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1. SUMMARY 

This research paper seeks to examine whether Bordeaux Cru Classé (BCC) wine 

prices were in a bubble in 2011, and what the future for prices might hold.  

 

To achieve this the research paper looked to answer the following questions: 

• How have BCC prices evolved since 2003? 

• What is believed to have caused these changes?  

• Do these price changes fit the definition of a bubble? 

• How might prices evolve in the future? 

 

In summary, prices rose substantially from 2003-2011 before falling to a base in 

2014, from which they started rising again. Only one sub-sector categorically fits the 

definition of a bubble and a second satisfies a number but not all of the conditions. 

These are the Second Wines and the First Growths respectively.  

 

Increases in demand, investment and speculation caused a number of the wines to 

deviate from a proxy of fundamental value and enter into bubble-like excesses 

largely driven by real and perceived increases in Asian demand. This was then 

followed by a spectacular collapse in prices, driven by liquidation.  

 

Prices are expected to recover to previous levels quite quickly for the broad 

Bordeaux 500 Index (c. 2 years), followed later by the Fine Wine Investables Index 

(c. 3-5 years). The Second Wine and First Growth indices are expected to take much 

longer to recover previous levels, especially in real terms, (c. 5+ years).  Price 
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recovery is reliant on increasing globalisation and the growth in number and wealth 

of high net worth individuals, with which it has shared a strong positive correlation. 
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2. INTRODUCTION 

“If people were only buying these wines to invest in, it would be a bubble, but these 

wines are being consumed in the Far East, and demand is insatiable.”1 June 2011.  

 

The rise in Fine Wine and Bordeaux Cru Classé (BCC) prices in particular, to their 

peak in 2011, is commonly referred to as a “bubble”2 3. There has not, however, 

been any rigorous analysis of whether the term “bubble” is appropriate or not. 

Reports often fail to define a bubble, or analyse whether the model of a bubble 

shares any commonalities with the development of BCC wine prices over the period 

2003-16. Analysing whether a bubble definition holds or not could have implications 

for understanding the behaviour of prices in the future. Large nominal moves and 

subsequent corrections in asset prices can simply be part of a normal cycle for asset 

prices, whereas bubbles show extreme over-valuations of asset prices and can lead 

to deep and long term price declines, as witnessed by the data in Table 5, 

particularly for the Japanese stock market bubble in 1989. By analysing BCC wine 

prices over the study period 2003 to 2016, this research paper (RP) seeks to 

determine whether there was a bubble and what the future for prices may be.  

 

To achieve this the RP will look to answer the following questions. 

• How have BCC prices evolved since 2003? 

• What is believed to have caused these changes?  

                                            
1 

London wine merchant quoted in Barrett C. (2011). ‘Bordeaux bubble’ dulls appetite for fine wine. Financial 
Times. Available at: https://www.ft.com/content/b6511cce-9919-11e0-acd2-00144feab49a 
2
 Mustacich S. (2012). Has Bordeaux’s Bubble Burst. Wine Spectator. Available at: 

http://www.winespectator.com/webfeature/show/id/46287 
3 

Barrett C. (2011). ‘Bordeaux bubble’ dulls appetite for fine wine. Financial Times. Available at: 
https://www.ft.com/content/b6511cce-9919-11e0-acd2-00144feab49a 
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• Do these price changes fit the definition of a bubble? 

• How might prices evolve in the future? 

 
Any limitations in trying to answer these questions are raised in the methodology 
section. 
 
 
 
2.1 Historical context 

Bordeaux wines have been actively traded for hundreds of years and were England’s 

largest single import in medieval times4. London was the centre of the import 

business and the Vintners’ first charter was granted on 15th July 1363 for trade with 

Gascony5. Dimson (2014)6 noted that, according to Simpson (2011), until the First 

World War “an important quantity” of the best Bordeaux wines were sold to British 

buyers and Penning-Rowsell (1975) described the quantities as “nearly all”. This 

long history saw London develop as a centre for global fine wine trading and the 

legacy is still relevant today with London based merchants selling BCC wines around 

the world. 

 

As a result, trading records are available from London merchant, Berry Bros & Rudd, 

and Christies’ auction house sales ledger, going back over one hundred years. 

Dimson (2014) analysed the prices of the five First Growths from this data for the 

period 1900 to 2012, as shown in Table 1 below. 

 

  

                                            
4
 Lawrence, St. J. Jackson L.L.B (1989). The City and the Wine Trade: An Early History: Guild Hall Historical 

Association. 
5 

The Worshipful Company of Vintners. Origins and Development. [online]. Available at: 
http://www.vintnershall.co.uk/?page=origns_development 
6 Dimson, E. Rousseau, L. and Spaenjers, C (2014). The Price of Wine. Cambridge Judge Business School. 
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Table 1: Nominal and Real Ten-Year Returns on First Growths 1900-2012 

 

 
 

As can be seen in Table 1, there are large differences in the ten-year return periods 

whether looking at prices in nominal or real terms. That is especially apparent in the 

1970s, a period of high inflation. Overall Dimson (2014) found that the real, “inflation-

adjusted wine values did not increase over the first quarter of the 20th century, 

experienced a boom and bust around the Second World War, and have risen 

substantially over the last half century. Overall, we find an annualised real return of 

5.3% (ex-costs) between 1990 and 2012…”. It is interesting to note the volatility of 

the prices during the period analysed. 
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3. EXISTING LITERATURE 

This RP seeks to define the extent of the price movements in Bordeaux Cru Classé 

(BCC) wines from 2003 until 2016 and to investigate what the potential causes of the 

price changes might have been. The RP will then evaluate whether the price 

changes fit the definition of a bubble and seek to determine how prices might evolve 

in the future. 

 

The RP approaches this in four stages: 

1. Record and analyse BCC wine price movements from 2003-2016.  

2. Investigate what may have caused the price changes. 

3. Develop a consistent set of criteria for a bubble from data derived from other 

historic asset price bubbles and determine whether BCC wines’ price changes 

match the criteria.  

4. Finally, investigate whether the modelling of the price changes can provide 

any guidance as to the future direction of BCC wines. 

 

Current literature on fine wine price changes and investment bubbles can be split 

into three categories. The first includes that which focuses on the change in fine wine 

prices over time, with some looking at fine wine price in isolation such as Devine 

(2011). A second set of literature looks at fine wine prices in relation to other 

investable asset classes (Dimson 2014). The third and final set is composed of 

comparative studies primarily aimed at determining whether fine wine represents a 

good investment, based on returns and volatility.  
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These studies overlap the first of the research paper’s aims and provide necessary 

data on historical wine prices; particularly “The Price of Wine” (Dimson 2014), which 

analyses Bordeaux price data over the last 100 years.  

 

Kumar (2005) wrote extensively on wine investment in terms of portfolio 

diversification in his book. However, the period of study and comparison only runs to 

2003 and is, at 21 years, relatively short, which could lead to distorted results. 

Dimson (2014) studied a much longer period in his very comprehensive paper “The 

Price of Wine”; however, the limitations of this study with respect to this RP are that it 

stops short of determining whether BCC wines were in a bubble by 2011, how their 

value can be determined and what that might mean for prices in the future. 

 

The second category of literature reviewed focuses on bubbles in a wide variety of 

asset classes. There is literature covering virtually every asset bubble in the last 500 

years, from Tulip Mania to the DotCom bubble in studies such as those by the IMF’s 

Scherbina (2013) and Kindelberger and Aliber (2005)7. These studies are invaluable 

in helping to model what a bubble is, how they form and can to varying degrees offer 

some guidance on post bubble asset price performance. This literature overlaps and 

provides invaluable data for an important section of the Research Paper. 

 

The third category of literature includes the short reports from the media8, wine funds 

investor reports9, Liv-Ex research department blogs and reports, and opinions from 

                                            
7 

Kindelberger, C. and Aliber, R. (2005). Manias, Panics, and Crashes – A History of Financial Crises. John Wiley 
& Sons, Inc. 
8
 Cookson, R.,  Marriage, M. (2014). Luxembourg embroiled in fine wine row. Financial Times. Available at: 

https://www.ft.com/content/1cb6a028-df40-11e3-a4cf-00144feabdc0. Accessed May 2017. 
9
 www.thecise.com/umbraco/surface/.../getnewspdf?id...Fine%20Wine%20PCC%20Ltd. Accessed through 

cise.com pcc wine fund. 

 

https://www.ft.com/content/1cb6a028-df40-11e3-a4cf-00144feabdc0
http://www.thecise.com/umbraco/surface/.../getnewspdf?id...Fine%20Wine%20PCC%20Ltd
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market commentators. This last source is invaluable for gleaning contemporary 

information and market views. However, these commentators rarely take a top down 

view of the market and its place in history at that moment in time.  

 

3.1 Conclusion 

This RP seeks to build on the existing literature to model price changes for Bordeaux 

Cru Classé wines over the study period, to determine whether the wines were in a 

bubble and what, if any, conclusions can be drawn from these price changes. There 

appear to be no directly overlapping studies written on the specific topic of this 

research paper. This research paper will therefore be an addition to the existing body 

of research on fine wine prices. It draws from and links previous discrete studies to 

present findings on a new area of research, which can be built upon in the future.  
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4. METHODOLOGY 

There were four subsidiary questions to the two principal questions proposed in the 

title of this RP, for which the collection and analysis of data were required. The data 

came in a variety of forms: quantitative, qualitative and anecdotal, each requiring a 

different approach for analysis.  

 

The four subsidiary questions are considered below, in the order in which they 

appear in the RP proposal. The methodology employed for each respective data 

analysis is explained below, along with its limitations and suggestions as to how the 

topic could be researched in greater depth in the future.  

 

4.1 How have Bordeaux prices evolved since 2003? 

Data was collected from several sources. Wine price data was obtained from Liv-ex 

who have compiled historic wine prices into grouped sector indices10. Liv-ex 

arguably have the most complete and robust data since 2000. This data was 

obtained in September 2016 and covered the period from December 2003 to the end 

of August 2016.  It was analysed for the timing and magnitude of the price changes 

in their Fine Wine Investables Index (FWI) and Bordeaux 500 Index (BI500) indices 

and sub-indices. These two indices were chosen because they cover a large section 

of Bordeaux Cru Classé wines, with the added advantage of the BI500 index’s sub-

indices, which allows more specific analysis.  

 

                                            
10

 See Appendix 1 and Appendix 2 for index methodology. 
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Foreign exchange (FX) data was collected from the Bank of England11 and 

Saxobank12. This data was analysed in combination with movements in BCC wine 

prices, using the correlation coefficient statistical method, to determine if FX changes 

played any role in influencing BCC prices. 

 

A limitation in this RP is that it has studied nominal rather than real prices. Nominal 

prices were chosen because previous bubbles analysed were recorded in nominal 

terms. A more thorough study could rebase all the relevant comparative price indices 

for wine and other asset classes into real prices. However, CPI as shown by ONS13 

data was sufficiently subdued in the period 2003-16 that the divergence between real 

and nominal price performance is not material for the purposes of this study.  

 

With regards to base currency, British Pounds (GBP) seemed the appropriate choice 

upon which to base the analysis. Liv-ex indices are based in GBP, much of the 

Bordeaux trade historically went through the United Kingdom and a majority of the 

wine funds are based in London (though they can also have offshore domiciles) with 

GBP denominated funds. Bordeaux wines are now more globally fungible than ever 

and currency fluctuations are quickly reflected in domestic prices.  

 

 

 

 

4.2 What is believed to have caused these prices changes? 

                                            
11

 Bank of England. [online[. Available at:  www.bankofengland.co.uk 
12

 Saxobank. [online]. Available at: www.saxobank.com  
13

 Office for National Statistics. CPI: Consumer Price Index (% change). [online]. Available at: 
https://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/d7g7/mm23. Accessed Feb 2017. 

http://www.bankofengland.co.uk/
http://www.saxobank.com/
https://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/d7g7/mm23
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Given the complexity of the factors influencing the moves in fine wines prices, it is 

not possible within the scope of this Research Paper to conduct an exhaustive 

quantitative analysis of market-influencing factors.  The Research paper therefore 

adopted a multi-stage qualitative approach, gathering and analysing data from 

subject matter experts and conducting a comparative analysis of this versus a 

number of publicly available data sources, to triangulate and identify the most likely 

factors. 

