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Empower your art activities

Deloitte Private Art & Finance assists financial
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TRANSFORMING YOUR ART
INTO FINANCIAL ASSETS

Our platform provides a Our Al driven algorithms
holistic overview allowing enable

you to leverage data to make O Investment

better informed and smarter O Lending/borrowing against art
decisions about art as an asset. O Asset management

+44 20 8133 5955
info@overstoneassociates.com

Get in touch and
book a demo

www.overstoneart.com
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FERTTUS

Fine Art Storage
& Logistics

Discover more on

Improve your art investments returns

: : : . fortius.lu/ vat
with our VAT suspension regime on art collections
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Deloitte.

Power on your peace of mind
DKYC"™—Operational compliance
for the art & finance industry

Anti-money laundering experts and digital teams have
worked together to build an end-to-end Know Your
Client service called DKYC.

Our dedicated team supports you at each step of the
compliance process, through a user friendly and highly
secured web solution.

www.deloitte.com/lu/aml-art-finance

Service delivered by Deloitte Solutions SaRL (EU-regulated/PSF, ISO27001 & 1ISO22301 certified).

*KYC: Know Your Customer
©2021, Deloitte Tax & Consulting, SARL
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Introduction

Forewora

Art and collectible assets, such as fine art, classic cars, fine wine, collectible jewelry and watches,
musical instruments and luxury handbags are the passion of the families that Deloitte Private
serves worldwide. The wealth of ultra-high net worth individuals (UHNWIs) associated with art and
collectibles was estimated at US$1,481 billion' in 2020, representing a sizeable portion of your or
your clients’ wealth. Governance, multigenerational planning, education, philanthropy, social impact,
estate planning, legal agreements, asset diversification and family offices help preserve and expand
the wealth and impact of your or your clients’ collections.

This unigue bi-annual publication aims to provide you with key insights on art and wealth
management trends. You will discover that after 10 years of our analysis, art and finance is a
growing and innovative industry that deserves our full attention, whatever your motivation and
involvement with art and collectibles. You will understand how finance, art businesses and culture
interconnect and can enable a better society. You will notice that technology, sustainability and
regulation play an active role in the development of the art and finance industry. And, you will
realize that the dynamic is global, spans all generations and is expanding.

Deloitte Private focuses on the specialized needs of the ultra-affluent, including families with
multigenerational wealth, entrepreneurs, and closely held business owners. We understand that
purpose is at the center of everything you do—fueled by core values, a strong vision, trust and

legacy.
| wish you an enjoyable read of the seventh edition of the Deloitte Private Art & Finance report.

Nathalie

Nathalie Tessier FCPA, FCA, is the leader for Deloitte Private’s Global practice with offices in more than
80 countries. She is a member of the Global Clients & Industries Leadership team. Deloitte Private’s
professionals focus on the needs of privately held companies, private equity firms, family enterprises,
and high net worth individuals.

Brise
©Luis Vasconcelos/Courtesy Unidade Infinita Projectos - 2001

1 Methodology: the new methodology uses Wealth-X and its reported regional UHNWI wealth (USD), which totaled US$35.45 trillion. Based on estimates from
Knight Frank's Wealth Report 2020, the regional allocations to luxury investments
(art, wine, cars, and jewelry) have been applied to the regional wealth figures, giving a total estimated value of art and collectibles wealth of US$1,481 billion in 2020.
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Introduction

We are delighted to present the seventh edition of the
Deloitte Private Art & Finance Report

The 2021 edition of the Art & Finance report
arrives at an uncertain and tumultuous time in
our recent history. The world continues to feel
the brunt of the COVID-19 pandemic as well as
the effects of climate change, social injustice
and gender inequality, to name just a few global
challenges.

The question is, what role can art and culture
play in tackling many of these challenges? On 30
July 2021, the G20 Ministers of Culture agreed for
the first time in history on a G20 Declaration on
Culture, which firmly positions culture as a major
engine for sustainable socio-economic recovery in
the wake of the COVID-19 pandemic.

In its modest way, the Deloitte Art & Finance
initiative aims to be part of this change and
transformation. Uniguely positioned at the
intersection between art business, culture and
finance, its goal is to elevate the dialogue between
these stakeholders; encourage new models
around finance and sustainable investment in art
and culture; and amplify the role and importance
of culture in improving our lives and society.

Since the Deloitte Art & Finance initiative was
established in 2008, we have enjoyed an insightful
journey with many significant moments and
encounters. In 2011, we presented the first Art

& Finance report during the fourth Deloitte

Art & Finance conference in Miami, Florida.

After publishing seven editions of the report in
collaboration with ArtTactic, our understanding
of the art and finance ecosystem and its
developments have greatly evolved.

We want to thank all the experts and their
invaluable contributions over the years, and

all the survey participants and art market
stakeholders (wealth managers, collectors and
art professionals) that continued to share their
views and opinions on the art and finance
industry. What started 10 years ago as an initial
investigation into the role art could play within
wealth management has gained significant
momentum over the years.

We have now reached a stage where most wealth
managers accept and understand the importance
of art and collectibles as a strategic component of
their holistic wealth management service offering,
The emotional and financial value associated

with art helps wealth managers create a deeper
and more human relationship with their clients,
allowing them to address personal, emotional

and financial concerns around art and collectible
wealth.

00 O1 02 03

In this report, we take a unique 10-year
retrospective look at our findings. It is clear that,
despite challenges concerning lack of regulation
and transparency, the art and finance industry
continues to innovate and evolve—and is here to
stay.

We hope this report will help you better
understand the rich and complex nature of the
art and finance ecosystem, the key drivers of
change, and what role you can play in shaping its
future.

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

Anders Petterson
Managing Director
Artlactic

London
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ART & FINANCE REPORT 2021 Introduction

We are honored to feature the
outstanding works of renowned visual
artist Joana Vasconcelos in this
edition of the Art & Finance report. It is
an immense pleasure and privilege to
collaborate with her and her wonderful

team.

Born in 1971, Joana Vasconcelos is a contemporary visual artist
renowned for her monumental sculptures, whose 25 years of practice
stretches to drawing and film. She updates the arts and crafts concept
to the 21°t century and incorporates everyday objects with irony and
humor, bridging the domestic environment and public space while
questioning the status of women, consumerism society and collective
identity.

She received international acclaim at the first Venice Biennale ever
curated by women with The Bride in 2005, followed by Trafaria Praia

in 2013, the first floating pavilion in the Venice Biennale representing
Portugal. In 2012, she became the youngest artist and only woman to
ever exhibit at the Palace of Versailles, which featured a record-breaking
1.6 million visitors to become the most visited exhibition in France in

50 years. In 2018, Vasconcelos became the first Portuguese artist to
exhibit at Guggenheim Bilbao with a major retrospective, one of the
most visited in the museum’s history and reaching fourth place in The
Art Newspaper’s annual exhibitions’ Top 10. Her biggest show so far in
the United Kingdom is currently ongoing at Yorkshire Sculpture Park until
January 2022.

Pavillon de Thé
©Joana Vasconcelos - 2012
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A look back over 10 years
of analysis

Since 2011, Deloitte Private and ArtTactic have
published seven editions of the Art & Finance
Report. This has provided us with a decade of
data and research to look back on, which helps us
get a better sense of what has changed and what
our priorities should be going forward.

While the first five years of our research showed

a gradual and steady evolution of the art and
finance market, 2016 saw a significant shift in
wealth managers’ perception of the role and value
of art and collectibles in a wealth management
strategy and service offering. In 2014, only 53%

of wealth managers believed art should be
included as part of a wealth management service.
However, this jumped to 78% in 2016, aligning

the wealth management industry’s opinion with
those of collectors and art professionals for the
first time in our analysis. This agreement has gone
from strength to strength since then, with 85% of
wealth managers saying so in 2021,

This suggests that the question is no longer
whether art should be part of a wealth
management offering, but rather how it can be
implemented effectively.

Introduction

The recent trends and developments covered

in this report indicate that the art and finance
industry will thrive from new innovations and
technological advancement and adoption in

the next five years, as well as a growing interest
in art and collectibles. On a more macro leve|,
there are strong signs that art and culture could
become a key driver for socio-economic growth
and help address many of our societal issues and
challenges. This could open the art and cultural
sector to a far broader spectrum of financial
services, such as the growing market for impact
investments, cultural bonds and new philanthropy
models, which are underpinned by technology
(i.e., blockchain and decentralized finance, or
DeFl).

While the structure of this year's report follows
previous editions, we have added two new
sections dedicated to a) art and wealth protection,
estate planning and philanthropy and b) culture
and social impact investment and sustainability.

e Section 1: wealth and the global art market
e Section 2: art and wealth management survey

e Section 3: art and wealth protection, estate
planning and philanthropy (NEW)

e Section 4: culture and social impact investment
and sustainability (NEW)

During the last 10 years, the role and value of

00

art and collectibles in a wealth management

strategy and service offering has evolved. The

guestion is no longer whether art should be
part of a wealth management offering, but
rather how it can be implemented effectively.

e Section 5: art-secured lending
e Section 6: art and investment
e Section 7: art and technology

e Section 8: risk management and regulation

Also this year, we have started to differentiate
between the opinions of younger collectors
(under 35 years) from older collectors. This is to
better capture the motivations and behavior of
younger demographics, which already are and
will increasingly become a force for change in the
coming decade.

All previous reports can be found at
www.deloitte-artandfinance.com. This year's
edition is a digital version in line with our
environment and energy policy, which sets
out our commitments to minimizing our
environmental impact.

We hope this year's report can inspire, encourage
and act as a useful guide for those wishing

to explore and help build a solid foundation
between the visual art sector and more broadly
with the creatives sectors, the cultural sector and
the wealth management sector.
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Methodology and limitations

ART & FINANCE REPORT 2021

Figure 1. Survey sample 2021 - Geographical breakdown

100%

80%

60%

40%

20%

0%

B North America

Private banks Family offices

B Europe I Russia

B Asia

Art secured lenders

B Middle East

Introduction

Art professionals

[ Latin America

RoW

Collectors

00

—
Table 1. Art & Finance report Survey participants by category

Sample 2011 2012 2014 2016 2017 2019 2021
Private banks 19 30 35 53 69 54 59
Family offices 0 0 14 14 27 25 21
Art collectors 48 81 90 94 107 105 115
Art professionals 140 112 122 126 155 138 182
Art secured lenders 11
Total 207 223 262 287 358 322 388

Deloitte Private and ArtTactic conducted the
report’s research between March 2021 and June
2021. We surveyed 59 private banks (up from 54
in 2019) and 21 family offices (down from 25 in
2019).

As in previous editions, we also surveyed
important stakeholders in the art and finance
industry, such as art collectors and art
professionals (i.e., galleries, auction houses, art
advisors, art lawyers, art insurers, art logistics
specialists, etc.). A total of 182 art professionals
(up from 138 in 2019) and 115 art collectors
participated in the survey (up from 105 in 2019).
These stakeholders from Europe, the United
States, the Middle East, Latin America and Asia
were surveyed on a variety of themes and topics
related to art as an asset class, the role of art

in a wealth management context, the impact of
technology, new art investment models, as well as
current and future challenges and opportunities.

Sample differences

each year's results may be affected by variations
in the sample size and the geographical location
of the wealth managers that responded to the
survey. The first art and wealth management
survey was conducted in 2011 and included 17
private banks from Luxembourg. In 2012, the
sample expanded to 30 private banks, including
banks from Poland and Spain. In 2014, the survey
included 35 banks predominantly from Europe,
the United States and Asia, and an additional 14
family offices from Europe and the United States.

In 2016, the survey included 53 private banks

(38 from Europe, nine from the United States
and six banks from Dubai) and 14 family offices
(with eight from the United States). In 2017, we
surveyed 69 private banks (of which five were art-
secured lenders) and 27 family offices. In the last
edition in 2019, our sample included 54 private
banks and 25 family offices.

02 03 04 05 06 07 08

In this year's edition of the report, we surveyed 59
private banks (75% in Europe, 20% in the United
States and 5% in other locations) and 21 family
offices (56% in Europe, 40% in the United States
and 4% in other locations). We initiated another
survey among 11 art-secured lenders this year,
which included four private banks and seven
asset-based lenders.

We would like to express our gratitude to all the
survey participants; without their support and
enthusiasm, this report would not have been
possible.

Deloitte Private and ArtTactic recognize that the
findings are indicative and understand their
limitations. However, we believe the results
broadly reflect the current perceptions and
attitudes of the global wealth management
community, as well as art professionals and
collectors.

0:-0



ART & FINANCE REPORT 2021

Introduction

External data and analysis
Section 1 of the report also includes a 12-month
outlook across various geographical art markets.
These findings were based on a qualitative
ArtTactic Art Market Confidence Survey conducted
among 113 art experts in July 2021. Section 1

also features auction data analysis of various
modern and contemporary art markets. This
data is predominantly from Sotheby’s, Christie’s
and Phillips, but the regional art market profiles
also include other auction houses that represent
major market shares in regions such as China,
India, Africa and Russia. This year, we have also
included data and market analysis of the nascent
non-fungible token (NFT) market; this is based on
data ArtTactic, non-fungible.com and CryptoSlam.

In the art investment section of the report
(Section 6), we examine the performance, risk and
correlation between art and other asset classes,
drawing on data analysis from Artnet. For more
information on the methodology used, please
refer to p.15.

Blue Champagne
Luis Vasconcelos/Courtesy Unidade Infinita Projectos | Chateau
de Versailles - 2012

External contributions

In this year's edition, we are delighted to feature
72 leading experts contributing 41 articles.
These provide our readers with new insights on
a wide range of initiatives and models that tackle
the opportunities and challenges facing the art
market and the wealth management industry
over the next decade. We are delighted to have
collaborated with eight Deloitte offices that
contributed 15 out of the 41 articles: Deloitte
Luxembourg, Deloitte US, Deloitte UK, Deloitte
Germany, Deloitte Japan, Deloitte Italy, Deloitte
Russia and Deloitte Monaco.

The broad range and geographical diversity of
these contributions align with our vision and goal
to be an independent and neutral voice of the
market. It also reflects our ambition to be truly
international, as is the global art market itself.

00 O1

Section 1

Collectibles in the time of COVID-19—how
assets have weathered the pandemic,
Nannette Hechler-Fayd’herbe, Chief Investment
Officer International Wealth Management and
Global Head of Economics & Research, Credit
Suisse AG

Japan: Race for the next art hub of Asia—tax
reforms in the art market,

Yoshiyuki Umemura, Partner; Yuko Nishimura,
Manager; Charlotte Lin, Senior consultant,
Deloitte Japan

The State of the Art in Italy—results of the
third survey on COVID-19's impacts,
Barbara Tagliaferri, Deloitte Italy Art &

Finance coordinator; Roberta Ghilardi, Senior
Sustainability Consultant; Mario Filice, Research
& Editorial, Clients & Industries Deloitte Italy

02 03 04 05 06 07 08

THE 266-YEAR-OLD START-UP—an insider’s
view of the NFT boom,

Marcus Fox, Global Managing Director, 20%/215t
C. Art, Christie's

The Brexit effect on the art market—Ilegal
aspects concerning the circulation of
artworks between the EU and the UK,

|da Palombella, Partner; Valentina Favero,
Manager, Deloitte Italy

Who has fared best? Thriving in the post-
Brexit art marketplace,

Simon Hornby, Senior Vice President, Crozier
Europe

Growth opportunities at public auctions
—key lessons for collectors trading at
auctions,

Christine Bourron, CEO, Pi-Ex Ltd
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Section 2

Broadening horizons and pursuing new
revenues—art advisory is no longer limited
to the ultra-high net worth,

Eugenie Dumont, Art Collections Manager,
Banque Degroof Petercam

Introduction

Section 3

Art within wealth—a retrospective and look
ahead,

Suzanne Gyorgy, Managing Director and Head of
Art Advisory and Finance; Dominic Picarda, CFA,
Head of Content Strategy, Citi Private Bank

New humanism and art insurance—how
digitization shifts the focus of insurance

in general, and art insurance in particular,
towards human beings and their quality of life
Giovanni Liverani, CEO, Generali Deutschland AG
Group Management Committee, Assicurazioni
Generali SpA Global sponsor, ARTE Generali

The art and science of managing collectibles
and luxury assets—key considerations for
family offices,

Jutta Tornivaara, Director Audit & Assurance,
Deloitte LLP

Philanthropy and the arts—what role can
contemporary wealth management play?,
Laurent Issaurat, Head of Art Banking Services,
Societe Generale Private Banking

A token gesture—can philanthropy benefit
from the growth of blockchain technology?,
Bernadine Brocker Wieder, Co-Founder & CEQ,
Vastari

Philanthropy & art—not as simple as it first
appears

Micaela Saviano, Partner, Deloitte USA, Jared
Lowe, Tax Senior Manager, Deloitte USA

Section 4

Corporate art collection as a contribution to
society—by way of opening,

Alina Mukhina, Senior Manager, Tax and Legal
Department, Transfer pricing services for CIS;
Daria Rusanova, Manager, Deloitte Private, Deloitte
Consulting LLC, Deloitte Russia

Impact investment—How art and culture
can benefit from the drive towards more
sustainable investment,

Anna Raginskaya, Financial Advisor, Blue Rider
Group at Morgan Stanley; Bloum Cardenas,
Trustee, Niki Charitable Art Foundation

From wellbeing to long-lasting cultural
legacy—Therme art’s social impact
investment,

Mikolaj Sekutowicz, CEO, Co-Founder and Curator;
llaria Peloso, Collections and Development
Manager; Elena Fadeeva, Cultural Development
and Partnerships Manager, Therme Art

So much talk, so little action... —business
model innovation in the non-profit cultural
sector,

Adrian Ellis, Director, AEA Consulting and Chair,
Global Cultural Districts Network

00 O1

Art and culture in Latin America—an
opportunity for impact investing,

Carolina Biquard, Co-founder and CEQ, Fundacion
Compromiso; Barbara Russi, Director, Fundacion
Compromiso; Daniel Buchbinder, Founding

Chair and CEO, Alterna; Ana Gabriela, Director of
Strategic Alliances, Alterna

Social impact of culture: measuring for
improving—new strategies for a more
sustainable future,

Monica Palumbo, Sustainability Partner; Verdiana
De’ Leoni, Sustainability Senior Manager; Roberta
Ghilardi, / Sustainability Senior Consultant,
Deloitte Italy

The creative city dilemma—why creativity
can Kill cultural vitality and how to raise
sustainable creative cities,

Pier Luigi Sacco, Professor of Cultural Economics,
Rector Delegate for European Projects and
International Networks, IULM University, Senior
Researcher, OECD - CFE/LEED; Valentina Montalto,
/Policy Analyst, European Commission

The cultural power of cities in a global
cultural market,
Wondeur.ai Team

02 03 04 05 06 07

Section 5

Art lending in 2021—the evolution of the art
wealth management space,

Dana Prussen, Vice President and Art Services
Specialist; Drew Watson, Senior Vice President
and Art Services Specialist, Bank of America
Private Bank

Post-pandemic art financing in the non-
banking market,

Joe Charalambous, President; Naomi Baigell,
Managing Director, TPC Art Finance

Navigating a volatile market,

Aymeric Thuault, Director, Link Management;
Aude Lemogne, Director, Link Management;

Xavier Ledru, Managing Director, REYL Wealth
Management

Managing liquidity risk in the art market—
risk monitoring tools and the development
of the art-secured lending market

Chen Chowers, Head of Operations, Overstone
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Section 6

A post-pandemic look at the performance of
art as an asset class,

Michaela Ben Yehuda, Senior Analyst, Business
Intelligence; Robert Cacharani, Manager, Business
Intelligence, artnet

The art market of the future—digital
ownership of art on the blockchain,
Andreas Gerber, Head of New Business, Sygmun
Bank

Security tokens + art—the FIMART value
proposition,

Niccolo Filippo Veneri Savoia, CEO, Look Lateral
Group

Introduction

Section /

Tipping point—the continuation of a
beautiful relationship between technology
and art,

Paul Lee, Partner & Global Head of Research for
the technology, media, and telecommunications
(TMT), Deloitte UK

The ArtTech phenomenon—technology’s
impact on art insurance,
Jean Gazancon, CEO, Arte Generali

Art & blockchain—unlocking new
opportunities thanks to decentralized
models,

Jesus Pena Garcia, Senior Manager; Giulia
Pescatore, Manager, Antonio Victoria, Analyst;
Kristijan Sacer, Analyst, Deloitte Luxembourg

From monetization to sector resilience—
blockchain as social infrastructure?
Josephine Ayako Yamada, Manager, Deloitte Japan;
Taihei Shii, CEO, Startbahn Inc; Kensuke [to, Senior
Researcher, Startbahn Inc

Cultural revolution—art’s emerging digital
ecosystem,

Chris Bentley, Head of Fine Art & Specie, UK &
Lloyd's, AXA XL

Section 8

Transparency in the art market—are
exchanges of information improving the
situation?,

Pascal Noel, Director, Deloitte Monaco

Airing the laundry—direct and indirect anti-
money laundering regulation of art markets
Patricia Pernes, US Counsel at Bonhams, and
Michael Shepard, Deloitte’s Global Financial Crime
leader and a Deloitte Risk & Financial Advisory
principal in Deloitte Transactions and Business
Analytics LLP

Combating Financial Crime within the Art
Trade—bridging provenance research and
AML Compliance,

Victoire Louise Steinwachs, Manager, Deloitte
Wirtschaftsprufungsgesellschaft GmbH

What if... —financial institutions could
monetize their experience in anti-money
laundering while easing and securing art
professionals’ path towards compliance?
Maxime Heckel, Partner, Astrid Bandy, Senior
Manager, Deloitte Luxembourg

Brave new media—collector risks in relation
to the insurability and valuation of NFTs,
Megan Noh, Partner - Co-chair, Art Law, PRYOR
CASHMAN LLP

00

Mitigating bankruptcy risk to artwork
consignments in the United States,

Megan Noh, Partner - Co-chair, Art Law, PRYOR
CASHMAN LLP

Collection management platforms: legal
issues concerning the digitalization of art
collections and the use of new technologies,
|da Palombella, Partner; Federica Caretta,
Director, Valentina Favero, Manager, Deloitte Italy
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ART & FINANCE REPORT 2021

Introduction

Key report findings 2021

Section 1
Wealth and the global art
market

The rise in wealth in 2020 could find its way

to the art market this year

Wealth creation in 2020 was largely immune to
the global measures taken by governments and
central banks to mitigate the economic impact
of COVID-19. The increase of high net worth
individuals (HNWIs) and their associated wealth
could trigger new demand for alternative assets.

