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Preface

In November 2000 a conference was held in Lisbon organised by CISEP in
collaboration with the Department of Economics at ISEG, the Technical
University of Lisbon. This conference brought together a group of North
American and European researchers (mostly economists) who share an
interest in the comparative economics of sports on those two continents.
Most of this group have come together under the umbrella of the
International Association of Sports Economics (IASE) which is based at
the University of Limoges, France,* which is in turn closely connected to
the new Journal of Sports Economics.

We hope that this book will demonstrate that our proposed research
agenda is both illuminating and worthy of further pursuit. It only remains
to thank CISEP and ISEG for their generous support in this venture. In
particular, we thank Vitor Martins, the President of CISEP, José Manuel
Zorro, Murad Ibrahim, Fernando Tenreiro and Carlos Barros for their
enormous efforts in making the Lisbon conference a success.

Stefan Szymanski, 5 November 2001

xi

* Contact email: monna@drec.unilim.fr





Transatlantic sport: an introduction
Carlos Barros, Muradali Ibrahímo and 
Stefan Szymanski

1. THE TRANSATLANTIC DIVIDE

Economics and sports are uneasy companions. Many people, including
many of those involved in running and organising sporting competition,
see little or no role for the application of economic logic to these activ-
ities. In this view, sport is something played and watched for the pleasure
of it, often as a release from the daily economic grind. However, wherever
large sums of money change hands, economics must creep in. In particu-
lar, the laws of economic competition must inevitably be addressed once
the level of financial interest rises above some minimum level. These laws
take precedence over the rules of sporting competition, and an economic
analysis of sporting rules and organisations from an antitrust perspective
is inescapable.

The minimum level that triggers antitrust involvement was reached first
in the United States, partly because the hurdle of economic significance is
lower and partly because the scale of sporting enterprise grew much faster
in the US than elsewhere. Thus over the last century a coherent body of eco-
nomic analysis of sport has developed dealing with the organisation of
American sports. Outside of North America the economic dimension of
sport has developed much more slowly. Before 1960 there were few cases
heard, and it is only with the explosion in the value of broadcasting rights
in the 1990s that concentrated antitrust scrutiny has been directed at sport
in the European Union. Almost at once it became apparent that the lessons
of the well developed American model did not necessarily apply to the
context of sporting organisation elsewhere. Indeed, it became apparent that
in many ways the US was a special case that differed significantly in the way
it organised its sports, and therefore in the antitrust analysis of sports.

Many of the chapters in this book highlight both similarities and
differences in the North American and European models of sport. In our
introduction we shall begin by outlining what we see as the key features of
the North American model, and then discussing the ways in which Europe
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and much of the rest of the world are different. In our conclusions we relate
the issues raised to the contributions in this book.

2. THE US MODEL

The organisation of sports in North America is distinctive. The dominant
sports are professional, and both organisers and participants have no
difficulty in embracing purely commercial objectives – they do not shrink
from the label ‘profit maximisers’. In team sports, which are generally the
largest sporting entities in commercial terms, a highly sophisticated struc-
ture has developed. Teams are organised into hermetically sealed leagues:
both the number of competitors and the identity of those competitors is
fixed by the members themselves, so that entry at the level of the individual
team is impossible without consent.1 To be sure, purchase of new fran-
chises, at a price that suits the incumbents, or franchise relocation to exploit
taxpayer subsidies are both possible and common, but the degree of turn-
over of teams in these leagues is much smaller than in leagues where the
system of promotion (and relegation) by right operates. Within these her-
metically sealed units a number of important economic restrictions operate.

On the labour market, player contracts are now negotiated on the basis
of collective bargaining between player unions and team owners (see Rosen
and Sanderson, 2001, for a review). Prior to collective bargaining owners
imposed significant restraints on player mobility through institutions such
as baseball’s reserve clause that gave a team the right to renew a contract
annually without the player having an opportunity to negotiate an alterna-
tive with another team. Once player unions established their right to
bargain on behalf of players the reserve clause was diluted, and currently
a player becomes a free agent after six years with the same team. However,
the scope of player market restraints has expanded over the years to include
draft rules (granting exclusive bargaining rights over the best new players
entering the league to the poorest performing teams), roster limits (limiting
the maximum number of players in the squad), salary caps and restrictions
on player trading. All of these mechanisms limit the scope of teams to
compete in economic terms against each other to acquire player talent, the
essential input for team production.2

On the product market side teams have entered into collective agree-
ments that restrict the scope of economic competition. Gate revenue
sharing, joint merchandising, and collective sale of broadcasting rights all
serve to limit the economic returns to sporting competition.

These kinds of restrictions would clearly not be admissible if competi-
tion between teams in the sports leagues were treated in the same way as
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competition among firms in any other industry. In Walter Neale’s famous
phrase, team sport has a ‘peculiar economics’ that renders both the activ-
ity and its antitrust treatment unique (Neale, 1964). The three central prop-
ositions of sports economics à la Americaine can be described as follows:

S1 A sporting contest is uninteresting unless its outcome is uncertain; the
more uncertain, the more interesting

S2 In team sports a contest is made more uncertain by establishing an
equal distribution of economic resources among the teams

S3 An equal distribution of economic resources is best achieved either by
limiting the role of economic power in hiring players (labour market
restraints) or equalising economic power through income redistribu-
tion

These three propositions, we might call them the three principles of com-
petitive balance, or some variants upon them have been accepted by the US
courts in a number of cases, have been used by Congress in justification of
the antitrust exemption for collective sale of broadcasting rights, and have
recently been used by a Blue Ribbon Committee (Levin et al. 2000) on the
future of baseball for the introduction of more labour market restraints
and more income redistribution (see for example Ross, 2001). From an
economist’s perspective one striking feature of these propositions and the
antitrust leniency that follows from their acceptance is the lack of robust
theoretical or statistical evidence in their support.

Taking each proposition in turn, the idea that outcome uncertainty
influences attendance is far less well supported than one might imagine. It
is true that interest in a contest whose outcome is known with complete cer-
tainty is much less valuable than one whose outcome is even slightly uncer-
tain, and this can be inferred from the significantly lower value of delayed
broadcast rights compared to live rights. However, it does not follow from
this that there is a monotonic relationship between outcome uncertainty
and fan interest, and the balance of statistical evidence does not support
this stronger proposition.3 Partly the problem is that tests are likely to be
weak given the difficulty of isolating all the other potential influences on
the interest of a match or championship (home team support, regional
rivalries, interest in the quality and personality of players, the interest in
winning or losing streaks, to name but a few). In practice what fans may
want is a sufficient degree of uncertainty in a contest, and as the Roman
interest in the match between the lions and the Christians demonstrates, the
notion of sufficient may vary widely through time and by culture.

To an economic frame of mind it might seem almost axiomatic that an
uneven balance of economic resources will lead to uneven outcomes on the
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field of play, but there remain many who question any such simple relation-
ship is at work, particularly in an American context. The leap of faith that
lies at the heart of economic thinking is that over time buyers will tend to
pay factors of production according to their economic worth, and that while
random errors may enter into the process, spending power will be a system-
atic component in the explanation of success (see for example Szymanski
and Smith, 1997 and Szymanski and Kuypers, 1999). The sceptics, however,
can point to a number of potential glitches in the market process that might
invalidate this reasoning. First, the emergence of talent is frequently unpre-
dictable, so that when there is competition the winner’s curse is likely to
operate, while in the absence of competition the player’s salary is as likely to
depend on the bargaining skills of the agent as on the skills of the player
(Krautmann and Oppenheimer, 1994; Marburger, 1994; Carmichael and
Thomas, 1993; MacDonald and Reynolds, 1994). Secondly, the market for
talent is essentially a thin market, with low player turnover and short
careers, and so there are limited opportunities for learning and efficient
pricing. Thirdly, coaches responsible for identifying talents also tend to have
relatively short careers, and are frequently dismissed for poor performance,
so that they have limited opportunities for learning, and may be prone to
high risk strategies that will introduce additional noise into the expendi-
ture/performance relationship. Fourthly, team performance may be more
than simply the sum of the parts, and so the sum of individual remunera-
tion may be a poor guide to performance.

The third proposition can be questioned on theoretic grounds. It might
seem obvious at first blush that if there is demand for uncertainty and if
equal distribution of economic resources increases uncertainty then the
equal sharing of income will enhance demand for the sport, but this need
not be so. Income sharing can have negative effects, particularly when it
comes to incentives. For example, when teams share the gate revenue, and
if gate revenue also increases when the home team wins, then the visitors
acquire an interest in losing the match (for example Fort and Quirk, 1995;
Vrooman, 1995). This effect can lead to a general weakening of incentives
to field competitive teams, and in the long run this may diminish demand
for sport. All forms of sharing can undermine the incentives to field strong
teams, and it has been argued that economically weak teams in US leagues
have been free-riders on the revenue-generating potential of the strong
teams (for example Hausman and Leonard, 1997). In the economics liter-
ature it is a longstanding proposition that awarding prizes to the winners
of economic contests will tend to sharpen incentives so long as the gap in
ability between contestants is not too great.4 Since in team sports there is
no intrinsic gap in ability between the teams (since ability depends simply
on the hiring of players), the creation of prize funds for the winners of
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league competition might be predicted to enhance demand more than equal
revenue sharing. The distinction here lies in the difference between equal-
ity of opportunity (ex ante), which is desirable, and equality of outcome (ex
post) which, if guaranteed by redistribution schemes, penalises effort
(Szymanski, 2001b).

Thus, while the generous antitrust treatment of sports in the US has been
based on a logically coherent theory of the demand for sporting contests,
the economic evidence to support this theory seems in need of some devel-
opment. This, of course, need not be an issue as long as the products them-
selves are deemed in practice to be successful, and judged in terms of
spectator interest they are indeed successful. But to many commentators
there seem to be problems associated with the operation of league rules.

First, the lack of sufficient competitive balance is seen as a problem, cer-
tainly in baseball, but possibly also in basketball and ice hockey (see for
example Eckard, 1998, 2001; Horowitz, 1997; Ross and Lucke, 1997; Quirk
and Fort, 1992). This may be viewed as a consequence of inadequate
revenue sharing, but might also be seen as a consequence of inadequate
incentives to succeed on the part of the weaker teams. If there is revenue
sharing, the teams with weak revenue-generating potential may prefer to
remain weak and allow the large market teams to generate income and so
maximise league revenues (assuming local market revenues are also increas-
ing in local team success). Even without revenue sharing, the closed nature
of the leagues means that small market teams can make more profit from
fielding weak teams and relying on the drawing power of visiting talent
rather than fielding a competitive (and expensive) home team.

The closed nature of the leagues has also created what is the greatest
bugbear of the average fan, the threat of team relocation. Given the limited
number of teams, there are usually cities that lack a major league in some
sports, so that a given team can threaten to relocate to one of these cities
unless the city authority spends taxpayer dollars on new facilities. The
adverse effects of this municipal competition have been comprehensively
criticised by US economists (see for example Noll and Zimbalist, 1997).
However, the search for an antitrust remedy for what seems to an outsider
to be a clear abuse of monopoly power has proved elusive. While each of
the US major leagues might be considered to be a monopoly, treating the
individual team as a monopolist is unappealing. It would be hard to argue
that a team is obliged by competition law to remain in the same location
any more than a firm could be obliged to maintain its production facilities
in the same city.

One solution that has been suggested is the break up of the major leagues
into rival leagues (although still permitted to compete for the World Series
or the Superbowl) since as independent economic entities (that is with their
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own independent revenue sharing and player market rules) they would
compete to serve all the economically viable cities (Ross, 1989; Quirk and
Fort, 1999). The relocation threat would be diminished since rival leagues
would be willing to compete to serve all viable markets (and if they did not
they would be guilty of conspiracy in restraint of trade under the Sherman
Act).

A second solution, suggested by Ross and Szymanski (2002), and Noll
(2002) is the adoption of a scheme of automatic promotion and relegation
from lesser leagues such as operates in most team sports outside North
America. This system would enable all cities to have a team and aspire to
the highest level of play. It is clear that such a system seriously undermines
the relocation threat, but the imposition of promotion and relegation is
problematic as an antitrust remedy. The most plausible approach is to argue
that the major leagues are ‘essential facilities’ and that therefore any team
of a reasonable standard should be permitted at least potential access on
fair terms. Were this principle to be established, it is likely that the league
would voluntarily institute a promotion and relegation system as the most
efficient solution to providing reasonable access. However, US courts have
been unenthusiastic about the essential facilities doctrine, and therefore an
enforced solution seems unlikely in the near future.

