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Building an Art Collection: An Interview
with Christie’s Stephen Lash
Christie’s Americas Chairman Emeritus Stephen S. Lash discusses
current trends and drivers of demand in the world of art, as well
as the best way for budding enthusiasts to start collections.
Whether motivated by a passion for a particular category of
art, a desire to invest in an “alternative” asset class, or a need
to understand the importance of inherited pieces, many of our
clients are interested in art. This curiosity ranges from those
who are experienced collectors to those who are in the early
stages of building collections.
Given the attention art is attracting, we connected with a
global expert, Stephen S. Lash, Christie’s Americas Chairman
Emeritus, to get his unique perspective. The following is an
edited conversation in which Stephen offers his views on art
and which areas are attracting the greatest interest.
							Continued on page 7
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Market Outlook: Growth Abounds
October 3, 2017
Flashback to the third quarter of last year: it’s somewhat remarkable how much has
transpired over the past 12 months. A year ago, investors were still digesting news
of the June Brexit vote and had only just absorbed the first of three U.S. presidential
debates leading up to the November election. As we conveyed at the time, the only
sure thing was that the next 12 months would bring an uncertain and likely shifting
geopolitical landscape. This situation underscored the importance of focusing on
known facts.

Peter C. Andersen
Chief Investment Officer

Twelve months later, the equity markets have gravitated higher, supported by
improving U.S. corporate earnings and bolstered by solid fundamentals in most
developed markets. However, the Trump rally that fueled equities in the first half of
the year has largely fizzled out.

U.S. Economy

Valuations are
slightly high, but
not alarmingly so

The ongoing strength of domestic equity markets has been driven in part by the
resiliency of the economy. Q2 GDP was revised upward to 3.1% in September,
spurred by robust business spending and personal consumption. The Institute of
Supply Management (ISM) Manufacturing Index again came in at a positive level
in August, showing solid growth in production, new orders, backlogs, and exports.
The ISM non-manufacturing report was not quite as strong, but did become more
firm, reversing a July contraction, and showed growth in all but two of the nonmanufacturing industries.
If there was an area of concern, it was largely related to the potential economic
impact of Hurricanes Harvey and Irma. Retail sales came in soft in August with a 0.2%
contraction. The unemployment rate remained healthy, coming in at 4.4% in August.

U.S. Equity Markets
The S&P 500 finished the quarter 4.5% higher, showing strength throughout July
and most of September (Exhibit A). The ascendant trajectory was interrupted only
by bouts of choppiness in the second and third weeks of August related to growing
tensions in North Korea and speculation that economic advisor Gary Cohn might
resign following the president’s controversial Charlottesville remarks. Those fears
proved unfounded and Cohn spearheaded the framework of the GOP’s tax-reform
proposal that energized domestic markets in the last week of September.
One of the biggest questions heading into the quarter was whether Washington
could reach an agreement to increase the debt ceiling and avoid a government
shutdown. The confrontation was averted when President Trump supported a deal
to couple a short-term extension to the debt ceiling with a Hurricane Harvey relief
bill. Congressional leaders, however, will have to revisit the topic in mid-December.
On the outlook for U.S. equities, we see the asset class as modestly attractive. The
consensus earnings growth estimate for the S&P 500 for the next 12 months is 17%,
and in Q2 nearly three out of every four reporting companies (73%) topped analyst EPS
estimates. With a forward P/E of 18x, valuations are slightly high, but not alarmingly so.
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Several factors support U.S. equity strength. The Fed will most likely remain in an accommodative mode, and signs
indicate that earnings will show continued strength. If Trump does succeed in achieving tax reform, it is quite possible
that markets will see another rally, similar to that of the last two months of 2016. The U.S. markets have shown
remarkable resiliency to a range of negative events this past quarter, including North Korea’s military aggression,
devastating twin hurricanes, and the London terrorist attack.

