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THE longest bull run in a century of art-
market history ended on a dramatic
note with a sale of 56 works by Damien
Hirst, “Beautiful Inside My Head Fotever”,
at Sotheby's in London on September 15th
2808 (see picture). All but two pieces sold,
fetching more than £70m, a record for a
sale by a single artist. It was a last hurrah,
As the auctioneer called out bids, in New
York one of the oldest banks on Wall Street,
Lehman Brothers, filed for bankruptey.
The wotld art market had already been
losing momentum for a while after rising
vertiginously since 2003. At its peak in
2007 it was worth some $65 billion, reck-
onsfounder of Arts Eco-
nomics, a research firm—double the figure
five years earlier, Since then it may have
come down to $50 billion. But the market
generates interest far beyond ifs size be-
cause it brings together great wealth, enor-
mous egos, greed, passion and Controversy
ina way matched by few other industries.
In the weeks and months that followed
Mr Hirst's sale, spending of any sort be-
came deeply unfashionable, especially in
New York, where the bail-out of the barnks
coincided with the loss of thousands of
]obs and the financial demise of many art-
uying investors, In the art world that
meant collectors stayed away from galler-
ies and salerooms. Sales of contemporary
att fell by two-thirds, and in the most over-
heafed sector—for Chinese contemperar
" art—they were down by nearly 90% in the
year to Novembet 2008, Within weeks the

The art market has suffered from the recession, but globalisa
should help itrecover, say Fiammetta Rocco and Sarah Thornton
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world’s two biggest auction houses, Soth-
eby’s and Christie’s, had to pay out nearly
$200m in guarantees to clients who had
placed works for sale with them.

The current downturn in the art market
is the worst since the japanese stopped 47

uying Impressionists at the end 01 1989, a
Tn?%ﬁ%edthemostsmmusmacﬂ —
tion in the market since the sécond world
war. This time experts reckon that prices
are about 40% down on their peak on aver-
age, though some have been farmore vola-
tile. But Edward Dolman, Christie's chief
executive, says: “I'm pretty confident we're
at the bottom.”

What makes this slump different from
the last, he says, is that there are still buyers
in the market, whereas in the early 1990s,
when interest rates were high, there was
no demand even though many collectors
wanted to sell. Christie’s revenues in the
first half of 2009 were still higher than in
the first half of 2006. Almost everyone
who was interviewed for this special re-
port said that the biggest problem at the
moment is not a lack oé demand but afack 30
of good work (o sell. The three Ds—death,
Heﬁt and divorce—still deliver works of art
‘to the market, But anyone who does I}Dt
have to sell is kéeping away, waiting for
confidence to return, ,

The best that can be said about the mar-
ket at the moment is that it is holding its
breath. But this special report will argue
thatit will bounce back, and that the key to
its recovery lies in globalisation. The sup- »»




3({}11 of the best works of art will always be, .
limifed, but in the Ionger run demand is
. bound'to rise as wealth is spreading ever
more widely across the globe, :
e Woild Wealth Report, published by
[Capgemini and Merrill Iynch) charts the
spending habits of the rich the world over.
Itincludes art as one of a range of luxury
items they like to buy. According to the re-
port, in 4eey there were over 10m peopl
with investible assets of $im or more, Last
year that number dropped fo 8.6m and

1ef

manyrich people scaled back their “Invest-
ments of passion"—yachts, jets, cars, jewel-
mut the proportion of all
luxury spending that went on art in:
creased as investors looked for assets that
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lectors and museums tend to hold on to
whatthey have. aster painungs, for

“wouldhold their valuein the longerterm.
The reglorial spread of buyers also
changed significantly as some parts of the
world became relatively richer. During the
boom the number of wealthy people in
Russia, India, China and the Middle East
rose rapidly, I Sotheby’s biggest buy-
ers—those who purchased lots costing at
least $500,000—came from(36 jrountries.
By(zoo7they were spread over(58)coun-
triesand their totalnumber had tripled,
That upward trend is still continuing,
and many of the new buyers take a partic-
ular interest in the art of their own place 4,
and time. Last year China overtook France
asthe world's %Hd—ﬁléﬁ&ﬁ marketafter
‘America and Britain (see chart1), and some
25% by value of the 100,000-plus works of
art sold by Christie’s went to buyers from

