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REGIONAL PECULIARITIES
OF THE GLOBAL ART MARKET

Summary: This article examines the development of the global art market from the point of view
of its regional peculiarities. It uncovers new trends on the international art market that have an
impact on different regions of the world. The research is based on comparative analysis and data
collected by Artprice, the European Fine Art Foundation (TEFAF), ArtTactic and Barclays. This
paper is aimed to discover the main drivers of the art market growth in different countries that
could serve as feedback for further implementation in Ukraine.

Keywords: global art market, regional peculiarities, regionalization.

1. Introduction

Along with the processes of globalization in all branches of the global economy
including the art market, each regional art market retains its own peculiarities
influencing its development and regulation by the authorities. Despite the fact that
the European art market is the oldest in the world, leadership in this area goes to
Asia, especially in the contemporary art sector, according to the art market reports
2011 by Artprice and TEFAF. Considering that works of art have become
profitable investment instruments all over the world, investors in this area should
take into account the specifics of regional markets, interesting for them due to the
offered assets. The Ukrainian art market is quite new to foreign investors and
collectors, with a number of barriers for further development.

The research objective is to identify specific features of art markets in different
regions of the world and work out recommendations for the further development of
the Ukrainian art market taking into account the international experience.

2. Theoretical background

The research of the global art market as a whole, and its regional parts, requires an
interdisciplinary approach. This research concerns cultural studies, regional economic
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studies, investment theory, the economics of art, international economy etc. Taking
into account the different types of consumers on the art market, a behavioral approach
to the analysis should be also considered.

From the theoretical point of view, there are few regional studies in this area.
A number of researchers [Mei, Moses 2002; Worthington, Higgs 2003; Hodgson,
Vorkink 2004] made a comparison of Western (American and European) art assets
and traditional financial assets. Later, Hsiech, Lee and Tzeng [Hsieh, Lee, Tzeng
2010] proved that Asian contemporary and modern art have a low correlation with
stock market trends and therefore are an attractive asset for investment
diversification. The research by Hiraki et al. [2003] was devoted to the impact of
Japanese investments on international art prices.

Nevertheless, there is a lack of publications concerning the comparison of
regional art markets’ peculiarities influencing their further development. Besides,
there are no similar studies in Ukraine and other post-soviet countries. This article
intends to fill this gap in economic literature. In this research different regional art
markets will be compared, focusing on such aspects as dynamics of art sales,
demand and supply, consumers’ motivation, market prices, market structure,
infrastructure and intermediaries, and market regulation.

3. Globalization vs. regionalization of art markets

Over the last decade, the art market has become one of the most dynamic in the
global economy. One of its main drivers is a growing interest in art industries not
only from collectors but also investors. According to the 2011 Art market report,
the total size of the global art market was 46.1 billion EUR (60.8 billion USD) for
2011 [The International Art Market... 2012], with the number of transactions up to
36.8 million. By way of comparison, in 2002 the total value of the global art
market sales was 22.3 billion EUR, with the number of transactions totalling
25.8 million [The International Art Market... 2010].

At this stage of the global art market’s development, two parallel processes are
being observed — globalization and regionalization. On the one hand, globalization
leads to the more active exchange of cultural assets between countries and
continents. It is followed by transnationalization — the opening of international fine
art auctions’ and museums’ affiliates abroad (such as Poly International, Sotheby’s
and Christies in Asia). L. Gagosian, the owner of 13 galleries in four continents,
said: “Clearly the art market has become much more global in the past few years.
We see evidence of this in the expansion of museums and art fairs internationally”
[Burns, Pryor 2012]. Biennales have become global, too (in Sao Paolo, Brisbane,
Dakar, Tirana, Vilnius, Cairo). Buchholz and Wuggenig call it the “biennalization
of the art world” [Buchholz, Wuggenig 2011].
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Another driving force in the spread of globalization on the art market is the
Internet. According to the Art Market Trends 2011 by Artprice, with 2.7 billion
people connected to the Internet in 2011, the old system of physical auction houses
is being replaced by online sales. A number of auction houses (Christies,
Sotheby’s, Heffel, Saffronart) have developed online trading platforms. During
2010-2011 Christies already posted a 29% increase in its online auction revenue
[Art Market Trends... 2012].

On the other hand, the art market of each region or country maintains its
regional peculiarities arising from cultural differences and mentality, peculiarities
of economic and social development and local laws. The term “regionalization” is
often used to explain the regional strategies of multinational corporations operating
in different regions of the world. There is no clear definition of this notion.
Moreover, previous studies of the art markets largely ignored the impact of this
phenomenon on the art market.