Inflation
Contrary to most expectations, inflation growth in the U.S. has been non-existent. History and basic economics (known as
the Phillips Curve) demonstrate that decreasing unemployment should drive wage increases. Over the past few years, the
broader global economies were uneven in growth, partially explaining why inflation was not picking up. Now, the major
world economies, including Japan, the U.K., and Europe are growing faster, but inflation remains stubbornly low in the U.S.
We don’t currently see any signs of growing inflation on the horizon. However, if the employment picture continues to
improve, wage growth will pick up and lead to some inflation. It will be important to adjust economic data for the hurricanes
in August and September, as temporary spikes in demand for fuel could be misinterpreted as true price increases. In
summary: if the labor market gains strength, then wage growth won’t be far behind, which should drive inflation.

Interest Rates
The Federal Reserve’s intention to raise rates has been challenged by this absence of any material inflation. At the
September Federal Open Market Committee meeting, the Fed provided a bullish forecast for GDP, but trimmed its
inflation expectations for the balance of the year and 2018. Still, the Federal Reserve indicated that it would begin a
gradual reduction of its balance sheet, opting to not replace maturing Treasury bonds and mortgage-backed securities.
The Fed left its benchmark interest rate at its current 1% to 1.25% target, but suggested that a rate hike could be
forthcoming in December.
Exhibit A: Total Returns by Asset Class
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In September, the Fed vice chair resigned unexpectedly, leaving the committee with four of its seven seats unfilled in
October. In February 2018, Chair Yellen’s term expires. Any vacancy of a Fed board member can exacerbate market
anxiety, because a voting member can have an impact on policy. In addition, there will likely be vacancies at the vice
chair and chair level, fueling further skepticism around the direction a new Fed board may take against inflation.

Global Economy
In spite of remaining geopolitical uncertainty, the world growth picture looks bright. The Organization for Economic
Cooperation and Development (OECD) tracks the world’s major economies. Based on the first and second quarters
of 2017, it appears that all 45 countries measured by the OECD are on track for growth—for the first time in over 10
years. Over 70% of the major economies are expected to accelerate their growth from last year, supported by low
inflation worldwide and accommodating central banks (Exhibit B).

International Developed Markets
While geopolitical uncertainty still colors the domestic picture, international developed markets have gained some
clarity. German Chancellor Angela Merkel comfortably won a fourth term in the last week of September, providing a
sense of ease for investors in the Eurozone. She will face new challenges in forming a coalition, however, as the rightwing nationalist party gained a presence in parliament. In Norway, Conservative Party leader Erna Solberg was also
re-elected as Prime Minister on a platform to cut taxes and drive economic growth. In Asia, Japanese Prime Minister
Shinzo Abe also called a snap election scheduled for October 22. Should he win, Abe’s reelection would likely see
Japan build upon economic reform efforts.
The MSCI EAFE Index, measuring international developed markets excluding the U.S. and Canada, continued its
strong run, advancing 5.4% in the third quarter and 20% year to date. The performance across Europe and Asia was
Exhibit B: Number of Major OECD-tracked Economies by Growth Level
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somewhat choppy in August, however. The amplifying aggression on the Korean
Peninsula weighed on international equities, but dollar weakness helped prop up
international stocks.
The MSCI European Monetary Union Index posted an 8.1% gain in the quarter and
has so far added 26.8% year to date, while the MSCI Pacific Index logged a 3.9%
gain in Q3, adding to its 15.4% advance so far in 2017.
The solid baseline of economic strength should continue to bolster international
developed equities. The European Central Bank (ECB) will continue its balancing act
to foster further growth without inflation. As long as the ECB does not prematurely
wind back its bond-buying program, the outlook for the Eurozone remains positive.
Germany is very optimistic about the future of its business conditions. And most
investors anticipate that any potential deterioration in future indicators will be
recognized, allowing time to adjust exposures as necessary.

Emerging Markets
Emerging market (EM) stocks in the third quarter continued to build upon strong
gains from the first half of the year, bolstered by a weaker dollar, which has
provided a tailwind for commodity-producing nations. The MSCI Emerging Markets
Index added another 7.9% over the past three months and has gained 27.8% year
to date. The broader EM index has also benefited from global investors’ ongoing
search for yield.
South Korean stocks experienced some volatility in the third quarter, which
was unsurprising, given the escalating tensions in the North. However, strong
fundamentals drove investor interest and the Korean market even managed to build
slightly on gains from earlier in the year. Among the laggards, Greek stocks suffered
losses in the third quarter on unemployment concerns and other lingering economic
worries.
Once a commodity-driven asset class, EM stocks today increasingly reflect
strengthening domestic consumers and growth from technology companies. Tech
stocks have led the price rally and remain undervalued. We expect the asset class
to show continued growth through the end of the year. However, it is important to
look at the fundamentals by country as they can vary considerably.

