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      Preface

      The purpose of this book is to provide a resource for high net worth advisors, wealth managers, and investors on investing
         in collectibles as a financial activity. A collectible is any physical asset that has the potential to appreciate in value
         over time because it is rare or desired by many, such as stamps, coins, fine art, and wine. Many high net worth individuals
         are interested in diversifying their portfolios and investing in collectibles. As such, they need guidance from their financial
         advisors or for themselves about the financial aspects of such investing. In this book we provide guidance from 20 experts
         who address issues such as liquidity challenges, tax ramifications, appreciation timelines, the challenge of forecasting and
         measuring appreciation, the psychological component of collecting, and emotion in collectibles investing.
      

      
      The topics covered in the book include investment in art, books, cars, maps, stamps, and wine. There are numerous other collectibles
         I've not mentioned. In an ideal world, I would have liked to include coins, antiques, dolls, and guitars. However, on reading
         the various contributions, I became aware that many of the issues are common to all the investment categories and that collecting
         coins and collecting stamps, for example, are really not all that different from one another.
      

      
      One of the aspects that has made this book project so interesting to me is the psychological side to collecting. The psychological
         component to high net worth investment is well documented and forms the basis of various forms of psychological profiling
         to assess an investor's risk appetite. There is a large body of literature on the compulsive nature of collecting. The question
         raised by this book is whether these two strands have some common points. Put in the simplest terms, many high net worth individuals
         have had a compulsion to accumulate money. Does this ongoing and possibly cumulative compulsion apply also to the acquisition
         and accumulation of paintings or butterflies?
      

      
      Many chapters deal with issues of indexation. These problems seem common, to a large extent. Discussed in various parts (see,
         for example, Chapters 6, 7, 8, 9, and 10) are potential indices for art, books, and stamps. The principles described here could easily be applied to any other collectible.
         None of the procedures we discuss is without its problems. All the indices suffer from some sort of bias, and it might be
         helpful to readers to understand the sources of these biases. Typically, an index is constructed by someone who wants to sell
         you things; in those circumstances, the index could well be very optimistic and show that, had you bought the collectible
         in question, you would have experienced a history of smooth outperformance relative to some other investment activity.
      

      
      Another common theme is the high transaction costs associated with investment in collectibles. In many cases, these costs
         approach 30%. Clearly, with numbers of this magnitude, short-term investment is not really a profitable option. Collectors
         need to be holding for the long term. One theme barely discussed in any of the chapters is the stream of intangible consumption
         that collectors enjoy. This is impossible to measure, but it's a very real part of the collecting/investing decision. Some
         chapters hint at this obliquely, but no author, including this editor, tries to estimate this intangible dividend. Such features
         have implications for the management of a collectible portfolio within a larger portfolio by family offices or high net worth
         managers.
      

      
      These issues of asset allocation and investment horizon are discussed by Daryl Roxburgh in Chapter 1. Indeed, he covers a wide range of issues dealing with the challenges facing managers and the tools available to help them.
      

      
      Which leads us to Chapter 2 by Dr. Shirley Mueller; it is a study of the neuropsychology of collecting and high net worth investment. Dr. Mueller provides
         a very accessible treatment of neuropsychology and its relevance to collecting. This involves the identification of those
         parts of the brain that contribute to the collecting decision and details, through example, the way they interact. Readers
         might initially stumble over phrases, such as nucleus accumbens, but the author leads us gently through the various components of neurological decision making; I found this material to be
         a valuable addition to the book. Furthermore, the author argues that such understanding will aid us in making better collecting
         and investment decisions. As such, this is the Enlightenment, in contrast with the Gothic Romanticism of Chapter 3.
      

      
      Chapter 3, by Professor David Johnstone, looks at issues of behavioral finance and behavioral economics, especially as they apply to
         dealers and collectors. One feels that, as a collector, one should read such material to help cure one of irrational, and
         presumably suboptimal, actions. However, there is a touch of the Gothic here; the bitter truth might be that recognition of
         one's flaws in this respect might not lead to cure.
      

      
      The fourth chapter is a paper by Professor Russell Belk, first published in the Journal of Economic Psychology, considers collecting as luxury consumption. This material is based on surveys of collectors and develops many of the positive
         psychological traits of collecting. The focus is on collecting in terms of the collector's position in society and less on
         the compulsive and dysfunctional aspects of it.
      

      
      These first four chapters constitute a part of the book devoted to general themes. The next part consists of specific types
         of collecting; it will soon be apparent to the reader that the study of the art market seems to dominate all other areas.
         We include three chapters on art, written from both a collector's and an investor's perspective.
      

      
      The first art chapter, Chapter 5 by Jeffrey Horvitz, gives a very thorough overview of the art market. This covers all aspects of the art economy, including
         its size and the questions of what constitutes art and investible art. The chapter presents an analysis of the components
         of value and even a discussion of the make-up of demand and supply. Questions of costs, information, taxation, and performance
         are all covered here; this chapter presents a masterly treatment of a large subject.
      

      
      In Chapter 6, Professor Rachel Campbell provides a detailed analysis of art as an alternative asset. This discussion involves issues such
         as measuring risk and return for art as well as portfolio analysis. Portfolio analysis involves looking at a collection of
         assets; it enables us to evaluate the contributions of assets taken co-jointly with other assets. This means that a particular
         asset that might not look too exciting in its own right could still be worth investing in because it reduces the overall risk
         of the portfolio. Modern portfolio theory is the basis of modern finance and alternative assets, which can include, besides
         art, forests, infrastructure, and other nonstandard assets; this has been a growth area in investment in recent years, particularly
         among high net worth and endowment-related investment.
      

      
      The third art chapter, Chapter 7 by Anders Petterson and Dr. Oliver Williams, is a quite different form of analysis from the two preceding chapters in that
         it analyzes the efficacy of the capital asset pricing model and arbitrage pricing theory in the context of the art market.
         It includes a very sophisticated analysis of the statistical issues involved and the data problems encountered. The authors
         attempt to estimate global markets, including the volatile and active contemporary Chinese and Indian 20th-century painting markets. They use as an explanatory variable measures of global wealth to produce forecasts of high-net-worth
         wealth. This chapter is a useful contribution to the art, and the high net worth, literatures.
      

      
      Chapter 8 discusses investment in rare books. It is authored by Andrew Rudd, a book collector in his own right. Andrew uses his background
         as one of the world's leading financial “quants” to subject book prices to a rigorous statistical analysis. As in a number
         of other chapters, the notion of a collectible index becomes of great importance.
      