Asset diversification could drive further
demand for art-related assets

The art market's ability to weather an
unpredictable and unprecedented crisis has
drawn further attention to art as an alternative
asset class, with more collectors looking to
diversify in times of heightened uncertainty.

2 Methodology: The new methodology uses Wealth-X and its reported regional UHNWI wealth (USD), which totaled US$35.45 trillion. Based on estimates from Knight Frank’s Wealth Report 2020, the regional allocations to luxury investments (art, wine, cars, and jewelry) have been applied to the regional wealth figures, giving a total estimated value of art and collectibles wealth of US$1,481 billion in 2020.

Ultra-high net worth individuals’ (UHNWIs)
wealth associated with art and collectibles
an estimated US$1,481 billion? in 2020

Art and collectibles account for a substantial

portion of HNWIs" wealth and, therefore, requires

services and management like any other asset.

Resilience and transformational change in
the art market

Despite the severe disruption caused by the
COVID-19 pandemic, the last 18 months have
marked a period of transformational change

in the art market, creating more resilient and
innovative business models across the sector,
which places the market on a better footing for
future growth.

Changing landscape as the market shifts
east

New York remains the dominant destination

for global auction sales by Christie’s, Sotheby's
and Phillips. However, Hong Kong has asserted
its presence with a series of record-setting
auctions, positioning the market as the second
most important location accelerating new
developments and innovation in the region’s art
and finance industry.

Global online-only auction sales rocket,
firmly establishing online as a strategic sales
channel

The COVID-19 pandemic has catalyzed a seismic
shift in online sales among the top auction
houses.

Non-fungible tokens (NFTs) become an
alternative art market channel

NFTs have created a new global “digital art and
collectibles” market that was non-existent in
the past or only accessible to a select few. It has
allowed digital creators and artists to monetize
their work and talent in a new and different
way, and to potentially redefine the concept of
ownership.

00

The COVID-19
pandemic has
catalyzed a

seismic shift

in online sales
among the top
auction houses.
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Section 2 Turning point in 2016 Art as a capital asset
SiX years ago, we saw a significant shift in wealth Over the last 10 years, art and collectibles have
Art & Wealth Ma nagement managers' perception of the role and value of art demonstrated their ability to maintain and
Su rvey and collectibles in a wealth management strategy appreciate in value, and we have seen stronger
i and service offering. Now, the question is not financial motivations behind art collecting.
A 10-year perspective . . . . . L .
so much if art should be integrated into a Although investment and diversification remain
Between December 2011 and October 2021, . . . .
_ _ _ _ wealth management offering, but rather key drivers, the main focus in recent years has
Deloitte Private and ArtTactic published seven . L . . . .
, how to do it. This interest in art and collectibles been preserving the capital allocated to art and
Art & Finance Reports. The results of our 10- . . .
_ , , will continue as wealth managers move towards a collectible assets.
year survey analysis of different art and finance - X
kehold th loct holistic wealth management modelP.
> ade . e:f (Wea | managers, O e; or Broader spectrum of services
and at prode55|o(;1a 5)s ?jvv enco’uraglmg q Holistic wealth management The spectrum of art-related wealth management
gn Hpwar 'tren s regarding arts role an 85% of wealth managers consider the need to services has gradually broadened over the last
importance in wealth management. We have - : . o . . . .
o , develop a holistic advisory relationship with their decade. These services fall predominantly into
seen a consolidation of the different stakeholders’ : : LT . , o .
, o _ , clients as the main motivation for including art four categories: art and wealth protection, art and
narratives and motivations for including and : : . .
and collectibles in wealth management estate planning and philanthropy, art-secured

developing art wealth management services.
Client demand for art and wealth management
services has grown over the last 10 years.

lending and, to a lesser extent, art investment
services. Social impact investment and culture
is one of the newest trends emerging in recent
years, and is likely to become an integral part of
an art and wealth management service offering.

Collector needs and demand for art-related wealth
management services have evolved over the

last decade. The biggest interest is in collection
management, estate planning and art investment
services, as well as a growing need for art market
research and information.

Valkyrie Crown
©Peter Mallet/Courtesy Haunch of Venison, London - 2012
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Over the last 10 years, the challenges of integrating
art into wealth management remain, despite us
seeing a slight improvement in recent years.

Strategic partnerships and closer
relationships with art professionals

As the wealth management industry moves
towards a more holistic approach regarding their
service offering, over the last 10 years we have
seen a strategic shift towards partnerships with
external providers to deliver these services. In
the context of art, a closer relationship between
art professionals and wealth managers has
emerged, particularly around services related to
art advisory, valuation and art-secured lending.

Adapting to changing collector needs:
Collector needs and demand for art-related
wealth management services have evolved

over the last decade. The biggest interest is in
collection management, estate planning and art
investment services, as well as a growing need for
art market research and information.

4 Source: 1Q-E, 'The Great Global Wealth Transfer’, July 2020. Whitepaper, p.2.

Younger collectors are driven by a stronger
emphasis on the financial aspect of art
ownership, but social impact and purpose-
led investment ranks on par with the
emotional value of buying art

There are signs that younger collectors are more
motivated by financial considerations around art
ownership compared with older art collectors.

Emotional value associated with art
ownership remains key for collectors

Since we launched the survey in 2011, collectors’
strongest motivation has consistently been

the passion and emotional value associated

with art ownership. It is an important aspect

for developing deeper and more sticky client
relationships in an increasingly competitive wealth
management industry.

Obstacles to growth in the art and finance
industry are slowly being addressed

Over the last 10 years, the challenges of
integrating art into wealth management remain,
despite seeing a slight improvement in recent
years. The lack of regulation and transparency
still dominates, but the share of wealth managers
identifying these as key obstacles has decreased
since 2017.

Increasing regulation in the art market
could lead to a higher level of trust

With new AML regulations coming into effect this
year, the broader art market was forced to comply
with a new set of rules and regulations, which are
likely to trigger changes in business practices.

Technology as a catalyst for future growth in
art and wealth management services

The last 10 years have seen significant
technological developments across all art market
service areas.
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Section 3.
Art wealth protection, estate
planning and philanthropy

Global wealth transfer

The world is on the cusp of an unprecedented
transfer of wealth: an estimated US$15 trillion*

of wealth will be transferred to millennials and
Generation Z raising important questions around
art-related wealth and the next generation of art
owners' tastes and priorities.

Art-related wealth requires stewardship
The preservation of artwork through wealth
planning transcends tax and legal considerations.

Strong demand for research and information
Art market research and information identified as
the most relevant art wealth management service.

Collection management and wealth
reporting identified as the second most
relevant service that wealth managers could
offer.

02 03 04 05 06 07 08

Estate planning and art collections

Only 43% of wealth managers said their clients’
estate plans sufficiently addressed their art
collection (a steep decline compared with 67% in
2019). This presents an opportunity for banks to
proactively identify and initiate discussions with
their clients regarding their art collections.

Long-term estate planning around art is in
its infancy

Very few (12%) of the collectors surveyed said they
had formalized their estate documents with their
estate planning advisors.

Lack of dialogue with heirs

Of the collectors who plan to leave their collection
to their family, only 31% had specifically discussed
the artworks they will bequeath and provided the
means to care for the art.

Art and philanthropy

Cultural institutions need to rethink their reliance
on traditional donations and individual-giving
strategies and move towards a more purpose-
led and impact-oriented giving and investment
strategy, particularly as they become reliant on
younger demographics.
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Section 4.
Culture and social impact
investment and sustainability

Culture, social impact investment and
sustainability exist at the intersection
between philanthropy and investment.

This is a relatively new domain for the art wealth
management industry, providing wealth managers
with a new client service focusing on social impact
and purpose-led investment in the art and culture
sector.

Investors see social investments as an
opportunity, but art and culture still lag
behind

According to a Global Impact Investing Network
(GIIN) survey in 2020°, 9% of respondents said
they had directly invested in art and culture, but
this only accounted for 0.1% of the sample assets
under management (AUM).

Sustainable impact investment in the arts
could become an attractive investment model
28% of collectors (50% of collectors under

35 years old) and 31% of art professionals
identified sustainable impact investment in the
arts as the most attractive investment model.
This implies that wealth managers that expand
their sustainable investment offerings are well-
positioned to grow the highly attractive younger
client segment in the future.

Introduction

Art as a catalyst for social change and
community cohesion

The power of the arts drives large-scale social
change and helps tackle some of our biggest
global challenges.

The cultural and creative sectors (CCS)
constitute a key growth driver in many
countries

While often perceived to be of little relevance to
the overall economy, CCS are a key growth driver
in many countries and represent some of the
fastest-growing sectors in the world's economy.
The United Nations (UN) has declared 2021 as
the International Year of Creative Economy for
Sustainable Development.

The international community has also
recognized culture’s role as a driver of
sustainable development

The Agenda for Sustainable Development,
includes several explicit references to cultural
topics®. Cultural organizations represent a key
driver for social change towards sustainable
development, providing a platform for public
debate and education.

5 Global Impact Investing Network (GIIN) Research Institute, ‘Annual Impact Investor Survey 2020', p.33.
6 Inparticular, SDG 11 aims to ensure that the cities of tomorrow are “inclusive, safe, resilient and sustainable” and target 11.4 focuses on protecting and safeguarding “the world's cultural and natural heritage”. Moreover, the Agenda aims to ensure “inclusive and
equitable quality education and promote lifelong learning opportunities for all”, highlighting the importance of culture for sustainable development.

There are signs the impact investment
market is gradually opening up for the art
and culture sector

New initiatives have been launched, such as
“Creativity, Culture, and Capital: Impact investing
in the global creative economy (CCC)", which aims
to attract impact capital and investment to the
creative economy.

Art and culture in a smart city strategy
Culture and impact investment could be
influenced by the role culture can play in a smart
City strategy. There is an increasing realization that
urban smart cities must combine both technology
and culture, because improving quality of life does
not only require technology; it is also a question
of connecting and inspiring people.

With the growing recognition that CCS

can support cities to be “smarter”, more
sustainable investment products may
develop

Culture impact bonds may become a reality in the
future, helping develop a new generation of smart
Cities.

Maria Pia
©Luis Vasconcelos/Courtesy Unidade Infinita Projectos
| Palacio Nacional da Ajuda, Lisbon - 2013
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The way that
collectors view
their artwork
has shifted in
the last decade.

Brise
©Luis Vasconcelos/Courtesy Unidade Infinita Projectos - 2001
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Section 5.
Art-secured lending

Art-secured lending market

We conservatively estimate that the overall
market size of outstanding loans against art

could reach between US$24 billion and US$28.2
billion in 2021, a 10.7% average growth rate, and is
expected to grow to an estimated US$31.3 billion
by 2022.

The most significant change in the art
wealth management space in the last 10
years

The way that collectors view their artwork has
shifted in the last decade. Since 2009, we have
seen the longest bull run in the history of the US
stock market. The corresponding wealth effect,
along with a prolonged period of low-interest
rates, has fuelled the art market and benefitted
collectors. In addition to collecting for aesthetic,
intellectual and social reasons, collectors have
increasingly been motivated by financial aspects,
viewing their art as part of their overall balance
sheet and a practical source of capital.

Most believe the art-secured lending market
will remain niche

80% of art-secured lenders said they do not
believe art-secured financing will ever become

a mainstream product and that it will remain a
niche market.

Jurisdictional challenges impede growth
The lack of a uniform legal framework across
different global art markets, such as the uniform
commercial code (UCQ) in the United States, is

a major impediment to growth. For example,
the lack of a shared European legal framework
for pledges requires a deep understanding of
each European jurisdiction’s specifics and legal
limitations.

Demand for art-secured loans set to
increase

Almost half (49%) of collectors this year said art-
secured lending services were some of the most
relevant services that wealth managers could
offer, with 52% of art professionals echoing this
view. Of the wealth managers surveyed, 74%
said they expected the demand for art-secured
lending services to increase in the future, with
72% of collectors and 74% of art professionals
saying the same.
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Section 6.
Art and investment

Artnet’s indices display strong short-term
returns for art and more moderate returns
in the long run.

Despite an unprecedented and economically
tumultuous 2020, the Artnet Index for Fine Art
bullishly recovered from the second half of 2020
into the first half of 2021. The index produced

a 4.9% compound annual growth rate (CAGR)
between 2005 and 2020, and even a mildly
positive return of 0.8% from 2019 to 2020.
Looking at the Fine Art market's returns trajectory,
investment cycles both in the short-run and long-
run depict the reliability of art as an asset class
during economic turndowns.

Strong performance across most art
collecting segments in the first half of 2021
All but two of the art movements monitored by
Artnet have gained momentum in the first half
of 2021, with indices increasing between 3%

and 38% year-over-year. Two of the strongest
categories were Post-War and Contemporary Art.
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Art as a store of value

Art is regarded as a value-preserving asset class.
The strong positive correlation between art and
gold can indicate investors’ perception towards
art more as a value-preserving asset class than as
an investment vehicle.

Direct investment and physical ownership of
art remain core ownership models

Despite the increasing interest in new ownership
and investment models for art and collectibles,
88% of collectors and 84% of art professionals
believe that direct investment in art (i.e., the
outright ownership of artwork) will be the most
common form of art investment going forward,
and 58% of wealth managers said the same.

New interest in alternative forms of art
ownership

33% of wealth managers said their clients

had expressed an increased interest in non-
fungible tokens (NFTs), fractional ownership
(29%), art investment funds (25%) and social
impact investment in culture (21%). Interestingly,
64% of collectors said the COVID-19 pandemic
had triggered a new interest in alternative art
investment products, with 65% saying that NFTs
had generated the most attention.
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29% of wealth managers said they believed fractional
ownership and tokenization of art and collectibles
could become investment products of interest to their
clients, with 26% of art professionals saying the same.

Younger collectors more tuned into recent
developments in art investment products
and services

64% of younger collectors’ expressed a strong
interest in NFTs (compared with 18% of older
collectors) while 43% said fractional investment
linked to artworks interested them, which is
significantly higher than 17% of older collectors.
During COVID-19, 86% of younger collectors had
seen an increased interest in art investment
products and services, compared with 61% of
older collectors.

Social impact investment products

21% of wealth managers said social impact
investment products in culture would be of
interest to their clients (compared with 28% in
2019), with 28% of collectors and 31% of art
professionals also identifying this as an area

of strong interest. In line with global trends
around social impact and an increasing focus
on environmental, social and governance (ESG)
investing, we are likely to see this interest grow in
the future.

Fractional ownership and tokenization

29% of wealth managers said they believed
fractional ownership and tokenization of art and
collectibles could become investment products
of interest to their clients, with 26% of art
professionals saying the same. Collectors remain
slightly more cautious, with 21% saying this would
be an investment product of interest. This trend
could attract a new investor base to the art
market and support new philanthropic and social
impact investment strategies like crowdfunding
and co-ownership.

Security tokens and non-bankable art assets
(nBAs)

A new financial infrastructure is developing
around nBAs, which also includes art and
collectibles. This could open up new opportunities
for the wealth management sector to generate
additional fee revenue, based on the estimated
US$1,481 billion of art and collectible wealth held
by ultra-high net worth individuals (UHNWIs) in
2020.

Section /.
Art and technology

The digitalization of the art market has
entered a new era

Over the last 18 months, the COVID-19

pandemic has sparked more digital innovation,
experimentation and risk-taking than in the past
decade alone, and the traditional art market is on
the cusp of a new era, potentially redefining what
it means to be a 271s-century art business.

The maturing art technology industry is a
key enabler for the art and finance industry
In the art and tech ecosystem over the last

10 years, the number of specialized players
addressing the various friction points faced by the
art and finance industry continues to grow and
gain maturity. The digital transformation sweeping
the art market is likely to drive more efficiency
and growth.

Technology could bring art and finance
closer together

Art technology companies could help bridge
the gap and address many of the current
frictions between the art market and the wealth
management industry.

00 O1

Blockchain technology is going mainstream
Recent developments in and adoption of
blockchain technology could solve many of the
concerns raised by wealth managers and art
market stakeholders—52% of wealth managers
believe blockchain technology could have an
important impact on their ability to further
develop art-related services as part of their wealth
management offering.

The growing market for decentralized
finance (DeFi) could catalyze further
integration between the art market and the
wealth management industry

New developments in DeFi, such as security
tokens, could accelerate wealth managers' interest
in non-bankable assets like art and collectibles.
This could boost the development of various art
wealth management services, such as art-secured
lending services, art investment, fundraising and
new philanthropy models.

Collection management tools could help
better integrate art in wealth reporting

53% of wealth managers said new and improved
art collection management tools will help them
develop an art-related wealth management
service offering, and are closely associated with
wealth managers’ increasing focus on embedding
art-related wealth in their client reporting.

7 The sample is based on 16 individuals out of 114 collectors surveyed in total. Although the sample size is small, these findings still highlight significant differences between the younger generation of collectors (under 35 years old) and the older generation of collectors (over 35 years old).
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Improved art due diligence tools and
services

Wealth managers strongly believe that technology
will improve the provenance tracking and
traceability of art (80%), mitigate authenticity risks
(67%), enhance valuation processes (61%) and
boost the overall transparency of the art market
(79%). This will facilitate a cost- and time-effective
due-diligence process and could open up the
market to more participants.

Most younger collectors believe technology
will be a major game-changer in the art and
wealth management industry

Overall, younger collectors think technological
development will have a large impact on the art
wealth management industry over the next two to
three years.
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Section &.
Risk management and
regulation

The art market in need of rapid
modernization

After 10 years of analysis, it is disconcerting that
most stakeholders surveyed this year believe

the art market's business processes still need
modernizing, despite the acceleration of digital
transformation, the growing role of technology
and the increasing adoption of online markets.
Although there are signs that certain problem
areas are being addressed, some challenges
remain. Lack of transparency, fear of price
manipulation and anti-competitive behavior still
linger among wealth managers’ biggest concerns,
alongside specific risks regarding authenticity and
lack of provenance.

More government regulation may be
required

Although self-regulation remains the art market's
preferred approach to establish trust and
credibility, it is unsurprising that more art market
shareholders believe increased government
regulation may now be required, as self-regulation
has proven less effective. Significantly more
collectors (47%) indicated their preference for
government regulation this year, with 36% of art
professionals saying the same. And, 44% of wealth
managers this year believe government regulation
would help restore trust in the art market.

Introduction

Most wealth managers and art market
stakeholders see transparency and
regulation increasing in the art market in
the next five years

One ray of hope is that 67% of wealth managers
expect the art market to become more
transparent and regulated over the next five
years, compared with 55% of collectors and 67%
of art professionals who said the same.

Transparency is the key to unlocking future
growth in the art and finance industry and
art market as a whole

83% of wealth managers said lack of transparency
was a key factor that undermined trust in the

art market. Both art collectors (74%) and art
professionals (79%) also identified this as a major
challenge.

New transparency requirements for
offshore entities

New tax and anti-money laundering (AML) laws
and regulations to improve transparency will
affect collectors using offshore entities to buy,
sell and hold art.

Money laundering remains a key concern
despite new regulations

68% of wealth managers remain concerned about
money laundering risks in the art market. The
recent introduction of AML regulations in the
Furopean Union and the United States seems
to have stemmed some wealth managers' fears.
Both art collectors (65%) and art professionals
(63%) continue to see money laundering as a
great threat to the art market’s reputation going
forward.

Building trust in art market data paramount
for further development of the art and
finance industry going forward

The importance of trust in art market data is

also essential for the future development of the
art and finance industry, as it is the foundation
of a robust valuation and risk management
infrastructure around art and collectibles.