3. THE EUROPEAN MODEL OF SPORT

Until the 1990s sports economics and the antitrust analysis of sports was
primarily a North American activity. Europe is dominated by a single
sport, soccer, but even this remained a financial minnow until the end of the
1980s. True, competition policy had been used to intervene over the opera-
tion of labour market restrictions. Most notably in the UK in 1963, the 75-
year-old retain and transfer system, which gave employers the right in
perpetuity to determine unilaterally if a player should be allowed to trans-
fer to another team, was ruled illegal (the Eastham case). However, by and
large the soccer leagues of Europe engaged in far fewer restrictive practices
compared to the North American leagues. Revenue sharing was almost
unknown, broadcast income was negligible and thus even when shared had
little significance, and joint merchandising was unknown. No attempts
were made to use labour market restrictions to equalise access to playing
talent: no draft, no roster limits, no salary caps (maximum wages were
imposed in some leagues but were mostly withdrawn by the 1960s).
Moreover, player trading for cash has long been the norm in European
soccer, an institution that, at least in the view of North American league
commissioners, is liable to lead low revenue teams to sell their best players
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to the high revenue teams and hence exacerbate competitive imbalance
(although this opinion is widely challenged by US sports economists).

Perhaps not surprisingly, this gives rise to very large differences in income
between the top and the bottom clubs, typically much larger than in the US.
Does greater income inequality give rise to greater competitive imbalance
(S2)? Buzzacchi et al. (2001) show that over time fewer teams share in the
top honours in European soccer compared to the North American
leagues.5 This comparison is not straightforward since the promotion and
relegation system creates a larger pool of potential winners. They construct
a measure of inequality that compares actual entry into the top ranks over
time compared to the expected level of entry under the hypothesis of equal
team quality. They found that even though the closed US leagues have
many fewer potential entrants, a much larger fraction of teams realise this
potential, and even the absolute number of entrants is greater for North
American leagues. In other words, equality of opportunity (through pro-
motion and relegation) does not in itself ensure equality of outcomes.

Given this one would like to test whether the greater inequality of
European outcomes leads to reduced demand for the sports (S1). Such
comparisons are, of course, extremely hazardous.6 All that can be said is
that the much greater degree of inequality in Europe has not led to a
significant relative decline. Anecdotally European soccer leagues seem
every bit as popular as the North American leagues. Is this a product of
some other institutional features of European leagues, or simply a
reflection of the fact that, within bounds, the degree of outcome uncer-
tainty is not important for demand?

Some important features of the European model are worth comment-
ing on. According to the European Commission (1998), the ‘system of
promotion and relegation is one of the key features of the European
model of sport’. There it was argued that this feature gave European
sports an added edge over American style sports: ‘Because of the arrival
of new competitors the championships are more interesting than closed
competitions’. An American might reasonably respond by asking ‘more
interesting for whom?’, but it seems less controversial to argue that the
system does significantly alter the incentive structure of the leagues. As
well as diminishing the relocation threat, as argued above, the system also
ensures that poor performing teams are committed until the end of the
season and diminishes the attractiveness of the freerider option. But does
it make for more attractive competition overall? The answer to this ques-
tion may depend on the following unresolved research issue: is there a con-
nection between the existence of promotion and relegation and the failure
of European leagues to agree significant income redistribution? To our
knowledge no one has yet addressed this issue, either theoretically or

Transatlantic sport: an introduction 7



empirically. Yet, if we accept S1 for the moment, this would seem to be a
critical issue.

Another widely commented on feature of the European model is the
claim that team owners and managers are motivated by goals other than
profit maximisation. Differences in objective functions can have a
significant effect on the implications of activities such as revenue sharing.
Sloane (1971) proposed that in the European context clubs are utility max-
imisers, adopting objectives such as the pursuit of on-the-pitch success
subject to a balanced budget constraint, and Kesenne (2000a) has explored
some of the implications of this in a more formal model.7 While American
scholars have argued that competitive balance will be unaffected by revenue
sharing (for example Vrooman, 1995), it seems clear that if all spare cash is
devoted to player spending then redistribution from large to small revenue
teams can only improve competitive balance. What seems puzzling, in this
context, is the fact that revenue sharing is far less common in Europe, where
one might expect it to be far more effective if the utility maximisation
hypothesis is correct.

A number of resolutions suggest themselves. First, the hypothesis may
simply be incorrect, and recent trends toward the quotation of leading
soccer teams in Europe on the stock exchanges seem to point in this direc-
tion more and more. Second, if fans in Europe were less interested in com-
petitive balance than North American fans (a point that may also be
connected to the structure of competitions) then the value of revenue
sharing might be smaller. Third, if the true motivation of revenue sharing
was mainly collusive (to limit the extent of economic competition in order
simply to raise profits at the expense of consumers and players) then revenue
sharing might seem less attractive to large European clubs that have less in
common with their smaller rivals in the open leagues than do large US teams
with their lesser counterparts in the closed North American leagues.

The final aspect of the European model that is worth commenting upon
is the much greater complexity of sporting competition, particularly in
soccer. Unlike the North American teams, teams in Europe compete
simultaneously in more than one championship, both at home (Cup and
League) and abroad (Champions’ League or UEFA Cup). This means that
a measure that might improve balance in one league might at the same
time diminish balance in another. For example, if Bayern Munich were to
share all its income with its German rivals, the German league might be
more balanced but the Champions’ League in which it participates might
become less balanced. But this is just one aspect of the greater complex-
ity. Since the teams are obliged to supply players for representative
national competitions as well, players are simultaneously engaged in com-
petition of a different kind. Moreover, this kind of competition by its
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nature is not consistent with balance enhancing measures. Empirically the
World Cup does seem like a relatively unbalanced competition, with a
small number of teams that repeatedly dominate the competition (Brazil,
Germany, Argentina, Italy), but nonetheless the World Cup Final remains
the single most popular sporting event in the world measured by TV
viewing figures.

Faced with this more complex picture the European competition author-
ities have adopted a more robust approach to the antitrust analysis of
sports. The most famous judgement to date was the celebrated Bosman
case,8 that involved the right of clubs to claim compensation for the trans-
fer of players, even if out of contract, and the right of leagues to agree rules
on the composition of teams by nationality. The judgement of the
European Court upheld the right of free movement of labour within the
European Union, thus outlawing transfer rules that restricted rights of out
of contract players and restricted opportunities to move to other parts of
the single market. While the leagues raised the defence that restrictive con-
tracts were necessary to ensure that small clubs received adequate compen-
sation for player development, and the Court explicitly recognised the
desirability of ‘solidarity’ – meaning the redistribution of income from rich
clubs to poor clubs, the rules at issue were deemed too restrictive.

Since Bosman the European Commission has gone further, and chal-
lenged the agreements that enabled clubs to trade players for sums running
into tens of millions of dollars. Their reasoning in this case was that exces-
sive transfer fees also served to restrict freedom of movement of labour
within the single market. Instead the Commission argued that compensa-
tion should be strictly related to economic loss, which is hard to prove in
court (the loss of a star player on star wages may impact revenues but also
reduces costs). Once again the clubs claimed that the rule would undermine
the ability of smaller teams to generate income from developing player
talent and then reselling it to large clubs. The Commission accepted this
argument in part and in early 2001 a compromise agreement was
announced that permitted teams to demand a significant transfer fee for
players under contract until the age of 24, but after this gave players almost
complete freedom of movement between seasons (while the outline of this
deal is public, the precise details have yet to be published).

In other words the market for players has been significantly liberalised by
the European competition authorities, giving teams almost no incentives to
write long-term contracts with players. Thus the ability of players to move
to the highest bidder has never been stronger. The contrast with the restric-
tive player markets of the US could not be starker. One important factor
that has brought about this situation is the absence of collective bargaining
between player unions and employers in Europe. Unions have existed in
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Europe for some time and in many cases have been instrumental in disman-
tling restrictive practices in the labour market, as in the US. However, since
player unions are fragmented across Europe (one per country), and because
in many member states and at the EU level the unions cannot enforce exclu-
sive bargaining rights, employers have mostly been able to bypass the
unions. A good recent example of this was the walk-out by FIFPRO, the
association of player unions worldwide, from the negotiations over reform
of transfer rules in the EU. Despite this, the European Commission and
UEFA simply concluded a deal, ignoring the views of FIFPRO.
Furthermore, even if a single player union in Europe managed to establish
itself and to win collective bargaining rights with employers, there is still no
equivalent of the antitrust exemption of collective bargaining agreements
in the US – thus any restrictions agreed would still have to be vetted by the
competition authorities.

The other major intervention of the European competition authorities
has been on the broadcasting front. The Commission argues that revenue
sharing by the clubs (solidarity) is an acceptable activity. Solidarity in this
context means not only sharing income with teams in the same division but
also the redistribution of money from the upper levels of the game to the
‘grass roots’. Gate revenue sharing and joint merchandising have never
played a significant role in the economics of European soccer. In practice,
the principal form of revenue sharing has been the division of collectively
negotiated broadcast rights. Income from this source was insignificant for
a long time due to the monopoly of publicly owned national broadcast cor-
porations. Facing no competition, these corporations were willing to offer
little to buy the rights, and in many cases the leagues were uninterested in
selling on these terms, fearing that the small amount of extra income would
be outweighed by the loss of live gates.

However, in the 1980s competition on the broadcast front emerged in the
form of satellite and cable companies. This led to a significant growth in the
price of live rights – for example in 1989 the rights for League football in
England cost only £11m per season – by 2001 the price had risen to more
like £700m per season. This huge inflation in rights values was financed in
most cases by the migration of live rights from free-to-air broadcasting to
pay TV. Thus while the number of matches broadcast increased, audience
figures per match tended to decline as only those fanatical enough, or rich
enough subscribed.9

Competition authority interest was triggered both by the observation
that consumers were paying so much more to watch their football, and the
desire on the part of some clubs to sell the rights to their own matches inde-
pendently. In Germany, the Netherlands, Italy and the UK the competition
authorities investigated collective selling. In all cases apart from the UK the
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competition authority has upheld the right of clubs to sell their matches
individually and has questioned the validity of collective selling,10 arguing
that redistribution could be achieved by other means (see Szymanski, 2002,
for a summary). In the UK the Court decided that if collective selling were
prohibited under the existing law then any other agreement between the
clubs to sell their rights (for example rules scheduling the time at which
matches might be broadcast) would also be illegal and therefore chaos
would ensue. Since then a new Competition Act has been passed and it is
unlikely that the court would face such a stark choice in any future investi-
gation. From an economic perspective, it is reasonable to argue that collec-
tive selling is a relatively efficient mechanism for redistributing broadcast
income, and that as long as it does not result in significant losses for con-
sumers then it should be permitted. Thus the Sports Broadcasting Act in
the US permits collective sales as long as they are made to free-to-air broad-
casters. The problem in Europe has been that consumers have suffered from
the migration of broadcasting to pay to view. The European Commission
has already indicated that it will turn to the consideration of collective
selling once the final details of the transfer system have been settled, prob-
ably during 2002.

The Commission has already set out its position on another aspect of
broadcasting, namely the sale of rights on an exclusive basis to particular
broadcasters. It has indicated that it believes exclusivity can be valuable if
it encourages the rights holder to invest in the development of the sport,
but that exclusivity over a lengthy period can be harmful since it discou-
rages competition in broadcast markets. As a result most sports broadcast-
ing contracts are let for no more than three or four years in the EU.

3. THE CONTRIBUTIONS IN THIS BOOK

We have divided the contributions in this book into three areas: public
policy, economic theory and cost–benefit analysis. Part 1 contains three
contributions to the public policy debate which largely focus on the appli-
cability of an American framework to the US context. Andreff and
Staudohar begin by setting out the clear dichotomy that lay between the
traditional North American profit-maximising model and the
amateur/not-for-profit traditions of Europe. They consider the fundamen-
tal problem as to how teams raise finance for their activities, and stress the
revolution that has occurred in Europe. While teams once depended largely
on gate income and local subsidies, often from the public sector, as sources
of finance, the clubs have increasingly become dependent on television and
sponsorship income, a change which has shifted the perspective of the clubs
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towards a purely commercial framework. They identify corporatisation, as
well as globalisation, as a defining characteristic of the new European
financing model, which has much in common with the North American
model. Moreover, while they argue that this new model is likely to consol-
idate its hold on European team sports, they see warning signs as well – in
relation to issues such as the need to provide inclusive competition and
access for all, and the increased incentives for bribery and corruption in a
sport where the financial rewards are so much larger.

Sloane adopts a slightly different perspective. He begins by outlining the
basic rationale for co-operative activity among teams in a sports league,
namely the uncertainty of outcome hypothesis. He then examines this
rationale in a European context where teams have traditionally been con-
sidered ‘utility’ rather than profit maximisers and uses this analysis to
discuss two antitrust cases from the UK – the Restrictive Practices Court
case that challenged the collective sale of broadcasting rights and the
Monopolies and Mergers Commission inquiry into the proposed takeover
of Manchester United by the satellite broadcaster BSkyB. Finally he con-
siders the Bosman case, pointing out that the kinds of labour market
restraints practised in the US have fallen foul of the basic rules of the
European Union, particularly in relation to the free movement of labour.
Sloane concludes that Europe is in the process of developing its approach
to the regulation of team sports, and still has some way to go.

