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Preface

This textbook grew out of my dissatisfaction with other textbooks on sports eco-
nomics that were available. As my own course evolved over time, these books
became increasingly unsuitable for my class in part because of coverage and
in part because of level and organization. This book reflects my interests and
those of my students at the University of Florida. Unlike other books on this
subject, this one includes extensive use of present values, choice under uncer-
tainty, pricing models, and numerical examples. The content includes multi-
year contracts, insurance, sports gambling, misconduct (and its discipline), the
steroid scandal, and many other topics that are not standard fare in the existing
sports economics textbooks.

An important pedagogical feature of this book is the involvement of stu-
dents in the learning process through problem solving. At the end of each chap-
ter, there are Problems and Questions that are intended to help students learn
the concepts in the text. There are also some Research Questions that will help
students learn how to find information and present it.

This text is almost self-contained. Most economic concepts are presented
and explained so that a student with no economics background can master the
material. Nonetheless, those students who have taken an introductory course
at the level of Michael Parkin's Economics will find the going much easier. The
mathematics in the text does not exceed that in any introductory text: arith-
metic, simple algebra, and geometry.

This book can be used in a variety of ways. There is probably too much
material for a one-semester course. The core material that should be covered
is found in Chapters 2-8, 14-16, 17, 19, and 22. The interests of the instructor
and those of his or her students should dictate the selection of other chapters.

In writing this book, I have accumulated many debts. Several friends and
colleagues have offered useful advice. Jim Fesmire, Jim Mak, and Jason Win-
free read the manuscript and offered numerous suggestions for improve-
ment. I hope that they will not be disappointed in the end result. Numer-
ous people read smaller chunks of the earlier drafts: Jeff Rudnicki, Mark Rush,
and Jim West were particularly helpful. Three anonymous reviewers pointed
out some weaknesses that I hope have been corrected. Others who provided
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Preface

valuable assistance include Derek Drayer, Ross Elliott, Bryan Lynch, and
Morgan Miller. The manuscript preparation was handled in part by Corinne
Turcotte and Sarah Goldberger. Sarah helped complete the manuscript, orga-
nized the various pieces of the puzzle, and kept the whole project moving
through some trying times. I will always be grateful for her help and good cheer.
She deserves much of the credit and none of the blame for the finished product.

My editor at Cambridge, Scott Parris, was a continuing source of enthusiasm
and encouragement during a process that took longer than I expected. Thanks
to Scott for his remarkable patience.

I owe the largest debt of all to Christina DePasquale, who knows more about
sports than anyone I know. She helped with the research, wrote some useful
summaries, typed most of the manuscript, and kept my spirits up with her own
enthusiasm for sports. Without her help, there is no way that this project would
have been completed.

Finally, I thank Chau, Don and Gretchen, Dave and Christy, Alec, Devon,
Riley, and Brett for always being there and for making life worthwhile.
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ATP
CBA
HGH

I0C
LPGA
MLB
MLBPA
MLS
NASCAR
NBA
NBPA
NCAA
NFL
NFLPA
NHL
NHLPA
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PGA
SEC
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Southeastern Conference
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United States Tennis Association
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xxiii



Contents

Preface

Commonly Used Abbreviations

I INTRODUCTION

1 Introduction to Sports Economics

1
2

Introduction

Tools of Analysis

2.1 Present Value Calculations

2.2 Economics of Uncertainty

The Sports Business

3.1 Sports Leagues and Organizations
3.2 Competitive Balance

3.3 Pricing Decisions

3.4 Advertising and Promotion

3.5 Broadcast Rights

3.6 Insuring Player Talent

3.7 Sports Leagues and Antitrust Policy
Image and Integrity

4.1 Gambling in Sports

4.2 Cheating in Sports

4.3 Misconduct by Participants

4.4 Performance-Enhancing Drugs
Facilities, Franchises, and Public Policy
5.1 Demand for Sports Franchises and Events
5.2 Economic Impact Studies

