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Art as Investment 

Denise Menconi1 

 

Abstract 

This paper applies the Fama-French three-factors model, augmented with Momentum 

and Liquidity factors, to analyze Art as an Investment. It also compares investing in Art 

to several other traditional and non-traditional investments. There is evidence that 

Market and Momentum factors explain the risk premia in some Art sub-segments. The 

Market Beta, in particular, is lower than what is found in the existing literature, whereas 

the Momentum factor might explain part of the premia of Contemporary Art and Old 

Masters. There is no evidence, however, that Art and its subsegments command a 

Liquidity premium. The paper also discusses the efficient share of Art in a diversified 

portfolio. 

 

Key Words: Art Market; Art as Investment; Art in the Portfolio; Alternative 

Investments; risk-premium; Fama-French 3-factors; market betas; momentum; 

liquidity; portfolio diversification; efficient frontier. 
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1 Introduction 

Over the past 20 years developed economies have been characterized by very 

low and even negative real interest rates. In this environment, alternative investments, 

such as hedge funds, commodities and real estate, have flourished. Furthermore, as 

investors continue to search for yield deeper into the risk spectrum, passion 

investments, or assets that can produce emotional dividends – such as art, wine and 

other collectibles – have also become instruments of portfolio diversification.  

Art, collectibles and other emotional assets can also be described as 

consumption luxury goods, with an intrinsic value. In addition to the financial gains of 

the investment per se, emotional assets “provide aesthetic pleasure and social status 

to the owner” (Goetzmann, 1993). They also have a “consumption value and provide 

the owner with greater utility in the form of aesthetic value and can act as a signal of 

the owner’s wealth” (Pownall et al, 2009). Art owners, indeed, derive aesthetic pleasure 

and “additional enjoyment from the signal of wealth” (Mandel, 2009). For these 

reasons, risk and return and the traditional CAPM may be only part of the equation, as 

art investors demand less compensation for the risk or cost of opportunity, due to the 

payments received in the form of smoothed consumption over time and utility derived 

from conspicuous consumption. 

That does not mean that art is a riskless asset. The art market is opaque, illiquid, 

poorly regulated/unregulated, with high transaction costs, and is subject to changes in 

taste and fashion. Artworks do not generate flow of income or dividends, but require 

monthly fees to pay for storage and insurance. By choosing a less liquid asset, the 

investor expects the higher risk to be compensated by higher returns.  

The objective of this paper is to evaluate whether it makes sense to add art to 

a diversified financial portfolio, combined to other traditional and non-traditional assets. 

The focus is on the period from 2000 to 2020, and the risk premium for investing in Art 

is analyzed in the context of a multi-factor model, composed of market, size, value, 

momentum and liquidity.  
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2 Data 

This paper works with a data set from Artprice, a French company that claims 

to be “the world leader in art market information”, providing information and market 

analysis thanks to its databanks covering more than 750,000 listed artists and 

information on 6,300 auction houses around the world. Included in the past 21 years 

we experienced several big shocks, such as the dot-com bubble, the September 11, 

the Global Financial crisis, and more recently the Coronavirus pandemic.  

The Artprice Global Index (AGI) is based on results from Fine Art public auctions 

from January 1st,1998 (base 100) to December 31st, 2020, quarterly data. Sales results 

do not include private sales from auction houses, or dealers’ sales. Therefore, 

significant part of the market is not covered. Public auction results include the buyer’s 

premium, and the indices do not consider buy-ins (artworks at auction that did not meet 

the reservation price). The method of calculation is the repeat-sales method, i.e., lots 

that appear in an auction for sale at least for a second time. 

The indices provided are also subdivided into a “historical segmentation of 

creative period”2 (Old Masters, 19th Century, Modern, Post-War and Contemporary 

Art); and a “medium category” (paintings, sculptures, drawings, photography and 

prints). Figures 6 and 7 in the Appendix show the evolution of the sub-indices. 

Table 1 presents the summary statistics for the Global Art Index and for each 

subcategory index, per “creative period” and per “medium”, from the 1st quarter, 2000 

to the 4th quarter, 2020 – a total of 84 quarters. We present real returns, already 

deflated by the US Consumer Price Index (CPI): 

 

 

 

 

2 Artprice applies the following historical segmentation of “creative period: “Old Masters” refers to works 

by artists born before 1760; “19th century” refers to works by artists born between 1760 and 1860; 
“Modern art” refers to works by artists born between 1860 and 1920; “Post-war art” refers to works by 
artists born between 1920 and 1945; “Contemporary art” refers to works by artists born after 1945. 
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Source: Calculated by the author with data from Artprice.com 

The annual return for the Global Art index was of negative 0.83%, with a 

standard deviation close to 30%. Among the Creative Period sub-indices, we can see 

Contemporary Art with a solid 5.34% real annual return and a 23.06% volatility. Post-

War had a positive 1.85% annual return with nearly half the volatility. The worst result 

was for Old Masters, with a negative return of 3.87% and a 42.10% volatility. 

Among the medium category, Prints had the best return, 1.28% per year, 

whereas Paintings returned negative 1.95%, but with the lowest 8.07% volatility. 

Drawings for instance returned positive 0.50% but with a 70% volatility. 

It is interesting to analyze how the different sub-indices are correlated within the 

art market, what we can see in Table 2: 

   Source: Calculated by the author with data from Artprice.com. 