Moorhouse takes as his starting point the Blue Ribbon Report written
for the Commissioner of Major League Baseball (Levin et al., 2000) and
argues that the same thoroughgoing review of the impact of revenue dis-
parities is required for European soccer. He argues that policymakers in
Europe have been too concerned with specific problems (such as the collec-
tive selling of broadcasting rights or the free movement of labour) and not
enough concerned for the big picture. He considers the proposed format of
a European Superleague of Hoehn and Szymanski (1999) which he finds
unattractive on the grounds of what he perceives to be its inegalitarian prin-
ciples. It is also clear that, unlike many economists, he sees the need for a
politically driven approach to the governance of European soccer, and
hence his call for a more centralised approach. In the end, however, it is not
clear exactly what kind of a structure he envisages. Indeed what is clear
from all three of these contributions is that there seem at present to be more
questions than answers in the European sports policy arena. Each of the
contributions sees some connection between current developments in
Europe and the established North American model, but all are sceptical of
its direct applicability.

Part 2 of the book continues on the theme of contrasting North
American and European models of team sports, but is somewhat more

12 Transatlantic sport



theoretical in outlook. Kesenne takes as his starting point the European
Court of Justice ruling that struck down the regime of player market
restraints (the Bosman case). In that case the defence of the clubs had been
that without player market restrictions competitive balance would be
undermined. So Kesenne considers other mechanisms to maintain compet-
itive balance that might be suited to the European environment. His model,
in line with many of his earlier contributions, starts from the assumption
of win maximisation, which he considers the most plausible starting point
for the analysis of European soccer clubs. Based on this assumption he
shows that competitive balance will be enhanced either with revenue
sharing or with a salary cap scheme. He therefore argues that these policies
represent credible alternatives to the old system of restraints on player
mobility.

Szymanski and Smith consider the issue of measuring competitive
balance. They point out that the most popular methods for measuring com-
petitive balance have been static – for example the standard deviation of
winning percentages, which describes the variability of outcomes within a
season but is silent on the degree of variability within seasons. They then
go on to consider a dynamic panel regression approach which generates a
measure of the persistence of performance. This measure can then be used
to compare the degree of persistence in success or failure across different
leagues. They find that while persistence is much greater in North America,
the systematic component, measured by the R2, is much greater in
European leagues, the variability of long-run performance (measured by
fixed effects), is also greater. One interpretation of this is that North
American leagues show much less short-run volatility (since long-term con-
tracts in the labour market ensure that a winning team stays together
longer), but in the long run the higher variability of club endowments and
lesser incidence of redistributive policies in Europe makes the latter more
unequal than the former.

Part 3 turns to basic economic issues in the analysis of sports: do sports
events bring benefits to the local economy, and how are such benefits to be
measured? Once again it is fair to say that research in this area has been
dominated by North American scholarship. Indeed, Robert Baade, who co-
authors the first contribution in this section, has been one of the major con-
tributors to the literature. In their joint chapter he and Matheson review the
arguments surrounding the economic cost–benefit analysis of the Los
Angeles and Atlanta Olympics. They show that, as is so often the case with
such events, the true economic impact, once all the potential leakages from
the circular flow model have been accounted for, is negligible. The chapter
then focuses on the important issue of how municipal authorities, whom
they hypothesise will not be deterred from bidding for prestigious sporting
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events even faced with dismal economic forecasts, can best manage the
bidding process to minimise any losses to the local economy. They point out
that one of the key problems for the bidding city is the unequal nature of
the bargaining relationship. There is a relatively small supply of world class
sporting events yet huge numbers of willing hosts. They point out that
much of the relative success of the Los Angeles games, which imposed
almost no burden on local taxpayers, arose from the fact that the
International Olympic Committee had no other realistic options.

In his chapter Gouguet deals head on with the challenge posed by the
large number of studies in the vein of Baade and Matheson which show
that the measurable economic benefits of major sporting events is negli-
gible. He argues that many of the most important effects of sporting events
can be characterised as ‘externalities’ – that is effects that are not mediated
directly through market mechanisms but nonetheless have significant eco-
nomic impacts. For example, ‘social cohesion’ may be significantly affected
in either a positive or a negative way by a sporting event – although this
effect will not register directly in any market transaction and therefore
cannot be captured directly in a conventional impact study. Gouguet cites
as an example of a positive effect on social cohesion (positive externality)
the effect that the multiracial French soccer team had on the wider percep-
tion of French citizens of their multicultural society by winning the World
Cup in 1998. By contrast, he points to hooliganism as an example of a neg-
ative externality. He concludes the chapter with a plea for fewer narrow eco-
nomic impact studies and more attempts to measure the wider social
impact of sporting events.

In their chapter Rahmann and Kurscheidt consider the interesting ques-
tion of how to allocate World Cup matches to cities once a country has
won a bid to stage the competition. Their analysis is applied to the case of
Germany 2006 where sixteen cities have bid to act as hosts. They present a
detailed analysis of the relative attractiveness of each of the candidate
locations and the potential economic impact. In general they argue that
these impacts are liable to be rather small and are highly uncertain. They
argue that in order to generate the maximum economic impact it would be
desirable to limit the host cities to ten rather than twelve teams, which cur-
rently seem to be planned. They also identify some problems associated
with the bidding process. Since the decision to award host status to cities
will be awarded some time after the World Cup has been allocated to
Germany, this means that municipal authorities have had an incentive to
invest in the run up to a decision being made. Potentially this process of
competition could be highly costly, not to say wasteful, from the perspec-
tive of the local taxpayers.

Finally, Barros and Lucas examine another aspect of sports economics:

14 Transatlantic sport



the value of contributions made by voluntary sports managers. They show
in the Portuguese context that the efforts of these managers have a very
high economic value, implying that public subsidies aimed at these volun-
tary activities is very high. Given that amateur contributions to local sport-
ing activities are significant both in North America and in Europe it may
be worth considering whether redirecting public subsidies away from the
‘grands projets’ of politicians toward more grass-roots based activities
would represent a better investment of public funds.

4. WORLDS APART?

The US model of sport is traditionally a world apart from the European
model. North American sports have developed relatively collusive struc-
tures on the justification that such collusion is necessary to maintaining a
competitive balance, and that without competitive balance consumer inter-
est would die. The four closed professional leagues (baseball, American
football, basketball and ice hockey),have many common restrictive fea-
tures, and relatively equal outcomes, certainly relative to European soccer.
These products are undoubtedly very successful.

In Europe, the clubs and the governing bodies may pay lip service to the
need for competitive balance, but in practice they have produced a collec-
tion of open but highly unbalanced competitions. They have engaged in
only limited forms of revenue sharing, and such labour market restrictions
as they have established have been struck down by the competition author-
ity. National courts of some member states have struck down collective sale
of broadcast rights despite its ability to facilitate revenue sharing, and the
European Commission may yet outlaw it completely within the EU. The
competition authorities of Europe clearly give little practical weight to the
three principles of competitive balance. And yet, the soccer leagues of
Europe are undoubtedly very successful.

Maybe this should surprise economists.11 We are used to thinking that
one type of institutional arrangement is likely to dominate another in any
given context, rather than co-existing. Could it really be that European con-
sumers are so very different from American consumers that different types
of product can succeed in each market? Would European soccer be more
successful if it developed a closed Superleague based on American features
(see for example Hoehn and Szymanski, 1999), and would US sports be any
less successful if they abandoned their restrictions and opened themselves
up to promotion and relegation? If competitive balance matters, then we
should consider whether the European institutions provide other benefits
that act as a counterweight to the relatively low degree of competitive
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balance in Europe. But perhaps competitive balance is not really very
important at all, and so the impressive array of restraints in the US are no
more than collusive devices to rob the players and the fans.

In Part 3 of this book we have presented some contributions to the
cost–benefit analysis of sports events and activities that show little
difference in terms of the fundamental approach on either side of the
Atlantic. Yet when it comes to the analysis of team sports, as yet no con-
sensus exists. We hope that this book will be part of the process leading to
the emergence of such a consensus, if not by providing the immediate
answers, then by the coherent presentation of some of the fundamental
questions that remain to be answered.

NOTES

1. Gilbert and Flynn (2001) argue that the appropriate antitrust analogy for a US sports
league is a joint venture.

2. Ross (1997) argues that the role of the player unions has been instrumental in creating a
number of benefits for the fans.

3. For example, see Demmert (1973), Borland and Lye (1992), Peel and Thomas (1988),
Cairns (1987), Jennett (1984), Kuypers (1997), Schmidt and Berri (2001). Note that in
some of these papers a careful inspection of the coefficient sign and significance levels is
required.

4. There is a surprisingly small subset of papers in the intersection of tournament/contest
theory and team sports economics. Relevant contest theory papers include Baik (1994),
Baye et al. (1997), Dasgupta and Nti (1998), Dixit (1987), Gradstein and Conrad (1999),
Green and Stokey (1983), Harris and Vickers (1985), Higgins et al. (1985), Lazear and
Rosen (1981), Nalebuff and Stiglitz (1983), Nitzan (1994), Nti (1997), and Tullock
(1980). This is perhaps all the more surprising given the small but significant literature
applied to individualistic sports (for example tennis and golf) involving both theory and
testing, for example Rosen (1981, 1986), Ehrenberg and Bognanno (1990a, 1990b).
Closest in spirit to tournament models are the papers of Atkinson et al. (1988), El-
Hodiri and Quirk (1971), and some recent papers including Palomino and Sakovics
(2000), and Palomino and Rigotti (2000). Szymanski (2001b) tries to make the connec-
tion explicit.

5. Kipker (2000) also performs an interesting comparative analysis.
6. One attempt for English soccer is Szymanski (2001a).
7. Fort and Quirk (2000) is a response to this.
8. This issue has already spawned a sizeable literature, for example Bourg and Gouguet

(2001), Ericson (2000), Ross (1999), Szymanski (1999), among others.
9. Szymanski (2000) offers a slightly longer discussion.

10. Ross and Szymanski (2000) offer an interpretation of this judgement.
11. Primault and Rouger (1999) argue that the difference between the US and Europe is so

great that Europeans have essentially no lessons to learn; Fort (2000) argues that in
reality the differences are not so great. Another interesting perspective on the antitrust
differences is Noll (1999).
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PART 1

Public Policy and Sports Economics





1. European and US sports business
models
Wladimir Andreff and Paul D. Staudohar

The sports business in Europe continues to evolve in interesting and impor-
tant ways, not always to the satisfaction of interested parties. In some cases
European paradigms closely resemble those in the United States, while in
other ways the European situation is unique. This chapter examines three
models of European sports: (1) amateur sports model, (2) traditional pro-
fessional sports model, and (3) contemporary professional sports model.
Key aspects of the sports business are reviewed in the models, including
operation of club finances, access to capital markets, role of the media and
influence of the labour market.

We find that the contemporary professional sports model is prominent
at the highest levels of competition in Europe, and is expected to play an
even greater role in the future. We then compare key features of this model
with the contemporary professional sports model in the US. There is a
somewhat different mix of sports in the two areas. Football (soccer) domi-
nates in Europe, with basketball, rugby, and ice hockey occupying crucial
market niches. In the US the top four team sports are baseball, football
(American style), basketball, and ice hockey. Thus, the primacy of certain
sports and their potential appeal to spectator audiences are different.
Nonetheless, at the top or major league level there are numerous similar-
ities in the nature of leagues, labour relations, finance, marketing and
government regulation. Indeed, at least at the top level, there appears to be
a convergence on several characteristics of the models.

1. AMATEUR SPORTS MODEL

Transformation of club operation has been less radical at the amateur
level in Europe. An amateur club’s financial receipts reflect its basic aim
of gathering members who are interested in the practice of sport. The
club’s purpose is for recreation and development of young players.
Economic viability is sustained largely through subscriptions and private

23



cash donations, as illustrated historically for clubs A and B in France in
1976–77 (see Table 1.1).

Depending on the level of sporting events in which it is involved, an
amateur club may also derive revenue from gate receipts. This share could
become extensive if the club’s first team participates at the highest level of
competition, such as the rugby club in Table 1.1. With as much as two-
thirds of revenue from gate receipts, a few amateur clubs have a financial
structure that is closer to that of a professional club. Funds also come to
the typical amateur club from concession stands at games, parking, fairs,
dances and sale of club merchandise. For those amateur clubs at high com-
petitive levels, income may also derive from advertising and sponsorship
from outside business.

