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INVESTING IN LIQUID ASSETS




INTRODUCTION



If you have never traded wine before, the idea of wine as an investment might seem mystifying or impractical, given the physical heft of a dozen wine bottles cordoned off in a wooden case. Despite perceptions that wine is simply a beverage, or at best a collectible, the fact is that a particular category of Investment-Grade Wines (IGWs) has emerged in recent years as its own alternative investment class, with characteristics similar to high-yield bonds, gold, and fine art. These assets are largely uncorrelated with stocks, so they provide a greater level of portfolio diversification and risk reduction. You may be surprised to know that returns on IGW have dependably outperformed blue-chip stocks over the past fifty years. Fine wines have become very easy to trade online and you don’t even need your own cellar to store them. Despite rising prices, IGWs are still among the least expensive, easily tradable, and most profitable investment opportunities around.

Blame it on the exploding popularity of fine wine as a consumable. Though long associated with highbrow affairs like a gala, a black-tie event at a local museum, or maybe a dinner among investment bankers celebrating the closing of a billion-dollar deal on Wall Street, wine is increasingly finding a fan base in more mainstream markets. It’s now found for sale at Nascar races, and some tracks even offer wine-tasting programs for race patrons. One of Nascar’s most famous sons, Jeff Gordon, makes wine under his own label and owns a collection of rare wines that has been featured in the pages of Wine Spectator magazine.

But it’s outside America where the economic trends are really driving the growth in the finest wines. The rise of global wealth, particularly in Asia, Russia, and other emerging parts of the world, combined with increasing awareness about wine, has spawned an unprecedented demand for what I call investment-grade wines. Not among investors, mind you, but among consumers who suddenly have the discretionary dollars to splurge on some of the best wines money can buy. Due to the unique properties of these investment-worthy wines, the world has entered an era where continually decreasing supply meets continually increasing demand for the relatively limited supply of the world’s greatest wines. Where this sort of supply-demand dynamic emerges, you suddenly have…an investment opportunity.

Little wonder, then, that Wall Street has latched onto the idea that fine wine now has investment-grade characteristics. Fine-wine investment funds have launched in the United Kingdom, the United States, and Australia in the last few years, and all are solely in the business of profiting off the price appreciation that is basically unavoidable in certain wines. Why is this price appreciation unavoidable? In a word, consumption. Unlike other assets, wine is drunk by buyers. Over time, fewer and fewer bottles exist of the comparatively small lot of the world’s best wines that, themselves, are improving with age. The result: Every time someone pulls the cork on a bottle of 1982 Château Pétrus—one of the truly great wines—the remaining supply of that vintage rises in value. No one will ever own the last tradable share of IBM. But one day, someone will own the last known bottle of ’82 Pétrus, and that bottle might just be worth enough to buy a winery.

Like stocks and bonds, fine wine even has its own index of prices now. The London International Vintners Exchange (Liv-ex) is an electronic exchange of about 150 merchants and professional traders in the global fine-wine market. Liv-ex produces the Liv-ex 100 Index, which is to wine what the Dow Jones Industrial Average is to U.S. stocks—the leading blue-chip index. In Liv-ex’s case, the blue chips are 100 of some of the most widely traded fine wines from the French regions of Bordeaux, Burgundy, Champagne, and the Rhône, as well as some of the Super Tuscans from Italy. The Liv-ex 100 is used by wine merchants, wine funds, and investors around the globe to price the wine they own or want to invest in.

In another sign that fine wine is a recognized investment class, in 2006 Bloomberg, the New York purveyor of global financial data, began listing the Liv-ex 100 alongside such storied investment indices as the Dow Jones Industrial Average and the Standard & Poor’s 500.

Fact is, wine investing has become so easy that many wine enthusiasts have become accidental—and successful—investors almost overnight, simply by dint of what’s tucked away in their cellar. Indeed, if you find yourself sitting on a small wine collection, you might already be a de facto wine investor. It is easier than ever to buy and sell investment-grade wine. Over the past decade, the market has radically shifted from a brick-and-mortar, merchant-centric business into one that is reviewer driven and Internet based, making it just as easy these days to research and trade wine as it is to trade stocks and mutual funds through an online brokerage firm. The online merchants provide the exchange through which to buy and sell; the reviewers and their universally recognized scores provide a standard of measure that crosses currencies, language, and tastes, and allows buyers in Hong Kong to effectively deal with sellers in New York on equal terms. In addition, the many professional wine-storage businesses that have popped up across the country in recent years have greatly helped to facilitate wine trading.