4. The Asian art market: the phenomenon of Chinese growth

According to Artprice, the economic growth of China dramatically changed the
global art market structure (see Table 1). The total art sales revenue in China
amounted to 4.9 billion EUR in 2011 with a global market share of 41.4%. Beijing,
which owns 27% of worldwide art market revenues, has become its new capital.
China is the only art market that has shown unprecedented growth over the last five
years. Moreover, it has become the main driver of the global art market recovery
after the crisis.

Table 1. The global art market structure, 2007-2011

Country Art market share, %

2007 2008 2009 2010 2011
China 7.3 7.2 17.4 33 41.4
USA 41.7 35.6 27.9 29.9 23.6
United Kingdom 29.7 35.7 21.3 19.4 19.4
France 6.4 6 13.9 5.1 4.5
Germany 2.9 2.4 3.2 1.9 1.8
Switzerland 1.6 1.5 1.8 1.3 1.4
Italy 2.4 2.7 32 1.5 1.2
Other 7.9 8.6 114 7.9 6.7

Source: [Artprice 2008-2012].

Other Asian art markets have also shown growth, Indonesia expanded its
operations to 39%, Singapore’s growth rate was 22% [O’Dea 2012]. Their
development is powered by impressive GDP growth and the rise of rich collectors
and investors. The number of billionaires in China nearly doubled in 2011 to 115,
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while the USA added just 10 in the Forbes list of the world’s richest people.
Moreover, this number is increasing by 20% each year [Harrison 2011].

Unlike Europe, the majority of art buyers in China are investors, not collectors.
This derives from the fact that China has a lack of investment options. As A. Lin —
the former Chairman of Christies — said, “the art market is one of the few areas
where there is quite a strong investment position being taken” [Harrison 2011].
Their main benefit lies in earning speculative profit as a difference between the
purchase price and the sales price of an art asset on the market as well as the
diversification of financial risks in traditional fields of investment.

Taking into account the fact that 40 years ago it was illegal to own a work of
art in China, demand exceeds supply in this regional market. As a consequence, the
suppliers of art assets (galleries and auctions) do not face strong competition. On
the Chinese art market the distribution is mostly represented by auctions rather than
galleries or dealers. According to Colin Sheaf, the Chairman of Bonhams Asia,
people are more confident in auction houses [O’Dea 2012]. In 2011, 5 Chinese
auction houses have become the leaders in contemporary art sales all over the
world (Poly International, China Guardian, Beijing Hanhai, Shanghai Tianheng,
Beijing CNTC).

Barclays’ Wealth Report 2011 states that for most wealthy individuals, the
emotional motivations for holding art treasures are far more important than the
financial. Apart from investment needs, 52% of art treasures in China is being held
for enjoyment. The Chinese buy works of art for such purposes as: enjoyment (they
bring pleasure), showing off (they like to show them to other people), sharing
(they enjoy sharing them with family and friends) [Profit or Pleasure?... 2012].

The Chinese art market structure differs from that in other regions and derives
from Chinese culture and values: 1) Chinese contemporary art; 2) Chinese
ceramics; 3) traditional Chinese ink-on-paper painting. According to the China
Contemporary Art Market Report 2011 by Artprice, the Chinese contemporary art
market has become the fastest-growing contemporary art market in the world.

According to the Art market trends 2011, 12.1% of works of art sold in Asia
had the highest price level (from 100 thousand to 1 million USD). In the rest of the
world this kind of assets accounted only for 2.2%. Two main reasons for such high
prices can be defined. Firstly, the prices are driven by Chinese art investment funds
in order to get extra profit. Secondly, they are caused by a new type of institution
on the art market — cultural equity exchanges offering fractional ownership of
packaged art assets. More than 60 of them already operate in China. The lack of
proper government regulation in this branch of the art market caused a price bubble on
the Tianjin Cultural Artwork Exchange in 2011, followed by a lack transparency of
these exchange operations.

Despite the high growth rate of the art market, Chinese government regulation
is considered to be its weak point. Tax and legal issues in China create obstacles
for its further development (see Table 2).
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Table 2. Tax and legal issues in China

Type of tax Peculiarities in Mainland China

Import tax 17% import tax on all works of art entering China. In addition, the work of art could
be liable for a further 12-14% customs duty tax on hand-made paintings and sculpture.