      
      Chapter 9 is written by another collector, Adam J. Apt, with a strong quant background. Adam's collecting interest is maps, and he
         provides a comprehensive and readable survey of the numerous issues to do with map collecting. In many ways, this is a microcosm
         of collecting any theme. Collectors who want to go out on their own will find this material very illuminating.
      

      
      Chapter 10 is concerned with collecting and investing in stamps. I, as a veteran stamp collector, have combined to author this chapter
         with John Auld, a senior member of the British Stamp Trade and a stamp auctioneer with many years’ experience. We look at
         all the complexities of price, value, indexation, and market structure. In many ways, stamps are quintessentially the collecting hobby. They have been collected and invested in since the penny black was issued in 1840. They have all the characteristics
         of opaque prices and high transaction costs and have been forged by very skilled individuals, leading to the need for expert
         opinion and certification. They have low storage cost and are highly portable, so they become mobile, if not liquid, assets.
         Those who collect them find great pleasure and possibly great profit from pursuit of the hobby.
      

      
      Chapter 11 is an introduction to Chapter 12, which is about the collecting of and investment in wine. This collectible is probably second only to art as an area of popularity
         and interest. The investment potential of fine wines is well known, and the stream of dividends attainable from ownership
         and/or consumption is well documented. The chapter is by Alan Brown, a well-known and very senior asset manager. Mr. Brown
         is a distinguished collector of fine wines and is prominent in wine investment discussions and debates.
      

      
      Chapter 12 is a reprint of a famous paper by Professor Ashenfelter and his coauthors. Their revolutionary hypothesis is that you can
         assess the quality of a vintage (at least of claret) by the knowledge of a small number of variables that can be used predictively
         as an investment tool. These variables reflect the weather conditions prior to harvest. Included in his paper is the response
         of the wine press, which is predictably negative. It is worth digressing to speculate as to where the negativity comes from.
         Part of it may be due to fears of redundancy as wine gurus are replaced by algorithms. Part of it could be due to the jealousy
         that quantitatively challenged practitioners feel toward those who are more quantitatively endowed. In any case, this reaction
         to quantitative analysis in nontraditional areas, such as collecting, is so widespread that it is worth documenting as a psychological
         phenomenon. The editor has no sympathy for it whatsoever. Professor Ashenfelter's work is highly regarded, and rightly so.
      

      
      Chapter 13, the last chapter, deals with classic cars. The author, David Barzilay, is well placed to write this chapter since he is
         a classic car journalist. This chapter takes the reader through the history of collecting classic cars and communicates very
         effectively the pleasure of doing so.
      

      
      Taken together, these 13 chapters look at the broad picture of collectible investing for the high net worth investor. In selecting
         this material, I have tried to cover as many aspects of this market as I can. As I mentioned, however, there is much yet to
         be discussed. It might well be that a further volume on this fascinating topic will be necessary.
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         since 1986 and served as a senior staff economist at the Council of Economic Advisors during the 1987–1988 academic year.
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         in Indianapolis. She started MyMoneyMD after working for seven years as a financial advisor following her retirement from
         medicine in 1995. Dr. Mueller is also a collector of Chinese export porcelain. She has published six papers in vetted journals
         on the topic and speaks internationally regarding it. Currently she is on the board of the American Ceramic Circle based in
         New York City and on the Dean's Advisory Committee at the Herron School of Art in Indianapolis.
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         Dr Satchell is the Editor of Journal of Asset Management and Derivatives, Use, Trading, and Regulation. He is a member of the Editorial Boards of Applied Financial Economics and Journal of Financial Econometrics.

      
      Oliver Williams decided his compensation was such that he could retire from his City career at the age of 29. He is currently pursuing a
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      Chapter The Role of High Net Worth Investment Managers in Collectible Investing for Their Clients

      This chapter discusses the role of the investment advisor in working with high net worth investors who are interested in or
         are already investing in collectibles. We examine the relationship between the investor and the investment manager in terms
         of the service provided, the breadth of investment offering, and the suitability of investments. Then we discuss the management
         of investments and the tools used in the process of developing a client portfolio, the role performed by investment managers
         regarding collectible investments, and the positive side of investing in collectibles.
      

      
      High Net Worth Managers and Family Offices
      

      The terms Private Bank and Family Office have lost some of their original meaning and ability to describe the services provided as they have been hijacked by the
         marketing teams of the large financial institutions. At the same time, stockbrokers have become wealth managers and asset
         managers. However, the distinctions are important when it comes to the issue of management and advice on collectible investments,
         as we will discuss later.
      

      
      The family office has traditionally been an organization that looks after the interests of a family, whether investment, property,
         legal, or succession planning. The role has very much been ensuring the coherence and sustainability of the family and its
         fortune as well as managing day-to-day affairs, such as travel and staffing. In this guise, the management of art, wine, antiques,
         and other valuable artifacts was just one aspect of managing the family assets and ensuring that they were conserved and catalogued
         and, as required, that collections were rejuvenated. The expertise to work on these collections would have been partially
         accumulated within the family office, then augmented by external experts, and perhaps finally, as scale justified, expanded
         internally. Often, major collections would be left to the state as a philanthropic gesture or as an action with beneficial tax consequences to the
         family.
      

      
      Today the status of collecting and collections has expanded within the family office. Through the use of modern technology,
         different branches of the family can access the family collections through a family portal, and can, for example, book assets
         such as pieces of art or properties for their use. Fundamentally, the family office is geared to bringing experts to bear
         on the collecting needs of the family and thus sustain assets and wealth through generations. As such, this new technology
         is very well placed to facilitate the pursuit of collectible investments for high net worth family situations.
      

      
      High net worth managers serve a wider set of clients with the goal of generating investment return for the client. This is
         in line with the investment guidelines set out by the client, including their time horizon and propensity for risk. The managers
         will generally employ a set of investment vehicles that meet a simple set of criteria:
      

      	The advisor understands the investments.

         	The investments can be delivered economically to the investor.

         	The investments are acceptable to the wide investor base.

         	The investments meet the requirements of the manager's regulator.

      
These criteria are often the hurdles that prevent most high net worth managers from investing in collectibles on behalf of
         their clients. We further discuss this idea in the section on methods of investment.
      

      
      The type of service provided by the investment firm will be the most significant determinant of what the firm is willing to
         offer its clients in terms of advice on collectible investments. The conclusion could be drawn from the previous comments
         that such advice would come only from family offices; however, as the reader will see, this is not necessarily so.
      

      
      The Nature of Relationships between Client and Manager
      

      As we conducted research for this book, we spoke to many investment managers across the entire gamut of investment firms.
         The style of relationship differed widely among them. In this section we consider three aspects of the client/manager relationship:
         the service provided by the manager, how the manager determines what is suitable for the client, and where collectible investments
         fit in this context.
      

