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A Tale of Two Liquids
Three factors are essential to understanding how the fine-wine market operates: liquidity, wine
supply and market sentiment. Understanding these three fundamentals can allow wine traders of
all kinds, be it brokers, merchants, wine enthusiasts and wine investors, to make better-informed
trading decisions.
In this report, we have developed several metrics to characterise both wine liquidity and market
sentiment. As a case study we have looked at wine-trading data from Liv-Ex, the foremost
wine-exchange based in London, for two separate wines: Lynch-Bages 2010 and Haut-Brion
2010 between October 2012 and October 2015.
In the recent Liv-Ex October market report, both Lynch-Bages 2010 and Haut-Brion 2010
were among the top-five most traded 2010 Bordeaux wine by value, coming in at 17.5% and
5.7% of the total share respectively. In the same report, 2010 Bordeaux was the most traded
Bordeaux vintage by value for the third month in a row. We expect these trends to continue until
at least December 2015 for two reasons: healthy trade activity in October 2015 and a positive
market sentiment in the preceding months.
Elementary measures to characterise the overall liquidity of the wine include its average monthly
trade volume, available stock and trade volume as a percentage of available stock, all over a
specified time interval.
Over the period between October 2012 and October 2015, the average monthly trade volume
for Lynch-Bages 2010 was 126 bottles, the average monthly available stock was 563 bottles
and the average monthly trade volume as a percentage of available stock was 22.4%. The
respective values for Haut-Brion 2010 were 12 bottles, 116 bottles and 10.1%. These
comparative numbers show that Lynch-Bages 2010 is more liquid than Haut-Brion 2010 as its
average monthly trading volumes, stock availabilities and the trade volume as percentages of
available stock are greater.
We will begin with an introduction to the WQ metrics, using data about Lynch-Bages 2010 as an
example, seeing that it is the more liquid of the two wines. We will then proceed to illustrate how
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these WQ metrics can be used to predict the trading patterns of a less liquid wine, Haut-Brion
2010 before proceeding to make predictions as to the future trading possibilities of both.

Lynch-Bages 2010
WQ Inventory Value
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Figure 1: WQ Inventory Value for Lynch-Bages 2010 between October 2012 and October 2015.
One metric that can be used to characterise the stock value of a particular wine over time is the
WQ Inventory Value. This metric takes into account the monthly averaged trading prices and
available stock. Figure 1 above shows the WQ Inventory Value for Lynch-Bages 2010 between
October 2012 and October 2015. This figure shows that there was an inventory build-up
between October 2012 until May 2013. The inventory was perceived to remain stable up July
2014. This was followed by another inventory build-up in the following months and its value has
remained fairly stable since. There was a sudden drop in the inventory value in October 2015.
From this figure, we can conclude that there has been a regular supply of Lynch-Bages 2010 on
the fine-wine market and this supply has remained fairly stable for the most part of 2015.
The WQ-spread takes into account the monthly highs, lows and average trading values for a
particular wine. The WQ Spread is a good indicator of the market sentiment. The market
sentiment is deemed to be positive in a sustained period in which the WQ spread remains stable.
Trading activity is expected to be healthy during these periods.
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Figure 2: WQ Spread for Lynch-Bages 2010 between October 2012 and October 2015.
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Figure 3: WQ Normalised Spread-Stock Index (WQ-NSSI) and the trade volume as a percentage
of available stock for Lynch-Bages 2010 between October 2012 and October 2015.
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Volatility evident in the WQ spread over time is an indicator for negative market sentiment. We
expect little or sporadic trading activity when volatility in the WQ spread is present. Note that
the WQ Spread is only an indicator for market sentiment and the overall trading behaviour will
depend on several factors including the combined effects of supply and the market sentiment.
The positive market sentiment of Lynch-Bages 2010 is obvious from Figure 2 which shows the
WQ Spread for Lynch-Bages 2010 between October 2012 and October 2015. The WQ Spread
remained extremely stable during this period except for June 2015. The large spread was a
result of an anomalous high trading price of £1600, compared to £1398 and £1380 in the
months right before and after June 2015. This, however, did not disrupt the market sentiment
for this wine as its trading activity remained fairly healthy in the following months which we shall
see later on.
Figure 3 shows the WQ Normalised Spread-Stock Index (WQ-NSSI) and the trade volume as a
percentage of available stock for Lynch-Bages 2010 between October 2012 and October
2015. The WQ-NSSI takes into account the WQ Spread and the monthly available stock. The
range of this normalised index is between 0 and 100. This is a composite index which
characterises both supply and the market sentiment. Meanwhile, the trade volume as a
percentage of available stock is a measure of the wine’s trading activity.
It is apparent from Figure 3 that there is no obvious correlation between the WQ Normalised
Spread-Stock Index (WQ-NSSI) and the trading activity for a liquid wine such as Lynch-Bages
2010. The anomalous trade which took place in June 2015 did not disrupt the market sentiment
at all. Trade activity remained healthy until the end of October 2015.
Trading activity for this wine was perceived to be more volatile between October 2012 until
May 2013. This coincided with the period in which there was a slow inventory build-up as noted
previously from Figure 1. This then led to a sharp increase in trading activity in June 2013.
Another peak in trading activity took place in June 2014 but this pattern did not repeat itself in
June 2015. This could be a result of the anomalous high trade in June 2015. The peak trading
activity in 2015 was observed to have been put off until September 2015, three months on
from the WQ-NSSI peak in June 2015.
So far, we have looked at three WQ metrics and the trade volume as a percentage of available
stock. These metrics reveal that the combined effects of regular supply and a positive market
sentiment will lead to healthy trading activity for a liquid wine such as Lynch-Bages 2010.
Patterns in peaks trading activities were observed and peaks in the WQ-NSSI can be a useful
indicator as to when the peak trading activity may take place in a given year. In this case, the
peak trading activity took place three months after the main WQ-NSSI peak in 2015.
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In the following section, we shall proceed to use the metrics developed in the context of a less
liquid wine such as Haut-Brion 2010.