Table 1 - Art Indices Summary Statistics 
  

  
Mean (%) Median (%) 

Standard 
Deviation (%) 

Skewness Kurtosis 
  

Global Art -0.83 2.25 29.94 0.37 0.11 

Old Masters -3.87 -3.32 42.10 0.73 0.92 

19th Century -3.59 -0.49 12.74 0.11 0.29 

Modern -2.83 -4.16 14.07 0.20 -0.13 

Post-War 1.85 0.85 12.21 0.45 0.34 

Contemporary 5.34 7.45 23.06 -0.13 -0.09 

Paintings -1.95 -2.79 8.07 0.67 1.24 

Sculpture -1.47 -1.18 8.95 -0.11 0.64 

Photography -0.99 -0.72 16.13 0.38 0.38 

Drawings 0.50 0.84 70.04 1.39 3.34 

Prints 1.28 -0.56 12.45 0.12 0.32 

Global 

Art

Old 

Masters

19th 

Century
Modern

Post-

War

Contem

porary
Paintings Sculpture

Photogr

aphy
Drawing Prints

Global Art 1
Old Masters 0.038 1
19th Century 0.199 0.130 1
Modern 0.315 -0.252 0.098 1
Post-War 0.223 -0.286 0.400 0.453 1
Contemporary 0.086 -0.210 -0.045 0.191 0.355 1
Paintings 0.357 -0.241 0.462 0.665 0.794 0.367 1
Sculpture 0.321 -0.032 0.383 0.370 0.446 0.215 0.661 1
Photography 0.302 -0.106 0.265 0.395 0.395 0.103 0.513 0.464 1
Drawing 0.090 -0.016 0.053 -0.002 0.049 0.000 0.061 0.053 -0.001 1
Prints 0.218 0.106 0.349 0.280 0.432 0.154 0.535 0.624 0.267 0.043 1

Table 2 - Correlation Between Art Indices
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Although all sub-indices feed the Global Art index, it is clear that most categories 

have a low or negative correlation among each other, and also a low correlation with 

the Global Art Index. An investor who wants to have a diversified art portfolio could 

hold different weights of each creative period or medium sub-category. 

Following Mei and Moses (2002), the return of the Global Art Index is compared 

to a variety of other asset classes. Table 3 presents the summary statistics of real 

returns, already deflated by US CPI. The description and source for the financial data 

is presented in Table 7, located in the Appendix.  

Source: Calculated by the author with data from Bloomberg and Artprice.com.  

 

During the time frame we are analyzing – 2000-2020, the annual real returns of 

equities – S&P 500 as proxy for US equities market and MSCI World for international 

markets - were much lower than historical returns. The disappointing results for 

financial assets in general are one of the reasons for the search for alternative 

investments, such as Arts. However, our Global Art Index did not deliver: during the 

2000-2020 period, it did not outperform more traditional assets, and its annual 

compounded return is only superior to the return for Commodities, but at a much higher 

 
Table 3 - Summary Statistics - Financial Indices, Global Art and Contemporary Art Indices  

  
Mean (%) Median (%) 

Standard 
Deviation (%) 

Skewness Kurtosis 
  

LIBOR -0.28 -0.30 1.44 1.85 9.26 

S&P 500 2.41 6.23 16.55 -0.56 0.30 

MSCI World 0.95 7.39 17.59 -0.45 0.37 

US Treasuries 2.68 1.69 5.85 1.26 4.06 

Inflation Linked 3.31 3.73 4.95 -0.36 0.73 

Credit High Grade 2.79 3.22 3.59 0.47 3.07 

Credit High Yield 5.67 6.87 10.29 0.19 3.69 

Hedge Funds 0.49 2.36 6.19 -1.16 2.84 

REITs 8.58 11.09 20.55 -0.92 3.78 

Gold 7.13 12.24 13.24 -0.65 1.28 

Commodities -2.85 0.86 16.95 -0.89 1.64 

Global Art Index -0.83 2.25 29.94 0.37 0.11 

Contemporary Art 5.34 7.45 23.06 -0.13 -0.09 
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volatility. In fact, the best real returns during the past 21 years were obtained by 

Housing and Gold.   

Due to the superior return of the Contemporary Art Sub-index, and also because 

this is the most available category (living artists), we included the index in the 

comparison to the other financial assets. As already mentioned, the Contemporary Art 

Index delivered 5.34% per year, at a 23% volatility. These historical returns are 

superior to equities, Government bonds, and very close to Credit High Yield – but with 

higher volatility. 

If the Contemporary Art sub-index is set aside and we turn our attention to the 

Global Art Index, the poor performance for the period 2000-2020 is considerably lower 

than those computed by other authors in the literature. In Pesando (1993), Art returns, 

represented by Prints, although inferior to bonds and equities, at least were positive. 

For Mei and Moses (2002), Art returns where not only superior to bonds (8.2% x 1.3%), 

but very close to the S&P 500. Campbell (2004), using the same Mei and Moses Art 

Index, computed Art returns even superior to the S&P 500 for the period 1965-2002.  

The next step would be to compare the correlation of the Artprice Global Index 

and the Contemporary Art Sub-index to those other financial assets, to see if a low or 

negative correlation and the high volatility could make art a good asset in a diversified 

portfolio. This is shown in Table 4.  

 

Source: Calculated by the author with data from Bloomberg and Artprice.com. 

LIBOR S&P 500
MSCI 

World

US 

Treasur

ies

Inflation 

Linked

Credit 

High 

Grade

Credit 

High 

Yield

Hedge 

Funds
REITs Gold

Commodi

ties

Global 

Art

Contem

porary

LIBOR 1

S&P 500 -0.259 1

MSCI World -0.268 0.964 1

US Treasuries 0.634 -0.548 -0.544 1

Inflation Linked 0.127 -0.216 -0.157 0.59 1

Credit High Grade 0.633 -0.261 -0.251 0.871 0.64 1

Credit High Yield -0.309 0.746 0.788 -0.448 0.106 -0.077 1

Hedge Funds -0.188 0.643 0.713 -0.419 0.057 -0.152 0.707 1

REITs -0.199 0.670 0.658 -0.265 0.046 0.008 0.648 0.517 1

Gold 0.025 -0.029 0.087 0.253 0.508 0.279 0.113 0.046 0.064 1

Commodities -0.492 0.413 0.503 -0.445 0.136 -0.339 0.501 0.561 0.368 0.273 1

Global Art -0.038 0.062 0.078 -0.160 -0.034 -0.157 0.103 0.137 0.043 -0.152 0.176 1

Contemporary -0.226 0.206 0.163 -0.256 -0.137 -0.330 0.008 0.116 0.209 -0.042 0.294 0.086 1

Table 4 - Correlation between Global Art, Contemporary Art and other financial assets
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The Global Art Index has a very low or negative correlation with all other assets 

(from -16% to US Treasuries or Credit High-Grade, to +17.6% to Commodities). 