 

A qualitative analysis was undertaken of wine fund reports, wine journals, academic 

papers, trade reports, media and Liv-ex blogs. This research generated a number of 

hypotheses of potential causes of the price changes. These hypotheses were ratified 

in exploratory discussions with members of the fine wine trade, and were then tested 

using an online questionnaire sent to key members of the fine wine trade.  

 

The questionnaire (see Appendix III) was issued to twelve leading players from 

several different fields in fine wine, from auction houses, wine funds, merchants, 

traders and academia.  All respondents were active professionals over the study 

period and they were chosen to represent a broad range of experiences and 

disciplines. The numbers questioned were not statistically significant in terms of the 

overall number of participants in the trade but this was deemed sufficient for the 

purposes of gathering the information required.  

 

The objective of the questionnaire was to confirm whether the causes highlighted by 

the research were backed up by the views of the wine trade. The questionnaire was 

not designed to solicit definitive answers on “what caused the price rises and falls”, 
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but structured in such a way as to invite the industry participants, with their deep 

knowledge of the market, to suggest the factors upon which they placed the greatest 

weight. It also included open ended questions to ensure the RP did not miss any 

potential evidence. 

 

The questionnaire identified a number of causes which were consistently regarded 

as being most likely to have caused the price behaviour of BCC wines. To triangulate 

this conclusion, a separate analysis was carried out whereby multiple data sources   

were analysed to see if publicly available data corroborated the hypotheses 

generated by the initial research. These data sources included material such as 

Hong Kong (HK) import data and wine fund reports. This multi-layered approach to 

gathering and testing the evidence was designed to increase its robustness.  

 

Furthermore, it was judged that this approach was superior and broader in its 

catchment of information than the approach originally suggested in the RP proposal, 

which foresaw interviews with five members of the fine wine trade. 

 

One limitation worth noting was the lack of definitive data on movement of inventory 

in bonded storage. One large UK bonded storage house had changed its systems 

and another was unwilling to provide data despite multiple requests. Only anecdotal 

evidence was therefore available. This data might have coincided with changes in 

market activity around the big BCC wine price turning points, which may have 

provided evidence supporting the theory of increased trading volumes in market 

manias.  
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London merchants’ sales and volume figures would have been very useful over the 

period, but again there was a reluctance by participants to provide exact data on this. 

Only anecdotal evidence was available. Further analysis of sales volume data would 

be beneficial. 

 

Another useful body of information would have been the degree to which investors, 

speculators and wine funds used leverage to buy BCC wines. Use of and availability 

of leverage, “thin air credit” as defined by Turner (2015)14, can amplify speculative 

excesses and crashes. There appears to be no research on this topic and accurate 

summary data is very difficult to collate, though there is evidence in some wine fund 

reports15 of this practice being employed. 

 

 

4.3 Do these price changes fit the definition of a bubble? 

To answer this question, a literature review and analysis of selected academic 

research and articles of previous bubbles were undertaken. From this analysis, the 

necessary information was derived to define the history, rationale, valuation metrics 

and new belief systems that might have caused the three non-wine bubbles 

analysed in this study to form, burst and recover. In other words, it was possible to 

define the parameters under which changes in an asset’s price could be deemed to 

be a bubble by looking at both quantitative and qualitative data. A set of common 

                                            
14 

 Turner, A. (2015). Between Debt and the Devil: Money, Credit, and Fixing Global Finance. Princeton 
University Press. 
15

 Fine Wine PCC Limited – Geared Fund Investor Report (May 2011). Available at: 
http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Lt
d. 

 

http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Ltd
http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Ltd
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criteria was then developed and the wine indices analysed to see whether they fitted 

these criteria, such as percentage changes in price, length of time for price recovery, 

percentage changes from fundamental value and the presence of a new paradigm 

belief. 

 

One of the most challenging aspects of the study was developing a methodology by 

which to measure BCC wine’s fundamental value and any subsequent deviation from 

it. Wine does not provide a cash flow / yield and there is no income stream to 

discount to present value. This was a problem which was also encountered by 

market participants during the Dotcom bubble (Valliere 2003)16, as young internet 

stocks paid no yield and traditional valuation measures were discarded.  A Barclays 

study (2012) placed fine wine in the “treasure” category along with art and other 

precious objects. The value therefore attributable to fine wine for High Net Worth 

Individuals (HNWIs), they argued, was derived from emotional and social motivations 

and asset diversification, which in economic theory would be called a utility value, 

itself impossible to measure with traditional financial valuation techniques (Vickery 

1945), (Pettinger 2017). The different motivations of the buyers of fine wine, such as 

speculators and collectors further distort any ability to calculate a fundamental value.  

 

As a result of this difficulty, a proxy was devised based on the concurrent growth 

between the increasing number and wealth of HNWIs and rising fine wine prices. 

Two ratios were constructed to compare the relationship between the number of 

HNWIs and the Liv-ex indices and the total wealth of HNWIs and the Liv-ex indices. 

                                            
16

 Valliere, D. and Peterson, R. (2003). Inflating the bubble: examining dot-com investor behaviour. Venture 
Capital. An international Journal of Entrepreneurial Finance. Vol 6 2004 p1-22. 
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Interestingly, these ratios were stable for a number of years from 2003, widened 

abruptly near the 2011 peak in wine prices, before reverting, in most instances, 

towards previous levels. These findings appear to validate the use of these ratios as 

a proxy for fundamental value. 

 

The percentage increase in the ratios were then compared against percentage 

changes in the other bubbles’ fundamental values, to validate whether this bubble 

criteria was met or not.   

 

An analysis was run to check the correlation coefficient between the HNWI data and 

the Liv-ex indices, and this was found to be positive, between 0.55 and 0.77 for all 

relationships17. There are of course limitations to the fundamental value proxy which 

stem from its short comparison period and the very broad and general data provided 

in the HNWI figures. Analyses of this relationship must also be careful not to confuse 

correlation for causation. As it is not possible to identify clear definitive causes for 

fine wine price rises, correlation is used as supporting evidence. Further research 

into how to measure the value of fine wine would be beneficial.  

 

4.4 How might prices evolve in the future?  

To answer this question a set of criteria was established which the previous bubbles 

all satisfied. The Liv-ex indices were then analysed against these criteria to establish 

whether they were in a bubble or not.  

                                            
17

 See appendix VI for correlation tables. 
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The relationship to HNWIs was examined to seek to understand the demand side of 

the equation and historical data courtesy of Dimson (2014) was analysed. From this 

analysis conclusions were drawn about the likely future path of BCC wine prices. 

 

One of the substantial drivers of increasing demand for BCC wines was the rise in 

the numbers of global HNWIs. Greater research into their growth, correlation to fine 

wine prices and impact upon the marginal demand for fine wines could help 

understand and predict growing BCC wine demand and therefore pricing. 

 

An analysis of the current behaviour of Bordeaux Chateaux in controlling the supply 

of stock into the market, witnessed by the decision of Chateau Latour in 201218 to 

leave the en primeur (EP) system, coupled with the consolidation of chateaux 

ownership into the hands of large, well-capitalised conglomerates, would be 

beneficial. This changing ownership structure is likely to be altering the supply profile 

and price sensitivity of the producers, which in turn affects the market.  

 

The main limitations in predicting future wine prices stems from the assumptions 

made in the strength of previous relationships, such as those with HNWIs, historic 

patterns being repeated and any changes to supply dynamics.  

 

  

                                            
18

 Anson, J. (2012). Château Latour to leave en primeur system. Decanter. [online]. Available at: 
http://www.decanter.com/wine/wine-regions/bordeaux-wines/en-primeur-coverage/chateau-latour-leaves-en-
primeur-31707/ 
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5. RESULTS AND ANALYSIS 

5.1 How have Bordeaux prices evolved since 2003? 

The Liv-ex Bordeaux 500 Index (BI 500) is made up of six component sub-indices: 

The First Growth 50 Index (FG50), The Right Bank Super 50 Index, The Second 

Wine 50 Index (SW50), The Sauternes 50 Index, The Right Bank 100 Index and The 

Left Bank 200 Index.19 

 

The Liv-ex Fine Wine Investables Index (FWI Index) “tracks the most “investable” 

wines in the market – around 200 wines for 24 top Bordeaux chateaux. In essence it 

mirrors the performance of a typical wine investment portfolio.”20 

 

In combination, these indices cover a comprehensive cross section of Bordeaux Cru 

Classé wines.  

 

 

 

 

 

 

 

 

 

 

                                            
19

 See Appendix 1 for Liv-Ex Bordeaux 500 Index components and methodology 
20

 Source www.liv-ex.com. See Appendix 2 for Liv-Ex Bordeaux Investables Index components and methodology  

http://www.liv-ex.com/
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Chart 1: BI500 vs FW Investables 

 

 

As can be seen from Chart 1, the performances of the BI500 and the FWI Index 

follow a very similar pattern. From a base of c. 100 in January 2004, the BI500 

reached a high of 300 in June 2011 and the FWI Index peaked at 370 only a month 

later in July 2011, with respective nominal gains of 200% and 265% for the 7.5 year 

period. Both indices then fell to lows in July 2014 of 235 and 254, representing falls 

of 22% and 31% respectively. From these lows, prices for the two indices rose 18% 

and 20% respectively, to 277 and 304 by August 2016, with much of the price gain 

achieved in 2016. 
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Table 2: BI500 and FWI highs and lows and corresponding changes in currency 

 

 

 

Table 2 shows the lows and highs for each price cycle of the two indices and the 

corresponding changes in currencies over the same period.  

 

Table 3: Correlation coefficients: BI500 & FWI indices & GBPUSD, GBPEUR. 

 

 

Table 3 shows the correlation coefficient of currency moves with the changes in the 

indices. There is a near perfect inverse correlation between moves in GBPEUR, 

GBPTWI and the indices, i.e. when GBP falls in value the indices rise in price and 

vice versa. This correlation is much weaker with GBPUSD and the indices. 

  

It is therefore important to consider the impact of currencies on the value of the 

indices when considering the causes of price changes. However, currency 

movements alone clearly do not account for the magnitude of price changes as seen 

above from 2004 to 2011. 

 

The BI500 index is the sum of six separate sub-indices and, as per Chart 2, their 

respective price changes vary quite considerably. The BI500 index has been strongly 

Date Event BI500 Δ% FWI Δ% GBPUSD Δ% GBPEUR Δ% GBP TWI Δ%

Jan-04 Low 100 101.5 1.8470 1.4520 100.16

Jun-11 High 300 200% 370 265% 1.6065 -13.02% 1.1080 -23.69% 78.88 -21.25%

Jul-14 Low 235 -22% 254 -31% 1.6815 4.67% 1.2531 13.10% 88.75 12.51%

Aug-16 End 277 18% 304 20% 1.3296 -20.93% 1.1850 -5.43% 78.27 -11.81%

FWI BI500

-0.66 -0.58 GBPUSD

-0.99 -0.99 GBPEUR

-0.97 -0.96 TWI
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affected by the price changes, most notably in the SW50 and the FG50 indices. 

These indices rose 692% and 349%, fell 39% and 42% before rising 31% and 21% 

respectively, in very similar time periods to the BI500 headline index.  

 

Chart 2: BI500 Sub-indices 

 

 

 

In summary, Bordeaux Cru Classé prices rose substantially from 2003 to 2011 by 

over 200%, then fell by just over 22% to July 2014, before rising nearly 20% to 

August 2016. The SW50 and FG50 sub-indices displayed the most extreme price 
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changes and played a leading role in accentuating BCC price moves. It is worth 

noting that the FWI Index shares a material component of the FG50 sub-index21. 

5.2 What is believed to have caused the Bordeaux Cru Classé price 

changes? 

An analysis was undertaken of wine fund reports, wine journals, academic papers, 

trade reports, media and Liv-ex research. This research highlighted what was 

believed to have been the main causes of the price changes. The most common 

reasons were then substantiated by an online questionnaire and the responses 

tested through further analysis of multiple sources of research and data.  

 

The questionnaire explained in the methodology section was sent out to a range of 

fine wine market practitioners, from individual traders to senior wine merchants and 

wine fund managers.22 They were presented with eleven possible reasons for price 

rises in the period 2003-2011 and nine possible reasons for the price falls from 2011. 