U.S. Dollar
The weakening dollar has become a theme across the investment landscape. As
discussed in our Q3 market commentary, the three factors that could support a
stronger dollar include the success or failure of the administration’s policy agenda,
the potential for higher interest rates, and the health of the U.S. consumer.
As a result, the dollar remains under considerable pressure, since hope for Trump’s
policy changes has subsided. The lack of momentum, combined with low interest
rates, has kept the dollar at low levels versus the euro. However, there is evidence
to suggest the dollar has reached such a deep discount that it is bound to regain
some of its strength in the fourth quarter. This recovery would certainly be
bolstered by a possible interest rate hike from the Fed, as higher rates attract more
buyers and would drive the dollar higher. Also, in the last week of September, the
GOP unveiled its proposal for tax reform, which could add further support.

The weakening
dollar has become
a theme across
the investment
landscape
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Looking Ahead
When the year began amid the extended Trump rally, it appeared that a transition was underway in which fiscal policy
would drive the markets, while monetary policy receded to the background amid rising interest rates. Since the policy
changes have not yet materialized, we expect the markets to remain largely driven by fundamental earnings growth and
central bank policies. Exhibit C summarizes our outlook by asset class. ■
Exhibit C: Fiduciary Trust Asset Class Perspectives
Asset Class

A)rac,veness
Less Neutral More

U.S. Large Cap

Equi,es
Fixed Income
Alterna,ves
Cash

Valua&ons are consistent with long-term averages, yet poten&al upside
remains as economy strengthens; modestly a:rac&ve

£

U.S. Small Cap

Key Thoughts

£

U.S.-centric nature of most company business models is appealing

Developed Non-U.S.
Large Cap

£

Although the two-year Brexit process drives economic and poli&cal
uncertainty, elsewhere general Eurozone downside risks are easing. Asia
is fairly valued, but interest rates will be under pressure as increasing
global reﬂa&on likely con&nues

Emerging Markets

£

A:rac&ve valua&ons reﬂect faster growth prospects, but with more risk

Non-U.S. REITs

£

Oﬀers global diversiﬁca&on with a:rac&ve income; Brexit uncertain&es
present a challenge

U.S. Investment
Grade

£

Although Fed likely to con&nue to raise rates, asset class provides much
needed “ballast” to cushion against global uncertainty

Inﬂa,on-Protected

£

Global High-Yield

£

Global Bonds

£

Gold

£

Managed Futures

£

Hedge Funds

£

Master Limited
Partnerships

£

Cash

Inexpensive break-even inﬂa&on rates; upward inﬂa&on pressure likely to
remain uncertain
Majority of exposure to smaller U.S.-based credits and companies;
overall asset class is stable and s&ll a:rac&ve in a rising rate
environment
Rela&ve to U.S. ﬁxed income, global bonds oﬀer less compelling risk/
reward; currency risk is elevated
A safe haven asset which is cyclically strong with low to nega&ve
correla&ons to most other asset classes; hedges extreme vola&lity
Current environment poses challenges for pa:ern-recogni&on strategies
that assume the existence of long-term trends
Overall asset class has disappointed these past few years; correla&ons to
equi&es higher than forecasted; talent pool of managers is limited
Despite a:rac&ve yields, sensi&vity to vola&le energy prices is challenging