Actually, during the time frame we are analyzing, Art has the lowest correlation among 

all asset classes. Low correlations are exactly what an investor is looking for as part of 

a portfolio diversification strategy. Contemporary Art also has low correlations with the 

other financial assets, from -33% with Credit High-Grade to +29% with Commodities. 

One measure commonly adopted to evaluate the risk-adjusted performance of 

investments is the Sharpe-Ratio. According to Sharpe (1964), there is a linear 

relationship between the excess return of the asset over a risk-free rate, and the 

volatility of the asset. The rational investor can take her decision based on the excess 

return per unit of risk. Figure 1 plots in a visual manner the risk, excess returns and 

Sharpe-ratios for the several financial asset and Global and Contemporary Art indices.  

Gold had the best Sharpe-ratio, 0.42, followed by Credit High-Yield (0.40), 

Inflation-Linked bonds (0.35) and REITs and Credit High-Grade (0.34 each). Only 

Contemporary Art (0.16) and Post-War (0.02), among the Art sub-indices, had a 

positive Sharpe-ratio.  

 

Figure 1 - Excess Returns, Risk and Sharpe-Ratios for different assets 

Source: Elaborated by the author 
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3 Art as part of a diversified portfolio 

Markowitz’ portfolio theory states that an investor can reduce the overall 

portfolio risk by means of diversification. Mathematically, portfolio variances are indeed 

reduced when you add imperfectly correlated assets. Economically, low correlations 

mean that when the rest of your portfolio is not doing well, the low correlated asset is 

more likely to pay off. 

The theory introduces the efficient frontier, composed of all portfolio 

combinations with the lowest risk given a desired return, or the highest return given an 

amount of risk. The rational investor should always be on the line of the efficient 

frontier. And diversification, or the inclusion of additional assets, should keep moving 

the efficient frontier to the upper left.  

Our first hypothetical portfolio is composed of all financial assets presented in 

Table 3 and short-sales are allowed. We start the exercise building a portfolio 

composed only of financial assets. In a second moment, the Global Art Index is 

included as a proxy for investing in Art. Figure 2 presents the Efficient Frontiers, 

excluding and then including art: 

 

Source: Elaborated by the Author. 
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We can see from the graphic that the inclusion of the Global Art Index pushes 

the efficient frontier slightly to the upper left. That means that, despite its negative 

return and the highest volatility, the Global Art Index, due to the negative correlation 

with some assets and relatively low correlation to others, may improve (very narrowly) 

the results of a well-diversified portfolio. An investor with a mean-variance utility 

function, holding this diversified portfolio and allocating 1% of her wealth to the Global 

Art Index, would have a return of 2.82% per year, with a volatility of 2.46%. In fact, any 

portfolio with expected return above 0.52% would have a fraction of the amount 

allocated to Art. 

Contemporary Art is the most recent creative period. In the case of the 

Contemporary Art Sub-index of Artprice used here, it refers to artists born after 1945. 

Many contemporary artists are still alive; supply is much less limited than for other art 

sectors; there are more transactions in the market and therefore more investment 

opportunities for an investor who wants to start a collection. According to Art Basel & 

UBS Report 2020, transactions in the Contemporary market represent more than half 

of the fine auction sales, both in quantity and value. Collectors show pronounced 

interest in it “in part because they respond to the energy of the art of their own 

generation”, and also because “so much of earlier art has disappeared into collections 

and museums, unlikely to be available again for a very long time” (Thompson, 2008); 

“money flows fastest in those areas with highest supply and turnover” (Knight Frank 

Wealth Report, 2020). 

Among the several Artprice sub-indices, we already demonstrated that 

Contemporary Art presented the best return for the past 21 years. One could argue 

that there is more risk into those artists and artworks, that still need to survive the test 

of time, and therefore need to pay higher risk premia. Contemporary artworks have 

less market and exhibition history, less tracking record. As art is subject to fashions 

and trends, recent art is more dependent on judgements and definitions – 80% of the 

art bought from local dealers and local art fairs will never resell not even for its original 

price (Thompson, 2008). On the other hand, other sources of uncertainty are quite 

reduced or non-existent: the general condition of the piece is not a concern (as most 
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artworks are relatively new), neither are there authenticity issues (attribution is much 

easier as many artists are still alive and/or it is easier to obtain documentation).   

Contemporary artworks are more available in the market and at auctions. Any 

investor who just recently decided to include Art in her portfolio can assemble a good 

collection of Contemporary artworks much more easily than other periods. 

All different sub-indices were tested to act as a proxy for Art in the diversified 

portfolio, instead of the “Global Art Index”. The Contemporary Art Index presented the 

best results in terms of risk-return, and the best performance in combination with the 

other financial assets. Figure 3 presents the Efficient Frontier when combining the 

Contemporary Art Index with the other financial assets. 

 

 

Source: Elaborated by the Author. 

