














The acquisition of luxury

real estate is seen as the
combination of a long term 300
investment strategy and the
emotional  satisfaction  of Z0
acquiring “the best.” Like 200
a classic car, ne watch,
or piece of art, in order s
to achieve both a greater 100
nancial return and a state of =5

contentment for the owner, a
luxury real estate asset needs
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to be wunique. Addressing
this need for distinction,
we have increasingly seen

developers collaborate with
“Starchitects” and world-
renowned interior designers,
parlaying their existing luxury
brands to elevate the identity
of their buildings.

One may argue that new

luxury real estate could be

more challenging to create

than other luxury assets, as

products in this category are

de ned by the combination of a wide range
of factors that vary with each location and
property type. The right combination allows
such a property not only the ability to command
a premium, but also the ability to stand out
among its peers over time. In recent years,
some luxury real estate sellers have mistakenly
attempted to de ne a property as “luxury” by
setting a high price in order to attract interest,
when in fact the true determination of value
and driving market force is a higher standard
of quality.

With money market returns hovering in the low
single digits and credit conditions remaining
at historically tight levels, cash as a purchase
methodology has been de rigueur, enabling
this segment to largely side step the global
credit crunch. Credit conditions are expected
to remain unusually constrained over the next
several years.
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ASSET PERFORMANCE 10-Years
Classic Cars 430%
Stamps 255%
Coins 225%
Art 183%
Wine 182%
Jewelry 146%
Watches 83%
Chinese Ceramics 83%

Antique furniture -19%

Source: Knight Frank

The US housing market has been a key
bene ciary of this new global trend of investor

interest in luxury real estate assets. On a
comparative basis, conditions for real estate

investment in US cities like New York, Miami,
and Washington, DC are perceived by both
international and US investors as a “safe haven.”
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To international investors,
this safety is relative. Their
perception of the US as having
less political uncertainty,
regulatory risk, and tax
exposure as compared to
other countries has led to
the growth of luxury housing,
speci cally evidenced in the
Manhattan luxury housing
market. De ned as the top
10% of all sales during a
period, the luxury real estate
market has outperformed the
balance of the overall housing
market (assuming no use of
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leverage).
Over the last decade, our
Manhattan luxury market

index has realized a 105.7%
gain, outperforming the 71.4%
gain seen in the non-luxury
market. If leverage was used
over cash, the gains would be
signi cantly higher—-had an
investor used 50% leverage
to acquire luxury property over this period, the
gain on their initial investment could have been
211.4% in this scenario; if a luxury property had
been acquired using 65% leverage, the gain
would have been 387.8% over the decade, and
S0 on.

In the aftermath of the onset of the global
credit crunch, investors have been wary
of the volatility in the nancial markets,
but frustrated by low returns on their cash
holdings. In the search for greater returns and
safety, luxury investors have sought tangible
assets de ned by their high quality, a trend
based on the long-term view of this asset
class, of which luxury real estate is a part.
Given the weakness of economies across the
world and the widespread aversion to risk,
favorable conditions for luxury assets appear
to be here for the long run.





