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Praise for The Real Madrid Way

“This book will be one of the most influential books on sports ever written. It doesn’t matter if you are a soccer or Real Madrid fan, you will look at sports and business in a different way after reading this book.”

—BILLY BEANE, executive vice president of baseball operations and minority owner of the Oakland Athletics

“The fact that Steven Mandis was given complete access into the inner sanctum of the richest football [soccer] club in the world testifies to the trust Real Madrid placed on Steven’s head, which is quite amazing. This is the definitive, comprehensive survey on the essential workings of this famous club. It is an eye-opening account, clinical and done with a sensitive touch.”

—SIR ALEX FERGUSON, manager of Manchester United 1986–2013

“With unprecedented behind-the-scenes access, this book is the most complete study of any sports team ever done, analyzing both on the field and off the field performance—which leads to fascinating conclusions.”

—DAVID STERN, NBA commissioner emeritus

“The book magisterially penetrates through all the mystique of Real Madrid, football [soccer] and sports. This is the ultimate look behind the regal velvet ropes and steel curtains both in the boardroom and locker room at the most successful and valuable team in sports, Real Madrid.”

—RAY HUDSON, soccer commentator for beIN Sport, retired English professional soccer player, and former MLS coach

“This book expands on and challenges aspects of Soccernomics and The Numbers Game because of Mandis’s access and organizational considerations and reexamines and questions facets and applications of Moneyball.”

—FRANCISCO PÉREZ CUTIÑO, whose graduate research at Cambridge University is referenced in Soccernomics

“This is much more than a book about a soccer team. If you love the NFL, MLB, or NBA, this book is a must-read because it will change the way you view your favorite team.”

—GEOFF POPE, cornerback for 2008 New York Giants, XLII Super Bowl Champions

“No Real Madrid book, or sports book for that matter, has ever been written like it. Mandis’s unique background in business and academics and outsider’s perspective produce an essential book for any Madridista’s library collection.”

—GABE LEZRA, founder and editor-in-chief emeritus of ManagingMadrid.com

“The Real Madrid Way delivers ground-breaking insights about the success formula for a legendary sports franchise. An in-depth exploration of organization culture provides a great balance to the role of sports analytics and makes this a must-read leadership book for anyone interested in sports management.”

—VINCE GENNARO, director of the Masters of Science in Sports Management program at Columbia University, author of Diamond Dollars: The Economics of Winning in Baseball, and president of the Society for American Baseball Research (SABR)

“Mandis explains the incredible power of community brands—where a global community feels so deeply passionate about the brand that the brand is synonymous with one’s identity, values, and much more.”

—ANDREW MESSICK, CEO of IRONMAN

“The Real Madrid Way explains how Real Madrid has created and maintained a culture that drives both financial and on-the-field success. An educational and inspiring example for sports fans and executives alike.”

—Lindsay McGregor and Neel Doshi, cofounders of Vega Factor and New York Times bestselling coauthors of Primed to Perform: How to Build the Highest Performing Cultures Through the Science of Total Motivation

“Mandis has created a gripping narrative exploring how Real Madrid has done the seemingly impossible: used a strong culture and shared values to overcome the problem of the too-much-talent effect. The book is a must for anyone interested in culture, leadership, and high performance.”

—ADAM GALINSKY, chair and Vikram S. Pandit Professor of Business at Columbia Business School and coauthor of Friend & Foe


[image: ]


Copyright © 2016 by Steven G. Mandis

All rights reserved. No part of this book may be used or reproduced in any manner whatsoever without written permission except in the case of brief quotations embodied in critical articles or reviews.

Photos used courtesy of Real Madrid Club de Fútbol.

[image: ]

BenBella Books, Inc.

10440 N. Central Expressway, Suite 800

Dallas, TX 75231

www.benbellabooks.com

Send feedback to feedback@benbellabooks.com

First E-Book Edition: October 2016

Library of Congress Cataloging-in-Publication Data is available upon request.

e-ISBN: 978-1-942952-55-8

Copyediting by Scott Calamar

Proofreading by Brittney Martinez and Sarah Vostok

Indexing by Amy Murphy Indexing & Editorial

Text design and composition by John Reinhardt Book Design

Front cover by Bradford Foltz

Full cover by Sarah Dombrowsky

Author photo by Alexandra Mandis

Logo courtesy of Real Madrid

Printed by Lake Book Manufacturing

Distributed by Perseus Distribution

www.perseusdistribution.com

To place orders through Perseus Distribution:

Tel: (800) 343-4499

Fax: (800) 351-5073

E-mail: orderentry@perseusbooks.com


 




Special discounts for bulk sales (minimum of 25 copies) are available. Please contact Aida Herrera at aida@benbellabooks.com.







This book is dedicated to the people of Spain.

My family and I admire your beautiful

and fascinating culture, history, and language.

Most of all, we appreciate your warmth and kindness.


       “Real Madrid’s secret to success on the field and off the field, more than money, talent, and data analytics, is the values and passion in its fans’ hearts and souls. It starts and ends there.”

—A Real Madrid Executive
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PREFACE

Essential Message of the Book

The sports industry is a $620 billion global business,1 as competitive and dynamic as any industry on the planet. To rise to the very pinnacle of this arena, as Real Madrid has done, is an extraordinary accomplishment. Generally unnoticed, in the space of fifteen years Real Madrid has gone from near bankruptcy to becoming the most valuable sports team on the planet. Their secret to success, revealed here, is a fascinating story, with implications for industries and organizations worldwide.