Any investor holding this diversified portfolio and with positive real expected 

return, would have at least 1% allocated to Contemporary Art. Even the minimum-

variance portfolio held by a very conservative, risk-averse investor would have 0.41% 

allocated to Contemporary Art and return a negative 0.36% with a 1.04% volatility. 
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The optimal portfolio with an expected return of 5% per year would have 7.5% 

allocated to Contemporary Art and a 3.6% volatility. In fact, allocating 5% in 

Contemporary Art in the context of this portfolio would have returned 3.12% per year, 

with 2.45% volatility. Within the present context of very low global interest rates and 

low returns of traditional financial assets, real 3% return is something very desirable. It 

could be a pleasant surprise to achieve those returns by ‘hanging on the wall’ or 

displaying in the living room an object of passion.  

4 The risk-premium of investing in art 

Building on the principle of diversification and mean-variance utility introduced 

by Markowitz’ Portfolio Theory – investors improve the risk-return trade-off by 

diversifying and holding portfolios of many assets –, the CAPM was formulated in the 

1960s by Treynor, Sharpe, Lintner and Mossin (Ang, 2014). Under the CAPM 

assumption, investors can diversify more and more until they hold the most diversified 

portfolio – that is the market portfolio, the only factor that matters. The risk of one asset 

is not relevant on itself, but instead it is the assets’ Beta (β), the linear relationship 

between the asset and the market portfolio, that determines the premia paid in 

compensation for holding that asset. Therefore, the expected return of an asset is 

proportional to the non-diversifiable risk, or systematic market risk, that affects all 

assets. 

The Beta is a measure of how the asset comoves with the market portfolio. High 

Betas mean low diversification benefits, whereas low Betas represent assets that pay-

off when the market is unstable, and thus are attractive for diversification purposes. 

Investors do not charge large compensations, i.e., high premia, for holding those low 

Beta assets, but may even be willing to pay for carrying those assets when the market 

is crashing, instead of being paid.  

The dataset from 2000-2020 is used to investigate the linear relation between 

the series of financial assets and art indices. The model is estimated by regressing 

excess returns of each asset (or index) over the excess returns of the market portfolio, 
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proxied by the S&P 500. The excess returns are calculated using the risk-free rate from 

Kenneth R. French/Dartmouth Data Library. The results can be seen in Table 5: 

 

 

Table 5 - CAPM model 
S&P 500 as proxy for the Market Portfolio 

        

Asset Intercept Beta Adj R-sq 

LIBOR 0.068*** -0.002* 0.032 

  (0.007) (0.001)   
S&P 500 0.000* 1.000*** 1.000 

  (0.000) (0.000)   
MSCI World -0.332 1.026*** 0.932 

  (0.262) (0.031)   
Inflation-Linked 1.028*** -0.039 0.005 

  (0.275) (0.032)   
US Treasuries 0.997*** -0.174*** 0.334 

  (0.229) (0.027)   
Credit High-Grade 0.877*** -0.037** 0.035 

  (0.158) (0.018)   
Credit High-Yield 1.156*** 0.481*** 0.569 

  (0.394) (0.046)   
Hedge Funds 0.030 0.257*** 0.445 

  (0.270) (0.032)   
REITs 1.907** 0.833*** 0.454 

  (0.857) (0.100)   
Commodities -0.753 0.466*** 0.190 

  (0.884) (0.103)   
Gold 2.177*** 0.004 -0.012 

  (0.743) (0.087)   
Global Art Index 0.833 0.134 -0.006 

  (1.671) (0.195)   
Old Masters 1.431 -0.178 -0.007 

  (2.365) (0.277)   
19th Century -0.776 0.141* 0.023 

  (0.706) (0.083)   
Modern Art -0.338 0.020 -0.012 

  (0.793) (0.093)   
Post-War 0.655 0.107 0.010 

  (0.681) (0.080)   
Contemporary Art 1.810 0.321** 0.042 

  (1.282) (0.150)   
Drawing 5.729 -0.114 -0.012 

  (3.950) (0.462)   
Painting -0.385 0.111** 0.040 

  (0.450) (0.053)   
Photography -0.188 0.092 0.040 

  (0.863) (0.101)   
Prints 0.373 0.273*** 0.127 

  (0.650) (0.076)   
Sculpture -0.298 0.201*** 0.126 

  (0.479) (0.056)   

        

Note: Quarterly data 2000-2020; SE in parentesis;   

***, ** and * denote significancy at the 1%, 5% and 10%-level. 
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The Betas capture the systematic (non-diversifiable) risk, while the intercepts 

(or Alphas) are an estimate of abnormal returns, extra gains that do not depend on 

market conditions, and are exactly what an investor is looking for when searching for 

investment alternatives. 

We see that Betas are significant for all financial assets, except for Inflation-

linked bonds and Gold. Betas lower than 1 (all assets except for MSCI World) help the 

investor to reduce systematic risk. LIBOR, for instance, has zero correlation with the 

market portfolio; US Treasuries has the highest negative correlation (β=-0.174). Most 

of the financial assets also show significant Alphas: there is an extra factor, not 

captured by the correlation of the asset over the market portfolio.  

When we analyze the Art Indices, the first thing to be noticed is that the CAPM 

does not hold for the Artprice Global Index: neither the intercept nor the Beta are 

significant, and the adjusted R² is virtually zero. The CAPM model does not explain the 

Global Art Index, neither some sub-indices as Old Masters, Modern Art, Post-War, 

Drawings or Photography. 

We find, however, significant results for some sub-indices: 19th Century, 

Contemporary Art, Paintings, Prints and Sculpture all have significant Betas. 

Contemporary Art has the highest β = 0.321. As already mentioned, Betas lower than 

1 represent less systematic risk than the market. The contribution of Art to the portfolio 

is important exactly because of those low Betas: those Art sectors carry less systematic 

risk than the market portfolio, and therefore offer strong diversification benefits and 

help reducing the overall risk of the portfolio.  