      
      First, we consider the relationship in terms of investment service and approach. The services provided tend to fall within
         a matrix that can be defined by these parameters:
      

      	First, the level of granularity of investment decision: stock picker through multimanager (fund selector) to asset allocator.

         	Second, the type of authority given to the manager by the client: execution only through advisory, advisory managed to discretionary
            including trust status.
         

         	Finally, the breadth of instruments used for investment: from traditional cash, bonds, and equity through to a broad asset
            mix.
         

      
Unfortunately, clients have not always been well served. The industry has seen a polarization of offerings, with the large
         investment managers moving away from direct “production” to manager and product selection.
      

      
      This is sometimes in the context of a strategic asset allocation offering, with some degree of sophistication involved and
         that takes account of the individual clients needs. Unfortunately, often it is likely to be a model portfolio selected on
         the basis of a more perfunctory assessment of the client. In simple terms, this can be thought of as “one size fits all.”
      

      
      In contrast, a number of medium-size management firms, along with boutique firms, have sought to distinguish themselves in
         the marketplace through a more tailored, “bespoke” offering and/or a higher degree of investment expertise provided directly
         to the client. In some instances this is reflected as structuring an asset allocation to the specific needs of an investor.
         In many cases, the family might have a large holding of assets in something that it cannot sell—perhaps a family business
         or a block of shares held in an endowment. So the asset allocation needs to complement this position. In mathematical terms,
         this is akin to a portfolio construction with constrained weights.
      

      
      In this process, the firm might well be the trusted advisor and create not only an asset allocation but also appoint managers
         to execute the investments within different assets—an approach very much like that of the institutional investment world.
         Or they could specialize in direct company investment, building a portfolio of equities for the client. These firms are the
         most likely investment managers to provide access to collectible investments for their clients. This can take the form of
         a marketing differentiator as they seek to identify the firm with a special interest set, such as the horse or motor-racing
         fraternities, as something that the firm has been traditionally involved with or as part of a broad service aiming to meet
         their clients’ every requirement.
      

      
      The second parameter in the relationship matrix is the type of authority given by the investor to the manager. At one end
         of the spectrum, “execution only” is precisely that: the manager undertakes the transaction on behalf of and on the instruction
         of the investor. The vast majority of collectible investment specialists work on precisely this basis because they are not
         authorized by a regulatory agency to give investment advice. They are willing to provide advice on providence and quality.
         Furthermore, they may place a potential purchase into the context of a collection, but they are unable to provide investment
         advice. Quite often an investor will run an execution-only portion of their collectible portfolio with an investment manager
         alongside the managed portion, allowing them to execute their own investment ideas.
      

      
      Where an investment house has a specialty in a particular form of collectible investment, it will generally offer this as
         part of its advisory service, seeking the client's agreement to the investment before proceeding. Alternatively, if the investment is managed on a discretionary basis, authority would be obtained when the client signs the investment mandate.
      

      
      It might seem obvious that those companies that provide the widest range of asset classes will be the ones that are most likely
         to offer collectible investments, but actually this tends not to be the case, since these assets are considered to be outside
         the usual remit of investment. For that reason, collectibles are more often offered by companies that have a narrower range
         of offering within which they offer a specialist service. This can also be viewed in terms of what is meant by offering collectible
         investments. In this instance it is considered the investment in a collectible class through some form of unit trust or investment
         trust.
      

      
      A key regulatory issue today is whether or not an investment is deemed “suitable” or not for a client, both as an asset in
         its own right and in terms of the client's portfolio context. In the general course of portfolio construction, this is crudely
         done through presenting to a client a list of asset classes as the investment product offered by a firm and asking for restrictions.
         However, there is a growing trend to move toward a more sophisticated approach, with companies like Ibbotson and Risk Metrics
         providing a questionnaire that outputs a risk number that can be matched to a model portfolio. BITA Risk Solutions has produced
         a third-generation questionnaire and scoring algorithm that output a series of parameters on which portfolio construction
         can be based, including degrees of suitability of individual asset classes. This approach can provide a firm foundation for
         the relationship between the client and manager because it creates discussion around the central purpose of that relationship:
         investment.
      

      
      Whether or not a questionnaire is used to derive the level of risk that a client is willing to sustain and to understand the
         suitability of investments, the investment manager must determine the purpose of the client's investment. This purpose can
         have many parameters and is often described as the utility of the investor—meaning that which, when maximized, will give the investor maximum satisfaction. Often the utility is a balance
         or trade-off between various factors, such as risk and return.
      

      
      The investment managers in our research gave their perspectives on the investors’ utilities with respect to collectibles.
         The following were deemed to be utilities of investing in collectibles. At the very top of the list:
      

      	Personal control and involvement in building the collection

      
Then:
      

      	Acquisition of rare artifacts that money simply cannot buy but that must be sought out and tracked down

         	Ownership of a fine, exquisite, or unique item

         	Completion of a series or collection

         	Prestige, recognition, and sharing of the collection

         	Participation in the social network of collectors and experts in the field
         

         	Immortality through the posthumous persistence of the collection

         	Acquiring an item at a good price

      
At the very bottom of the list:
      

      	Seeking a commercial return over time

         	Not missing out in the participation in a published rise in value

      
Now, remembering that these are the views of investment managers will explain the following comments on the relationship between
         the investment manager and the investor in terms of collectible investments.
      

      
      Thus far, we have looked at the relationship between the investor and the investment manager in terms of the service provided,
         the breadth of investment offering, and the suitability of investments. Finally, we segment the role performed. In discussion
         with the investment houses, we found that this role could be placed in one of five categories:
      

      	First, and very much in the majority, are the supporters. They support the client's collections in terms of, at minimum, incorporating the collection within the valuation. This might
            be valued according to some index or by the client or the client's external advisers, and this puts the collection on record
            as part of the client's investment portfolio.
         

         	Second are the enablers. They get more involved through the provision of sources of finance with which the client could further build the collection.
            These would commonly be secured against the collection or the rest of the investment portfolio.
         

         	Third are the investors. Here a more active approach is taken, with the investment manager providing access to one or more types of collectible investments
            through some form of fund. Typically, these could be wine, art or even classic car funds. These funds tend to be relatively
            small in nature in terms of sums invested and can have significant liquidity restrictions.
         

         	Advisers are the fourth category. They either provide direct advice or they manage external specialists in each field, bringing their
            knowledge to bear on the collectible portfolio. This group is rare and generally found only within niche private banks and
            family offices that provide complete management services to an individual or family.
         