Haut-Brion 2010
WQ Inventory Value
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Figure 4: WQ Inventory Value for Haut-Brion 2010 between October 2012 and October 2015.
As noted previously, Haut-Brion 2010 is a less liquid compared to Lynch-Bages 2010 even
though it is amongst the top-five most traded Bordeaux 2010 by value in the recent Liv-Ex
October market report. There has not been a regular supply of this wine on the fine-wine market
which can be observed in Figure 4. There was an inventory build-up between October 2012 and
June 2013. There were intermittent stock injections after June 2013 while the overall inventory
decreased in value. Sometime in May 2015, there was a huge stock injection. This sudden stock
injection will effectively diminish immediate demand for this wine which will later be clear.
Figure 5 shows the WQ Spread for Haut-Brion 2010 between October 2012 and October
2015. There was volatility in this spread between October 2012 until November 2012. This can
lead to little or sporadic trading activity. It then took more than a year before the spread began
to stabilise. The spread has remained stable and the market sentiment for this wine has been
positive since August 2014.
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Figure 5: WQ Spread for Haut-Brion 2010 between October 2012 and October 2015.
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Figure 6: WQ Normalised Spread-Stock Index (WQ-NSSI) and the trade volume as a percentage
of available stock for Haut-Brion 2010 between October 2012 and October 2015.
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The WQ Normalised Spread-Stock Index (WQ-NSSI) and the trade volume as a percentage of
available stock for Haut-Brion 2010 between October 2012 and October 2015 are shown in
Figure 6. We note that stock injections are heavily amplified in the WQ-NSSI and we believe that
this is characteristic of wines which is not supplied regularly on the fine-wine market. This
feature can contribute to the lack of a particular wine’s liquidity.
Sporadic trading activity was observed between October 2012 until November 2012. Peak
trading activity did take place in October 2012 which is a response to the WQ-NSSI peak in June
2015. Peaks in trading activity were observed to follow peaks in the WQ-NSSI and the time lag
between these peaks varied between two and five months.
In addition, sudden stock injections were observed to effectively diminish immediate demand for
this particular wine. For instance, the sudden stock injection in May 2015 removed demand
almost immediately. It is not until October 2015 in which the demand for this wine effectively
recovered.
Here, we have demonstrated how the combined use of the metrics WQ Spread and WQ-NSSI can
be used to understand the trading behaviour behind a less liquid wine such as Haut-Brion 2010.
Volatility in the WQ Spread can lead to sporadic trading activity. Peaks in trading activity are
observed to follow WQ-NSSI peaks. Demand of this less liquid wine is immediately affected by
sudden stock injections but this will effectively recover after a period of time.

Summary
In this report, we have introduced metrics which can be used to assess and characterise wine
liquidity and the market sentiment. These metrics have been used to describe and explain the
trading behaviour of two wines: Lynch-Bages 2010 and Haut-Brion 2010 between October
2012 and September 2015. Using an elementary measure for liquidity, we are able to show that
Lynch-Bages 2010 is more liquid compared to Haut-Brion 2010.
These remaining metrics developed reveal that the combined effects of regular supply and a
positive market sentiment will lead to healthy trading activity for a liquid wine such as LynchBages 2010. Patterns in peaks trading activities were observed and it is possible to make a
useful prediction as to when the peak trading month may take place.
The use of these metrics also revealed that the demand of less liquid wines, one example of
which is Haut-Brion 2010, are immediately affected by sudden stock injections. In addition, we
have demonstrated how to use these metrics to describe the trading behaviour of a less liquid
wine which is shown to be strongly affected by the lack of regular supply.
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Finally, given the healthy trade activity in October 2015 and a positive market sentiment in the
preceding months, we expect both these wines to continue trading actively up until December
2015. This trend will continue to go on if there is a regular supply of both these wines on the
fine-wine market in the months to come.

Disclaimer:
WineQuant is not regulated by the Financial Conduct Authority (‘FCA’) and as such is not permitted
to offer financial advice about investment, regulated or unregulated. We strongly encourage you to
consult an FCA-registered Independent Financial Adviser (‘IFA’) before committing to any investment.
Investors are also strongly encouraged to carry out their own due diligence before committing to
any investment. Individuals should carry out their own checks by inspection and by an appointed
financial professional or otherwise.
You should be aware that the value of fine wine can go down as well as up, and no guarantees as to
future performance or capital growth are given expressly or by implication. Investors should make
themselves fully aware of the risks of market fluctuations in foreign currency rates and their own
personal tax and tax relief circumstances.
WineQuant is not a registered wine broker and trader, and do not purport to be. We do not buy or
sell wines.
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