These sub-indices with significant Betas lower than 1 are in line with the results 

obtained by Stein (1977), Pesando (1993) and Mei and Moses (2002), although with 

lower correlation (in line also with Edwards (2004) that obtained even lower Beta). 

Results also indicate that Art moves in the same direction as equities, consistent with 

the wealth effect suggested by Goetzmann and Mei and Moses. 

When we run the CAPM using the S&P 500 as proxy for the Market Portfolio, 

none of the Art indices display significant intercepts that could indicate art carries 

something extra that cannot be explained by the market factor. The same analysis is 
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run using the MSCI World as proxy for the market portfolio. All Intercepts and Betas 

have the same significance and direction, and are very similar in terms of magnitude. 

The exception is the Contemporary Art sub-index, that did not exhibit a significant Beta, 

but displays a significant and positive intercept.  

The conclusion, after investigating the risk-premium of investing in Art from the 

single-factor perspective, is that the CAPM may not hold for the Global Art Index, but 

is significant for some sub-indices – including the Contemporary Art - proving that those 

Art sectors carry less systematic risk than the market portfolio, offer strong 

diversification benefits and help reducing the overall risk of the portfolio. It also 

suggests that those art sub-indices move in the same direction as equities, consistent 

with the wealth effect suggested by Goetzmann and Mei and Moses. 

 

4.1  Multi-factor models 

The CAPM was the first model to trace a linear relation between the expected 

return of the asset and the market portfolio. The asset’s Beta determines how the asset 

covaries with the market, and risk premia or high returns can be interpreted as 

compensation for losses during bad times. 

The CAPM remains the workhorse model of finance, but is firmly rejected by 

empirical data (Ang, 2014). A growing academic literature during the late 70’s and 80’s 

documented other returns not captured by the Betas and not explained by the original 

CAPM model. The CAPM “anomalies”, that could not be explained by the market Beta, 

became new risk factors on their own, strategies capable of generating excess returns.  

In 1993, Fama and French introduced a multifactor model capable of capturing 

such anomalies. They proposed two other variables, additional to the CAPM’s ‘market’ 

factor, that could better explain asset returns: a premium for the firm size (SMB - Small 

minus Big), and a premium for the market value relative to the book value (HML - High 

minus Low). The inclusion of the additional factors improved the fitting equation that 

became the Fama-French Three-Factors model. Exposure to risk factors rewards 

investors for their losses during bad times. 
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Carhart (1997) found empirical evidence that justified the inclusion of 

Momentum to the Fama-French model as an investment factor. The Momentum 

anomaly was described by Jegadeesh and Titman (1993), that demonstrated that 

stocks that performed well in the previous 3-12 months tend to repeat the abnormal 

results in the subsequent period. Winner stocks continue to win, and losers stocks 

continue to lose – that is why Momentum factor is called WML (Winners minus Losers). 

Momentum strategies overweight assets that have recently risen in price and 

underweight assets that have fallen in price. 

This thesis uses the Fama-French three-factors and incorporates the 

Momentum factor – we will refer to it as 4-factor model. The idea is to test whether 

assets or Art Indices provide premia (return in excess) over the risk-adjusted return. 

The alpha (intercept) should represent abnormal returns, positive or negative, higher 

(or lower) than suggested by the exposure to the mentioned investment risk factors.  

 The regression analyzes the traditional financial assets already mentioned, and 

the Artprice Global Art Index and sub-indices. They are tested versus the market factor 

(MKT), size (SMB), value (HML) and momentum (WML). All factors are from French’s 

website, as well as the risk-free rate. We use quarterly data from 2000 to 2020. 
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Table 6 - 4-factors Model 
  

  Intercept Market Size Value Momentum Adj. R-sq F-stat 

LIBOR 0.072*** -0.002** -0.001 0.000 -0.002 0.027 1.578 

  (0.007) (0.000) (0.002) (0.001) (0.001)     

S&P 500 -0.215 0.898*** -0.177 -0.282*** -0.008 0.912 214.653 

  (0.298) (0.034) (0.094) (0.049) (0.042)     

MSCI World -0.813*** 0.972*** 0.053 -0.203*** 0.021 0.968 622.716 

  (0.191) (0.022) (0.060) (0.031) (0.027)     

Inflation-Linked 0.963*** -0.025 0.105 0.001 0.031 -0.022 0.562 

  (0.297) (0.034) (0.094) (0.049) (0.042)     

US Treasuries 1.047*** -0.136*** -0.103 -0.010 0.026 0.301 9.822 

  (0.250) (0.029) (0.079) (0.041) (0.035)     

Credit HG 0.899*** -0.027 -0.040 0.007 -0.007 -0.004 0.910 

  (0.172) (0.020) (0.054) (0.028) (0.024)     

Credit HY 1.227*** 0.377*** 0.244* -0.050 -0.171*** 0.629 35.799 

  (0.390) (0.045) (0.123) (0.064) (0.055)     

Hedge Funds -0.484** 0.286*** 0.159** 0.128*** 0.103*** 0.658 40.520 

  (0.225) (0.026) (0.071) (0.037) (0.032)     

REITs 1.182 0.764*** 0.07 0.397*** -0.056 0.492 20.822 

  (0.883) (0.103) (0.279) (0.146) (0.125)     

Commodities -2.085** 0.588*** 0.371 0.331** 0.313*** 0.369 12.973 

  (0.834) (0.097) (0.264) (0.138) (0.118)     

Gold 2.064*** 0.043 0.331 -0.185 0.086 0.021 1.444 

  (0.780) (0.091) (0.247) (0.129) (0.110)     

Global Art 0.094 0.158 0.243 0.232 0.258 -0.027 0.47 

  (1.803) (0.210) (0.571) (0.298) (0.256)     

