ALTERNATIVER
INVESTMENT

LUXURY COLLECTIBLES,

A GROWING ASSET CLASS

After the 2008 meltdown, markets have gone through a decade of uncertainty, culminating in
the current global pandemic. Over the last decade, investors have begun to explore alternative
investments to the traditional stock market, concerned that old methods no longer preserved their
capital after financial disasters. As a result, alternative investments have grown in popularity due to
their low correlation to the general market and enormous possibilities.

The luxury collectibles market attracts collectors, high-net-worth individuals, and investors seeking
monetary gains and portfolio diversification. There are many different underlying asset classes, with
fine wine, art, jewelry, and watches being the most popular.

FINE WINE

Investing in wine is hecoming a more popular option among alternative investments. Liv-Ex 100
index had a very strong 40.5 percent rate of return in 2011, immediately after the financial crisis of
2008, when the rest of the financial world was in disarray.

In a more recent context, according to the same index, the fine wine market ended 2021 with a strong
performance, contributing to a quarterly increase of 5.16 percent. This underscored the ability of the
asset class to perform in an environment of uncertainty, including current inflation concerns, global
supply chain issues and stock market volatility: Fine wine prices continued to climb, ending the year
with three consecutive months of broad-hased growth.

Knight Frank Fine Wine Icons Index
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Source: KFFWII index, source Knight Frank, the Intelligence Lah.
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Investors should also be aware of the peculiarity of the asset class supply; many factors (some of
which are unpredictable) can affect the vintage of a fine wine, such as the vineyard geographical
location or the weather conditions, which can limit supply. As a result, these uncertainties also play
a significant role in the value of a wine on the market.

Market trends are also crucial when it comes to wine investing. Asian markets have demonstrated
an insatiable appetite for excellent wines in recent years, particularly Bordeaux’s first-growths. Fine
wines are widely sought after and have a very high value among China’s wealthy middle class, who
have proven to be ardent investors, purchasing wines from the best vineyards. As a result, many
wineries noticed and subsequently shifted their focus to Asia. The 2019 ProWein Business Report,
which surveys wineries globally, noted that three of the top four preferred markets were China, Japan
and Hong Kong. The surveys also indicated that Singapore and Taiwan were the top two emerging
markets. As such, the demand from the Far East does not appear to be slowing down anytime soon.

ART

In 2018, the art market was valued at $67.4 hillion, according to UBS. The same firm reported in the
Art Basel Report 2021 that 67 percent of art buyers viewed their purchases solely as investments.

Citi revealed that between 1985 and 2018, the art market returned an average of 5.3 percent every
year, based on auction data from Sotheby’s, Christie’s, and Phillips. Contemporary art outperformed
all others, with an average yearly return of 7.4 percent, while Impressionist art returned 5 percent.
The return on art most closely resembles the return on fixed-income assets, Citi further reported.
Developed market investment-grade honds returned 6.5 percent, while global high-yield bonds
returned 8.1 percent.

Investing in art

Estimated annualized returns 1985-2018 In USD

Asset class

ervere qury
Global Emerging Market Equity NG
Global Developed Market Equity NG
Hecge Func: S
Global Emerging Fixed Income |GG
Reelecere SR
Global High Yield Fixed Income |G
Contemporary Art 7.5% |
Global Developed Investment Grade Fixed Income [N
ImpressionistArt _ 5.0% |
coon N
commodties | I

Source: Art returns hased on Total Art, Contemporary Art, and Impressionist Art Indices. Source: CITI

| K I [:TS H N A N [: I Al. GH[]UP 737 N. Michigan Avenue, Suite 2120 « Chicago, IL 60611 < 312-337-1040 « www.ctsfinancialgroup.com

CONVERSATION | TEAMWORK | SOLUTIONS CTS Financial Planning, Inc. is an SEC Registered Investment Adviser.


https://www.prowein.com/en/Magazine/Business_Reports/Business_Report_2019
https://d2u3kfwd92fzu7.cloudfront.net/The_Art_Market_Mid_Year_Review_2021.pdf

As with wine, the return on investment in art is closely tied to supply and demand. In addition, several
internal and external factors influence prices in the primary and secondary art markets, including
the macro-economy, changes in taste, the quality of the work, and the reputation of the artists. This
makes it difficult, especially for inexperienced investors, to forecast swings in the art market.

