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Economics of value at the sales

At the risk of boring people, I just wanted to
throw my tuppence worth in on the pieces by
Mark on ‘value theory’ in his Bletherings
online and in his Straight Talking column in
the August edition of the Klarion.

As he says, a lot of the names for my horses
come from my adherence to the Austrian
School of Economics. ‘Monticello’, ‘Austrian
School’, ‘Value Theory’ and ‘Subjectivist’ are
all named in that vein, as are several others.
What is behind this somewhat peculiar theme
and how does it relate to the way Mark and
Charlie buy horses at the sales? 

The story begins in 1871 with the
publication of Carl Menger’s book, Principles
of Economics. Prior to that date economics
had a major theoretical problem with what
was known as the paradox of value. The
question that the great economic thinkers had
struggled with for over 100 years (Adam
Smith included) was why some goods were
more expensive than others despite being
cheaper to produce. Menger solved the
problem by explaining that ‘value’ was
imputed to goods and services by the buyers in
the market. In other words, ‘value’ was
subjectively – in the appraising individual’s
mind – determined although, critically,
scarcity played a major role as well (think
Book 1). 

This was important because it replaced the
flawed theory that caused Classical economists
so much trouble i.e., the Cost-of-Production
or, as it is more commonly known, the Labour
Theory of Value. Menger explicitly argued
that the cost of production was irrelevant.

How does that link to the way that Mark
and Charlie buy yearlings? The easiest way to
think about it is to think in terms of Frankel
as a sire. 

Let’s say he costs the owners of a broodmare
£100,000 to cover the apple of their eye. Then
add on the upkeep of the mare, the vet’s bills
during pregnancy, the care and maintenance
of the foal and the preparation of that foal or
yearling for sale at auction. Let’s say an all-in
cost of around £130,000 minimum. While
some of Frankel’s progeny sell for £3 million,
others go for as little as £30-40,000. The cost
of production is the same for all of them but
their sale prices differ, sometimes
dramatically.

The differences are all down to the
appraising eyes of the buyers. Mark and
Charlie have their own system of subjectively

valuing each horse, from family track record
to conformation and, simply, size. Their
experience tells them how much that yearling
is likely to fetch at sale. What they are trying
to do is buy horses that they feel the rest of the
market has undervalued and to let those with
‘deep pockets’ play with silly money (of
course, when Ballydoyle buys a Coolmore colt
for £1 million they are shifting most of the
money from their left pocket to the right. The
true ‘cost’ of that horse is the auctioneer’s
commission i.e., £50,000 if it is sold through
Tattersalls). 

So, yes, when Mark says ‘…maybe this (his
approach to buying at the sales) is one of the
things that has led to our successful
association with Dr Jim’, he is exactly right. I
understand the Johnston approach to buying
yearlings and I agree with it 100%. Most
other bloodstock agents are too caught up in
what we might call ‘beauty parades’ and that
is one sure way to minimise owners’
investments. The world’s most powerful
computer is the human brain. Subjectivism is
not about a willy-nilly scattergun approach to
any subject or discipline; it is about the
harnessing of all available information while
weighing that information by experience and,
where possible, science. 

Some people are better at it than others; the
Johnstons are in a class of their own. 

JIM WALKER
Edinburgh

Value versus flops

Inspired by reading about Mark’s ‘value
theory’ which he employs at the sales, I
thought I would look at whether the most
expensive purchases at the sales have delivered
‘value’.

I chose Tattersalls Book 1 sales of 2017 to
give the horses a chance to have performed on
the racecourse. It makes for interesting
reading.  The top 10 lots cost a staggering
£21.47 million in total; and the nine that have
raced have so far have won only £196,000 in
prize-money. That’s a stunningly poor return
of 0.91%!

Admittedly seven of the top 10 were fillies
and will have breeding value, but nevertheless
this is a pretty abject purchasing performance.

I also checked to see if any of these horses
had gone through the sales ring. There was
just one  --  Gentile Bellini, purchased for two
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million guineas and sold for 16,000 guineas.
Ouch!

This all puts into perspective Johnston
Racing’s remarkable achievement in
purchasing Rose of Kildare, Dark Vision and
Victory Command for a combined cost of
20,500gns. It also prompts me to ask James
Willoughby if he would consider conducting
one of his excellent analyses into answering
this question: To what extent is ‘value’
purchased at the yearling sales?

GED SHIELDS
Silkstone, South Yorkshire

Mark replies: We have indeed asked James
for such an analysis, and you can read his piece
on the following two pages.

Quite right!

I wholeheartedly agree with Mark’s comment
in his ‘Straight Talking Column’ in the
August edition of the Klarion regarding the
Panorama programme which took an unfair
swipe at racing. 

I also found very interesting the letter from
Mr McDuell, in which he suggests racing has
lost its soul. He raised some very good points
with regard to the routine, day-to-day
meetings which, as he said, are going the way
of greyhound meetings, which are now largely
unattended and run solely for the benefit of
the betting industry.

Thank you for sending the Klarion, which
is always a good read, and I wish Johnston
Racing continued success.

DAVID SAMS
Hoddesdon, Herts
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