5.3 Financing Sports Facilities

The Sports Labor Market

6.1 Competition and Monopsony

6.2 Monopsony in the NCAA

6.3 Bidding and Bargaining in the Sports Labor Market

O W W W o @O GG W

[ T e e e e e T e
NN et b et e e = OO

vii



viii

Contents

2 The Business of Sports

1
2

3 Sports Leagues and Organizations

1
2

6.4 Economic Value of Multiyear Contracts

6.5 Final Offer Arbitration

6.6 Players’ Unions and Collective Bargaining

6.7 Sports Agents
6.8 The Role of Sports Agents
6.9 Turning Pro Early

6.10 Discrimination in the Sports Labor Market

Concluding Remarks
References and Further Reading

Introduction

Profit and Profit Maximization

2.1 A Numerical Example

Revenue and Costs

3.1 Revenue Sources

3.2 Costs of Generating Revenues

3.3 Club Profit

Profit and Team Quality

4.1 Selecting Team Quality

4.2 Quality and Attendance in the NFL
Value of a Professional Club

5.1 Stand-Alone Investments

5.2 Franchise Value Growth in the NFL
5.3 Capital Appreciation in MLB

5.4 Other Benefits

Concluding Remarks

Problems and Questions

Research Questions

Appendix

References and Further Reading

Introduction

League Formation

2.1 Cooperation off the Field

2.2 Leagues as Joint Ventures

2.3 Leagues as Cartels

Sports Leagues and Profit Maximization
Rules and Procedures of Sports Leagues
4.1 League Membership

4.2 League Governance

4.3 Production of Athletic Competition
4.4 Marketing the League’s Products
4.5 Players’ Market

13
13
13
13
14
14
14
14
15

16
17
18
19
19
24
24
25
25
26
26
32
32
33
35
35
35
38
38
44

46
47
47
47
48
48
50
50
52
52
53
53



Contents

4 Competitive Balance

1
2
3

4.6 Other Inputs

4.7 Consensus

Revenue Sharing

5.1 Transfer to Weaker Teams
5.2 Revenue Sharing in MLB
Sports Leagues, Monopoly Power, and Consumer
Welfare

League Expansion

7.1 American League

7.2 National League
Concluding Remarks

Problems and Questions
Research Questions

References and Further Reading

Introduction

Definition of Competitive Balance
Measures of Competitive Balance

3.1 Noll-Scully Measure

3.2 Herfindahl-Hirschman Index

3.3 A Caveat on Statistical Measures
Economic Analysis of Competitive Balance
4.1 Free Agency

Dealing with Competitive Imbalance

5.1 Reserve Clause

5.2 Revenue Sharing

5.3 Economic Implications of Revenue Sharing
5.4 Salary Caps

5.5 Reverse-Order Player Drafts

5.6 Luxury Taxes

5.7 Economic Implications of Luxury Taxes
Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

Il THE SPORTS BUSINESS

5 Pricing Decisions

1
2
3

Introduction

Competitive Pricing

Simple Monopoly Pricing

3.1 Empty Seats and Ticket Pricing

3.2 Ticket Pricing and Demand Elasticity

54
54
54
54
55

56
58
59
60
62
62
63
63

65
65
67
67
69
70
70
70
73
73
75
76
77
79
79
80
82
82
83
84

89
89
89
90
93
93



Contents

(=2]

10

6 Advertising in the Sports Industry .

1
2

7 The Market for Sports Broadcasting Rights

1
2

Price Discrimination

4.1 Conditions Necessary for Successful Price Discrimination
4.2 Profit Maximization and Price Discrimination
4.3 Ticket Pricing

