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“Amongst all unimportant subjects, football is by far the most important.” Pope John Paul II  
 

A study by Goldman Sachs conducted prior to the 2014 Football World Cup suggested that match results have a material impact on 

global stock markets in the very short term.  As the 2018 World Cup kicks off today, we consider the correlation between football and 

stock markets(!), with particular emphasis on the eurozone. 

Firstly, here are a few of the findings from the Goldman Sachs 
World Cup report in 2014: 
 
In the 2010 World Cup the number of stock market trades placed 
during a match when a national team was playing fell on average 
by 45%.  The South Americans were particularly dedicated, with 
trade volumes falling by 75% in Brazil and 79% in Argentina during 
games involving the national team.  A goal during the game 
eroded the number of quotes and trades by a further 5%. 
 
According to the report, the World Cup winning country typically 
sees its stock market index outperform global markets by 3.5% 
over the month following the victory. However, the boost is then a 
short-lived affair, fading “significantly” after three months. In fact, 
the winning country underperforms by 4% over the following year, 
according to Goldman.   They also found that seven of the last nine 
losing World Cup finalists suffer a “post-final bout of the blues”, 
underperforming by 5.6% over the following three months. 
 
Taking either of these metrics in isolation, and given England’s 
more recent World Cup footballing misery, investors in the FTSE 
100 should not be unduly concerned! 
 
Likewise, with the Italians not qualifying for the World Cup for the  
first time in 60 years, could this be a positive sign for Italian stock 
markets and government bonds?    
 
Mixed Results in Europe 
As we entered 2018, the rhetoric around the strength of the 
European economy was becoming increasingly positive.  However, 
along with most global stock markets, eurozone equity markets 
suffered losses in the first quarter of the year but, in contrast to the 
US and UK markets, European equities are still at lower levels than 
they were at the start of 2018. 
 
This weakness was initially put down to general concerns about the 
rate of US interest rate hikes and more local concerns about the 
impact of global trade wars.  However, more recently the catalysts 
for this weakness have been softer economic data and the all too 
familiar concerns surrounding the longer-term viability of the Euro.  
This has been accentuated by the populist uprising in Italy and 
concerns that an Italian Brexit vote might be a distinct possibility.   
  
 

 
 
 

Italy fail to qualify for the 2018 football World Cup for the first time 
in 60 years 
 
Admittedly, Eurozone growth data in the first quarter was weak. 
Having exceeded expectations last year, Eurozone growth figures 
released in May showed that in the first three months of this year 
GDP growth slowed from 0.7% in Q4 to just 0.4%, its weakest rate 
since Q3 2016. Several other key economic indicators and 
expectation indices, such as business expectations and consumer 
confidence, were also weaker in the eurozone during the first 
quarter.  Unseasonably cold weather, striking workers and even an 
outbreak of flu were all suggested as contributors to this 
disappointing data.  However, the consensus view at the time was 
that this was just a temporary blip and that the data would show 
an improvement in conditions as we entered the summer months. 
 
European weakness continues 
Whilst the economic data may yet show signs of improvement this 
quarter, the sentiment towards European equities has taken a turn 
for the worse over the past couple of weeks.  
 
As at the start of May there were still net inflows (purchases) into 
European equity markets, as reported by Bloomberg and State 
Street.  However, as at the end of the month this had turned into a 
net outflow (sales) of $2.2bn with $1.28bn of that in the final week 
of the month.  We expect this trend to continue. 
 

 

June 2018 It’s all kicking-off…. 

Capital flows out of Europe 
in May whilst other markets 
continue to see large inflows.   
This is a sign that  
investors are becoming  
increasingly uncomfortable  
with eurozone equities…. 

https://www.ft.com/content/50f82fb2-1d50-11e8-956a-43db76e69936
https://www.ft.com/content/cd023d78-2db8-11e8-9b4b-bc4b9f08f381
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Italian right wing on the attack 
Of more pressing concern (perhaps) than the Italian football team’s 
omission from the World Cup is the current political debacle after 
the Federal elections held on the 4th March.  No single party won a 
sufficient majority to form a government and over the past three 
months the leaders of the right-wing Lega party and the anti-
establishment Five Star Movement have been locked in 
negotiations, finally agreeing to form a coalition with an 
independent (Giuseppe Conte) as Prime Minister.  
 