68% of wealth
managers
remain
concerned

about money
laundering
risks in the art
market.
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Priorities

Regarding wealth managers

Art is an essential part of a wealth
management offering—a strategic and
collaborative approach to art and collectible
wealth is required

The global wealth management industry has been
evolving over the last decade—moving from an
investment-focused client strategy to a holistic
service offering, which addresses a broader set
of client needs and assets, including art and
collectibles. Over the last 10 years, we have been
monitoring the evolution of clients’ needs and
demands for art-related wealth management
services, as well as wealth managers' gradual
adoption of these services. The guestion is no
longer whether art and collectibles can play a role,
but rather—how?

With UHNWI's worldwide wealth associated

with art and collectibles estimated to be around
US$1,481 billion in 2020 (an estimated 5% of
their financial assets), there is significant scope to
develop new client relationships and additional
fees through wealth management services aimed
at protecting, enhancing and leveraging art and
collectible wealth. Wealth managers can achieve
this through strategic partnerships and closer
relationships with art professionals, including the
growing number of art technology companies.

Introduction

Like other assets, art-related wealth requires
stewardship, which goes beyond tax and legal
considerations. There is a higher expectation
among collectors that wealth managers should
offer a broader set of professional services, such
as art advisory, research, valuation, collection
management, estate planning, insurance, and
arranging storage and security. The rationale for
incorporating art in a wealth management offering
is gaining traction—the last few years have

seen healthy growth in the art-secured lending
market, the emergence of new art investment
models, and an increasing interest in social impact
investment in the cultural and creative sectors.

Wealth managers repeatedly identify a lack of
internal expertise as a major hurdle in developing
a broader and more diverse service offering
around art and collectibles. The solution is

for wealth managers to work closely with art
professionals and art market experts, striking the
right balance between in-house services versus
those outsourced to third-party experts. Sourcing
expertise through reputable art professional
networks and associations is vital, and with the
advent of new online marketplaces matching art
professionals with particular skills and expertise
required by clients, we believe the wealth
management sector’s shortage of art-related skills
and knowledge can be addressed.

Regarding the younger
generation

The younger generation is a key driver for
change—a new tech-focused art and wealth
management strategy is needed for younger
collectors

Our survey findings this year highlight distinct
differences between younger collectors (aged
under 35 years) and the older generation, both
regarding their motivations behind art collecting
and their demand for services related to art-
related wealth. Younger collectors rank social
impact and purpose-led investment in art as their
highest motivation (alongside emotional value) at
86%, compared with 32% of older collectors. They
also place a stronger emphasis on the financial
aspect of art ownership.

However, the main difference between these
generations of collectors lies in how these
services are accessed, executed and delivered—
and the importance of technology in achieving
this. Overall, younger collectors believe
technological development will greatly affect the
art wealth management industry over the next
two to three years. Most (85%) of the younger
collectors surveyed stated blockchain technology
could transform the way business is currently
being conducted (compared with 52% of older

collectors), while 85% of younger collectors believe

00 O1 02 03

that big data, analytics and artificial intelligence
will have an impact on the art and wealth
management industry going forward, significantly
higher than 57% of older collectors.

Younger collectors are particularly tuned in to
recent developments in art investment products
and services, with 64% expressing a strong
interest in NFTs (compared with 18% of older
collectors) and 43% saying fractional investment
linked to artworks would be of interest,
significantly higher than 17% of older collectors.

To stay relevant and adapt to these new
generational needs, wealth managers must align
their future art-related service offering to meet
these changing demands and behavioral changes,
and understand the role of technology in this
process.

Pavillon de Vin
©Luis Vasconcelos/Courtesy Unidade Infinita Projectos | Chateau
de Versailles - 2011
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Regarding technology

Technology is and will remain a key driver of
innovation and change in the art and wealth
management sector over the coming years
The art technology industry is maturing.
Technology is already addressing many frictions
in the art market, including issues around
transparency, valuation, authenticity and
provenance tracking. The advent of big data

and artificial intelligence will likely catalyze the
innovation of analytical tools, which can assist

art valuation, risk monitoring and provide deeper
insights and research into various aspects of art
and collectible assets. These developments could
also benefit existing art collection management
systems and help integrate and consolidate
art-related wealth data into existing wealth
reporting tools. Wealth managers that partner
and collaborate with collection management
providers, data and research companies and
new technology firms can seize the opportunity
to develop a new range of tech and data-driven
art-related services, which are particularly sought
after by younger demographics.

Technology has also enabled new art investment
and ownership models to emerge, which could
attract new audiences and potential clients to the
art market and the wealth management industry.
The recent developments around tokenization,
particularly security tokens, and the growing DeFi
market could support incorporating non-bankable
assets in wealth management. This could nurture

Introduction

philanthropy and patronage in the art market and
the wealth management industry.

Technology could become the glue that binds the
art market and the wealth management industry
together. It could address and reduce many of
today's frictions between different stakeholder
groups (wealth managers, collectors and art
professionals) and spark further development
and growth in art wealth management services.
However, technology is driving change at an
exponential speed, so there is no time to
waste—wealth managers must fully embrace
these developments now, or risk losing a future
generation of clients.

Regarding sustainability and
impact investment

Impact investment in art and culture opens
up new financial service models for the
wealth management industry

The severe impact of the COVID-19 pandemic
reset the priorities of the wealthy, sparking an
increased search for meaning and purpose
alongside a desire to contribute more to the
world around them. For cultural institutions, the
pandemic emphasized the need to shift their
dependency on altruistic giving and support
models towards a more purpose-led and impact-
oriented giving and investment strategy. The need
for this strategy shift will increase as they become
more dependent on younger demographics for
support.

The intersection between philanthropy and
investment sees the emergence of a new space
for social impact investment in art and culture.
This relatively new area is likely to gain traction
over the coming years, as investors shift their
focus towards sustainable finance when deciding
where and how to invest their wealth. Although
art and culture have stayed on the fringes of
what most sustainable finance investors would
consider viable causes to support, the tide is
now turning. Governments around the world

are increasingly realizing the economic and

social value of culture and creative sectors in our
society.

The importance of cultural infrastructure and
investment in smart city development and design
strategies are being increasingly recognized,
allowing new financial services related to cultural
investment and finance to emerge. There are
obvious opportunities for wealth managers that
embrace these developments. By harnessing
their existing expertise and services around
sustainable investment, wealth managers are
ideally positioned to drive new developments in
social impact investment services around art and
culture, merging collectors’ growing interest in
social impact investment and philanthropy.

00

01

02

03

04

05

06

07

08

_ i Marilyn (AP)
new models around art-secured Iendmg as well as ©Luis Vasconcelos/Courtesy Unidade Infinita Projectos

| Palacio Nacional da Ajuda, Lisbon - 2011

00



ART & FINANCE REPORT 2021

Introduction

Regarding regulation

More regulation is needed: art professionals
and wealth managers should take a more
proactive approach to improve trust in the
art market

The thorny topic of regulation has always split the
art market into two camps—those who believe
the market is best left to self-regulation versus
those who think government intervention is
required. Over the last five years, we have seen
collectors shift towards a more “interventionist”
approach. Almost half of the collectors surveyed
this year (up from 28% in 2016) showed a strong
preference for more government regulation

to restore trust in the art market. To grow the

art market beyond its current boundaries, it

is critical to attract new audiences—and trust
and transparency play an essential part in this
process.

There is still plenty of work to be done, as the art
market has been sluggish to evolve and adopt
new business models over the last few decades.
After 10 years of our Art & Finance Reports,

it is worrying that most stakeholders (wealth
managers, collectors and art professionals) still
believe the art market needs to modernize its
business practices.

Golden Valkyrie
©Luis Vasconcelos/Courtesy Unidade Infinita Projectos
| Chateau de Versailles - 2012

Although there are some signs of improvement,
with the pandemic catalyzing change and
innovation, issues around transparency, trust

in art market data, market manipulation, and
authenticity, provenance and ownership risks are
still among wealth managers’ biggest concerns.

However, there seems to be light at the end of
the tunnel. New regulations around ownership
transparency and anti-money laundering (AML)
are already affecting the art market and will
force existing business practices to evolve.
New technologies and data-driven art business
models should also help to reduce information
asymmetries and increase transparency.

Art professionals and wealth managers also play
a role in this process. Wealth managers must
continue to engage with art market stakeholders
to help prioritize the issues that matter most to
them, develop new tools, and modernize business
practices that can help restore trust in the art
market. This will enable more wealth managers to
address their clients’ art-related wealth, and help
create new opportunities for closer collaborations
between art professionals and wealth managers
going forward.
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The big picture

Introduction

Growth of an innovative art and finance industry

The transformation of the wealth management
sector, the global art market and the cultural

and creative sectors (CCS) is rapidly creating new
needs and opportunities at the intersection of art
and finance.

* As high-net-worth individuals seek holistic
wealth management offerings;

e Asart and collectible assets require the same
attention as other assets,

e As anew generation introduces new values;

* Asthe need grows for new sustainable and
innovative financial mechanisms for the culture
and creative sectors;

* As purpose-led investment and innovation is
increasingly demanded in the cultural sector;

e Astrust, transparency and regulations rise up
the agenda;

* Astechnology matures and offers new ways to
do business;

e As culture is recognized as a major engine for
sustainable socio-economic growth; and

o Asall of thisis part of a global phenomenon...

...there are solid elements to support the growth
of an innovative art and finance industry in the
years to come.

The big picture: a unique set of macro trends to a new art world

Growth of an innovative art and finance industry

Art trends

Globalization, democratization
and cultural diplomacy

Trust, transparency, regulation, G 0o

professionalism 3
il

Art and technology, digitalization,
virtualization and tokenization

New economic reality for public cultural
institutions, soft power of culture, economic
driver, world cultural heritage

creative sectors, cultural
Citizenship, culture and smart

Source: Deloitte & ArtTactic Art & Finance Report 7 Edition

Finance

00 01 02 03 04 05 06 07

Expanding class of ultra-high-net-worth (UHNWI)
buyers, new generation and holistic offering

Financialization: art as a capital

asset
Risk management, collection
management and asset protection

Tax and estate assistance,
philanthropy and sustainability

Art-secured lending, social impact
investment and fractional ownership
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The art and finance industry is uniquely positioned at the interscetion of three interconnected sectors

 Private bankers
e Wealth managers
o Family offices

¢ Private investors/collectors

o Art/collectible fund promoters

* Artinsurance companies
e Art trading companies

e FtC.

* Artists

e Companies selling art
» Digital art companies
* Artlogistics companies

e Artfairs

Art &
Finance

C

Art and media companies
ArtTech companies
Creative industries

Etc.

Source: Deloitte & ArtTactic Art & Finance Report 7t Edition

Le Dauphin et La Dauphine

©Luis Vasconcelos/Courtesy Unidade Infinita Projectos

| Palacio Nacional da Ajuda, Lisbon - 2012

Large public museums
Private museums
Corporate collectors

Private collectors

Public authorities (country, region, city, etc.)

Etc.
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Introduction

lllustration of art and wealth management services

Accumulating wealth growing assets

e Museums endowments

* Artinvestment

o Artfunds

o Stock of art business

* Private Equity in start-ups
e Financing of art business
e Social impact investments

* Fractional investments/STOs

O
~ [l
T

Wealth
manager

Transfering wealth - Creating legacy

e Philanthropy advice

e Artrelated & estate
planning

e Securization

Art advisory

Valuation

Assets consolidation
Reporting

Art insurance

Reporting

Art insurance

Passive portfolio management
Art collection management
Tokenisation

Family governance

Art-secured lending

00
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Not included

o (lient entertainment
* Internal education
* Artsponsoring

e (Corporate collection

02

03

04

05 06 07

00

08



n ART & FINANCE REPORT 2021

Wealth and Highlights
:he G‘Oba‘ Art Introduction
Market

Part 1. Art and collectible wealth review

Part 2. Global art market review

Royal Valkyrie
© Luis Vasconcelos/Courtesy Unidade Infinita Projectos
| Chateau de Versailles-2012
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Highlights

The rise in wealth in 2020 could find its way
to the art market this year:

wealth creation in 2020 was largely immune to
the global measures taken by governments and
central banks to mitigate the economic impact

of COVID-19. The increase of high net worth
individuals (HNWIs) and their associated wealth
could trigger new demand for alternative assets,
particularly among investors looking to diversify
in the face of rising inflation. Based on a recent
report from Credit Suisse, 2020 marks the year
when, for the first time, more than 1% of all global
adults are in nominal terms US dollar millionaires’.
These now number 56.1 million, or 1.1% of all
adults, up 5.2 million from a year earlier?.

Credit Suisse Research Institute, Global wealth report 2021, p.20
Credit Suisse Research Institute, Global wealth report 2021, p.20

ArtTactic Contemporary Art Market Confidence Report - July 2021

b wWwN —

Asset diversification could drive further
demand for art-related assets:

the art market’s ability to weather an
unpredictable and unprecedented crisis has
drawn further attention to art as an alternative
asset class, with more collectors looking to
diversify in times of heightened uncertainty. Of
the collectors surveyed, 40% said portfolio and
asset diversification was one of the key reasons
they bought art, and 70% said this was one of
the strongest arguments for why art should be

included in a wealth management service offering.

Ultra-high net worth individuals’ (UHNWIs)
wealth associated with art and collectibles
an estimated US$1,481 trillion3 in 2020:

art and collectibles account for a substantial
portion of HNWIs" wealth and, therefore, requires
services and management like any other asset.
Building a service offering around art-related
wealth can help create new client experiences
and develop a stronger personal and emotional
connection with clients. New developments
around tokenization of non-bankable assets could
allow art and collectibles assets to be more easily
integrated into an asset management allocation
strategy.

Section 01 - Wealth and the Global Art Market

Resilience and transformational change in
the art market:

despite the severe disruption caused by the
COVID-19 pandemic, the last 18 months have
marked a period of transformational change

in the art market, creating more resilient and
innovative business models across the sector,
which places the market on a better footing for
future growth.

Art market confidence at a seven-year high as
the art market stages a V-shaped recovery:
the latest ArtTactic Contemporary Art Market
Confidence Report*in July 2021 shows a strong
return to optimism in the art market, with the
confidence indicator® reading at 80.6, up from
44.6 from the last reading in November 2020.

This is the highest reading since January 2014,

and up 89% from the pre-pandemic reading in
September 2019.

A more agile and innovative art market
could accelerate long-term growth:

despite a challenging year in 2020, the global art
market has become more agile to adapt to the
new environment. While Sotheby's, Christie’s and
Phillips reported a 25.9% year-on-year decline

in sales in 2020, third-quarter 2020 sales were
particularly strong. Auction houses expanded and
extended their traditional low-activity summer
season to drive in US$2.03 billion in public auction

The ArtTactic Confidence Indicator moves between 0 and 100, where a confidence reading of above 50 implies that there is more positive sentiment in the art market compared to negative.

00

sales, compared with US$483 million in 2019.
The second half of 2020’s market momentum
carried over into the first six months of 2021, with
global auction sales from Christie’s, Sotheby's and
Phillips ending up at US$5.90 billion in the first
half of 2021. This is a 230% year-on-year rise from
US$1.79 billion in the first half of 2020 and also
higher than US$5.70 billion in 2019. This growth

in sales brings the premium end of the auction
market back in line with pre-pandemic sale levels.

The latest ArtTactic
Contemporary Art
Market Confidence
Report in July 2021
Shows a strong
return to optimism in
the art market.
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Methodology: The new methodology uses Wealth-X and its reported regional UHNWI wealth (USD), which totaled US$35.45 trillion. Based on estimates from Knight Frank’s Wealth Report 2020, the regional allocations to luxury investments (art, wine, cars, and jewelry) have been applied to the regional wealth figures, giving a total estimated value of art and collectibles wealth of US$1,481 billion in 2020

05 06 07

0:0

08



ART & FINANCE REPORT 2021

Changing landscape as the market shifts
east:

New York remains the dominant destination for
global auction sales by Christie’s, Sotheby’'s and
Phillips, with a 45.1% market share in the first half
of 2021 (up from 44% in 2020 but down from
51% in 2019). However, Hong Kong has asserted
its presence with a series of record-setting
auctions, positioning the market as the second
most important location (with a 22.2% market
share) in the global auction market in the first
half of 2021. The increasing demand for art and
collectibles among Asian buyers is likely to drive
future market growth, while also accelerating new
developments and innovation in the region’s art
and finance industry.

Global online-only auction sales rocket,
firmly establishing online as a strategic sales
channel:

the COVID-19 pandemic has catalyzed a seismic
shift in online sales among the top auction
houses. Sotheby's, Christie’s and Phillips" online-
only auction sales broke through US$1 billion for
the first time, ending up at US$1.05 billion in 2020,
up from US$168.2 million in 2019. The strong
growth in online-only sales continued into the
first six months of 2021, with Sotheby’s, Christie’s
and Phillips’ online-only auction sales totaling
US$670.6 million. This is up from US$394.7 million
in 2020 and US$69.0 million in 2019.

Auction guarantees help shore up the
auction market during the pandemic:

the overall share of guaranteed lots by value

by Sotheby'’s, Christie’s and Phillips increased
from 37.1% in 2019 to 39.8% in 2020°. This share
grew even further in the first half of 2021, with
auction guarantees accounting for 40.8% of the
total sales value of post-war and contemporary
art evening sales, amounting to US$649 million.
Auction guarantees have become an important
“financial instrument” in today's auction market,
helping stabilize the art market during a period of
extreme uncertainty.

Non-fungible tokens (NFTs) become an
alternative art market channel:

according to a Reuters article’ citing data from
crypto analytics platform DappRadar, NFT

sales value of all categories reached just under
US$2.5 billion in the first half of 2021, up from
just US$13.7 million in the first half of 2020. The
Reuters article also quoted another analytics
platform, NonFungible.com, which reported a
lower figure of US$1.3 billion in NFT sales in the
first half of 2021, excluding around US$8 billion
of decentralized finance (DeFi) NFTs. NFTs have
created a new global “digital art and collectibles”
market that was non-existent in the past or only
accessible to a select few. It has allowed digital
creators and artists to monetize their work

and talent in a new and different way, and to
potentially redefine the concept of ownership.

6 Source: ArtTactic Analytics, and are based on data derived from post-war and contemporary evening sales
7 Reuters, NFT sales volume surges to $2.5 bin in 2021 first half, July 5 updated July 16, 2021

8 Source: ArtTactic Art Market Confidence Survey - July 2021

Section 01 - Wealth and the Global Art Market

Already, we have seen major auction houses
adopt NFTs as well as galleries such as PACE, who
seem to be strategically positioning themselves
for a future around digital collectibles, as a way
to reach new audiences and create new revenue
sources for their artists.

Asian art markets weather the COVID-19
pandemic with a positive outlook for 2021:
Whilst most of the regional modern and
contemporary art markets studied in this report
saw a significant fall in sales during 2020, a

few markets bucked the trend. The market for
Chinese contemporary art saw an increase

of 23%, with the main growth coming from
Mainland China. The majority (56%) of market
experts surveyed? in July 2021 predicted that the
Chinese contemporary art market would grow
even further over the next 12 months. The South
Asian art market saw a 6.6% decline in 2020,
significantly less than the global average decline of
21%. However, as India was significantly affected
by COVID-19 in the first half of 2021, this year's
outlook for this market looks uncertain. Only 6%
of market experts thought the Indian art market
would see positive growth in the next 12 months,
while 61% believed it would remain stable around
current levels.

Amazdnia
©Edouard Fraipont/Cortesia Casa Tridngulo, Sdo Paulo - 2014
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Section 01 - Wealth and the Global Art Market

INtroduction

This section’s main aim is to take a closer look at
how current and future trends in global wealth
and the global art market are reshaping the
landscape and context of the art and finance
industry. Over the last 10 years, we have been
able to monitor how the art market has adapted
to global crises, such as the financial crisis in
2009 and, more recently, the impact of the
COVID-19 pandemic. We are currently living in a
time of extreme uncertainty but also of abundant
opportunities.

We have highlighted some of the key trends and
changes in the art market over recent years, and
are also delighted to feature a series of global
expert contributions providing insights into new
developments and trends, such as:

00

1. Credit Suisse AG: Collectibles throughout the
pandemic

2.Deloitte Japan: Race for the next art hub of Asia:
tax reforms in the art market

3.Deloitte Italy: The state of the art in Italy: results
of the third survey on COVID-19's impact

4.Christie’s: The 266-year-old start-up - An
insider’s view of the NFT boom

5.Deloitte Italy: The Brexit effect on the art
market: legal aspects concerning the circulation
of artworks between the EU and the UK

6.Crozier Europe: Thriving in the post-Brexit art
marketplace

7. Pi-eX Ltd: Growth opportunities at public
auctions: key lessons for collectors trading at
auctions

Over the last 10 years, we have been able
to monitor how the art market has adapted

to global crises.

Victoria
©Bertrand Huet|Tutti/Courtesy Galerie Nathalie Obadia,
Paris/Brussels - 2008
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Section 01 - Wealth and the Global Art Market

Part 1. Art and collectible wealth review

The findings of the Art Basel and UBS Global Art
Market Report 2021° show that 2020’s global

art market sales were the lowest since the 2009
financial crisis, with global sales coming in at
US$50.1 billion, down from US$64.4 billion in
2019. However, while the COVID-19 pandemic
clearly affected last year’s sales, the 10-year, pre-
pandemic market trends between 2010 and 2019
still show an anemic nominal growth rate of just
over 1.1% per annum. In real terms, this implies
that the global art market has actually been
shrinking over this period.