Russia, Asia and the Middle East.
-—T 3 I ’ b

Impressionist and modern works (see ta-
ble 2), but the biggest expansion in recent
ears has been in contemporary azt. Prices
of older works keep going up as more peo- 7.
ple have money to spend, but few suct
works become available because both col-

example, have stuck at afound% pf both

Sotheby’s and Christie’s sales Tor many naulf, a luxury-goods billionaire who is

years, By contrast, contemporary art,
whichin the earlﬁlggos accounted for less
tha @o Sotheby’s revenues, grew to
nearly30% of greatly increased revenues
by last'year, Dealers and auction houses
now sell more post-war and contempo-

- rary art than anything else. This report will
concentrate on that part of the market,

which accounts for about half the world’s

arttrade and most of the excitement.
Partof the extra demandhas come from

a large increase in the number of muse-

ums. Over the past 25 years more thanico

Thave been built, not only in America and
Europe but also in the sheikhdoms of the
Persian Gulf and the fast-growing cities in
Asia;sometimes in parinership with West-
ern institutions, such as the Guggenheim
or the Louvre, sometimes on their own.
Many of these institutions have made
their mark by buying contemporary art.
Over the same period the number of
wealthy private collectors has also in-
creased many times over, and so has their
diversity. The record price for one of Andy

liquidity to art buyers.

Warhol's gigrtgt faces efh Chairman Maowas
$17.4m, paid by Joseph Lau, a Hong Kon

propetty developer. It was the first major
Warhol to go to the Far East, A month fater
the Qatar royal family bought a Hirst pill
cabinet, entitled “Lullaby Spring”, for
£9.7m, the first major Hirst bound for the
Middle East. I?M@MMQ
work, which helps explain the global de-
mand for artists such as Warhol, Jeff Koons

and Mr Hirst—and the eye-watering prices
such work can cornmand,

Masters of the art universe
Straddling all areas of the art market is a
handful of individuals who have emerged
as the key figures in the art world in recent
years. Chief among them is Frangois Pi-

also anoted collector of contemporary art
and the owner of Christie’s. Philippe Séga-
lot, his French-born adviser, was behind
one of the biggest deals involving a single
work of art, the private sale of Warhol's
1963 painting, “Eight Elvises”, to an anony-
mous buyer for over $100m,

Mz Ségalot is also believed to be advis-
ing the royal family of Qatar, which in the
pastiwo yearshasspentlarge sumsbuying
modern art at auction, including record-
breaking works by Mark Rothko and Mr
Hirst. an American hedge-
fund billionaire, also owns works by War-
hol, Mr Birst and Mr Koons, Mr Cohen
used to be a sizeable shareholder of Soth-
eby’s and is still an important provider of

The popularity of blockbuster art exhi-
bitions and the emergence of buyers with
a different cultural history have helped
change tastes. Artists such as Edvar
Munch and Vasily Kandinsky rose sharply
after solo shows in London and New York,
Alexei von Jawlensky and Emil Nolde »
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» were regarded as specialist interests until
Russian collectors began seeking them out.
sed to be just another Chinese
painter-in-exile;now heisrecognised as an
Abstract Expressionist master influenced
by Paul Klee and praised by both Joan Miré
and Pablo Picasso.

Howtosellit

One of the biggest changes since the mar-
ketlast peaked in1989 has been the expan-
sion of the auction houses and the change

in the nature of the dealer business, Twen-

ty yearsago auction ho
and dealers ivate customers, To-

ay many collectors are advised by auc-

tioneers, both atsales and privately.
Rising costs brought trouble to many
old-fashioned fine-art dealer emporiums.

In London Christopher Gibbs ha$ sold his
stock and Pariridge is in administration. In
Parls Galerie Segoura has closed, as has
Salvatore Romano in Florence., Many deal-
ers now prefer to take art works on con-
signment, matching sellers to buyers for a
comimission rather thaninyesting in stocks
of art.

About half the market’s business, reck-

ons Ms McAndrew of Arts Economics, is
conducted at public auctions, with Chris-
tie's and Sotheby’s taking the lion's share,
Smaller houses include Drouot in Paris,

Bonhams, which is based in London but
has several offices abroad, and Doyle in
New York, The other half is generated by -
private dealers and galleries that are noto-
riously secretive. One of the biggest private
deals in recent years came to light only be-
cause the details were disclosed in an
American court following the Bernard Ma-
doff scandal.-Last July ten paintings by
Rothko and two sculptures by Alberto Gia-
cometti were sold by a New York financier
to help repay Mr Madoff’s investors. A
mystery buyer spent $310m on the works.
Two dealers earned $375minfees, *

By comparison with that private world,
Sotheby's and Christie's auction business ¥




b looks like a model of transparency, Al-
though buyers and_sellers are rarel
named, the auction Eince is public. Yet
even here there are dark corners, The lead-
ing auctioneers offer inducements such as
uaranteed prices to persuade sellers to
part with Eﬁeir treasures, and generous

terms of payment for buyers.
~ One thing that differentiates the two
auction houses is their ruc-
Sotheby's is a quoted company