At the end of each of the two sections, they were provided the opportunity to add any 

other reasons that they thought relevant. The questionnaire was not intended to be 

definitive; however it was expected to capture a wide range of views and 

suggestions from experienced market participants.   

 

 

 

 

  

                                            
21

 See Appendix 2 for FWI Index components.  
22

 See full questionnaire in appendix 3  
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Table 4: Summary Questions & Scores from the Questionnaire 

No Score Question 
 

Cause of Price Rises from 2003-2011 

1. 2.00 Movements in foreign exchange rates. 

2. 4.62 The rise and growth of emerging markets and their consumers, such as 
China. 

3. 3.00 Greater awareness of fine wine by world consumers. 

4. 4.08 Greater awareness of fine wine as an investment by world consumers. 

5. 2.62 The steep rise in commodity prices from 2000-2011. 

6. 3.46 The general rise in world wealth (including real estate and stock markets) 
from 2000-2008. 

7. 3.77 Higher prices leading to more buying, leading to higher prices, a form of 
speculative mania. 

8. 3.85 The reduction of Hong Kong wine duty laws in February 2008. 

9. 2.92 The growth in interest in First Growth second wines, such as Carruades 
de Lafite. 

10. 3.33 The appearance and growth of Wine Investment Funds. 

11. 4.33 High levels of buying by speculators in Asia and globally who saw the 
emergence of the Chinese buyer and consumer as the start of a new and 
permanent surge in demand. 

Cause of Price Falls 2011-2014 

12. 1.85 The rise of counterfeit wines, especially in Asia. 

13. 2.69 There were very few new buyers coming into the market. 

14. 4.00 Release prices of the 2010 vintage were just too high relative to back 
vintages. 

15. 3.62 Prices had just become too high. 

16. 3.85 It was a bubble and they always burst. 

17. 3.77 The clamp down on graft by Xi Jinping in 2013. 

18. 2.08 Collapsing world wealth and stock markets in 2008. 

19. 2.33 The start of falling prices in commodity markets from 2011. 

20. 3.92 Excessive holdings of speculative stock being put for sale into the market 
place. 
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For additional reasons cited, please refer to Appendix IV. 

  

Averaging the scores retrieved from the survey, on a scale of 0-5, with 0 not being 

relevant and 5 being highly relevant, the participants found the following potential 

reasons for the price changes to be more relevant than others, (those above 3.75, a 

75% confidence level) ).  

 

5.2.1 For BCC price rises from 2003-11: 

2. The rise and growth of emerging markets and their consumers, such as  

 China.  4.62 (score) 

4. Greater awareness of fine wine as an investment by world consumers. 4.08 

7. Higher prices leading to more buying, leading to higher prices, a form of  

speculative mania. 3.77 

8. The reduction of Hong Kong wine duty laws in February 2008. 3.85 

11. High levels of buying by speculators in Asia and globally who saw the  

 emergence of the Chinese buyer and consumer as the start of a new and  

 permanent surge in demand. 4.33 

 

With regard to rising prices, the questions 2,4,7,8 & 11 in the questionnaire, which all 

received a higher relevance score, all relate to rising demand, through growth in 

consumer numbers, tax changes and / or growth in increasing investment and 

speculative demand. 
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5.2.2 For BCC price falls from 2011: 

15.  Release prices of the 2010 vintage were just too high relative to back  

vintages. 4.00 

17. It was a bubble and they always burst. 3.85 

18. The clampdown on graft by Xi Jinping in 2013. 3.77 

21. Excessive holdings of speculative stock being put for sale into the market 

place. 3.92 

 

With regard to falling prices, responses to questions 15, 17, 18 & 21 in the 

questionnaire were more varied, referencing high 2010 EP prices, a bursting bubble, 

the clampdown on graft in China and excessive speculative stock being sold. 

However, they do suggest falling demand and increasing supply in the market place.  
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5.3 Corroborating Data and Research 

The following reasons identified by the research and questionnaire are analysed in 

further detail in the section below, and where possible validated by available 

research and data. 

 

5.3.1 Price Rises 

In 2013, Liv-ex published a research piece on their blog23 showing a strong 

relationship between the rising number of billionaires and a rise in the Liv-ex 100 

index until mid-2011 (Chart 3 below). This research followed on from previous 

reports in 2011 suggesting a strong correlation between the global population of high 

net worth individuals (HNWIs) and blue-chip wine prices (Dimson 2014). An IMF 

study24 argues there is a positive correlation between rising world wealth, demand, 

emerging markets consumers and oil and fine wine prices, and Dimson (2014) notes 

a “Barclays study in 2012 that indicates about one quarter of HNWIs around the 

world owns a wine collection, which on average represents 2% of their wealth”. This 

implies a link to question 2 in the questionnaire which relates to the growth of 

emerging market consumers and the rise in world wealth, and rising wine prices, 

validating this hypothesis.  

 

It is curious to note the break down in the relationship of wine prices and billionaires 

at the time of the peak of Liv-ex indices in 2011, despite holding over the 2008-09 

period. 

                                            
23

 Liv-ex Insights. (2013). Fine wine and billionaires. Liv-ex. [online]. Available at: http://www.insights.liv-

ex.com/2013/03/fine-wine-and-billionaires-in-2013.html 
24

 Cevik, S. and Sedik, T. (2010). A Barrel of Oil or a Bottle of Wine: How do Global Growth Dynamics Affect 
Commodity Prices? IMF 
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Chart 3: Performance of the Liv-ex 100 Index vs est. number of Billionaires 2002-12 

 

 

Further evidence that would lend credibility to questions 4, 7 and 11 in the 

questionnaire, relating to a “buying mania”, is any concurrent sharp rise in both 

prices and transaction volumes, leading up to 2011. In their January 2011 monthly 

report Liv-ex noted that “trading activity doubled in 2010, whilst prices as measured 

by the Liv-ex Fine Wine 100 Index are up 41% in just one year”.25  

Question 8 and, to an extent, question 11 seem to be validated by a spike in import 

data for Hong Kong (HK), for the Quality Prestige Category, French Still Light 

                                            
25

 www.cellar-watch.com  https://b8f319af21de4a37945a-
f3faacc7d948bbd1ed63325a98ccf9be.ssl.cf3.rackcdn.com/MarketReport_January2011.pdf  

http://www.blog.liv-ex.com/
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Wine26, which shows a surge in 9L case volumes between 2007 and 2011, from 

63,000 9L cases to 240,000. This figure then subsides steadily to 130,000 by 2015. 

The value figures show a corresponding pattern, rising from US$71 million to 

US$346 million and back down to US$165 million by 2015. All other countries’ 

exports to Hong Kong continued to grow through 2007 to 2015 though they are a 

fraction of the value of French wine.  

 

Hong Kong is the gateway to the Chinese mainland market and this evidence backs 

up the suggestion (question 11) that the rise and growth of the Chinese consumer 

and / or speculator, coupled with the Hong Kong duty changes (2008), played a role 

in affecting wine prices. Further evidence for the growth of HK as a gateway is the 

rapid increase in auctions taking place from 2008 onwards, as shown in section 

5.5.1. This point was argued again by Liv-ex in their blog27. The Hong Kong import 

data, however, covers a wide category of French wines and not just Bordeaux Cru 

Classé wines.  

 

It should also be noted that in 2009 China unleashed a huge fiscal stimulus, which 

the IMF estimates was the third largest package ever implemented by any country28. 

 

Wine funds seem to have played a significant role in accumulating stock from 2003 

onwards, as well as liquidating holdings post 2011, even though the related question 

(10: the appearance and growth of wine investment funds) only scored 3.33 in the 

                                            
26

 www.theiwsr.com data provided by IWSR.  
27

 Liv-ex Insights. (2011). Glass half full: wealth creation and wine. Liv-ex. [online]. Available at: 
http://www.blog.liv-ex.com/2011/12/wealth_creation_and_wine.html 
28

 Australian Government, The Treasury. (2011) Working Paper 2011-01: Chinese Macroeconomic Management 
through the Crisis and Beyond. [online]. Available at:  
http://www.treasury.gov.au/PublicationsAndMedia/Publications/2011/Chinese-Macroeconomic-Management-
Through-the-Crisis-and-Beyond/working-paper-2011-01/Chinas-stimulus-package 

http://www.theiwsr.com/
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questionnaire. The lower score may be due to a lack of widely published data on the 

size and number of wine funds and the fact that this is a very specialised section of 

the market. 

 

Wine funds brought the first institutional money into wine investing29. The first public 

wine funds were launched in 200330, followed by a rapid number of new wine fund 

start-ups between 2003 and 2008, then several forced closures in 2013.  

 

According to Chris Smith of the Wine Investment Fund, in 2011 “total holdings in 

formal funds […] and quasi-managed funds (like Berry Bros) are around USD 1’200 

million [Rose, 2011]. We thus are looking at a market that is by no means small and 

that has gained in importance over the last decade”.31 In a research paper published 

in 2014 by the Wine Investment Fund32, total worldwide stocks of investment grade 

wine were estimated to be around £5-6 billion (c. $9 billion at 2011 exchange rates) 

with 30-35% held for investment purposes. The variation in the numbers cited above 

may be accounted for in the additional vintages to 2014 and investment wines held 

by individuals. What is clear is that investment in wine represented a substantial 

portion of incremental supply and demand.  

 

The numbers above show a substantial wave of new money entering the fine wine 

market, much of which was channelled into BCC wines, as shown in the investment 

                                            
29

 The Wine Investment Fund Report (2014). Have the prospects for wine returns changed?. Supplied direct. 
30

 ibid 
31

 Masset, P. and Weisskopf, JP. (2014). Wine funds – an alternative turning sour? Lausanne Hotel School; 
University of Fribourg; University of Lausanne. 
32 

The Wine Investment Fund (2014). Have the prospects for wine returns changed? 
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breakdown of the Fine Wine PCC fund, which had 67% of its fund invested in the five 

“first growths” and the rest in other BCC and right bank wines33. 

  

The cumulative positive returns from 2003 to 2010 (excluding 2008) likely acted as a 

positive driver in attracting further investment.34 There is also evidence of leverage in 

new start up wine funds. The Fine Wine PCC Geared fund, started in 2008, 

highlighted in their June 2011 investor report35 leverage of 52%. Whilst this is only a 

small fund, it is evidence that there was leverage being employed to buy wine, or 

“thin air” credit. The degree of leverage is important as it can exacerbate the size of 

a market’s rise and the swiftness and depth of any correction, due to the amplified 

power of deleveraging in the down cycle. 

 

In conclusion therefore, the primary drivers for the rise in BCC wine prices were 

increasing demand (with some degree of leverage / thin air credit) and awareness, 

leading to speculation based partially on fundamentals (the growth of China and duty 

changes) and “new paradigm” arguments, which are examined later in the 

document. 

 

 

 

5.3.2 Price Falls 

                                            
33

 Fine Wine PCC Limited – Geared Fund, May 2011 Investor Report. (2011).  Available at: 
http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Lt
d. 
34

 Devine, L. and Lucey, B (2011). Is Wine a Premier Cru Investment? Trinity College Dublin, Glasgow School for 
Business. p18. 
Fine Wine PCC Limited – Geared Fund, May 2011 Investor Report. (2011).  Available at: 
http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Lt
d. 

http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Ltd
http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Ltd
http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Ltd
http://www.thecise.com/umbraco/surface/proxyapi/getnewspdf?id=176944&name=Fine%20Wine%20PCC%20Ltd
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The forced closures of wine funds in 2013 were largely driven by investor liquidations 

and partially driven by fears of fraud36, as witnessed in the collapse of wine 

investment company Vinance plc37 and others. Several wine funds were effectively 

open ended funds and once investors sought to liquidate their positions, these funds 

were forced to sell wines into a falling market, compounding their losses (Masset and 

Weisskopf 2014), and ultimately leading to their demise. This forced the closure of 

the Vintage Wine Fund38 39. The Wine Investment Fund is one of the few survivors in 

this field as they run a rolling five-year investment plan and were therefore able to 

ride out the price falls. 

