 2012 and
now stands at 39, which points to the wealth
management community taking a more strategic
view on art-related services in the next 12 months
compared with 2012

Increasing demand for art-related services: 38%
of wealth managers (up from 33% in 2012 and
11% in 2011) say that their clients are increasingly
requiring their wealth managers to help with art-
related issues, but wealth managers need to listen
to their clients’ needs to develop their art and
wealth management offering

Wealth managers can provide clients with
exclusive access to the art world: 72% of

art professionals said that their clients’ primary
reason for buying art was related to the social and
networking aspects that the art market offers and
the status of being associated with buying art.
There is a clear opportunity for wealth managers
to provide their clients with access to this exclusive
‘club’

The majority of collectors buy art for passion
with an investment perspective: 76% of art
collectors are buying art for collecting purposes,
but with an investment view (up from 53% in
2012). This implies that the investment aspects of
art (its financial or economic value) is something
that collectors are increasingly focusing on

Key art and wealth management priorities in
the next 12 months: wealth managers will focus
on art and estate planning, art and philanthropy
and art secured lending in the coming year

More banks are offering art secured lending:
36% of the private banks surveyed said that they
offer art lending and art financing services using
art and collectibles as collateral; this is up from
27% in 2012 and 22% in 2011

New insurance products could help expand the
art secured lending market: a range of insurance
products could potentially help the art secured

lending market to reach £15-20 billion per annum*

Family offices see art as a diversification tool:
50% of the family offices surveyed said that one

of the most important motivations for including

art and collectibles in their service offering was
because of the potential role it could play in a
balanced portfolio and asset diversification strategy

Client entertainment remains important:
private banks and wealth managers continue to be
avid supporters of art, mainly through corporate
patronage and sponsorship. 41% of the private
banks felt that client entertainment was one of the
strongest arguments for including art in a wealth
management context (this was up from 27% in
2012)

Lack of regulation remains a key obstacle: the
overriding challenge for the development of the
Art & Finance industry remains the unregulated
nature of the art market, combined with a lack
of transparency and difficulties in sourcing and
finding the right art-related expertise

Freeports as competence clusters for the Art &
Finance market: freeports specialising in tangible
valuable goods offer the possibility for wealth
managers to develop competence centres for these
assets. This is especially the case with Luxembourg,
Singapore and Switzerland



With total wealth among Ultra High Net Worth
Individuals reaching US$ 27.8 trillion® in 2013,
competition in the private wealth industry®' is
intensifying, as an increasing number of institutions
are competing to service and manage the assets of
relatively few, very wealthy individuals and families,
including financial wealth linked to art and collectibles.
Deloitte estimates that there are at least 400,000 art
collectors in the top wealth segments (HNWIs and
UHNWIs), with an estimated USD 1.5 trillion of wealth
in art assets.

One of the key debates in the wealth industry at

the moment is how wealth managers can build
sustainable and better value-added relationships

with their clients. One of the key strategies will be to
develop client-specific value propositions, which will
require more insight and understanding of the clients’
diverse backgrounds, financial needs and investment
behaviours. A more client-specific value proposition will
force wealth managers to develop better knowledge
of multiple markets and segments, and the wealth
management survey findings in this report suggest
that there are strong reasons and potential benefits
for developing a specific value-proposition around

art and collectibles, as part of a client-centric wealth
management strategy.

The success of an art and collectibles-related value
proposition will depend on wealth managers’ ability

to first of all understand the client’s specific needs and Oﬂe Of the key debates 1n the
then seamlessly put together multiple experts and third- Wealth irldustry at the moment iS

party service functions to deliver the required product.

As mentioned in last year’s Art & Finance report, a hOW Wealth maﬂagefs can bU_lld
closer relationship between the wealth management .

industry and the art professional community will be SuStalnable aﬁd bettef Value_added
necessary in order to deliver a client-specific value felatiOHShipS Wlth theif Clients

proposition for art and collectibles.

49 Robertson Taylor W&P Longreach estimated today's art lending market to be in the region of £6 billion per annum, but with the potential to
reach £15-£20 billion per annum.

50 Wealth-X and UBS: World Ultra Wealth Report 2014

51 From page 2 of the Deloitte 2014 Private Wealth Outlook, ‘Championing growth Redefining the roles and responsibilities of the evolving
family office’: The private wealth industry does not have one universally accepted definition. Broadly, it refers to the multitude of entities and
institutions that serve the financial needs of high-net-worth individuals and families
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In this section we present the survey findings for
private banks, family offices, art professionals and art
collectors, from surveys conducted in May and June

2014 on issues related to art and wealth management.