So, whether you’re a wine lover who wants to become an investor or an investor who wants to know more about wine, this book is for you. I’ve written it to help collectors and investors alike make sense of the investment side of wine—all that you need to know to make appropriate decisions, everything from selecting the proper wines to storing them properly. In these pages you’ll learn about the criteria I’ve used to identify successful wine investments over the years. My intent is to share the information that has helped me acquire one of the world’s largest, most profitable rare wine portfolios.

And who am I to write authoritatively on wine?

Wine is my profession. As a third-generation wine merchant, I’ve had a front-row view of this business my entire life. I have experienced from an insider’s perspective all of the dramatic market changes in an industry that, because of the global reach of the Internet, is transforming on a fundamental level. I know fine wine because I drink it, because I live it, and because I love it. I was fortunate enough to literally age alongside some of the world’s finest of wines. While most of my friends were taking their first sips of beer from Dad’s mug, I was sampling my father’s 1961 Pétrus.

The business I now run—Sokolin LLC—was founded by my grandfather immediately after Prohibition was repealed in December 1933. For decades, the store then known as Dave’s Liquors was among New York City’s best-established purveyors of spirits. But when my father, William Sokolin, took over in the 1950s, he made the radical decision to focus solely on the sale of top-flight wines. During this time in America there was virtually no market awareness nor any notable appreciation of fine wines, let alone consumers. Bill’s own fascination with wine was spurred by an Alfred Hitchcock movie he’d chanced to see, Dial M for Murder, starring Grace Kelly as the wife of the debonair Ray Milland, with glass in hand. The sophistication and glamour of that scene resonated in him, instilling a vision of what he wanted the family business to become. Ironically, the wine in that film was Mateus, a markedly unsophisticated rosé. At a time when cocktails were the beverages of choice among America’s imbibers, Bill began his oenological education and that of his customers with the sale of this humble brand. To everyone’s benefit, he later graduated from Mateus to Pétrus.

Bill changed the name of the business to D. Sokolin and began to emulate the business model established centuries ago by the wine traders of Great Britain. In 1959, he pioneered the sale of wine futures in America, allowing his customers to lock in a supply of fine French wines that the châteaux would not bottle and release to the public for another eighteen months or so. With unflagging enthusiasm, he played a role in educating New Yorkers about wines and the idea of holding fine wines for investment. He would tell customers to buy an extra case for each case they purchased, advising them that they could drink one case and later sell off a second case to finance their collection. His advice worked.

Under my management starting in 1996, D. Sokolin has evolved into a high-tech wine-sales and-storage facility located in Bridgehampton, New York. When I began my career in 1992, our most successful salespeople knew the vintage of Napoleon’s favorite Pichon-Lalande. They were great storytellers with a passion for the history and the lore of wine. Today, our best brokers not only know the stories behind the wine, they also have a sense of the market and a keen knowledge of scores and prices. They see wine as not just a liquid but a liquid asset.

What you’ll find in the coming pages is my personal experience distilled. This is the modern guide to wine from an investor’s perspective. A lot has changed in the twenty years since my father coined the term investment-grade wines (IGW). My efforts not only cover the basics of wine investing, but they also explain how the wine market has dramatically changed because of the rise of the Internet, the emergence of cult boutique wines that work wine lovers into a frenzy, and the economic shifts that these days allow French châteaux to regularly ratchet the prices of their best Bordeaux higher.

Here’s what you won’t find: a wine education. Plenty of books have been written to help consumers become better wine drinkers. While you will certainly become intimately familiar with the names of the world’s greatest wines, this book isn’t designed to teach you how to become a wine connoisseur—though you probably will do a better job when ordering off restaurant wine lists.