 

Where leverage was present, as in the Fine Wine PCC fund, the results were even 

more pernicious. According to the Fine Wine PCC40 June 2014 investor letter, the 

fund was still liquidating into the market in 2014. They also note a supply overhang 

form the Noble Crus wine fund liquidation,41 with an estimated £50m-60m worth of 

stock to sell. A proprietor of a UK based bonded storage company also noted a 

“massive slowdown”42 in movement and transaction volumes for red Bordeaux wines 

post 2011, which would imply an equivalent slowdown in the volumes of wine 

transacted in the market post 2011. Selling into a falling market with reduced 

demand only further exacerbated the price falls.  

 

                                            
36

 Cookson, R. and Marriage, M. (2014). Luxembourg embroiled in fine wine row. Financial Times. Available at: 

https://www.ft.com/content/1cb6a028-df40-11e3-a4cf-00144feabdc0 
37

 Ford, S. (2014). Electus Wines Ltd – rises from the ashes of Vinance plc… or does it? Investdrinks (blog). 
[online]. Available at: http://investdrinks-blog.blogspot.co.uk/2014/11/electus-wines-ltd-rises-from-ashes-of.html 
38

 Kevany, S. (2014). Wine Investment Funds Founder. Meininger’s WBI. [online]. Available at: http://eleanor-

wine.com/wp-content/uploads/2015/11/WBI_314_p07_wine_funds-1.pdf 
39

 Kelleher, E. (2013). Wine fund market brought to its knees. Financial Times. [online] Available at: 
https://www.ft.com/content/9017dcfa-d27e-11e2-aac2-00144feab7de 
40

 www.thecise.com/umbraco/surface/.../getnewspdf?id...Fine%20Wine%20PCC%20Ltd 
41

 Fine Wine PCC Nov 2013 Investor report: http://www.finewinepcc.com/investor-reports/ 
42

 Bevan (2017) Nexus Wine Collections. Comparative figures not available as the business was growing year on 
year. 
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The evidence for wine fund closure and subsequent liquidation, whilst not highlighted 

as a major cause by questionnaire respondents, is validated by reports and data and 

ties in with excessive stock liquidation, which supports question 21 in the 

questionnaire.  

 

The Financial Times reported in June 201143 that London wine merchants were 

reporting sales running at half the volume of the previous year, in part due to large 

price increases coming out of Bordeaux. Quoting Simon Staples of Berry Bros and 

Rudd, “one of the world’s biggest buyers of Bordeaux”, “we have sold about 40,000 

cases of Bordeaux, which at this point is half the volume of last year…..we will end 

up selling half of what we sold last year”. This was further evidence of falling demand 

due to high prices.  

 

 Gubbins (2017)44 made the point that with the 2010 vintage release prices being so 

high, the shape of the wine investment return yield curve had flattened and even 

inverted. This meant that there was reduced positive carry from investing in young 

vintages and selling them 10-20 years later, when currently the older vintages were 

the same price or cheaper without even factoring in capital, storage and insurance 

costs. Add to this the fact that BCC wines were being bought for investment rather 

than consumption, and would thus be offered for sale into the market 10-20 years 

later, depressing mature vintage prices and making the whole investment case even 

weaker. In short, the investment rationale was being seriously undermined by current 

market pricing. Even for collectors it now paid not to have a large cellar of wines but 

                                            
43

 Barrett C. (2011). ‘Bordeaux bubble’ dulls appetite for fine wine. Financial Times. Available at: 
https://www.ft.com/content/b6511cce-9919-11e0-acd2-00144feab49a . Accessed May 2017 
44

 Gubbins, R. (2017) Fine wine trader, personal comment.  
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to buy mature wines when needed. As this new market dynamic was realised, so EP 

buying at higher prices from traditional markets, especially the US45, fell away. As 

Paul Pontallier noted in the film Red Obsession (2013), there was a big pivot for the 

2010 vintage towards Asia from traditional markets. 

 

With respect to the clampdown on graft by President Xi Jinping in China (question 

18), in an article in Institutional Investor, Justin Gibbs the co-founder of Liv-ex 

noted….”Given the size of the Chinese state sector in the overall fine wine market, 

one should not underestimate the impact”.46 Miles Davis, co-founder of Wine Asset 

Managers noted in the same article.. “A lot of the money being used to purchase 

wine in China was state money…..Xi’s clampdown on graft has had a very significant 

effect on the market, and that’s not the kind of consumption base that’s likely to 

come back.” Anecdotally, the clampdown seems to have had an effect on further 

depressing demand when prices were already weak.  

 

It could therefore be concluded that, with regard to the price falls, these seem to 

have been caused by excessive pricing of the 2010 vintage, the clampdown on graft 

by China and excessive stock holdings being liquidated.  

 

5.4 Definition of a bubble 

5.4.1 Definition of a bubble 

                                            
45

 Red Obsession (film). [online] David Roach, Warwick Ross (2013). Accessed June 2016. Available at:  
https://www.youtube.com/watch?v=vsR3HxB-N3c  May 2017 
46 

Timms, A. (2014) Accessed May 2017. Available at: 
http://www.institutionalinvestor.com/Article/3314735/Asset-Management-Hedge-Funds-and-Alternatives/Fine-
Wine-Market-Has-Hangover-from-Chinas-Corruption-Crackdown.html#.WQHYeNLyvb0 

https://www.youtube.com/watch?v=vsR3HxB-N3c
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Below are three definitions of a bubble from Robert Shiller, the IMF and Nasdaq. 

They all vary, which highlights the complexity in defining a bubble. However, the one 

characteristic they all share is that a bubble is considered to be a deviation in an 

asset’s price or value away from its fundamental value, driven largely by new beliefs. 

Determining an asset’s fundamental value can be difficult, especially for assets 

which do not produce a yield or cash flow, such as fine wine. 

 

 “I define a speculative bubble as a situation in which news of price increases spurs 

investor enthusiasm, which spreads by psychological contagion from person to 

person, in the process amplifying stories that might justify the price increases and 

bringing in a larger and larger class of investors, who, despite doubts about the real 

value of an investment, are drawn to it partly through envy of others’ successes and 

partly through a gambler’s excitement.”, Robert Shiller47. 

 

“There are a number of ways to define a bubble. A very straightforward definition is 

that a bubble is a deviation of the market price from the asset’s fundamental value”, 

IMF48. 

 

“A market phenomenon characterized by surges in asset prices to levels significantly 

above the fundamental value of that asset. Bubbles are often hard to detect in real 

time because there is disagreement over the fundamental value of the asset.” 

Nasdaq49. 

 

                                            
47

 Shiller, R. (2005). Irrational Exuberance. 2
nd

 edition. Princeton, NJ: Princeton University Press 
48

 Scherbina, A. (2013). Asset Price Bubbles: A Selective Survey. IMF 
49

 Nasdaq. Economic Bubble definition. [online]. Available at: 
http://www.nasdaq.com/investing/glossary/e/economic-bubble 

http://www.nasdaq.com/investing/glossary/m/market
http://www.nasdaq.com/investing/glossary/a/asset
http://www.nasdaq.com/investing/glossary/a/asset
http://www.nasdaq.com/investing/glossary/a/asset
http://www.nasdaq.com/investing/glossary/e/economic-bubble
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5.4.2 Analysis of previous bubbles  

“The 1980s real estate bubble in Japan was so massive that by the end of the 

decade the chatter in Tokyo was that the market value of the land under the Imperial 

Palace was greater than the market value of all the real estate in California”50 

 

This RP has analysed three fairly recent and well documented bubbles. They are all 

referred to as bubbles in the numerous academic texts that analyse them and by the 

media. The three bubbles are the Nikkei 225 (1989), the Dotcom (2000) (or Nasdaq) 

and the Irish Housing51 (IH) (2006) bubbles. The Nikkei 225 and Dotcom bubbles 

were in equity markets (the Nikkei 225 bubble occurred in conjunction and to some 

degree as a cause of a massive contemporaneous Japanese real estate bubble).  

 

Table 5 below shows the time frames over which they occurred, the percentage level 

changes and the recovery levels and dates. 

 

Measures of price amplitude over time vary (start-peak, peak-trough, trough-

recovery). However, there appears to be no common feature between them, possibly 

because the definition of the start point could be reliant on a variety of different 

measures, as could be the final trough price. In this instance, the start points are 

taken from when the market prices started to deviate from long term norms and 

started to see accelerated price moves. In the case of the Nikkei, for example, the 

final trough level occurred many years after the initial sharp falls in price.  

                                            
50

 Kindelberger, C. Aliber, R (2005). Manias, Panics, and Crashes – A History of Financial Crises. John Wiley & 
Sons, Inc.  …p146 
51

 McWilliams, D. (2016). Ireland needs to avoid another property bubble at all costs. Personal blog. [online]. 
Available at: http://www.davidmcwilliams.ie/2016/10/03/ireland-needs-to-avoid-another-property-bubble-at-all-
costs 
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However, the size of the rise in percentage terms does show some commonality: 

747% for the Nikkei 225, 748% for the Dotcom and 615% for the IH. The first two 

also show similarities in the size of their falls at 80% and 83% respectively; IH fell 

46%. The notable difference in the size of the rises and falls between the two equity 

indices and the Irish housing market could possibly lie in the degree of leverage 

available to market participants during the bubble (though this is beyond the scope of 

this RP to demonstrate), the nature of the underlying asset and the speed of 

executing transactions; equities trade much more quickly between participants than 

housing. 

 

The Dotcom bubble was the only market to recover 100% of its losses, which took 

14 years from the low. The Nikkei 225 bubble has only recovered c. 50% of its 

losses some 27 years after the peak. To the end of December 2016, the IH bubble 

briefly recovered 25% of its losses in Q2 201252, before receding again, and by the 

end of Q3 2016 had still not recovered 25% of its losses, nearly 11 years later. 

 
 

 

 

Table 5: Performance of the Nikkei 225, Nasdaq and Irish Housing indices through 

their respective bubble phases 

                                            
52

 The data from www.cso.ie for this quarter seems out of line with corresponding quarters, unless there was a 
7% rise, then fall for this quarter alone, so is likely an error. 

http://www.cso.ie/
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*Latest price performance measured from peak index levels 

Data sources:
53

 
54

 
55

 

 

When trying to analyse the three bubble’s deviations from perceived fundamental 

value, we see that the price / earnings ratio (P/E) for the Nikkei 225 soared from c. 

25 in the early 1980s to 80 in the late 1980s and then back down to 40 in the early 

1990s56. For the Dotcom bubble the Nasdaq P/E ratio soared from c. 20 in the mid 

1990s, to hit a peak of 156 in 2000 and currently has a P/E ratio of c. 20. As a point 

of reference, in the period 1872-200057, the S&P 500 United States stock index had 

a P/E ratio normally moving within a range of 8-20, with occasional spikes to 6 or 26 

and a high of 29.6 in early 2000. (Note that whilst growth stocks such as those in the 

                                            
53

 Department of Housing, Planning, Community and Local Government. Accessed June 2016. Data on Second 
Hand Dublin homes. [online]. Available at: 
http://www.cso.ie/px/pxeirestat/pssn/doehlg/Database/DoEHLG/Housing%20Statistics/Housing%20Statistics.asp 
54

 Nikkei 225 official site. Historical data (Nikkei 225). Available at: 
http://indexes.nikkei.co.jp/en/nkave/archives/data   
55

 Saxobank.  
56

 Shiller, Kon-Ya, Tsutsui. (1996) Why did the Nikkei Crash? Expanding the Scope of Expectations Data 
Collection. The Review of Economics and Statistics. Vol 78, No 1. pp. 156.164 
57

 Campbell, J. Shiller, R. (2001) Valuation Ratios and the Long-Run Stock Market Outlook: An Update. National 
Bureau of Economic Research. Working Paper 8221 p10 & p36. 