         	The last category consists of curators, who not only provide the investment input but also structure the collection within its defined goals and seek to preserve
            the items within it.
         

      
Investment Methods for Collectibles Favored by Managers
      

      We’ve listed general prerequisites for an asset class to be chosen by an investment manager for a client base, and it is worth
         repeating that list here:
      

      	The advisor understands the investments.

         	The investments can be delivered economically to the investor.

         	The investments are acceptable to the wide investor base.

         	The investments meet the requirements of the manager's regulator.

      
There are some other criteria that tend to be interconnected. These criteria are:
      

      
      Liquidity, or the ease with which a collectible can be bought and sold

      This is critical to an investment manager in considering the need to access client funds and trade an asset in changing markets.
         Ironically, rare or scarce objects might be highly liquid as they are sought after and a sale will generate interest. However,
         this might apply only to the top-quality items of a genre, with other items—though still being desirable—more susceptible
         to fashion, losing liquidity and realizable value fast as a market turns and supply exceeds demand.
      

      
      With the advent of Internet and Web-based auction sites, the pricing of many collectibles has become far more transparent.
         Major items of value could always be followed at auction houses, but now the prices of fine wines or classic cars around the
         globe can be compared in minutes. This has led to more efficient markets in such collectibles but also markets that have become
         led by speculation rather than value.
      

      
      The normal solution to this is to create a fund through which investors can participate in the fortunes of multiple assets
         of a type and in which the manager's need to meet cash calls is simplified through holding a broad collection of assets and
         a pool of cash within the fund. There are other benefits to the fund approach in that it allows diversity of investment and
         the pooling of invested funds, which might make the top-tier items in a collectible class accessible for investment. However,
         the obvious drawback is lack of ownership and control of the individual asset. The latter point is a utility issue for the
         collector, rather than for the investment manager. The latter is seeking return, safety, and distribution, and will therefore
         generally opt for the fund approach.
      

      
      Rarity and homogeneity

      A number of collectibles have very many similar instances of an item but are only distinguished by condition or provenance,
         as in the cases of wine, stamps, and classic cars. In these examples, there are still great rarities than can be sought after
         and command great value, but exposure can be achieved to the genre through readily tradable assets, and many similar collections
         can be built, allowing the creation of diversified investment funds. Correlation of price movements within a collectible genre
         is not a topic for this chapter, but in a moment we’ll see that premium returns are generally achieved only by the top tier
         of items. For that reason the diversity of investability of a genre needs to be considered in the light of degrees of rarity.
         This can make it hard for investment managers to achieve premium returns, because the assets exhibiting them might well be
         beyond their reach.
      

      
      Access

      This picks up on the previous point. How does an investment manager achieve access to the top-performing assets in a genre?
         The genre will need to be seen as an exciting investment by the wider populace, with a perceived potential for gain, pulling in more speculative than collecting
         buyers. This will result in demand exceeding supply; the middle and lower tiers of the genre will not produce the higher returns
         associated with the top tier. As in any market, at this point it can become unstable.
      

      
      Valuation

      The valuation of collectibles falls into two groups based on the homogeneity and liquidity points we’ve discussed. Where there
         are many examples of each item, the market is now, thanks to the Internet, quite transparent, and purchase price comparison is easy. Having said that, the price that can be realized on sale could be very different, with the dealer
         taking a margin to reflect not only his costs but his perception of market direction. For individual items, their value will
         be based on last sale price adjusted for the movement of their peer group since that transaction. It has to be said that one
         only needs a single buyer to complete the transaction, but two or more significantly help the realizable price. For this reason
         the generation of interest by the agent undertaking the sale becomes critical.
      

      
      Collectible assets can be valued on a continuous basis, but this is not really an accurate guide to performance of any single
         asset—more of the genre or a subgroup of it. For this reason it is hard for an investment manager to include them within their
         asset allocation unless investment is based on a fund. The exception, of course, would be a family office or foundation with
         a professionally managed collection.
      

      
      All the preceding points lead to the question of how to invest in a collectible genre. Quite simply, the conclusions that
         can be drawn are as follows:
      

      	If the prime reason for acquisition is the utilities ascribed to ownership, acquire individual items of the highest possible
            standing within a genre.
         

         	If the prime reason for acquisition is investment and the utilities of ownership are secondary, invest through a fund or index,
            unless:
         

         	If the investor has sufficient wealth to amass a number of high-quality individual items, they can enjoy the utilities of
            ownership and the diversity and greater liquidity of a collection. Who said money can't buy happiness?
         

      
These conclusions are borne out by the discussions we held with the various investment houses in preparation for this book.
         Examples we came across have included an art fund, a wine fund, a yacht finance, and a car fund.
      

      
      What has to be remembered is that an asset will not necessarily perform the same as an index, nor will a fund; both are subject
         to the influence of the manager's or buyer's selection. This cryptic remark simply means that the returns to the collectible
         fund will be strongly influenced by day-to-day buy/sell decisions, and these changes in portfolio weights can move the fund's
         returns some distance from the index returns.
      

      
      Having considered the various approaches to investing in collectibles, we next look at how these can be included with an investment
         portfolio and the impact they might have.
      

      
      Incorporating Art Indexes into an Investment Portfolio
      

      We first examine some characteristics of a series of collectible asset classes and then see how they can be incorporated within
         an investor's portfolio. The following information is based on a Sterling investor's portfolio and the returns that would
         accrue to it. The collectibles are predominantly art indices covering a number of genres; interestingly, they comprise the
         performance of the top few percent of a genre by price as well as on a broader basis. These are set out in Table 1.1, together with some key characteristics.
      

      
      Table 1.1. 