Moreover, you won’t find a lot about the competition that exists all over the Internet. While scores of merchants and online auction sites populate the Web, where you can buy and sell wines of various pedigree, truth is I don’t know the criteria others use to make their wine-investment decisions, nor am I convinced that all of these sites operate in a manner conducive to a successful investor’s needs. One small example: You will find a number of do-it-yourself auction sites online, the eBays of wine, but you often have no way of proving a wine’s authenticity or its provenance. Instead of owning an investment-grade wine, you could end up owning a fake or a poorly stored original that isn’t worth what you paid.

There are those who miss the old days of wine, when investors weren’t part of the market. They insist that the new generation of wine enthusiasts—particularly the investors—has lost touch with the essential, mysterious beauty that is fine wine. Some feel that the wealth generated in the late 1990s and the 2000s has turned wine buyers into lemmings, all chasing after the latest high-scoring bottles, in the process driving the price of great wines well beyond the pocketbook of all but the richest patrons, alienating lovers of wine the beverage, not wine the investment.

I don’t see that from my perch. To the contrary, I see that the availability of information about fine wine has democratized the market, encouraging ever more people to refine their taste buds, empowering them to delve deeper into a field that was once clouded by a lack of information and to access a world that for centuries excluded all but the cognoscenti. The advent of Internet-based reviews, combined with the rise of wealth, has, during my tenure, enabled more people than ever to participate in what was formerly the domain of a much smaller, much more privileged class.

True, this increased focus on wine as an investment has priced some people out of the market, but that’s a trait of every desirable asset. The more people educate themselves on the potential of some stock or some parcel of land, the greater the demand and the higher the price. That’s the nature of free-market capitalism, and there’s no reason it should be any different for wine just because you can drink it.

If you peer out over next two decades and visualize a larger client base for fine wines emerging in Asia, Eastern Europe, and South America, then you should easily see how demand is the crucial component behind rising prices. And if you’re an investor in any other assets—such as stocks or real estate—you should immediately recognize the opportunity that lies before you. Individual investors who buy and properly store investment-grade wines are uniquely positioned to participate in the global expansion of wealth that is now under way.

The key difference between wine and any other asset is that “winning” in the wine market has one unique advantage. In the stock market, losing stocks are simply written off at tax time and, hopefully, forgotten. With wine, there’s no such thing as a losing investment. Whenever you wish, you can “liquidate pleasurably,” as my father likes to say, by drinking your “losers” with dinner. Of course, if you are investing in the right wines, it’s going to be hard to lose even if some bottles don’t appreciate as much as you’d like. They are fine wines, after all, and if history is any guide, the growing demand for the limited supply of the world’s rarest beverages will continue to push prices higher for investment-grade wines.

So let’s take a look at how fine wine has become more than a drink and has emerged as a great way to grow money.








PART I

Wine-Investing Basics










1

THE GRAPES OF MATH

The Finances of Fine Wine




Unless you’re day-trading stocks or currencies for the thrill of the kill, investing generally isn’t considered a game of fun. It’s a much more sober affair for the most part, all cash flow analyses and financial ratios of one sort or another. The only time investment and wine generally mix is at cocktail parties, where there’s always someone who has downed a bit too much Chardonnay and prattles on incessantly about the long-term potential of some nano-technology stock he’s suddenly an expert on because of inside information he picked up at the barbershop from a friend of a friend who knows someone.

Wine, as you might imagine, is different. How can you invest in wine and not have fun? You can’t drink a share of Microsoft, but you can certainly sample one of your bottles of ’82 Château Latour and physically experience the character of the wine. You can’t invite your friends over for a blind tasting of bonds, but nobody’s missing the date if you arrange a vertical tasting of a half dozen of your back-vintage Latours in your private cellar.

Wine is just, well, fun.

Mix in a little profit potential, and suddenly it’s a blast.