If we combine these findings with data from
Capgemini's annual World Wealth Report',
which shows global HNWI financial wealth almost
doubling from US$42.7 trillion in 2010 to US$79.6
trillion in 2020 and the HNWI population growing
from 10.9 million in 2010 to 20.8 million in 2020, it
suggests that while art prices have reached new
highs during this period, the overall art market
has not. On the contrary, it seems that the global
art market has failed to attract and keep pace
with the wealth generated over this period.

Figure 2. HWNI wealth growth (US$) vs. global art market sales (US$) growth
Source: Art Basel and UBS Global Art Market Report, Cap Gemini, World Wealth Report 2021.
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9 'The Art Market 2021, An Art Basel & UBS Report, Prepared by Dr. Clare McAndrew, Founder of Arts Economics
10 Source: Cap Gemini, ‘World Wealth Report’, based on figures from report editions published in 2014 and 2021
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Is the widening gap between wealth
creation and art market sales
symptomatic of a deeper problem,
and to what extent has the COVID-19

pandemic changed this?

The last 18 months have been extremely
challenging for most industries and markets
around the world, with some sectors more
affected than others. The largely in-person event-
driven art market—nheavily reliant on physical
auction sales, a dense global art fair calendar and
gallery exhibitions—was understandably affected
by the social restrictions and lockdowns imposed
over the last year and a half. The reluctance to
embrace technology and digital interfaces over
the last decade was another factor that hit the art
market hard. In the article p.57 below, Deloitte Italy
shares some of the ways the pandemic affected
the Italian art market's ecosystem, based on three
surveys conducted at different stages during the
last 18 months.

However, despite the challenging situation, the art
market and many of its stakeholders have proven
remarkably agile and innovative, and for the first
time, it looks like the art market is catching up with
other industries regarding digital transformation.
By adapting to new technologies during the

11 UBS Investor Sentiment Global 2Q2021, p.1
12 Credit Suisse Research Institute, Global wealth report 2021, p.16
13 Credit Suisse Research Institute, Global wealth report 2021, p.20

COVID-19 pandemic—whether embracing online
sales and online platforms, virtual reality (VR) and
augmented reality (AR), or the recent phenomenon
of NFTs and the acceptance of cryptocurrencies—
the art market has finally realized the importance
of building audiences and communities outside
its traditional client demographics. By opening
and creating new channels of engagement, there
is a real need and opportunity to broaden this
audience and address the anemic growth of the
global art market over the last decade.

Rise in wealth in 2020 could find its

way to the art market this year

The growing number of HNWIs and their
associated wealth could feed demand for all kinds
of assets, especially stores of value, given that
investors are concerned about diversification

in the face of value erosion through inflation.
According to a UBS Investors Sentiment
publication global investors believe inflation will
accelerate over the next 12 months'.

Wealth creation in 2020 was largely immune to
the strict measures taken by governments and
central banks to mitigate the economic impact of
COVID-19. Based on a recent report from Credit
Suisse, 2020 marks the year when, for the first
time, more than 1% of all global adults are in

14 Wealth is typically held in financial and non-financial assets, of which household debt is subtracted to reflect net household worth

15 Credit Suisse Research Institute, Global wealth report 2021, p.22
16 Credit Suisse Research Institute, Global wealth report 2021, p.27
17 Credit Suisse Research Institute, Global wealth report 2021, p.36

18 The BCG report defines financial wealth as all financial wealth, and not exclusively linked to HNWI or UHNWI
19 BCG: https://web-assets.bcg.com/d4/47/64895c544486a7411b06bad099f2/bcg-global-wealth-2021-jun-2021.pdf Pg. 4

20 Individuals with a net worth above US$30 million at the end of 2020

Section 01 - Wealth and the Global Art Market

nominal terms US dollar millionaires'. They now
number 56.1 million, up 5.2 million from a year
earlier®, or 1.1% of all adults.

The combined financial and non-financial wealth
of HNWI adults, of which household debt is
subtracted to reflect net household worth', has
grown nearly four-fold from US$41.5 trillion in
2000 to US$191.6 trillion in 2020, and their share
of global wealth has risen from 35% to 46% over
the same period.

The UHNW group grew even faster, adding 23.9%
more members, the highest rate of increase
since 2003. Credit Suisse estimated the number
of UHNWI at 215,030, with a net worth of more
than US$50 million at the end of 2020. This is a
41,410 increase than the 173,620 recorded a year
earlier’™.

Global wealth is projected to rise by 39% over

the next five years. Unadjusted for inflation, the
number of millionaires will also grow markedly over
this same period to reach 84 million, an increase
of almost 28 million from 2020. The number of
UHNWIs should reach 344,000, adding 129,000
over five years, a rise of 60%'’. See more about

the impact of COVID-19 in the Credit Suisse article
“Collectibles in the time of COVID-19—how assets
have weathered the pandemic” (p. 40).

00

While the last 18 months have beset many
industries with unprecedented challenges, for
others, the COVID-19 pandemic has triggered

a new set of growth opportunities. The wealth
management industry is among the beneficiaries
of the pandemic, as global financial wealth'
increased 8.3% during 2020, according to a recent
report from BCGY. The report cites some of the
factors behind this boom being a spike in net new
savings and a strong stock market performance
fueled by highly supportive central banks. Cash
and deposits grew by 10.6% over the previous
year's numbers, marking the largest annual
increase in 20 years.

Another recent wealth report by Capgemini
showed unprecedented stock market gains amid
a volatile global economy, which drove a 6.3%
global HNWI?® population increase and a 7.6%
jump in global HNWI wealth in 2020 to US$79.6
trillion. North America recorded a 10.7% increase
in its HNWI population and an 11.9% growth in
total wealth. The second-fastest-growing region,
Asia-Pacific, saw a 5.8% increase in their HNWI
population and an 8.4% increase in wealth. The
four jurisdictions contributing to this HNWI wealth
growth were China (13.5%), Taiwan (9%), Hong
Kong (12.1%), and South Korea (9.2%).
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has finally realizeo
the importance of
building audiences
and communities
outside its traditional
client demographics.
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But how much of this wealth has entered the

art and collectibles market? The Art Basel and
UBS Global Art Market Report 2021 found that
global art market sales were US$50.1 billion

in 2020, a 22% decrease from 2019 and 27%
lower than 2018, which suggests the wealth
accumulation that took place in 2020 had little
impact on the art market so far. However, the
strong rebound in auction market sales in the first
half of 2021 could mean some of this wealth is
finding its way to the art and collectibles market,
as individuals are looking to diversify some of
their wealth in alternative assets. Our survey this
year suggests that 40% of collectors bought art
and collectibles as a diversification strategy, 36%
saw it as an investment opportunity, and 40%
considered collecting art as an impact investment
opportunity.

New types of investment models and products
regarding art and collectibles have emerged over
the last 18 months, from social impact investment
(see Section 4) to fractional investment

models, tokenization and NFTs (see Section

6). By democratizing and facilitating access to
investment products in the art and collectibles
market, we could see the asset allocation towards
art and collectibles increase in the future; thereby
growing the size of the overall art market and the
industry that surrounds it.

21 Knight Frank - The Wealth Report 2021, p.79

22 Source: UBS & Art Basel Art Market report 2021 p.290
23 Marsch, Family Office Benchmarking Study 2021, p.16
24 Knight Frank’s Wealth Report 2020, p.102

Art and collectibles and portfolio

allocations during 2020

The UBS Global Family Report 2020 found that
family offices allocated 3% to arts and antiques,
on par with gold and precious metals. Knight
Frank’s The Wealth Report 2021 and Credit
Suisse’s 2020 report “Collectibles: An integral part
of wealth” noted a global average of 5% allocated
to art and other collectibles. Also, an average

of 23% of wealth managers surveyed in Knight
Frank’s The Wealth Report 2021 saw an increase
in their clients’ spending on tangible investments
of passion during the pandemic, such as art and
classic cars?'.

A recent study among existing art collectors
shows a significantly higher allocation of their
wealth in art. According to the Art Basel and

UBS Global Art Market Report 202122, 61% of
HNWI collectors (with assets above US$1 million)
reported an allocation of over 10% to art and
collectibles. A minority of collectors (28%) also
reported that over 30% of their wealth portfolio
was accounted for by their art collections. Among
a younger generation of collectors, the report
found that 30% of millennial collectors had more
than 30% of their wealth held in art, double the
amount of some of the older collectors surveyed.
This may be related to lifecycle factors and the
buildup of other assets over time, but it shows the

Section 01 - Wealth and the Global Art Market

significant position of art in the wealth portfolios
of some young collectors.

In the Marsh Family Office Benchmarking Study
2021, based on nearly 100 clients who have
insurance programs with an average of more
than US$500,000 in annual premiums, 69% of
families surveyed owned a significant collection

of valuables. Of this group, 91% own fine art
collections, a leap from 50% in 2018. Jewelry is the
second most common type of collectible, followed
by antiques, automobiles, coins, and wine or
spirits. While 16% collect other items, such as
guns, furs, musical instruments, silverware, and
classic boats?3.

In figure 2 we have assumed that UHNWIS' wealth
(in US dollars) will grow at the same rate as the
expected growth in the UHNWI population
according to Knight Frank’s The Wealth Report
2021. We have changed the average allocation

of 6% used in the previous Art & Finance report
to 5%2* of financial wealth (not including non-
financial assets) for 2020. We have also used this
as an estimate of the average allocation in five
years' time. However, as the growth rate in annual
sales has failed to keep pace with increases in
global wealth, this high-level estimate must be
considered as indicative only.

25 Methodology: the new methodology uses Wealth-X and its reported regional UHNWI| wealth (USD), which totaled US$35.45 trillion. Based on estimates from Knight Frank's Wealth Report 2020, the regional allocations
to luxury investments (art, wine, cars, and jewelry) have been applied to the regional wealth figures, giving a total estimated value of art and collectibles wealth of US$1,481 billion in 2020
26 The five-year projection is calculated by assuming that art and collectible wealth will grow as a function of the five-year regional growth projections in regional wealth population (2020-2025) estimated by Knight Frank in its

The Wealth Report 2021 (p.81)

00

To better reflect regional differences in wealth
allocation towards art and collectibles, we

have changed this year’s calculations of art

and collectible wealth to incorporate regional
allocations, instead of applying a global allocation
average.

Based on these calculations, we estimate

that UHNWIs’ wealth associated with art and
collectibles was an estimated US$1,481 trillion?®

in 2020. We project that, in 2025, this figure could
grow to an estimated US$1,882 billion?. However,
this projection assumes that the growth of art
and collectible wealth will track the estimated
regional growth in the global wealth population.
But, as already discussed previously, the growth in
annual art market sales over the last 10 years has
failed to keep pace with increases in global wealth.
Therefore, this estimate may be overly optimistic.
However, the transformational change over the
last 18 months in the art market, alongside the
increasing access to new types of art investment
products, could signal a closer alignment between
wealth and art market growth in the future.
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Figure 3. Global UHNWI art & collectible wealth 2020 estimates Table 2. Art and collectible wealth 2020-2025
In this year's report, we estimate that UHNWIs' wealth associated with art and collectibles was an estimated
US$1,481 billion in 2020. We project that, in 2025, this figure could grow to an estimated US$1.882 trillion. All figures are in US$ billion North America Latin America  Africa Europe  Middle East Asia  Pacific Overall
North America Europe Pacific Total UHNWI wealth in 2020 13,359 860 312 8,880 1,489 10,202 357 35459
Regional allocations to art and collectibles? 5% 5% 4% 4% 6% 3% 2% 5%
B $828., BT $437. EZR $9bn °
Total UHNWI collectible wealth in 2020 668 43 12 355 89 306 7 1,481
Total UHNWI collectible wealth in 2025 828 54 17 437 112 425 9 1,882
45% market Source: Deloitte Luxembourg and ArtTactic Art & Finance Report 2021
o Mmarke 24% market 0.5% market ,
share 2020 share 2020 share 2020 Wealth-X World Ultra Wealth Report 2021 and Knight Frank Wealth Report 2020
1 Source: Wealth-X World Ultra Wealth Report 2021
2 Source: Knight Frank Wealth Report 2020
When we look at the wealth associated with art Art and collectibles account for a substantial Following the Credit Suisse publication in October
O and collectibles by UHNWIs, it is important to portion of HNWIs" wealth; therefore, it requires 2020 “Collectibles : An integral part of wealth”, we
- bear in mind how this relates to other financial services and management like any other assets. are pleased to collaborate with Nannette Hechler-
assets. Compared with the total assets under Building a service offering around art-related Fayd'herbe, Chief Investment Officer International
management (AUM) of the asset management wealth can help create new client experiences Wealth Management and Global Head of
M industry, art and collectible wealth accounts and develop a stronger personal and emotional Economics & Research, Credit Suisse AG and to
for 1,46%. This is based on a recent report connection with clients. New developments present her views on “Collectibles in the time
from BCG#, which reported that global AUM around the tokenization of non-bankable assets of COVID-19 How assets have weathered the
in 2020 ended at US$103 trillion. The Global could allow art and collectible assets to be pandemic” in her article p.40.
Private Markets Review 2021, a recent report by more easily integrated into asset management
McKinsey?® found that private markets?® (more allocation strategies.

illiquid investments such as private equity, real
estate, private debt, infrastructure or natural

3% market 19% market 6% market 1% market resources) reached US$7.3 trillion in AUM in

share 2020 share 2020 share 2020 share 2020 2020, an all-time high, with private equity AUM
increasing to US$4.5 trillion in 2020, about 61% of
total private market AUM. Compared to private
markets, art and collectible wealth accounts for
mﬁ $4250: nearly 20%.

Bz $54.. $17 bn B $112..

Latin America Africa Middle East Asia 27 BCG, The $100 Trillion Machine, July 2021
28 McKinsey Global Private Markets Review 2021, A year of disruption in the private markets, April 2021

29 McKinsey defines private markets as closed-end funds investing in private equity, real estate, private debt, infrastructure, or natural resources, as well as related secondaries and funds of funds. We exclude hedge funds and, e e

Source: Deloitte Luxembourg and ArtTactic Art & Finance Report 2021 except where otherwise noted, publicly-traded or open-end funds
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Collectibles in the time of COVID-19

How assets have weathered the pandemic

2020, the year the COVID-19 pandemic took
hold, was unprecedented in so many respects
that it will come as no surprise that it also
proved deeply transformational for the
collectibles market. Although collectors, auction
houses, galleries, Concours d’Elegance, and
others were quick to resort to online channels
to substitute for in-person events and sales,
collectibles sales ended the year mostly down
from 2019. Yet, the interest and engagement
of collectors remains vibrant, and an increase
in ultra-high net worth (UHNW) wealth in 2020
bodes well for a rebound in collectibles, along
with a return to in-person events as global
vaccination campaigns move along.

Global wealth defies the pandemic,
increasing in 2020

Despite the global recession triggered by
the COVID-19 pandemic, global household
net wealth did not decline. In fact, quite the
opposite is true, as the just-published Credit
Suisse Global Wealth Report 2021 concludes:
global net wealth increased by 7.4% from
US$390 trillion in 2019 to US$418 trillion in

2020. Nearly half of this increase (3.3%) is
attributable to the decline of the US$ against a
number of other currencies, which inflates the
measured wealth increase in dollar terms, but
the remainder (4.1%) is increased household
wealth. This makes 2020 an average year in
terms of wealth increase and certainly puts it in
a completely different camp from 2008, when
global household wealth dropped by 4%.

The core reasons for the resilience of global
wealth and the apparent disconnect between
the economic impact of the pandemic and
household wealth are clearly attributable to
the rapid and unprecedented government
and central bank interventions in advanced
economies to support households and
businesses. These interventions, coupled with
optimism spurred by rapid progress in vaccine
development, led financial markets to boom
in 2020. Global equities, for example, ended
the year up 14.7% from the year before. Global
investment grade bonds were up 9%. Copper
and gold bounced by 24-25% (see Figure 4).

®

Figure 4. Selected financial assets returns in 2020

Source: Credit Suisse, Bloomberg
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Non-financial assets lag financial assets Figure 5. Annual change in net worth and its components (%), 2000-2020

Wealth is typically held in financial and non- Source: James Davies, Rodrigo Lluberas and Anthony Shorrocks, Credit Suisse Global Wealth Databook 2021
financial assets, of which household debt is

subtracted to reflect net household worth. The

relative share of financial and non-financial 14
assets varies substantially from country to
country. In the USA, for example, the share of
financial wealth is higher than in most European
countries. It also varies across the various
categories of wealth, being higher in the top 10
echelons of wealth than in the lower categories.
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Unlike in previous years, the global wealth 8
increase in 2020 was essentially due to the
increased value of financial assets, while non-

financial assets played only a marginal role

(see Figure 5). Non-financial assets include real

estate as well as collectibles and other real .

assets. Surveys typically show that collectibles

account for 5% of UHNW individuals’ wealth.
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Figure 6. lllustrative price development of selected collectibles categories from 2010-2020
Source: Credit Suisse, Liv-ex, Sotheby's, HAGI

(Rebased to 100 on December 2010)
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Table 3. Y/Y returns of selected collectibles

YoY returns 2019 2020 CAGR 2010-20 Historical returns
Liv-ex 100 Index -1.5% -1.4% 0.3% 5.70%

HAGI Top Index -1.5% 0.0% 11.4% 11.40%

Sotheby’'s Mei Moses Art Index -5.7% 0.9% 0.9% 8.40%

Source: Credit Suisse, Live-ex, HAGI, Sotheby’s Mei Moses
* historical returns refer to 2001-2020 for Live-ex, 2010-2020 for HAGI and 1950-2020 for Mei Moses

Collectibles in 2020: Stores of value, not
growth

Collectibles span a vast range of valuable items.
Fine art is the most important category as
measured by the size of annual sales (around
US$50 billion in 2020, US$64 billion in 2019).
Watches, jewelry, classic cars, and fine wines are
of roughly similar size (about US$5 billion each
in 2019). Niche collectibles such as collectors’
music instruments or luxury handbags are a
much smaller category.

Figure 6 shows the returns of selected
collectibles (fine art, classic cars, and fine
wines) measured by representative indices over
time. It demonstrates that collectibles broadly
maintained their value in 2020. Unlike financial
assets, however, they were unable to benefit
much from the boost various government
support measures gave to households' net
income and savings. Classic car values stayed
flat, according to the HAGI Top Index; art was up
a meager +0.9%, as measured by Sotheby’s Mei

Moses All Art Index; while fine wines were down
-1.4% on average, according to the Liv-ex Fine
Wine 100 Index. This compares to an average
annual return of 11.4%, 0.9%, and 0.3% over

the 2010-2020 period (see table 1) and 12%,
8.4%, and 5.7%, respectively, over longer time
horizons (see table 3).

Collectibles thus had a difficult year of
operation. Global art sales declined by more
than 20% in 2020 as travel restrictions led

to the cancellation of important fairs and in-
person auctions. The classic cars market saw
many of the traditional Concours d’Elegance
and other exclusive collectors’ events
cancelled. Yet, auction houses and other
market intermediaries were quick to react and
switched to virtual events. As a result, online
sales boomed, reaching record values in 2020,
according to the three largest global auction
houses Sotheby’s, Christie’s, and Phillips.
They also opened up access to new clients,
especially among the millennials. But the online

collectors’ experience is not equally suited for
all collectibles. The year 2020 showed that it

is a very successful platform for medium or
lower-priced collectors’ items, for example, but
less so for top-priced items. Equally, classic car
collectors, who often require not only visual

but also mechanic, auditory, and even olfactory
expertise to assess their objects, are more likely
to favor private sales than online ones.

®
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The increase in households' net worth in 2020
resulted in more than 5 million additional
millionaires globally versus 2019 and 24% more
individuals whose wealth exceeds US$50 million,
according to the Credit Suisse Global Wealth Report
2021. This should feed demand for all kinds of
assets, especially stores of value given that investors
are concerned about diversification in the face of
value erosion through inflation. A case in point, since
the beginning of 2021, fine wines, which are among
the more liquid collectibles (in every sensel), are up
8.6% as per End July 2021, according to the Liv-ex
Fine Wine 100 Index.

Section 01 - Wealth and the Global Art Market

Outlook beyond the pandemic

As the world emerges from the pandemic and
some of the operational difficulties of 2020
subside with easing travel restrictions and a
gradual resumption of in-person events, the
outlook for collectibles is bright. The increase in
households’ net worth in 2020 resulted in more
than 5 million additional millionaires globally
versus 2019 and 24% more individuals whose
wealth exceeds US$50 million, according to the
Credit Suisse Global Wealth Report 2021. This
should feed demand for all kinds of assets,
especially stores of value given that investors
are concerned about diversification in the face
of value erosion through inflation. A case in
point, since the beginning of 2021, fine wines,
which are among the more liquid collectibles (in
every sensel!), are up 8.6% as per End July 2021
according to the Liv-ex Fine Wine 100 index.

