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For the fans of Scunthorpe United and all the other clubs who prove that winning is not the only thing







FOREWORD

Simon Kuper

IN 2007 I MET STEFAN SZYMANSKI AT A CONFERENCE IN ISTANBUL, and almost immediately we were having conversations about football that I’d never had before. Everyone in football has opinions. Stefan, very unusually, had data too. He had been assembling it since the 1980s, a time when almost no serious economist on earth was thinking about football. He was even willing to let the data change his opinions. And he could explain his opinions clearly to people who weren’t economists. “So here’s one way of thinking about it . . .” was a formulation that I’ve become familiar with in the years since.

Further, Stefan is more than an economist. He’s a historian of sports who understands how the origins of professional football in nineteenth-century Britain have shaped the game’s path. By 2009 we had written a whole book together, Soccernomics, and remained friends and interlocutors. Whenever I’m wrestling with a question about the football business, Stefan is the first person I call.

He also has a distinctive view. Back in 2007, I must admit I shared the conventional wisdom about the football business: that it was riding for a fall. At the time I imagined that big banks were entirely safe, but that many big football clubs, with their unpayable debts, risked disappearing. The rich kept getting richer and spending more, and everyone else was overspending in an effort to keep up. When the global financial crisis struck in September 2008, many of us imagined it was the beginning of the end for big football. Michel Platini, president of the Union of European Football Associations (UEFA), said that half of Europe’s professional clubs had financial troubles of some kind. “If this situation goes on,” he added, “it will not be long before even some major clubs face going out of business.” I rang Stefan to ask what he thought. Patiently and politely he explained why Platini and I and almost all the other pundits were wrong. Football clubs almost never die, said Stefan. This book—Stefan’s mature thinking on football—explains why.

As I write, six years into Europe’s worst economic crisis since World War Two, Stefan has been proven right. No “major club” anywhere on the continent has gone out of business. If you search hard, you can find about a dozen smaller ones that have collapsed since 2008: UD Salamanca, Lorca Deportiva, and CD Badajoz in Spain; HFC Haarlem, SC Veendam, AGOVV, and RBC Roosendaal in the Netherlands; Beerschot in Belgium; Gretna in Scotland; FC Arsenal Kyiv in Ukraine; and Unirea Urziceni in Romania. Admittedly, Unirea played in the Champions League in 2009/10, but historically it was a tiny club from a small town. It owed its brief rise to a passing sugar daddy. When he lost interest, Unirea expired.

Anyway, several of the defunct clubs were immediately refounded in a slightly different form. Gretna 2008 now plays amateur football in Scotland, as do RBC and AGOVV in the Netherlands. Salamanca actually has three successor clubs, each claiming the mantle. In other words, Stefan was prescient to argue that the top end of football didn’t need the unprecedented, draconian regulation represented by UEFA’s misnamed “Financial Fair Play” rules. That is because he understands the football business and its history like no one else.

In this book, Stefan explains that two basic facts have always been part of the football business: dominance and distress. Always, there were a few big clubs that dominated, both nationally and in European competitions. Always, most clubs made losses. Unlike American sports, European football has never been a profitable industry.

The book shows why dominance and distress persist, and why the industry thrives regardless. Big clubs like Real Madrid and Manchester United built their brands over the decades by winning prizes. They still have to spend heavily each year to maintain their brands because otherwise they will start losing and be rejected by fans. But as long as they are willing to spend, they can dominate the football market. It’s simply too expensive for their rivals to build comparable brands. Distress, too, is as old as professional football. That’s chiefly because very few football clubs are out to make profits. Most put every penny they have into trying to win matches.

In this sense, clubs are not like normal businesses—and Stefan has always rejected the facile “Football is a business” mantra. Because there are some rival clubs willing to spend even more than their last penny, the inexorable logic is debt. And yet football clubs almost never fold, because hardly any creditor wants to pull the plug on a beloved and ancient local institution. Even when a creditor does, it’s easy enough simply to refound the club at once. In fact, this often happens.

It’s true that the recent tendency has been for clubs’ debt to keep growing. But then clubs’ revenues keep growing too. Manchester United’s debt is in the hundreds of millions, but the club’s estimated market value is nearly £2 billion. In any case, as Stefan points out, very few clubs owe debt to banks. Rather, most owe it to owners—the modern sugar daddies who have poured over £2 billion into English clubs alone since about 2000. Most of these owners are pursuing glory rather than profits. Buying a football club is rather like buying a Picasso. It won’t make you an annual return, but it will impress your friends, and if one day you want to sell it again, you’ll probably find you’ve made a capital gain along the way.