How the Book Came to Be

On a weekday morning in 2014, I passed through security at what is considered one of soccer’s cathedrals: Santiago Bernabéu Stadium in Madrid, Spain. It is the home of the celebrated Real Madrid soccer team, but I was not going to a game. Rather, I was headed to a meeting in the executive offices located inside the stadium.

When I arrived, Carlos Martínez de Albornoz, Real Madrid’s director and a key member of the executive team responsible for turning Real Madrid into an international powerhouse, warmly greeted me.2 He looked distinguished, dressed in a conservative suit and tie, his silver hair parted to the side. When he shook my hand, he drew me closer, as if we were old friends. He walked me to his office, and as we talked he came across as levelheaded, thoughtful, and analytical, but he had the Latin warmth of a Spaniard and father of four.

I asked Carlos, “Did you grow up as a Real Madrid fan?”

He chuckled and replied, “Before this job, I didn’t even like soccer. My background is in engineering and managing engineering-related companies. The president of the club plus my wife and kids had to talk me into taking this job.”

What?!

One of the most important executives running one of the most important soccer teams in the world didn’t even like soccer and didn’t want the job! As I sat down, I thought to myself, This should be interesting.

After a few hours, we adjourned to my favorite restaurant in Madrid, El Landó, and continued the meeting over a traditional Spanish lunch. I was fascinated by what Carlos had to say about Real Madrid’s history, ownership structure, financial turnaround, investment in facilities and people, global fan base, style of play, and ability to attract the best players and get them to work together. Since he was a former engineer and now responsible for reporting Real Madrid’s financial performance, I expected that he would have talked about income statements or balance sheets or data analysis and performance metrics. However, what really stood out to me were the numerous times Carlos used the words community, passion, values, expectations, transparency, and culture.

Carlos explained that he had previously worked with Florentino Pérez in various executive and board positions at engineering-related companies. Florentino, a Spanish businessman, civil engineer, and former politician, is chief executive officer of Grupo ACS, the largest engineering and construction company in the world with €35 billion ($38.5 billion) in sales and 210,000 employees. In July 2000, he was also elected president of Real Madrid.

Florentino’s election was a surprise because the incumbent had won the UEFA3 Champions League titles in May 1998 and May 2000. At the time Florentino was elected, however, Real Madrid was close to bankruptcy. In the media, Florentino is most associated with lifting the debt-laden club to their current position as the most valuable sports team in the world and ushering in the period during which Real Madrid signed the best of the best players from around the globe. The term galácticos (“a galaxy of stars”) has been used in the media to describe Florentino’s signing of star players and also as a nickname for the team.4

After the club members elected Florentino to be president of Real Madrid in 2000, he asked Carlos to take the executive role of Director General and focus on selected day-to-day activities—in particular administration, finance, and legal. The fact that Carlos was neither a soccer aficionado nor a Real Madrid fan was precisely why Florentino wanted Carlos to join the executive team. Florentino wanted someone who wouldn’t be swayed by biases or swept up in the glamour or intimidated by the star power of the players. He wanted someone he knew and could trust to apply and execute their knowledge of what was needed to successfully run a global corporation.

Carlos has a son, Lorenzo, who, like me, had worked at Goldman Sachs. By coincidence, not knowing that his father and I would one day meet, Lorenzo had given Carlos a copy of my book, What Happened to Goldman Sachs? An Insider’s Story of Organizational Drift and Its Unintended Consequences (Brighton: Harvard Business Review Press, 2013), which was my dissertation for my PhD in sociology from Columbia University. Its focus is on organizational culture. During our meeting, when Carlos said he had enjoyed reading my book, I thought he was merely being polite. Then he walked across his office and pulled it off his bookshelf. When he opened the book, I could see pages he had marked and sentences he had underlined. I was stunned. Not only had he read my book, I now had a sense of how meticulous and curious he was.

As I got to know Carlos better, my inquisitiveness and fascination remained unabated. The more I learned, the more I wanted to know. During another visit to Madrid and lunch at El Landó, I told Carlos that I wanted to do a rigorous study of Real Madrid,5 taking an analytical and dispassionate approach similar to the one I used in researching and analyzing Goldman Sachs. Unlike any other book written about a sports team, I wanted to investigate both the on-field and business aspects of the club and see if, and how, the two were linked.

One of the things in the back of my mind was Michael Lewis’s bestselling 2003 book, Moneyball: The Art of Winning an Unfair Game (New York: W. W. Norton & Company, 2004), about the Oakland Athletics baseball team and its general manager, Billy Beane.6 The book describes how Beane, a former professional baseball player, uses an unconventional, analytical, evidence-based, sabermetric approach to assemble a competitive baseball team, despite the Athletics’s disadvantaged revenue situation compared to large-market teams like the New York Yankees. Lewis’s book, which is one of my favorites, captures the moment when baseball changed its player selection strategy from a reliance on instinct to data analysis of past performance, a shift that revolutionized baseball and sports management.

The enormous popularity of the book and then the 2011 film Moneyball (starring Brad Pitt and Jonah Hill) solidified the power of data-driven decision-making in the minds of the general public and corporate management teams around the world. While the power of data analysis is undeniable, I was interested in what and how large of a role it played in the overall success of Real Madrid.

Carlos described to me an equally dramatic shift in Real Madrid’s business model, but one that was utterly unlike Beane’s. Instead of being driven by data analytics, the Real Madrid revolution stemmed from an organizational culture centered on the shared values and expectations of the club’s fans. Also, while Beane was a baseball insider, Real Madrid’s revolution was being led largely by a bunch of outsiders! One of the things they had in common, however, was that both innovations were driven out of financial necessity and constraint. I was fascinated by the potential the Real Madrid way has beyond the sporting world—potential that I felt the need to explore and identify. Big money and glamorous stars tended to camouflage what the executives were really doing, and what they were doing can be appreciated far beyond the realm of soccer or Real Madrid.