 

Start Peak Trough Rebound Rebound Rebound Latest*

25% 50% 100%

Nikkei

Date 01/11/1977 01/12/1989 01/04/2003 01/12/2005 NEVER NEVER 31/12/2016

Level 4,597                 38,915               7,603                 19,494               

years 12.1                   13.3                   2.7                     27.1                   

% change 747% -80% -49.9%

Nasdaq

Date 01/10/1996 01/03/2000 01/10/2002 01/10/2006 01/08/2012 01/08/2016 31/12/2016

Level 568                    4,815                 796                    4,867                 

years 3.4                     2.6                     4.0                     9.8                     13.8                   16.8                   

% change 748% -83% 1.1%

Dublin housing

Date 01/01/1993 01/01/2006 01/01/2012 01/06/2012 NEVER NEVER 31/12/2016

Level 76,814               549,330             294,452             352,880             

years 13.0                   6.0                     0.4                     11.0                   

% change 615% -46% -36%

http://www.cso.ie/px/pxeirestat/pssn/doehlg/Database/DoEHLG/Housing%20Statistics/Housing%20Statistics.asp
http://indexes.nikkei.co.jp/en/nkave/archives/data
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Nasdaq would be expected to attract higher P/E ratios to those in traditional stock 

markets, investigation of that relationship is beyond the scope of the RP.) 

 

One metric for valuing the Irish housing market is the price / income ratio. This ratio 

rallied 100% from 1996-2007 with rental yields falling from a previous 8% equilibrium 

to 4% by the peak of the bubble. Housing as a proportion of Gross National Product 

(GNP) went from 4-6% (a developed market norm) to 15% by 200658. 

 

It is clear from these figures that all three markets deviated from their fundamental / 

previous valuations.  

 

5.4.3 New paradigm story – this time it is different. 

Outside of quantitative data, have the three bubbles shared other features that are 

common in a bubble, such as the belief in a “new paradigm”, which can drive 

valuation re-ratings? 

 

The IH bubble was, according to Morgan Kelly59, a credit bubble, derived from 

improving economic fundamentals, which led to increased wages and a massive rise 

in bank lending. The feedback loop of rising property values against which loans 

were raised allowed further lending. Bank lending to the non-financial private sector 

surged from 60% in 1997 to 100% of GDP in 2008.60 One focal point that drove 

speculators’ ambitions further was Ireland joining the Euro common currency in 

                                            
58

 Kelly, M. (2009). The Irish Credit Bubble. UCD Centre for Economic Research, Working Paper Series. Ireland. 
Available at: https://www.ucd.ie/t4cms/WP09.32.pdf 
59

 Kelly, M. (2009). The Irish Credit Bubble. UCD Centre for Economic Research, Working Paper Series. Ireland. 
Available at: https://www.ucd.ie/t4cms/WP09.32.pdf 
60

 ibid 
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January 1999, when central bank short term interest rates would fall from 6% to 3% 

overnight. This was expected to provide a large boost to house prices, encouraging 

further speculation61. This experience would fit Shiller’s definition of a form of 

speculative mania, and aided by what Aidar Turner (Turner 2015) and Professor 

Steve Keen62 of Kingston University, would call thin air credit creation.  

 

Shiller (1996) 63 argues the Nikkei 225 bubble was driven by speculation; thin air 

credit in the form of new 100 year mortgages64 was plentiful according to 

Kindelberger (2005), though Posen (2003)65 argues that the large increase in the 

money supply at the time was merely coincident rather than causational. Wood66 

convincingly argues that the twin bubbles (real estate and equity) were ignited by 

interest rate deregulation, then subsequent massive increases in land-based loans, 

with banks issuing stock and bloating their valuations. Here again we see the mania 

and thin air credit arguments. 

 

For the Dotcom bubble, Valliere and Peterson (2003)67 discovered that professional 

investors had adopted the “new paradigm” belief, were struggling to calculate stock 

values and were, as a result, prepared to assign much higher valuation multiples to 

                                            
61

 Irish Times. (1998). Housing boom is driven by imminence of euro. Irish Times. Ireland. [online]. Available at : 
http://www.irishtimes.com/business/housing-boom-is-driven-by-imminence-of-euro-1.135254   
62

 Keen, S. (2017) What caused the 2008 Crisis & Will There Be Another One? Presented 8
th
 March 2017, 

Committee Room 14, House of Commons. 
63

 Shiller, Kon-Ya, Tsutsui. (1996) Why did the Nikkei Crash? Expanding the Scope of Expectations Data 
Collection. The Review of Economics and Statistics. Vol 78, No 1. pp. 156.164 
64

 Kindelberger, C. and Aliber, R (2005). Manias, Panics, and Crashes – A History of Financial Crises. John 

Wiley & Sons, Inc. p154.  
65

 Posen, A. (2003). It Takes More Than A Bubble To Become Japan. Institute for International Economics 
Working Paper No. 03-9. 
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 Wood, C (1992). The Bubble Economy: Japan’s Extraordinary Speculative Boom of the 80s and the Dramatic 
Bust of the 90s. The Atlantic Monthly Press. 
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 Valliere, D. and Peterson, R. (2003). Inflating the bubble: examining dot-com investor behaviour. Venture 
Capital. An international Journal of Entrepreneurial Finance. Vol 6 2004 p1-22. 
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Dotcom stocks than they would have otherwise. They argue this led to four positive 

feedback loops contributing to the creation of a bubble.  

 

The “new paradigm” belief in the Dotcom bubble was also widespread in the retail 

investing community, the new internet stocks were going to change everything, and 

a mania developed.68 

 

This situation was exacerbated by further availability of credit in the financial system 

through easy monetary policy, with the US Federal Reserve cutting interest rates 

twice in the wake of the LTCM crisis69 and providing liquidity ahead of the Y2K 

millennium fears70. 

 
5.4.4 Criteria for a bubble 

Analysis of the three bubbles above highlights the five following common features, 

which can be interpreted as the criteria required for the definition of a bubble: 

1. Price increases of c. 500% or more in the bubble creation phase. 

2. Price falls of c. 40% or more in the bursting phase. 

3. Time to full nominal price recovery, greater than 5 years. 

4. Deviation from a measure of fundamental value, 100% or greater. 

5. Formation of a belief in a “new paradigm” leading to increased speculation. 

 

  

                                            
68

 Dot-com bubble. (2016). Wikipedia.com. [online]. Available at: https://en.wikipedia.org/wiki/Dot-com_bubble 
69

 Shirreff, D. (2000). Lessons from the Collapse of Hedge Fund, Long Term Capital Management. Available at: 
https://eml.berkeley.edu/~webfac/craine/e137_f03/137lessons.pdf p10   
70
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5.5 Wine’s deviation from fundamental (utility) value 

Fine wine pays no yield and will earn no future cash-flow. Most conventional financial 

valuation models, such as present value discounted cash flow, cannot be applied. 

Defining fundamental value is therefore problematic, as is comparing wine to other 

yielding assets, an issue confronting wine fund managers as highlighted by Philip 

Staveley, Head of Research at Amphora Portfolio Management71.  

 

The motivation of buyers will also vary between speculators and collectors, the latter 

obtaining an increase in utility through ownership, which Barclays (2012) assert is a 

complicated mix of social and emotional motivations and a desire to diversify assets. 

Therefore the valuation of wine is closer to an economic utility model than a financial 

fundamental value model. 

The study also found that c. 25% of HNWIs owned wine, that number remaining 

reasonably constant from five years prior to the study, and that it was their 

expectation it would continue to be so for the next five years. HNWIs who owned 

wine allocated on average 2% of their wealth to wine. Given the constant nature of 

the HNWI ownership figures we can deduce that the fundamental / utility value of 

fine wine should be closely linked with the number and wealth of HNWIs, as 

highlighted in Chart 3, and pointed out by Liv-ex, “there is a strong correlation 

between the global population of HNWIs and fine wine prices as demand for blue-

chip wines is closely linked to wealth creation.”72 Therefore if HNWI numbers and 

wealth rises, then there is a shift in the demand curve for fine wine. Analysis of the 
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CapGemini World Wealth Reports73 shows the number of HNWIs growing by an 

average of 6.23% per annum and their wealth growing by 6.72% per annum, over 

the 2003-2015 period.  

 

Interestingly Giraud-Heraud & Pickery (2013)74 argue that the difficulty in 

establishing fair value for wine increases the risks of creating a bubble, much like 

Valerie and Peterson (2003) argued for Dotcom stocks in 2000, where established 

valuation methods were being cast aside. 

 

If fine wine prices show a strong positive correlation with the number and wealth of 

global HNWIs, then any substantial deviation in the ratio of the Liv-ex indices to the 

number and wealth of HNWIs over time would highlight that the wines are deviating 

from a normal, established utility value, which is the closest one can get to a 

fundamental value for fine wine. These ratios in effect act as a proxy for 

understanding fundamental value in wine. There are of course limitations to this 

analysis which are covered in the methodology section.  

 

If that assumption is accepted then the following charts below highlight how the ratio 

of HNWIs and the Liv-ex indices deviated from prior levels. The fact that the ratios 

did deviate, and in the main come back down to similar ratios as before, adds some 

credibility to the theory, especially as the largest deviations occurred around the time 

of peak wine prices in 2011. 

Chart 4: Liv-ex indices relative to the total number of High Net Worth Individuals  

                                            
73

 The Wealth Reports. Cap Gemini. Available at : https://www.worldwealthreport.com/ 
74

 Giraud-Heraud E, and Pichery M-C, (2013). Quantitative Studies and Empirical Applications. Wine Economics. 
p186 
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Chart 5: Liv-ex indices relative to the total wealth of High Net Worth Individuals 
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Economic theory suggests that as the total demand curve shifts to the right and if 

supply is fixed then prices should rise. The argument often cited during the study 

period, that fine wine is finite, and so supply is fixed, is somewhat disingenuous. 

Previous vintages of fine wine are fixed; however, each new vintage increases 

supply, and for Bordeaux Cru Classé wines this amounts to hundreds of millions of 

euros worth of new supply each year.  

 

The increase in demand from Asia and, on average, constantly rising numbers and 

wealth of HNWIs, was raising actual demand and this increase in demand was in 

itself a reason for increased investment and speculation, driving prices higher and 

the ratio higher, even though supply was still increasing. This implies a very strong 

increase in demand. 

 

As noted in the 2013 film, Red Obsession, by 2011 the buyers of fine wine were 

changing, from the traditional markets of the US and EU to newer markets in Asia, 

especially China. This was seen above in the massive increase in imports to Hong 

Kong in 2010 and 2011. The financial crises and the change in HK duty laws in 

2008, plus the massive 2009 China stimulus helped drive this rotation75. In 2008, 

Bonhams held their first ever wine auctions in HK, and Acker Merrall held their first 

auctions there since 2001.76 “Right now, without a doubt, it is the most important 

market in the world”, Robert Sleigh, head of wine for Asia at Sotheby’s77. The 

change in HK duty laws also led to Asian buyers diverting their buying from London 
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to HK, which amounted to 40% of London sales78. Whether the auction houses were 

responding to or creating demand, or both, is open to further research. 

 

We can surmise therefore that the perceived value had risen too far for traditional 

markets in 2010 but that the valuation at the time was acceptable to the new 

markets79 and / or speculators. It could be argued from the wine fund data that an 

increasing number of purchases at increasing prices were for speculation / 

investment and not consumption. Coupled with the deviation in the ratios in charts 4 

and 5, a strong case could be made that BCC prices were moving away from their 

prior fundamental / utility value.  

 

In sum, it appears that part of the increase in prices reflected an increase in wine’s 

fundamental / utility value as HNWI numbers and wealth increased; however, prices 

appeared even to be deviating from this new perceived fundamental / utility value 

due to increased investment flows and speculation. Ultimately this argument is borne 

out because post 2011 these prices proved to be unsustainable. 

 

5.5.1 Wine’s New Paradigm 

Between 2008 and 2011, there are repeated references in blogs, the media and in 

merchant and wine fund literature to the growing relevance of China80. Fine Wine 

PCC talk about the opening of the Shanghai International Wine Exchange as a 
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positive81; the documentary film Red Obsession (2013) covers the growing role of 

China; Hong Kong duty rates were changed in 2008 driving the push of the auction 

houses in Hong Kong thereafter, followed by a massive financial stimulus in China in 

2009. 

 

Chateau Lafite further helped fuel this speculation when they embossed the 2008 

vintage bottle with a Chinese symbol for the number 8. The number 8 is a lucky 

number in China and it is no coincidence that the Beijing Olympics was opened at 

8.08pm on the 8th of August, 2008. With respect to Lafite prices and the speculation 

on Chinese buying, Gary Boom, MD of Bordeaux Index, noted in the FT that in 

China, “People are buying into a luxury brand based almost entirely on affordability. 