The financial structure of European amateur sports is little changed
from a generation ago. For example, one can compare Table 1.1 with data
for 1997–98 for all sports clubs in Switzerland. On average, the Swiss clubs
show financing from subscriptions at 28 per cent, donations at 5 per cent,
gate receipts at 5 per cent, commercial revenues at 16 per cent, sponsoring
at 13 per cent, and other sources (including subsidies), at 33 per cent.1

Moreover, in an amateur club, the major sources of finance (that is, sub-
scriptions, donations, subsidies, and spectators) continue to be derived
from local sources.2

24 Public policy and sports economics

Table 1.1 The structure of amateur sports clubs’ finance in 1976–77

Receipts from (in %) Club A Club B Club C

Gate receipts (spectators) 19.3 27.2 62.4
Subsidies, cash donations and redistributiona 42.8 9.8 24.3
Bar, etc. (commercial receipts) 17.9 14.6 b

Sponsors, advertising 0 0 4.4
TV rights 0 0 0
Other (of which subscriptions) 20.5 48.4 8.9

Total 100 100 100

Notes:
a Subsidies from local authorities (municipalities), private donations and redistribution from

the sport federation.
b Included in gate receipts:

Club A: football, 77 subscribers, 1976–77.
Club B: multisports with a core football activity, 1976–77.
Club C: multisports, with a core rugby activity (CA Brive, Nationale 1), 1976–77.

Source: Andreff (1980).



2. THE PROFESSIONAL SPORTS MODEL:
TRADITIONAL

Throughout the first half of the twentieth century, the primary source of
revenue to European professional sports was gate receipts. In some coun-
tries (France, Germany, Italy) there were subsidies from national and local
governments and industrial patrons such as Fiat, Bayer, Philips and
Peugeot.3 Advertising revenues became more important, and in the 1960s
and 1970s corporate sponsorship increased significantly as firms sought
more direct identification in terms of audience, image, notoriety and sales.
Even in cases where a club received subsidies from local authorities, usually
municipalities, there was corporate sponsorship (but not ownership), typi-
cally in situations where companies were geographically located close to the
club (for example Fiat and Juventus, both in Torino, Italy; Philips and PSV,
both in Eindhoven, Holland; Peugeot and FC Sochaux, both in Sochaux-
Montbéliard, France).

In the 1970s, revenues from gate receipts of professional teams were far
greater, absolutely and proportionately, than for amateur clubs. Also, pro-
fessional clubs received less from advertising, patrons, and sponsorships.
For instance, Table 1.2 shows that in Division 1 French football clubs in
1970–71, 81 per cent of revenues were from spectators, and just 1 per cent
from sponsors and advertising. During 1966–68, football clubs like Saint-
Etienne, Lille and Paris received two-thirds to nine-tenths of their revenues
from gate receipts (see Table 1.3). France was unique in that 18 per cent of
Division 1 football revenues came from municipal government subsidies.
But similar to other countries, the lion’s share of the gate receipts were from
local or national French residents.

The above model of finance can thus be referred to as Spectators–
Subsidies–Sponsors–Local or SSSL. It has existed for a long time in all
European countries. In countries where public subsidies to professional
clubs are forbidden, most of the difference is made up by private donations,
subscriptions, and membership fees. This is illustrated by 1978 data from
two British cricket clubs in Kent and Sussex (see Table 1.4). Cricket was not
profitable at this time because clubs were unable to attract enough specta-
tors and thus had to depend on corporate sponsors (for example
Schweppes, Benson & Hedges, and Gillette) to finance major events.

Although television rights sales appeared in the financing of the British
cricket clubs in 1978 and in French football in 1980–81, television was not
an important source of funds to clubs. In 1967, for instance, the British
Football Premier League rejected a BBC proposal of a million pounds for
live broadcast of championship matches. In France, the Stade Rennais
football club refused a 50000 franc proposal in 1965 for televising a single
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match. The leagues and clubs were fearful that live television broadcasting
would decrease attendance at the stadium, thus shrinking their major
source of revenue. Given the lack of competition among broadcasters –
there was only one public television station at the time – the monopsony
rights fee would not be sufficient to compensate for lost gate receipts.

3. THE CONTEMPORARY PROFESSIONAL SPORTS
MODEL

Most top-level European professional clubs no longer have the financial
structure of the old SSSL model. During the 1980s, and even more so in the
1990s, new sources of revenue emerged and old ones declined. For example,
gate receipts in Division 1 French football fell from 81 per cent in 1970–71
to 50 per cent in 1985–86 and 19.9 per cent in 1997–98 (see Table 1.2). In
Italian Division 1 football a similar trend is evident, as spectators brought
in 71 per cent of revenue in 1988, but only 36 per cent in 1998 (see Table
1.5). An exception to the trend is Spanish football, which remains more
dependent on spectators due to the important system of season ticket
buyers (‘socios’) in that country.

In the contemporary professional sports model, subsidies have declined
in countries where they are not already banned. The share of revenues from
advertising and sponsorships has held steady for the past 15 years in the
range of 20-25 per cent in football. The advertising-sponsor share is some-
what higher in basketball, which more recently became a professional sport
in Europe, and higher still in rugby, whose ‘professionalization’ only dates
back to 1994.

If the SSSL model has declined, what are the new sources of funds to
professional sports? In 1997–98, television rights took the first rank in the
finance of French professional football and the second rank in the finance
of several big European clubs (see Tables 1.2 and 1.5). The relative impor-
tance of television is increasing in other sports as well. Television has
become, or is destined to be, the main source of professional sports
finance.

A media takeover is evidenced by the current strategy of firms in the
broadcast industry, such as BSkyB, CLT-UFA, AB Sports, Canal Plus, and
Pathé (Bourg, 1999), which consists of buying up shares in a professional
club’s stock. Involvement of the media is not entirely new. For instance, the
French newspaper L’Equipe (and its ancestor L’Auto) has provided decisive
financial support to European professional cycling and motor racing events
(Bourg, 1989). Also, public television channels have long been contributors
to football revenues (RAI to Italian Calcio, ARD-ZDF to German

European and US sports business models 29
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Bundesliga, BBC to British Premier League, and ORTF to the French
National Football League). However, their support has been a subsidiary
source of funds compared to spectators, patrons and sponsors.

A major reason explaining the rise of television and participation by
media companies is increased competition in the industry. Whereas once
there was one public television station, now there are many public and
private channels to choose from (Andreff et al. 1987; Bourg and Gouguet,
1998). Professional leagues and clubs can make use of this competition by
negotiating more lavish television rights deals. This is a consequence of pri-
vatization and deregulation of the media industry in Europe, particularly
television channels, and the phasing out of the monopsonistic position of
a single public channel on the market for sports broadcasting in each
European country.

Television is increasingly taking a bigger part in financing professional
sports in Europe, and there is far more growth to come. This tendency is
strengthened by the relatively unsaturated European market and the inter-
nationalization of sport (Andreff, 1989). The sports that are most condu-
cive to television are those in which European or world events attract
widespread interest.

Another interesting aspect of the revised model is the emergence of a
new generation of entrepreneurs onto the scene. These corporate titans are
no longer the unselfish, financially disinterested businessmen of the past,
but investors bent on improving financial results of the clubs through own-
ership and control. There are numerous examples, a few of which are Jean-
Luc Lagardère (Matra into Racing Paris), Silvio Berlusconi (Fininvest into
Milano AC), Joe Lewis (ENIC into Glasgow Rangers), Mark McCormack
(IMG into RC Strasbourg), and Rupert Murdoch (BSkyB’s bid for
Manchester United).

The penetration of entrepreneurs and corporations into the sports busi-
ness has triggered two significant changes. One is that the club’s adminis-
tration is taken over by professional managers, usually but not always
resulting in financial stability. The other change is that the club’s finances
benefit from the ability of these new investors to mobilize additional funds
for further growth and competitive edge. The new owners are eager to
establish vertical integration in the industry through promotion of sport-
ing events, control of stadium facilities, ownership of television rights, mer-
chandising and facilitating other aspects of a corporate empire.

A synergism can develop as a result of the interaction between sport and
business. Merchandising, for example, has long been a practice of clubs.
But they lacked the resources for full-scale marketing. Specialists are now
doing a better job of promoting a larger variety of team merchandise to
greater numbers of people across broader geographic areas. Merchandising
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reached 10 per cent of football club Milano AC’s revenue in 1997, 13 per
cent of Tottenham Hotspur’s, 22 per cent of Newcastle’s and 34 per cent of
Manchester United’s. For the latter, in 1998, merchandising revenues pro-
vided as great a share as gate receipts. Merchandising is currently the main
by-product of football clubs’ operations, providing a whole catalogue of
items – apparel, linen, toys, schoolbags, watches, perfumes and so forth.

Another feature of the new model is a magnified distinction between
clubs as demanders and suppliers of talent. Some clubs concentrate more
on seeking to increase revenue and return on investment by issuing secur-
ities (stocks, bonds) on financial markets and borrowing funds from banks.
Other clubs are more conservative in their finances, but seek to take advan-
tage of richer clubs’ desire for talent by becoming net suppliers of players.
The French football clubs at Nantes and Auxerre are well known as breed-
ing grounds for talented players whose sale to other clubs is a major revenue
source.

This strategy of supplying the market with new players has been pursued
more because the Bosman case allowed any club to recruit an unlimited
number of players from other European Union countries. For instance,
French football has been a net supplier to the European market for profes-
sional players after Bosman, and this has contributed to a flourishing
financial state for French clubs.4 Numerous British, Spanish and Italian
clubs, net buyers in the market, are in the red (Szymanski, 1999).

European professional clubs are leading the world in selling stock to the
public. In the 1998–99 season, 33 football clubs from six countries were
quoted on a stock exchange: 22 in the United Kingdom, 6 in Denmark, 2
in Portugal, and 1 each in Italy, the Netherlands, and Switzerland. The
stock value of the 22 British clubs is in the range of $1.8 billion. Funds col-
lected from stock sales are used to modernize or extend stadium capacity,
repay debts, train young players, or recruit ‘stars’. The latter strategy is
risky because poor performance or injuries to star recruits can trigger a col-
lapse in stock price, as happened to the Newcastle football club shares on
the London Stock Exchange in 1997. Although the trend toward initial
public offerings of stock has continued – one German team (Bayer
Leverkusen) recently issued stock, and another (Borussia Dortmund) plans
to do so in 2000 – stock prices have not held up well. After reaching a high
at the beginning of 1997, the Kick-Index of 20 UK soccer stocks has fallen
35 per cent, and excluding the success of Manchester United, which has
outperformed the market, they have fallen even more.

To conclude, this model is based on four pillars: Media–Corporations–
Merchandising–Markets. Moreover, there is no longer a necessary link
between the nationality of the professional club and the television broad-
caster, or the company that has an investment stake, or the stock under-
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writer, or the players on the field. Thus, at least on a European scale, pro-
fessional sport finance is globalized. We thus refer to this model as
MCMMG.

4. FINANCING STRATEGIES IN THE TWO
PROFESSIONAL MODELS

The evolution from the SSSL model to the MCMMG model is, in the first
analysis, a shift from focus on quantitative variables to emphasis on qual-
itative variables. When the objective is to maximize gate receipts, clubs rely
on influencing fairly simple decision variables in the SSSL model, such as
improving attendance density by spectators, attracting a larger group of
season ticket holders, and increasing the number of games (through
qualification for domestic and European cup events). This is so because
ticket prices cannot be raised too much without affecting attendance. A
strategy of decreasing prices to attract more spectators has not proved to
be successful due to a low price elasticity for sporting events (Andreff,
1981). Qualitative variables such as stadium comfort and access to the
stadium and parking appear to influence attendance more than ticket
prices. If the stadium is owned by a municipality, the club must negotiate a
subsidy to improve the facility, and if the club owns the stadium, it must
engage in an investment strategy to be financed in the capital market. The
latter case is facilitated through the MCMMG model.

The MCMMG model rests more on price and quality variables than on
quantitative approach to the management of a professional club. Television
contracts attract sponsors who inflate revenues to the stations and thus
justify more generous rights fees to the club or league. This amount is a
function of the broadcast market (Bourg and Gouguet, 1998). For instance,
in the case of a supply monopoly of a professional league selling its events
to several competing television channels, broadcast rights fees are far
higher than in the case of a monopsony by a single channel negotiating
rights with several competing leagues or clubs. The latter situation applied
to all professional sports in Europe until the early 1980s, under the SSSL
model.

The entry of entrepreneurs and corporate managers into the market has
made the value of assets a strategic variable. Under the MCMMG model,
the club seeks to maximize its return from not only the stadium but also
television, merchandising and capital markets. This model enables the club
to take advantage of economies of scale through a wider range of services
and products. Quantitative variables such as number of issued shares or
number of stockholders do not matter as much to a club as qualitative
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variables such as stock value and the value of dividends distributed to
shareholders, which are determined by the profitability of the club, winning
percentage and reputation.