Export Tax No tax on exports of works of art from China. If the work of art is more than 100 years
old, one would need an export license from the General Administration of Customs.

VAT 17% sales tax is levied on the sale of all works of art within China.

Stamp Duty 0.03% stamp duty is levied on re-sale of works of art.

Capital Gains tax | Up to 10% capital gains tax is payable when a work of art is sold within China.

Source: [The Chinese Contemporary... 2007].

Galleries, dealers and auction houses registered in Hong Kong fall outside the
jurisdiction of the Chinese tax system, and sales tax does not apply. That is why
Hong Kong is the world’s third-largest auction market after New York and Paris.

Apart from all the above mentioned positive features, the Chinese art market
faces a number of problems affecting its further development: 1) the image
problem on the global art business map (fakes, fraud, underhand practices and
money laundering); 2) lack of art market transparency; 3) underdeveloped dealer
network; 4) the price bubble.

According to the art experts’ forecasts, market correction is inevitable in China.
The Chinese art market price bubble is predicted to be reduced by 40% over the
course of 2012 [O’Dea 2012].

5. The traditional art markets: the USA and Europe

While China’s share in the global art market is growing rapidly, the share of the
traditional leaders in this sector — Europe and the USA — is declining. In particular,
during 2007-2011 the US art market share was reduced from 41.7% to 23.6%.

The regional structure of the European art market is dominated by the United
Kingdom (a reduction of its market share from 29.7% to 19.4% over the last five
years), France (a reduction of its share from 6.4% to 4.5%) and Germany (with a
reduction from 2.9% to 1.8%). The main reason for this decline is the rising tax on
art in Europe (the implementation of the so-called “droit de suite” in 2012). Since
2012, dealers and auctioneers must pay artists' heirs up to 4% of the sale price of
works sold for more than 1,000 EUR.

The demand in this market is mostly represented by collectors. Europe is
known on the global art market by its old tradition of collecting. This is proved by
the art consumers’ motivation to buy art. Speculative operations with art assets on
the European art market are not very popular.

According to Barclays’ Wealth Report 2011, the motivation of owning
artworks in Europe differs from the Asian motivation. In most European countries,
the percentage of art treasures held for enjoyment reaches 60% or more (57% in
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Ireland, 69% in the United Kingdom, 79% in Monaco, and 60% in Switzerland).
The top motivations for buying works of art in Europe are enjoyment, culture (they
are a part of European culture) and heirloom (they can be inherited by the owner’s
family). In the USA, 63% of art is also bought for enjoyment, heirloom and culture
motives [Profit or Pleasure?... 2012].

The European art market has highly developed distribution channels, including
auction houses, art dealers, fine art funds, galleries, art fairs and museums. The
intermediaries on the art market are facing strong competition followed by the
transnationalization of the art market members (auction houses). The same trend is
observed in the USA — American galleries (the Gagosian Gallery, the Marlborough)
have established their affiliates in other countries.

While China leads the contemporary art market, Europe is the oldest market of
the old masters’ artworks and modern art. These segments are the least volatile and
are not exposed to the influence of the recession, as was proved in 2007-2009.

Prices on the US art market are generally higher on average than in other
markets, with average fine art prices at auction from four to nine times that of the
European average. At the same time, the duty-free status of imported and exported
works of art to and from the USA has been one of the features that promoted its
development.

6. The emerging art markets: Arabian, Latin American
and Russian

Analytical agencies such as Artprice, Artnet and TEFAF, pay attention in their
reports to regional markets like China, the European Union, the UK and the USA,
the main criteria for classification — the largest international auction houses.
However, they do not include in this analysis a whole group of fast growing art
markets: Latin America, India, the United Arab Emirates, Russia, etc.

The rapid growth of the Latin American art market is caused by the growth of
the middle-class in Latin American society. The leader of this market is Brazil,
with its centre in S3o Paolo. As on the other emerging markets, its market structure
is dominated by contemporary art. The main infrastructure player in Brazilian art is
the annual international art fair Art Rio. In 2011, it welcomed 83 exhibiting
galleries, 700 artists, 46,000 visitors and about 60 million USD sales revenue [Art
Rio... 2012].