The aim was to gain a better understanding of the
motivations, current involvement and challenges
that each of these stakeholders are up against, and
how an effective strategy can be developed to bring
these stakeholders together, to help create a better
foundation for the Art & Finance industry.

+ Portfolio allocation

+ Artinvestment

funds Wealth

+ Philanthropy managers

The first part of the analysis aims to provide a combined
view of the stakeholders involved in the Art & Finance
industry. We hope this will bring together some of

the key elements raised by each stakeholder group
(private banks, family offices, art professionals and art
collectors) and help us to identify the aspects in relation
to which stakeholders’ views are aligned and on which
topics they differ, and the likely implications of this in
the future.

+ Inheritance and succession « Art advisory

planning - Valuation
+ Diversification \\Coecton management
+ Art secured lending

Flnance

Skills and knowledge eW
Education



Perception: converging views on art as an
asset class

While the wealth management community felt
enthusiastic about the prospect of art in traditional
wealth management in 2011, their enthusiasm seems

to have been curbed by an increasing realisation (and
awareness) of the complex nature of the unregulated
art and collectibles market and its interaction with an
increasingly regulated financial services industry®2. In
Section 5, some of these legal issues are discussed in
more detail. However, as the Art & Finance industry
gradually matures, a significant 53% of private banks
and 57% of family offices believe that there is a role

for art in traditional wealth management. It is also
interesting to note that both the art collector (typically a
wealthy client) and the art professional (typically a third-
party service provider) are increasingly convinced about
the advantages of art as an asset class and its role in
traditional wealth management. A large majority, 76%
of art professionals and 62% of collectors, believe that
private wealth managers should incorporate art and
collectibles into their service offering.

Collectors buy art for passion with an investment
view: although only 9% of art professionals say

their clients buy art and collectibles for investment
purposes (only 3% of art collectors say they buy art for
investment purposes only), 81% of art professionals
believe that their clients are buying art for collecting
purposes (up from 77% in 2012), but with an
investment view. 76% of art collectors said the same
(up from 53% in 2012). This implies that the investment
aspect of art (its financial or economic value) is
becoming increasingly important among buyers of art
and collectibles.

Fig. 14 Do you think that art and collectibles
should be part of a wealth management offering?
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Source: Deloitte Luxembourg & ArtTactic Art & Finance Report 2014

Fig. 15 Why are you/your clients buying art?
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Source: Deloitte Luxembourg & ArtTactic Art & Finance Report 2014

52 We cannot ignore the fact that the decline also could be a result of the changes and growth in the sample. The first Art & Wealth management
survey was conducted in 2011 and included 17 private banks from Luxembourg. In 2012, the sample was increased to 30 private banks,
including banks from Poland and Spain. The latest survey included 35 banks, mainly in Europe, the United States and Asia (with no participation
from Poland this year), and an additional 14 family offices in Europe and the United States
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Fig. 16 Which of the following ‘art and wealth management services’ do
you feel would be most relevant to your clients and/or the institution you
represent?

Art Collection Management

Art Philanthropy | Individual Giving

Estate planning (tax, inheritance and succession planning)

Art Market Research & Information

58

Art loans & finance (using art as a collateral)

Art Valuation

Advise on buying art

Art | Collectibles Investment Funds

Wealth Manager
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67% M Art Professional
69%
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Source: Deloitte Luxembourg & ArtTactic Art & Finance Report 2014

According to the above comparative analysis, there
are a number of areas that need the focus of a wealth
manager, while some areas are better left to others.

Art advisory best left to others: advice on buying art
should not be a wealth manager’s main preoccupation;
despite both wealth managers and art professionals
listing this as one of the key services offered, it is
among the lowest priorities on art collectors’ wishlists,
with only 30% saying they wanted art advisory services
from their bank. This could be due to the fact that most
established art collectors already have a long-standing
relationship with art advisors, galleries and auction
houses.

T T T T 1
40% 50% 60% 70%  80%

Raising the credibility of valuation, art market
research and information: both art collectors and

art professionals strongly believe that valuation,
research and information services should be offered

by private banks or family offices. It is likely that the
neutral position of the wealth manager would give
more credibility to both art valuation and research. The
increasing confidence in online art businesses providing
valuation, research and information (see Section 4),
could suggest that new tools might be available to the
wealth management community in the near future,
enabling it to address this particular market need.



Collection management and consolidated reporting:
both collectors and art professionals see collection
management as an important aspect of a wealth
manager’s remit, and provides the wealth manager
with an opportunity to integrate the client’s art and
collectible assets into an overall asset management
and wealth reporting structure. 71% of family offices
said that their clients wanted to include art and other
collectible assets in their wealth reports, in order to
have a consolidated view on their wealth. 52% of the
private banks said the same.

