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Buying Talent May Prove Too Much for Real Madrid

Like the New York Yankees, Real Madrid has been known to spend large sums on their players. However, a recent study shows that this strategy is unsustainable as Real Madrid is unlikely to generate enough income from TV rights, sponsorship and merchandising. Real has relied too heavily on income from extraordinary items such as selling off real estate.

New president, Florentino Perez, argues that the strategy of buying stars like Ronaldo and Kaka will allow the club to negotiate improved contracts with sponsors and TV rights holders and sell additional merchandise that will make the investment worthwhile. Real this week extended their shirt sponsorship deal with Austrian betting group Bwin until 2013 which will earn them more than €20 million a year from the agreement.

Real spent €735 million on 40 players between 2003-09, according to the study by Jose Maria Gay, a professor of accounting at the University of Barcelona and an expert on soccer finances. The investment contributed to a deficit of €559 million from 2000-09. Following suit, Perez spent around €250 million on players including Cristiano Ronaldo and Kaka to lift the club’s gross debt to around €800 million.

On the other hand, Real’s arch rivals Barcelona spent €365 million on 35 players between 2003-09 and have an accumulated deficit between 2000-09 of €66 million and had debt of around €440 million in 2007-08. Rather than filling their squad with imported talent, many of the Catalan club’s star players, like Lionel Messi, Xavi and Andres Iniesta, have come through the youth program.

Economic success for a soccer club depends on sporting success which means Real is under a lot of pressure this season to make it to the Champions League final in May. Real last won the Champions League in 2002 and have failed to make it to the quarter-finals of Europe’s top club competition in each of their past five campaigns.

Arsenal Shows Promising Signs 

Earlier this week, Premier League football club Arsenal posted a 37 percent increase in full year pretax profit, boosted by a strong showing in cup competitions and property sales. Last season the club finished fourth in the Premier League and made the semi-finals of the UEFA Champions League and FA Cup.

In July, U.S. sports tycoon Stan Kroenke became the club’s largest shareholder by increasing his stake in Arsenal to 28.58 percent. Arsenal made a record pretax profit of £35.2 million in the year to May 31, 2009, up from £25.7 million in the previous year, on revenue up 40 percent to £313.3 million. 

Underlying operating profit in the football business rose 5 percent to £62.7 million, while the sale of 208 private apartments built on the site of the club’s former Highbury stadium boosted operating profit from property activities to £7.8 million. The club, which moved to the Emirates Stadium in 2006, said that of 655 apartments in the Highbury Square development, sales have now completed on 445 units. The balance of the bank loan used to fund the project has been reduced to £47 million and the loan has been refinanced and extended to December 2010.
Beach Volleyball Hits Home

The International Volleyball Federation (FIVB) has announced record television numbers for the 2009 FIVB World Tour and 2009 FIVB World Championships in Stavanger, Norway. Live footage of the World Tour has been distributed to 130 territories in 2009 with highlights reaching 200 territories; compared to a combined total of 120 territories worldwide in 2007. For the World Championships, 25 international broadcasters showed the finals live; an increase of 525 percent from the 2007 edition in Gstaad, Switzerland, where there were only four.

These achievements are particularly relevant in the context of the current economic downturn which has seen the collapse and default of many broadcasters worldwide. Developments in beach volleyball are the result of the FIVB’s new global approach including a new television strategy which has revolutionized the way beach volleyball is presented on television. With two World Tour events still to be held, beach volleyball’s total worldwide revenues have also been reported to be 180 percent higher in 2009 than in 2007, the last year in which the Beach Volleyball World Championships and World Tour were both played.

WRU Group and Compass Extend Deal
The Welsh Rugby Union (WRU) Group has announced a 15 year deal with caterer Compass Group UK & Ireland worth £100 million. The catering, hospitality and conferences services contract includes an extension to the original deal Compass signed when Cardiff’s Millennium Stadium opened in 1999. The new terms, which will run out in 2024, include the Millennium Stadium’s acquisition of the kitchen and catering facilities installed by Compass at the stadium. The major terms renegotiated motivates the two parties to attract events to the stadium since WRU will increase its profits on an event basis.

South African Hotel Industry Relies on Sports for Boost
June’s Fifa Confederations Cup and British and Irish Lions rugby tour have put a halt on months of declines for South African hotels resulting from the global economic downturn. Revenue per available room was up 5.8 percent countrywide during June as hoteliers benefited from the sport related increase in tourism. However, revenue per available room is down 7.2 percent over the past year and if this trend continues, 2009 could be the first year in 10 years that revenue per available room has experienced negative growth. 

Major cities such as Cape Town and Johannesburg benefited the most from the recent football and rugby events. RevPAR in Cape Town jumped 14.2 percent, breaking five consecutive months of decline, despite only hosting two rugby matches. The jump was mostly due to a 10.6 percent increase in average room rates to R880, but occupancy also went up by 3.3 percent to 51.1 percent, ending a 12 month cycle of occupancy decline. 
Johannesburg also benefited from hosting one rugby and five football matches in June, with revPAR up 9.9 percent to R832. This resulted in the strongest revPAR this year and ended a six month run of declines. A 20.6 percent jump in average room rates was solely responsible for this increase, while occupancy continued to decline 8.9 percent. 
June’s sporting events also provided South Africa with a practice run before the 2010 Fifa World Cup, their biggest event to date. South Africa is aiming to welcome approximately 450,000 visitors, and will certainly set up the framework for a very prosperous 2010 for the tourism industry. 