Peak Load Pricing

Season Tickets and Other Bundling

Two-Part Pricing

7.1 Two-Part Pricing: Identical Demands

7.2 Two-Part Pricing: Nonidentical Demands
Pricing Complements

Ticket Scalping: A Pricing Failure

9.1 Student Tickets: A Scalping Opportunity

9.2 Tickets to the Final Four

9.3 Demand Shifts and Scalping

9.4 Example: The Masters

9.5 Antiscalping Laws

Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

Introduction

Optimal Advertising by a Firm
2.1 Numerical Example

Sports Advertising by Firms

3.1 Sports Publications

3.2 Naming Rights

3.3 Sponsorships

3.4 Endorsements

Strategic Behavior in Advertising
League-Wide Advertising

5.1 Economic Theory

5.2 Problems in Practice

5.3 A Numerical Example
Concluding Remarks

Problems and Questions
Research Questions

References and Further Reading

Introduction
Market Structure
2.1 Sports Broadcasting Act

95

96

97

97

99
102
104
104
105
107
110
111
111
111
111
112
113
113
115
115

117
118
118
120
124
124
128
129
130
131
132
133
134
135
135
136
136

137
138
139



Contents

8 Insuring Player Talent

1
2

9 Sports Leagues and Antitrust Policy

1
2
3

Bidding for Broadcast Rights
3.1 A Numerical Example

3.2 The Winner’s Curse

3.3 Bidding and Uncertainty
3.4 Other Benefits to Broadcasters
3.5 Monday Night Football

3.6 Bottom Line

Vertical Integration in Sports
4.1 Transaction Costs

4.2 Strategic Behavior

Sports Networks

5.1 College Conferences
Concluding Remarks

Problems and Questions
Research Questions

References and Further Reading

Talent: A Risky Asset

Risk Aversion and Insurance

2.1 Expected Utility Model

2.2 Risk Aversion and Risk Neutrality
2.3 Risk Aversion

2.4 Risk Neutrality

2.5 Measuring Expected Utility
2.6 Certainty Equivalent
Shifting Risk through Insurance
The NCAA Insurance Program
4.1 Premiums

Team Insurance Purchases

5.1 The Jeff Bagwell Example
5.2 Insurance Decisions
Concluding Remarks

Problems and Questions
Research Questions

Appendix

References and Further Reading

Introduction

The Economic Rationale for Antitrust
The Antitrust Laws

3.1 Section 1 of the Sherman Act

3.2 Section 2 of the Sherman Act

Xi

141
143
145
146
147
148
149
149
152
152
152
153
153
154
156
156

158
159
159
160
161
163
163
164
164
166
167
168
169
170
171
171
173
173
174

175
175
178
178
179



xii

Contents

4

Economic Analysis in Antitrust Enforcement
4.1 Market Definition

4.2 Analysis of the Relevant Product Market
4.3 Analysis of the Relevant Geographic Market
4.4 Monopoly Power

League Rules and Antitrust Policy

5.1 Legal Rules and Agreements

Antitrust Challenges by League Members

6.1 NCAA Restraints on Broadcasting

6.2 NFL Ban on Public Ownership

6.3 Relocation Restrictions

Antitrust Challenges by Outsiders

7.1 American Football League v. National Football League
7.2 Restrictions on Entry

7.3 United States Football League v. NFL

7.4 Restrictions on Schedules by Organization
7.5 Restrictions on Equipment

Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

Il IMAGE AND INTEGRITY

10 Sports Gambling

1
2

11 Cheating in Sports

1
2

Introduction

The Economics of Gambling

2.1 Expected Utility of Gambling

The Business of Sports Books

3.1 Point-Spread Wagers

Gambling by Professional Athletes

4.1 The Added Risks of Betting on Baseball
NCAA and Gambling on College Sports
5.1 NCAA Policy on Gambling

5.2 NCAA Sanctions for Gambling

An NBA Nightmare

Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

Introduction

Deterring Cheating

2.1 A General Model of Deterrence
2.2 Control Variables

179
180
180
181
181
182
183
184
184
185
186
187
187
189
189
190
191
194
194
196
196