Digital revolution

The digital revolution has long reached

the world of collectibles. Yet, the COVID-19
pandemic took digital platforms to a new level,
reinforcing the growing importance of Asia and
China, in particular, in the collectibles market.
Asia in general is more inclined to use digital
transactions, which means that the shift of
auction houses and collectibles professionals
to the virtual world will likely open up greater
access to new collectors in Asia.

Of course, however, the digital revolution is
also adding a new dimension to art, given the
advent of digital art and the growing market for
non-fungible tokens (NFTs). A number of UHNWI
now also look to digital assets when allocating
their wealth. The Knight Frank Attitudes Survey,
for example, shows that in 2020 UHNWI across
all regions held an average of 1% of their wealth
in cryptocurrencies. Yet cryptocurrencies
themselves come with uncertainties due to
very high volatility and sometimes substantial
drawdowns. Since 2010, Bitcoin, for example,
has not only achieved an average annual return
of 246%, but also had an average volatility of
205% and three drawdowns of up to 80%. As
experience with digital assets grows and the
universe becomes more diverse, for example
with NFTs, digital assets may well establish
themselves in UHNWI and HNWI portfolios and
lend the audio-visual art market in particular
significantly more depth and liquidity. Whether
for new non-financial tokenized assets or

for already existing but limited-access asset
categories like private markets, tokenization is
potentially opening up the market for smaller
and non-institutional investors with its global
distributed network, transparency, and ability to
develop peer-to-peer platforms across borders
facilitating the emergence of new investors.
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Part 2. Global art market review

Growth acceleration: can new business strategies in the auction market trigger higher
growth rates and a new expansive phase in the global art market?

Figure 7. Auction analysis—top collecting categories at Sotheby's and Christie's 2000-2021 (first half) - US$ million
Source: ArtTactic

$ 9,064
$ 8,787

$ 8,227 $ 8227

$ 7,675
$ 7,465

$ 6,641
$ 6274

$5816 $ 5,674

$ 5,906
$ 5,093
$ 3,967
$ 2,820
$ 2,393
$ 1,267 $1,275

$ 5,621
I I i | | | | ‘ | | | I

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

B Chainese Art B Old Masters | mpressionist & Modern Contemporary

$ 4,152

2020 H1 2021

00

Auction market reached a peak in 2018, but
recent transformations in the art market could
accelerate long-term growth: auction sales based
on the top-four fine art categories at Sotheby’s,
Christie’'s and Phillips peaked in 2018, with a
combined sales value of US$9.1 billion, above

the 10-year average sales value of US$7.2 billion.
Since 2010, annual sales have fluctuated between
US$5.8 billion and US$9.1 billion, but the art
market's growth rates have not kept pace with
the growth of wealth accumulation over the same
period. Already before the pandemic in 2019,

the art market was showing stagnating growth,
which was further undermined by the impact of
COVID-19 last year. However, the transformation
taking place in top auction houses, introducing
new collectibles and embracing digital sales
channels and new formats, suggest that we

may be at the cusp of a new phase in the global
auction market. The significant recovery seen

in the first six months of 2021 provides us with
some insights into the new dynamic that could
shape the auction market of the future.
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Comparison: from pre- to post-pandemic

The global art market bounces back to pre-pandemic levels in the first half of 2021, as the art
market adapts to a new reality.

Figure 8. Total auction sales in US$ milion (all categories) at Sothby'’s, Christie’s, and Phillips

Source: ArtTactic
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COVID-19 hit the art market hard in the first half
of 2020, with global auction sales from Christie’s,
Sotheby's and Phillips tumbling to a 49% year-
on-year decline. However, through ingenuity,
innovation, and rapid adoption of digital channels,
the three auction houses managed to recoup
their losses. They saw a 30.1% year-on-year
increase in the second half of 2020, ending 2020
with total sales of US$7.41 billion, down 25.9%
from 2019. The “catch-up” effect in the third
quarter was particularly buoyant, as auction
houses expanded and extended their traditional
low-activity summer season to drive in US$2.03
billion in public auction sales, compared with
US$483 million in 2019.

The market momentum has carried over into

the first six months of 2021, with global auction
sales from Christie’s, Sotheby’'s and Phillips ending
up at US$5.90 billion, a 230% year-on-year rise
from US$1.79 billion in the first half of 2020 and
also higher than US$5.70 billion in 2019. This rise
in sales brings the premium end of the auction
market back in line with pre-pandemic sales
levels.

Despite the severe disruption caused by the
COVID-19 pandemic, the last 18 months have
seen the art market transform, creating more
resilient and innovative business models across
the sector, and placing the market on a better
footing for future growth. The need for the art
market to modernize was expressed by 75% of

00

collectors, 83% of art professionals and 69% of
wealth managers in this year's survey—and it
looks like it is finally happening.

The resilience seen in both art sales and prices
during the pandemic and the strong rebound to
pre-pandemic levels in the first half of 2021 has
again demonstrated the “bounce-back” effect
we saw after the financial crisis in 2009. The

art market's ability to weather unpredictable
and unprecedented crises has once again
highlighted art as an attractive asset class, with
more collectors looking to diversify in times of
heightened uncertainty.

In this year's Art & Finance survey, 40% of
collectors said portfolio and asset diversification
was one of the key reasons why they bought
art, and 70% said this was one of the strongest
arguments for why art should be included in a
wealth management service offering.

Going forward, the combined effects of the
increasing modernization of art business

practices, the introduction of new art investment

models, and a resilient and growing art market,
could catalyze further growth of the art and
finance industry.
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Overall H1 2021 versus H1 2020 versus H1 2019
(i.e., looking at the market from post-pandemic, pandemic and pre-pandemic perspectives)

H1 2021: US$5,905,439,652
H1 2020: US$1,789,879,696
H1 2019: US$5,699,646,778

Table 4. By collecting category (Sotheby’s, Christie’s and Phillips)

Source: Artlactic

All Auctions at Sotheby’s

Christie’s and Phillips H1 2018 H1 2019 H1 2020 H1 2021
Post-war and contemporary art 2,207107,293 2,296,427,845 793,843,568 2122,964,4383
Modern and impressionist art 2,351,783,307 1,588,791,480 393,681,972 1,534,740,496
Old master paintings and drawings 142,343,537 139,238,864 109,279,898 224,217,385
Chinese and Asian art 891,617,155 445,407,803 39,075,619 270,205,864
NFT - - - 116,423,689
American art 202,152,675 78,656,814 44,109,387 38,539,576
Decorative arts and furniture 109,073,508 69,572,956 27,679,690 224,698,417
Jewels and watches 572,725,670 443,648,533 121537117 652,920,343
Cars - 837,563 57,486,725 121,705,498
Other 532,334,595 637,064,920 203,185,720 599,023,896
Total sales value 7,009,137,740 5,699,646,778 1,789,879,696 5,905,439,652

Section 01 - Wealth and the Global Art Market

Post-war and contemporary market bounces
back to the top:

after suffering a 72% decline in sales during the
first half of 2020, post-war and contemporary art
auction sales rebounded to pre-pandemic levels
in the first six months of this year. The market
recorded US$2.12 billion in sales, up 167% year on
year from 2020 and only 7.6% below 2019 levels,
accounting for 35.9% of total sales (down from

44 3% in 2020). The lower market share is a result
of auction houses adapting their sales strategies
to incorporate a broader range of collectibles,
including decorative arts, NFTs and classical cars.

Impressionist and modern art market
recovers after a weak 2020:

impressionist and modern art generated US$1.53
billion in sales in the first half of 2021, almost
quadrupling sales from 2020 and only 3% below
the pre-pandemic 2019 level. Over the last 18
months, auction houses have changed their sales
structure and started to amalgamate traditionally
separate auction sales categories, including 19,
20" and 215%-century works, a strategy that seems
to be working.

00

Despite the severe
disruption caused
by the COVID-19
pandemic, the

last 18 months
have seen the art
market transform,
creating more
resilient and
iINNovative business
models across the
sector, and placing
the market on a
pbetter footing for
future growth.
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Chinese and Asian art flourishes as auction
sales jump 591% in first six months of the
year:

Section 01 - Wealth and the Global Art Market

Table 5. By location, US$ million
Source: Artlactic

. , , , All Auctions at Sotheby'’s H1 2018 H1 2019 H1 2020 H1 2021

the Asian collector base’s strength was evident in e, -
, , . , _ Christie’s and Phillips
the first six months of this year, with auction sales
of Chinese and Asian art reaching US$270 million, New York 3,576 2,880 792 2,661
up from only US$39 million in the first half of London 1912 1,473 685 1163
2020. This boost was largely (jue to cancellations Hong Kong 056 890 39 1310
or postponements of the major Hong Kong ’
auction seasons in the winter and spring of 2020. Paris 267 231 151 417
The sales value is still significantly lower than Geneva 238 160 63 215
2019 (US$445 million) and could signal a shift in Other 50 65 59 140
taste among Asian collectors towards Western
Total sales value 7,009 5,670 1,790 5,905

art, particularly in the modern and contemporary
segment (see the growth of Hong Kong sales later
in the report p. 49).

Auction houses broaden their focus on new
collectibles to attract new audiences:

as auction houses strive to widen their client
base and bring in new audiences, we have

seen a renewed focus on different categories

of collectibles. The growth of online sales has
also allowed auction houses to experiment with
both the sales format (smaller, curated auctions
with fewer lots) and frequency of auctions. The
collectible categories with the biggest surge in
demand over the last six months are classical cars
(US$121 million, +111% year-on-year), decorative
arts and furniture (US$225 million, +711% years-
on-year), jewels and watches (US$653 million,
+437% year-on-year) and NFTs (US$116 million).

Hong Kong has become a new hub for the

higher end of the market: New York remains

the dominant destination for the global auction
market with a 45.1% market share in the first half
of 2021 (up from 44% in 2020 but down from
51% in 2019). However, Hong Kong has asserted
its presence with a series of record-setting
auctions, positioning the market as the second
most important location (22.2% market share)

in the global auction market in the first half of
2021. London dropped to third place with a 19.7%
market share in the first half of 2021, down from
38.3% in 2020 and 25.8% in 2019. There are

signs that the European auction market could be
shifting towards Paris, with its share of the market
increasing to 7.1% in the first half of 2021, up from
4% in 2019 (pre-Brexit).
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Online sales—a driver for future growth
Figure 9. Online-only Auctions: Total Sales (US$) at Sotheby's, Christie's and Phillips

Source: ArtTactic
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Figure 10. Online-only Auctions: Average Sales Price (US$) at Sotheby's, Christie's and Phillips

Source: ArtTactic
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Figure 11. Online-only Auctions: Number of Sales by Auction House

(Sotheby's, Christie's and Phillips)
Source: ArtTactic
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The online art market is here to stay:

The Hiscox Online Art Trade Report 2021 found
online art sales reached a record $6.8 billion in
the first six months of the year (72% up on the
first half of 2020) and could hit a record-breaking
$13.5 billion by the year end if sales continue at
the same pace.

Global online-only auction sales rocket,
firmly establishing online as a strategic sales
channel:

The COVID-19 pandemic has catalyzed a seismic
shift in online sales among the top auction
houses. Sotheby'’s, Christie’'s and Phillips online-
only auction sales broke the US$1 billion barrier
for the first time, ending up at US$1.05 billion

644

238

2020 2021 H1

in 2020, up from US$168.2 million in 2019. The
three auction houses organized 644 online-only
auctions in 2020, up from 219 in 2019. The strong
growth in online-only sales continued into the
first six months of 2021, with Sotheby’s, Christie’s
and Phillips online-only auction sales totaling
US$670.6 million, up from US$394.7 million in
first half of 2020 and US$69.0 million in first half
of 2019. There were 238 online-only auctions in
the first half of 2021, up from 216 in 2020 and 93
in 2019. Over the 18 months since the outbreak
of the pandemic, online auctions have firmly
established themselves in the art market and in
the annual auction sales calendar, a sign that the
move to digital is here to stay.
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Online-only auctions take a larger share of
the market:

Online-only sales accounted for 14.2% of total sales
for the top three auction houses in 2020, up from
1.7% in 2019. As we enter a post-crisis “new normal’,
the market share for online-only auctions has fallen,
but they still account for 11.4% of total sales at
Sotheby's, Christie’'s and Phillips in the first half of
2021. With a total sales value of US$670.6 million,
this was 871% higher than in 2019, when online-
only auctions accounted for a market share of just
1.2%.

Buyer confidence online remains high as
average prices are up 22.4% in the first half of
2021:

The rapid growth in the value of online-only sales
was not only driven by an increase in the number
of lots sold online, but also a 22.4% increase in
average prices to US$26,192 overall in the first half
of 2021. Average online-only prices peaked in March
20271 at US$44,785, up 197% from the previous
year. The strong momentum in volumes of lots
sold, sales value and average prices signals auction
houses and buyers are more confident than ever
when transacting online. However, as we revert

to a more normal situation, we anticipate current
growth rates to slow down, as buyers will start to
return to physical and hybrid auction formats.

00
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Figure 12. Hong Kong - Modern and Contemporary Art Auctions sales (HK$ million) at Sotheby's, Christie's and Phillips

Source: ArtTactic
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Art market moving east: Hong Kong
as the new global art market hub as

Asian buyers move in:

The Hong Kong evening sales of Sotheby’s,
Christie’s and Phillips of modern and contemporary
art raised a total of US$725.5 million in 2020. This
was 10.9% higher than the total sales in 2019,
representing a new record year for the Hong Kong
market. Despite the disruption caused by COVID-19
to most of the global art market, recent Hong Kong
auctions are demonstrating confidence at the
top-end of the market and Hong Kong's growing
importance as a global art market hub.

The auction momentum that built up during 2020
continued into the spring sales of 2021—Hong
Kong's evening sales of modern and contemporary
art raised a total of HK$3.45 billion (US$443 million)
against the total pre-sale auction estimate of
US$382 million to US$542 million. This was 67.6%
higher than the total sales in summer 2020, and
27.4% higher than the previous record season in
autumn 2020.

Across all collecting categories, Hong Kong

has become the second most important sales
destination for the three major auction houses,
with a 22.2% market share in the first half of 2021
(up from 15.8% in 2020) and ahead of London’s
19.7% market share.

Japan is also undergoing a transformation in the
race to become the next Asian art hub. To learn
more, see the article from Deloitte Japan p. 50.
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Japan: Race for the Next Art Hub of

AS|a

Tax reforms in the art market

As interest in the art market rises, Japan is
promoting initiatives to become the next art
hub of Asia. With the recent changes to Hong
Kong’s political climate, Japan has found an
opportunity to place itself in the center of Asia’s
art market.

The minister for regulatory reform, Taro Kono, is
“determined to grow the art business in Japan,
so that Japan will become a hub in Asia like
Hong Kong,” says Yasuaki Ishizaka, the chairman
of Sotheby’s Japan®°. Through various regulatory
reforms, Japan hopes to attract and encourage
art businesses around the world to enter the
Japanese market. This article will explore recent
tax reforms and the potential impacts on the
Japanese art industry.

Tariff reforms for customs areas (freeports)
In a race with other Asian cities to become

the next art hub, Japan has started to take
actions to attract international art businesses.

One of the most significant changes that

could help achieve this goal is the recent tax
reforms. Tax rules surrounding freeports have
been drastically eased to encourage fairs and
galleries to exhibit in designated areas, allowing
foreign buyers to trade without tax burdens.

One of the reasons that Hong Kong became
the center of the Asian art market was its
lenient customs rules. There is no tax for
foreign buyers to trade valuable artworks in
Hong Kong, which easily attracts exhibitions,
negotiations, or even auctions in the tax-free
customs areas. However, Hong Kong's political
climate casts doubts over the continuation of
the flexibility foreign buyers enjoyed. For Japan
to play the role of Asia’s art hub, it is looking
to model its customs tax rules after those that
Hong Kong previously presented to foreign
buyers.

®

30 Georgina Adam, “Tokyo aims to take art trade crown from Hong Kong,” The Art Newspaper, June 7, 2021
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To create a hub for both art and culture, where
creators can gather and increase their awareness
of their surroundings, barrier issues need to be
addressed, and professional participants in the art
market need to be increased.

Japan’s former rules for customs areas were
strict, with limited storage periods which

made auctions and exhibitions difficult.

Dealers previously had to pay a hefty tax

when displaying or selling artwork brought
from overseas to Japan’s galleries or auction
sites. “The tax system is burdensome and a
complication to doing business,” says Tim Blum,
the co-founder of Blum and Poe, which opened
a gallery in Tokyo in 2014. “Until now, if we
imported art into Japan, we had to pay import
tax of 10% upfront. It went into escrow; if the
art was re-exported, then it was reimbursed, or
the tax paid if it went to a domestic buyer.”'

However, with the new tax reform designed to
attract the global art community, Japan hopes
to introduce more freeports where foreign

buyers can trade artworks without tax burdens.

Artworks sent abroad from customs areas
can now be traded without import procedures
and payment of duties and taxes, encouraging

31 Adam, “Tokyo aims to take art trade crown.”
32 Adam, “Tokyo aims to take art trade crown.”

foreign art galleries, auctions and art fairs to
be opened in these customs areas. In addition,
improvements to infrastructure for safe
transportation and storage of artworks at a
lower cost are being considered.

For example, Haneda Airport is looking to be a
hub for art as well as travel. Constructions are
underway for a building, five minutes from the
airport and within the free-trade zone. Upon
completion in 2023, it will offer 30,000 sg. m of
space, eventually with the aim of becoming a
gallery hub.*

Of course, this reform of the tax-free zone alone
is not enough to make Tokyo the new art hub

of Asia, but it has kickstarted conversations to
change the art market. Study groups are looking
into tax reforms for inheritance, donations,
depreciation, and so on. Many high-net-worth-
individuals are also turning their focus to art
investments, with increased interest in related
tax incentives.
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Inheritance and gift tax reforms for
artworks

The recent tax reforms of Japan have also
changed in favor of art collectors. Tax rules
around inheritance and gifting of artworks in
Japan present a heavy burden for collectors,
who are potentially subject to a maximum of
55% tax charge when passing assets through
generations. Recent tax reforms have sought
to allow forward planning and to promote
charitable giving, as well as to prevent an
overseas outflow of valuable artworks and
promote their exhibition at the art museums,
particularly for important cultural properties
and significant artworks.

Below outline the key recent changes that are
sparking interests in investors to review their
collections with tax experts.

(1) Grace period and exemption of inheritance
tax on certain artworks (2018 tax reform)

Art collectors can conclude long-term deposit
contracts with museums based on preservation
and utilization plan approved by the Agency

for Cultural Affairs. In the event of death of the
owner, if the inheritor continues to deposit the
artwork under the same plan, the inheritance
tax payable will be deferred by 80% of the
taxable value of the artwork. The deferred
payment will be exempted when the heir also
passes away.

00
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This rule applies to artworks inherited after
April 1, 2019.

(2) Artworks as payment-in-kind for inheritance
tax (2020 tax reform)

Applying to cases where hurdles exist for
monetary payment of inheritance tax,
artworks can be accepted as payment-in-kind
for inheritance tax subject to approval from
Director of the Tax Office.

Statutory order is predetermined for assets
acceptable as payment-in-kind by reference to
liquidity. For example, government bonds and
listed stock take the highest priority. Artworks,
particularly those by living, contemporary
artists, were classed as the lowest priority prior
to the tax reform.

These changes raise the priority of certain
artworks to being on par with government
bonds and listed stocks, making the scheme
more accessible and attractive to many. In
addition to important cultural properties and
significant artworks that were ranked as high
priority prior to the reform, contemporary
artworks can now benefit from this change if
they are registered with the Agency for Cultural
Affairs prior to owners' death.

This applies to artworks registered by the
Agency for Cultural Affairs inherited after April
1, 2021.

Japan'’s action plan to promote its art
industry

In order to promote Tokyo as the next art
hub of Asia, Japan must first strengthen

the foundation of its art market. Christie’s
Japan Managing Director Katsura Yamaguchi
says “facilitating art deals with customs is
meaningful, but it is necessary first to make a
foundation of art in the country.”3

Japan’s art market has remained at a level

of approximately $60 billion USD annually
(approximately 7 trillion JPY) over the past 10
years.>* While the notion of art and collectibles
as alternative assets is growing in recognition,
the lack of transparency in the industry has
made it difficult for investors to consider art
investment as an option. However, recent
growth of young businesspersons purchasing
artworks has progressively attracted attention
primarily from real estate developers and
wealth management community.