For many of my clients, collecting, sampling, and enjoying all that wine offers hedonistically overlaps seamlessly with wine as an investment—so much so that many never realize they’ve become investors until, by happenstance, they see somewhere that those bottles of ’90 Château Le Pin they bought years ago for a few hundred dollars apiece are now worth nearly $5,000 each. That’s when they realize they’ve become accidental wine investors. They’re people not unlike Hans Denbaas, the subject of a 2007 Wall Street Journal story on the emergence of wine as a viable investment class. Years ago Mr. Denbaas bought for his own consumption cases of 1989 Château Haut-Brion, one of the premier wine producers in the Bordeaux region of France. His cost: less than $200 per bottle. By early 2007 those cases were selling for more than $12,000 each, leading the accidental wine investor to comment: “You start to ask yourself, ‘Gee whiz, am I really going to pop the cork on a $1,000 bottle?’”

That’s a good question. Most people don’t start off buying wine with an investor’s mind-set. Many of my clients are essentially Mr. Denbaas; they come to me with a passion for wine the liquid but at some point start seeing their wine as a liquid asset. Wine becomes a vehicle for profit, as well as pleasure.

Ironically, the largest sellers of wine on Earth—the wine merchants—are seldom holders of large stocks of investment-grade wine. The wine auction business is purely focused on brokerage, and very few wine merchants have the capital to hold on to stock over the long term. The role of the wine investor, therefore, is to step in and hold inventory of IGW for wealthy end consumers in a marketplace that has few holders of wine stock. In that role exists great opportunity for the individual investor.

But as with any investment, you need to understand the exogenous factors that move the asset you own.

Macroeconomic Factors Moving Wine Prices

Traditional, fairly obvious macroeconomic forces tug at wine prices just as they do with every other market from stocks to currencies. When economies are rocking, stock markets are climbing higher, and a sense of economic well-being pervades the populace, wine prices do well. The increased wealth provides the necessary discretionary spending to fuel price spikes as consumers spend up to afford the best that they can, be that fancy cars or fine wine. When economies roll over and stock markets tank, wine prices soften as consumers rein in their spending. But prices don’t tumble as you might expect with stock prices. That’s because unique factors are at play in the wine market, and it’s those idiosyncratic rhythms that wine investors need to understand.

Wine, for instance, is truly an agricultural commodity affected by climatic conditions that can have a defining impact on the available supplies from one vintage to the next. The best wines are in short supply in bad years—especially after a run of bad vintages—and are the ones most in demand during stellar vintages, which limits their supply as well.

At the same time, wine is a true collectible with demand that, while it can run slack during bad economies, never fades completely. No matter the state of the economy, people are forever consuming wine, so the float of available fine wines is continually shrinking, day by day. Imagine how much more Picassos or Dutch Masters would be worth if they started disappearing on a routine basis!

Bull markets in other assets tend to reflect in the wine market as well. In the heyday of the 1980s real estate boom, wine prices had a major run higher. During the tech bubble on Wall Street in the 1990s, wine prices surged. Even in the dark days following the 9/11 terrorist attack and the resulting stock market downturn, my company continued to grow at a rapid pace. Though people were buying less wine, there were more buyers because so many had entered the market in previous years. Wine prices certainly softened during that period, but they did not tumble, and within a couple of years they had rebounded well past their previous high-water mark.

I’m not trying to imply that wine is immune to weak economies. However, investment-grade wines have certain properties that can insulate them from the worst of the bad times. When the going gets tough, the tough rarely forsake their wines. In more than fifty years combined in the wine business, my father and I have found that wine prices can go down during a recession but volumes tend to stay constant. People never seem to stop drinking. Although they may delay getting larger-ticket items like cars and houses, even expensive wine is a relatively low-ticket luxury that many people refuse to give up. Since most people who own investment-grade wines can more than afford to hold on to their collections during recessions, you don’t generally see fire sales of these when good times go bad.

Today, the prime mover of wine prices is the global growth in wealth. From Shanghai sushi shops to caviar bars in Moscow, discretionary dollars are flowing through the world’s emerging economies, with many of those dollars—well, yuan, rubles, and rupees, really—earmarked for Western-style luxury goods, including the finest of wines. This new trend was apparent during the 2005 Bordeaux futures campaign, when wine buyers gathered to buy the new vintage when it was initially released to the market. And 2005 marked the first vintage in which Asian buyers, who had historically been leery of putting money into futures or prerelease wines, entered the market in significant numbers.