201
201
203
204
204
205
208
209
209
210
214
215
215
217
217

218
219
219
220



Contents

12 Misconduct and Discipline

1
2

2.3 Changing the Probability of Detection
2.4 Changing the Penalty for Cheating
Cheating to Win

3.1 Violating the Rules of Play

3.2 Jane Blalock and the Ladies PGA Tour
3.3 Rosie Ruiz and the Boston Marathon
3.4 Deliberate Rules Violations

3.5 Using Illegal Equipment

3.6 Cheating at the Daytona 500

3.7 NCAA Violations

3.8 The NFL'’s Spygate Episode

Cheating to Lose

4.1 Point Shaving in Basketball

4.2 Corruption in Sumo Wrestling

4.3 Fixing Matches in Tennis

Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

Introduction

Disciplining Players for Misconduct

2.1 Personal Conduct Policy of the NFL
2.2 General Policy of the NFL

2.3 Prohibited Conduct

2.4 Persons Charged with Criminal Activity
2.5 Persons Convicted of Criminal Activity
2.6 Persons Engaged in Violent Activity in the Workplace
2.7 Duty to Report Prohibited Conduct
2.8 Appeal Rights

Deterring Misconduct

3.1 Deterring Risk Averters

3.2 Deterring the Risk Seeker

3.3 Suspensions and Implicit Fines
Fighting

Violence in Sports

5.1 Intentionally Hurting an Opponent
Problems with the Law

6.1 Drunk Driving

6.2 Repeat Offenders

6.3 Weapons Charges

6.4 Dog Fighting

Other Forms of Misconduct

7.1 Criticizing Game Officials

Xiii

221
221
223
224
224
224
226
227
229
230
231
233
234
235
236
238
238
239
240

241
241
242
243
243
243
243
244
244
244
244
245
246
248
249
250
251
253
253
253
254
255
256
256



Xiv

Contents

13 Steroids and Other Performance-Enhancing Drugs

1
2
3

IV FAC

14 Competing for Sports Franchises and Events

1
2

7.2 Offensive Language and Gestures
7.3 On-Field Dress Code Violations
7.4 Some Safety Concerns
Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

Introduction

Prevalence of Abuse

Banned Substances: Benefits and Risks
3.1 Anabolic Androgenic Steroids
3.2 Beta-2 Agonists

3.3 Stimulants

3.4 Diuretics

3.5 Hormones

3.6 EPO

3.7 Blood Doping

3.8 Austrians Get Tough on Blood Doping
Steroid Policies in Sports

4.1 NCAA Policy

4.2 Major League Baseball

4.3 National Football League

4.4 National Basketball Association
4.5 National Hockey League

4.6 U.S. Track and Field

4.7 Men’s and Women’s Professional Tennis
4.8 Men’s and Women’s Golf
Sanctions and Deterrence

5.1 Deterrent Function

5.2 The Trade-Off between p and F
5.3 Olympian Efforts at Deterrence
Additional Sanctions

6.1 Financial Consequences

6.2 Lost Reputation

Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

ILITIES, FRANCHISES, AND PUBLIC POLICY

Introduction
The Economic Incentives to Be a Host

257
258
258
259
260
261
262

263
263
265
265
266
266
266
266
267
267
267
267
267
268
269
270
270
271
272
272
274
275
279
280
281
281
281
283
284
285
286

289
289



Contents

e o ~No G

15 Economic Impact of Sports Events

1
2
3

16 Financing Sports Facilities

1
2

2.1 Job Creation

2.2 Greater Tax Revenue

2.3 Prestige/Exposure

2.4 Consumption Value

The Competition for Franchises and Events
3.1 Stadiums, Ballparks, and Arenas

3.2 Stadium Leases

The Dark Side of City Competition

4.1 The “Need” for New Facilities

4.2 Revenue Guarantees

4.3 Stadium Revenues

The Winner’s Curse

Should a Sports Franchise Be Subsidized?
Competition, Subsidies, and Team Location
The Use of Eminent Domain

Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

Introduction

Economic Impact Analysis: Fundamentals
Multipliers: Simple Economic Theory

3.1 Simple Multipliers

3.2 Two Caveats

3.3 More General Multipliers

3.4 Estimating Local Multipliers
Measuring Incremental Spending

4.1 Substitution

4.2 Attribution

Professional Surfing Contests: An Example from Hawaii
Estimation and Verification