Old Masters 2.531 -0.284 -0.484 0.225 -0.634* 0.009 1.19 

  (2.506) (0.293) (0.794) (0.414) (0.355)     

19th Century -1.226 0.194** -0.049 0.202 0.074 0.041 1.89 

  (0.747) (0.087) (0.236) (0.123) (0.106)     

Modern -0.445 0.014 0.108 -0.062 0.096 -0.036 0.29 

  (0.857) (0.100) (0.271) (0.141) (0.121)     

Post-War -0.136 0.198** 0.018 0.192 0.287*** 0.092 3.09 

  (0.696) (0.081) (0.220) (0.115) (0.098)     

Contemporary 0.561 0.38** 0.195 0.013 0.636*** 0.116 3.69 

  (1.315) (0.153) (0.416) (0.217) (0.186)     

Drawing 6.836 -0.488 1.666 -0.043 -0.536 -0.019 0.62 

  (4.236) (0.495) (1.342) (0.701) (0.601)     

Painting -0.834* 0.133** 0.263* 0.07 0.156** 0.120 3.79 

  (0.460) (0.053) (0.146) (0.076) (0.065)     

Photography -0.76 0.139 0.421 0.065 0.198 0.028 1.60 

  (0.907) (0.106) (0.287) (0.150) (0.128)     

Prints 0.097 0.262*** 0.071 0.029 0.048 0.098 3.22 

  (0.705) (0.082) (0.223) (0.116) (0.100)     

Sculpture -0.637 0.215*** 0.172 0.092 0.042 0.176 5.38 

  (0.497) (0.058) (0.157) (0.082) (0.070)     

                

Note: Quarterly data 2000-2020; SE in parentesis; all factors and risk-free rate are from French's website; 

 ***, ** and * denote significancy at the 99%, 95% and 90%-level.       
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The 4-factor model equation fits well most of the financial assets: the F-test is 

significant for Equities (S&P 500 and MSCI World), US Treasuries, Credit High-Yield, 

Hedge Funds, REITs and Commodities. If we look at each of the factors separately, 

we see that MKT is significant for all those assets and Libor. Equities (of course) and 

REITs are highly exposed to the MKT factor. Size is significant only for Credit High-

Yield and Hedge Funds, with a low exposure, whereas Value is significant for Equities, 

Hedge Funds, Housing and Commodities. Momentum is significant for Credit High-

Yield, Hedge Funds and Commodities, but with a low or negative exposure. It is 

interesting to find out that for Equities Momentum is no longer significant, at least for 

the time frame here discussed.  

When we look into the results for the Global Art Index, we see that none of the 

factors neither the jointly F-stat are significant – we cannot conclude that any of the 

factors is statistically different from zero. The equation itself has an explanatory power 

of a negative 2.7%. Apparently, the 4-factors model cannot explain the art market, at 

least with regards to the Global Index. 

However, if we turn our attention to the Art sub-indices, we see that the 4-factors 

model is significant for Contemporary Art, Post-War, Paintings, Prints and Sculpture 

indices. In terms of creative period subindices, MKT and Momentum are significant for 

Contemporary Art and Post-War. MKT is significant also for 19th Century (although the 

joint F-stat is not). 

Contemporary Art has a relatively high exposure to Momentum, with a 

β=0.6363. A possible explanation for the higher exposure of Contemporary Art to MKT 

and Momentum could be because it is the most prevalent category in auctions, and 

the most recent time category, with no shortage of supply. We see that Old Masters 

have a high negative exposure to Momentum (β=-0.634, significant at the 10% level, 

though the joint F-stat is not). In fact, Contemporary Art has the highest exposure to 

Momentum among all assets, whereas Old Masters has the lowest (or highest negative 

exposure). Interestingly, each category is also at one end of the creative-period 

spectrum. Contrary to the other sub-segments, Old Masters seem to move in the 

opposite direction: when the market as a whole is experiencing high Momentum, Old 
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Masters has a negative return, that will eventually pay-off when the Momentum is over 

for the rest of the market and Old Masters will probably have a positive result. 

Paintings was the only Art category to display significant and negative intercept 

(Alpha). The presence of significant Alpha means there is something else, not captured 

even after the introduction of additional investment factors. Negative intercepts, in this 

case, could be interpreted as investors that derives non-financial returns: they do not 

bother to receive a negative return per year for holding the asset, because they derive 

another benefit (not financial) from having it.  

Factor risk premia exist to reward investments carrying those risks during 

difficult times. According to our dataset, Art has low or no exposure to those different 

risks. That could be a reason why Art does not need to pay higher returns: the investor 

accepts holding art because when the whole market tumbles, art is weakly correlated 

and will keep its value. Contemporary art, for instance, that has a somewhat high 

exposure to Momentum, has paid the best returns (+5.34%) for the time period 

analyzed. Paintings, on the other hand, that returned negative 1.95% per year for the 

past 21 years, exhibited a negative alpha. Possibly the “viewing pleasure” coined by 

Stein, or the emotional dividend generated by hanging a nice canvas on your wall. 

 

4.2 Liquidity Premium 

Illiquidity is an important market friction, and investors demand higher premia to 

hold illiquid assets. Actually, it is usually recommended that long-term investors hold 

illiquid assets, since these alternative options are normally low-correlated to stocks and 

bonds, and probably carry an illiquidity risk premium. Alternative investments may 

become difficult to sell when markets collapse, so investors demand higher 

compensation for bearing the illiquidity risk. 