5. THE TRANSITION BETWEEN THE TWO MODELS

Prior to the 1980s, European economies were much more government
administered and regulated, so that intervention of public authorities into
the sports business was common. European economies were less interna-
tionalized and less open to competition. With the emergence of globaliza-
tion and more open markets, no sector, including sports, can now escape
the logic of the market (Andreff, 1996b). The transformation of some pro-
fessional clubs into joint stock equity corporations and the impetus toward
profitability are logical outcomes of applying the MCMMG model to the
deregulated market structure.

The SSSL model is necessarily running out. Under this model, the wage
bill was spinning out of control. In French professional football in
1966–67, wages (including mandatory social security payments) were 56
per cent of overall expenses and caused a deficit of 6.5 million francs. By
1974–75, wages reached 72 per cent of expenses and about 84 per cent in
1982–83. Only after a financial stabilization programme was launched by
the auditing body of the French National Football League in 1990–91 did
the wage bill decline, to 48 per cent in 1993–94 and 45 per cent in 1997–98.
This is compared to wage bills in 1997–98 of 43 per cent in Germany, 46
per cent in Spain, 52 per cent in England, and 68 per cent in Italy (Deloitte
& Touche, 1998). As noted above, deficits have existed in the United
Kingdom, Italy and Spain. This creates a need for new sources of finance.

In clubs that behave as win maximizers (Kesenne, 1996), the demand for
acquiring star players is very high, and this demand is exacerbated by the
absence of restraints in the player labour market, as, for example, the draft
of players and salary caps in American professional sports. The only
restriction prior to the Bosman case was a limitation on the number of
foreign players on European teams. Thus, the high demand for star players
could not be satisfied, which placed strains on the domestic market, the rel-
evant market for the SSSL model. The value of the best domestic players
was correspondingly overrated, fixed above the equilibrium price by excess
demand. This was incompatible with the hard budget constraints of clubs
hemmed in by the limited sources of finance in the SSSL model. It is not
surprising that a number of European clubs have lost money.

The conventional solution to financial troubles under the SSSL model is
to increase the number of games to increase gate receipts and attract more
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subsidies and sponsors. But in the long run, this solution is detrimental to
quality of play and, in any event, the supply of public subsidies and private
donations is not infinite. One way out of the crisis is a drastic financial sta-
bilization programme prohibiting the acquisition of star players. Another
is for a professional league to regress the clubs in the red into a lesser divi-
sion of competition. Perhaps most important is to resort to new methods
of finance. This is the way of the MCMMG model and the route taken by
many clubs. Fresh money from new sources of finance has alleviated the
budget crunch for some clubs, whereas deregulation of the player market
in the Bosman case has facilitated international mobility of stars toward
clubs that have adopted the revised model.

For clubs that cling to the SSSL model, the threat is to sink deeper in the
red or to be marginalized from the most profitable sporting events. It seems
that such a trade-off was at stake in the aborted proposal of a European
football superleague, which was imagined by and for big clubs already con-
verted to the MCMMG model.5 Should a superleague come into fruition,
second rank clubs would have their own national championships. These
clubs would include those with a financial structure close to the SSSL
model or who are in transition to the MCMMG model. It may be, given
the growing international demand for sport, that the system of national
premier leagues will give way to a system where the most important form
of competition is international (Noll, 1999).

6. SHORTCOMINGS OF THE CONTEMPORARY
MODEL

Although we foresee more widespread adoption of the MCMMG model in
coming years, it is not without its problems.6 One is a problem of domina-
tion by the rich clubs. In Europe, the outcomes of games, especially in the
major sport of football, are increasingly determined by the financial capac-
ity of clubs. In the absence of a player draft, the wealthiest clubs can skim
off the exceptionally talented players so as to become even more competi-
tive. They then earn more money, which in turn enables recruitment of even
more top players. These powerful clubs have a higher probability of qual-
ifying for and winning European cup events. The aforementioned super-
league project was an attempt to institutionalize the domination of the
wealthiest clubs, allowing the others to more realistically compete for pre-
stigious national events.

A second problem is the determination of competition calendars and
rules of the game on financial criteria, and the television taking over greater
control of events to maximize exposure. There has been discussion, for
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instance, of changing a European football game into four quarters rather
than two halves to leave more room for advertising screens.

Another issue is what appears to be growing corruption in European pro-
fessional sports, especially football. The directors of four prominent
French football clubs, for instance, have been sued for various financial mis-
doings. The Saint-Etienne club was found to have engaged in embezzlement
and hiding funds in 1982; the Bordeaux club embezzled and illegally
acquired real estate in 1990; the Marseille club misappropriated 101 million
francs between 1987 and 1993 including through illegal transfer of funds
to Switzerland; and the Paris-Saint-Germain club was recently found to
have embezzled 22 million francs.

There have also been increased revelations of doping by football players
to enhance performance and relieve the fatigue from playing two or three
matches a week, due to the overall increase in the number of matches (a
solution sought for solving the crisis of the SSSL model). This work over-
burden is less striking in those clubs that have adopted the MCMMG
model insofar as their extended financial resources enable them to recruit
more players. Two years ago, some managers of the Italian Calcio were
sued for having facilitated players’ doping by hiding the whole issue. In July
1998, the share of the budget of the French ministry for sports devoted to
the fight against doping was doubled.

A last shortcoming of the MCMMG financing model is a number of
purely illegal behaviours. Fixing the outcome of a 1994 football game sent
Bernard Tapie of the Olympique de Marseille to jail for eight months. In
1996, a football referee from Switzerland was accused of corruption for
proposing an ‘arrangement’ to Grasshopper Zurich before one of its
European cup matches. In 1997, a Belgian football club, Anderlecht, was
sanctioned by the European football federation (UEFA) for fixing several
games in the European cup. Illegal gambling operations have sprung up in
various countries: in the Italian Totonero which is much more profitable
than the official Totocalcio; with the former goalkeeper of Liverpool and
Southampton who was accused of organizing a worldwide gambling
network based on rigged football matches. The Russian mafia is well known
for money laundering through western European professional sports.

These examples appear to be only the tip of an iceberg, suggesting that
the MCMMG model has gone adrift and that more regulation should come
from government. European professional sports are discovering the down
side of big money inflow. The rich get richer and the purity of the institu-
tional arrangements and games themselves may be sullied. The trade-off,
of course, is that fans receive more games, fancier stadiums, greater expo-
sure to the television, and enhanced merchandise amenities associated with
team identification. On the other hand, both traditionalists and advocates
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of sporting ethics resist the internationalization and ‘monetization’ of
sport, and would like to return to the old days of local control and involve-
ment by genteel sportsmen. However, ‘the cat seems to be out of the bag’,
concerning top-level competition.

7. US SPORTS MODEL

Figure 1.1 illustrates the main components of the US sports industry model.
The three principal institutions shown are government, management and
labour, with government’s role that of regulating the other participants.

In the US the federal government regulates sports under its legislative, exec-
utive and judicial branches. Although the European Commission has
broad powers under the Treaty of Rome to assume jurisdiction over sports
issues, the individual countries retain some control on legal matters. This is
analogous to the American states exercising legal authority under the sep-
aration of powers found in the US Constitution. Governments in European
nations have greater control over sports than states do in America. The EC
and federal government, however, exercise hegemony on matters involving
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commerce across national or state boundaries, such as antitrust, player
movement and television broadcasts.

Management of major team sports is undertaken in both the US and
Europe through the league structure and individual team ownership. This
provides for the planning, supervision and control of decisions affecting
club operations. Leagues are regulated by government but retain substan-
tial autonomy. In Europe the leagues consist of teams from single coun-
tries, such as the French National Football League, English Premier League
and the German Bundesliga. There is international competition between
teams from these leagues, especially for the annual European Cup, but each
league is a separate entity.

Labour refers to players and their unions. In European soccer and
American baseball unions were established as far back as the late nine-
teenth century and it is common today for players to belong to unions or
associations in their sports. Unions in the US, however, have been more
active. This is due to the influence of collective bargaining, in which nego-
tiations occur over the division of revenue between owners and players.

Figure 1.1 shows a commissioner, whose role varies among sports. In a
sense the commissioner is a public spokesman and ambassador for the
sport, who promotes its interests generally. But as a practical matter, com-
missioners are selected and paid by team owners to represent league inter-
ests. Thus commissioners are typically involved in negotiations with unions
and with television networks over the sale of rights to broadcast games. The
commissioner is the most powerful league representative but is acting on
behalf of the owners and can be removed from office at their discretion.

Europe does not have commissioners of sports in the same way the US
does, but it does have UEFA, a soccer federation that establishes policies
that are followed by leagues, teams and players. Overseeing UEFA is FIFA,
the international soccer group which regulates the sport and organizes
events such as the Olympic Games and World Cup.

Agents are depicted in Figure 1.1. Their basic role is similar in the US
and Europe. They represent players in individual salary negotiations and
sometimes also in investment programmes. By providing players with pro-
fessional representation, agents have been a strong force in raising levels of
player compensation.

Mediators and arbitrators, also shown in Figure 1.1, are available to
resolve disputes between owners and players. Mediators attempt to broker
agreements through persuasion, while leaving the final decision up to the
parties. Arbitrators, on the other hand, issue a final and binding decision
on the dispute. Mediation has been used for collective bargaining in
American baseball and football, but with little success.

Arbitration, performed by private individuals, is used for player grie-

38 Public policy and sports economics



vances in all American sports and has proved to be a successful method of
resolving these disputes. Workplace disputes in Europe are commonly
handled by a labour court in an individual country or by the European
Court of Justice.

8. PRODUCTION AND DISTRIBUTION OF
SPORTING EVENTS

In both Europe and the United States, sports leagues are joint ventures that
can be viewed as a single entity or cartel. The clubs are separately owned
with discretion to fix prices, market the games and adopt strategies to
compete with other clubs. (An exception to this arrangement is the US
major soccer league in which ownership is pooled into a syndicate that allo-
cates players to teams to accomplish competitive balance.) The rookie draft
of new players is a characteristic of the American system. The team with
the worst record drafts first, and so on through the team with the best
record, which picks last in successive selection rounds.

Besides the draft, joint determination on franchise locations and market-
ing of national television rights through the league are found in the
American system. Another key aspect of league marketing is selling
licenses to manufacturers and vendors. There is a high value market in the
United States for a variety of products such as trading cards, clothing and
memorabilia. The ‘official’ soft drink, credit card, airline and so forth of the
leagues are powerful marketing tools that sponsors pay dearly to own. The
European market is similar in this regard except that licensing is typically
handled by individual teams.

American sports leagues have essentially domestic competition, with
regular seasons and then playoffs to determine a champion. The only inter-
national aspect of this is that baseball, basketball and hockey leagues all
have Canadian franchises. In European leagues, the top teams compete
both domestically and internationally (Hoehn and Szymanski, 1999).
Unique to European leagues is promotion or demotion of teams based on
win–loss records. That is, teams may advance to a higher division if they
win a high percentage of their games or drop to a lower division if they are
habitual losers. Changes in American leagues, on the other hand, come
from adding new franchises and relocation of a franchise to another city. If
franchises are added, existing teams share the fees paid by the new entrants.
There is also the possibility of bankruptcy removing a team from a city or
a league and entire leagues may cease operation for financial reasons.
Bankruptcies have occurred fairly often historically but have been rare in
recent years (Quirk and Fort, 1992).
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A potential advantage of the closed American-style league is that
revenue can be distributed equally among teams to provide for greater
balance of financial strength. The best example of this is American foot-
ball, where all television revenues from national broadcasts are divided
equally among teams. Gate receipts are divided into 60 per cent for the
home team and 40 per cent for the visiting team. As a result, there is less
economic disparity and a team like the New York Jets (in a big market) has
about the same revenue as the Green Bay Packers (in a small market).

In the other American sports – baseball, basketball and hockey – there
are separate national and local broadcast agreements. Although the
national revenues are shared equally among teams, similar to what occurs
in Europe, there is significant variability in local broadcast revenues. A big-
market team, the New York Yankees in baseball, gets $60 million a year
from sale of its local broadcast rights, whereas small-market teams receive
as little as $4–$6 million. This leads to disparity in competing for players
and puts the big-market teams in a better position to win games, which can
lead to competitive imbalance. There is a limited sharing of local broadcast
revenues among baseball teams, but not enough to help small-market teams
compete effectively. Gate receipts are retained 100 per cent by the home
team in basketball and hockey, which is also the norm in Europe. Because
teams in big markets can be expected to attract more spectators and corpo-
rate money for luxury boxes, this also contributes to financial imbalance.