£

Uncorrelated asset with almost no vola&lity

Fiduciary Perspective Q4 2017

Key Trends in Art

7

Continued from page 1

FTC: In building a collection, how should a collector balance what he or she
enjoys most with what’s likely to deliver the best investment returns?
SL: This is a really important question. In thinking about this, it leads me to
conclude that collectors often make successful investors. However, that is not their
intention when they are first starting out and, for many, their initial success may
be more attributable to luck. The reverse, though, simply does not apply. Investors
do not make good collectors. Investors – pure investors – rarely, if ever, make wise
collecting decisions, unless they’re privy to the best possible advice.
There are two real ingredients in picking art that will appreciate in value. The first is
quality – you cannot compromise on the subject of quality. The second ingredient is
freshness. The art market does not like to see an object come back on the market
too soon.
So if you have a quality piece of work that has not been seen in the past 30 to
50 years, or ever, those are the pieces that will generate the most excitement.
There are examples, for instance, of major pieces of twentieth-century art that
were bought early in the twentieth century by major collectors. These artworks may
have remained in a particular family for an extended period of time. When these
paintings come up for sale again they are very sought after, because they take the
market by surprise. From the perspective of the collector, they represent a “now or
never” opportunity.
FTC: What types of art are in greatest demand today and what is driving
interest in these areas?
SL: Right now, the taste for Post-War and Contemporary art is particularly high.
There are new collectors who will enter the art market and immediately gravitate to
Post-War and Contemporary art. They tend to ignore a lot of the other areas that
are probably considered more esoteric.
In general, I think there’s something counter-intuitive about the art business. In most
economies, a shortage of supply triggers demand. In our business, the presence
of supply sustains demand. And as soon as supply begins to dry up and it
becomes less easy to collect, the demand will often deteriorate. It’s an observation,
but I think people want the gratification of being able to find something when
they’re ready to buy it. You saw this dynamic play out with Old Master paintings,
eighteenth-century porcelain, and Ming Dynasty porcelain.
FTC: So is it fair to say that there are fewer Old Master pieces because
there are actually fewer of them or is it because people have them in their
collections and don’t want to sell them?
SL: There are fewer Old Master pieces because they are no longer being produced
and they’re in short supply. The great masterpieces – and I’ll come back to that
word – have been bought up and are locked away either in private collections or in
museums, so there seems to be less opportunity for collectors.

Stephen S. Lash
Chairman Emeritus
Christie’s Americas
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That said, I think it’s a neglected area. The quality of art in this category is high –
or can be high – and the prices are much more reasonable than they are for many
Post-War and Contemporary art pieces. These are also artists who have stood
the test of time. They were painting 300 or 400 years ago and are established,
whereas many contemporary artists may drop by the wayside.
FTC: If you look over the last 20 or 30 years, have Old Masters held flat in
value while Contemporary pieces have taken off?

“Right now, the
taste for Post-War
and Contemporary
art is particularly
high.”

SL: Old Masters were on the rise well into the 1980s and then demand began
to taper off. Today, Old Masters are less expensive than they were, say, 10 or 15
years ago.
FTC: What factors do you see driving demand for various types of art over
the next 10 or 15 years?
SL: I said I would come back to the word “masterpieces.” In addition to the
category of Post-War and Contemporary art, there is another category, which is
quite unrelated in many respects. That would be the category of Masterpieces.
There are buyers today who are only looking at Masterpieces.
That’s a very important development and reflects one of the trends we’re seeing,
generally, as economic growth can often serve as a catalyst for an influx of new
collectors. Today, the growing presence of Chinese buyers in the market has had a
tremendous influence on the market at large and buyers from Asia now account for
about 30% of annual art purchases worldwide. The growth, even over the last five
years, has been significant.
In terms of how this has impacted the market, Asians, particularly Chinese
collectors, began buying back their heritage, if you will, about five years ago. They
were initially combing places like the United States and Great Britain for works of
art that might have been exported decades ago, or even a century ago. Many of
the collectors were focusing on these pieces and bringing them back to China.
Gradually, the interest broadened to include non-Asian work, and initially many
collectors gravitated to Impressionist and Modern paintings. Now it has morphed
into a real appetite for Masterpieces, at the very highest level.
Some of this is investment driven; collectors will often take comfort in owning hard
assets. The conventional wisdom is that if the quality is good enough, the art will
hold its value and there’s some truth to that.
I think there is also a degree to which collectors appreciate the social cachet that
comes with owning high-profile works of art. This applies, in particular, to the
prestige that accompanies collecting many Post-War and Contemporary art pieces.
These are works of art that are most often instantly recognizable. So, if you have an
Andy Warhol, a Jasper Johns, a [Willem] de Kooning, or a Jackson Pollock over your
fireplace, the colleagues you invite home for dinner will likely recognize these pieces.
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Building a Collection
FTC: For someone interested in building a collection, how would you advise
them to get started?
SL: The best way is simply to start looking. Go to your local museums; see what
you like. Talk to the people in the museums; ask to meet the curators. Go to the
dealers who specialize in the fields that interest you. You can find out who they
are through local channels or through the museum curators. And don’t forget that
auction houses host public and virtual exhibitions in advance of every auction;
these are free, open to the public, and specialists are on hand to discuss both the
aesthetic and commercial aspects of all of the featured works. In general, just look,
look, look and train your eye.
FTC: What are some common mistakes that beginning collectors make?
SL: Novice collectors often make the mistake of buying without good advice. Some
people will say, “Buy what you like, and it’s fine.” But it’s not fine, because there are
people in the art world, like every other industry, who will overcharge for things and
take advantage of people’s inexperience.
There are also huge risks to buying without knowledge. For instance, something
may look like it’s in good condition but it’s not. It could be a piece of furniture
or a piece of porcelain that has been very discreetly repaired and that obviously
damages the value.
Also, buying something with clouded provenance or history is another area where
novice collectors can run into trouble. Right now, at Christie’s, we have an entire
restitution department that studies the history of the objects we offer for sale. This
came out of the fact that so many pieces were looted by the Nazis before and
during World War II. If you’re an American and you end up owning a piece of looted
art, you’re obliged to return it if you become aware that it was stolen. Of course,
you theoretically have recourse to go back to the person who sold it to you, and
they have recourse to go further down the chain, but that is a complicated process
and collectors would be well advised to avoid these situations.
For many of our best clients, the thrill of owning something is worth the
responsibility that goes with that stewardship. In fact, the word “stewardship” is
really the operative term. If you’re not prepared for that responsibility, then this is
probably not an activity you should get engaged in.