The investment factor Liquidity (Pástor and Stambaugh, 2003) is added to the 

4-factor model to check whether there is a premium for investing in illiquid assets. As 

the Liquidity factor was available only until December 2019, the analysis is re-run for 

the shorter period 2000-2019. Table 8 in the appendix shows the results. 
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The addition of the Liquidity factor to the 4-factor model does not improve the 

explanatory power of our equation. Liquidity is not significant for any of the art indices, 

neither changes the significancy or analysis run for the coefficients obtained with the 

4-factor model. It was interesting to confirm, though, the liquidity discount for LIBOR, 

Gold and Inflation-linked bonds, as expected. 

We conclude that illiquidity is a very important issue in the art world and must 

be taken into consideration by collectors and investors. But prices do not show any 

liquidity premium or discount.  

 

After running the Fama-French three-factors model, augmented by Momentum 

and Liquidity, we can conclude that investment risk factors may not explain the Global 

Art Index (or Gold), but do affect some sub-segments of Art, as well as other asset 

classes. The Market risk factor can affect some sub-segments of Art, as well as other 

asset classes, the same way as it affects stocks, though at a lower risk exposure, which 

confirms that Art as investment can be very interesting in terms of diversification.  

The same conclusion holds for the Momentum factor: some Art sub-indices 

seem to carry Momentum, as well as other assets, but for equities Momentum is no 

longer significant, at least for the time frame here discussed. Regarding the Liquidity 

factor, although liquidity is a problem for an investor who decides to buy art, our model 

was not able to capture any premium or discount. 

Finally, the significant and negative intercept encountered for Paintings could 

be interpreted as an investor that derives non-financial returns.  
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5 Conclusion 

This paper analyses the role of Art in a diversified financial portfolio. Our 

comprehensive dataset, provided by Artprice.com, covers the past 21 years (2000-

2020), comprising important moments of distress such as the dot-com bubble, the 

September 11 attacks, the Great Financial Crisis and the COVID-19 Pandemic. 

We find the overall return of the Global Art Index of real -0.83% per year, with a 

standard deviation of 29.94%, well below most financial assets and at a much higher 

volatility. However, the subsegment of Contemporary Art, the most recent and 

available creative period, returned real 5.34% per year - a surprisingly positive result 

compared to many other assets, despite the 23.02% volatility.  

The Global Index and the sub-indices were compared to an array of 11 financial 

assets, from hedge funds and real estate, to gold, equities and inflation-linked bonds. 

The results show that Art in general has a very low correlation with other financial 

assets and thus could be included in a diversified portfolio to reduce its volatility. The 

low correlation is also valid among art sub-segments, and therefore diversification 

among art subgenres or schools/categories enables assembling interesting 

collections, while offering positive real returns.  

The main contribution of this paper is to apply the Fama-French 3-factors model, 

augmented with Momentum and Liquidity, to the Global Art Index and its sub-indices, 

as well as to the other financial assets. We find Market Betas that are substantially 

lower than those in the existing literature, suggesting that the inclusion of Art in the 

portfolio brings strong diversification benefits. In addition, Momentum is significant for 

some art subsegments and do have an important contribution to determine the risk-

premia. On the other hand, our results do not indicate any evidence of Liquidity 

premium in Art, which is surprising, given that average holding periods in art are 

substantial.  

One must not forget that art is not free from several risks and uncertainties. Due 

to the lack of transparency and high-specialized characteristic of the Art market, expert 

advice is required. The investor must be aware of the large extra costs involved, 

superior to all other financial assets. All the analysis and financial comparisons were 
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performed based on non-investable Art indices, and not real artworks. Art indices cover 

less than half of the transactions in the art market (only data on public auctions is 

available); and indices are not available for transactions in the real world, and should 

therefore be interpreted just as a raw indicative of performance for real artworks. The 

performance of an individual collection, with limited exposure to a variety of artists, art 

schools and even masterpieces or “blue-chips”, can deviate sharply from the indices 

and the market as a whole. 

Due to the inefficiencies, asymmetries, illiquidity and transaction costs, it is 

recommended that the investor holds Art collections for longer periods. Another 

drawback for individuals is that, contrary to what happens with stocks, assembling a 

diversified portfolio of artworks is extremely expensive and would not be feasible to 

most investors. Therefore, institutional investors, endowments and pension funds, 

which have a long-term perspective and more substantial capital, can take better 

advantage of investing in Art as part of a diversified portfolio, than an individual 

investor. 

Our investigation of art was limited to risk and return and financial 

considerations. There are psychological benefits derived from holding art, that could 

not be captured by the CAPM, but do affect the risk premium and the price of art. The 

use of the additional investment factors was an attempt to capture that. Art is an 

expression of personal passions and individual values, charged with a unique 

historical, cultural and aesthetical significance. Art provides the owner with emotional 

dividends and viewing pleasures; collections are a powerful manner of stating one’s 

values and personality, or to leave a legacy for future generations. As Thompson 

(2008) puts it, “of course there is no emotional benefit from hanging stock certificates 

on your wall”. 
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Appendix 

 

 

Table 7 - Financial Data 
  

Name   Symbol Description Source 

LIBOR 1-month LIBOR 
US0001M 
Index 

Average interest rate at which 
banks borrow funds from other 
banks in the London market 

Bloomberg 

Treasuries 
iBoxx Treasuries 
Total Return 
Index 

ITRROV Index 
Index that aims to reflect the 
performance of bonds issued by 
the US government 

Bloomberg 

Inflation-
Linked 

J.P. Morgan US 
TIPS Index 
(Justine) 

JPILUILA Index 

Index that measures the 
performance of the TIPS market, 
contaning US government 
issued inflation-linked bonds 

Bloomberg 

Credit HG 
Barclays Global 
Aggregate Index 

LEGATRUH 
Index 

Basket of high grade debt 
investments, including treasury, 
government and corporate 
bonds 

Bloomberg 

Credit HY 
Barclays Global 
High Yield 

LG30TRUH 
Index 

Basket of high yield debt 
investments, including US High 
Yield and Pan-European High 
Yield Indices 