      	Asset
               	Long-Term Return
               	Long-Term Risk
               	Best % of Return over X Months
               	Worst % of Return over X Months
               	Calendar Years of Loss in Past 14
            
	12
               	24
               	12
               	24
            
	All art, top 2%
               	10.8
               	13.7
               	93
               	132
               	−32
               	−46
               	6
            
	All art, top 10%
               	8.4
               	11.0
               	62
               	129
               	−26
               	−31
               	5
            
	All art
               	8.2
               	11.4
               	63
               	96
               	−26
               	−32
               	5
            
	Chinese contemporary art, top 10%
               	29.3
               	35.5
               	287
               	948
               	−65
               	−65
               	7
            
	Chinese contemporary art, top 80%
               	24.4
               	26.5
               	210
               	572
               	−32
               	−43
               	5
            
	Contemporary art, top 2%
               	16.7
               	18.6
               	173
               	250
               	−34
               	−35
               	5
            
	Contemporary art, top 10%
               	12.8
               	15.1
               	115
               	129
               	−23
               	−22
               	4
            
	Contemporary art, top 80%
               	9.5
               	11.4
               	130
               	127
               	−21
               	−33
               	7
            
	European Impressionist art, top 2%
               	4.8
               	19.2
               	108
               	248
               	−59
               	−58
               	7
            
	European Impressionist art, top 10%
               	7.5
               	15.3
               	81
               	129
               	−43
               	−50
               	6
            
	European Impressionist art, top 80%
               	8.9
               	13.1
               	88
               	118
               	−27
               	−41
               	5
            
	Indian art, top 10%
               	16.3
               	19.7
               	166
               	409
               	−42
               	−41
               	6
            
	Indian art, top 80%
               	14.9
               	16.1
               	112
               	297
               	−43
               	−37
               	5
            
	Old Masters, top 2%
               	10.9
               	24.8
               	166
               	145
               	−45
               	−56
               	6
            
	Old Masters, top 10%
               	7.8
               	16.4
               	94
               	138
               	−28
               	−39
               	8
            
	Old Masters, top 80%
               	4.8
               	19.2
               	108
               	248
               	−58
               	−58
               	6
            
	Stamps, top 10%
               	4.5
               	8.0
               	27
               	42
               	−16
               	−12
               	5
            
	Stamps, all
               	3.4
               	7.3
               	20
               	30
               	−10
               	−15
               	4
            
	Balanced portfolio
               	8.8
               	7.8
               	37
               	53
               	−19
               	−25
               	3
            
	U.K. Large Co. Index
               	8.7
               	13.2
               	36
               	62
               	−30
               	−40
               	4
            

The indices represented in the table are described in detail in Chapter 7 of this book. The key concept to grasp is that in each case there are indices representing different bands of price—for example,
         the top 10% of Old Masters by sale price. This links with the comments earlier in this chapter about the different performance
         within a genre according to the price commanded or the market perception of quality and desirability of an asset.
      

      
      The long-term return is the average return achieved over the last 10 years on an annualized basis. It has to be remembered
         that this figure is dependent on the start and end dates of measurement, and many of these indices had very strong performance
         during 2007, which will unduly influence this figure. More detail can be found in the section in which the annual returns
         and plots of historic performance are given.
      

      
      By referencing the four numbers for each asset in the table for best and worst performance periods, we can see further indication
         of the nature of returns—not least that though an asset class can rise by many hundred percent in a year, it can then collapse
         by 50–60% the following year. This is typical of an asset class with a small number of transactions and driven by key buyers
         and sellers and a handful of exceptionally rare items.
      

      
      In addition to the collectible assets, we’ve charted a “current” portfolio for the figures in this chapter. This is a well-diversified
         portfolio with an asset allocation as set out in Table 1.2.
      

      
      Table 1.2. Diversified Portfolio Asset Allocation

      	Asset
               	Value (GBP)
               	Weight (%)
               	Expected Return (%)
               	Expected Risk (%)
            
	Cash
               	200,000
               	10.4
               	5.3
               	0.3
            
	Government bonds
               	200,000
               	10.4
               	6.7
               	4.7
            
	Corporate bonds
               	20,000
               	1.0
               	3.2
               	5.8
            
	Convertible bonds
               	20,000
               	1.0
               	7.7
               	7.6
            
	Equity—U.K.
               	200,000
               	10.4
               	11.0
               	14.5
            
	Equity—North America
               	150,000
               	7.8
               	11.3
               	15.8
            
	Equity—Pan-Europe
               	200,000
               	10.4
               	10.3
               	18.5
            
	Equity—Japan
               	100,000
               	5.2
               	3.0
               	18.7
            
	Emerging markets
               	25,000
               	1.3
               	10.8
               	22.0
            
	Hedge funds
               	250,000
               	13.1
               	7.8
               	5.7
            
	Private equity
               	100,000
               	5.2
               	16.0
               	29.5
            
	General commodities
               	150,000
               	7.8
               	8.7
               	9.7
            
	Property—U.K. commercial
               	150,000
               	7.8
               	10.7
               	3.2
            
	Balanced fund
               	150,000
               	7.8
               	8.3
               	9.2
            
	TOTAL
               	1,915,000
               	100.0
               	8.9
               	7.8
            

The following figures are based on buying and holding the individual indices at the start date of the chart where the index
         is rebased to 100%. For comparison, a fully diversified portfolio managed on a buy and hold basis at the beginning of the
         period is shown. More information on this portfolio is given in the next section. This is identified as “Current” in the figures.
         For each collectible asset class we look at the periods 1995–2000 and 2000–2003, covering the rise in the financial markets
         and their subsequent decline. In addition, the historic annual returns for each asset class from 1994–2007 are tabulated and
         charted for information.
      

      
      General Art Index
      

      All the general art indices together fell about 30% from January 1996 to December 1997. Then, fueled by market sentiment,
         they rose between 50% and 100% in the following 12 months before consolidating. Again, the top 2% of the segment was the most
         aggressive performer by far, and interestingly, the top 10% lagged the overall index (see Figure 1.1).
      

      
      Figure 1.1. End of Fixed-Income Bull/Equity Bear Markets, January 1996–December 1999.

      
      [image: ]

      
      During the equity market downturn from 2000–2003, general art held up well, even continuing to rise in the case of the top
         2%. The top 10% and the general index moved closely together and went into a gradual decline 12 months before the top 2% peaked
         and then went into a sharp decline. All these indices outperformed the balanced portfolio “current” through this period (see
         Figures 1.2 and 1.3).
      

      
      Figure 1.2. Equity Market Downturn, January 2000–December 2002.
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      Figure 1.3. Historic Testing and Historic Performance, 1994–2008.
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      Chinese Contemporary Art

      During the second half of the 1990s, the top index lost about 60% of its value over four years, whereas the wider segment
         gained 60% (see Figure 1.4). This is explained by the fact that the top index had risen 135% the previous year and then drifted back from there, and the wider market had gained impetus and steadily risen on the back of that performance.
      

      
      Figure 1.4. Chinese Contemporary Art, End of Fixed-Income Bull/Equity Bear Markets, January 1996–December 1999.
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      Both indices fell in aggregate during the first 18 months of the decade; there was then a dramatic split, with the top 10%
         index rising sharply from early 2002 (see Figure 1.5). As shown in Figure 1.6, this divergence was short lived, with the top 10% converging back to the top 80% index levels during 2005. However, from
         there through 2007, both achieved three-digit growth for the next three years. Interestingly, as the top 10% was falling 42%
         in 2003 and 10% in 2004, the top 80% was rising 18% and 59% in those years, respectively, demonstrating the pull created by
         top items in a genre of investors into the wider assets.
      

