Wine a good investment, if you don't quatt the profits

Kevin Haszett

Wi Borvers hac a great yearin 2006,
First, v Fonnd oot ghat resverairol,
i key inggredbent in wine, ey pre-
Vel ageing. Later, a study supgest-
e Lhat it may help prevent obesiw
arcd dinhastes as well

Bt pow dhe news gels oves bet-
cer, B vou are heading oul to the
store oo by & case ol wine lor a holi-
day party thisweek, you might wari
wo have o ook an the Buestsconomic
Literature before vou depart. 1T you
cloy, voui smight Tary a few exiira cases.
"-.frq'[.u:, aven a trscklood.

Wi, I forns out, may be more
fun w nvest In than o diok. The
onky ihing better would be the dis-
covery that i induces kids (o eat
thedr vepetables,

A ey praper by economists Lee
Sanning, Shervill Shaffer and Jo Ma-
rie Sharratt al the Dngversily of Wy
aming investigated dhe returns Ui
wine nvestors gol. They collected
"haner price” data for auction re-
sults of red Boardeaux vintapes rang-
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I-_nu wines, u:-pm:iall.y Eumuux reds, have hEEﬂ sgund II1".'E5tT‘-I"|E nL SiTCE

1994 with returns of up to 9.5 per cant,

img froem 1ESS (o 1998, TToy studied
auctions beltween P96 and 2003
and estimated risk-adjusted retums
for lchivddual wines,

[e resulls wore siunning, The
boly grail for investos s an assel
thar delivers heaithy annual re-
turns, but doesn't have o grest deal
of associatod risk.

The authors found that wine in
vesiments had almost no correki-
|ir_:-|| |.1"r||'| thee aploed a5 a whalo, e
Diad high redurns. The average on-
nual return foF thosoe whe invesiod
in Bordesws was bebween 7.0 and
9.5 per cent higher o would ave
been predicied by Bclors thal ac-
covuni o risk.

This meant fine wine, over it
period at least, was about gs good
an irvesimens a5 you chsld lad,

Why? Loonomic reasoning sug
pests a number of answers,

First, fine vwine is a lnxury itene.
As societies gel wealthier, citizens
can e expectad th consuwTe: more,
Sinee 1996, the world economy has
grown fasier than anyone could

Fvata: AF

i predicted and this has drven
up deynand and prices.

Second, the Anest wines e a
scaucity vadue, which can snowhall
e diemes, Think of i thisweay: Ifyou
get 4 big positive shock to your in-
come this year, vou might celebeate
with a fine Hawe-Briew, I lots of
people gel positive shocks, then
they will celebeate in the same way,
and suddenly there ks very litle re-
enaiing 1Hand-Brion, and prices go
through the roat

This pattern is conflrmed by
data veporied in the smdy, which
details the excess returns are lanpest
foor the wines that bave alveays been
cansicieresd investmemni-grade
splirges, The champion vintage
wois foswnd o be 1966 Haut-Brion,
which posted an averngs monihily
return of about 7.5 per cent duting

Lheir sample period, buaf 75 wines
weere fnund (o have average maonth- |

by ety inencess of §opercend e
manth

50 should you invest in wine?

Blaybe. A key problem with the
study is thiat the biggest risk facing
b wine collectors vas exclded,
After all, the anthors’ methods wm-
lyzed the performance of buy-amnd-
hold wine strategies. Holding risk,
i v howsehold aileast, 15 very sig-
nibicang, indeed, Mo, its not the lack
of a gquality cellar. The problem is,
somecne ([ won't say whol keeps
drinking e studll,

I is one Ging o by & line wine
and cellar i with the intewtion of
auctioning it off ai a later date. It's
another thing o successfully walk
harit yesar after year withont giving in
[0 ehie Teppation o uneok it

Rehavioural economics teaches
us that individuals may by with
Liee inke st not b constame, bur ther
havve a Rard timwe mainiaining disci-
pline. lmagine what may happen 1o
the value of your wine portfolio
whien wou and your college chums
head dewn fo the cellar near the
ertd ol an alroady convivial Cvening.

I your fHends are like mine, it
okl madke: thie 1929 Crash look ke
aluecup, That lack of discipline cer-

tainly explains the high refwrns,
Enough peaple Rave heen uncork-
in thwe best vintapes thar their scar-
city vatlue has skyrockeiod

Wine returns might e positive
even if most investors are Josing
moey wiile consuming their pro-
fits. That's why alternative winc-in-
vestmenl vehicles have begun Lo
pop up. For example, the Vintage
‘Wine Pund is based in the Cavman
islands and managed by OWC Asset

Mapagement Lud, a Lopdon-based
SO,

The fund invests directly in top
wines, st significantly from the
Brrdeaus region. According o s
latest monthly report in Ociober, S0
per cont of s assets wers inred Bor-
aauce, The i claims 1o haive pro-
dueed @ relurn of 46 per cent since
s Incepiion in 2003,

Gilven the latest research, one
might expect funds like Vintage

wotibd begin o hang their shingles
in the U5 and subject their hooks oo
the scrutiny of T35 regulators, When
that bepprens, i might not be a bhad

id e For everyone (o pul alitthe bif of

wing i thelr porifolie,

(e canntinm is in order. 1§ wine-
investment funds become wide-
spread, il ey actwally kvwer folore
refurns. Afver all, If every wine [n-
vestor has his wine Jocked away
swfely in @ mutast fund, then fewer

individuzals will :":'lk:lr'l-:'lr'nls.]f.' qurg['f
rtheir reasnres, amd scarciny vahies
will surprise on the downside. The
cxpocied retur in fhe wtare may
b gpuite 2 bt bowver than the Tigh re-
Lrs reporied in the study.

[m the meantima, it can't hurt 1o
stock ug.

kewdn Hassetr {5 director of
oo - pelicy sridies ar bhe
Arrarican Fterprize fnstitate.
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