The coalition did not enjoy the happiest of starts, as the President 
(Sergio Mattarella) objected to Conte's choice for the finance 
ministry, Eurosceptic economist Paolo Savona, on the basis that it 
would alarm investors and have dangerous consequences for Italy's 
outstanding government debt. This prompted Conte, who was 
widely seen as a technocratic puppet for the two parties involved, 
to resign before he had even taken up his post.  He was 
subsequently appointed as PM but only after a hurried re-shuffle 
was eventually accepted by president Mattarella.   
 
The ensuing shambles really spooked the markets and the Italian 
President’s concerns were justified when the value of Italian 
government debt plummeted as a result, drawing parallels  to 
peripheral Eurozone debt instruments at the time of “Grexit” talk 
(see Greek debt concerns in 2012).  

 
 

Whilst the formation of the latest coalition has proven to be the 
catalyst for the sell-off, the structural problems in Italy have been 
building for some time. The Italian economy has consistently 
underperformed the wider eurozone, especially since the global 
financial crisis.  
 
From a market stability perspective, Italy represents a far bigger 
threat to the euro area than Greece.  Their public debt stands at 
€2.3trillion – just under 10 times the size of Greek’s debt a decade 
ago. Whilst only a third of this debt is held by foreigners, compared 
to three quarters of Greek debt, the value of Italian debt in foreign 
hands is 1.6 times the combined external obligations of Greece, 
Ireland, Portugal and Spain in 2007. By far and away the largest 
owners of these bonds are the domestic banks and (perhaps more 
worryingly from a contagion perspective) also other European 
banks. The French banks are estimated to own $311bn of Italian 
government debt, amounting to a 12% of French GDP(!). 
 

No wonder that markets in Italy have been very jittery of late.  
Anyone owning Italian debt or equity will be feeling quite poorly 
after the last few months’ rollercoaster ride.  That said, some have 
made huge profits from betting the other way.  Hedge fund 
manager Alan Howard will be feeling very pleased with how badly 
Italian government bonds have performed.  He has reportedly 
made a personal gain of “several hundred million dollars” betting at 
the beginning of May that they would plummet as a result of 
political uncertainty.    
 
Now that the government is finally in place, the problems don’t 
stop there.  This week Italy rejected a boat load of 629 migrants, 
leaving Spain to volunteer to take them instead.  This has only 
served to fuel the flames of controversy and made investors more 
nervous about political relations across the eurozone.   
 
Yet it’s not only Italy grabbing the negative headlines for eurozone 
investors. During May Mariano Rajoy was ousted as Spain’s Prime 
Minister after a vote of no confidence.  The beleaguered Spanish 
leader has never really recovered from the Catalonian 
independence vote and the rumours of a massive corruption case 
surrounding his government pushed him beyond the point of no 
return.  Markets reacted favourably to the news that Pedro 
Sanchez of the Spanish Socialist Workers’ Party has taken over the 
helm, although he remains an unknown quantity for the time 
being.   
 
Switching Sides 
The short-term risks have subsided a little over the past week but 
the size of the debt mountain and the fact that a significant 
proportion of the debt will need to be refinanced in the short-term 
means that Italy remains a serious medium-term threat to 
eurozone stability. 
  
This instability, coupled with the weakness in European growth 
data just as the Central Bank looks to bring an end to QE, have led 
to us reassessing the European equity market exposure that we 
hold across our clients’ portfolios. Current valuations and corporate 
profits are still at attractive levels, but this is true of many global 
markets without the same political and debt instability.  We’d 
therefore rather own more global equity and less direct European 
equity exposure and have adjusted our positions accordingly. 
 
Cutting European exposure means that we have slightly less to 
worry about leading into the 2018 football World Cup.   Since the 
stock markets of the winners and runners up always perform 
poorly (as per Goldman’s World Cup football survey, cited above), 
since one of Germany, France or Spain are forecast to be runners 
up this year to Brazil and since 6 of the top 8 seeded teams are 
European, our underweight exposure to Europe is almost certainly 
justified.   
 
Spain have sacked both their Prime Minister and now, a day before 
the World Cup competition starts, their national football team 
coach.  Time will tell if either or both of these decisions comes back 
to haunt them.  Meanwhile at least Italy now has a government, 
even if they don’t have a football team to support over the next 
few weeks.  It’s all rather messy and we’d prefer to steer well clear 
until the dust settles. 

June 2018 It’s all kicking-off…. 

Italian Bond yields spike dramatically after election shambles: 


