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The Fine Art Market’s Magic Tools?




EXECUTIVE SUMMARY:

After almost disappearing in 2009, guarantees at Impressionist and Contemporary Evening Auction Sales in
London and New York returned in strength from 2010 onwards supported this time by Irrevocable Bids
(IRBs). By 2017, more than 40% of the value of lots auctioned at the London and New York evening sales
(based on the Low Estimates of auctioned lots) was covered by guarantees with almost 90% of these
guarantees backed by Irrevocable Bids (see further information at the end for Pi-eX’s data analysis
methodology and dataset).

The growth in the number of Irrevocable Bids can easily be explained by the fact that Irrevocable Bids
appear to be a magic tool for both the Sellers and the Auction Houses. By pre-selling the work to an
interested party (the Third Party Guarantor) ahead of the auction, the risk of a no sale or bought-in - which
is the principal risk for both the Auction House and seller - completely disappears.

For Third Party Guarantors and artwork buyers, Irrevocable Bids have been an evolving tool. Pi-eX’s
analysis of the last eleven years of evening auction sales in London and New York suggests that, while
initially lots with Irrevocable Bids outperformed lots without guarantees, in recent years the positive
volatility of Irrevocable Bids has been diminishing and that, since 2013, lots with Irrevocable Bids have
performed more poorly than lots without guarantees.

This has been good news for those Third Party Guarantors who truly wished to acquire the lots to which they
had committed Irrevocable Bids. The combination of lower positive volatility between the Low Estimate and
the Hammer Price united with the discount the guarantors obtained from the Auction House as a Third Party
Guarantor likely allowed them to acquire artworks at a preferential price as long as the price at which they
initially committed to buy the artwork was not inflated. This may not, however, have been such good news
for Third Party Guarantors who were counting on there being a spread between the Hammer Price and the
Low Estimate in order to obtain a return via the percentage of the “overage” which the Auction Houses
share with the Third Party Guarantors. If the spread was too low, or worse if no one overbid at the auction,
the investment strategy of such Third Party Guarantors did not likely work as planned.
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INTRODUCTION:

2017 saw the highest ever number of guarantees proffered at fine art auctions. Guarantees tend to be offered by the
Auction Houses to potential sellers of Works of Art as a tool to convince them to consign their pieces for sale at auction.
Once a guarantee is confirmed, the seller obtains a pre-agreed price for the consigned work. The Auction House then
bears the full risk of a lower Hammer Price.

Such guarantees had been very popular in 2007. Guarantees, however, all but disappeared after 2008 as the Auction
Houses once again realized that guarantees were not just simple marketing tools but also came with a heavy financial
liability. In recent years, guarantees have returned but with a twist. Rather than keeping the risk in house, the Auction
Houses now find a Third Party Guarantor (TPG) ahead of the sale. A Third Party Guarantor is a party interested in the
guaranteed lot who commits before the auction takes place to purchase the lot at a pre-agreed price. The Third Party
Guarantor pledges to raise its paddle until the pre-agreed price with the Auction House has been reached. Should the
Third Party Guarantor’s bid be matched, the Third Party Guarantor is then released from its commitment and will be
financially compensated with a percentage of the upside between the final Hammer Price and the pre-agreed price. If
no one matches the Third Party Guarantor’s bid, then the Third Party Guarantor is obligated to buy the work at the pre-
agreed price. If the Third Party Guarantor continues to bid above the pre-agreed price and ends up making the winning
bid, the Third Party Guarantor can then buy the artwork at a discount as the price paid by the Third Party Guarantor is
likely the Hammer Price less the already agreed financial compensation and the related buyer’s premium.

1. 2017 saw the highest level of guarantees offered at evening sales in London
and New York

More than 40% of the value of the lots offered at the Impressionist and Contemporary Evening Sales in London and
New York (based on the Low Estimates listed in the catalogues) was covered by guarantee in 2017. This is more than
the value covered in 2007 which, previously, had held the record for the greatest use of guarantees:

IMP & CONT evening sales: London & New York 2007 - 2017 -
Share of Guaranteed lots vs auctioned lots based on Low Estimate at Christie's, J LeX
Sotheby's & Phillips (artworks with estimates)
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