Real Madrid provided me with unprecedented access, both to people and to data. Over two years, I conducted more than 100 hours of semi-structured interviews with more than twenty people associated with Real Madrid, from the president of the club to current and former players and coaches, to people who work in the stadium, academy, and practice facilities. My research included an entire week in Madrid during which I was given complete access to the club, including being allowed to meet with whomever or see whatever I wanted. Real Madrid staff also thoroughly and promptly responded to at least fifty or so very long information request lists from me. I was provided financial information and statistical data, some of which Real Madrid makes publicly available in its commitment to be transparent. (Real Madrid regularly issues annual reports of approximately 300 pages.)

In addition, I sought my own data and independently interviewed community members; soccer and sports experts; current and former executives and players at competing teams; academics who have studied Real Madrid, soccer, sports, or organizations; sports agents and legal advisors; data analysts; and members of the media. I agreed that I would keep all interviewees’ participation confidential and not quote them, unless the quote was already in the press. I also researched business school cases, news reports, and books about Real Madrid and other relevant teams. The purpose of going beyond what Real Madrid provided was to gain a broader picture and challenge, support, and illuminate my data, analysis, and conclusions.

It is not my intent to glorify or vilify any individual, group, or era, although I suspect parts will be interpreted or used to do so. I’ve tried not to be influenced by nostalgia, and I have tried to recognize that people I interviewed were looking back in hindsight and may have had agendas or other issues, something I tried to overcome by speaking to many different sources and balancing the interview data with other information and analysis. I’ve tried not to be affected by people’s passion for Real Madrid, their own favorite and rival soccer teams, the sport of soccer and sports generally, or recent events having too much weight simply because they are fresher in our minds. I have relied on publicly available data to confirm and disprove various claims and theories advanced by those I interviewed.

My primary reasons for writing this book were intellectual curiosity and academic contribution. Any money that I have received, or will receive, for writing the book from the publisher has been, and will be, donated to charity. I did not receive any compensation whatsoever from Real Madrid. For example, I did not ask for or receive one ticket to a game, nor did I ask for or receive a single player’s photograph or autograph. Before publication, as a matter of professional courtesy, I did show drafts of parts of the book to Real Madrid, as well as a few other teams and leagues mentioned, to see if any material facts were incorrect or misrepresented. However, Real Madrid was not involved in the editorial or analytical process and did not approve or authorize this book. Any mistakes and all of the judgments, conclusions, and analyses are my own.

The book is written in American-sports English primarily to make it easier to understand for most American readers. Therefore, I use American terms, such as soccer for football, team for club (except when referencing Real Madrid, the club, or other teams that are actually member-owned clubs), field for pitch, game for match, locker room for dressing room, jersey for shirt, cleats for boots, uniform for kit, speed for pace, etc. I sincerely apologize in advance if this causes any annoyance or confusion for non-American readers. In addition, I try to convert amounts of money discussed in the book to US dollars using the average exchange rate for the year.

There are sidebars at the end and throughout most of the sections. The sidebars are related topics that don’t fit the narrative on Real Madrid but shed light on the topic discussed in the chapter. Often the sidebars relate to American sports examples or an analysis of data or academic theories in order to illuminate an idea or help readers better understand the discussion.

Writing a book is a lengthy process—as well as is editing it, translating it, designing it, producing it, and marketing it. In order to have the book published in English and Spanish at the same time, which I felt was important, and to come out by a certain date, I had to submit my final draft to the publisher before the conclusion of the 2015–16 Real Madrid season. Therefore, the book does not reflect the entire season, but the data does include that Real Madrid won their eleventh Champions League trophy, La Undécima, in Milan, Italy, on May 28, 2016.

Lastly, I anticipate that I will take criticism from many sides. Many people have very passionate opinions regarding Real Madrid, their own favorite and rival soccer teams, the sport of soccer, and sports generally. The passion is so great that even respected scholars sometimes seem to put aside objective or critical thinking when it comes to the topic. When I interviewed people, I discovered many of their opinions are based on experience or gut feelings or simply what they have read or heard in the media, rather than facts or data. I am not sure they realize it, but some of their opinions have both strong and subtle biases, sympathies, and prejudices, and sometimes motivations. I know I have some, too, but I take the steps of challenging them as best I can, as described in my methodology. I do think approaching this study essentially as an outsider without preconceived history, loyalty, or family ties to an European soccer team, not having really lived in Spain or Europe for a long time (but having spent enough time in Spain and Europe to understand some important nuances), and having limited experience-bias does help produce fresh and original ideas and research.7
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La Undécima. A photo of the players and coach lifting the 2016 UEFA Champions League trophy in Milan on June 28, 2016, after defeating Atlético Madrid. It is Real Madrid’s eleventh European Cup. After extra time, the final finished with the score still tied 1-1, and Real Madrid won 5-3 in a penalty shootout. Lucas Vázquez, Marcelo, Bale, and Ramos scored their penalty kicks. Cristiano Ronaldo scored the decisive penalty kick after an Atlético Madrid player missed his. Sergio Ramos, the team’s captain who also scored Real Madrid’s goal, is seen lifting the trophy. The coach, Zinedine Zidane, is dressed in a suit and tie.

As you read the book, keep in mind that I am using my best efforts to draw on my academic training and to shed light on a fascinating topic via a scholarly framework. Readers may agree or disagree or even feel like other aspects should be mentioned or examined further. I genuinely welcome constructive feedback. As an academic and curious person, I am always learning and trying to get to the most reasonable conclusion.