The additional demand far outstrips the supply of an asset already in relatively low—sometimes extremely low—production. The greatest French wines are fully planted and have no room to expand; many châteaux’s vineyards press against one another or stop at natural land breaks such as streams and rivers. Production that has not increased for decades will effectively be the same centuries down the road. The 10,000 cases produced today—while sounding like a relatively large lot—will increasingly be spread more thinly across an ever-growing class of consumers outside North America and Europe who now have or soon will have the means to afford these wines. This huge increase of new buyers, then, is making investment-grade wines harder to buy, yet easier to resell. Basically, if you own it, buyers will come.

Microeconomic Factors Moving Wine Prices

Along with the macroeconomic factors are the microeconomic dynamics that are driving wines prices higher and have nothing to do with the global economy but everything to do with local winemakers.



[image: image]Low Crop Yields: Starting in the 1990s, winemakers embarked on a trend to make wines that were more concentrated and flavorful. They did so via crop reduction, meaning they reduced the number of grape clusters on each vine so the remaining grapes could flourish. The result was wines that were higher in quality and, because of the lower production numbers, rarer. That, in turn, supported increased prices for the wine. Case in point: Château Cheval Blanc.

Back in 1989, much of the château’s production went into its first wine, the eponymously named Cheval Blanc, which at that time retailed for $50 to $60 per bottle. The remaining production was earmarked for the château’s second label, Petit Cheval, priced at $15 to $20 a bottle. Under new ownership, starting in 1998, Cheval Blanc increased the quality of both its first and second wines through rigorous crop selection. The result: 50 percent of the château’s production went into Cheval Blanc, the rest declassified for use in Petit Cheval, and in doing so, the château increased the quality and the intrinsic values of both wines, pushing the price for Cheval Blanc to $165 a bottle while Petit Cheval jumped to $80. They winery had more than doubled the price of its flagship wine by reducing the production by almost half and more than doubled the price of its second wine while simultaneously doubling its production, generating more revenue than ever. Today, Cheval Blanc’s good vintages are released at more than $600 per bottle and the 1998 is currently trading at over $1,000 per bottle with a 96-point score from Robert Parker in his Bordeaux book.



[image: image]High-End Wines That Drink Young: Also during the 1990s, advances in winemaking technology led to the trend of designing high-end wines that “drink young,” meaning the wines do not require the same cellaring time that many older wines require.

Early-drinking wines exit the market at a faster pace because people consume them, causing their values to climb in proportion to their increased rarity. Wines that drink younger price-appreciate quicker and create a client base at a faster pace. These wines are also easier for the reviewers to understand since they don’t have to guess what they would be drinking like in the future; they already taste great upon release. Wines that drink young garner higher scores upon release, which, in turn, makes them more highly coveted, which ultimately drives their prices higher at a quicker pace.

Twenty Years of Bordeaux Pricing

OK, so macro-and microeconomic factors push and pull at wine prices. How have prices actually moved in the wine market?

Consider the charts below. These are price histories for cases of wine in a hypothetical cellar made up of ten-case lots of a variety of good-vintage Bordeaux, ranging from First Growths to Fifth Growths, and all of these wines are considered to be First- and Second-Tier IGW (in an upcoming chapter, I’ll explain more about the growths and price tiers).

I’m focusing on Bordeaux here and throughout much of this book because, well, Bordeaux in large part is the wine market. Though other styles of wine command investors’ attention—particularly Burgundy, Sauternes, and others—the bulk of the world’s wine investors spend the bulk of their time and money buying, cellaring, and ultimately selling Bordeaux. The 1986 data in the chart on chapter 1 come directly from my father’s book, published in 1981, while the 1997 data are the average case prices of wine sold at auction that year by the New York auction house Sotheby’s. The 2007 prices were the average prices for the same cases available for purchase on the Internet.

What you should note here is that the dollar value of the 220 cases in this fantasy cellar would have almost doubled by 1997—a fairly respectable 7 percent annual return. Take a look as well at what occured to the same virtual cellar over the next ten years as the world began to view wine as a liquid asset and as global wealth exploded and demand for top-notch wine soared. The cellar’s value is up more than 500 percent, an annualized return of more than 19 percent a year. That’s good money. The Standard & Poor’s 500-stock index during the same period was up only 4 percent.