It’s nothing to do with the connoisseurship, quality, vintage or Parker rating”.82 A 

more affordable way to access the Lafite brand was through the cheaper second 

wine Carruades de Lafite, a constituent of the SW50 index.   

 

This all helped create positive feedback loops, increasing wine fund growth and 

fuelling belief in the “new paradigm” story of growing Chinese demand, helping drive 

speculation and create a mania to buying 

 

As mentioned in section 5.5, a large part of the positive (whilst slightly disingenuous) 

fundamental argument for investing in fine wine, was, and still is, based around the 

notion that demand is increasing whilst supply is finite83, helping develop a strong 

positive investment case. Add in the slight evidence of leverage employed by one 
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wine fund as cited above, and there is a strong base from which a new paradigm 

belief set and mania could take hold. 

 

The new paradigm argument certainly fits with the rise in prices of BCC wines, based 

to a large degree on an increase in demand from the growing Asian market, 

particularly China. 
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5.6 Did Bordeaux Cru Classé prices fit the definition of a bubble? 

The analysis of other bubbles in 5.4.2 concluded that there are 5 key criteria which 

define a bubble.  We can now analyse the data gathered on the BI500, FWI, FG50 

and SW50 indices from sections 5.5 and Table 6 below, to assess whether they 

meet the criteria for a bubble.  

 

1. Price increases of c. 500% or more in the bubble creation phase. 

2. Price falls of c. 40% or more in the bursting phase. 

3. Time to full nominal price recovery greater than 5 years. 

4. Deviation from a measure of fundamental / utility by 100% or greater. 

5. Formation of a belief in a “new paradigm” leading to increased speculation. 

 

Table 6: Wine indices vs bubble criteria 

 

 

  

1.	Price	increase	>	

500%
2.	Price	fall	c.	40%

3.	>	5	years	to	

nominal	recovery

4.	Deviation	of	

>100%	vs	

fundamental	/	

utility	value

5.	New	Paradigm	

leading	to	

speculation

BI500 X - X

FWI X 	X X

FG50 X X X X

SW50 X X X X X
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Table 7:  Start-peak, peak-trough, rebounds of the FWI, BI500, SW50, FG50 indices 

 

*Latest price performance measured from peak index levels 

 

 

Reviewing the results in Table 6 and 7, it is evident that the broader the index, 

covering a wider array of constituent wines, the less volatile and bubble-like it has 

been, and that the bubble-like price behaviour was contained in the narrow sub-

indices. With respect to meeting the bubble criteria, the BI500 and FWI indices were 

not in a bubble, the SW50 was and the FG50 very narrowly missed the definition. 

 

 

  

Start Peak Trough Rebound Rebound Rebound Latest*

25% 50% 100%

FWI Index

Date 01/12/2003 01/06/2011 01/07/2014 01/06/2016 NEVER NEVER 31/08/2016

Level 101                    370                    254                    304                    

years 7.5                     3.1                     1.9                     5.3                     

% change 266% -31% -17.8%

BI500 Index

Date 01/12/2003 01/07/2011 01/07/2014 01/04/2016 01/07/2016 NEVER 31/08/2016

Level 100                    300                    235                    277                    

years 7.6                     3.0                     1.8                     2.0                     5.2                     

% change 200% -22% -7.6%

SW 50 Index

Date 01/12/2003 01/05/2011 01/04/2015 01/07/2016 NEVER NEVER 31/08/2016

Level 100                    782                    474                    621                    

years 7.4                     3.9                     1.3                     5.3                     

% change 682% -39% -20.6%

FG 50 Index

Date 01/12/2003 01/06/2011 01/11/2015 01/07/2016 NEVER NEVER 31/08/2016

Level 100                    448                    261                    317                    

years 7.5                     4.4                     0.7                     5.3                     

% change 348% -42% -29.3%
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5.7 How might prices evolve in the future? 

Some 27 years later, the Nikkei 225 has still only recovered 50% of its losses, which 

highlights how great the overvaluation at its peak must have been. In contrast the 

Dotcom bubble, whilst witnessing almost identical rises and falls has recovered fully 

in nominal terms, after 16 years. Clearly it can take a very long time, even aided by 

inflation, for nominal prices to fully recover. 

 

What seems remarkable is that the FWI and BI500 indices, c. 5.25 years from their 

peak prices (to the end of the study 31st August 2016), only show losses of 18% and 

8% respectively. This rises to 21% and 29% for the SW50 and FG50 indices 

respectively.  

 

The short-term investment case for wine certainly broke down between 2011 and 

2014, with speculative money leaving the market. If the deleveraging has largely 

finished (Smith 2015) and if the pricing in the market is now at the right levels to 

clear supply and demand, this will determine if price lows have been seen, which 

seems to be the case.  

 

Overall, Dimson (2014) noted a higher than inflation real financial return to wine 

investing of 5.3% per annum (ex-costs) over the long 1900-2012 study period, 

specifically to his basket of First Growths. This is curiously close to the average 

growth in number and wealth of HNWIs from 2003-15 of 6.23 and 6.72%, 

respectively. His results were not linear though, with vastly different returns in the 

first quarter of the 20th century versus the second half and some very volatile periods 

such as evidenced by the data in Table 1. 1950-1959 saw real price falls of 44% 
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which fully recovered in the 1960s. The historic price return data and recent price 

recoveries evidence from 2014, implies that if the positive correlation with changes to 

the number and wealth of HNWIs in the world is maintained and that their growth in 

number and wealth continues as it has been, then it seems highly likely that prices 

will rise by around 5% per annum. If that is the case then prices will recover fully for 

the BI500 index within 2 years, the FWI within 3-5 years and the other two indices in 

around 5+ years’ time, from the end date of the study period, August 2016. From this 

we can see that the SW50 and FG50 are taking the longest time to recover, c. 10 

years, as the former was in a bubble and the latter a very close candidate.  

 

It is also interesting to note that from Charts 4 and 5 that the ratio of the SW50 index 

to the HNWIs did not revert back as closely to previous levels as the other Liv-ex 

Indices. Drawing from previous comments in section 5.5.1 regarding  the 

accessibility of Second Wines with respect to First Growth brands, it appears there 

could have been a more permanent demand shift, or revaluation of their utility value 

to buyers i.e. the price they are willing to pay for them. 
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6. CONCLUSIONS 

From 2003-11, Bordeaux Cru Classé wine prices, as measured by the Liv-ex 

Bordeaux 500 Index and the Fine Wine Investables Index, rose substantially, by 

200% and 265% respectively. The indices then fell by 22% and 31% from mid-2011 

to July 2014, when they stabilised, and then rose from July 2014 to August 2016 

finishing down 8% and 18% respectively from their peaks. 

 

On the surface, these price movements would appear to be within the range of 

normal market swings as experienced over the last 100 years and thus not fall within 

the definition of a bubble.  

 

Upon further analysis, however, the sub sectors of the Bordeaux 500 Index reveal a 

different picture, with some sectors such as the Sauternes 50 very stable through the 

entire period. The Second Wine 50 Index displayed extreme price movements rising 

682% to a peak in May 2011 and the First Growth 50 Index rising 348% to peak in 

June 2011. These two indices then fell 39% and 42% respectively to lows in 2011 

and ended the study period down 21% and 29% respectively in August 2016. 

 

In totality, the headline Liv-ex indices do not fit the definition of a bubble. The price 

movements were not extreme enough to fit the criteria as defined from the three 

other bubbles analysed, thereby implying the deviation from fundamental / utility 

value was not enough to warrant the bubble label. It is also very hard to argue that a 

“new paradigm” belief had taken hold for the entirety of the Bordeaux Cru Classé 

wine set. However, within this set, for the Second Wines and the First Growths, it is 

evident “new paradigm” beliefs took hold, a form of speculative mania developed and 
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deviations from fundamental / utility value were evident. The Second Wine index was 

in a bubble and the First Growth Index was a very close candidate. 

 

Taking direction from the questionnaire and evidence from available sources, it 

seems that the reasons for the price rises related to increases in demand, through 

growth in consumer numbers, tax changes and increases in investment and 

speculative demand, which were in part based on a “new paradigm” belief emanating 

from the growth and rise of the Asian consumer.  

 

In 2011, prices fell aggressively. The reasons cited for the price falls were more 

varied, noting excessively priced 2010 en primeur release prices, the clampdown on 

graft in China, a bursting bubble, but whatever the trigger, excessive speculative 

stocks were liquidated as evidenced by wine fund data and reports. Evidence of 

some leverage within the investment community will have amplified the price swings.  

 

As witnessed by Dimson (2014), fine wine prices have seen periodic bouts of 

extreme volatility; however, he finds a 5.3% real terms annual increase in wine 

prices ex-costs over the long 1900-2012 study period. There is compelling evidence 

that there is a strong relationship between HNWIs and fine wine prices, so assuming 

the relationship between fine wine prices and HNWIs holds, then as globalisation 

and world wealth continue to rise, so will demand for fine wine. Whether it continues 

at the rate witnessed over the last forty years is unknown. If deleveraging has 

finished Smith (2015), then it can be assumed that Bordeaux Cru Classé prices will 

rise in line with their historical norms of 5.3% (real) and possibly up to the levels of 

HNWI growth in numbers and wealth of just over 6%, which are the approximate 
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levels of increase that have been witnessed since 2014. It must be remembered 

however that the supply dynamics are changing in Bordeaux so the past may not be 

a perfect guide to the future. 
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8. APPENDIX I : LIV-EX BORDEAUX 500 INDEX 

About the Liv-ex Bordeaux 500 Index 

The Liv-ex Bordeaux 500 is Liv-ex's most comprehensive index and reflects trends in 

the wider fine wine market. It represents the price movement of 500 leading wines 

and is calculated monthly using the Liv-ex Mid Price. It has been backdated to 

December 2003. 

 

 

Indices Bordeaux 500

Components Vintages Wines Components Vintages Wines

Liv-ex Right Bank 100 Liv-ex Right Bank 50 

Angelus 2004-2013 10 Petrus 2004-2013 10

Pavie 2004-2013 10 Ausone 2004-2013 10

Clinet 2004-2013 10 Cheval Blanc 2004-2013 10

Fleur Petrus 2004-2013 10 Pin 2002 & 2004-12 10

Evangile 2004-2013 10 Lafleur 2004-2013 10

Conseillante 2004-2013 10 Total 50

Vieux Chateau Certan 2004-2013 10

Clos Fourtet 2004-2013 10 Liv-ex Second Wines 50

Troplong Mondot 2004-2013 10 Carruades de Lafite 2004-2013 10

Eglise Clinet 2004-2013 10 Petit Mouton 2004-2013 10

Total 100 Forts Latour 2004-2013 10

Pavillon Rouge 2004-2013 10

Left Bank 200 Bahans/Clarence Haut Brion 2004-2013 10

Beychevelle 2004-2013 10 Total 50

Calon Segur 2004-2013 10

Cos d'Estournel 2004-2013 10 Liv-ex First Growth 50

Ducru Beaucaillou 2004-2013 10 Lafite Rothschild 2004-2013 10

Duhart Milon 2004-2013 10 Margaux 2004-2013 10

Grand Puy Lacoste 2004-2013 10 Mouton Rothschild 2004-2013 10

Gruaud Larose 2004-2013 10 Haut Brion 2004-2013 10

Haut Bailly 2004-2013 10 Latour 2002-2011 10

Leoville Barton 2004-2013 10 Total 50

Leoville Las Cases 2004-2013 10

Leoville Poyferre 2004-2013 10 Sauternes 50

Lynch Bages 2004-2013 10 Yquem 2003-2011, 13 10

Mission Haut Brion 2004-2013 10 Climens 2004-2013 10

Montrose 2004-2013 10 Coutet 2004-2013 10

Palmer 2004-2013 10 Suduiraut 2003-2011, 13 10

Pape Clement 2004-2013 10 Rieussec 2003-2011, 13 10

Pichon Baron 2004-2013 10 Total 50

Pichon Lalande 2004-2013 10

Pontet Canet 2004-2013 10

Smith Haut Lafitte 2004-2013 10

Total 200 Total Wines 500
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The index comprises six sub-indices: the Fine Wine 50, the Right Bank 50, the 

Second Wine 50, the Sauternes 50, the Right Bank 100 and the Left Bank 200. 