If you have any thoughts or comments about the book, please feel free to email me at my Columbia Business School email: sgm2130@columbia.edu. I can’t promise that I will respond to every message, but I can promise you that I will read each one.
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1 A.T. Kearney White Paper, The Sports Market.

2 Fabio López, a successful asset manager from Madrid that married a close family friend and then became a close friend himself, had set up the 2014 meeting with Carlos. Fabio knows Carlos because Fabio’s father, Pedro López Jímenez, is on the board of directors of Real Madrid. I am an adjunct professor at Columbia Business School, after having worked in finance for more than twenty years. Fabio and Pedro thought Carlos and I would enjoy speaking together and that Carlos would be a great guest speaker for a popular Columbia University Business School class that I teach in Madrid for one week each January.

3 The Union of European Football Associations (UEFA) is the administrative body for association football (soccer) in Europe and organizes the competition. It is one of six continental confederations of the world soccer’s governing body, Féderation Internationale de Football Association (FIFA).

4 I remember first hearing the word or idea of “galácticos” a few days after my seventh birthday in May 1977 when my soccer-loving father, who had immigrated to the United States from Greece, took my older brother Dean and me to Chicago’s Soldier Field to watch a North American Soccer League game between the Chicago Sting and the New York Cosmos with its star “galácticos” players: Brazilians Pelé, Carlos Alberto, and German Franz Beckenbauer.

5 My family and I had moved from New York to Madrid for approximately six months in 2013 to immerse ourselves in Spanish culture and improve our Spanish. While living in Madrid, we attended one Real Madrid regular season game together. I am a very enthusiastic fan of the city of Madrid, its people, and its culture, but no one would call me a hard-core Real Madrid fan. I don’t own any Real Madrid merchandise. I am equally delighted to see Real Madrid, Atlético Madrid, Getafe, or Rayo Vallecano win because my friends in Madrid typically root for one of the local teams.

6 Billy Beane is an advisor to Dutch professional soccer team AZ Alkmaar. He also is a part owner in MLS’s San Jose Earthquakes but does not advise the team.

7 In a 2014 interview with Sean Ingle of the Guardian, Billy Beane said, “I’ve got brilliant staff . . . One of my right-hand guys . . . has a PhD in behavioral economics from the University of California, Berkeley. He never played much baseball. Isn’t that a disadvantage? It would be hard to imagine many English clubs doing the same . . . but he has no experience-bias when he comes to my office, so he is able to question the obvious . . . A guy like myself, who has been in the game his entire life, may not be able to spot when the emperor is not wearing any clothes.”


INTRODUCTION: LA DÉCIMA

ON THE COOL EVENING of Saturday, May 24, 2014, Real Madrid’s soccer players walk onto the field for the 2014 UEFA Champions League final and look up at a screaming full-capacity crowd of 65,000 in Lisbon, Portugal’s Estádio da Luz (“Stadium of Light”). The world’s most watched annual sporting event is about to air in more than 200 countries, drawing an estimated global audience of 400 million viewers. (To put this into perspective, only an estimated 160 million people worldwide watched the 2014 Super Bowl, 114 million of them in the United States.) The Real Madrid players are dressed in their traditional gleaming white jerseys, the front of which are adorned with “Fly Emirates,” a Real Madrid sponsor’s logo. On the upper-left front of their jerseys, over their hearts, is the club’s famous emblem with a royal crown on top. On the upper-right front is the logo of Adidas, another Real Madrid sponsor. The crest on the left sleeve shows the number of European Cups won by Real Madrid. With the temperature hovering around fifty-nine degrees Fahrenheit, some of the players have chosen to wear long-sleeved jerseys.

The tournament is referred to as the UEFA Champions League (previously known as the European Cup until it was renamed in 1992) because it is a tournament of the soccer teams that finish in the top few teams of their country’s respective soccer leagues. Real Madrid had last won the competition—their ninth title—in 2002. After over a decade of chasing La Décima (“the tenth”), Real Madrid is ninety minutes away from realizing that goal. Their opponent in the final is cross-city rival Atlético Madrid, wearing their traditional red-and-white striped jerseys. There had been two teams from the same country in the Champions League finals before, but there had never been a Champions League final between two teams from the same city. There was such high demand from Real Madrid’s club members for the tickets the club was allocated by UEFA that the team had to award the tickets by means of a draw. In addition, Real Madrid sold out its 81,044-capacity home-city stadium, Bernabéu Stadium, to Madridistas (a nickname for people who support Real Madrid) to watch the game on big screens.

With a tenth European trophy for Real Madrid or a first for Atlético Madrid at stake, the Madrid versus Madrid battle for the title of best team in Europe—which generally translates as the best team in the world—is historically earth-shattering even before the prime-time kickoff.

Real Madrid’s team of galácticos consists of amazing star players, including Portuguese forward Cristiano Ronaldo,8 who is considered one of the two greatest soccer players in the world (along with Argentine forward Lionel Messi, who plays for rival club Barcelona). Ronaldo’s jersey number is 7, and he is sometimes referred to as CR7. During the 2013–14 season, Ronaldo had truly established himself as one of Real Madrid’s contemporary icons, along with previous galácticos like Zinedine Zidane, Raúl González, and Luís Figo. Ronaldo finished at the top of the Spanish La Liga season’s goal-scorers list with fifty-one goals in forty-seven games—more than one goal per game average is an astonishing statistic. Though it is often overlooked, Ronaldo also contributed nine assists that season to add to his impressive stats. Beyond his good looks, his sculpted body reflects the incredible winning mentality and hard work that he puts into striving to be the best and to set an example for his teammates.

