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Bubble or Not?
It has been seven years since the financial

recovery began following the correction of
2008, and few sectors of the market have rebounded
as robustly as art—particularly postwar and
contemporary art, which has doubled in value since
then. Pundits on the sidelines contend that such
market growth is unsustainable, warning there is a
bubble in the making that is sure to burst, as one did
in late 1990 and again in 2008. Judging by the current
headline-grabbing sales of postwar and contemporary
works bringing in $100 million or more, it would
seem that a bubble may indeed be forming. But is it?
It is important to note that these highly publicized
sales represent only a tiny fraction of the global market.
During the first half of 2015, for example, 86 percent
of all transactions on the worldwide auction market
involved sales of paintings priced at or below $5,000.
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Moreover, only 0.44 percent of all auctioned paintings
from the beginning of 1979 to June 2015 fetched
prices greater than $1 million in today’s currency.
Market bubbles are generally defined as a dramatic
escalation in the volume of trading in assets of a
given category at prices that exceed their fundamental
value, that is followed by a sudden collapse. Rational
expectations put the fundamental value of an asset at
equal to its discounted expected cash flow. For most
assets it is relatively easy to determine such income—
dividends for stocks, for example, or rent on real
estate. In the case of art, however, returns can rarely
be correlated to costs of production, and are almost
never guaranteed. Instead, artworks provide some kind
of convenience yield, often described as an aesthetic
return. To overcome this fundamental value issue, we
have used a new and direct statistical method of bubble
detection, by analyzing more than a million auction
records over the past 36 years using a statistical
modeling tool based on the augmented Dickey-Fuller
test (adf). This month we examine the categories of
19th-century European art, American art, and postwar
and contemporary. (Next month we will entertain three
other categories.) On close inspection, it seems that—
in the realm of postwar and contemporary art, and
even American art, which has been a sleepier sector—
bubbles are forming indeed. By roman Kraeussl
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Sotheby’s

Ausschnitt (Kreutz),
1971, by Gerhard Richter,
has sold twice in recent
years, commanding
$1.35 million at
Christie’s New York in
May 2004, and nearly
$1.7 million at Christie’s
London in February
2011. We can see if its
steep ascent continues
on October 15, when
Sotheby’s London offers
the work, now estimated
at £1.8 million to
£2.5 million
($2.8–3.9 million).

INDICES FOR THREE ART MARKET SECTORS, 1979–2015
The indices for 19th-century European art (521), American art (792), and postwar and contemporary art (2,083) have each exhibited a substantial rise
over the past 36 years, the last witnessing the most dramatic increase.
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DETECTING A BUBBLE
Having established a critical value sequence that allows us to see where the market deviates from its standard behavior (illustrated by the red line), we can see
that the market segments analyzed here bubbled in 1990, while only the postwar and contemporary category was in speculative movement prior to the 2008
market correction; peaks are evident only in hindsight. Since 2011, the markets for postwar and contemporary art and for American art appear to be in manic mode.
99% critical value sequence
19th-century european forward aDF sequence

Postwar/contemporary forward aDF sequence
american forward aDF sequence

9
8
7
6
5
4
3
2
1
0
-1
-2
1979

1985

1991

1997

2003

FOR OTHER INDICES AND MORE THAN 4.8 MILLION FINE ART AND DESIGN AUCTION RESULTS, GO TO ARTSALESINDEX.ARTINFO.COM
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