—_ture)
whereas Christie’s, once listed, was taken

private in1999 By its current owner, Mz Pi-
nault, Christie’s business has since ex-
panded hugely, partly thanks to Mr Pi-
nault’s "pivotal position in the inter-
national. art world, Even though the
company can pick and choose whati infor;
mation it wants to reveal, it has in fact be-

' come more open over the past ten years,

Sotheby's, for its part, is still smarting
from the public beating it received in
America nearly a decade ago when ifs
2 and its chief
executive,Diana Brooksfwere found guilty
of conspiring with Christie’s to fix coms
missions, Mr Taubman served ten months
of a one-year prison sentence; Mrs Brooks
was given six months’ house arrest, a
$350,000 fine and 1,000 hours of commu-
nity service, No one was charged at Chris-

tie's, which had blown the whistle on the

commission-fixing. ives in fear
of the regulators and discloses only as
much financial information asit has to,

~ In the decade since the scandal both
auction houses have concentrated on ex-

pansion,86theby’s was the firstauctioneer
to become inferésied in Russia and re-
s e ;:;' ;_.

ONTEMPORARY art is bought in two

main ways that appeal to quite differ-
ent kinds of temperament, The primary
market offers the work that emerges from
artists' studios and is often displayed in
carefully curated gallery shows. The sec-
ondary market involves the resale of art
objects, either through private dealers or
via auction houses. Except for charity auc-
tions and the one-off Damien Hirst “Beau-
tiful Inside My Head Forever” sale, which
featured paintings and sculptures straight
out of the artist's studio, primary auctions:
are almost unheard of. Twenty years ago
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mains bigger there than its rival, @
which has long been especially sitrong i

the Far Bast, has put a lot of effort into Chiyj

na. Foreigners are not allowed to own auc-
" tion houses there, but Christie’s has got
around that by signing a licensing agree-
ment with a leading Chinese auctioneer.
Both houses have their eye on the Middle
East. Christie's holds regular auctions in
Dubai, of which its art and jewellery sales
are the most successful, Sotheby's has
opened an office in Qatar which is impor-
tant for its refationship with the Qatar roy-
al family, one of its biggest clients,
The response of both auction houses to
- the current slump has been broadly simi-

lar: staff cuts, unpaid leave, a squeeze on
salaries, slashed marketing and travel bud-

gets, and an edict that the glossy auction
catalogues, which in the boom costeach of
them £25m a year to produce, were no lon-

ger to behanded out like chocolate drops.
With a hugely expanded international

client base, it was only a matter of time be-

fore both auctionéers started to muscle in

% AN Svose
% DEALERSKE G ALLR| =

er Christie’s bought{Haunch of Venison)
another high-profile dealer setup in 2002,
whose founders included a former direc-
tor of Christie’s contemporary-art depart-
ment, Noortman gave Sotheby’s an entry
into the Maastricht Art Fair, the pre-emi-
nent dealers’ fest, and Haunch of Venison
helped make Christie’s Mr Pinault the big-
gest art trader in the market. Both galleries
operate independently of the auction
houses, but the relationships are close,

Allthingsto allmen :

Both auction houses have also put alot of
effort into advising buyers on how to im-
prove their collections, AsJussi Pylkkanen,
Christie’s European president, says, “We're
much more than an auction house now”
The recession has made many collectors
nervous about offering their treasures at
auction, so they argSelling them privately)
In 2007 Christie’s chalked up private sales
of $542m and Sotheby’s of $730m, which
means the two_auction '

on areast ad previously been the pre-
serve of private dealers, matching buyers
and sell i 2 i

items ady been in the markes.

Sotheby’s proved to be much the more .

ruthless of the two. All the lots in Mir Hirst's
September 2008 sale, for example, had
been consigned to Sotheby’s directly from
the artist’s workshop, which shocked deal-
ers who had not previously thought of the

uction houses as direct competitors.
In 2006 Sotheby's paid $565m for

(Nooranan Master Painiings) a leading
erin asters, Less than a year lat-
sl A L e

the recent work of living artists was rarely
resold, but for the past decade contempo-
rary art has accounted for a growing pro-
portion of the auction houses’ sales vol-
ume. In 2007, at the height of the boom,
total auction sales of post-war and cop-
emporary art exggzqggd those of Impres-
sionistand moderh, 0%/

Over the same period the number of
primary dealers also rose rapidly. Many
galleries greatly expanded their exhibition
space and took to running several solo
shows side by side. Some galleries opened
up in foreign cities. For example, the Gago-

among the world’s biggest private dealers. o
Both often get caﬂﬂﬂg(e the one Sotheby's
recently took from a Moscow collector
with $2m to spend on an “optimistic” Cha-

gall oil, *not too feminine” and no more

than a metre in height. “We put out the
word and immediately received several of-

fers from our offices in London, Geneva

and New York,” says Mikhail Kamensky,

the firm’s head of c1s business.