6.1 Economic Impact of the Super Bowl
6.2 MLB’s All-Star Game

6.3 Impact of College Football
Concluding Remarks

Problems and Questions

Appendix

References and Further Reading

Introduction

Investing in a Sports Facility

2.1 A Numerical Example

2.2 Some Further Considerations

XV

290
290
291
292
292
293
293
294
295
295
295
295
296
297
300
301
301
303
303

305
305
306
307
307
308
310
310
311
311
312
313
313
314
316
317
317
318
319

320
320
321
321
321



Xvi

Contents

17

18

2.3 Scrap Value

2.4 The Giants-Jets Stadium
3 Private and Public Financing

3.1 Nationals Park

3.2 Stadium Financing in the National Football League
4  Funding and Subsidies for Other Facilities

4.1 Subsidizing Community Facilities

4.2 Political Realities and Municipal Commitments
5 Public Financing of Sports Facilities

5.1 Taxing the Tourists in Orlando

5.2 Alternative Sources of Tax Revenue

5.3 Debt Financing and Equity
6 Concluding Remarks

Problems and Questions

Research Questions

References and Further Reading

Salary Determination: Competition and Monopsony . .. ......
1  Introduction
2 Demand for Athletic Talent
2.1 Market Demand for Labor
2.2 Equilibrium Wage
2.3 Numerical Example
3  Monopsony in the Labor Market
3.1 Social Welfare Loss of Monopsony
3.2 Numerical Example
4  Sources of Monopsony Power
4.1 Reserve Clause
4.2 Player Drafts
4.3 Collusion among the Clubs
5 Collusion in MLB’s Free-Agent Market
6 Measuring Monopsony Power
6.1 Lerner Index of Monopsony Power
7  Monopsonistic Exploitation: Theory and Empirical Evidence
7.1 Empirical Evidence
7.2 A Broader Look at Market Value
8 Concluding Remarks
Problems and Questions
Research Questions
References and Further Reading

SPORTS LABOR MARKET

The National Collegiate Athletic Association as a Collusive
Monopsony . ........ ...ttt
1 Introduction

322
323
323
325
326
327
328
329
331
331
332
334
334
335
336
336

338
340
342
342
343
343
345
346
347
347
347
348
348
350
350
351
351
353
354
354
356
356

361



Contents

19 Salary Determination: Bidding and Bargaining

1
2

The Incentive to Collude

Effect of Collusive Monopsony on Costs
3.1 Marginal Cost

3.2 Average Cost

NCAA: A Collusive Monopsony

4.1 Limits on Prices and Quantities

4.2 Revenue Sharing

4.3 Sanctions for Cheating

4.4 The Evolution of Sanctions

4.5 Consequences of the Death Penalty: SMU
Antitrust Challenges by Coaches

5.1 Hennessey v. NCAA

5.2 Lawv. NCAA

Antitrust Challenges by Student-Athletes

6.1 Inre: NCAA 1-A Walk-on Football Players Litigation

6.2 White v. NCAA

6.3 O’Bannon v. NCAA
Concluding Remarks

Problems and Questions
Research Questions

Appendix

References and Further Reading

Introduction

Auctioning Player Talent

2.1 Economic Results of an English Auction
2.2 Barry Zito Moves across the Bay

2.3 Bidding for Coaches

2.4 Nick Saban’s Comings and Goings

2.5 Billy Gillispie Hits the Big Time

2.6 Head Coach Salaries

Bargaining

3.1 Greg Maddux: An Example

3.2 Carlos Zambrano Negotiates an Extension
3.3 Larry Johnson’s Holdout

3.4 Brady Quinn’s Holdout

3.5 Darrelle Revis's Holdout

3.6 Coaches’ Contracts

3.7 Incentives and Bonuses

The Posting System in MLB

4.1 Akimori Iwamura - Tampa Bay (Devil) Rays
4.2 Keilgawa - New York Yankees

4.3 Daisuke Matsuzaka — Boston Red Sox
4.4 Tsuyoshi Niskioka - Minnesota Twins

XVii

362
364
364
365
366
366
370
370
370
371
372
372
373
376
376
377
377
378
378
379
380
381

383
384
384
386
387
388
389
390
391
392
393
393
394
394
395
396
397
398
398
399
401