      
      Figure 1.5. Chinese Contemporary Art, Equity Market Downturn, January 2000–December 2003.
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      Figure 1.6. Contemporary Art, Historic Testing and Historic Performance, 1994–2008.
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      Contemporary Art
      

      Again, there was a significant difference between the performance of the top index and the broader ones (see Figure 1.7). However, even these performed significantly above the diversified portfolio for periods before the broad index corrected
         in 2000 ahead of the top 80.
      

      
      Figure 1.7. Contemporary Art, End of Fixed-Income Bull/Equity Bear Markets, January 1996–December 1999.
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      As confidence fell in 2000, the top 2 index was worst hit, with the broader indices continuing to make headway (see Figures 1.8 and 1.9). In early 2001 the top 2% index turned, and by late 2002 there was a turning point when the top 2% was accelerating away
         from both the top 80%, which remained flat, and the top 10%, which was performing strongly.
      

      
      Figure 1.8. Contemporary Art, Equity Market Downturn, January 2000–December 2002.
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      Figure 1.9. Contemporary Art, Historic Testing and Historic Performance, 1994–2008.
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      European Impressionist Art
      

      During 1996 and 1997 the top 2% index had its own boom, and in 1998, a bust. It pulled the top 10% up with it during this
         period, but the comparison of performance is interesting (see Figure 1.10). Rebasing in 1995 at 100, the top 2% peaked at 228 and fell back to 150, and the top 10% peaked at 160 and fell back to
         140, clearly illustrating the higher volatility associated with the top 2% indices.
      

      
      Figure 1.10. European Impressionist Art, End of Fixed-Income Bull/Equity Bear Markets, January 1996–December 1999.
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      The European Impressionist indices had an amazing rise in 2000, continuing into 2001 for the top 10% and top 80% before a
         steady and rapid decline into 2003 (see Figures 1.11 and 1.12). In 2004 they all rallied, with a correction in the top 2% in 2005, before remarkable progress across the board in 2007.
      

      
      Figure 1.11. European Impressionist Art, Equity Market Downturn, January 2000–December 2002.
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      Figure 1.12. European Impressionist Art, Historic Testing and Historic Performance, 1994–2008.
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      Indian Art

      During the late 1990s the performance of Indian art was lackluster overall though volatile on an annual basis, with annual
         returns between −30% and +14%. The two indices moved closely together until 1999, when the top 10% had a dramatic rise of
         68% while the top 80% fell 7.3% (see Figure 1.13).
      

      
      Figure 1.13. Indian Art, End of Fixed-Income Bull/Equity Bear Markets, January 1996–December 1999.
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      In 2000 the top 80% caught up a little, with a 20% rise, and continued to climb in 2001 while the top 10% fell; they both
         declined in 2002. In 2004 there was a sudden rally with near triple-digit returns. This trend continued into 2005 and 2006, with the top 10% strongly leading the top 80% before both crested in 2007 (see Figures 1.14 and 1.15).
      

      
      Figure 1.14. Indian Art, Equity Market Downturn, January 2000–December 2002.
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      Figure 1.15. Indian Art, Historic Testing and Historic Performance, 1994–2008.

      
      [image: ]

      
      Old Masters

      During the late 1990s the Old Masters indices exhibited an unusual pattern, with three distinct booms and declines in each
         of the three indices. The top 80% led from 1997, then the top 2% from 1998 and finally the top 10% from late 1998. They all then declined to meet back at the same level in early 1999 (see Figure 1.16).
      

      
      Figure 1.16. Old Masters, End of Fixed-Income Bull/Equity Bear Markets, January 1996–December 1999.
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      Post-1999, the top 80% again led into the 2000s, peaking at the end of 2000 and going into a three-year decline. The top 10%
         did not do very much, but the top 2% had a volatile and exciting period with annual returns between −31% and +108%. Figures 1.17 and 1.18 show that 2005 was good for the two concentrated indices and poor for the top 80%; 2006 was the reverse. In 2007 the two
         broader indices were strong, and things were good for the top 2%.
      

      
      Figure 1.17. Old Masters, Equity Market Downturn, January 2000–December 2002.
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      Figure 1.18. Old Masters, Historic Testing and Historic Performance, 1994–2008.
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      Stamps
      

      In comparison with the art indices, stamps have a much lower volatility of returns, but they are still volatile, with one
         year's gain very often wiped out by the next year's loss. Until 1999, the two stamps indices moved together, with the top
         10% underperforming the top 80%. In 1999 the top 10% rose 24%, probably on the back of the general market euphoria (see Figure 1.19).
      

      
      Figure 1.19. Stamps, End of Fixed-Income Bull/Equity Bear Markets, January 1996–December 1999.
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      This upward trend continued into 2000, with a slight fall in 2001. Then there were further significant rises in 2002 and 2005
         for the top 10%, but with more significant corrections in the following year. The top 100% mirrored these movements but with
         lower magnitudes (See Figures 1.20 and 1.21).
      

      
      Figure 1.20. Stamps, Equity Market Downturn, January 2000–December 2002.
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      Figure 1.21. Old Masters, Historic Testing and Historic Performance, 1994–2008.
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      So, having looked at the individual asset classes, we shall now put them into the context of an investor portfolio. The investor
         has an interest in art, particularly art from India and China. She also has an existing portfolio; its asset allocation is
         set out in Table 1.3. She wants to invest £200,000 cash in art but wants to be aware of the resulting impact on the overall portfolio risk.
      

      
      Table 1.3. Sample Investor Portfolio

      	Asset
               	Value (GBP)
               	Weight (%)
               	Expected Return (%)
               	Expected Risk (%)
            
	Cash
               	200,000
               	10.4
               	5.3
               	0.3
            
	Government bonds
               	200,000
               	10.4
               	6.7
               	4.7
            
	Corporate bonds
               	20,000
               	1.0
               	3.2
               	5.8
            
	Convertible bonds
               	20,000
               	1.0
               	7.7
               	7.6
            
	Equity—U.K.
               	200,000
               	10.4
               	11.0
               	14.5
            
	Equity—North America
               	150,000
               	7.8
               	11.3
               	15.8
            
	Equity—Pan-Europe
               	200,000
               	10.4
               	10.3
               	18.5
            
	Equity—Japan
               	100,000
               	5.2
               	3.0
               	18.7
            
	Emerging markets
               	25,000
               	1.3
               	10.8
               	22.0
            
	Hedge funds
               	250,000
               	13.1
               	7.8
               	5.7
            
	Private equity
               	100,000
               	5.2
               	16.0
               	29.5
            
	General commodities
               	150,000
               	7.8
               	8.7
               	9.7
            
	Property—U.K. commercial
               	150,000
               	7.8
               	10.7
               	3.2
            
	Balanced fund
               	150,000
               	7.8
               	8.3
               	9.2
            
	TOTAL
               	1,915,000
               	100.0
               	8.9
               	7.8
            

Tools Used for Building High Net Worth Portfolios
      

      Now let's look at some investment tools useful in building high net worth portfolios. Unlike institutional investment, the
         psychology of the individual can be used as an input to determine the investor's time horizon, risk appetite, and other pertinent
         characteristics. This information can be input into an asset allocation process, in which collectibles can be included as
         an additional asset class.
      