In 2007 private deals accounted for 8.7%
of Christie’s business. Mr Pylkkanen ex-
pects that figure to go up to 20% of its rev-
enue within three years. That should put
the wind up private dealers. B

sian Gallery added new showropms in
Rome and Athens to its existing ones in
New York, London and Los Angeles.

“ Primary-market collectors often like to
meet the artists as well as look at their
work. For them, studio visits or post-ver-
nissage “artist's dinners” (a well-known
art-world Titual) are not only part of the
pleasure of collecting, they are an essential
aspect of researching and developing their
collections.

In the primary. market the collector

who offers the most money is not neces-

sarily the one who wins the work. Galle-»
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rists will have a circle of collectors to
whom they extend special privileges. This
was more important during the boom,
when many collectors might be chasing a
single painting by a coveted artist, but in
generalitstill holds true. .
When primary collectors “buy_in
depth”, meaning that they acquire a lot of
work by a single artist, fhey can become in-

= They prefer the "dirrmgr_ag_”_ of the auc-

cession. Collectors who may have stopped
making regular gallery rounds still like to
go to the fairs for an update on the latest
work and, having taken the trouble fo at-
tend, do not want to return empty-handed,

Collectors who buy most of their arton

. _the secondary market are different beasts.
"They tend to see the primary market as

murky, timie-consuming and hierarchical.

tion and the buzz of being in the sale-
room-—or perhaps the convenience of bid-
ding on the phone from the comfort of
home. They feel reassured by the auction
houses’ sophisticated marketing, global
networks and glossy catalogues, and by
the presence of an underbidder who is
willing to pay a similar price.

Artists often resent the huge profits that
collectors can make by reselling their work
at auction. Outsiders watching art being

- auctioned off foralot of money tend to as-

sume that the artists benefit, but in many
countiles, including America, they get

nothing at all when thelf Woik is resold, -

and In gurope they receive only a tiny

“tegral to an artisCs career, The galleristwill  “drolt de suite”, Nor is the relationship be-

often give such supporters first pick of new
pieces or even let them reserve works well
inadvance of a show Collectors who “ip”
work at auction may have their privileges
withdrawn or find themselves excluded

om the gallerist’s coterie. That may hurt;
many of them greatly value the opportuni-
ty to acquire a potential masterpiece.

Picking winners

Primary prices are usually lower than sec-
ondary ones, but the collectors who shop:
in this market are not so much bargain-
hunters as risk-takers. In a few years® time
their purchase may be worth ten times
what they paid for It; conv
not be able to sell it at all, ft all depends on
the stature of the artist in question. If he or
she is “emergent”—which usually means
young, but can also refer to older artists
who have only recently signed up with a
well-known gallery~the risk is greater, but
sois the potential return.

* Apartfromexhibitionsin private galler- 8

ies, the primary market revolves ar

art fairs, The upper floor at Art Basel in
Switzerland, most of the stands at Art Basel
Miami Beach in Florida and the entire
Frieze Art Fair in London (not to mention
many second-tier regional fairs in cities
stich as New York, Turin, Berlin, Shanghai
and Buenos Aires) are important meetin
places for the primary market, These fairs
proliferated during the boom and stlf
seem to be doing reasonably well in the re-

ly, they may

tween secondary and primary prices
straightforward, For example, an artist
such as David Hockney can find that his
work from the 1960s commands higher
pricesthan hismorerecentoutput,
Primary dealers usually like to keep

guiet about their asking prices. They try to
nudge themup gently soas not to chake off
demand. By conirast,- secondary-market
dealers, and particularly the auction
houses, hiave no vested interest in the ca-

reer of any particular artist and simply try

Eye on Art Basel

to achieve the highest price possible. If a re-
cord price turns out to be a fuke or if the
work fails to sell-both of which can dam-
age the perception of an artist’s worth—
they move on to promoting someone else.
Increasingly dealers are working in
both markets, either by developing a sec-
ondary-market practice in the backrooms
of their galleries or by establishing a rela-
tionship with aliving artist that gives them
access to work fresh from the studio, These
dealers are particularly active in the auc-
tion room, both “supporting” their artists
by bidding on behalf of clients and buying
work for their stock if it is going for Iess
than expected. And although the interests
of the two markets sometimes clash, they
arguably need each other. These days the -
resale of contemporary art helps to inject
cash into the primary market. Many more
people buy art, and at higher prices, be-
cause they know they can selliton, m