 

Wines that make up the component indices: 

 

 The First Growth 50: Haut Brion, Mouton Rothschild, Lafite Rothschild, 

Latour and Margaux. 

 The Right Bank Super 50: Petrus, Cheval Blanc, Lafleur, Le Pin and 

Ausone. 

 The Second Wine 50: Bahans/Clarence Haut Brion, Petit Mouton, 

Carruades Lafite, Forts Latour and Pavillon Rouge. 

 The Sauternes 50: Climens, Coutet, Rieussec, Suduiraut and Yquem. 

 The Right Bank 100: Angelus, Clinet, Clos Fourtet, Conseillante, Eglise 

Clinet, Evangile, Fleur Petrus, Pavie, Troplong Mondot and Vieux Chateau 

Certan. 

 The Left Bank 200: Beychevelle, Calon Segur, Cos d'Estournel, Ducru 

Beaucaillou, Duhart Milon, Grand Puy Lacoste, Gruaud Larose, Haut Bailly, 

Leoville Barton, Leoville Las Cases, Leoville Poyferre, Lynch Bages, Mission 

Haut Brion, Montrose, Palmer, Pape Clement, Pichon Baron, Pichon 

Lalande, Pontet Canet and Smith Haut Lafitte. 
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How the Index is calculated: 

 500 component wines - the last ten “physical” vintages of each qualifying 

label. 

 Components are added in June of the year they become physical (2013s 

added in July 2015), and are removed after ten years (2003s removed in July 

2015). 

 Each component is represented by one 12x75cl case. 

 The component price is calculated using the Liv-ex Mid Price. The Mid Price 

is the most robust measure for pricing wines available in the market (see the 

full Liv-ex Mid Price methodology ). 
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Notes: 

 Live exchange offer: a bona fide offer to sell made on the Liv-ex Fine Wine 

Exchange by a Liv-ex member for a minimum of one (12x75cl) 9-litre case. 

Live exchange offers are executable and are not indicative. 

 

 Live exchange bid: a bona fide bid to buy made on the Liv-ex Fine Wine 

Exchange by a Liv-ex member for a minimum of one (12x75cl) 9-litre case. 

Live exchange bids are executable and are not indicative. 

 

 14-day tier 1 list price: Tier 1 merchants are merchants that Liv-ex has 

identified as the major stockholders of wine. Liv-ex collects prices from Tier 1 

merchants on a more regular basis (fortnightly or weekly) and therefore their 

prices are more current. As stockholders, their prices are given greater 

emphasis than broking or indicative prices. A 14-day tier 1 price is the lowest 

price received from any tier 1 merchant in the last 14 days. For merchants 

where we have received more than one price in the last 14 days, only the 

merchants’ most recent list price is included in the calculation. 

 

 30-day list price: the lowest price that we have received from any merchant 

in the last 30 days. If no price was received in that period, then the lowest list 

price from the first preceding calendar month where the wine is listed is used. 

 

 Bid-offer spread: the difference between the highest bid and the lowest offer, 

expressed as a percentage of the mid-point. 
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 Average spread: the average of all the spreads for wines where we have 

both a bid and an offer. 

 

 Orphan offers: an offer price where we have no corresponding bid. Orphans 

can be both live exchange offers or merchant list prices. 

 

 Last transaction price: the most recent transaction to have taken place on 

the Liv- ex fine wine exchange. A transaction is a confirmed trade that has 

taken place between two members. The price excludes the Liv-ex 

commission. 

 

 Valuation committee: the Valuation Committee verifies all Liv-ex Mid Prices 

to ensure accuracy. This includes the checking of all live bids and offers to 

ensure that they are current. Other market data used to verify prices includes 

off-market bids and offers, historical list prices and transaction data. 

 

  



© Institute of Masters of Wine 2016   Page 67 

9. APPENDIX II: LIVE-EX FINE WINE INVESTABLES INDEX 

About the Index 

The Liv-ex Fine Wine Investables Index is designed to track the wines commonly 

found in a wine investment portfolio. The index consists of Bordeaux red wines from 

24 leading chateaux. The component wines date back to the 1982 vintage and are 

chosen on the basis of their score from Robert Parker. The wines are priced using 

the Liv-ex Mid Price with various scarcity weightings applied to account for older 

vintages and wines produced in smaller quantities. 

The index dates back to January 1988 and was rebased at 100 in January 2004. Liv-

ex has been calculating Mid Prices for selected wines from 2001 onwards. 

Component prices prior to that date are the result of an extensive collection of 

historical price data from leading fine wine merchants. 

 

The index is price weighted. A scarcity weighting is applied to vintages older than 15 

years, with the weightings of Petrus and Ausone also reduced to account for their 

low average production levels. 

 

How the index is calculated 

In order to qualify for the index, wines must have scored 95-points or above from a 

leading critic. The top eight 'brands' of Bordeaux – the five First Growths, Ausone, 

Cheval Blanc and Petrus – are included on the basis of a score of 93 or above. 

Any wine produced in the last fifteen vintages can be included in the index – prior to 

that only wines from strong vintages qualify, with the oldest being 1986. They must 

also be physically available in the UK market, so recent vintages that are only trading 

on an En Primeur basis are ineligible.  

https://9121fd39a3a8bb1dbb85-122077fa38ac0e6b2154353c8f01a8e8.ssl.cf3.rackcdn.com/Liv-ex_Mid_Price_Logic.pdf
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The index is calculated using the Liv-ex Mid Price for each component wine. The Mid 

Price is the most robust measure for pricing wines available in the market and is 

calculated by finding the mid point between the current highest bid price and lowest 

offer price on the Liv-ex trading platform. If there has been a transaction on Liv-ex 

within the last 30-days and the transaction price sits within the bid-offer spread, then 

it is used as the Mid-Price. Each price is then verified by our valuation committee to 

ensure that the number is robust after taking into account all data at our disposal. 

The index is price weighted. A scarcity weighting is applied to vintages older than 15 

years, with the weightings of Petrus and Ausone also reduced to account for their 

low average production levels. 
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Components 

 

Wine Vintage Wine Vintage Wine Vintage

Angelus 1990 Latour 2001 Pontet Canet 2008

Cheval Blanc 1990 Pavie 2001 Angelus 2009

Conseillante 1990 Petrus 2001 Ausone 2009

Grand Puy Lacoste 1990 Ausone 2002 Cheval Blanc 2009

Haut Brion 1990 Latour 2002 Conseillante 2009

Lafite Rothschild 1990 Leoville Las Cases 2002 Cos d'Estournel 2009

Latour 1990 Angelus 2003 Ducru Beaucaillou 2009

Leoville Las Cases 1990 Ausone 2003 Grand Puy Lacoste 2009

Leoville Poyferre 1990 Cos d'Estournel 2003 Haut Brion 2009

Lynch Bages 1990 Haut Brion 2003 Lafite Rothschild 2009

Margaux 1990 Lafite Rothschild 2003 Latour 2009

Mission Haut Brion 1990 Latour 2003 Leoville Las Cases 2009

Montrose 1990 Leoville Barton 2003 Leoville Poyferre 2009

Petrus 1990 Leoville Las Cases 2003 Lynch Bages 2009

Pichon Baron 1990 Leoville Poyferre 2003 Margaux 2009

Angelus 1995 Margaux 2003 Mission Haut Brion 2009

Cos d'Estournel 1995 Montrose 2003 Montrose 2009

Grand Puy Lacoste 1995 Pavie 2003 Mouton Rothschild 2009

Haut Brion 1995 Pichon Lalande 2003 Palmer 2009

Lafite Rothschild 1995 Pontet Canet 2003 Pavie 2009

Latour 1995 Angelus 2004 Petrus 2009

Leoville Las Cases 1995 Lafite Rothschild 2004 Pichon Baron 2009

Margaux 1995 Latour 2004 Pichon Lalande 2009

Mouton Rothschild 1995 Pavie 2004 Pontet Canet 2009

Petrus 1995 Angelus 2005 Angelus 2010

Pichon Lalande 1995 Ausone 2005 Ausone 2010

Ducru Beaucaillou 1996 Cheval Blanc 2005 Cheval Blanc 2010

Lafite Rothschild 1996 Conseillante 2005 Conseillante 2010

Latour 1996 Cos d'Estournel 2005 Cos d'Estournel 2010

Leoville Las Cases 1996 Ducru Beaucaillou 2005 Ducru Beaucaillou 2010

Margaux 1996 Grand Puy Lacoste 2005 Grand Puy Lacoste 2010

Montrose 1996 Haut Brion 2005 Haut Brion 2010

Mouton Rothschild 1996 Lafite Rothschild 2005 Lafite Rothschild 2010

Pichon Lalande 1996 Latour 2005 Latour 2010

Haut Brion 1998 Leoville Las Cases 2005 Leoville Barton 2010

Lafite Rothschild 1998 Margaux 2005 Leoville Las Cases 2010

Mouton Rothschild 1998 Mission Haut Brion 2005 Leoville Poyferre 2010

Pavie 1998 Montrose 2005 Lynch Bages 2010

Petrus 1998 Mouton Rothschild 2005 Margaux 2010

Ausone 1999 Palmer 2005 Mission Haut Brion 2010

Lafite Rothschild 1999 Pavie 2005 Montrose 2010

Palmer 1999 Petrus 2005 Mouton Rothschild 2010

Pavie 1999 Pontet Canet 2005 Palmer 2010

Angelus 2000 Angelus 2006 Pavie 2010

Ausone 2000 Ausone 2006 Petrus 2010

Cheval Blanc 2000 Cheval Blanc 2006 Pichon Baron 2010

Conseillante 2000 Haut Brion 2006 Pichon Lalande 2010

Ducru Beaucaillou 2000 Lafite Rothschild 2006 Pontet Canet 2010

Haut Brion 2000 Latour 2006 Ausone 2011

Lafite Rothschild 2000 Leoville Las Cases 2006 Cheval Blanc 2011

Latour 2000 Mouton Rothschild 2006 Haut Brion 2011

Leoville Barton 2000 Pavie 2006 Mission Haut Brion 2011

Leoville Las Cases 2000 Pichon Lalande 2006 Palmer 2011

Leoville Poyferre 2000 Pontet Canet 2006 Pavie 2011

Lynch Bages 2000 Ausone 2008 Petrus 2011

Margaux 2000 Conseillante 2008 Angelus 2012

Mission Haut Brion 2000 Ducru Beaucaillou 2008 Ausone 2012

Montrose 2000 Haut Brion 2008 Conseillante 2012

Mouton Rothschild 2000 Lafite Rothschild 2008 Haut Brion 2012

Palmer 2000 Latour 2008 Margaux 2012

Pavie 2000 Mission Haut Brion 2008 Mission Haut Brion 2012

Petrus 2000 Montrose 2008 Mouton Rothschild 2012

Pichon Baron 2000 Pavie 2008 Palmer 2012

Pichon Lalande 2000 Petrus 2008 Pavie 2012

Ausone 2001 Pichon Baron 2008 Petrus 2012
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10. APPENDIX III: ONLINE QUESTIONNAIRE 

 

According to the Liv-Ex Bordeaux 500 and Liv-Ex Investables Indices, red Bordeaux Cru Classe

wine prices rose from 2003-11, by 270% and 205% respectively.

What in your opinion might have caused the price changes to occur in the above period ?

On a scale of 0-5, 0 being not relevant, 5 being very relevant, please score the statements below.

Please add any other reasons that you think might be valid and score them 0-5, in the box at the

end.

2003-11

 0 1 2 3 4 5

Relevance

1. Movements in foreign exchange rates 

 0 1 2 3 4 5

Relevance

2. The rise and growth of emerging markets and their consumers, such as China.

 0 1 2 3 4 5

Relevance

3. Greater awareness of fine wine by world consumers.

 0 1 2 3 4 5

Relevance

4. Greater awareness of fine wine as an investment by world consumers.

 0 1 2 3 4 5

Relevance

5. The steep rise in commodity prices from 2000-2011.

 0 1 2 3 4 5

Relevance

6. The general rise in world wealth (including real estate and stock markets) from 2000-2008.
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 0 1 2 3 4 5

Relevance

7. Higher prices leading to more buying, leading to higher prices, a form of speculative mania.

 0 1 2 3 4 5

Relevance

8. The reduction of Hong Kong wine duty laws in February 2008.

 0 1 2 3 4 5

Relevance

9. The growth in interest in First Growth second wines, such as Carruades de Lafite.

 0 1 2 3 4 5

Relevance

10. The appearance and growth of Wine Investment Funds.

 0 1 2 3 4 5

Relevance

11. High levels of buying by speculators in Asia and globally who saw the emergence of the Chinese buyer

and consumer as the start of a new and permanent surge in demand.