Bloomberg 

SP500 S&P 500 Index SPXKK Index 

Index that measures the 
performance of 500 large-cap 
companies listed on US Stock 
Exchanges  

Bloomberg 

MSCI 
MSCI ACWI 
Index 

MXWD Index 
Index composed by equities from 
23 developed markets and 27 
emerging markets 

Bloomberg 

Hedge 
Funds 

HFRX Global 
Hedge Fund 
Index 

HFRXGL Index 

Index that aims to reflect the 
overall composition of global 
hedge funds of all eligible 
strategies 

Bloomberg 

Commodities 
Bloomberg 
Commodity 
Index 

BCOM Index 
Index tracks prices of futures 
contracts on physical 
commodities 

Bloomberg 

REITs 

Dow Jones 
Equity REIT 
Total Return 
Index 

REIT Index 
Index comprised of REITs that 
directly own all or part of the 
properties in their portfolios 

Bloomberg 

Gold 
XAU BGN 
Currency 

XAU BGN 
Curncy 

Gold Spot price, quoted as US 
Dollars per Troy Ounce 

Bloomberg 
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Table 8 - Investment Factors Regression - 3-factors + Momentum + Liquidity  

  Intercept Market Size Value Momentum Liquidity Adj. R-sq F-stat 

Libor 0.075*** -0.001 -0.001 -0.002 -0.001 -0.002*** 0.147 3.692 

  (0.007) (0.001) (0.002) (0.001) (0.001) (0.001)     
S&P -0.043 0.838*** -0.234** -0.306*** -0.030 0.057* 0.906 152.100 

  (0.299) (0.042) (0.095) (0.054) (0.044) (0.031)     
MSCI -0.688*** 0.972*** 0.043 -0.243*** 0.028 0.000 0.965 432.900 

  (0.194) (0.027) (0.062) (0.035) (0.029) (0.020)     
Inflation Linked 0.879*** 0.005 0.101 0.000 0.038 -0.063** 0.018 1.284 

  (0.303) (0.043) (0.097) (0.055) (0.045) (0.031)     
US Treasuries 0.910*** -0.112*** -0.082 0.014 0.031 -0.029 0.249 6.178 

  (0.257) (0.036) (0.082) (0.047) (0.038) (0.027)     
Credit HG 0.886*** -0.029 -0.057 0.006 -0.011 -0.016 0.023 1.372 

  (0.179) (0.025) (0.057) (0.032) (0.026) (0.018)     
Credit HY 1.349*** 0.392*** 0.204 -0.108 -0.160*** -0.062 0.580 22.520 

  (0.401) (0.057) (0.128) (0.073) (0.059) (0.041)     
Hedge Funds -0.546** 0.288*** 0.171** 0.152*** 0.104*** 0.004 0.607 25.120 

  (0.238) (0.034) (0.076) (0.043) (0.035) (0.025)     
REITs 1.206 0.806*** 0.114 0.391** -0.013 -0.034 0.439 13.200 

  (0.936) (0.132) (0.299) (0.170) (0.138) (0.097)     
Commodities -2.000** 0.675*** 0.386 0.251 0.362*** -0.131 0.307 7.921 

  (0.868) (0.123) (0.277) (0.158) (0.128) (0.09)     
Gold 1.907** 0.169 0.379 -0.216 0.150 -0.188** 0.051 1.846 

  (0.800) (0.113) (0.255) (0.145) (0.118) (0.083)     
Global Art 0.283 0.071 0.122 0.204 0.201 0.042 -0.056 0.176 

  (1.915) (0.271) (0.611) (0.348) (0.283) (0.198)     
Old Masters 2.861 -0.226 -0.401 0.115 -0.553 0.004 -0.033 0.505 

  (2.657) (0.376) (0.848) (0.483) (0.392) (0.275)     
19th Century -1.201 0.281** -0.008 0.122 0.112 -0.102 0.033 1.538 

  (0.780) (0.110) (0.249) (0.142) (0.115) (0.081)     
Modern -0.800 0.094 0.234 0.016 0.134 -0.035 -0.043 0.362 

  (0.892) (0.126) (0.285) (0.162) (0.132) (0.092)     
Post-War -0.146 0.298*** 0.130 0.150 0.352*** -0.056 0.117 3.059 

  (0.721) (0.102) (0.230) (0.131) (0.107) (0.075)     
Contemporary 0.194 0.500** 0.270 0.085 0.694*** -0.17 0.100 2.732 

  (1.360) (0.192) (0.434) (0.247) (0.201) (0.141)     
Drawing 7.217 -0.548 1.351 -0.237 -0.623 -0.186 -0.030 0.551 

  (4.485) (0.634) (1.431) (0.814) (0.663) (0.465)     
Painting -1.020** 0.217*** 0.361** 0.096 0.203*** -0.06 0.173 4.252 

  (0.472) (0.067) (0.151) (0.086) (0.070) (0.049)     
Photography -0.943 0.235* 0.553* 0.107 0.268* -0.052 0.046 1.751 

  (0.949) (0.134) (0.303) (0.172) (0.14) (0.098)     
Print -0.110 0.346*** 0.150 0.061 0.089 -0.081 0.104 2.818 

  (0.735) (0.104) (0.235) (0.134) (0.109) (0.000)     
Sculpture -0.923* 0.283*** 0.242 0.140 0.061 -0.063 0.204 5.001 

  (0.510) (0.072) (0.163) (0.093) (0.075) (0.053)     

                  
Note: Due to the availability of the Liquidity factor, regression is re-run for the period 2000-2019, quarterly data; SE 
in parenthesis; 
4-factors and risk-free rate are from French's website, Liquidity from Lubos-Pastor page; 

***, ** and * denote significancy at the 1%, 5% and 10%-level.  
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