“The thrill of
owning something
is worth the
responsibility that
goes with that
stewardship”
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Disposition of a Collection
FTC: When a collector is interested in selling part or all of their collection,
what are the best ways to maximize the value they receive?
SL: The key consideration is, “What is the best way to sell this particular category
of object or group of objects?” I’m very pro-auction because I think it’s very efficient
and the reach today is truly global. But auction is not necessarily ideal for every
object. Again, if you’re talking about a relatively recent painting by a young artist, the
best thing to do would be to go back to that dealer.

“It really behooves
investors to make
the effort to know
the real value of
their collections”

We live in a competitive world; you might as well take advantage of the resources
that are out there. Don’t just talk to one auction house; talk to several. Also, make
sure the confidentiality of what you’re discussing is acknowledged, perhaps in
a formal way. Not all auction houses maintain the same high standards for client
confidentiality. You’ve got to be very careful about that.
FTC: Are there other things you can do to make a piece more valuable?
SL: You have to educate yourself. I would suggest you talk to primary auctioneers
or the secondary auctioneers if that seems appropriate — the dealers and the
museums. One of the gratifying things about this business is how willing the
specialists are to share their knowledge. The means of maximizing the value of one
object may be very different from the way you would want to maximize the value of
other objects, so it pays to seek out the relevant expertise.
FTC: With the transition of art in an estate, are there some often overlooked
factors or options that a collector should consider?
SL: When I said to be very careful in thinking about art as an investment, that
comment was really directed toward the new buyer—the person with a pool of cash
who wants to do something with it and could buy either stocks, real estate, or art.
On the other hand, there is a whole different category, which is the owners. We’ll
also refer to these people as the “havers,” who bought or inherited pieces years ago
that have appreciated dramatically, and these pieces may account for a significant
portion of their net worth. This category of collector is really obliged to think of
art as an asset class because the value of their collection may so far outdistance
the value of everything else they own. In these cases, it becomes a major estateplanning issue.
I would really encourage these collectors to seek up-to-date appraisals. It’s often
the case that people do not know the value of their possessions. And appraisals
are easy to get from local providers or from the auction houses, themselves. What I
would be very careful about is the use of generalist appraisers, exclusively, however.
This is a very specialized world. The fact that a painting by a particular artist has
sold for a record price does not mean the next painting by the same artist will
also attract a record price. Picassos are not interchangeable. Mondrians are not
interchangeable. So it really behooves investors to make the effort to know the real
value of their collections.
Clearly, there are a number of important considerations when collecting art, as
discussed in this interview. Art can provide lifelong enjoyment, and also deliver pleasure
and potentially monetary value for future generations. Read the related article, “Gifting
with Knowledge,” for our insights on planning for art transition in an estate. ■
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Protecting Your Identity
All too frequently, we see headlines about data breaches of personal information. The
recent theft of Equifax’s information on over 140 million consumers is particularly
concerning due to the size of the breach and the types of information accessed, which
included Social Security numbers.
To see if your information is at risk as a result of the Equifax breach, you may check the
special website they have established—it requires entering your name and the last six
digits of your Social Security number. Remember to only enter a Social Security number
online if you are using a secure internet connection on a computer that has up-to-date
virus protection software.

