Incentives and bonuses – The Case of  the 2006 World Cup
Tom Coupé*

* assistant prof, Economics Education and Research Consortium, Kyiv and Kyiv Economics Institute. Address: Vul. Voloska 04070 Kyiv Ukraine, email: tcoupe@eerc.kiev.ua
Abstract: This paper investigates the determinants and effects of bonus schemes used during the World Cup 2006.

JEL: J33, L83

I. INTRODUCTION

Like economists; national and international football associations believe in incentives. At least this is what one would suspect when one read the stories in the press during the World Cup in Germany. Several newspapers and websites ran stories on the bonuses that the players of this or that national team would receive if they won the world cup. Titles like ‘500 million reasons for South Korea to win World Cup’, ‘For Pride of Country, Love of Money’ or ‘Motivation: Bounty Hunters’ express the popular belief that money can stimulate football players to put more effort and achieve better results
. FIFA president Blatter also indicated that the increase in prize money promised by the FIFA was ‘just to reward the qualifying teams for their efforts, and to promote this game of football’
. 

Players instead often argue they do not play for the money. After rumours that the English team would earn a big bonus if they would win the World Cup,  David Beckham insisted that England players are not being greedy. He indicated ‘every one of the players in our team would play for our country for nothing’, that ‘money isn't the motivation’ and that players ‘don't go into a game thinking we can make money for winning. There is too much pride and passion in our team to even suggest that’
.
Economists have studied bonuses for a long time. Principal-Agent theory stresses the importance of making rewards depending on results, something which can be achieved by promising bonuses (Prendergast, 1999). Tournament theory (Rosen and Lazear, 1981) focuses on how the difference between the rewards for winning and losing create incentives. While bonuses for soccer players are standard, little research is available on such monetary incentive mechanisms in football. Frick (2007) shows that German teams that make pay more dependent on performance have a higher number of points at the end of the competition. Torgler et al (2006) show that larger income differences within a team decrease the performance of the team members.  Examples of research on other sports are Bognano and Ehrenberg (1990) on golf and Sunde (2003) on tennis.

This note investigates the bonuses promised by the FIFA and the national associations at the 2006 World Cup. We investigate whether the proposed bonus schemes are consistent with bonus schemes proposed by Principal Agent theory and Tournament Theory. While unfortunately, the data are too scarce to allow for serious econometric testing of any hypothesis, the data show that while the FIFA and the national associations proposed bonus schemes that rewarded performance, the incentives that were given did not grow as the tournament neared its completion as one would expect from tournament theory.  We further find no clear indication that bonuses affected the competition outcome or the quality of the competition.

II. THE FIFA’S BONUS SCHEME
Before the start of the 2006 World Cup, the international football association FIFA announced the bonuses for teams participating in the event. The World Cup is a money generating event and the FIFA shares some of the spoils with the participating teams. Rather than giving all participants the same amount, the FIFA uses a system that pays in function of performance which is clearly consistent with the incentive explanation of bonuses.  

The FIFA distribution rule is as follows:

Table 1 : FIFA distribution rule

	Performance
	Bonuses 

(million Euros)
	Marginal Bonuses

(million Euros)

	Elimination in 1st round
	3.79
	

	Reaching the 8th finals
	5.38
	1.59

	Reaching the quarter finals
	7.28
	1.9

	Reaching the semi finals
	13.61
	6.33

	Reaching the final
	14.24
	0.63

	Winner
	15.51
	1.27


Source:http://www.rfi.fr/actufr/articles/077/article_43455.asp.
An interesting feature of this system is that while doing better brings more money, the extra amount for reaching the next phase of the tournament is very variable – entering the tournament gives 3.8 million euros, the next step increases this amount by 1.6 million Euros, followed by an extra 1.9 million Euros. Then for reaching the semi-finals, there is a huge jump of 6.3 million, followed by only 630000 euros extra to make it to the finals. Winning the finals adds another 1.3 million. Given that there are such differences in ‘prizes’ for winning, one would expect different levels of effort over the tournament, with the quarter finals being the stage where competition would be most intense.

One way to shed light on this is by looking whether the quality of the quarter finals was higher than the quality of the subsequent matches. Quality of a match can be measured by the quality evaluations given by the visitors and the experts of the ESPNsoccernet website. Table 2 gives these evaluations for the different stages of the competition. One can notice that the quarterfinals did not systematically show higher match ratings.