On the other hand, a new art market with explosive growth has emerged: In 2021, the NFT market
generated a transaction volume of over $23 hillion. It is driving transformational change in the
creative arts. Having sparked global investors’ interest, NFTs are still considered as highly speculative
investments, rather challenging to value, manage, and understand, as well as not institutionalized.

JEWELRY AND WATCHES

Jewelry is another alternative asset class that has been popular for decades and widely used hy
investors as a portfolio diversification tool. Watches, for example, have continued to be popular for
generations. According to a Bain & Company report, the total jewelry market reached $264 billion in
2020.
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Jewelry and highly desirable, sought-after timepieces can become high-yielding alternative
investments. In addition, the abundance of information from well-known auction houses, such as
Sotheby’s or Phillips, concerning sales records adds to the field’s expanding popularity. In particular,
those pieces made of precious materials, such as colored gemstones, have increased in value by
709% over a ten-year period, outpacing the jewelry market in general.

These assets are interesting alternatives to stocks and bonds since they may have the ability to retain
value and even rise in value over time without correlation to the financial markets.
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CONCLUSION AND CAUTIONARY NOTE

Alternative asset classes are recognized for their often-low correlation to the stock market, making
them a potential alternative for investors who want to escape the traditional stock market’s volatility
and hedge against inflation. Thus, luxury collectibles provide an interesting diversification option;
properly managed, they may be a strong long-term investment. When compared to global markets
and other benchmarks, the value of a work of art or collection is sometimes influenced hy esoteric
variables and trends. It follows a trajectory independent of, or sometimes transcendent to, the general
economy.

On a cautionary note, these alternative investments are not without risks. In many of these asset
classes, good knowledge of the niche market is necessary since, from a financial perspective, the
value of collectibles can be subjective.

Furthermore, unlike equities, they are not traded on a regulated market but often between huyers,
sellers, and intermediaries on secondary markets, which results in poor liquidity. As noted by Tan
Siew Lee, OCBC’s Singapore head of wealth management, “The lack of liquidity is one of the most
significant hazards associated with collectibles. There is no pricing transparency, which raises the
risk for novice investors who are unfamiliar with collectibles.”.

Fraud and forgery, in the same manner, are common themes in the industry. One well-known example
Is Rudy Kurniawan, who sold millions of dollars in counterfeit bottles between 2004 and 2012, largely
through auction houses. Interestingly, Acker Merrall & Condit sold $35 million in Kurniawan bottles
in just two auctions.

Finally, it is important to note that many of these assets require some form of maintenance, storage,
and insurance, which entails additional costs.

Disclosures

CTS Financial Planning, Inc. (“CTS”) is an SEC registered investment adviser with its principal place of business in the State of lllinois. Registration does not imply a certain level of skill or
training. For information pertaining to the registration of CTS, please contact CTS or refer to the Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov). For additional
information about CTS, including its fees and services, please send us a written request for our disclosure brochure. This newsletter is provided for informational purposes only. The
information contained herein should not be construed as the provision of personalized investment advice. Information contained herein is subject to change without notice and should not be
considered as a solicitation to buy or sell any security. Past performance is no guarantee of future results. Investing in the stock market involves the risk of loss, including loss of principal
invested, and may not be suitable for all investors.

Anindex is a portfolio of specific securities whose performance is often used as a henchmark in measuring the performance of a specific asset class. Any references to a henchmark index
are included for informational purposes only as it is not possible to directly invest in an index. The historical performance results of each index do not reflect the deduction of transaction
and custodial charges, nor the deduction of an investment management fee, the incurrence of which would have the effect of decreasing indicated historical performance results. It should
not be assumed that your account performance or the volatility of any securities held in your account will correspond directly to any comparative benchmark index.

This content contains certain forward-looking statements which indicate future possibilities. Actual results may differ materially from the expectations portrayed in such forward-looking
statements. As such, there is no guarantee that any views and opinions expressed in this letter will come to pass. Additionally, this letter contains information derived from third party
sources. Although we helieve these sources to be reliable, we make no representations as to the accuracy of any information prepared by any unaffiliated third party incorporated herein,
and take no responsibility therefore. For information about your particular account holdings, please review the statements you receive directly from the custodian of your accounts or contact
us. All expressions of opinion reflect the judgment of the authors as of the date of publication and are subject to change without prior notice.
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