Estate planning: it is evident from the sentiment of
both art collectors (57%, up from 42% in 2012) and art
professionals (57%, up from 32% in 2012) that issues
related to estate planning are increasingly becoming a
high priority. It is also good to see that 88% of family
offices and 64% of private banks said that this would
be a strategic focus in the coming 12 months. There
seem to be an increasing recognition that wealth
managers need to respond to their clients’ growing
estate planning needs in key areas related to art and
collectibles, particularly with regard to valuation,
taxation, inheritance and succession planning.

Art secured lending: in the Deloitte/ArtTactic survey
of important art collectors and art professionals, 48%
of collectors said they would be interested in using their
art collection as collateral for a loan (this was up from
41% in 2012). Again, parts of the wealth management
community seem to be responding, with 40% of private
banks having said that this would be a strategic focus in
the coming 12 months. This was up from 13% in 2012,
and signals an increasing confidence in using art and
collectibles as collateral for financing purposes.

The demand for art investment funds is likely to
increase in the next two to three years: 41% of

art professionals and 28% of art collectors feel that

an art investment fund is a service that the wealth
management industry should be able to offer. Although
this is not a top priority at the moment, 68% of art
professionals and 62% of art collectors believe the

art fund industry will expand in the next two to three
years, and it is important that the wealth management
industry keeps abreast of developments in this market.
25% of family offices said they would increase their
focus on art investment funds in the next 12 months,
against 8% of private banks.

While the wealth management
community felt enthusiastic about
the prospect of art in traditional
wealth management in 2011, their

enthusiasm seem to have been curbed

by an increasing realisation (and
awareness) of the complex nature of
the unregulated art and collectibles
market and its interaction with an
increasingly regulated financial
services industry
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General motivation and
perception among wealth
managers, art professionals

and collectors

1. Awareness

Wealth managers are becoming increasingly aware
of the development of art as an asset class: 53%
of wealth managers (private banks and family offices)
were aware/very aware of the developments linked to
art as an asset class, up from 43% in 2012 and 33%

in 2011, which suggests that increasing attention is
being paid by the wealth management community

to what is happening on the art market. 69% of the
wealth managers said that their awareness has been
heightened through increasing media interest (against
53% in 2012), and 60% said they had been exposed to
the topic through conferences and seminars (against
57% in 2012).

Is there an argument for including art and
collectibles in traditional wealth management?
57% of the family offices and 53% of the private banks
surveyed believe there is a strong case for including

art and collectibles in traditional wealth management,

while 76% of art professionals and 62% of collectors
believe that private wealth managers should incorporate
art and collectibles into their service offering. This
highlights the need and client demand, but also raises
questions about the type of services that should be
offered, and how.

2. Focus in 2015: the wealth industry is likely to
focus more on art and wealth planning services in
the next 12 months

With the global art market reaching US$65 billion®?

in 2013, up 8% versus 2012, it is clear that art and
collectibles have become an increasingly important part
of the UHNWI's overall asset portfolio. The findings

of this section indicate that the wealth management
industry is taking a more strategic view on art as asset
class and how it could be used as a strategic tool to
build stronger and deeper relationships with clients, by
focusing on both the financial aspects of art as well as
the emotional and social characteristics associated with
this asset class.

Fig. 17 Confidence—which services will you focus on in the next 12 months?
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Deloitte/ ArtTactic Art & Finance Future Indicator
The Deloitte/ArtTactic Art & Finance Future Indicator®*
has increased by 61% since 2012, and now stands at 39,
which signals that the wealth management community
is taking a more strategic view with regard to art-
related services in the next 12 months than in 2012.

In particular, there are three art-related financial services
that wealth managers will focus on in 2015: art and
estate planning, art and philanthropy and art secured
lending.

Art and estate planning: 70% of wealth managers
(88% of family offices and 64% of private banks) said
that this will be a strategic focus in the coming 12
months. There seems to be an increasing recognition
that wealth managers need to respond to their
clients’ growing estate planning needs in key areas
related to art and collectibles, particularly with regard
to valuation, taxation, inheritance and succession
planning, as well as charitable donations and
philanthropy.

Going forward, it is not only individuals and families
with valuable art or art collections that will need

these services, but also the artists and their families.