The art market development in the United Arab Emirates is characterized by
the steady growth in numbers and the influence of collectors from the Middle East,
and the increasing participation of younger buyers. Middle Eastern clients
accounted for 8% of Christie’s global auction turnover in 2011; up from 5% in
2010 [Art market... 2012]. The main consumers are collectors buying artworks
from their own region. For the emerging art markets, the most common distribution
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channel is an art fair. In the United Arab Emirates, it is Art Dubai. In 2012, it
welcomed 22500 visitors, including 75 international museum groups and hosted
75 galleries from 32 countries, covering the Middle East, North Africa and South
Asia. According to the TEFAF Art market report 2010, the United Arab Emirates
are more importers rather than exporters on the international art market. In 2008,
their export of artworks amounted to 5.3 million EUR, and import — 62.0 million
EUR [The International Art Market... 2010]. In the United Arab Emirates,
investment in Western art is a priority declared in the national program of the art
market development. By 2013, the foreign affiliates of the Louvre and
Guggenheim Museum are planning to open in this country.

According to the behavioural approach, buying art has a strong emotional
motivation. In all the mentioned countries, these motivations are quite different.
The percentage of art treasures, including fine art, held for enjoyment is the highest
in the United Arab Emirates (75%), because of the large amount of rich collectors.
In other Arab countries it is much lower (38% in Qatar and 36% in Saudi Arabia).
In India, 69% of art treasures is held for enjoyment. In Latin America, this
percentage amounts to 54% in Mexico and 39% in Brazil. Moreover, the top
motivations of buying art in Latin America are similar to those in Europe —
enjoyment, culture, heirloom and sharing. In India it is different — consumers buy it
to show off, for pure investment or to earn respect [Profit or Pleasure?... 2012].

Russia has also become an important global art market player in recent years,
which is caused by its government regulation and the development of an art market
infrastructure. Russia is importing more art than exporting. It has sharply increased
its imports, from 8.9 million EUR in 2007 to 24.9 million EUR in 2008. On the
Russian art market, the main consumers are collectors, too [The International Art
Market... 2010].

It should be taken into consideration that the Russian art market already
operates a number of institutions: the International Confederation of Antiques and
Art Dealers; specialized schools training experts in the art business, and several
antiques auctions. A number of art market analysis tools have been developed: the
indicator of investment risk on the art market ARTinvestment, allowing to insure
risks in capital investments in art; the art index ARTIMX, designed to track market
trends; the evaluation model of cultural assets and collectibles. In 2005 Russia
launched the annual issue of the price listing DAR (analogical to European
Directories).

7. Ukraine: prospects for development
The Ukrainian art market can also be called emerging; no more than 1% of its

consumers are collecting art. It is less than 20 years old, with an annual turnover of
around 100 million USD. 95% of its commodity structure is antique art that is less
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exposed to the influence of crisis. One of its main problems is the lack of
infrastructure that is chiefly designed for art galleries and art fairs (ARSENALE,
Art Kyiv Contemporary). The cost of artworks by Ukrainian artists is undervalued
by about 40—60%, but the demand is much lower than the offered prices.

The key obstacles for its further development are: customs procedures;
inadequate system of taxation and bureaucracy; undeveloped institutional
framework; lack of art market analysis instruments; insufficient art projects’
funding. These are the areas requiring government reforms.

8. Conclusions

This research has proved that the global art market has its regional peculiarities
influencing its further development. Thus, the main drivers of the regional art
markets’ growth are the following:
— GDP growth; the increase in the share of the middle class population in the
region, the emergence of the class of wealthy collectors;
— favorable legislative environment, lowering taxes and customs duties on the art
market;
— the development of the art market infrastructure.
The systematization of regional art markets’ characteristics can serve as an
additional tool for decision-making by collectors and investors operating in these
markets.
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REGIONALNA SPECYFIKA GLOBALNEGO RYNKU SZTUKI

Strzeszczenie: Artykul analizuje rozwdj §wiatowego rynku sztuki z punktu widzenia jego
regionalnych osobliwosci. Ujawnione sa nowe trendy na migdzynarodowym rynku sztuki,
ktore maja wplyw na rozne regiony $wiata. Badanie opiera si¢ na analizie porownawczej
oraz danych zebranych przez Artprice, Europejska Fundacj¢ Sztuk Pigknych (TEFAF), Art-
Tactic i Barclays. Niniejszy dokument ma na celu odkry¢ gltdwne czynniki wzrostu rynku
sztuki w réznych krajach, ktére moga postuzy¢ jako doswiadczenie dla dalszego wdrazania
na Ukrainie.

Stowa kluczowe: swiatowy (globalny) rynek sztuki, regionalne osobliwosci, regionalizacja.