      
      Within the area of high net worth management, much money is still run very traditionally; although in some cases this works
         very well, it can be also very inefficient. This inefficiency could arise from a number of sources, but a common one is the failure to take into account
         the correlations between the client's private holdings and his investment portfolio. Such a culture of traditional values
         that often pervades management in this area has an unwillingness to take on new ideas and an aversion to technical matters.
         Diversification from a family company or other asset should be key in constructing the portfolio. It might be the case that
         the collectibles are a key part of the family fortune and as such are the object that needs to be diversified away from, but
         more usually it will be property or company interests.
      

      
      If we break down this process, it can be considered as five steps:
      

      	Gather information from the client.

         	Create a suitable profile.

         	Build an asset universe.

         	Construct a portfolio.

         	Review this construction with the client.

      
This process has not varied much for most of the history of investment, since joint stock companies were first formed by the
         Dutch and shortly after, and much more famously, by John Law, who created the Mississippi bubble in the early 18th century, continuing until the mid-1980s, when it became law in the United Kingdom that clients have to be classified in terms
         of risk in their portfolio. This is slightly unfair, since in the 18th century the joint stock companies were created to spread the risk of funding trade expeditions across multiple investors;
         what John Law then demonstrated was that having too much money in a single company exposes the investor to stock-specific
         risk.
      

      
      There is a mass of academic work on portfolio diversification and construction techniques, and we will discuss these briefly
         later. However, at this point the level of risk that the client is prepared to take has to be determined. The most common
         approach is to use a questionnaire; this can be simplistic—are you high, medium, or low risk?—and indeed this has been most
         investment managers’ approach for many years. However, it is significantly lacking because it does not give the investor a baseline against which to measure the risk, nor does it identify in any way what the investor
         might be risking.
      

      
      This method has developed further over the past 10 years with approaches designed to derive a score based on an investor's
         answers to a set of questions, the scoring of which has been calibrated in accordance with resultant portfolio characteristics.
         These questionnaires can approach this goal in different ways. One is psychometric, based on a set of questions that are not
         generally related to the topic being considered—investment—but that will elicit the individual's propensity for risk. A second
         approach is to look at the behavior of the investor in various investment scenarios. The aim of this exercise is to introduce
         the investor to the risks associated with investment and the concept that these have to be traded off against expected levels
         of return. There is some academic evidence, not cited here, that laboratory risk experiments do not always translate very
         accurately to real-world applications, so we expect the latter approach to be superior to the former. Here we look at a couple
         of examples of such questions.
      

      
      

            Example 1.1. 

            You have the choice among three investment portfolios, and the charts in Figure 1.22 illustrate the historic ranked returns, from worst year to best, and the cumulative return over the period. You will see
               that the portfolios with the highest historic return also had the most years of loss. Which investment portfolio would you
               choose?
            

            	Portfolio A: 0 years in 12 return a loss, historic return 4%
                  
               

               	Portfolio A: 3 years in 12 return a loss, historic return 6%
                  
               

               	Portfolio C: 4 years in 12 return a loss, historic return 8%
                  
               

            
Figure 1.22. Example 1.1 sample portfolios.
            

            
            [image: ]

            
            Source: BITA Risk Solutions

         

      
      
      

            Example 1.2. 

            Assuming that you were investing for the long term (eight years plus) and your portfolio underperformed your expectations
               for one to two years, would you:
            

            	Accept that this was a short-term fluctuation in long-term returns.

               	Seek a higher-risk return combination in the expectation of improved returns but higher risk.

               	Seek a lower-risk return combination in the expectation of lower, more certain returns.

               	Do nothing.

            
The advantage of this approach—apart from the ability to use it as an educational basis of conversation with the client—is
               that it has relevance to the rest of the portfolio construction process, and the impact of certain answers can be seen in
               the resultant portfolio.
            

            
         

      
      
      Once the client has completed the questionnaire, the answers must be translated into parameters for portfolio construction.
         Many applications simply generate a single parameter at this point; others drive multiple aspects of the portfolio construction.
         Our belief is that there are four sets of factors that need to be determined, as illustrated in Figure 1.23. (House asset allocation is the style of the investment house that is basically a set of constraints that ensure that the
         outcome portfolio represents their investment style and is dictated by the investment house rather than the client.)
      

      
      Figure 1.23. Factors to consider in client portfolio construction.

      
      [image: ]

      
      Source: BITA Risk Solutions

      The suitability of the asset classes will be determined by the experience of the investor, his propensity for the various
         types of risk, time horizon, and need for liquidity.
      

      
      In terms of risk, this needs to be a leap beyond “high, medium, and low” and not just a value at risk (VaR) or volatility
         figure. This measure also needs to include the client's aversion to periods of loss, his need for stable income, his regret
         at not participating in upward runs in the market (if he holds a defensive portfolio) and his liquidity requirements, among
         other factors.
      

      
      Finally, the key portfolio parameters such as base currency, geographic diversity, and absolute/relative bias need to be considered.
         So, it is not enough to simply complete a questionnaire; the answers require proper scoring and incorporation into the portfolio
         construction approach.
      

      
      The construction of the portfolio needs to balance the client's conflicting requirements, as illustrated in Figure 1.24. Generally, in a multiasset class problem this is best achieved through a form of portfolio optimization that can balance
         the client's varying requirements.
      

      
      Figure 1.24. Conflicting client requirements.
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      Source: BITA Risk Solutions

      Having completed the portfolio optimization and come up with one or more investment approaches for the client, it is best
         to illustrate their different characteristics through backtesting them. Though this approach does not and should not be used
         to indicate how an investment proposal might behave in the future, it can be used to judge how a client would react to various
         events. The classic comparison is a lower-risk conservative portfolio that, if bought and held through the 1990s to the early
         2000s, would have the same end value as a more volatile portfolio that had peaked with the market in 1999, assuming both had
         buy and hold strategies. In this case, would the client have taken the risk-averse option and not complained while it was
         underperforming? Of course, we could look at such strategies including collectible assets.
      