Empirical evidence from North America indicates support for profit-
seeking (if not maximizing) behaviour, whereas there is less emphasis on
profits according to studies of European examples (Cairns et al., 1986).
Salary caps, not common in Europe, have developed in the United States as
a quid pro quo for free agency in the labour market. Basketball imple-
mented the first team salary cap in the 1984–85 season and football fol-
lowed suit in 1994. There was a salary cap for rookies in hockey established
in 1995 (Staudohar, 1999). Basketball imposed a cap on individual player
salaries in 1999–2000.

In recent years, the North American labour market has become more
internationalized. The players in football remain almost entirely American,
but baseball, basketball and hockey now have more players from foreign
countries. This is most apparent in hockey. Until about the early 1970s,
nearly all the players in the National Hockey League (NHL), were
Canadian born. Currently, about 60 per cent of NHL players are
Canadian, 18 per cent American, 10 per cent from countries of the former
Soviet Union and the remainder from other European countries such as
Sweden, Finland, the Czech Republic and Slovakia.

Similar to Europe, the United States has a heavily regulated workplace.
There are numerous laws pertaining to labour relations and antitrust that
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have a significant impact on sports. A number of decisions have been made
by US administrative agencies, such as the National Labor Relations Board
and by the federal courts that determine a web of rules and regulations.
There has been a greater tendency in the United States for examining issues
of public policy in the courts, especially antitrust, although governments in
both Europe and the United States have generally adopted a ‘hands off’
approach, giving sports cartels specific or de facto immunity under compe-
tition policy (Cairns et al., 1986).

It might be supposed that in America, the land of free enterprise, sports
teams would not receive subsidies. Although there are no direct payments
from government to teams, there are generous tax concessions. Sports
teams are the only kind of business that can depreciate human assets to
reduce income taxes. Even more important are in-kind subsidies in the form
of stadiums built at the expense of local governments to induce teams to
stay in an area or attract teams from other communities (Noll and
Zimbalist, 1997). Not only do teams get free or low-cost use of publicly
financed stadium facilities, but they often receive revenues from conces-
sions, parking, luxury boxes and other amenities available at these sta-
diums. The high intensity of fan interest and fans’ fear of losing their teams
leads owners to say, ‘Build us a new stadium or we will move to another
city.’ Imagine a multimillionaire owner looking for a handout.

9. SPORTS LABOUR MARKET

A significant characteristic of the US model, which thus far has not been
much in evidence in Europe, is collective bargaining. The players in the
team sports are organized into unions that negotiate the terms applicable
to all players in a multiemployer bargaining unit that encompasses the
league. This process of dividing the revenue of the industry has led to
numerous strikes and lockouts, many of which have interrupted play during
the regular season.

In 1995 the European Court of Justice ruled in the Bosman case that the
player transfer system and restrictions on the maximum number of foreign
players on teams were illegal violations of the Treaty of Rome. Prior to this
decision, players were not free to move from one team to another because
transfer could occur only if two clubs agreed on a transfer fee to the club
losing the player. This limitation on mobility kept player salaries low. Also
changed in Bosman was the 3�2 rule, a quota system allowing only three
foreign players on a team in a national league, plus two other foreigners if
they played for five years without a break in the host country.

This decision has caused dramatic changes in the European sports
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business, particularly football (soccer), ice hockey, basketball and rugby.
The Bosman case is akin to the 1975 arbitration ruling in the United States
that allowed free agency for baseball players who played with their clubs for
one year without a contract and which was later extended to American
football, basketball and hockey.

The Bosman case outlawed payment of transfer fees for players whose
contracts with their clubs had expired. It did not prevent payment of trans-
fer fees for players under contract, which has been a more common prac-
tice. The European Commission has objected to transfer fees under any
circumstances, perceiving little difference between professional athletes and
other workers. This political opposition led to a decision by FIFA to bow
to the EC’s wishes. Thus, on 31 August, 2000, FIFA president Sepp Blatter
announced that clubs could no longer demand fees for their players.

There is also individual salary negotiation between a player and his club,
with the player usually represented by an agent. The process of individual
negotiations is similar to that in Europe, although the player contracts are
usually more detailed and for longer durations (Hoehn and Szymanski,
1999). The role of player agents in British soccer is similar to that in the US.
In both countries agents’ negotiating skills have produced dramatic
increases in player earnings. The problem of agents improperly signing up
players while in amateur status is more characteristic of the US than in
Britain. But agents on both sides of the Atlantic have occasionally engaged
in ill-advised investment programmes on behalf of players, which have cost
them dearly.

Agents in Britain are prohibited by Football League rules from arrang-
ing transfers from one club to another or renegotiating existing contracts
(Flynn and Guest, 1994). These restrictions do not apply in the US. While
solicitors and accountants may represent players in Britain, agents are
more likely to be former players. In the US the role of attorney and agent
is commonly combined in one person. Fees for agents who negotiate player
contracts are about 4 per cent of the total deal in the US. In Britain, fixed
negotiation fees are more common. These arrangements are gaining some
acceptance in the US in the National Basketball Association (NBA), as a
result of the 1999 collective bargaining agreement which imposed limits on
individual player salary increases.

Licensing of agents has been proposed by UEFA. Agents in the US are
licensed and regulated by the players’ unions, although the unions do not
have the resources to engage in close monitoring. Several state laws in
America have provisions that regulate agents, requiring posting of bonds
and stipulating proper behaviour.

Although collective bargaining may take place in Europe over wages,
hours and working conditions applicable to all players, these negotiations
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have rarely if ever resulted in work stoppages. Consequently, there has been
less need in Europe for mediators and arbitrators to provide dispute settle-
ment functions. As the size of the economic pie grows in Europe, however,
one might expect the system to become more adversarial than it is now.

A major reason for the adversarial nature of American professional team
sports is the free agency system that began about 20 years prior to the
Bosman case in Europe. Free agency has provided an enormous financial
windfall to players in US leagues, who have the opportunity to have their
salaries determined by market conditions rather than what a single mono-
psonist employer might be willing to pay. But it has placed an added
financial burden on clubs, especially in small-market cities, to compete for
players and win games.

As noted above, European free agency has been extended beyond the
ruling in the Bosman case as a result of FIFA’s intention to drop transfer
fees in 2000. Perhaps this result was inevitable, given the pressure for a free
labour market from the EC. But the result has been despair for club owners
who found themselves with formerly prime assets that were now worthless
on the balance sheet. Table 1.6 shows the transfer fees for the ten most
expensive soccer players in history. The magnitude of the fees that Real
Madrid paid to acquire Luis Figo, and that Lazio paid to get Hernan
Crespo hastened the end of the transfer system. In 2001 a record transfer
fee of $64.5 million was paid for French star Zinedine Zidane. He moved
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Table 1.6 Ten highest European transfer fees as of 2000

Rank Name Country From To Transfer Fee Year

1. Luis Figo Portugal Barcelona Real Madrid $56.1 million 2000
2. Hernan Argentina Parma Lazio $54.1 million 2000

Crespo
3. Christian Italy Lazio Inter Milan $50.0 million 1999

Vieri
4. Nicolas France Arsenal Real Madrid $35.7 million 1999

Anelka
5. Denilson Brazil Sao Paulo Real Betis $35.0 million 1997
6. Gabriel Argentina Fiorentina AS Roma $33.8 million 2000

Batistuta
7. Amoroso Brazil Udinese Parma $33.1 million 1999
8. Ronaldo Brazil Barcelona Inter Milan $27.9 million 1997
9. Rivaldo Brazil Deportivo Barcelona $26.7 million 1997

10. Andriy Ukraine Dynamo Kiev AC Milan $25.0 million 1999
Shevchenko

Source: Los Angeles Times, 3 August, 2000, p. B2



from Juventus to Real Madrid. Although FIFA’s new rules on transfers
were officially approved shortly before the Zidane deal, these rules did not
apply because they do not take effect until 2002.

It remains to be seen how FIFA’s decision will work out. Following the
announcement that it would bow to the EC’s desires for a free labour
market, there were negotiations as to the details of such an arrangement.
Participants included the EC, FIFA, UEFA and FIFPro. FIFPro is an
international federation of soccer groups, including French, Scottish,
English, Italian and Dutch players’ associations, plus several South
American and Eastern European groups. FIFPro’s position was akin to
that of the EC – completely free labour markets – but the practical appli-
cation of this idea created problems, particularly for small clubs that train
and develop young players.

A compromise situation was reached in which training compensation is
due on transfers up to the age of 23. Each time a young player moves to a
higher level team, clubs that were involved in his training will receive a
transfer fee. Contract lengths are specified for all players, with a minimum
of one year and a maximum of five years. An arbitration system is estab-
lished to handle disputes, which may also be submitted to the civil court in
individual countries. This new system was ratified at a special FIFA confer-
ence in Buenos Aires in July 2001. Meanwhile, FIFPro filed a lawsuit in a
Belgian court to nullify the application of transfer fees. As a group, US
major league athletes are by far the highest paid in the world. In 2000 the
highest average salary was in the NBA, about $3.2 million. Next highest
were baseball players at about a $2 million average, followed by hockey at
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Table 1.7 Ten highest paid soccer players, 2000

Rank player (nationality) Club (Country) Annual 
earnings

1. Alessandro Del Piero (Italian) Juventus (Italy) $11 million
2. Ronaldo (Brazilian) Inter Milan (Italy) $9.2 million
3. Christain Veiri (Italian) Inter Milan (Italy) $6.5 million
4. David Beckham (English) Manchester United (England) $6 million
5. Gabriel Batistuta (Argentine) Fiorentina (Italy) $5.9 million
6. Alan Shearer (English) Newcastle United (England) $5.8 million
7. Nicolas Anelka (French) Real Madrid (Spain) $5.7 million
8. Steve McManaman (English) Real Madrid (Spain) $5.36 million
9. Hidetoshi Nakata (Japanese) AS Roma (Italy) $5.33 million

10. Zinedine Zidane (French) Juventus (Italy) $5.2 million

Source: Los Angeles Times, 24 May, 2000, p. B2.



$1.35 million and football at about $1.1 million. The highest paid American
team athlete ever was the now-retired Michael Jordan, who in 1997–98 was
paid $33 million by the Chicago Bulls. (Heavyweight boxer Mike Tyson was
paid $75 million for three fights in 1996, the most ever by an individual
athlete.)

Tables 1.7 and 1.8 show the salaries of the ten highest paid players in
European soccer and American baseball. Although the top baseball players
make more money, the soccer players are also rewarded at astronomical
levels. As a result of the elimination of transfer fees in Europe, which will
allow players to move more freely among teams, one would expect the gap
between baseball and soccer salaries to narrow in the future.

10. REVENUE SOURCES

One of the most important aspects of convergence between the American
and European models is media involvement. Revenues to American sports
from sale of television rights have skyrocketed. Table 1.9 shows these
increases over the years in American football and the resulting rise in player
salaries. Free agency has been the engine for driving player salaries upward,
but it is television that provides the fuel.

Several US television networks have positioned themselves or are seeking
access to take advantage of the emerging European market, including
NBC, CBS, ESPN and Fox. Fox is owned by Rupert Murdoch (News
Corp.) who also owns the Los Angeles Dodgers baseball team and has
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Table 1.8 Ten highest paid baseball players, 2000

Rank Player Club Salarya

1. Kevin Brown Los Angeles $15.7 million
2. Randy Johnson Arizona $13.4 million
3. Albert Belle Baltimore $12.9 million
4. Bernie Williams NY Yankees $12.4 million
5. Larry Walker Colorado $12.1 million
6. Mike Piazza NY Mets $12.1 million
7. David Cone NY Yankees $12.0 million
8. Pedro Martinez Boston $11.5 million
9. Mo Vaughn Anaheim $11.2 million

10. Greg Maddux Atlanta $11.1 million

Note: aSalaries are rounded to the nearest tenth of a million.

Source: San Francisco Chronicle, 6 April, 2000, p. D4.



significant television and soccer interests in Europe. In 1999 and 2000,
British Premier League games were shown in the United States on the Fox
Network. ESPN has a one-third ownership in the Eurosport Consortium,
which broadcasts in English, German and Dutch to 40 million homes.

US sports leagues are also interested in placing teams in the European
market. The World Football League, a minor league established by the
National Football League, already has a successful operation in Europe.
The National Basketball Association (NBA) is involved in an international
tournament called the McDonald’s Basketball Open, in which NBA and
European teams compete. Both the NBA and the NFL have contemplated
regular season expansion to Europe, although there are no immediate plans
in that direction. Travel and time zone problems present a substantial
barrier to international expansion, as do nationalism, self-determination,
language barriers and entrenched foreign commercial interests that are
wary of encroachment on their turf.