The club owners’ funds are therefore better understood as philanthropic donations rather than loans. Roman Abramovich, the Russian oligarch who owns Chelsea Football Club, as Stefan points out here, formally converted the “debt” that Chelsea notionally owed him into an equity stake in the club. He will never get that billion quid back. But it bought him glory.

Neither Chelsea nor Manchester United is going to succumb beneath its debt. The tendency of Stefan’s work is to deflate the hysteria peddled by many critics of the football industry. Reading his book, you come to see that the Platiniesque critique of the sport is at bottom a moral critique. We all grew up with a simpler, poorer, more local football. Many fans yearn for it still. To them, the sight of Russians or Arabs throwing millions at Latin Americans to play for English clubs seems loathsome. So they conclude that it is unsustainable. Stefan, by contrast, tends to steer clear of moral critiques and makes a cool-headed economic argument.

Taking his point of view, you start to question the prevailing narrative—pushed by UEFA and many pundits—that football is in economic crisis. Instead, in Stefan’s telling, these are probably the best of times. Back in the 1970s, the football industry was tiny compared with any of the American major league sports. (Stefan’s vantage point at the University of Michigan equips him perfectly for transatlantic comparisons.) Then, from 1978 to about 1989, the game sank into what Stefan terms the dark ages: decaying stadiums, hooligans, shrinking crowds, and contempt from the media. Since the 1990s, attendances have soared in the big European countries. Today’s rising ticket prices and spoiled overpaid football players are problems of success.

It’s quite likely that times will get even better. The four biggest countries on earth, India, China, the United States, and Indonesia—with about 45 percent of the world’s population between them—are just starting to switch on to football. Further, the growth of social media will help. For decades, clubs had no idea how many fans they had, let alone have any way of reaching them. But now clubs can talk to their supporters (or perhaps consumers) every day, offering them all manner of stuff to buy.

In September 2014, Real Madrid announced annual revenues of over €600 million (£500 million)—the highest of any club in any sport in history. When Stefan first began studying the game, such numbers were unthinkable. A few years from now, they may seem rather modest.

The same month, a fresh wave of scandals was breaking in the most popular American sport, gridiron football. A player had been filmed beating his fiancée unconscious in an elevator; another player had given his four-year-old son a “whooping” with a tree branch that left the boy cut and bruised; some sponsors were pulling out; and hanging over the game was the recent revelation that a third of all players will end up with brain damage. Gridiron has barely any fans outside North America. No US sport comes close to football’s global popularity. Which sport would you bet your money on in the next few decades of globalization? Amid the prevailing anguish over the football business, this book offers a cool and optimistic corrective.







AUTHOR’S NOTE

I STARTED WRITING ABOUT THE FINANCES OF FOOTBALL CLUBS A quarter of a century ago, soon after joining London Business School as a post-doctoral fellow. Back then I worked in a research center that was trying to use economic analysis to understand what it is that makes some businesses successful in a competitive environment (monopolies are not so interesting—they don’t have to work for their success). Football clubs were perfect because they operate in very competitive markets, there is not much argument about who is successful (we know who won the game), and financial accounts for dozens of clubs stretching over decades were available. This made it possible to establish the connection between investment in players, success on the field, and financial results. There are very few competitive industries in the world where one can do that.

Over the last twenty-five years my views have evolved, but my fundamental assessment has not changed: this is a highly competitive business where money buys success and profits are negligible. Moreover, despite the constant financial problems of individual clubs, the business has been on an extended boom that, coincidentally, began about twenty-five years ago and shows no sign of ending any time soon. A lot of my own work over the years has been about collating the data (I now have financial accounts for most English clubs stretching back to 1958 and intend to push back at least to the 1920s) and testing different theories using the data. In due course, I will publish all of the data so anyone can look it up for themselves.