Ronaldo has a fearsome scoring partnership with Welsh winger Gareth Bale and French striker Karim Benzema. Benzema joined Real Madrid in July 2009, one month after Ronaldo, when Real Madrid paid a €35 million ($49 million) transfer fee to French team Lyon, with the fee rising to as much as €41 million ($57 million) including incentives. Before the 2013–14 season started, Real Madrid had paid English team Tottenham €91 million ($120 million) for Bale. The three star players were nicknamed the “BBC” by the Spanish media—for Bale, Benzema, and Cristiano.
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The starting lineup of the Real Madrid team that won the 2014 Champions League final. Back row (left to right): Casillas, Ramos, Varane, Khedira, Benzema, Ronaldo. Front row: Di María, Bale, Coentrão, Carvajal, Modrić.

Despite the perception that Madrid simply buys its star players, the goalkeeper for this epic game is Spaniard Iker Casillas, who started his career at the age of eleven in Real Madrid’s youth academy, which is sometimes referred to as La Fábrica (“The Factory”). In 1999, at age eighteen, he was promoted to the first team.9 As the longest-serving member on the team, Casillas was automatically appointed captain during the 2010–11 season. As a product of the Real Madrid development academy, he knew and exemplified the ethos of Real Madrid. In fact seven out of the twenty-five players (28 percent) on the first team in the finals are graduates of the academy. Together they share the spirit, expectations, history, and essence of Real Madrid with the new players.

Real Madrid’s coach that season, Carlo Ancelotti, is well suited to manage their superstars, not only because of his calm temperament on and off the field but also because of the respect he commands as a former star player and winning coach. Ancelotti likes to stretch the game and take advantage of open spaces, but Atlético’s coach, Diego Simeone, has proven enough times that he is a tactical genius and will not be overwhelmed by the occasion.

The media has marketed the game as David vs. Goliath. Real Madrid generated €550 million ($726 million) in revenue during the year, compared to Atlético’s €170 million ($224 million). Real Madrid paid their players an average of $7.6 million compared to Atlético’s $2.6 million. Real Madrid has a powerhouse balance sheet, probably one of the strongest in all of sports, while Atlético had such serious debt problems three years prior that they fell behind in their tax payments. Although any link between winning in sports and profitability has been disproven in several studies (see sidebar below), the media has been speculating that an Atlético win would increase the value of their brand and profitability. The media seems to have forgotten that, after winning the Champions League in May 1998 and May 2000, Real Madrid was close to bankruptcy by 2000.


 




Most Soccer Teams Lose Money

Simon Kuper, writer for the Financial Times, and Stefan Szymanski, former professor of economics and current professor of sports management at the University of Michigan, made the argument in chapter three of their book Soccernomics (New York: Nation Books, 2009) that most soccer teams lose money. According to the authors, the buyers of soccer teams are wrong if they assume that if they can get their teams to win trophies, profits will inevitably follow. The authors analyzed the Premier League from 1992–93 to 2011–12 and discovered that even the best teams seldom generate profits. They also detailed how unprofitable the overall industry is. In addition, they showed that there was little correlation between success on the field and making money. Instead, Kuper and Szymanski found that most teams didn’t care about profits. They were spending what they believed it took to win games. The majority of teams even paid players more money than they had or could produce, so the teams would borrow money, and most had a precarious amount of debt.

In a 2008 unpublished MBA thesis at Judge Business School in Cambridge, Francisco Cutiño showed that winning games doesn’t necessarily help soccer teams make profits. Rather, the effect works the other way. If a team finds new revenues, those revenues can help them win games because they can help buy/retain better players:

              But contrary to the common idea that good [on-field] performance will drive good financials, there is evidence that better revenue-generating structures can have a significant impact in the performance of the team . . . only with good financial results clubs can buy and retain good players and create good teams.

Therefore, a team should develop a sustainable economic-sport model to make profits to buy/retain better players, which leads to better results.

In Winners and Losers: The Business Strategy of Football (New York: Viking, 1999), Szymanski and researcher Tim Kuypers analyzed ten years of the English Premier League (1990–99) and discovered that the one variable with the highest correlation to winning is: the teams that pay the highest salaries for the best players win the most often. It probably doesn’t take a lot of classes on data analytics to figure that out. I believe in a competitive industry with competitive owners who have lots of money to spend, a team needs a distinctive competitive advantage to maximize the performance of these best players as well as to help generate more money to pay the salaries.




 



The game ends Real Madrid 4–1 Atlético Madrid. It’s Real Madrid’s tenth Champions League trophy, their first since 2002, and they couldn’t have won it in a more dramatic fashion, coming from behind to tie the score in the ninety-third minute and forcing the game into extra time (for more details, see “Play-by-Play of La Décima” sidebar on page xxvii). To add to Real Madrid lore, the team won the game utilizing one of its core values: never giving up, which means competing until the final whistle. Real Madrid was 150 seconds away from defeat, yet they never gave up hope and played as hard as they could until the very end. Putting aside the rivalry or La Décima, what makes the evening so special to Real Madrid’s management is that the players lived up to the community’s expectations.

On Sunday morning, the team arrived at Madrid’s Plaza de Cibeles with the trophy. There were still tens of thousands of Real Madrid fans in the square after celebrating throughout the night. “Thank you for waiting,” Captain Casillas told the supporters and then added the obvious, “It’s time to think about the Eleventh (La Undécima).”10 Vice-Captain Sergio Ramos, with the second-most seniority on the team, spoke into the microphone: “This is dedicated to Pitina, who helps us from above.11 Hala Madrid!” “Hala Madrid” is difficult to translate exactly. It means something like “Go, Madrid, Go!” or “Forward, Madrid!”