In 2010, artist-endowed®> foundations in the United
States reported aggregate assets of US$3.48 billion,

of which US$1.99 billion (57%) were art-related assets
(up 83% from 2005). Over the last several decades, the
number of artists whose careers have thrived during
their lifetimes has grown significantly, a shift that has
allowed artists and their families more time, resources
and flexibility to plan ahead. As the market for modern
and contemporary art continues to expand, the number

of artist-endowed foundations is likely to increase, and
the need for a new type of wealth management service
for artists and their estate planning could be a growth
opportunity for the wealth management industry in the
near future.

Art and philanthropy: 42% of wealth managers (63%
of family offices and 36% of private banks) said that
this will be a strategic focus in the coming 12 months.
Again, family offices seem to put more emphasis on
philanthropy than the majority of private banks. The
issue of art and philanthropy is something that has
increased in importance in the last decade and is linked
to the previous point on art and estate planning. The
increasing value of art assets has meant that artist
foundations®® are playing an increasingly important
role in terms of grant-making to the arts and other
charitable causes, and major art collectors are also
combining their passion for art and art collecting with
a strong philanthropic agenda.

Art lending: 40% of private banks said that this will be
a strategic focus in the coming 12 months. This was up
from 13% in 2012, and signals an increasing confidence
in using art and collectibles as collateral for financing
purposes. The focus on these types of financial
products is linked to stronger client demand for
art-related financing. In the Deloitte/ArtTactic survey®’
of important art collectors and art professionals, 48%
of the collectors surveyed said they would be interested
in using their art collection as collateral for a loan (this
was up from 41% in 2012). As family offices are not
credit institutions, none of the family offices answered
‘yes’ to this question.

In particular, there are three art-related financial services

that wealth managers will focus on in 2015: art and estate

planning, art and philanthropy and art secured lending

53 Source: TEFAF Report 2014

54 The Deloitte/ArtTactic Art & Finance Future Indicator tracks wealth managers’ strategic focus on Art & Finance-related services in the coming
12 months, based on six main activities: art secured lending, art investment funds, art and philanthropy, art advisory, art and estate planning
and art entertainment. The Future Indicator is the average result of how wealth managers view their future focus in six of these underlying art-
related services (i.e. 37 signals that 37% of the wealth managers will focus on these art services in the next 12 months)

55 Sources: http://www.aspeninstitute.org/sites/default/files/content/docs/psi/AEF_V1.pdf

56 Among recently deceased artists who set up foundations are Louise Bourgeois (the Easton Foundation) and Cy Twombly. Living artists who have

set up foundations and are already making substantial gifts of money and artworks include painters Alex Katz, Ellsworth Kelly, LeRoy Neiman

and Helen Frankenthaler

57 Atotal of 122 art professionals and 90 important art collectors were surveyed on a variety of topics related to art as an asset class, their
motivations and current and future involvement, and the challenges and opportunities
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3. Motivations Family offices see art as a tool in a portfolio
There is no particular argument that stands out when it diversification strategy: 43% of wealth managers
comes to motivations for including art and collectibles said that one of the most important motivations for
in a traditional wealth management practice. However, including art and collectibles in their service offering
a number of motivations seem highly relevant, ranging was because of the potential role it could play in a
from wealth protection, diversification and investment balanced portfolio and asset diversification strategy.

to entertainment. These are all aspects of art and This percentage was higher among the family office
collectibles that wealth managers should start to representatives, where 50% of the respondents said
integrate into their discussion with their clients and diversification was one of the main motivations.
prospects.

Fig. 18 What do you consider the strongest arguments for including art and collectibles in
traditional wealth management/private banking?

Art and collectibles offer portfolio and asset diversification

Increasing competition in the Private Banking sector forces new

ideas, products and solutions 83%
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2011 refers to the data collected in 2011 for the Art & Finance Report 2011
2012 refers to the data collected in 2012 for the Art & Finance Report 2013
2014 refers to the data collected in 2014 for the Art & Finance Report 2014

Source: Deloitte Luxembourg & Artlactic Art & Finance Report 2014



Art is accounting for a larger share of overall
asset value: the value of art and collectibles has risen
significantly in recent years, while at the same time, a
larger amount of wealth has been allocated to this asset
class. Wealth managers see the evident rise in values—
in both absolute and relative terms to their clients’
overall portfolio—as a strong argument for starting to
offer services and products to help clients manage this
new wealth. 31% of family offices and 38% of private
banks said that this was one of the main reasons for
including art in the traditional service offering (up from
27% in 2012, and 17% in 2011).