The English accounting data is audited data: it has been signed off by the club’s accountants and can therefore be considered reliable in the sense that it is derived directly from the financial records of the clubs themselves. For various reasons, it is not easy to obtain similar data for other countries, although gradually some is becoming available. For this reason English football is the most commonly used example in the book. England’s Premier League also happens to be the wealthiest football league in the world today. That was not true twenty-five years ago, and it may not be true in twenty-five years’ time. Although I lived all my life in England until joining the University of Michigan in 2011, the focus on England is not about nationalism or parochialism—it just happens to be the football nation with the longest and most complete financial records. That said, part of the point of this book is to show that the organizational model of football, which England shares with almost every other nation, generates similar results around the world; so this book also relies on newly emerging data sources from other countries. The two most-cited sources in the book are the Deloitte Annual Review of Football Finance and the UEFA Club Licensing Benchmarking Report, both of which provide invaluable financial information on data for countries outside England. The UEFA data is especially useful because it summarizes the financial accounting information that clubs from fifty-four national leagues are required to supply to the governing body of European football. I also use Wikipedia—mainly for league tables, numbers of championships won, when games were played, and other factual information over which there can be little dispute. I am a big fan of crowdsourcing, which is particularly good for gathering detailed information on sports statistics that are non-controversial.

There are many other data sources that offer financial information, and while they can be useful (and I do use them), they need to be treated with caution. One of the best examples is the website transfermarkt.de. This provides individual valuations for players generated by groups of fans that subscribe to the website. These are therefore estimated, not actual valuations. They may be highly correlated with actual transaction values, but they are not the same thing. The problem is that there is no number of opinions that can ensure we get to the true figure in such cases—if player wages or transfer fees are not released publicly, no amount of guessing will get us there. Again, such figures may be useful in some contexts, but they are of limited value if we are trying to understand the decision making of clubs or players, which will be based on the actual values, not guesses.

Likewise, figures published in the newspapers about transfer fees and wages are only indicative. Usually these figures are leaked by the club or the player’s agent, and are not necessarily reliable or complete—they are certainly not audited numbers. Unlike the accountant, the reporter did not see the contract, the invoice, or the bank statement related to the transaction. Finally, video games, such as Football Manager, and fantasy football games often publish data on player wages and transfer values for the purposes of playing the game, but again these figures are only estimates. They do not have access to audited data because in public both clubs and players observe confidentiality (unlike players in the North American major leagues whose salaries are made public by the player unions). As in many fields, it’s important to be clear about the quality of the data source if one is to rely on it for making statements about what is going on.

There are many people I need to thank for their help and support. Over the years, I have worked with many coauthors whose insights have helped me to understand the operation of sports markets in general: Kevin Alavy, Wladimir Andreff, Giles Atkinson, Tunde Buraimo, Luigi Buzzacchi, Bastien Drut, Filippo dell’Osso, David Forrest, Pedro Garcia-del-Barrio, Steve Hall, David Harbord, Takeo Hirata, Tom Hoehn, Todd Jewell, Georgios Kavetsos, Stefan Késenne, Simon Kuper, Tim Kuypers, Umberto Lago, Stephanie Leach, Victor Matheson, Susana Mourato, Susanne Parlasca, Thomas Peeters, Ian Preston, Steve Ross, Rob Simmons, Ron Smith, Tommaso Valletti, Jason Winfree, and Andy Zimbalist. I have also benefited from the advice of colleagues at work (especially Rod Fort and Mark Rosentraub), conferences, and seminars (I hope you know who you are).

An army of students has assisted me by copying accounting data into spreadsheets, including Jobin Abraham, Jean-Paul Bewers, Blake Bogdanovich, Jake Kaufman, Tom Lambert, Ben Manko, Karan Mirpuri, Akeeb Patel, Thomas Peeters, Patrick Spicer, Cedrick Song, Robert Snyder, Robert Vanderpluijm, Valeriya Vitkova, Naglis Vysniauskas, Zach Winston, and Kelly Xu. This would have taken so much longer without you!

I owe a special debt to Simon Kuper for our collaboration on Soccernomics (he is without doubt the perfect coauthor) and his generous foreword to this book. He also put in some hard yards reading through an early draft of the book. I am grateful to Marni Mortensen for explaining Faroe Islands football to me. Several other people provided detailed comments on some or all of the contents, including John Foot, Simon Gleave, John Holme, David Lampitt, Ben Lyttleton, Stephen F. Ross, Leon Sunstein, and Silke Weineck. Chapter 10 of the book, on Financial Fair Play, is a reworking of my article “Fair is Foul” published in the International Journal of Sports Finance in 2014; I am grateful to the publisher for allowing me to reuse much of the text. I’m grateful to Alessandra Bastagli and everyone at Nation Books for their support and enthusiasm for this project, and John Wilcockson for his thorough copyediting. Above all, I thank Silke: I owe you a summer.
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