12. Please add any other reasons and score 0-5.
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According to the Liv-Ex Bordeaux 500 Index and Liv-Ex Investables Index, red Bordeaux Cru Classé

wine prices fell from 2011-14 by 31% and 22% respectively.

What in your opinion might have caused the price changes to occur in the above period ?

On a scale of 0-5, 0 being not relevant, 5 being very relevant, please score the statements below.

Please add any other reasons that you think might be valid and score them 0-5, in the box at the

end.

Copy of page: 2011-14

 0 1 2 3 4 5

Relevance

13. The rise of counterfeit wines, especially in Asia.

 0 1 2 3 4 5

Relevance

14. There were very few new buyers coming into the market.

 0 1 2 3 4 5

Relevance

15. Release prices of the 2010 vintage were just too high relative to back vintages.

 0 1 2 3 4 5

Relevance

16. Prices had just become too high.

 0 1 2 3 4 5

Relevance

17. It was a bubble and they always burst.

 0 1 2 3 4 5

Relevance

18. The clamp down on graft by Xi Jinping in 2013.
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 0 1 2 3 4 5

Relevance

19. Collapsing world wealth and stock markets in 2008.

 0 1 2 3 4 5

Relevance

20. The start of falling prices in commodity markets from 2011.

 0 1 2 3 4 5

Relevance

21. Excessive holdings of speculative stock being put for sale into the market place.

22. Please add any other reasons and score 0-5.
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11. APPENDIX IV: QUESTIONNAIRE RESULTS 
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12. APPENDIX V: RESEARCH PAPER PROPOSAL  

 

Research	Paper	Proposal		
Submission	Form		
Student	ID	 	 Submission	Date	 16th	Dec	2016	

Name	of	Advisor:	
Andrew	Howard	
Jon	Pepper	

Proposed	Title:	

	
Did	a	bubble	burst	for	Bordeaux	Cru	Classé	prices	in	2011?	
What	might	the	future	for	prices	hold?	
	

Research	Questions	
	

Define	the	subject	of	your	
Research	Paper	and	
specify	the	specific	
research	questions	you	
plan	to	pursue:	
	
(no	more	than	200	words)	
	

The	prices	of	Bordeaux	Cru	Classé	wines	increased	significantly	
from	2003	to	2011	and	then	started	falling	from	2011.		This	is	

often	referred	to	as	an	asset	bubble	bursting.		This	RP	will	seek	
to	analyse	the	price	evolution	and	compare	it	to	other	asset	
bubbles	to	determine	how	it	compares	and	understand	what	
the	industry	can	learn	from	it.	
	
The	RP	will	analyse	the	Liv-Ex	500	index	and	the	Liv-Ex	
Investables	Index,	which	in	combination	provide	a	
comprehensive	cross	section	of	Bordeaux	Cru	Classé	wines.	
https://www.livex.com/staticPageContent.do?pageKey=Indices	
	
The	RP	is	primarily	concerned	with	2003	to	present,	as	this	
period	saw	large	price	changes.	
A	historical	context	will	also	be	looked	at	for	previous	price	
changes	in	First	Growths	going	back	to	the	1950s.	
	
The	key	questions	to	be	considered	will	be:	
	
How	have	Bordeaux	prices	evolved	since	2003?	
	
Do	these	price	changes	fit	the	definition	of	a	bubble?	
	
What	is	believed	to	have	caused	these	prices	changes?	
	
How	might	prices	evolve	in	the	future?		
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Background	and	Context:	
	
Explain	what	is	currently	
known	about	the	topic	and	
address	why	this	topic	
requires/offers	
opportunities	for	further	
research.	
	
(no	more	than	200	words)	
	

There	are	numerous	research	papers	on	wine	as	a	luxury	good	
and	as	an	alternative	asset	class	-	yet	few	if	any	on	whether	
Bordeaux	wines	were	in	a	bubble	in	the	21st	Century.		
	
There	are	numerous	journalistic	articles	defining	the	price	
changes	in	the	period	as	a	“bubble”	often	with	no	real	
substantive	research	to	back	up	whether	this	is	a	valid	
assumption.		
	
The	RP	will	set	out	the	definition	of	a	price	bubble	from	current	
academic	papers	such	as	the	IMF	working	paper	of	2013	Asset	
Price	Bubbles:	A	Selective	Survey.		
http://www.imf.org/external/pubs/ft/wp/2013/wp1345.pdf	
	

The	RP	will	analyse	notable	price	bubbles,	such	as:	Dotcom,	
Spanish	/	Irish	housing	2002-8,	Nikkei	1980s,	commodities	
1996	to	2011.		
	
Bordeaux	quantitative	and	qualitative	data	will	be	modelled	
and	compared	with	that	from	other	asset	price	bubbles,	to	
understand	if	there	are	common	characteristics;	price	changes;	
transaction	volume	changes;	belief	based:	“it’s	different	this	
time”?	
	
The	RP	therefore	offers	an	opportunity	to	define	and	
categorize	the	nature	of	the	price	changes	in	Bordeaux	wines.	
Do	they	fit	the	pattern	of	a	bubble	and	therefore	can	sensible	
assumptions	be	made	about	future	prices	with	some	degree	of	
confidence?	
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Sources:	
	
Identify	the	nature	of	your	
source	materials	(official	
documents,	books,	
articles,	other	studies,	
etc.)	and	give	principle	
sources	if	appropriate.	
(no	more	than	150	words)	
	

Data	on	recent	fine	wine	price	movements	from	Liv-Ex.	
Historic	fine	wine	data	from:	
BBR	sales	ledger	going	back	to	the	1940s.	
Christies	auction	data.	
	
Sources	for	a	price	bubble	definition:		
Academic	papers	from	IMF	(see	above),	BIS	(Bank	for	
International	Settlements)	and	Universities.	
	
Sources	for	previous	bubbles:	Academic	papers	from	
regulators,	financial	bodies	and	academic	institutes.	
	
Sources	for	qualitative	evidence	for	price	changes:	journalistic	
articles,	interviews	with	2	wine	funds	and	at	least	three	senior	
Fine	Wine	traders	at	BBR,	Farr,	Liv-ex.		
	
Sources	for	quantitative	transaction	volume	evidence:	HK	

import	data,	wine	funds	growth	in	number	and	of	AUM	(assets	
under	management),	Octavian	and	LCB	movement	volumes.	
	
	
	
	

Research	Methodology:	
	
Please	detail	how	you	will	
identify	and	gather	the	
material	or	information	
necessary	to	answer	the	
research	question(s)	and	
discuss	what	techniques	
you	will	use	to	analyse	this	
information.	
	
(no	more	than	500	words)	
	

	
	
	
	

The	source	data	for	Bordeaux	price	movements	will	come	
primarily	from	Liv-ex.	They	have	the	most	comprehensive	data	
set	available	in	the	market	and	the	Liv-Ex	platform	has	been	
widely	used	since	early	2000,	with	more	historical	data	
available.	
A	comprehensive	analysis	of	current	and	historical	price	data	
from	BBR’s	historic	price	ledger	and	Christies	auction	sales	has	
been	published	by	the	University	of	Cambridge	Judge	Business	
School.	This	will	be	used	as	the	source	for	older	historical	
pricing	information	
	
The	Fine	Wine	price	data	will	then	be	collected	to	model	the	
evolution	of	Bordeaux	prices.	

	
To	find	evidence	of	any	increased	transaction	volumes,	sources	
such	as	HK	import	data	changes	after	the	relaxing	of	duties	in	
2008,	wine	funds	growth	in	number	and	of	AUM,	Octavian	or	
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LCB	movement	volumes,	auction	house	trading	volumes,	Fine	
Wine	merchants	EP	(en	primeur)	trading	volumes	will	be	
gathered	where	possible.	
The	analysis	of	this	data	will	comprise	collecting	and	mapping	
of	the	change	in	volumes	over	time.	
	
The	quantitative	data	on	price	bubbles	will	come	from	sources	
like	the	IMF,	BIS,	OECD	and	academic	institutes.	There	is	lots	of	
available	literature	on	this	topic	which	can	be	found	via	the	
above	institutes	websites	and	sources	like	google	scholar.	
This	price	and	volume	data	will	be	gathered	together	to	create	
a	model	of	asset	price	bubbles.	
	
The	two	sets	of	data	(Bordeaux	prices	and	asset	price	bubbles,	
along	with	transaction	volume	data)	will	then	be	compared	
and	analysed	to	see	if	there	are	commonalities.	
	

To	investigate	why	people	thought	Bordeaux	prices	changed	so	
much	will	require	qualitative	evidence	to	be	gleaned	from	
interviews	with	at	least	three	leading	fine	wine	players	at	the	
time.	This	will	be	coupled	with	researching	related	articles	in	
the	media	from	the	period.		
	
The	qualitative	evidence	for	other	asset	price	bubbles	will	be	
taken	from	research	of	academic,	regulatory	and	institutional	
publications	(listed	previously)	and	media	sources.	
	
The	qualitative	data	from	both	sources	will	then	be	gathered	
and	analysed	for	commonality.	
	
Consideration	of	the	question	regarding	the	evolution	of	
Bordeaux	prices	in	the	future	will	require	analysis	of	any	
commonalities	discovered	above.	It	is	anticipated	that	this	
coupled	with	qualitative	data	from	interviews	and	media	for	
Bordeaux	prices	and	written	research	on	other	assets,	may	
allow	tentative	assumptions	to	be	drawn	about	the	future	
direction	of	prices.	
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Potential	to	Contribute	to	
the	Body	of	Knowledge	on	
Wine:	
	
Explain	how	this	Research	
Paper	will	add	to	the	
current	body	of	knowledge	
on	this	subject.			
	
(no	more	than	150	words)	
	
	
	
	

Large	price	swings	in	Fine	Wine	often	generate	a	lot	of	media	
attention	and	are	sometimes	anecdotally	referred	to	as	a	
bubble.		
There	are	plenty	of	rigorous	academic	papers	on	financial	
aspects	surrounding	wine	as	an	asset	class	/	investable	luxury	
good.	However,	none	on	whether	price	changes	in	the	21st	
century	can	be	defined	as	a	bubble.	
	
Research	into	whether	Bordeaux	prices	in	the	twenty	first	
century	were	in	a	bubble	or	not,	and	if	the	price	changes	show	
commonalities	with	other	large	financial	asset	price	changes;	
might	help	give	some	indication	of	how	Bordeaux	wine	prices	
might	evolve	in	the	future	and	identify	in	advance,	similar	price	
pattern	formation.		
Detailed	analysis	of	the	period	will	offer	accurate	insight	and	
further	industry	understanding	of	this	important	development	
in	the	fine	wine	market.	

This	research	could	assist	fine	wine	professionals	and	fine	wine	
investors	in	their	decision	making	processes.	
	
	
	
	
	
	
	

Proposed	Time	
Schedule/Programme:	
	
This	section	should	
provide	a	summary	of	the	
time	schedule	for	the	
research,	analysis	and	
write-up	of	the	Research	
Paper	and	should	indicate	
approximate	dates	with	

key	deliverables.	
	
	

	
Handing	in	of	RPP	20th	Jan	2016	
Data	searches	and	requests	by	end	of	Feb	2016	
Interview	questions	to	be	drawn	up	and	interviewees	to	be	
lined	up	by	end	of	March	2016.		
Data	analysis	and	interviews	to	be	completed	by	end	of	May	
2016	
RP	to	be	written	by	end	of	Sep	2016	
Submit	RP	to	advisors	end	of	Sep	2016	
Submit	RP	to	IMW	16th	Dec	2016		
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13. APPENDIX VI: WINE INDICES AND THE RISE OF THE HNWI 

Table xxx: The performance of the key wine indices relative to the number and total wealth of HNWIs.      

 

 

 

 

 