      
      High Net Worth Investment Managers on the Pros and Cons of Putting Collectibles into Client Portfolios
      

      In the course of working on this book, the authors sent a note to a number of high net worth managers, asking them to consider
         the following points:
      

      	Do you see a role for collectibles in high net worth investment?

         	If so, which ones?

         	How would you deal with distributional and storage issues?

         	Are there any other points to consider in implementation?

      
A number of responses were received and a particular manager was selected for interview. His vast experience in the field
         gave us a clear insight into the problems of implementing collectible portfolio construction at the practical level. Here we reproduce notes from the interview.
      

      
      The first point our contact made was the confusion in the mind of the client between items that could be seen as investment
         goods versus collectible goods versus consumption goods. This is particularly a problem in the case of property, where wealthy
         clients might desire residences in a number of major cities. The same will apply to high-status cars. There is a strong element
         of collecting; there is also investment and consumption. Sometimes there are issues of status of ownership, which can seriously
         complicate matters. This can arise in the case of antiques illegally taken from archaeological sites and sold through reputable
         outlets. The problem, however, is much more general and may apply to property as well. This will allow us to assess the possibility
         of individuals holding collectibles.
      

      
      If it is mutually agreed that collectible objects will be part of the client portfolio, the investment manager needs to give
         the client advice as to the value of the items. Such a step is necessary; for purposes of asset allocation, the manager needs
         to know the size of the collectible position. Here a cautious approach is advocated for a number of reasons. Professional
         integrity can be compromised if internal valuations are used. It is thus necessary to maintain a register of external experts
         for valuation purposes. This is costly in administrative resources for the manager and in terms of valuation fees for the
         client. One cannot rely on collectible indices for the purpose of valuation; their inadequacies are discussed elsewhere in
         a number of chapters.
      

      
      Following on from this discussion on valuation, one of the big problems facing high net worth collectors is that they can
         become most of the market. The usual assumption of finance is that an individual will not move the market; this means that
         the prices are exogenous to the investor and he can take them as given. However, if one collects a particularly scarce theme,
         as many people do, the collector might be one of a small number of people who are prepared to pay large prices for scarce
         items in this area. When the buyer becomes a seller, it is very likely that prices could fall substantially. There are some
         splendid counterexamples to this: Paying high prices for pre-Raphaelite paintings was the preserve of one or two large collectors
         until recently, when their appeal spread to a much wider audience, and this has led to a continued rise in price, allowing
         the original collectors to sell profitably. Similar stories apply to Scottish artists who have benefited from a rise in Scottish
         nationalism. However, these are rare counterexamples, and these difficulties in market size and influence lead to problems
         in placing collectibles in a portfolio that might require valuations and use of a risk model.
      

      
      Another feature of collectible investment is its role in money laundering. Though many of these items have been used by political
         refugees to get their assets away from oppressive regimes, there is some evidence that in recent times collecting in contemporary
         Eastern European art might have some very sinister connotations. To the individual collector, this could be a risk he is prepared
         to take, but to a high net worth manager, where reputation is probably the most valuable asset of all, this will be an unacceptable
         risk.
      

      
      Having bought valuable items, there is an ongoing funding requirement, which means that the manager will have to ask the client
         for money for the following. Insurance and storage costs are two obvious costs, but some forms of maintenance and security
         are also necessary. In the U.K. context, one can buy properties or objects deemed to be national treasures. This will give
         you a tax advantage, but it then becomes a requirement to display the objects or property to the public, and this could be
         a source of increased insurance costs and strong psychological aversion to the general populus. On the plus side, national treasures can be returned to the nation in lieu of death duties at current market value, which
         allows for some efficient intergenerational transfer.
      

      
      The auction houses can take an active role in collectible investment and currently will arrange a loan against the collateral
         of assets that can be kept in store by them and, when sold, will be sold through them. This activity seems to be, under some
         circumstances, a mutually beneficial arrangement. Clearly, there are great advantages in keeping highest-quality investables
         in storage, because depreciation can be taken out of the equation, and one need only worry about fluctuation in market prices.
      

      
      The Positives of Collectible Investments
      

      Much of what we’ve discussed so far has dealt with the problems of collectible investment; however, there are a number of
         pluses. Collectibles allow the investor the benefits of status and enjoyment. For the investor to achieve this status, it
         is necessary for the manager or his experts to define the term quality. This might seem self-evident to the outsider but in fact is a dynamic process, the purpose of which is the identification
         of signatory pieces. It would be a separate study of great interest as to how this process works. The role of the expert is
         obviously important, but a masterpiece is not just a masterpiece because the critic says so. In the world of stamps, for example,
         there are a number of unique pieces, but the market realizations that these pieces have achieved vary greatly.
      

      
      There are a range of social aspects to collecting, which are the part that would be deemed to be enjoyable. Apart from the
         utility gained from ownership, there is the utility gained from completing—finding the missing pieces. Attendance at exhibitions
         provides a moneyed person with a social life and contact with creative and “interesting” people. From the perspective of the
         manager, encouraging a client to invest in collectibles will give them this satisfaction and takes the pressure off the manager.
         It is thus both a diversion and a diversification. Happiness can also be found not just by completing but the constant upgrade
         in quality. Through collecting, there is also the possibility of gaining national honor and forgiveness. Giving a gift to
         the state or bequeathing your collection to a national gallery or museum can precipitate social elevation or be a payment of a hidden fine. We have witnessed this phenomenon in recent times in certain unnamed countries.
      

      
      The motives of the collector are various. Usually it is a hobby, sometimes it is an intellectual pursuit, and in some cases
         it is the challenge of becoming an expert in a new field. It can sometimes be seen in private equity, where an investor goes
         about collecting businesses of a similar kind. Sometimes there is a form of reverse investment, where collectors with proven
         business acumen end up buying the company that helped them foster their collection in the first place. Bringing their business
         skills to this area often gives the company a new direction and leads to significant expansion. This, in turn, helps realize
         the individual's investment.
      

      
      Conclusion
      

      This chapter has addressed the interplay between investment and collecting issues. We have discussed in some detail the roles
         of managers and experts in facilitating the joint process of investment and collecting. We have also touched briefly on the
         use of investment tools such as psychological questionnaires and portfolio construction products. Later chapters look at specific
         investment themes, and further work could well build portfolios based on traditional financial assets and collecting indices.
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