6§ ¢ IREAT art stands the test of time,”
goes the adage. But how exactly is

the work tested? Put another way, in a

world where anythi e ar

‘where concept is king, how do works by
iving artists accrue value? The answer lies

beyond the art market, in the broader ter-
rain of the artworld where artists and their
oeuvres undergo a complex filtering pro-
cess thatinsiders call

Validation is not straightiorward. If you
are pursuing a career in accountancy; you
are confronted with a series of hurdles;
clear them all, and you have arrived, For
artists, life is much more complicated. In a
social setting where the official rule is rule-
breaking, the artist who crawls under the
first hurdle, knocks over the second and
does a strange scissor kick over the third
may ultimately win the greatest recogni-
tion, Almost by definition, a competent
artistis ant insignificant one.

Still, there are moments when artists
gather endorsement from the disparate

. factions of the art world. Most of those un-

der 50 now have a fine-arts degree. Aitend-

ing the right art school—usually, but not al-
ways, in or near a city with a lively art
scene—is not only a means of acguiring
knowledge, but also of establishing a peer
group and a network of contacts.

=

After graduation, the biggest hurdle is
finding a good dealer, to represent you,
“Validation is af the core of our business,”
explains Iwan Wirth, a dealer with paller-
ies in London, Zurich and New York. “It is
our expertise. Credibility is what an artist
needs in the long run.” When recruiting
new artists, the guality of their work is
most important, but with young artists a
dealer may have only a few years of work

to consider. “So you do a risk-assessment
based on their character,” says Mr Wirth.

Reputation management
A gallery’s credibility rests on its stable of

- artists. The location, scale and aesthetics of

a gallery’s exhibition space inspire confi-
dence, and strong curatorial connections
and monied clients make a difference. But
what matters most is a cluster of artistic
reputations. When recruiting, dealers of-
ten act on the recommendations of artists
who are already on their roster. It helps
lend coherence to the gallery’s programme
and acknowledges that other artists are
important arbitrators,

Established artists lend gravitas to the
younger artists in the gallery's stable,
whereas the young provide the frisson of
the new. Hauser and Wirth, for example,
represents Louise Bourgeois, a French

* such as Prada and Trussardi and privatein-

sculpiress aged 97, but has also just exhibit-
ed work byfSubod 45, a rising Indi-
an post-modernist, Matthew Matks Gal-
lery in New York represents Jasper Johns,
‘an American master aged 79, and has just
signed Paul Sietsema, a 4i-year-old Los
Angeles-born artist and film-maker.
Emerging art galleries often need the
approval of ?Iesti_'gl ous art fairs to be taken
seriously. The four leading fairs, in Basel,
ondon, Miami and Paris, are oversub-
scribed and turn away many applicants,
They rely on rigorous selection tommit-
tees to impose quality conirol and do their
best to avoid any hint of cronyism. Accord-
ing to Amanda Sharp, co-owner of the
Frleze Art Fair, “Frieze’s number one un-
ique selling point is integrity. We try to
make decisions in as balanced and in-
formed a way as possible.”
The most powerful validators have a
reputation for independence, Paul Schim-
mel, chief curator of the Museum of Con-
temporary Art in Los Angeles, says that
“institutions validate by doing rigorously
researched shows that put aside politics.
We mainfain our credibility by working
with a real variety of artists and curators
that reveals many points of view” Mr
Schimmel prefers the term “illuminate” to
““yalidate”, explaining that“my job asa cu-
rator is to make the art matter,”
Artworks are among the few commod-
ities whose status is affected by their own-
ers, so dealers take great care in “placing”
the works, The@lli@ ap JBlrie:
seum of modern arf, but in recent years
collectors with private foundations, such
as Glenn Fuhrman in New York and Don
and Mera Rubell in Miami, have made a
bigimpact on the primary market.In coun-
tries where the state shows little interestin
contemporary art, the financial support of
collectors is vital. In Italy, for example, the
intelligent curating that accompanies the
philanthropic efforts of fashion houses

dividuals such as Patrizia Sandretto re Re-
baudengo, a collector in Turin, turns their
foundations into important trial grounds
for young artists.

Collectors wha sell off their works too
‘quickly risk being seen as collector-dealers

or investor-speculators, which detracts b
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