Table 2 : Match ratings (on a scale from 0 to 10)
	Matches
	ESPNsoccernet ratings

	
	ESP Visitors
	ESPN Experts

	1st Quarter finals
	6.6
	9

	2nd Quarter finals
	8.3
	8

	3rd Quarter finals
	8.1
	7

	4th Quarter finals
	7.8
	6

	1st Semi final
	6.5
	6

	2nd Semi final
	8.8
	8

	Game for 3rd/4th place
	8
	NA

	Final
	7.7
	7


The Fifa’s bonus system does not correspond to the pattern Rosen and Lazear (1981) describe – they indicate that keeping incentives the same over the tournament implies a continuously increasing prize because at earlier stages incentives are twofold – first for winning the prize at that stage, but second also for getting access to the next round of the competition and the money that can be earned then.  
It is unclear why FIFA has chosen this specific incentive structure. To check whether this focus on the quarter finals is standard in football, in table 3 and 4 we give the prize structure used by the UEFA.
Table 3 : EURO 2004 distribution rule

	Performance
	Bonuses 

(million Euros)
	Marginal Bonuses

(million Euros)

	Elimination in 1st round
	4,8
	

	Reaching the quarter finals
	6,7
	1,9

	Reaching the semi finals
	9,2
	2,5

	Reaching the final
	13
	3,8

	Winner
	15,6
	2,6


Source: http://www.uefa.com/uefa/keytopics/kind=16384/newsid=124476.html
For EURO 2004, held in Portugal, reaching the quarter-finalists implied a bonus of 1.9 million euro, and reaching the semi-finals added another 2.5 million. Reaching the final added 3.8 million while winning the finals added €6.4m, implying that the highest stakes (the difference between winning and losing) were available during the semi-finals.

Table 4 : UEFA Champion’s League distribution rule 2005-06 and 2006-07 
	Performance
	Bonuses 05/06

(million Euros)
	Marginal Bonuses

(million Euros)
	Bonuses 06/07 

(million Euros)
	Marginal Bonuses

(million Euros)

	Elimination in 1st round
	3,5
	
	4,4
	

	Reaching the 8th finals
	5,1
	1,6
	6,6
	2,2

	Reaching the quarter finals
	7
	1,9
	9,1
	2,5

	Reaching the semi finals
	9,6
	2,6
	12,1
	3

	Reaching the final
	13,5
	3,9
	16
	3,9

	Winner
	16
	2,5
	19,1
	3,1


Source: http://www.aliraqi.org/forums/showthread.php?t=63183
Similarly, for the UEFA champion’s League, the matches to reach the final have the highest bonus, not the final match.

Note that up to 2000, the FIFA, in its tournaments, used a fixed bonus per match played, independent from the stage of the tournament. For example, in the 1998 Wold Cup in France, about half a million Euro was given per match played, independent of whether it was the final or the 16th final
 and independent of whether one lost or won.  FIFA started to use differential bonuses in the first FIFA Club World Championship in 2000. The bonus for reaching the semi-finals was 0.5 million euro, for reaching the finals 2 million euro and for winning the finals 1 million euro, hence a system similar to the one recently used by the UEFA.  One explanation for the relatively low monetary bonus attached to the final game can be that the non-monetary bonuses linked to winning a Cup are huge – indeed, as it is often said, history will only remember the World Cup winner, not the runner-up.  This parallels the findings of Gibbons and Murphy (1992) who find that pay-for-performance elasticities are higher for CEOs near retirement. Younger CEOs are, in contrast to older CEOs, concerned about their career and hence need less explicit incentives. Winning a Cup similarly is a milestone in ones career, hence there is less need for explicit monetary incentives. 

III. THE ASSOCIATIONS’ BONUS SCHEMES

Like for the FIFA, also for the individual national associations the World Cup generates a lot of revenues. And like the FIFA, also the national associations channel some of the money to the lower level, in this case, the players.
Table 5 : Bonuses (in Euros, per player)
	
	
	Loose in
	
	
	
	

	
	16th Finals
	Quarter Finals
	Semi Finals
	3rd/4th place game
	Final
	Win Finals

	Ukraine
	100000
	200000
	300000
	
	400000
	800000

	Spain*
	0
	90000
	210000
	
	360000
	570000

	US
	96500
	174500
	266000
	390000
	370000
	500000

	England*
	
	
	
	
	
	450000

	South Korea
	84000
	168000
	252000
	
	
	420000

	Switzerland*
	50000
	110000
	185000
	
	267500
	350000

	Serbia-M.*
	107000
	145000
	272000
	
	284000
	310000

	Germany*
	0
	50000
	100000
	
	150000
	300000

	Poland*
	
	
	100000
	
	150000
	300000

	Paraguay*
	104000
	140000
	263000
	
	275000
	300000

	Portugal*
	
	
	
	
	