Although European clubs were the first to issue stock on a widespread
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Table 1.9 The NFL’s television contract history

Years Total Annual TV income Average player
per team salary

1960–1961 $600,000a $45,000 $15,000
1962–1963 $4.65 millionb $330,000 $20,000
1964–1965 $28.2 millionb $1 million $21,000
1966–1969 $75.2 millionc $1.6 million $22,000
1970–1973 $185 millionc $1.8 million $23,000
1974–1977 $269 million $2.6 million $30,000
1978–1981 $6416 million $5.8 million $60,000
1982–1986 $2.1 billion $13.6 million $100,000
1987–1989 $1.428 billiond $16.7 million $211,000
1990–1993 $3.65 billione $32.6 million $355,000
1994–1997 $4.4 billion $39.2 million $700,000
1998–2005 $17.6 billion $73.0 million $1,400,000

Notes:
a Fee paid to the league for the NFL Championship Game, aired by NBC.
b CBS is the only network broadcasting NFC games.
c With NFL and AFL merger, CBS broadcasts NFC games, NBC broadcasts AFC games.

ABC begins Monday Night Football telecasts.
d ESPN begins broadcasting preseason and Sunday night games in eight weeks of season.
e TNT begins broadcasting Sunday night games in first eight weeks of season.

Sources: Sports Illustrated, 27 December 1993, p. 19; Wall Street Journal, 24 December
1993, p. A4; and author’s estimated average player salary for 1994–1997 and 1998–2005.
Cited in Staudohar (1996, p. 60).



basis, this idea is catching on some in America. The Green Bay Packers
football team is owned by numerous stockholders in that Wisconsin city,
although there are few market transactions. More recent examples of listed
and actively traded stocks are those of the Boston Celtics (basketball),
Cleveland Indians (baseball) and Florida Panthers (hockey).

11. CONCLUSION

We have examined and compared three models of sports finance in Europe:
amateur, professional (traditional) and contemporary. The model of
European amateur sports has remained fairly stable over the years and is
not expected to change much in the future. It represents an important part
of the overall picture of European finances because amateur clubs occa-
sionally compete in top-level events. Also, funding from local sports enthu-
siasts keeps this ‘grass-roots’ activity and serves as a source of healthy
recreation for participants.

A major theme of this chapter is the transition from the traditional to
the contemporary professional sports model. We see that the contemporary
or MCMMG model places less emphasis on gate receipts, subsidies and
sponsors and more emphasis on vertical integration through a corporate
structure that pursues a strategy of maximizing merchandising and televi-
sion revenues and the value of the team’s shares of stock. Clubs using what
we call the SSSL or traditional model will be under increased financial pres-
sure and less able to compete with top-level teams.

There has been a recent convergence between the US and European sports
industry models. Perhaps the most important evidence of this is the Bosman
decision in 1995 and the elimination by FIFA in 2002 of transfer fees for
players under contract. These developments provide players with freedom
to move from one club to another, breaking the monopsonistic hold that
kept salaries low in the past. They are similar to the effect of the 1975 arbi-
tration decision in the US, allowing baseball players to become free agents
for the first time. The result of free agency was later modified in a collective
bargaining agreement between the baseball owners and players’ union, so
that a player must wait six years before becoming a free agent. Similar agree-
ment provisions are in effect in American football, basketball and hockey.
The financial impact of free agency in American professional sports was
immediate and dramatic, as salaries escalated to unimagined levels.

Another key area of convergence is media involvement. Deregulation of
television in Europe has created several new networks that are competing
to acquire television rights to games. This is driving rights fees skyward and
providing more money to teams. Player salaries have seen a corresponding
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escalation. Thus, television, which has fuelled the rapid rise of revenues to
sports in the US, is doing much the same now in Europe.

As the size of the pie grows larger, as it inevitably will in years to come,
elite European teams, especially in football, will become even more domi-
nant financially and on the field. This gives rise to proposals for a European
superleague which would likely surpass in size and strength any single
sports league in the United States. Even if the superleague does not mate-
rialize, there will be more international competition between top-level
European teams in the future. This is likely to attract television viewers to
the highest level of competition. It will cause more greed and corruption
problems that will be dealt with through government regulation. Also, we
expect that salary caps and methods for dealing with labour disputes will
get greater attention in Europe.

NOTES

1. For a comparative analysis of sports finance in 12 European countries, see Andreff (1994
and 1996a).

2. Subsidies are understood here lato sensu so as to encompass public subsidies by local
authorities, private donations and funds redistributed to clubs by the sports federations.

3. In some European countries, national legislation forbids government support to profes-
sional clubs, as is currently the case in Austria, Finland, the Netherlands, Sweden and the
United Kingdom.

4. French Division 1 clubs had a cumulative deficit of 619 million francs in 1989–90. After
a financial stabilization plan implemented by the DNCG (the auditing body of France’s
National Football League), the deficit was turned into a financial surplus of 60 million
francs in 1994–95. After the Bosman case, the surplus grew to 483 million francs in
1997–98.

5. The economic rationale for a superleague of international competition is discussed in
Hoehn and Szymanski (1999).

6. For more details, see Andreff (1999 and 2000).
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2. The regulation of professional team
sports
Peter J. Sloane

1. INTRODUCTION

Professional sports leagues pose particular problems for competition policy
because of their special nature. Nowhere has this been more evident than
in the US where the National Football League alone has had to defend over
sixty antitrust suits since 1966 and the National Basketball Association and
National Hockey League have likewise been affected. Only baseball of the
four major team sports has escaped because of its broad antitrust immu-
nity granted by the Supreme Court in 1922 (Roberts, 1991). Increasingly in
Europe the clash between professional team sports and European compe-
tition law has become apparent following the Bosman case and recent alter-
ations to the post-Bosman transfer arrangements for within-contract
players.

The purpose of this chapter is to identify what might be an appropriate
stance for competition law in relation to professional team sports. We focus
on three recent decisions relating to professional football – namely the
Bosman case, the UK Monopoly and Mergers Commission’s investigation
into the attempted takeover of Manchester United by BSkyB and the UK
Restrictive Practices Court investigation into the collective sale of rights to
television live games on television by the FA Premier League (FAPL) also
involving BSkyB. Before going on to consider these it is necessary to place
all of this into context by outlining the nature of professional sport leagues,
an issue on which there is a considerable divergence of views among sports
economists.

2. THE NATURE OF PROFESSIONAL SPORTS
LEAGUES

The economics of team sports are unusual because it is not possible to
produce output without the assistance of other producers or teams. Mutual
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inter-dependence is an essential element. Whilst in a competitive industry
competition will eliminate inefficient producers in professional team sports,
individual producers (clubs) have a vested interest in the economic viabil-
ity of other clubs in order to maximise the interest of spectators and hence
revenues from the sale of the product (the joint game). The nature of the
product thus creates the requirement for uncertainty of outcome. There is
an additional element in so far as spectators are interested in the position
of teams in the league (the league standing effect). That is individuals who
rarely attend games follow the outcome of the championship in the media
(newspapers, television, and so on) and clubs can capture the economic
rents of this by selling games on television and marketing club products.
This poses an immediate problem for competition policy. Monopoly power
is normally opposed on the grounds that restriction of output forces up
prices and eliminates consumer surplus through the deadweight loss. The
primary purpose of a league organisation is, however, to ensure that there
is a viable product (thereby creating consumer surplus), though monopoly
power also provides the possibility of forms of conduct which may not be
in the public interest. It is also possible that the market is inherently unsta-
ble. Since it is not possible for all clubs to be successful in the sporting sense
in any given season, it follows it may not be possible for all clubs to be
profitable, given a positive relationship between playing success and
profitability. The question is then whether the sports industry should be
exempted either fully or partially from the requirements of competition
policy or antitrust laws.1

The relationship between uncertainty of outcome, instability and mutual
interdependence is illustrated in Figure 2.1, which compares a large city
team L with a small city team S in a two-team league. It is assumed that the
costs of producing a winning team rise linearly and are identical for both
clubs. The returns to winning rise initially at an increasing rate, but then at
a decreasing rate as interest wanes if teams win too often. The total returns
to winning schedule for the large city team (TRL) lies above that of the
small city team (TRS) as the larger population means the former will attract
more spectators for any given winning percentage. There will be a unique
profit maximisation percentage of wins for each team and it is realistic to
suppose that it will pay the large city team to win more often (OWL) than
the small city team (OWS). Instability arises from the zero sum nature of
the league. If the large city team wins more often denoted by L�, this means
that the small city team will win less often, denoted by S�. Thus the success
of one club will drive the other into the shaded area of loss-making. The
small city club is more vulnerable than the large city club as it has a smaller
range of winning percentages over which it is profitable, BC as opposed to
AD for the large city club. Further, the pursuit of the maximisation of
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playing success subject to a break even constraint, OW�S for the small city
club and OW�L for the large city club, will increase the likelihood of losses.
Mutual interdependence is also illustrated by the fact that if the large city
team population grows indicated by L� this may induce the belief in the
small city that it can never hope to win the championship and its own total
revenue schedule will shift down as indicated by S�. It is clear that success-
ful leagues need to minimise local population size differences among the
constituent member clubs.

In an early paper Walter C. Neale (1964) argued that professional team
sports were natural monopolies and it is the league and not the individual
club which is to be regarded as the firm of economic theory. The clubs can
be compared to the establishments of multi-plant firms, even though they
have an independent existence, set prices and take profits (or losses). In
defining the league as a natural monopoly he does not mean that there are
necessarily economies of scale (declining long-run average costs), but
merely the situation in which one league has lower long-run average costs
than where there are competing leagues because of diseconomies which are
external to the firm (club) though internal to the industry (league). This
explains why there is a strong tendency towards a single league. One aspect
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of this is that there can only be one world champion (though in some sports
it is not unknown for even this to be disputed).

It is more usual, however, to characterise professional team sports
leagues as cartels, which impose various organisation rules on their
members. Sporting rules are essential to determine how the game is played.
Thus the league must be able to establish a fixture list and a set of playing
rules. It must be able to impose some rules concerning the selection and
employment of players by individual clubs. It may require determination of
both the number of clubs in the league and their geographical location.

There will be a limit on the number of clubs because within a season
there will be a finite number of available dates and too many games will
overtax players as well as spectators. The league must also ensure public
confidence in the honesty of contests, so that limitations may be placed on
individuals having controlling interests in more than one club.2 It is also
necessary to determine rules for the allocation of gate revenue. It is doubt-
ful if competition authorities would object to any of these in their purest
form.

Other rules are designed to influence market structure and/or conduct
and these do raise issues for competition policy. In the former case there
are, for instance, rules relating to controls on league size, controls on the
distribution of league franchises and conservative constitutions and voting
rules. In the latter case there are labour market controls relating to recruit-
ment (for example the player draft) and retention or movement of players
and other controls on club behaviour including the freedom to negotiate
their own broadcasting contracts.

The objectives of controls on market structures are to regulate potential
competition to those currently in league membership. According to cartel
theory output limitation and the erection of effective barriers to entry are
a sine qua non for joint profit maximisation (see for instance, Davis, 1974
for baseball and Schofield, 1982 for cricket). Exclusion from the league
may, however, in itself be insufficient and an effective cartel must addition-
ally prevent the appearance of competing leagues. The defence against rival
leagues in North America has usually operated through the labour market.
In Europe control by supra-national governing bodies means that recogni-
tion may not be given to new leagues, so that it is difficult for them to
become established.