Real Madrid define themselves by results, and in particular by their performance in the Champions League. Anyone who plays for or manages Real Madrid is left in no doubt about the top priority every season.12 The pride of the community at the team’s record number of wins is matched only by their passion for doing it in their own unique way. In Lisbon, the team’s players felt the full weight of the community’s expectations, which went beyond simply winning. There is an intense sense of responsibility and pride that comes with representing what the community is and the values they stand for. Real Madrid’s secret to dominance on and off the field is the passion and values of their community members.


 




Play-by-Play of La Décima

Exactly 19:45. It is time for business. The atmosphere is electric. Real Madrid gets the ball first and kicks it from left to right. Atlético is defending deep, as expected. In the ninth minute, Diego Costa, Atlético’s leading goal scorer, jogs off the field, injured. Since he isn’t carried off, the announcers speculate that he hadn’t torn his hamstring again, like he did in the semifinals against Barcelona, but clearly he knows he can’t carry on. The announcers speculate whether Costa will be sidelined by injury, and, if he is, the gamble that playing him could cost his team one of only three valuable substitutions allowed very early in the game.

Real Madrid continues to control the ball, but Atlético is so well organized on defense that Real Madrid can’t develop any serious threats. As excellent as Atlético has been defensively, however, it has been ineffective going forward. At thirty-two minutes into the game, Real Madrid gets their best chance to score when Bale takes advantage of an Atlético midfielder’s careless pass. Space opens up, and thirty yards out the Welshman uses his world-class speed to sprint toward the goal. Bale fights off a sliding tackle (had Bale gone down, he might have drawn a penalty) and perhaps is somehow distracted enough that he then pokes the ball just wide of the post from twelve yards. Bale throws both hands over his face. The magnitude of his regret over the missed opportunity highlights how rare scoring opportunities are in soccer and how precious the ability to finish and score is.

Only four minutes later, Atlético responds. An Atlético corner is headed away by Real Madrid, then an Atlético player heads the ball back into the penalty area. There seems to be little threat, but Real Madrid goalkeeper Casillas sprints off his goal line into no man’s land. Atlético’s center back rises above a Real Madrid defenseman near the penalty spot to head the ball over the out-of-position goalkeeper who is too far off his line. Casillas is already desperately retreating, realizing that he misjudged his ability to reach the ball. He manages to get a hand on the ball heading toward the empty net, trying to claw it back, but to no avail. The ball crosses the line. GOAL! The goal scorer is tackled by his teammates on his celebratory run and ends up under a mass of Atlético players. Even though Real Madrid had seemed to be in control for most of the first half, they are losing. To make things worse, all Atlético has to do now is sit back, clog things up, eliminate space between players, and defend—which is what they are most comfortable doing.

As halftime approaches, Real Madrid players seem increasingly frustrated by Atlético’s defensive approach, which is tactically designed to break up Real Madrid’s typical beautifully fluid attacking play. Real Madrid looks like they need a break to regroup.

Halftime: Real Madrid 0–1 Atlético Madrid. During the fifteen-minute break, an announcer on one broadcast makes the point that Ronaldo and Benzema barely touched the ball near the Atlético goal area during the first half. Bale only had one real opportunity, which he missed.

When the second half begins, there is a desperate air to Real Madrid’s attacks. Atlético has moved more players to defense, which continues to frustrate Real Madrid, but Real Madrid is advancing the ball deeper and getting a few more opportunities to score. A Ronaldo free kick is deflected by the Atlético goalkeeper and off the bar at fifty-four minutes. A Ronaldo header glances wide at sixty-two minutes. And after an exhilarating sprint, Bale’s shot tamely goes into the side netting at seventy-eight minutes.

After eighty minutes, Atlético players seem like they are on their last legs, tired of chasing after and closing down on Real Madrid’s players and passes. Atlético uses their third, and last, substitution at eighty-three minutes. It seems Atlético can’t clear the ball out of their own third, never mind their own half. The pressure seems to be escalating to an explosion.

At eighty-nine minutes into the game, the Atlético coach implores the fans to cheer his team to the finish. At the ninety-minute mark, the referee decides to add five minutes of stoppage time. Three minutes into stoppage time, a Real Madrid corner kick by Croatian midfielder Luka Modric from the right swings toward the penalty spot. Sergio Ramos gets clear of everyone and powers a masterful header into the far corner of the net. GOAL! English TV commentator Ray Hudson, known for his descriptive color commentary, screams, “. . . magisteeerial . . . the corner kick sails in . . . and Ramos leaps . . . like a fresh salmon from a summer stream . . . it’s an exquisite header . . . with power and accuracy measured down to a pixel!”

The moment the ball swishes the back of the net, a man in a conservative blue suit leaps in front of King Juan Carlos of Spain in the center of the stadium’s VIP suite. The typically levelheaded and controlled Florentino Pérez, president of Real Madrid, raises his arms in celebration. Realizing that his passion is getting the best of him, he quickly pulls his arms down, wipes his glasses, straightens his suit jacket, and sits back down. He is trying to be sensitive and respectful to the president of Atlético Madrid, who is sitting near him.

A TV announcer screams, “We are heading for extra time!”

During the break before extra time, which is divided into two fifteen-minute halves, Atlético’s exhausted and disheartened players stretch out on blue mats laid out on the field, while Real Madrid players gather in a huddle to motivate themselves.

The first fifteen minutes of extra time is sloppy. When the second half of extra time begins, it’s still Real Madrid 1–1 Atlético Madrid. Atlético’s players’ minds now seem as tired as their bodies, and they start making mental errors.