	275000

	Italy*
	0
	0
	0
	100000
	150000
	250000

	Croatia*
	87000
	120000
	220000
	
	230000
	250000

	France*
	0
	
	
	
	
	240000

	Australia
	70000
	95000
	177000
	
	185000
	200000

	Mexico*
	8000
	28000
	
	
	160000
	200000

	Costa Rica*
	64000
	86000
	162000
	
	170000
	185000

	Brazil*
	
	
	
	
	
	157000

	Czech Rep.*
	
	
	
	
	
	156000

	Iran
	
	
	
	
	
	50000

	Saudi Arabia
	160000
	
	
	
	
	

	Ecuador
	120000
	
	
	
	
	

	Tunesia
	75000
	
	
	
	
	


Source:http://www.reviersport.de/sportinfos/news.php?idNews=95725&return=%2Fsportinfos%2Frubrik%2Findex.php%3FidCategory%3D2 for amounts for winning finals of  starred countries. Rest comes from various newspaper articles (a list is available on request from the author). Some countries like Argentina or Netherlands kept the bonuses secret while others, like Saudi Arabia, did not determine the bonus for a possible win. Empty squares are unknown.
Players of Australia, Serbia-Montenegro, Paraguay, Croatia and Costa Rica received a fixed percentage of FIFA money, hence the incentive structure for these players followed the FIFA example and hence focused on the quarter finals. Ukraine and Germany gave a fixed increase for reaching the next stage but then double the bonus for winning the final. The extra jump at the end is consistent with tournament theory (Rosen and Lazear, 1981) while the constant increment is not. Countries like the US and Spain followed tournament theory, increasing the size of the bonus at each step. Interesting to note is that the associations, with the abovementioned 5 exceptions, do not focus on the quarter finals, and typically attached the biggest prize to winning the finals. This can explain why we did not observe that the quarter finals were of higher quality, as one would expect given the FIFA bonuses given to national associations. 

At the same time, table 5 does not show a clear relation between the bonuses promised and the result of the competition – neither Italy nor France, the finalists of the 2006 World Cup, were among the teams that could gain most from a World Cup win. 

Note that some teams also had bonuses that were paid in terms of the performance during the first round. The US team (not each player) for example got 120000 euro per point won during the first round. Each Saudi players would get 20000 Euro per victory.

Another characteristic of bonuses is that typically all players of the team get the same amount, independent of whether or not they actually spent a minute on the field – when the South Korean federation proposed to make bonuses depend on their contribution to the success in the World Cup, players objected and insisted everybody would receive the same. So while the FIFA treats different teams differently, within the team everybody is treated in the same way – this is easy to explain – while the FIFA wants competition between teams, the national associations should typically not want (too much) competition within their team. 


Principal Agent theory also states that a principal should shield his risk averse agent against ‘shocks’,  events that influence the outcome but are not related to the effort of the agent (Haubrich, 1994). The Polish Football Association acted consistent with this: it promised to control for ‘events out of control of the team’ when making bonus payments
.

Contrary to the assumptions of Tournament theory which assumes that prizes are fixed,  World Cup bonuses are often changed in the middle of the tournament – the Ghana team for example succeeded in turning a bonus system that originally promised them Euro 16000 per win into a fixed payment of Euro 40000 and Euro 8000 per win. The Saudi association decided to pay 20000 euro for a win but after a draw the association decided to pay 20000 anyway. And the association of Serbia and Montenegro threatened not to pay already promised bonuses if the team did not improve its performance after a 6 -0 loss.   

IV. WHY DO DIFFERENT COUNTRIES USE DIFFERENT BONUS SCHEMES?

Despite the fact that the FIFA has one bonus system for all participating teams, it is clear from the above table that associations of different countries use different schemes to reward their players. The variation in the size of the bonus for winning the cup is substantial, for example,   the Ukrainian players could earn 16 times more than the players of Iran for reaching the same objective. The varying bonuses obviously imply varying level of incentives.

One reason why different national associations use different systems could be the fact that players’ revenues that do not come from the associations (but for example from private sponsors) vary by country. Still, if this was the only important factor one would expect that higher bonuses would be paid by big football-crazy countries, something that is not so clear from the list above. Indeed, in that case we would expect Brazil, Italy, France and Germany to be ranked higher.  