To create a hub for both art and culture,

where creators can gather and increase

their awareness of their surroundings,

barrier issues need to be addressed, and
professional participants in the art market
need to be increased. Initiatives to facilitate this
environment include:

33 Eri Sugiura, “Japan sculpts new tax rules in push to become Asian art hub,” Nikkei Asia, April 31, 2021
34 Agency of Cultural Affairs Government of Japan, Japan Art Industry Market Research Report 2020, 2020
35 Yasuta Hayashi (Deputy Director, Cultural Economy and International Affairs Division for Agency of Cultural Affairs, Japan), interview, May 26, 2021
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* Introduction of new policy plans to bring
foreign talent to Japan (i.e. freelance visas,
art programs targeting domestic and
international creators)

* Increase of international art industry
professionals and talent (curators, advisors,
appraisers)

e Consultation with industry professionals to
establish new art-related policies

e Focus on recent global art trends, such as
digital art and immersive AR/VR experiences

Yasuta Hayashi, Deputy Director of Cultural
Economy and International Affairs Division for
Agency of Cultural Affairs in Japan, declares
that a collaborative effort involving multiple
governmental institutions (Agency of Cultural
Affairs; Ministry of Economy, Trade and
Industry; Ministry of Foreign Affairs of Japan)
will be essential to achieve these goals.?>

With the negative impacts of the pandemic on
the global art market (closures of museums
and galleries, postponement of events, drastic
decline in tourism, etc.), it is difficult to predict
when Japan would potentially replace Hong
Kong as the next art hub of Asia. However,
there is no doubt that the recent changes in
Japan'’s policy and regulatory landscape will
steer the country in the direction of growing
its art market to appeal to foreign art dealers
and collectors from around the world. After

the Summer Olympics in Tokyo, Japan is
looking to future events, such as the 2025
World Exposition in Osaka and the opening

of Integrated Resorts, to further attract
international art collectors and businesses
seeking to leverage newly introduced benefits.

®

*This article is based on Japanese tax laws

and regulations that are valid as of the date of
publication. Please note that this article will not
be updated in response to changes in laws and
regulations after the date of publication.
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Art market confidence
Art market confidence at a seven-year high as the
art market stages a V-shaped recovery

The ArtTactic Contemporary Art Market
Confidence Report in July 2021 shows a strong
return to optimism in the art market, with the
confidence indicator®® at 80.6, up from 44.6 from
the last reading in November 2020. This is the
highest reading since January 2014, and up 89%
from the pre-pandemic reading in September
2019,

Even before COVID-19, confidence in the art
market had been steadily declining since January
2018. It reached an all-time low in May 2020,

only months after the outbreak of the pandemic;
however, ArtTactic’s survey reading in November
2020 signaled a V-shaped market recovery. This
was reflected in the auction sale boom in the first
half of 2021, showing sales more than tripling for
Christie’s, Sotheby’s and Phillips, and exceeding
that of 2019.

This suggests that the COVID-19 pandemic, while
causing severe disruption, has also catalyzed
transformational change in the art market. It has
created more resilient and innovative business
models across the sector, placing the market on a
better footing for future growth.

Section 01 - Wealth and the Global Art Market

Figure 13. US & Europe - Art Market Confidence Indicator, May 2005 - July 2021

Source: ArtTactic
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36 The ArtTactic Confidence Indicator moves between 0 and 100, where a confidence reading of above 50 implies that there is more positive sentiment in the art market compared to negative

37 ArtTactic, Contemporary Art Market Confidence Report - July 2021
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Positive short-term outlook for the auction market
as sales increase 230% in first half of 2021

The latest Auction Confidence Indicator?” shows

a reading of 90, up from 56 in November

this year. Positive sentiment (52%) outweighs
negative sentiment (7%) in a ratio of more than
7.1, signaling that experts believe the auction
market will continue to see a positive trend for the
remainder of the year.

Auction houses were among the fastest out of the
block when the pandemic hit last year, by rapidly
switching their offline sales to online and adopting
new hybrid formats. Many of these initial changes
seem to have become permanent—the models
adopted during the pandemic have evolved
further in the second half of 2021, fueling new
audience demand and reinvigorating the existing
collector base.

Auction sales from Christie’s, Sotheby’s and
Phillips came in at US$5.9 billion during the first
half of 2021, up from US$1.79 billion in 2020 and
exceeding US$5.7 billion in sales in the first half
of 2019. With Q3 and Q4 historically accounting
for the largest share of auction sales, 2021 could
reach close to 2018's peak levels. This is a clear
sign of strength, considering the market's difficult
situation in the last 18 months. Primary market
confidence rides on the wave of positive auction
sentiment

02 03 04 05 06 07

Art market confidence
at seven-year high as
the art market stages a
V-shaped recovery.
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With the prospect of a packed physical art fair
calendar this autumn, experts interviewed by
ArtTactic believe the auction market's positive
trends are likely to spill over into the primary
market over the coming months. The gallery
sector’'s adjustment to the COVID-19 crisis helped
restore confidence in the primary market—the
Primary Market Confidence Indicator jumped
from an all-time low of 3 in April last year to 39 in
November, with a further leap to 76 in July 2021.
Half of the art market experts surveyed felt the
primary market would develop positively over
the coming six months, whilst only 36% said the
same in November 2020. However, the rapid rise
in COVID-19 infections and the risk of new variants
could delay a “return to normality” to next year.

Attention shifts to a younger generation of
artists

The market demand for a younger generation

of artists continued through 2020 and into the
first half of 2021. Auction sales at Christie’s,
Sotheby's and Phillips of younger artists (aged 45
or below) saw sales of US$52.4 million in 2020
and US$144.6 million in 2021 (a 175.7% year-on-
year increase in the first six months of 2021). The
interest in younger artists could also correspond
with buying trends among millennial collectors,
which were the highest spenders in 2020,
according to the Art Basel and UBS Global Art
Market Report 202138, The report found that their
median spend was US$228,000, compared with
the Generation X median spend of US$122,000

38 UBS & Art Basel Art Market report 2021 p.298
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and the baby boomer spend of US$109,000.

The report also found the number of millennials
spending more than US$1 million increased from
25% in 2019 to 35% in 2020.

The younger generation of contemporary artists’
outlook has undergone an even stronger positive
shift in sentiment, with 61% of experts surveyed
in July 2021 saying this market will continue to
grow over the coming six months (up from 59%
in November 2020). More impressively, 79% said
this trend would continue well into the first half
of 2022 (up from 54% in November 2020). Most
believe the obsession with youth will continue into
next year, as more younger collectors and buyers
join the market boom, particularly from Asia.

However, there are fears that the market
speculation for younger artists could threaten

its future sustainability, as the Speculation
Barometer came in at 7.4, above the historical
average of 6.6. Some art market experts,
surveyed by ArtTactic, view the speculation among
younger artists as unhealthy and unsustainable—
with the fear of missing out (FOMO) among
collectors and investors looking for the next big
thing pushing prices far beyond justified limits,
given the stage of these artists' careers. Other
experts continue to believe the growing attention
on this younger generation of artists will likely
benefit more younger artists of color, as well as
young female artists that have traditionally been
under-represented, particularly in the auction
market.

Most believe the
obsession with
youth will continue
INto next year, as
more younger

collectors anad
buyers join the
market boom,
particularly from
Asla.

It's Raining Men
©Jean-Christophe Lett - 2018
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Auction guarantees In this year's survey among wealth managers, ‘ ( 0 )

Afi it t that h . collectors and art professionals, we found AbOUt a thlrd Of CO' |eCtorS 3/| /O aﬂd
inancial Instrument that has grown in that opinions are divided about the role of " "

influence at the premium end of the art guarar?tees in the art market. About a third of a rt p rOfeSS | O n a |S (34%) fe |t th at a U Ctl O n

market collectors (31%) and art professionals (34%) felt

Auction guarantees have become a popular that auction guarantees are a threat to the art gu a ra ntees a re a th reat tO th e a rt m a rket’s

financial instrument in the art market today. An

_ _ market's reputation, and that the instrument '

ata)ucUon gu;]arantnee > adprhe—arraﬁgedhagreemednt itself undermines market transparency. A much re p Utatl O n ce
etween the ;e erand the auction house an_ for lower share of wealth managers, 17%, thought the

an external third party who agrees to pay a fixed

¢ fic | _ ] _ ¢ same. However, most stakeholders see auction
amount .or a specific 1ot cqmmg up tor auctloh. | guarantees as a natural progression of the art
the lot fails to sell, the auction house or the third

market's increasing financialization.
party becomes the lot's owner and pays the seller

the full guarantee. If the lot sells for more than the Figure 14. Auction Guarantees: Post-War & Contemporary Art Evening Sales in London, New York and Hong Kong

guaranteed amount, the winning bidder becomes (Sotheby's, Christie's and Phillips, US$ million)
the lot's owner and the auction house or the third Source: ArtTactic

party receives a proportion of the guaranteed

amount's excess from the seller. $1,400 41.8% 20,79
39.6% —— 39.8% -
This type of financial arrangement serves several $1.200 37.1%
purposes. First, it helps the auction house attract
consignors who may worry their artwork will $1,000
not attract sufficient bidders and fail to sell (i.e,, 26.6%
“burning” or tainting the artwork by creating $800
an element of uncertainty around its value and
quality). Second, auction guarantees help build $600
market confidence by ensuring that as many
of the high-value lots featuring in the auction $400
are sold—resulting in a high sell-through rate, a $1,312 $1,072
closely watched ratio by art market observers. $200
And third, it is profitable, attracting a growing
number of third-party guarantors (investors) in ’ S01E 5017 5018 5019 5020 H 2091
recent years.
B Total guarantees (by low estimate value) Guarantee as % Total Low Auction Estimate
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Figure 15. Auction Guarantees:

00

Average value of guaranteed lots (based on low estimate)
Post-War & Contemporary Art Evening Sales in London, New York and Hong Kong (Sotheby's, Christie's and Phillips US$ thousand)

Source: ArtTactic

02 03 04 05 06 07

$4.5 million
$4.114 4.359
$4.0 million $3.836
$3.616
o= $3.697 $3.736
$3.5 million
2016 2017 2018 2019 2020 2021

Auction guarantees helped shore up the
auction market during the pandemic:
auction guarantees declined during 2020 by
20% to US$859 million. This followed a similar
trend to the overall evening sales of post-war
and contemporary art at Sotheby’s, Christie’s
and Phillips, which saw a 30% decline in sales
value last year. However, the three auction
houses’ overall share of guaranteed lots by
value increased from 37.1% in 2019 to 39.8% in
2020. This share grew further in the first half of
2021, with auction guarantees accounting for
40.7% of the total sales value of post-war and
contemporary art evening sales during the first
six months of this year, amounting to US$649
million. If the current trend continues, we could

Joujoux
© Unidade Infinita Projectos - 2007

see guarantees matching the peak of 2018, when
US$1.31 billion worth of guarantees were offered.

Higher returns are likely to attract more
guarantors this year:

the estimated average return on guarantees
increased to 16.2% in the first half of 2021,
compared with 11.8% in both 2019 and 2020 . An
estimated profit of US$105 million was generated
on guaranteed artworks at Sotheby’s, Christie’s
and Phillips post-war and contemporary evening
sales in the first half of 2021 (hammer price
versus low estimate). This profit is typically shared
between the guarantors and the sellers. The
higher average return on guarantees is likely to
lure more third-party guarantors to the market, as
confidence and sales increase.

Hong Kong becomes an important market
for auction guarantees:

guarantors are shifting their attention to the Hong
Kong market, as strong auction performances
offer superior returns compared with London and
New York. The guaranteed sales in Hong Kong's
modern and contemporary evening sales (based
on the low estimate) increased from US$92 million
in spring 2020 to US$185 million in spring 2021.
The total hammer value of guarantees this season
came in 24% above the low estimate, signaling

a superior return for guarantors compared with
London and New York. Out of 39 guaranteed lots
this spring, 38 sold above the low estimate (with
11 of these selling above the high estimate).

Q-0
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Expert voices

The State of the Artin Italy

Results of the third survey on COVID-19's impacts

Since the outbreak of the COVID-19 pandemic,
Deloitte Private in Italy has been monitoring
the “Status of Art” of the artistic and cultural
system. This brief paper aims at describing the
results of the third wave of a survey that has
involved the main stakeholders belonging to the
artistic and cultural system in Italy to analyze
the evolution of the impacts of the pandemic
crisis on the sector, but also their expectations
for the future, considering the relevance of the
artistic and cultural places and sites in Italy

and the presence of a wide range of operators
directly or indirectly connected to the Italian art
system for which a specific support has been
assigned, together with tourism, in the Next
Generation EU funding dedicated to Italy.

The first section of the survey, addressed to
the entire panel of addressees, focuses on the
main aspects of the experience of purchasing
and enjoying art and collectables in the last
few months, period during which the pandemic
has weakened, allowing the organization of

live events and the return to museums and
exhibitions. This is a major change, in a sector
that has survived only through digital initiatives
and strategies that have been implemented to
keep the pre-existing relational networks alive.

In fact, the respondents confirmed that in

the last period the pandemic has had less
impact on the fruition of art and culture, also if
compared to the first two waves of the survey
conducted in September 2020 and January
2021.

®
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Figure 16. The influence of COVID-19 on the fruition of arts and cultural goods

3 Edition of the survey
Influence of COVID-19

Little influence

High influence

2nd Edition of the survey
Influence of COVID-19 8%  12%

Little influence

High influence

1st Edition of the survey
Influence of COVID-19 10% 19%

Little influence

B Little influence

B Medium influence

39 ICOM, Museums, Museums Professionals, and COVID-19: Third Survey, July 2021

High influence

B High influence

40 The first survey has been carried out in spring 2020; the second one in early autumn 2020; the third one in spring 2021.
41 UNESCO, Disruption and Resilience: UNESCO reports reveal new data on impact of COVID-19 on culture, 17% June 2021, https://en.unesco.org/news/disruption-and-resilience-unesco-reports-reveal-new-data-impact-covid-19-culture

42 According to Forbes Advisor: “An NFT is a digital asset that represents real-world objects like art, music, in-game items and videos. They are bought and sold online, frequently with cryptocurrency, and they are generally encoded with the same underlying software as many cryptos. Although they've been around since 2014, NFTs are gaining notoriety now because they are becoming an increasingly popular

Only 45% of the respondents affirms to have
started again to enjoy the places of culture

still open to public. This means that, even if
access to these places is now possible, the
public has felt partly discouraged to participate
in live exhibitions at museums, galleries and
other exhibition sites. According to the panel,
among the factors that have discouraged the
attendance of these places and may affect the
future attendance is the reduced appetite for
travels (30%), and the residual fear of being
infected (24%), which however has decreased
with respect to the previous editions of the
survey. Yet the perception regarding the future
fruition of arts of the 58% of the respondents
has improved, if compared with the perception
at the beginning of the pandemic crisis.

This result highlights how the artistic and
cultural sector is still struggling, but on

the right path to recover from the crisis, at
least if we consider the perception emerged
from the survey and the general context.

In fact, the same conclusions can be drawn
by internationally recognized organizations’
analysis. According to ICOM (International
Council of Museums)??, which has carried out
three surveys# involving museums around the
world starting from spring 2020, impact has
very badly affected museums professionals,
with almost one in ten of the participating
museums that had to lay off staff members

way to buy and sell digital artwork.”, https:/www.forbes.com/advisor/investing/nft-non-fungible-token/

because of the crisis. Comparing the data

from the three ICOM surveys there is more
confidence for the future - with the percentage
of museums facing a permanent closure has
fallen from 12.9% to 4.1% -. Yet, ICOM underlines
that “without adequate financial relief
measures, the pandemic will still have major
repercussions in terms of reduced operational
capacity, affecting opening hours, exhibitions
and public programs.” In the same way, a series
of reports that deepen the impact of COVID

on the sector published by UNESCO#, calls for
substantial public and private intervention,
including policies that strongly support culture,
to support places of culture and workers in the
sector.

Nevertheless, the reports also highlight that
digital strategies and tools have improved in the
artistic and cultural sector, and this has been
confirmed also by the results of our survey.

In particular, if we return to analyze the

results of our third survey, respondents have
confirmed the improvement of online tools

for the purchase of works of art, as well
demonstrated also by the increasing attention
towards NFTs (Not Fungible Tokens#?) and digital
art.

Yet, even if virtual initiatives have exploded
since the beginning of the pandemic, with
regard to fruition of arts the perceptions of the

respondents still show cautiousness in affirming
that online tools will substitute live fruition. The
emotional and social aspect of the live presence
remains indispensable for art enthusiasts and
professionals: only the 9% of the respondents
declare that the online services will replace the
live ones, while the 15% think online will not be
able to substitute any live services at all, and the
other respondents think that online services will
only partially replace live services.

®
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Figure 17. Effectiveness of online tools in the fruition and purchasing of art

3rd Edition of
the survey

Fruition of art

Little influence

Purchasing of art

High influence

2™ Edition of

Fruition of art

the survey Little influence High influence
Fruition of art

15t Edition of

the survey Little influence High influence

B Little influence

Purchasing of art

B Medium influence

B High influence
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Thanks to the reopening of the cultural places
the use of online tools has decreased in the

last weeks: 48% of the respondents did not

use them, with a meaningful 12% that claims

to not have used them for artistic purposes so
far. It should be also considered that the 85% of
respondents states that in the next 1 or 2 years
online services may substitute live services up
to 50%.

This is due to the major change that cultural
organizations have recently been passing
through: the vaccination campaign has
improved the perceptions of the respondents,
with 50% of them thinking that levels of
fruition of arts and culture will return at the
same levels of the pre-COVID-19 period. In
order to do that, new regulatory instruments
aimed at encouraging private support for the
artistic and cultural sector, sector - such as tax

concessions, which is the variable that according

to respondents could give the sector more
impetus (39% of the panel) - are needed. This
could be particularly true for those categories
that were not included in recovery funds and
plans at a national and international level.

Funds are needed also for supporting the little
organizations that work in the arts market,
such as galleries and dealers, because “art”

as an “asset class” has not lost the appeal

of the market (89% of the respondents), but

7 out of 10 of the respondents affirms that
volumes of transactions has decreased up to
50%. The expectations for future turnover are
also negative: more than the 50% of the panel

affirms that turnover will decrease up to 25%
in 2021, if compared to 2019 (the last “not-
COVID" fiscal year). According to more than 1
out of 3 respondents, 1 or 2 years are needed
for recovering the market levels of the period
before COVID-19.

Yet we can observe a positive opinion with
regard to digital channels: the majority of the
operators involved in the survey believe that
online tools are very effective in substituting
the offering of live services (73%), while 18%
consider the effectiveness to be medium-level.
The share of those who strongly support the
relationship of person has decreased, but it is
still relevant (9%).

In the opinion of the operators interviewed,
the main impact that the Covid-19 pandemic
will have on the art market system in the short
term (1-2 years) will concern the rarefaction

of trade fairs and the disappearance of minor
appointments. This is a very plausible effect
given the crisis experienced by the art fairs
sector, which in recent years had seen the birth
of hundreds of very specialized appointments,
often proposed as satellite events of more
established fairs, such as ArtBasel or Frieze.

In conclusion, the third analysis that Deloitte
Private in Italy has carried out to deepen the
impact of one of the worst economic and social
crisis in contemporary history has proven once
again the very broad and deep impacts of

the pandemic on the arts and cultural sector.
Nevertheless, the analysis has also proven how

the pandemic has encouraged all the operators
in the sector to find alternative channels for
establishing a more meditated and complex
relationship with the public. Moving digital has
certainly been a form of survival, but what has
happened is likely to affect the future dynamics,
in which online and offline will hopefully coexist,
enriching each other. Once again, the future of
the sector depends on the development of the
pandemic at an international level, but culture
has proved its resilience now more than ever,
making us confident for its performance in the
post-COVID-19 era.
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NFTs

What could the growth in the NFT market
mean for the art and finance industry?
Over the last nine months, NFTs have broken
through to the mainstream and the art market.
The big auction houses jumped on the NFT
bandwagon in March 2021, when Christie’s
established a new all-time NFT record of US$69
million for Everydays: The First 5000 Days by the
artist Mike Winkelmann (aka Beeple).

According to a recent article by Reuters® citing
data from crypto analytics platform DappRadar,
NFT sales value of all categories reached just
under US$2.5 billion in the first half of 2021, up
from just US$13.7 million in the first half of 2020.
The Reuters article also quoted another analytics
platform, NonFungible.com, which reported a
lower figure of US$1.3 billion in NFT sales in the
first half of 2021, excluding around US$8 billion of
decentralized finance (DeFi) NFTs.

NFTs have created a new global “digital art and
collectibles” market that was non-existent in

the past or only accessible to a select few. It has
allowed creators and artists working in the digital
medium to monetize their work and talent in a
new and different way, potentially redefining the
concept of ownership. From a buyer’s perspective,
the NFT market has democratized ownership of
digital art. It builds an infrastructure that creates

Material_Girl
©Thierry Bal/Courtesy Phillips, London - 2015

00

unique, traceable and undisputed ownership
records of a digital artwork, which can be easily
traded in the secondary market without requiring
any traditional art market intermediaries. Therein
lies the potential for disruption.

On the other hand, the speculative nature of
the NFT art and collectibles market has become
an issue, and was illustrated in a recent report*
published by Hiscox and ArtTactic in October
2021. The report found that in August this year,
NFT sales of crypto art and collectibles reached
a new all-time high of an estimated $1.69 billion
in sales, eclipsing the previous record month in
March 2021 of $356 million. The surge in NFT
sales over the last months were, according to
the report, driven by crypto collectibles (such

as CryptoPunks and Bored Ape Yacht Club), as
well as generative art projects (such as ArtBlocks
and BlockArt). However, the boom fizzled out in
September 2021, as NFT sales dropped 69% to
$520 million, showing the volatile nature of the
current NFT art and collectibles market. (See also
figure 18 on p.61)

But speculation is not the only challenge facing
the NFT art and collectibles market. Cybercrime,
legal considerations such as copyright,
authenticity and regulatory uncertainty, as well as
the environmental costs associated with minting
NFTs are other concerns that also need to be
addressed in the future.

