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By William MacDougall

Russian art as an alternative investment

Qvar tha last faw years In-
vestors have increasingly con-
sidered alternative invest-
ments, such as hedge funds,
proparty, and private equity.
Art, however, has proven to be
an excelient long term invest-
ment over the years, Chart 1

compares an index of world
art prices over the last 50
years. In some years it has
parformed bettar, soma worsa,
but over long penods of time it
has achieved a similar return.
It has produced a mal equity

lika return with diffarent per-
formance characteristics, and
thus is an excelient diversifier,
Emearging markeis art has
been booming the last faw
years, not just Russlan, but
also Chinase, Indian and oth-
ers. | first abserved this phe-
nomenon my-
solf 25 years
ago as an
economist talk-
ing to artists on
a country study
trip to Talwan,
More recantly,
Chinesa con-
temporary art
prices ars up

350% since
1998,
Art prices

rise rapidly in
strongly growing economies.
The first thing a new busingss-
men does is to buy a home,
he often has grown up in a
hoval, or at least a small flat.
Then he stares at the blank
walls, and decides to buy art,

Art a Good Long Term Investment

HEW MEI MOSES ANNUAL ALL ART INDEX
w0 VE, TOTAL RETURN SAPS00

—MNEW WEI MOZES]
—ERmOTH. |

ExsTITUTIONAL ALTERSATIVE ISVESTMEST

Russian Art Prices
vs US and Russian Equities

(LS Doliar indices, 1957 =100)

19T 100 1829 2000 2001 2003 200y M0 20086 2006

and ha buys what he knows,
80 his home country art bene-
fits. Ant is & way of gaining di-
versified participation in' eco-
nomic growth.

My first Russian art pur-
chasa was of a work by
Sudaikin, which my wife and |
bought-at auction in 1883 for
£700; we sold it 10 years later
for £8.500, a 1,100% increase.
More recently, someone
bought View of Constantinople
by Alvasovskii on auction in
November 2003 for £733,250,
and sold it threa vears later on
auction for '£1,632.000, a
123% Increase.

Chart 2 comparas Russian
art prices with US and Russian

Equities. Russian art prices

are up 589% since 19897 (in
UsSS), ve 384% for Russian
equities (in USS), and a mod-
est 47% for the S&P 500. Sig-
nificantly, art survived the
1998 crash; it was not part of
the financial bubbla that led to
that collapse.

Asida from strong econom-
lc growth, relative shortage
dlso supporis Russian art
prices. There are only about
250 years of sacular art history
In Russla; there ara only so
many icons most people want
on their walls. In the US
where there similarly was littla
art over 250 years ago, prices
for paintings command a pra-
mium over those by compara-
ble artists of France or Holland
= countries with a much longer

history of art,
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Moraover, unlike other as-
sels, there are no obvious up-
side limits to an prices, Prop-
erty must bear some ralation-
ship to rents and income, and
therefore the economy, Equi-
tiez must ba relatad to sam-

ings, while bond prices are

based on inflation and Interest
rates. Prices rise with in-
comes, but there is no fixed
ratio; arl prices can go as high
as buyears will buy.

Chart 3 compares Russian
art prices with oll prices and
Aussian GDP' 'We noted sarli-

&r that an prices continued to
rise during the 18988 crash;
they also rose when oil prices
fall 1997-99 and again 2001-2,
Russian econamic growth is
based on much more than oil;
art participates in that growth
in & much more balanced way
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than the petroleum dominated
aquity market.

Art is also a hedge against
political risk; it is transportable,
can be hald outside Russia,
and can even be bought In
starling under English law in
London. Mor is it subject to
“manager”
risk, unlike
equities
where there
have bean
regular wor-
ries ovar the
vears that se-
niar man-
agars might
sieal compa-
ny assets,

Like all as-
sat classes,
Russian art
can ba subdjvided into sectors
with differing price behaviour.
Over the |ast few years 18th
and early 20th century art was
the asset to hold. Longer term
Emigré and Soviet Realist art
look excellant valus.

The excitement at the mo-
ment is over Modern and Con-
temporary Art, It is still being
recognised and prices are low
by world standards. For ex-
ample see the photos of a
work by Mikhail Shvartsman
(1926-1987). sold in February
at Sothebys for £182,000 or
the waork by Oscar Habin (born
1928) sold at MacDougall's for
£168,000 last November - for
saveral months the world
record price for a work by a
living Russian artist. Neither
price Is high by world stan-
dards. Compare for example
with the £5,7m a Russian buy-
&f paid for Pater Doig's White
Canoe at Sothebys in Febru-
ary, Or compare with the
£2.8m paid for Pastorale
Russe by the classic Russian
artist, Somov, at Christies last
MNovember.

Art in general, and Russian
art in particular, is an axcellant

long term in-
vestment, a di-
varsified way of
participating in
aconomic
growth, aspa-
ciglly in emerg-
ing markets. It
is also a hadge
against political
and other Rus-
sla specific
risks, and per-
formed well during the 1998
crash and during periods of
declining oil prices. Within
Russian art, Moderm and Con-
temporary Is the sector for
those who like to buy assets
slill cheap but beginning to ap-
prectate,
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