More demand for art-related services will force
banks to build a strategy encompassing art and
collectible assets: 38% of wealth managers said that
their clients were increasingly requesting assistance with
art-related issues (this is up from 33% in 2012 and 11%
in 2011). The demand for these types of services seems
to be stronger among family offices, with 54% saying
that clients want them to help with art-related issues.
We believe this factor is likely to become an important
driver for wealth managers’ increasing engagement
with the art and collectibles market.

Client demand for art and collectibles is less
dependent on the economic situation: 39% of the
wealth managers and 23% of family offices said the
current economic situation encouraged clients to look
at new investment opportunities such as art. This was
down from 53% in 2012, and signals that the economic
situation is a less important argument for investing in
art compared with two years ago.

Art as a store of value: despite the economic recovery
and bounce back of the performance of traditional
investments, 38% of the family offices surveyed and
33% of the private banks said they view art as a 'store
of value' (against 43% in 2012 and 28% in 2011).

Client entertainment remains important: although
some of the financial characteristics of art and
collectibles are attractive to the wealth management
industry, the emotional and social aspects of art cannot
be forgotten. Private banks and wealth managers
continue to be avid supporters of the arts, mainly
through corporate patronage and sponsorship. 41% of
private banks felt that client entertainment was one of
the strongest arguments for including art in a wealth
management context (this was up from 27% in 2012),
but only 25% of family offices felt the same.

Wealth managers see the
evident rise in values—in
both absolute and relative
terms to their clients’
overall portfolio—as a
strong argument for
starting to offer services
and products to help clients
manage this new wealth
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Current engagement

Current engagement: what type of art-related
services do you currently offer?

73% of the wealth managers surveyed said they
offered some kind of art-related service: a majority
of the family offices (57%) and private banks (81%)
surveyed offer some kind of service related to art and
collectibles, including entertainment. This is up from
63% of the private banks surveyed in 2012.

Fig. 19 Which of the following services do you offer?

More than 70% of the wealth managers surveyed

said they had offered this service for more than three
years, with 30% of wealth managers adding art-related
services in the last one to three years. 38% of family
offices had offered an art-related service for between
one and three years, which suggests that these types of
wealth management companies are increasingly taking
an interest in art as an asset class and how best they
can service their clients in this regard. Of the banks not
yet offering art-related services, 40% said they were
very likely to do so within the next two to three years.

(% shown below are for combined internal and third-party services)

Client Entertainment (Private views, Art Fairs, Museum Exhibitions)

Art Advisory (buying/selling art)

Art Valuation

Sponsorship

Client Education (seminars, conferences on art/ art market)

Inheritance and Succession Planning

Art Collection Management

Art/Collectibles Investment Funds

Art Lending/ Finance (using art as a collateral for loans)

Art Philanthropy/Individual Giving to the arts (gifts, donations etc)

2014
m2012
m2011

49%
39%

I T T
0% 10% 20%

Source: Deloitte Luxembourg & ArtTactic Art & Finance Report 2014
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Services in the area of art protection are most likely

develop th . .
fo develop the fastest | | One area that is worth paying
Art and wealth planning is high on the list of services

currently provided: most private banks (81%, up from attention to is the iﬂCfeaSiﬂg
71% in 2012) are already offering art-related services. pOftiOﬂ Of Wealth maﬂagefs that

A smaller number, 57%, of family offices said they

were offering art-related services. As in the last survey are providing inheritance and
in 2012, client entertainment (private views, visits . . .
succession planning services—

to exhibitions, etc.) remains the art-related service

most commonly offered by private banks and wealth Currently 61% Of the private

managers. However, it looks like the trend towards

offering more specific art-related services, which started baﬂks Sllfveyed are Offering thiS
in 2012, has developed further since the last report. SeriCC (up ffom 40% iﬂ 2012 )
One area that is worth paying attention to is the aﬂd 28% n 201 1)

increasing portion of wealth managers that are
providing inheritance and succession planning
services—currently 61% of the private banks surveyed
are offering this service (up from 40% in 2012, and 28%
in 2011).

Among the family offices that said they offer art-related
services, 56% said they offer advice on estate planning.
However, family offices were much more active in art
and philanthropy, with 78% of the respondents saying
they offer this service, compared with 39% of the
private banks (up from 20% in 2012).




66

Art collection management: collection management
services are more common among family offices, with
67% of the family offices surveyed saying they currently
offer this service to their clients, compared with 17% of
private banks.

Services related to the artworks are more likely to be
provided by a third-party provider: art advisory services,
valuation and appraisals are typically outsourced to
third-party providers by most private banks and family
offices. Services closely linked to the client relationship
are more likely to be provided directly by the banks
themselves.

There is clearly an opportunity for the art professional
community to build strong relationsh