43 Reuters, NFT sales volume surges to $2.5 bin in 2021 first half, July 5 updated July 16, 2021

44 Hiscox Online Art Trade Report 2021 - Part 1, October 2021
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Recent developments are raising the question of
what role NFTs could play within the traditional
art market and the museum sector going forward.
Already, we have seen major auction houses
adopt NFTs as well as galleries such as PACE, who
seem to be strategically positioning themselves
for a future around digital collectibles, as a way
to reach new audiences and create new revenue
sources for their artists. In the case of museums,
the Uffizi Gallery and the State Hermitage
Museum are raising funds by minting and selling
NFTs of works in their holdings. See article from
Bernadine Brocker Weider p.150 in section 3.

See article from Megan E. Noh, Brave new media
- Collector risks in relation to the insurability and
valuation of NFTs pg 304 in section 8.
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Another trend related to NFTs and tokenization
is the growing market around DeFi, often

called “open finance”. DeFi is a collective term
for financial products and services that are
accessible to anyone using Ethereum or another
blockchain environment. It is an alternative
financial system built around the crypto economy,
and includes exchanges, lending and creating
financial instruments such as derivatives. For a
broader discussion around this topic, see the
article p.269 “Art & Blockchain: Unlocking
new opportunities thanks to decentralized
models. (Section 7), as well as contributions by
Look Lateral Group (p.249) and Sygnum bank
(p.247) in Section 6.

These recent developments in the NFT market
are likely to be a precursor for major innovations
and changes to come, with implications for both
the art market and the associated art and finance
industry.

Section 01 - Wealth and the Global Art Market

Figure 18. NFT art and collectibles sales (US$ million) between August 2020 and September 2021

Source: ArtTactic
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Methodology

Data sources are collected from ArtTactic and
Non-fungible.com and CryptoSlam. NFT sales

in this analysis are based on some of the key
curated NFT platforms such as; Superrare,
Rarible, Nifty Gateway, MakersPlace, KnownOrigin,
Foundation, BlockArt, AsyncArt as well as NFT
sales through Christie’s, Sotheby’s and Phillips.
Crypto-collectibles are based on data from sales
of CryptoPunks and Bored Apes Yacht Club and
PUNKS Comic. Generative art is based on sales of
Cryptokitties, ArtBlocks and BlockArt.
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Marcus Fox
Global Managing Director
20t/21st C. Art, Christie’s

Expert voices

Section 01 - Wealth and the Global Art Market

The 266-Year-Old Start-Up

An insider’s view of the NFT boom

The art world bubbles with hyperbole. It can
be hard to differentiate the truly new from
something being re-packaged as such. When
Christie’s sold Beeple's EVERYDAYS: THE FIRST
5,000 DAYS from a $100 starting bid to a final
sale price of just under US$70 million, it was
clear this was the truly new emerging before
everyone'’s eyes. If the fall of an online gavel
made noise, it would have been the sound
echoing around the digital world. Suddenly
everyone was talking about Beeple and NFTs.

In my role | tend to work in the background, but
in the flurry of media outreach, even | found
myself on Canadian daytime television. Calls
were coming in from a multitude of industries
wanting to know how to replicate this success.
In the ensuing months there has been a great
deal of experimentation and education. There is
a lot to unpack when combining a technological
function, the existing art market, and the
burgeoning market for digital art. Let’s discuss
some of what happened and what I've learned.

Many asked why Christie’s, a 266-year-old
company, got involved in something that could
be considered a ‘new fad." While the auction
business has been innovating over the last
several years, through both intention and
circumstance, the move into digital art and
NFTs may have seemed an abrupt non-sequitur.
When examined more closely, however, there
were many leading indicators presaging this
moment.

Christie’s recognized early on the need to adapt
and embrace like-minded community-building
strategies and respond to an increasing comfort
for promoting and transacting art sales online.
In the same month as the soon-to-be landmark
Beeple sale, Christie’s had already received
great feedback from being the first major house
to offer an NFT at auction—a work by Robert
Alice. Beeple was a long-standing practitioner in
the digital art arena, with a loyal following and
track record of a significant rise in market prices
since October 2020. The sale of EVERYDAYS was
the natural next step in our evolution.

The technology underlying NFT-based artwork
provided the tool to trade digital assets with an
ever-growing fanbase, but with limited attention
or focus from the traditional art establishment
until now. The combination of these different
elements was ultimately the catalyst for our
record-setting result—Christie's achieving not
only the highest price ever for an NFT but the
third highest price for a living artist at auction.

It is a truism that in many cases the more

you learn, the more you realize how little

you know. In Martin Broadwell's four level of
teachings, | found myself squarely in phase
two: ‘Conscious Incompetence’. | came to the
fast realization that there was a huge amount
that | did not know. Fortunately for me, there
is a vast, consistently patient and supportive
community surrounding digital art. It became
clear that although the sale of digital art could
be conducted through Christie’s channels, it
really needed to be understood as a start-up.
The clients were new, the currency was new,
and the works being sold were new—at least to
the long-standing Christie’s audience.

|, along with a number of colleagues, got a crash
course in ERC-721 token standard protocol, the
pros and cons of different metaverses, and
Metamask wallets; got to meet and work with
MetaKovan, and listened and read a great deal
on Clubhouse, Discord, and Twitter. Most of the
legal documents surrounding a sale needed

to be changed since there are no hands-on
inspections, the inability to take possession
eliminates shipping expenses, tax implications
need to be determined, and the list goes on.

®
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There was also the matter of cryptocurrency.
The Beeple work was the first artwork to be
paid-in-full in cryptocurrency by any auction
house. This required Christie’s to establish a
secure wallet, and ensure that the requisite
Know Your Client (KYC) and Anti-Money
Laundering (AML) requirements of a crypto
sale would be consistent with those of all other
Christie’s sales. It also required someone with
great attention to detail to issue the invoice to
the buyer. The 20-digit code to Christie’s digital
wallet was included on the invoice. If even one
digit was mis-entered, the payment would not
be received and the money would disappear
forever, without opportunity for recall. Slightly
terrifying!

The other thing that happens when you sell
an intangible for almost US$70m is it drives
headlines. The Beeple work was on the cover
of most major-market newspapers in the
world the day after the auction. Immediately
the volume of enquiries exploded. Calls

were happening in industries far beyond the
traditional auction sector. Executives and IP
holders were all caught trying to comprehend
what happened and how best they could
joinin. My group established a programming
and vetting committee to evaluate how

the prospective leads could work with our
ambitions. It felt like Christie’s, and importantly,
my colleagues and | were starting to become
part of the community that had nurtured us
in the first instance, as well as playing a role in
expanding that community.

Variety and experimentation were key in
determining which projects to prioritize.

What can one do as a second act after the
EVERYDAYS? We decided to push the idea of the
intersection between the digital and physical
art worlds by offering a group of Cryptopunks
in our 21t C. Evening sale in May 2021 in a wry
nod towards the ‘historical, standard-setting
NFT project conceived by Larva Labs before
the NFT craze took off. The fact that this
consignment came directly from the Larva Labs
team, and would be presented in the context
of an Evening auction in New York—the biggest
platform Christie’s offers—proved a winning
combination with a sale price in excess of
US$17 million.

On the heels of this project, we announced our
collaboration with the Andy Warhol Foundation
for the Visual Arts, which was quickly followed
by a sale curated by noteworthy insider,

Lady PheOnix. The former aimed to find the
intersection points on the once-separate Venn
Diagram of the art worlds, while the latter
sought to introduce a broad and heterogenous
selection of artists to the wider world with

a strong emphasis on the archival elements
associated with the minting process. In June,
coinciding with Pride Month, FEWOCiOUS
disproved the myth that digital art is cold and
impersonal with a series of deeply personal
works on his complicated, and ultimately
redemptive, path to coming out as transgender.

Section 01 - Wealth and the Global Art Market

So, what have we learned as we close out the
first six months of programming? Authenticity
is key—in all respects. In a world that prides
itself on decentralization, everyone has a
voice. Digital replicas of physical objects hold
no appeal. The digital art community, perhaps
unsurprisingly, have been earlier adopters of
physical works of art than the inverse. There
are markets within markets depending on
collecting category and price point. The prices
of cryptocurrencies have a simultaneously
enhancing/chilling effect on ‘consumer
confidence’, similar to the effect of the stock
market on clients invested in hedge funds.

We are still at the very beginning of this
journey. The profligate spending on NFTs will
face a reckoning. This is well understood in the
community, yet confidence remains about the
long-term prospects. New ideas of how to use
NFTs across platforms are well underway, and,
it's safe to say, have much room for growth,
well beyond the art world. Concurrently the
environmental impact of mining coins and
minting tokens has moved to the fore. Many
alt-chains built on Proof of Stake, or even Proof

of Authority, lazy minting processes, and mining

incentives offer encouraging solutions that may
indicate positive change to come as the entire

community rallies around creating a sustainable

future for the newfound thriving marketplace.

Finally, as has occurred in many other
developing markets, there is a strong need

for research and education. There are new
platforms constantly being deployed and new
works being created, resulting in a cacophony.
A market consolidation is coming. Market
professionalization is coming in many forms:
security, insurance, appraisals, tax regulations,
display options, etc. Institutional attention with
(perhaps new approaches to) connoisseurship
are also coming. The community is strong, as
is the realization that the more participants
involved, the greater the chance for staying
power. Christie’s is delighted to join the ranks.
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Regional trends
Wealth, economic indicators and modern and contemporary art markets
Table 6. Economic indicators Table 7. Art market indicators
Economic review 2020 Economic outlook 2022 Auction Market Sales 2020 Art Market Outlook 2022
Real GDP Growth Real GDP Growth HNWI wealth growth Real GDP Economic Outlook Wealth Outlook 2025 (5 Art Market Modern & Market Share Art Market Sales 5 Years Sales Up Flat Down
2020* Trend +/-* 2019 to 2020** Growth Outlook  Trend (2021 vs 2022) year growth in UHNWI Contemporary Auction % in 2020 Growth CAGR
2022* population)*** Sales 2020 (USD million) 2019-2020 (2015-2020)
Global Trend -3.3% Negative 7.6% 4.40% Positive 27% Global Trend 3127 100.0% 20.9% -4.0% 36% 43% 20%
United States -3.5% Negative 11.3% 3.50% Negative 24% United States 1765 56.4% 24.1% -4.7% 70% 25% 5%
United Kindom -9.9% Negative -3.0% 5.10% Neutral 39% United Kindom 736 23.5% -13.1% -5.6% 42% 47% 11%
Europe -6.6% Negative 2.8% 3.80% Negative 23% Furope 144 4.6% -34.5% -5.3% 45% 42% 13%
China 2.3% Negative 11.0% 5.60% Negative 46% China 165 5.3% 22.5% 8.9% 56% 31% 13%
Japan -4.8% Negative 4.4% 2.50% Negative 15% Japan 70.9 2.2% -43.3% -3.6% 47% 37% 16%
Middle-East -2.9% Negative 6.8% 3.80% Positive 25% Middle-East 21.2 0.7% -36.6% -8.3% 34% 43% 23%
South Asia -8.0% Negative 5.9% 6.90% Negative 63% South Asia 76.5 2.3% -6.6% 2.4% 6% 61% 33%
Latin America -7.0% Negative -4.0% 3.10% Negative 25% Latin America 67.7 2.0% -1.0% -7.8% 17% 29% 55%
Southeast Asia -3.4% Negative 5.8% 6.10% Positive 31% Southeast Asia 121 0.4% -35.5% -30.8% 22% 60% 18%
Russia -3.1% Negative 1.2% 3.80% Neutral 29% Russia 41.8 1.3% -38.1% 9.3% 20% 57% 23%
Africa Negative 2.7% 4.00% Positive 33% Africa 30.5 1.0% 3.5% 51.7% 42% 41% 9%
Source: ArtTactic Source: ArtTactic

* IMF World Economic Outlook, April 2021
** Source: Capgemini, World Wealth Report 2021
**% Knight Frank's The Wealth Report 2021
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Figure 19. United States (US$ million)

*Art market analysis is based on post-war and contemporary evening and day auctions—Sotheby's, Christie’s and Phillips in New York.
Source: ArtTactic
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Table 8. United States

01 02 03 04 05 06 07

Economic and wealth indicators

Modern and contemporary art market*

HNWI wealth population (thousands) 2020

Auction sales in 2020 (US$ million)

6,575 1,765

11.3% -24.10%

Real GDP growth 2021 Global market share

6.4% 56.50%

GDP growth outlook 2022 Art market outlook 2022
3.5% Up:70% flat:25% down:5%

The world's largest art market experienced a fall in auction sales of 24.1% in 2020. However, strong
auction results in the first half of 2021 and a positive outlook among art market experts suggest a strong

recovery in 2021.

10-year CAGR (2010-2020)

9.8%

HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)

GDP figures are from the World Economic Outlook April 2021 (IMF)
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Figure 20. United Kingdom (US$ million) Table 9. United Kingdom
*Art market analysis is based on post-war and contemporary evening and day auctions—Sotheby’s, Christie’s and Phillips in London. ) .
Source: ArtTactic Economic and wealth indicators Modern and contemporary art market*
HNWI wealth population (thousands) 2020 Auction sales in 2020 (US$ million)
1400 573 736
Change in HNWI population 2019/2020 Sales growth 2019-20
-3.0% 13.10%
1,200 1,170
Real GDP growth 2021 Global market share
5.3% 23.50%
GDP growth outlook 2022 Art market outlook 2022
1,000 J83
5.1% Up: 42% flat: 47% down: 11%
891
849 Despite Brexit uncertainty and the impact of the pandemic, the UK art market managed to stem its
losses in 2020, with a 13.1% fall in auction sales. However, modern and contemporary sales in London
800 760 771 , have not seen the same rebound as the US and European auction markets in the first half of 2021, which
s - may be a sign that the market is shifting away from the United Kingdom in a post-Brexit world.
660 10-year CAGR 5.9%
600 580 HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)
GDP figures are from the World Economic Outlook April 2021 (IMF)
417
200 The advent of Brexit on 1 January 2021 triggered
new challenges for the UK art market, such
304 as arise in red tape and delays related to the
transport of artworks to and from the EU. In the
500 following articles, on p.75 & 76, Simon Hornby,
Senior Vice President, Crozier Europe, discusses
the short- and potential long-term impacts of
Brexit on the global art logistics industry and
0 the UK art market as a whole. Deloitte Italy, also

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 draW_S atter'mon to the legal aspects concerning
1st Half the circulation of artworks between the EU and

0-0



o0 01 02 03 04 05 06 07

ART & FINANCE REPORT 2021 Section 01 - Wealth and the Global Art Market

Table 10. Europe

Figure 21. Europe (US$ million)

*Art market analysis is based on post-war and contemporary evening and day auctions—Sotheby's and Christie's in Paris, Amsterdam and Milan. Economic and wealth indicators Modern and contemporary art market*

Source: ArtTactic

HNWI wealth population (thousands) 2020 Auction sales in 2020 (US$ million)
300 4827 144

Change in HNWI population 2019/2020 Sales growth 2019-20

2.8% -34.50%

250 Real GDP growth 2021 Global market share

4.4% 4.60%

GDP growth outlook 2022 Art market outlook 2022

3.8% Up: 45% flat: 42% down: 13%

200 The European modern and contemporary art market experienced a challenging 2020, as the auction

market turned to digital and hybrid formats, with most sales conducted in New York, London and Hong
Kong. However, experts remain positive about the coming 12 months, with 45% believing the European

251
220
189
184
163 164
- art market will rebound. Sales in the first half of 2021 show the auction market is already recouping
150 144 losses incurred in 2020.
10-year CAGR 2.9%
119 HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)
108 105 02 GDP figures are from the World Economic Outlook April 2021 (IMF)
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Figure 22. China (US$ million) Table 11. China

*Art market analysis is based on contemporary Chinese auctions - Sotheby’s, Christie’s, Poly Auction and China Guardian—Hong Kong and Beijing. ) .

Source: ArtTactic Economic and wealth indicators Modern and contemporary art market*
HNWI wealth population (thousands) 2020* Auction sales in 2020 (US$ million)

>0 1467 165

Change in HNWI population 2019/2020 Sales growth 2019-20

11.0% 22.50%

250 Real GDP growth 2021 Global market share

3.4% 5.30%

GDP growth outlook 2022 Art market outlook 2022

5.6% Up: 56% flat: 31% down: 13%

200
Chinese contemporary art saw strong auction sales during 2020, despite the pandemic. The growth was

particularly robust among the two Mainland Chinese auction houses, Poly and China Guardian, which
saw a 44% growth in sales of Chinese contemporary art in 2020. This strong auction sales momentum

(@)

(@)

269
210
183
has continued into the first half of 2021.
150
- 10-year CAGR -0.1%
194 HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)
1o GDP figures are from the World Economic Outlook April 2021 (IMF)
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Figure 23. Middle East (US$ million) Table 12. Middle East
*Art market analysis is based on modern and contemporary auctions—Sotheby's, Christie’s, Bonhams and Tehran Auction—Dubai, Doha, London and Tehran. ) .
Source: ArtTactic Economic and wealth indicators Modern and contemporary art market*
HNWI wealth population (thousands) 2020* Auction sales in 2020 (US$ million)
0 8107 21.2
36 Change in HNWI population 2019/2020 Sales growth 2019-20
33 33 Real GDP growth 2021 Global market share
20 3.7% 0.70%
30 ” GDP growth outlook 2022 Art market outlook 2022
2/ 2/ 3.8% Up:34% flat:43% down:23%
oe o4 Auction sales of modern and contemporary art slowed considerably in 2020, as most auctions in the
Middle East went online. However, the auction market’s rebound in the first half of 2021 brings the
. auction market above the level of 2020. This means 2021 could potentially be a record year for Middle
Eastern modern and contemporary art.
2
0 10-year CAGR 3.3%
16 HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)
GDP figures are from the World Economic Outlook April 2021 (IMF)
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Figure 24. South Asia (US$ million) Table 13. South Asia
*The wealth population is based on India. : -y
Source: ArtTactic Economic and wealth indicators Modern and contemporary art market*
HNWI wealth population (thousands) 2020* Auction sales in 2020 (US$ million)
10 278 76.5
92 Change in HNW! population 2019/2020 Sales growth 2019-20
0 5.9% 6.6%
82 Real GDP growth 2021 Global market share
50 76 12.5% 2.30%
GDP growth outlook 2022 Art market outlook 2022
70 >5 6.9% Up: 6% flat: 61% down: 33%
64 64
62 The South Asian modern and contemporary art market managed to weather the impact of the pandemic
60 57 in 2020, with only a small decline (6.6%) in auction sales compared with 2019. However, with India being
- struck by a severe outbreak of COVID-19 in the first half of 2021, art market experts remain cautious
about the coming 12 months.
>0 46 10-year CAGR 1.8%
42 HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)
40 GDP figures are from the World Economic Outlook April 2021 (IMF)
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Figure 25. South East Asia (US$ million) Table 14. South East Asia
*Art market analysis is based on modern and contemporary auctions—Sotheby's and Christie's—Hong Kong. - . N
Source: ArtTactic Economic and wealth indicators Modern and contemporary art market
HNWI wealth population (thousands) 2020* Auction sales in 2020 (US$ million)
100 360.4 121
Change in HNWI population 2019/2020 Sales growth 2019-20
= 5.8% 35.5%
Real GDP growth 2021 Global market share
80 26 4.9% 0.40%
GDP growth outlook 2022 Art market outlook 2022
/70 6.1% Up: 22% Flat: 60% Down: 18%
Southeast Asian auction sales were down 35.5% in 2020, with more experts casting doubts about the
60 e0 direction of the coming 12 months. However, the first half of 2021 shows signs of a market revival, with
c4 the first six months exceeding the total sales of 2020 and 2019.
>/ 50 10-year CAGR South East Asia
50
4 HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)
GDP figures are from the World Economic Outlook April 2021 (IMF)
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Figure 26. Latin America (US$ million) Table 15. Latin America
*Art market analysis is based on modern and contemporary auctions—Sotheby’s, Christie’s and Phillips—New York and London. - . N
Source: ArtTactic Economic and wealth indicators Modern and contemporary art market
HNWI wealth population (thousands) 2020* Auction sales in 2020 (US$ million)
100 598 4 677
94
Change in HNWI population 2019/2020 Sales growth 2019-20
%0 58 4.0% 1%
82 Real GDP growth 2021 Global market share
80 26 e 4.6% 2.00%
/3 72 GDP growth outlook 2022 Art market outlook 2022
/70 67 3.1% Up: 17% flat: 29% down: 55%
65
63 63 Latin American auction sales weathered the pandemic well, with only a 1% decline in auction sales in
60 2020. Although experts remain negative regarding the market's 12-month outlook, auction sales in the
first half of 2021 have set up the market to reach similar levels as in 2020 and 2021, assuming the second
half of this year will be as strong as the first.
20 10-year CAGR 0.6%
HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)
40 GDP figures are from the World Economic Outlook April 2021 (IMF)
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Figure 27. Russia (US$ million) Table 16. Russia
*Art market analysis is based on modern and contemporary auctions—Sotheby's, Christie’s and MacDougall's—London. ) .
Source: ArtTactic Economic and wealth indicators Modern and contemporary art market*
HNWI wealth population (thousands) 2020* Auction sales in 2020 (US$ million)
100 218 41
Change in HNWI population 2019/2020 Sales growth 2019-20
N 1.2% 38%
Real GDP growth 2021 Global market share
80 3.8% 1.30%

GDP growth outlook 2022 Art market outlook 2022

/70 3.8% Up: 20% flat: 57% down: 23%

While the Russian market for modern and contemporary art saw a 38% decline in auction sales during
2020, the first half of 2021 shows signs of a slow recovery. Most market experts believe the market will

60
move sideways during the next 12 months, with 20% seeing an upside in this market.
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Figure 28. Africa (US$ million) Table 17. Africa
*Art market analysis is based on modern and contemporary auctions—Sotheby's, Christie’s, Phillips, Bonhams, Piasa, Strauss and ArtHouse Nigeria. : . N
Source: ArtTactic Economic and wealth indicators Modern and contemporary art market
HNWI wealth population (thousands) 2020* Auction sales in 2020 (US$ million)
- 181.8 305
Change in HNWI population 2019/2020 Sales growth 2019-20
31
30 2.70% -2.5%
30 Real GDP growth 2021 Global market share
3.4% 1.00%
26 26
GDP growth outlook 2022 Art market outlook 2022
2 4.0% Up: 42% flat: 47% down: 17%
The African modern and contemporary art market continued to perform well during 2020, finishing only
2.5% below the record year of 2019. Auction sales in the first half of 2021 also remain strong, with 2021
20 set to become a record year for the African auction market.
18 10-year CAGR 22.6%
HNWI wealth population figures are estimates from The World Wealth Report 2021 (CapGemini)
- 15 GDP figures are from the World Economic Outlook April 2021 (IMF)
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The Brexit effect on the art market

Legal aspects concerning the circulation of artworks

between the EU and the UK

The United Kingdom is a leading art market
worldwide, with London holding for a long
time the title of capital of the Art Market in
Europe. If the pandemic has affected this
market in 2020, so did Brexit, causing the rules
to change and to stiffen the import and export
procedures as of January 15t, 2021. How things
will change in terms of numbers of sale may
only be speculated on, while changes affecting
the market from a legal perspective are hereby
discussed.