What Should You Do?
In the case of credit card number theft, credit card issuers are often proactive
by automatically changing card numbers. They may also offer credit monitoring
services. With other types of security breaches, immediate actions the institution
can take may be more limited. The following are some steps you can take to help
protect yourself, regardless of whether your information has been part of
a data breach:
1. Check Your Credit Reports. Review your credit reports for accounts or activity
you do not recognize. Contact the financial institution(s) issuing the credit if
the information appears unfamiliar. You are entitled to one free credit report per
year from each of the three credit reporting agencies (Equifax, Experian and
TransUnion). You can access your reports at annualcreditreport.com.
2. Monitor Your Existing Accounts. Regularly check your credit card and bank
statements for charges or transfers you do not recognize, and notify your bank
immediately if there are items that appear to be fraudulent. You should also
file a report with your local police if someone has stolen your identity and
committed fraud.
3. Protect Online Account Access. Use long, difficult-to-guess passwords and
multi-factor authentication for your online bank and other accounts, where
available. (Multi-factor authentication generally refers to logging into an account
using an ID, password and a one-time use number delivered via text message or
email). Change your passwords immediately if you believe you are a fraud victim
or your password may have been compromised.

Robert J. Jeffers
Chief Operating Officer
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4. Consider Freezing Your Credit Report Account. A credit freeze prevents
the credit agencies from providing your credit history to financial services
institutions, except for your existing service providers, making it very difficult
for someone to open new credit in your name. The freeze will not prevent
someone from using your existing credit cards and other credit facilities.
To freeze your credit, contact each of the credit agencies online or via phone
and request a freeze: Equifax (800-349-9960), Experian (888‑397‑3742)
and TransUnion (888-909-8872). Note that you will likely have to unfreeze
your credit report to obtain new credit. You may also need to unfreeze it to
set up new utilities, rent an apartment, obtain an insurance policy or apply for
a job. There is also a minor cost, typically $5 to $10, each time you freeze or
unfreeze your account with each credit reporting agency (unless you are the
victim of identity theft, in which case it is usually free). Remember to keep the
PIN associated with your credit freeze in a safe place.
5. If You Do Not Freeze Your Credit Report: Consider Placing a Fraud
Alert on Your File and Opt-out of Pre-screened Credit Offers. The
fraud alert warns creditors that you may be the victim of fraud and to take
extra precautions to verify your identity before issuing credit. If you are not
an actual victim of fraud, the alert will expire after 90 days (otherwise it will
remain on your file for seven years). If you set the alert with one agency, they
are required to notify the other two.
You can further reduce your exposure to identity theft by opting out of unsolicited
credit card or insurance offers by going to www.optoutprescreen.com or calling
888-5OPT-OUT.
6. File Your Taxes Early. One of the ways criminals have used stolen personal
information is through filing fraudulent tax returns and requesting refunds. You
can reduce the potential for this theft by filing as early as is practical.
7. Set Up Your “My Social Security” Account. Regardless of your age,
establishing a My Social Security account makes it more difficult for someone
to access and compromise your Social Security number with the Social
Security Administration (SSA). You can set up your account by visiting www.
ssa.gov/myaccount/. Since the SSA site may use information from your credit
report to confirm your identity, you should set up the account before freezing
your credit report.
Fiduciary Trust takes information protection seriously and employs a number
of safeguards and ongoing testing to help keep client and other information
secure. See our related article, “Cybersecurity: Reducing Your Risks,” for other
recommendations on how to protect your personal information. ■
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