If a collector had purchased this cellar back in 1986 and stored these cases over the ensuing two decades, the dollar value of the cellar would be up nearly 1,000 percent, an annualized gain of 12 percent a year. And how did the S&P 500 perform during this time, amid the so-called super bull market, one of the most vaunted periods ever in U.S. stocks? It gained about 10 percent a year. Wine won, and it never had to endure the same degree of trauma that buffeted the stock market during the 1987 crash, the Asian currency crisis, the Russian debt crisis, the near meltdown sparked by the failure of Long-Term Capital Management (all in the 1990s), the terrorist attacks of 2001, and the most punishing bear market since the Great Depression.

But why is this happening? Why is it that what began in prehistoric times as simply a way to create a fermented drink from grapes has turned into such a tradable commodity? And perhaps more important, will it continue?

Truth be told, wine was a commodity even in its earliest days.

By the first century B.C., Roman soldiers had arrived to colonize Burdigala (what is now Bordeaux), and they soon set about growing the beverage. They found the land so amenable to grape growing that they set up shop, planting vineyards and making wine, which they traded with Rome. By the 400s, Romans so fancied Bordeaux wines that Emperor Diocletian condemned the vineyards and had the vines burned, fearful of the competition. Four hundred years later, the vineyards returned, and by the twelfth century, Henry Plantagenet—more commonly known as Henry II, King of England—requested that the claret, as the British called Bordeaux, be shipped across the Channel for the benefit of the British aristocracy.

[image: image]
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By the eighteenth century, wine began to move past its commodity status when those British aristocrats with a predilection for claret realized they could subsidize their consumption by buying cases of wine, then holding back extra stock for resale at a later date and a higher price, the very cornerstone of investing. Buy today that which will be worth more tomorrow. Wine as investment was born, though, truthfully, at this early stage the Brits weren’t necessarily acting as investors as much as they were simply looking for a cheaper way to afford next year’s supply of drink.

1919–2008: A Truncated History of Wine in America

While British aristocrats have long had a love affair with French wine, the red, white, and blue has had a schizophrenic relationship with the grape. Associated with religious ceremonies and the poor immigrants of southern European nations, wine was never seen as much of a beverage in the States. Sure, Thomas Jefferson was a legendary wine connoisseur—America’s first—touring French wine regions and having cases from his favorite châteaux shipped back home. But he was an exception to the American palate that alcohol made from grains—wheat, barley, hops, and corn—was the drink of choice for this great nation. Give us our beer, our Kentucky bourbons.

Indeed, when the grape phylloxera, a sap-sucking insect with a distinct taste for grapes, brought the French wine industry to its knees in the mid-1800s, row upon row of vineyards cropped up across southern California to meet the demand for wine, though, ironically, little of that California wine remained in the States. Consumption here was negligible, which was just as well, since most of the juice ended up in Europe.

Then along came the Eighteenth Amendment to the Constitution: Prohibition. The law of the land forbade the commercial production and sale of alcohol. However, in a bone thrown mainly to the large Italian-American population, the head of a household could legally produce 200 gallons of wine annually for personal consumption. And just like that, Americans had a newfound love of wine. During the decade of temperance that ensued, wine consumption in the United States actually increased, even though commercial-grade wineries withered on the vine.

Then, like a good Bordeaux gone bad, consumption plunged.

Congress repealed Prohibition in 1933, and beer and spirit sales soared. Wine was back to its traditional role as a marginal means of getting on a good high. It was during this period that my grandfather moved the family into the liquor business. Once the Twenty-first Amendment repealed Prohibition in December 1933, he was one of the first people standing in line at City Hall and received Liquor License no. 4 from the New York State Liquor Authority. In early 1934, Dave’s Liquors opened on Madison Avenue and Thirty-third Street in Manhattan, where it operated for over six decades. In the 1930s, beers and spirits carried the business. Wine was a novelty at best, certainly not a big seller.