As of Brexit day, both the EU and the United
Kingdom apply the respective licensing and
import-export procedures for the trade of
cultural goods. Specifically, Council Regulation
(EC) no 116/2009 on the export of cultural
goods requires a European license to export
goods outside of the EU territory, creating
new paperwork for traders wishing to export
artworks to the United Kingdom. Indeed, just

44 van Maquisten, “In a swift post-Brexit move, UK rejects EU's strict import rules on cultural property”, in “The Art Newspaper”, 6 January 2021, available at https:/www.theartnewspaper.com/news/uk-will-not-continue-eu-s-new-import-licensing-regulations-for-cultural-property

like for any other extra-EU Country, anyone
interested in exporting - any maybe sell -
cultural goods from the European Union to the
UK, will have to obtain such license from the
relevant offices of the EU member states where
the goods are lawfully and definitely resided.
On the other hand, the Arts Council England will
no longer issue EU export licenses and those
issued before December 31st, 2020, will be valid
until their expiry, no later than 12 months as of
the issuance date.

It should be noted that, under the aforesaid
Regulation, archeological goods are regarded
as “cultural goods”, whatever their value, while
paintings require an export license if they

are worth over €150,000. Furthermore, it is
necessary to consider the restrictions and
requirements set by the single Member States,
which in some cases provide for stricter rules
and limitations, such as those set forth by

Italian Cultural Heritage Law. Indeed, for any
artwork being worth more than €13,500 that
needs to be exported to the UK, Italian law
would require the issuance of both the EU free
circulation certificate, as well as the EU export
license.

Secondarily, as of January 1%t, 2021, normal
custom procedures apply to the import-export
of artworks between the EU and the UK, like
with any other Extra-UE Country. At the same
time, application of VAT will definitely affect the
trade with EU Member States.

Furthermore, the United Kingdom repealed
Regulation (EU) 2019/880 of the European
Parliament and of the Council of 17 April 2019
on the introduction and the import of cultural
goods, as well. Such regulation imposes new
and tighter rules on the import of goods from
third Countries outside of EU. Specifically,
cultural goods, which were illegally exported
from a third Country to Europe, will be denied
access to the EU. This regulation has, amongst
other things, the objective of avoiding illicit
trade to the detriment of cultural heritage as
well as the funding of terrorist groups that
illegally sell and export art to finance their
activity. Because of the additional control
procedures, the regulation has not met large
enthusiasm amongst market stakeholders,
also because there is no similar rule in the US,
arguably the world'’s leading art market. The UK
rejection of such regulation might “put the

EU at a competitive disadvantage as trade
between the UK and US will not be restricted
by the measures in the same way that it will be
between either of those markets and the EU".44

Brexit has positioned the UK as a third Country
like any other with respect to the trade of
artworks with European Union Member States.
While it is too soon to predict how this will
affect the UK art market itself, it is certainly
true that the applicable legal framework will
increase the amount of paperwork and make
more difficult for the art market stakeholders
to import and export artworks between the EU
and the United Kingdom.
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Who has fared best?

Thriving in the post-Brexit art marketplace

The impact of Brexit on the UK art storage

and logistics business has, unsurprisingly,

been distorted by the continuing effects of
COVID-19 restrictions on most of Europe. It is
likely that the true picture will only emerge in
2022—or later—depending on the effectiveness
of vaccine programs across the globe and

the impact on travel, art fairs, international
exhibitions, and all the other components that
comprise the world’s art ecosystem.

What we can see is that some art market
participants were better prepared for Brexit
than others and many have still to fully grasp
the new procedures for exports and imports
involving the UK. The potential for major
disruption was dissipated by most London-
based shipping companies being appropriately
prepared. The same cannot be said for many
of the EU art specialist firms who had either
decided to ignore the new order created on 1
January 2021 by the lengthy Brexit negotiations,
to wait and see, or to withdraw completely
from doing direct business with the UK despite
London’s market-leading position in Europe. For

many British art transporters this has led to an
increase in business—in direct road transport
and customs clearance procedures—replacing
some continental operators for shipments
involving the UK.

The least prepared groups seem to have been
smaller dealers and private collectors, who may
be unaccustomed to the vagaries of customs
procedures after decades of shipping property
seamlessly within the bloc.

Procedures are now more complex between
the EU and UK involving export and import
clearances on both sides of the channel. Not
only is this more time-consuming, but has

also been open to interpretation as the new
procedures gradually become familiar. This
increase in time taken to process imports and
exports has resulted in increased charges to all
clients and has taken many by surprise.

We have also seen a shift in some commercial
allegiances reflecting a ‘flight to quality’ with

a re-alignment to those UK art transport
companies that have demonstrable expertise

Procedures are now more complex between the EU

both sides of the channel.

in understanding and working within HMRC
rules and regulations, as well as those imposed
by the EU and its Member States, including tax
suspension during transit and storage.

®

and UK involving export and import clearances on
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With Switzerland’s status and relationship
with the UK unchanged, we have seen traffic
increasing which tends to indicate that the art
hubs in Geneva and Zurich continue to enjoy
their position in the market and are, perhaps,
even increasing market share, despite the
absence of Art Basel in 2020.

Anecdotal information indicates increases in
activity in the Parisian market to avoid some of
the post-Brexit friction, but is more focused on
the auction market than gallery or private sales.
We have also had an increase in international
shipping via containers, but this is driven by the
parallel agendas of carbon footprint reduction
and cost containment with little or nothing to
do with Brexit.

Our assessment concluded that while Brexit
may have some short-term impact, the longer-
term role of London as a leading art market
hub is unlikely to be undermined. From a
business perspective, Crozier has completed the
acquisition of Martinspeed Limited in April 2021
to add to existing operations in London, Zurich
and Geneva. Of more importance is the ability
to build a network that can flex and adapt to
changes in the global market. With a leading
presence in the United States we needed to
have a greater European presence to meet our
client’s desire for point-to-point services and a
greater consistency of standards.

45 https://www.legislation.gov.uk/uksi/2017/692/pdfs/uksi_20170692_en.pdf
46 https://www.legislation.gov.uk/uksi/2019/1511/made/data.pdf

47 Art Basel and UBS Report: The Art Market 2020

48 idem

In many respects, the art storage and logistics
industry is a decade or more behind other
transport sectors in terms of technology,
integrated software solutions with clients’
systems, and common standards. The ability

to invest in solutions that will address these
needs remains the largest obstacle and cannot
be overcome with an under-capitalized business
model. We are therefore not alone in expecting
to see a trend towards continued industry
consolidation, probably at a faster pace than
we have seen over the last few years, and a
move towards more formal alliances in smaller
markets.

The circling target of greater art market
supervision is not going away with continued
focus in the United States and Europe on anti-
money laundering regulations being applied

to those transacting in art. This will likely bring
adjacent reporting and oversight, only adding
to costs and causing potential complexity to
comply with regulations such as the UK’s Money
Laundering, Terrorist Financing and Transfer of
Funds (Information on the Payer) Regulations
2017* and subsequent The Money Laundering
and Terrorist Financing (Amendment)
Regulations 20194 . Up to the last-minute, the
UK government—in the form of HM Treasury—
was interpreting their own regulations and
announced that Artists would not be expected
to register under the UK’s AML law. Further

Section 01 - Wealth and the Global Art Market

In short—more to come as this hopefully becomes
Clearer—one can only see a more complex
environment as the UK tries to justity its post-Brexit

freedoms’.

language in the regulations referencing
‘freeports'—a term not widely used in the art
market outside of much-publicized storage
operations in Switzerland and Luxembourg—
may be the harbinger of further regulations for
Customs-bonded art storage. Given that Prime
Minister Johnson has discussed the creation

of freeports in the UK to stimulate regional
economies for manufacturing after leaving the
EU, itis hard to understand how this meshes
with AML regulations designed for the art
world. In short—more to come as this hopefully
becomes clearer—one can only see a more
complex environment as the UK tries to justify
its post-Brexit ‘freedoms’.

The post-Brexit art world was always going to
be viewed differently by which lens you looked
through. We should remember that before
2021, only 20% by value of UK art imports/
exports involved EU Member States?®, so

any impact on the London market should be
reviewed in that context. The same report also
indicated that the EU had 31% of the global art

market in 2018, but without the UK this would
drop to 12% of global sales.*® So, the question
may be better posed: how has the EU art
market fared without the UK?
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A look at art and collectibles at
public auctions over the past 15
years

In the following article, Christine Bourron, CEO of
Pi-eX Ltd, looks at the trade of collectibles at the
top three auction houses over the past 15 years.
What does this mean for collectors? What do
the numbers tell us about the growth and crisis

periods in the public auction market? And where
are the new growth opportunities?

Valkyrie Octopus
©Luis Vasconcelos/Courtesy Unidade Infinita Projectos - 2015 78
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Growth opportunities

at public auctions

Key learnings for collectors trading at auctions

From 2007 to 2021, more than US$142 billion
worth of collectibles has been traded at public
auctions held at Christie’s, Sotheby’s, and
Phillips. This includes fine or decorative art,
jewelry, watches, furniture, manuscripts, rugs,
even sneakers, and most recently, NFTs. A
monthly analysis by Pi-eX Ltd of the trade of
collectibles at the top three auction houses
over the past 15 years shows that the level

of activity based on a 12-month rolling value
has fluctuated from a low US$5.2 billion in
November 2009 to a high US$13.6 billion in June
2015. As of the end of June 2021, the value of
collectibles traded was US$11.3 billion.

But, what does this mean for collectors? What
are the numbers telling us about the growth
and crisis periods in the public auction market?
Where are the new growth opportunities?

This article highlights volume and value trends
at public auctions over the past 15 years and
identifies growing and shrinking segments by

locations or types of collectibles. It derives key
learnings that collectors should keep in mind
when buying and selling at auctions.

As of June 2021, the level of trading on a
12-month rolling basis in US dollars at public
auctions arranged by Christie’s, Sotheby's and
Phillips was the same as it was in June 2008.
However, this overall stability does not mean
that the ride has been a smooth one. Quite the
contrary.

Over the past 15 years, the public auction
market has experienced three serious crises:
the financial crisis of 2008-2009, the crisis of
2016, and the recent COVID-19 pandemic. Less
than a year ago, in June 2020, only US$6.4 billion
had been traded in the previous 12 months,

as auction rooms were forced to close at the
start of the pandemic in March 2020. This was a
sharp fall from the lofty figures of 2015.

®
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Figure 29. 12-month rolling revenue in US$ at top three auction houses, Christie's, Sotheby's, and Phillips
Source: Pi-eX Ltd proprietary database of auction results
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From highs to lows, the public auction market is
always on the run, in search of the next Monet
or the latest innovation. The recent boom of
digital art and NFTs is just a repeat of previous
frenzies involving posters, Russian art, or Al
works. While the overall market may seem to

plateau, value never stops to migrate within the
market.

Collectors should be attentive to the
volatility of the public auction market

The global Pi-eX Auction Market Index (AMI)
shows that the level of trading at public auctions
exceeded the June 2008 level only twice in 14
years, during two short periods: December 2013
to May 2016 and December 2017 to April 2019.
Any time before or after would have been a
time when the market was either plummeting
or recovering from a crisis.
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Figure 30. Indexed value (in US$) and volume from public auctions at Christie's, Sotheby's, and Phillips worldwide (June 2008 = 100) While the total value of items traded oscillated
Source: Pi-eX Ltd proprietary database of auction results above and below the June 2008 level, the
number of lots catalogued and offered for sale
160 at public auctions has consistently decreased

from a high of over 222,000 from July 2007 to
June 2008 to less than 149,000 by end of June
2021—the lowest level being reached in June
2020, with only 110,650 lots catalogued over the
previous 12 months.

140

Jun-15

- . Comparing volume and value trends show

how each crisis has further contributed to
a reduction in the number of lots traded,

JH03 Dec-13 Nov-17 Jun-21 resulting in a shrinking market, volume wise.

- .‘ i 5 May-16 i May-19
- f However, 2021 may break with historical trends:
the broad adoption of online sales by auction

*\/\ houses and collectors alike may pave the way
80 for growth—or at least a quicker rebound in
the aftermath of the crisis. Indeed, as of the
end of June 2021, the level of trading in volume
was already higher than before the start of the
COVID-19 crisis (+8%).

U
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Diversity across regions represents
opportunities for global collectors

While the overall picture shows a market
shrinking in volume and at best stagnating in
value, the focus in specific locations unveils a
very diverse reality.
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Figure 31. 12 Month Rolling Revenue (in US $) from public auctions at Christie's, Sotheby's & Phillips in the United States, United Kindom, and China Far above all other markets, the US remains the
Source: Pi-eX Ltd proprietary database of auction results Iargest market for public auctions at the top
three auction houses. Reaching US$5 billion

by end of June 2021, the level of trade over the

past 12 months is just under its June 2008 level
at US$5.2 billion.
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2008. The erosion of the British pound certainly
explains part of the lost value, but the foreign

exchange rate is not the only cause.
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Figure 32. Indexed Value (in US $) and Volume from public auctions at Christie's, Sotheby's & Phillips in China (June 2008 = 100) Collectors should include China in their list

Source: Pi-eX Ltd proprietary database of auction results of locations to trade

Compared to June 2008, the number of lots

catalogued in China increased by almost 300%

while the value of collectibles traded at auctions

400 arranged by the top three auction houses in
China increased by almost 200%. This shows
strong demand and potential for additional

- growth.

450

Despite being hit hard by the COVID-19 crisis,
with the level of trading plummeting for a few
300 months in 2020, China has since recovered

/ and even accelerated its growth, with strong
demand and clear potential for further growth.
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Collectors should expect further price

Figure 33. Indexed Value (in US $) and Volume from public auctions at Christie's, Sotheby's & Phillips in the United States (June 2008 = 100)
volatility TR Source: Pi-eX Ltd proprietary database of auction results

Over the past 15 years, the US market has seen

450
a slow but steady erosion in the volume of lots
catalogued at public auctions.

In the absence of volume growth, the rises in 400

market value in 2014-2016 and 2018-2019 were

driven by price increases mostly, which made

the recovery fragile and susceptible to relapse. 350
With the number of lots catalogued further

decreasing, the value of public auctions has

never returned to its 2015 level since—even 300
when the Rockefeller private collection hit the

market. Unless the recovery from the COVID-19

crisis changes the trend, collectors should 250
expect further price volatility in the US market.
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Figure 34. Indexed Value (in US $) and Volume from public auctions at Christie's, Sotheby's & Phillips in the United Kingdom (June 2008 = 100) Collectors should get ready for change in

Source: Pi-eX Ltd proprietary database of auction results London

With both an erosion in volume and value of

450 lots traded, London has certainly seen better
days.
A much weaker British pound (E1 was almost
400

US$2 in June 2008, but just US$1.4 in June 2021)
as well as the now concrete complications of
Brexit, have further harmed British trade. A true
350 rebound has failed to materialize in the London
bidding rooms at the top three auction houses
in light of the COVID-19 crisis and the UK market
is ripe for change.

300

Understanding trends across various
collectible segments can also help collectors
optimize value
Value created at public auctions is driven by the
280 willingness of a few to bid on, and sometimes
compete for, a particular item or lot. Different
types of lots therefore command different
150 prices.
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By far, the largest segment in value at public Figure 35. 12 Month Rolling Revenue (in US $) from public auctions at Christie's, Sotheby's & Phillips
auctions is the fine art segment which is Fine art, Luxury items, private collections, decorative art
traded via repeating sales arranged regularly at Source: Pi-eX Ltd proprietary database of auction results

different times throughout the year. Reaching
US$8.1 billion in June 2021, the trade of fine
artworks represents the largest category

of collectibles traded at public auctions at
Christie’s, Sotheby’s and Phillips.
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Much smaller in value, but next in size is the
category of luxury items/accessories such as

jewels, watches, handbags, etc. which, together, -
generated US$1.5 billion between July 2020 and /J\ ';;1 ;t'
June 2021, 58 B A /

\ >4
Third in line is the private collection segment w\
which gathers all sorts of items sold under
the umbrella of provenance, when the auction

houses consider that the provenance itself can $6 B A }
be a source of value.

art segment, which gathers auctions of

furniture and decorative items. $4B \\//J

Collectors should expect new growth
opportunities post COVID-19 in the fine art
category

Finally last on the graph above is the decorative \

o Accessories,
: L $28B $1.5B
While the largest segment in size, fine art has
not been the most dynamic over the past 15
years.
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Figure 36. Indexed Value (in US $) and Volume from Fine Art public auctions at Christie's, Sotheby's & Phillips (June 2008 = 100)

Source: Pi-eX Ltd proprietary database of auction results The WElCOme \/O'Ume grOWth iS Clea rly |inked
to the growth of online auctions, which have
allowed the auction houses to reach a new

audience.

350 Since 2008, the number of artworks traded
has continuously decreased, first sharply from
2008 to 2010 then slowly but at a steady pace.

300 In this context, the successive growth of the
segment in 2015 and in 2018 were purely driven
by price increase as the number of artworks

250 traded showed further decline. In the aftermath
of the COVID-19 crisis however, the number of
artworks traded has notably increased, a trend

200 unseen for many years. The welcome volume
growth is clearly linked to the growth of online
auctions, which have allowed the auction

150

houses to reach a new audience, for which they
are offering new items—whether lower price

Ma}y;i/\/\_\ point Impressionists, Old Masters artworks, or
100 A_J_/J, digital art with NFTs.
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Figure 37. Indexed Value (in US $) and Volume from Luxury Items / Accessories public auctions at Christie's, Sotheby's & Phillips (June 2008 = 100)

The accessories/luxury items category
Source: Pi-eX Ltd proprietary database of auction results offers robust growth opportunities to
collectors
450 Robust demand for luxury items has been
driving the growth of the category in 2021.
400 In a post COVID-19 world, the number of luxury

items lots offered by the auction houses has
increased to meet the strong demand from
buyers. As of the end of June 2021, both the
350 , :
volume and value of luxury items traded in
auctions arranged by the top three auction
houses increased by more than 30% versus
300 their June 2019 level.
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Figure 38. Indexed Value (in US $) and Volume from Decorative Art public auctions at Christie's, Sotheby's & Phillips (June 2008 = 100)

Source: Pi-eX Ltd proprietary database of auction results
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Decorative art remains a challenging
category for collectors

Years of shrinking volume and value in the
decorative art segment has left the category
as one of the least dynamic among all those
traded at auction.

Despite talks of renewed interest in the
decorative space, the volume of and the value
commanded by these items remains low, most
likely as decorative habits changed. Collectors
should watch the space carefully for any
potential changes.

Behind the overall picture of a volatile but
stagnating market, hides multiple geographical
markets and collectible segments. Value has
migrated in response to collectors’ cha<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>