GOAL! Gareth Bale had missed a few opportunities, but in the 111th minute he scores. Real Madrid’s Ángel Di María uses fancy footwork to surge down the left side between two or three weary Atlético players and flicks the ball toward the goal with his outside foot. The Atlético goalkeeper makes an incredible save with his left foot, but the ball still deflects toward the far post. Bale reads the trajectory and spin of the ball and maneuvers his body to head the ball at an acute angle from very close range just inside the top right post.

Ray Hudson jumps off his chair, screaming, “. . . it’s as electrifying as a hair dryer thrown into a bathtub . . . look at the balance . . . the timing . . . he’s like a master thief stealing the silverware in the dark night . . . the galácticos are gladiators tonight . . . and Gareth Bale is Spartacus!”

Looking for an equalizer, Atlético starts to attack harder than they have throughout the game. Their aggressiveness leaves them vulnerable to counterattacks. GOAL! In the 118th minute, the big-haired Brazilian Marcelo takes advantage, driving a low shot right through the left arm of the plunging Atlético goalkeeper. Imagine Andrés Cantor, the Argentine-born Spanish-language sportscaster, yelling his familiar, “Goooooooooal,” with the “o” stretched out over fifteen seconds—and then repeating it.

To make matters worse for Atlético, two minutes later, a tired Atlético player accidentally trips Ronaldo in the penalty box, and Ronaldo is awarded a penalty kick. GOAL! With a right-footed shot, Ronaldo puts the penalty into the back of the right corner of the net with precision and power. Ray Hudson describes the moment: “. . . absolute precision from the Dark Invader . . . this one is a death-ray hit from Real Madrid’s glamour boy . . .” It is Ronaldo’s seventeenth goal of the tournament, a record at the time.
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8 There is debate in the media about whether Cristiano Ronaldo or Gareth Bale holds the world record for the highest transfer fee ever paid for a player, both by Real Madrid. Ronaldo joined the team in 2009 for what was reported at the time to be a €94 million ($131 million) transfer fee, while Bale’s fee was originally reported to be €91.5 million in 2013. However, because Bale’s fee was to be paid in installments, the total resulted in around €100 million. Spanish newspaper Marca reported that Ronaldo’s contract also had installments and the total amount was actually €104.7 million, which would make Ronaldo the world’s most expensive player.

9 The first team is the main, upper level team that plays in the first (top) division and major competitions.

10 Rob Hughes, “The Never-Ending Job at Real Madrid.” New York Times. http://www.nytimes.com/2014/05/28/sports/soccer/the-never-ending-job-at-real-madrid.html?_r=0.

11 Ramos was referencing the beloved Pitina Sandoval, Florentino’s wife of forty-one years and mother of their three children, who died in May 2012.

12 Michael Owen, “Champions League final 2014: Real Madrid ruled by Europe so they dare not lose to Atletico Madrid.” Telegraph. http://www.telegraph.co.uk/sport/columnists/michael-owen/10852545/Champions-League-final-2014-Real-Madrid-ruled-by-Europe-so-they-dare-not-lose-to-Atletico-Madrid.html.
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How Real Madrid Became the Most Successful Sports Team on the Planet


Chapter 1
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REAL MADRID’S ON- AND OFF-FIELD DOMINANCE

AT THE CENTER of the Real Madrid way for success are the values of their community and resulting culture. Real Madrid management believes the culture has translated into continued success on the field thus creating a profitable and sustainable enterprise that people can identify with and turn to, embracing it as a meaningful and steadfast cornerstone of their own personal value and identity. Before examining the Real Madrid way, it is worth understanding its results, beyond its record 107 official competition trophies in its 114 year history.

When I ask US sports fans, “What is the most valuable sports team in the world?” the most common answers are “the New York Yankees” or “the Dallas Cowboys.” When I tell them the answer is Real Madrid, most people are completely shocked. American-centric sports fans will be absolutely astonished by the data below.

Financials

Real Madrid is worth $3.44 billion according to Forbes’ World’s 50 Most Valuable Sports Teams in July 2015.13 They rank it the most valuable sports team, which surprises many Americans, but if one thinks about it, soccer is the most popular sport in the entire world. Soccer has 3.5 billion fans globally, while baseball, basketball, and American football’s fans combined do not equal the number of soccer enthusiasts.14 The 2012 Deloitte Football Money League reported that in 2010–11, European professional soccer teams generated a combined €17.5 billion ($23.7 billion) in revenues. In an article about ranking sports’ popularity in September 2011, the Economist reported that “This compares with the NFL’s $9 billion, MLB’s $7.2 billion, and the NBA’s $4.1 billion in 2011.”15

Regardless of the rankings of Forbes and others, recent sports industry transactions may suggest that Real Madrid is actually the most valuable team. MLB’s Los Angeles Dodgers was acquired for $2 billion, more than eight times its revenues in 2012. NBA’s Los Angeles Clippers was acquired for $2 billion, fifteen times revenues in 2014 (Forbes valued the team at $430 million the previous year). Real Madrid has larger revenues and profits than either team, a more differentiated global brand, and a larger global fan base in the world’s most popular sport. Real Madrid would also have a much wider potential buyer universe than an American sports team.16 Just using the Dodgers’ eight times revenues transaction multiple, Real Madrid would be worth over $5.7 billion. Of course, the value of the team in a sale transaction is very theoretical because Real Madrid is a not-for-profit organization with approximately 92,000 club members that “own” the club (this will be discussed in detail later).

The chart below from Forbes values Real Madrid at five times revenues (the same multiple of revenues as the sale of NBA’s Milwaukee Bucks in 2014, which really does not compare to Real Madrid).