My dad, William Sokolin, took over the business some twenty years later and purposefully moved the company toward the sale of high-end wine, convinced that in a market saturated with liquor joints, he could differentiate the business and bring to it a level of sophistication by refocusing sales on the best wines in the world. He spent his career effectively teaching the growing lot of wealthy New Yorkers about quality wines. So much did he learn himself along the way about the wine market and price movements—everything from prerelease wine sales to the price escalation of classic vintages—that he wrote America’s first guide to wine investing in 1987 and is widely credited with coining the term “investment-grade wine.” While he was arguably the country’s most bullish proponent of wine as an investment, even he is awed by the degree to which prices in the wine market have moved.

Fine-wine prices have simply exploded. As I write in late summer 2007, the Liv-ex 100 Index, which tracks price movements of 100 investment-grade wines and is the wine industry’s version of the Dow Jones Industrial Average, is up 45 percent in the first seven months of the year. That follows a nearly 50 percent gain in 2006.

But those are just statistics. The real color of what has been going on with wine prices comes from the stories of individual wines and individual buyers.

More than forty-five years ago, a wealthy banker purchased from D. Sokolin futures for ten cases each of 1961 Mouton-Rothschild and Pétrus for $100 and $120, respectively. This banker grew irate with my father for charging him that extra $20 per case for the Pétrus and in a fit of frustration decided to return all but one case. More than thirty years later I traveled to this man’s house to reclaim that last case of Pétrus. He had never cracked it open and was reselling it to us. During my time at his house, this gentleman lamented his rash decision to return the wine because of a quibble over $20 a case. The reason for his fretting: That one case of 1961 Pétrus was worth $120,000. Who could ever have predicted that had he kept the entire lot, this man’s twenty-case purchase, totaling $2,400 in 1962, would be worth over $2 million in 2007?

In pinching pennies to save $400 (the 2007, inflation-adjusted equivalent of about $2,700), he had forsaken a multimillion-dollar gain. Obviously, he couldn’t have known that this would ever occur, and, in fact, very few people at that time looked upon fine wine as anything other than a fairly pricey fruit juice with psychotropic side effects. Only since the early part of this newest millennium has wine emerged as a true asset class.

The Growth of Wine as Investment

Wine has been a tradable commodity since the Stone Age and an investment since the eighteenth century. But only with the rise of the Internet and the explosion of global wealth has wine emerged as a viable investment easily traded among everyday investors, meaning those who aren’t professional wine merchants.

A big part of that growth in the United States has been thanks to the emergence of wine auctions online, the legalization of wine auctions in New York State in 1993, and a Supreme Court ruling in 2005 that allowed wineries to ship across state lines. Prior to 1993, New York’s wine merchants had lobbied successfully for years to keep wine off the auction block because they feared competition from the auction houses. While other cities did sell wine at auction, New York, because of its population density and the huge numbers of wine connoisseurs and collectors, drew attention to the wine-auction market as never before. New York rapidly grew into a global magnet for wine auctions, sparked in large part by all the dollars that flow freely through an economy fueled by high finance and seemingly unquenchable consumer spending.

Indeed, through the first six months of 2007, some $90 million of wine went to the auction block in the United States, up from $14 million for all of 1993. It’s not just the sheer volume of dollars being thrown at fine wine that shines a spotlight on the market. It’s the cork-popping prices that individual lots routinely command at auction that has grabbed the attention of investors who might never have considered wine as a potential asset. In 2007, for instance, a case of DRC Romanée-Conti 1985, a stellar wine among Burgundies, sold at auction for $237,000, while a forty-two-bottle lot of Screaming Eagle, a highly coveted California cult Cabernet, sold for $130,900, well in excess of estimates of just $50,000 to $80,000. And a jeroboam of 1945 Mouton-Rothschild—from the private cellar of Baroness Philippine de Rothschild, the château’s owner, no less—sold for an astounding $310,700. Media reports of these gargantuan prices shine a light on the investment possibilities of wine among investors, who suddenly see that rare wine can, indeed, produce fabulous returns.