The bonus also does not seem to be clearly related to the ex ante probability of winning the world cup – in fact, if what motivates is the ‘expected value’ of the bonus, one would expect if anything a negative relationship between the size of the bonus and the probability of winning the bonus. This can be an explanation of why the Ukrainian bonus was set so high, but the low amount the Iranian players were promised goes against this reasoning. Moreover, for most of the countries that had little or no chance of wining the cup, no bonus scheme seemed to exist.
Table 6 : Bonuses (in Euros, per player) and Win Probabilities 
	
	Ladbrokes
	GS
	Win Finals

	Ukraine
	50/1
	1.1
	800000

	Spain*
	12/1
	8.3
	570000

	US
	80/1
	2.2
	500000

	England*
	6/1
	8.6
	450000

	South Korea
	150/1
	0.9
	420000

	Switzerland*
	100/1
	1.2
	350000

	Serbia-M.*
	66/1
	0.7
	310000

	Germany*
	7/1
	5.5
	300000

	Poland*
	80/1
	1.6
	300000

	Paraguay*
	80/1
	1.1
	300000

	Portugal*
	20/1
	5.8
	275000

	Italy*
	8/1
	5.3
	250000

	Croatia*
	50/1
	1.8
	250000

	France*
	12/1
	8.3
	240000

	Australia
	125/1
	0.6
	200000

	Mexico*
	40/1
	4.2
	200000

	Costa Rica*
	350/1
	0.6
	185000

	Brazil*
	11/4
	12.4
	157000

	Czech Rep.*
	33/1
	5
	156000

	Iran
	250/1
	0.5
	50000


Betting odds come from Ladbrokes (betting agency) as given by Goldman Sachs (2006). GS gives World Cup win probabilities, computed by Goldman Sachs (2006) by combining official FIFA rankings and odds from different  bookmakers. The GS probabilities take into account how tough a team’s schedule is on average. 

Another possible explanation is differences in bargaining power between national associations and their players (see Bental and Dumougin, 2006 for the relation between bargaining power and bonus size). Indeed, instead of justifying bonuses based on their incentive effects, players argue that they deserve to receive part of the money that is earned by the national associations. David Beckham, captain of the English team, for example claimed that ‘'The FA make money and the players always get bonuses, that is a fact. And if we do not succeed then the money is not there.
' And Jürgen Klinsmann, the coach of the German team claimed that giving bonuses “ is fully justified. The national team is the main financial contributor to the German Football Federation (DFB) so all players should get their share”. Finally, the leadership of the DFB also defended the increase in the size of the German team’s bonus by indicating ‘that the market-value of the team also makes a giant leap’ and that ‘the players are very aware that the FIFA has considerably raised its bonuses for teams
’

For the World Cup 2006, the total FIFA prize money indeed increased by about 38%, from about 150 million euro in 2002 to about 210 million Euro in 2006.  National associations also increased their bonuses. The German association raised its bonus from 92000 Euro in 2002 to 300000 euro in 2006. The bonus for the England team more than doubled between 2002 and 2006. The bonus for the Italian team increased from 150000 Euro in 2002 to 250000 in 2006. The French team however is an exception getting less in 2006 (240000) than in 2002 (300000) and 1998 (244000). The evolution of France’s bonus is consistent with the bargaining power explanation – after the team became world champion in 1998, they were able to increase their bonus substantially in 2002 – but after a poor performance in 2002, the bonus dropped back to their 1998 level.  

Despite the fact that players often argue not to be motivated by money, there have been, at several World Cups, teams that argue with their national associations on the size of the bonuses which indicates players do care about their monetary rewards. Togo in 2006, West Germany in 1974 and Germany in 2002, all had troubles to get an agreement between players and national associations on the bonus payments. Such strikes also indicate to the importance of bargaining power
.

V. CONCLUSIONS

At the World Cup 2006, lots of performance-related money was at stake. There are some indications that the organizations that devised the bonus schemes behaved, at least in some dimensions, according to economic theory – the national associations attached the highest prize to winning the final game and some associations tried to insure the players against bad luck. Bargaining power influenced how much FIFA money will be channelled to players. The incentive effects of such bonuses are less evident – there is no clear evidence that higher incentives lead to better performance on the field, both in terms of quality of the game or in terms of the results of the competition.
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� Besides these bonuses given by the Football Associations, individual players can have individual performance based contracts with sponsors. Bonuses are also sometimes provided by private enterprises as part of their marketing efforts. Since information on such bonuses is even more scarce than the information on bonuses promised by the football associations, we concentrate on the latter.
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� In attempt to test the abovementioned possible determinants, I regressed the bonus for the winning of the World Cup on the Goldman Sachs probability to win the world cup, the nominal GDP of the country (a proxy private sponsor support) and the number of players in the national team playing in clubs in Italy, Spain and England (a proxy for the number of ‘stars’ in the team and hence the bargaining power of the players). None of these variables turned out to be significant which is not really surprising given the low number of observations and the lack of precision of the proxies used.