Table 1.1: Ten Most Valuable Sports Teams 2015 by Forbes
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Real Madrid has the most revenues, $675 million in 2014, of any sports team in the world according to Forbes.17 Great sports teams in major markets like the MLB’s Dodgers and NFL’s New York Giants don’t even make the top ten. NBA’s Los Angeles Lakers 2014 revenues were $293 million, less than half of Real Madrid’s. Real Madrid has been at the top of the Deloitte Football Money League for eleven straight years, including the 2014–15 season.

Table 1.2: Ten Highest Sports Teams Revenues 2014 by Forbes
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Community Support and Brand

The power of the Real Madrid brand goes well beyond soccer, Madrid, or Spain. Experts estimate that Real Madrid has approximately 450 million fans around the world—more than American football has in total. Perhaps the best evidence of the power of the brand and identity lies in the club’s social media following. In 2015, Real Madrid had a total of 200 million followers across all global social media platforms, including those in China. A truly global presence, Real Madrid had approximately 100 million Facebook fans and Twitter followers on social media in 2015. To put this into context, the American sports team with the highest social media following was the Los Angeles Lakers at around 25 million, which also reflects the global appeal of basketball. In contrast, the New York Yankees had about 10 million fans on social media, which did not make the top fifteen of the chart below.

Table 1.3: Fifteen Most Popular Sports Teams on Social Media 2015
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According to BBDO Consulting, Real Madrid has the highest brand value among European soccer teams. As of 2007 this value of 1.063 billion ($1.45 billion) was based on current and future income and expert opinion. The ranking is based on research that determines brand value using current and future income flow and expert opinion. BBDO Consulting states that its approach went beyond depicting only financial performance—it also analyzed scientific behavioral values such as brand popularity, image, sympathy, and loyalty. Income was examined in great depth, right up to the levels of sponsor contracts, merchandising, and revenue from season tickets, etc. The behavioral scientific side of the valuation comes from a survey of around 400 international experts.

Table 1.4: Five Most Valuable Soccer Brands 2007 by BBDO Consulting
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According to PR Marketing, Real Madrid has the highest average jersey sales per year in soccer from 2009–10 to 2013–14. This demonstrates the passion, loyalty, and number of Real Madrid fans around the world. Adidas is the uniform manufacturer for Real Madrid. Sponsorship is provided by the Dubai-based Emirates Airlines. Many people believe that Real Madrid’s jersey sales are driven by individual star players only. While it is undeniable that players’ fans drive a lot of jersey sales, I will present some evidence later that the club’s community values may have more to do with jersey sales than people expect.

Table 1.5: Soccer Jersey Sales 2009–10 to 2013–14 by PR Marketing

[image: ]

Championships

On the field, Real Madrid has won eleven Champions League titles since the tournament of the best teams from each European league was established in 1955. The next closest competitor in terms of wins is AC Milan, which has won the Champions League seven times. Three teams (Barcelona, Bayern Munich, and Liverpool) are tied at five wins each.

Real Madrid has won a record thirty-two Spanish La Liga titles. Barcelona, in second place, has won twenty-four. Whenever Real Madrid plays their archrival Barcelona, it is commonly referred to as El Clásico. Real Madrid leads the head-to-head results in competitive games with ninety-two wins to Barcelona’s ninety. Whenever Real Madrid plays their crosstown rival Atlético Madrid, it is commonly referred to as the El Derbi Madrileño (“The Madrid Derby”).18 Real Madrid leads the head-to-head results in competitive games with 107 wins to Atlético Madrid’s 53.

Table 1.6: European Champions League Titles
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In 2015, UEFA released its ranking of the most successful teams in Champions League competition history. These rankings were based on three points for a win, one for a draw, and zero for a loss.

Table 1.7: Top Teams in European Cup History (2015)
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Real Madrid was recognized as the FIFA Club of the 20th Century in 2010, winning the award with 42.4 percent of the votes. Manchester United was a distant second with 9.7 percent.

Table 1.8: FIFA Club of the 20th Century Voting (2010)
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Differences between MLB, NBA, and European Professional Soccer

With Moneyball being such an imposing force on how we think about sports, it is important to remember that Moneyball is about an MLB team. There are several differences between the MLB, NBA, and European soccer leagues that are worth highlighting because they can have a meaningful impact on strategic decisions both on the field and off the field. The differences will highlight that Real Madrid needs to have a strategy in place regarding teamwork because of the interdependence of the sport (see “Interdependence” sidebar on page 39).

Drafts, Taxes, and Revenue Sharing

In European professional soccer, there are no drafts and no salary caps or luxury taxes. It is an open market. European professional soccer teams can either develop players through their own youth academies or buy the rights to players in the transfer market and pay them whatever they want. In 2011, UEFA enacted financial fair-play rules. Since then, teams that qualify for UEFA competitions essentially have to prove throughout the season that they have paid their bills. Since 2013, teams have also been assessed against break-even financial requirements, meaning that they have to balance their spending with their revenues, which restricts teams from accumulating too much debt. Without a salary cap or luxury tax on players’ salaries, only a limit based on breaking even, teams are economically incentivized to expand their fan bases, cultivate sponsorships, and find other ways to increase revenues to afford better players.

The NBA and MLB, in contrast, have organized annual drafts to select players. Typically, the teams that finished with the worst record the previous season get to select first. This is to help with competitive parity. Therefore, a baseball or basketball team can draft a star player and not have to bid competitively for him. MLB has a “competitive balance tax” or “luxury tax” that is the punishment for large market teams that spend too much money. While MLB does not have a set salary cap, the luxury tax costs teams
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and business in a different way after reading this book.”

—BILLY BEANE, EVP of baseball operations and minority owner of the Oakland Athletics
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