The proliferation of these auctions is certainly helping to boost the wine market. Live auctions are held several times a year by big-name houses such as Christie’s and Sotheby’s. Though such auctions typically occur in the biggest metropolitan centers—New York, Chicago, Los Angeles, and San Francisco—much smaller auctions are held all over the country many times a year at high-end wine stores and through smaller auction houses. Making it all the more convenient for investors, bidders don’t need to be in attendance to participate. Nowadays, you need only a high-speed Internet connection to bid from home or at work—or in a hotel room on vacation, for that matter.

Many, many more wine auctions happen twenty-four hours a day in the ephemeral world of cyberspace, though wine investors certainly need to be careful about the wines they buy online and whom they buy them from. Sites have popped up all over the Internet that have made investment-grade wine widely accessible to collectors and investors who, because of their remote location, would otherwise rarely, if ever, attend a major wine auction.

Combined with changes in federal law, the Internet has given wine investors access to wines they would never find locally. In 2005, the Supreme Court erased one of the last vestiges of Prohibition, striking down as unconstitutional the long-standing state laws that prohibited wineries from shipping wine directly to consumers in other states. Now wineries can ship directly across state lines, though not all wineries ship to all states. Of particular interest to wine investors is that this legal reversal means consumers in Missouri or Montana can buy directly from California wineries the Cabernets that have become cult favorites among collectors and connoisseurs—assuming, of course, you can get onto the waiting lists, which can stretch for years.

All of this has dramatically expanded the popularity of wine as an investment, not only drawing in huge new flocks of investors but also providing them the access to the world’s greatest wines that they’ve never before had and the tools necessary to research their investments, though they might never even taste the wine they want to own.

Perhaps this bit of data from Wine Spectator, one of the leading wine-industry publications, sums it all up: By 2008, “Americans will drink more wines than Italians for the first time ever, and will trail only France in terms of overall wine consumption.”








2

THE MECHANICS OF WINE INVESTING




Wall Street has its growth and value investors and its technical and fundamental traders, each group defining the system of beliefs by which an investor invests. Over the years, I’ve come to classify wine investors into three main types: technical, collector, and casual. All ultimately have their eye on profit; they just get to that point by entirely different means.



[image: image]Technical: These are the active investors, the wine buyers who own wine specifically as an alternative asset class and who value a wine collection as part of an overall portfolio. They scrutinize vintages and scores. These investors might not drink that much wine, and the wine they do buy is hands-off, meaning they have no intention of cracking open the case. They’ll just set it aside, properly stored, of course, in their own wine cellar or in a rented cellar, awaiting the day consumer demand begins and the price surges. These investors generally invest in only the wines that have been most sought-after for decades and that have dependably appreciated over time.



[image: image]Collector: These are the passive investors, largely buying wine for the sheer enjoyment of drinking it. More often than not, though, they’re buying more wine than they need, specifically expecting that the wines they’re buying will increase in value over time, helping fund future purchases of wines to imbibe. Because these investors realize that fine wines historically do rise in value, they might take a flier on a few wines they don’t intend to drink, a speculative play, really, and maybe with a wine more expensive than they’d ever consider drinking. Success in this arena often leads passive collectors/investors to become much more active investors, even as their passion for collecting and enjoying wine grows.



[image: image]Casual: These are the accidental investors. They’re wine lovers who buy what they love to drink, laying in several cases at a time. Only one day they realize their bottles and cases are worth many hundreds, if not several thousands, of dollars each, and the thought of pulling the cork on something that valuable causes queasiness. Instead, they toy with the idea of selling the wine or holding onto it even longer to see how high the price might go. These people are “investors” only in name and aren’t active in the market to any real degree.



Determining what kind of wine investor you are will help you map your path through the world of wine. If you are a technical investor at heart, then you’re not going to care whether you personally think a highly rated wine tastes highly rated or not. You’re going to buy solely with the intention to sell.

If you’re a collector/investor, you’re probably going to want to invest in wines that match your definition of “good,” because you’ll want to enjoy what you own. And if you’re singularly a collector, your only interest in the investment side of wine will be to measure the value of your cellar, possibly just for the fun of it, possibly just to sell off some of your collection when prices reach such a level that you can’t stomach the idea of opening a bottle that could fund a month or two of mortgage payments.
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