In addition to the control of league members, leagues also convention-
ally determine the geographic location of members. In Europe the geo-
graphic transfer of clubs is rare but in North America franchise movements
are very common and must be sanctioned by franchise owners acting as a
group. Indeed, in the US, cities without major league franchises have
engaged in competitive bidding in order to persuade teams in the major
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sports to relocate. Noll and Zimbalist (1997) report that both state and local
governments have frequently contributed to the capital costs of stadium
construction and have also provided tax concessions. According to
Siegfried and Zimbalist (2000) 46 major league stadia were built or refur-
bished for teams in the four majors between 1990 and 1998, and a further
49 are under construction or planned. This covers the vast majority of the
115 professional teams. Of the $21.7 billion expended, two-thirds will be
provided from public funds. Yet independent analysis of the economic
impact of stadium development has uniformly found that there is no statis-
tically significant positive relationship between stadium construction and
economic development once appropriate allowance has been made for sub-
stitution effects, leakages and negative effects on local government budgets.
League clubs are able to exert such pressure according to the above authors
because the monopoly power of the leagues has left a shortage of teams rel-
ative to the demand of various cities which could support additional clubs.
They recommend dividing up existing clubs into competing leagues in order
to inject elements of competition into each sport, thereby reducing the bar-
gaining advantage that the clubs currently possess. They implicitly deny,
therefore, that clubs are natural monopolies. That remedy would not appear
to be relevant in the European context where major teams are located in rel-
atively small towns. For example, there are 92 teams in the English football
leagues alone, and the use of promotion and relegation, together with
feeder leagues, allows for a limited degree of entry. If the natural monop-
oly argument holds then the appropriate policy response could be some
form of regulation and this is reinforced by the fact that many clubs have
local monopolies. Regulation has recently been proposed by a Football
Task Force in England which was set up by the Minister of Sport.3

Conduct rules centre around labour market activities and the sharing of
gate receipts and other revenues among the competing clubs. The objectives
of labour market controls are ostensibly the promotion of uncertainty of
outcome through attempts to balance clubs’ playing strengths, and this has
been a contentious area. El-Hodiri and Quirk (1971), for example, con-
cluded that only a system of player drafting and the prevention of transfers
of players between clubs for cash will tend to equalise playing strengths.
However, empirical work has foundered because of an inability to capture
uncertainty of outcome by a suitable proxy. There are two approaches to
measuring this concept. The first looks at the standard deviation of winning
percentages. Thus Scully (1989) utilised the measure below

� ���
n

i�1
(Ii � I )2

n
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where Ii represents team I’s talent level and talent is the primary component
in determining each game’s outcome. Thus Ii can also be viewed as team i’s
performance in terms of winning percentage over the season. Ī is the league
average winning percentage (which is always 0.5) and n is the number of
teams in the league. If the optimal level of competitive balance within a
league existed when every team had an equal chance of winning every
game, joint league revenues would be maximised if Ii�Ī for every team.
However, where the market catchment area (Pi) differs in size across teams
the optimal level of competitive balance will require that large city teams
win more often. Thus, the optimal level of league competitive balance
would be given by

where � represents the weight attached to the league’s market population.
However, this does not take into account the dynamics of uncertainty of

outcome in terms of the league championship. Thus, the fact that a team
has a large lead at the beginning of the season may not depress attendances
very much because fans believe the team concerned may eventually be
caught, whilst late in the season fans may believe the contest is virtually
over.

The second approach is to include an uncertainty of outcome variable in
a model explaining attendances, though many such models have excluded
such a variable altogether. A wide variety of such measures have been used
including league positions of home and away teams prior to a match,
average lead of the first division leader over the season, betting odds offered
prior to a match and number of games required to win the title. To varying
degrees these all suffer from the problem referred to above. In addition, there
are three types of uncertainty of outcome – uncertainty of match outcome,
seasonal uncertainty of outcome and long run domination or lack of it.
Few, if any, studies have included all three measures, let alone interacted
them. This may explain why rather mixed results have been obtained in
terms of the significance of the variable. Finding an appropriate measure of
uncertainty of outcome remains a major research issue in the economics of
professional team sports but would seem at the minimum to require the
identification of the proportion of meaningless games over the season.

The question of whether more equal-sharing of gate and other revenue
will assist in achieving competition balance has been no less contentious.
There are considerable variations in the extent to which revenues are
shared: the NFL currently splits non-luxury box gate revenues 60/40; base-
ball is 80/20; but in basketball, ice hockey and European football the home

�� ���[Ii � I � �(Pi)]2

n
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team does not share any revenue with the away team in league competition.
Most US sports economists hold that more equal gate revenue sharing has
no effect on competitive balance (El-Hodiri and Quirk, 1971; Fort and
Quirk, 1995; Vrooman, 1995). This assumes the simplified case of a two-
team league with no local TV revenues. Fort and Quirk (1995) argue that
gate sharing will lower the value of an additional win percentage to a team
because it only captures a fraction of any increased revenue at home games.
But the demand for a winning schedule will reduce equally for both teams
and the intersection point will occur at the same winning percentage as
before. Kesenne (2000) has attempted to clarify what he refers to as a con-
fusion in the literature. He shows that if one assumes that the objective of
clubs is to maximise games won subject to a break-even constraint, revenue
sharing will unambiguously result in a more even distribution of playing
talent. He also shows that even if the clubs are profit maximisers revenue
sharing can improve competitive balance if absolute quality of the teams is
an important determinant of revenues.

There is, however, a basic flaw in the Fort and Quirk argument even in the
assumptions of their own model. Home and away winning percentages are
not separable in the context of a league championship. Even where a home
club retains all the revenues the marginal returns to winning will not be zero
for the away team in the context of a league competition in which fans are
interested in which team wins the title and prefer this to be the team they
support. This effect would be even stronger if the sharing mechanism was
such that a fixed percentage of each club’s annual revenue was taken by the
league and shared at the end of the season on the basis of the league perfor-
mance of each club. The financial incentive to reach a particular position in
the league table would be relatively higher for smaller teams than for bigger
teams. League points accrue equally whether games are won at home or away
and it is the overall performance that keeps clubs in contention.4 Let us
assume that the large clubs have larger stadia (and possibly charge more per
seat). Under plausible assumptions it will always pay the small club to win
more often and the large club less often under revenue sharing compared to
100/0 allocation. In the English Premier League the ground capacity of the
smallest club (Southampton), in 2000 was only 15000 compared to 67000
for the largest (Manchester United) and in Scotland the ground capacity of
St Johnstone was 10000 compared to 60000 for Celtic. With a substantial
degree of gate sharing there must be an increase in the returns to winning of
the small clubs relative to the large assuming supporters value away wins as
highly as home wins. Under plausible assumptions it would seem, therefore,
that more equal gate sharing must increase competitive balance.

Szymanski (2001), however, suggests that if sharing takes the form of,
say, the visiting team getting 20 per cent of the home gate and the home
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gate is increasing in match (as well as championship) success then sharing
may reduce the incentives of small teams by more than those large teams.
Using a tournament theory approach, his model suggests that revenue
sharing of the conventional kind actually reduces competitive balance.
However, since match success is only known after the event, it is not clear
how sharing of revenues would reduce the incentive for a small club to win
a particular match. While the same argument could be applied to cham-
pionship success, the likelihood of winning the championship for a team in
a particular position in the league table can be estimated with a greater
degree of certainty than the probability of winning a particular match. All
of this points to the need for more research in this area.

This fact is illustrated in Figure 2.2. A represents the starting point with
no revenue sharing and team X has a much higher winning percentage than
team Y. According to Fort and Quirk, with revenue sharing the marginal
returns to winning schedules will shift downwards by the same amount,
depending on the new gate sharing formula, and the teams end up at C with
the same winning percentages as before. However, if we assume that the
marginal returns curves represent the returns to winning with home and
away attendances combined, then for Y the schedule will rise to, say, MR�Y
and the club will end up at B with a higher winning percentage than before,
whilst X wins fewer games than before.5
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From the point of view of competition policy it is not the existence of
the league cartel per se that is the issue, but whether its actions are in the
public interest or not.

Recently a third approach to the classification of sports leagues has
become apparent – the joint venture. Roberts (1991) argues that not every
type of cooperative action between separate persons can possibly be
illegal. Thus, different divisions of the same company may agree jointly the
prices they charge for their products with impunity. A sports league decid-
ing on the location of its teams is no different than General Motors decid-
ing where to locate its plants. The sports league is more appropriately
regarded as a joint venture which produces sporting competition. Flynn
and Gilbert (2001) came to an identical conclusion, arguing that the char-
acterisation of professional sports leagues as single entities on the one
hand and associations of independent competitors on the other is a false
one. From the point of view of competition policy the central issue is
whether the coordination of professional team sports harms competition
and, if so, whether this effect is more than offset by benefits to consumers
from such coordination. The appropriate structure for this question is the
joint venture. This includes a broad spectrum of possible business arrange-
ments that can range from informal collaborations to share information to
joint ownership of existing assets or new products. For conventional anti-
trust analysis they suggest the most important organisational feature of
sports leagues is whether the teams comprising the league are individually
owned by separate economic interests or whether they are jointly owned
by a single economic entity. Recent North American league new entrants
such as Major League Soccer, Women’s National Basketball Association
and new competing football and basketball leagues have all chosen to
adopt a single entity ownership structure in which the league rather than
its individual teams owns all player contracts and negotiates player sala-
ries collectively. It remains to be seen whether this is a long-run equilib-
rium structure which can maintain spectators’ trust in the honesty of the
competition. It may, however, be able to avoid the antitrust problems that
have beset the established sports. When in April 2000 the soccer players
brought a class action lawsuit against Major League Soccer the federal
judge ruled that the single entity was both proper and lawful and did not
violate the antitrust laws. Such issues have yet to be addressed in Europe
where the Commission is still feeling its way in relation to sporting activ-
ity. The European Commissioner for competition policy has stated
(Monti, 2000) that one of the principles adopted by the Commission is
that policy should take account of the special characteristics of sport and
that competition rules should be applied in a manner which does not ques-
tion the regulatory authority of sporting organisations to implement
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genuine ‘sporting rules’. What this means in practice, however, has yet to
be determined.

3. SOME CASES

The above discussion suggests that there are many problems in attempting
to apply standard competition policy rules to professional team sports and
three cases below illustrate the sorts of issues that are likely to arise in prac-
tice.

The Monopolies and Mergers Commission Investigation into the Attempted
Takeover of Manchester United by BskyB

One important development in professional football is the increasing ten-
dency for clubs to be listed on the Stock Exchange (see Appendix 1). This
has left clubs open to the possibility of takeover. The attempt by BSkyB, a
vertically integrated broadcaster, to take over Manchester United led to a
high degree of public debate and ultimately investigation by the Monopolies
and Mergers Commission (MMC, 1999). This proposed merger qualified
under the 1973 Fair Trading Act as the value of the assets to be taken over
exceeded £70 million, but at that time it was the only club which would have
qualified for investigation. This merger also represented a change of owner-
ship, but no reduction in the number of providers. Much hinged on the
definition of the market, which the MMC interpreted narrowly as being no
wider than the matches of the Premier League Clubs rather than the player
market as a whole, while the broadcasting market was similarly narrowly
defined as sports premium pay TV channels, with pay TV considered as a
separate market. This was done on the basis of perceived substitutability,
though no attempt was made to estimate cross price elasticity of demand.
Indeed, one might argue that these two markets are themselves close substi-
tutes for one another and should therefore be considered as a single market.
The test used was one commonly used by the competition authorities,
namely whether a supplier serving 100 per cent of a particular market would
be able to maintain prices at 5–10 per cent above competitive levels. The
MMC thought so, but given that football clubs are local monopolies a com-
petitive price has no meaning. Profit maximising prices will not be
influenced by a change of ownership. Indeed a more crucial factor is
stadium capacity constraints. It will always pay to price such that the ground
is filled, given that ancillary sales and sponsorship which depend on this are
substantial and Manchester United had, indeed, been increasing its ground
capacity.
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The broadcasting market is perhaps more problematical, given BSkyB’s
control of the market at that time, though subsequent events suggest that
potential entry to this market is not as limited as the MMC implied.6 Of
concern to the MMC was the prediction of auction theory that when a
bidder in an auction has an ownership stake in an asset being sold (in this
case one-twentieth), or a toehold, it is more likely to win the auction than
competitors without the toehold. This arises for two reasons. First, part of
the value of any bid will return to the bidder with the toehold, enabling a
higher bid to be put in. Second, the winner’s curse may operate given the
uncertainty of the value of the asset and the probability of others over-
bidding, knowing the concern with the toehold can afford to pay more. The
winner’s curse is likely to operate more strongly in an ascending price
(English) auction, where each bidder can observe the behaviour of rivals in
the bidding process. This problem could, however, have been reduced if the
MMC had made sealed bid options a requirement for allowing the merger
and if toeholds are important this should, as George Yarrow argued for the
defendants, have encouraged other broadcasters to obtain toeholds by
buying other clubs. The MMC concluded that the proposed merger was
against the public interest on the grounds that it would harm football by
reinforcing the tendency towards greater imbalance among clubs, in terms
of financial resources, and by providing BSkyB with greater power to
influence decisions relating to the organisation of football, which did not
reflect the long-term interests of the game. It also argued that the adverse
effects on the quality of football would be even more marked if the merger
precipitated other mergers between broadcasters and other clubs. However,
it is not clear how making decisions which are not in the long-run interests
of the game would be beneficial to a broadcaster. Further, the allegation
that the scope for innovation would be reduced runs counter to the facts.

The conclusions of the MMC seem to have been overtaken by events,
including not only the contrary decision of the RPC and the subsequent
new collectively negotiated TV contract, outlined below, but also by the sub-
sequent purchase of minority shares in football clubs by a number of broad-
casters. Because of a potential conflict of interest if a single individual
controlled more than one club in the same division, English Premier League
regulations forbid any single individual or organisation from holding more
than 10 per cent of the assets of any one club, though it may be possible to
circumvent this by purchasing shares in a holding company.7 At the time of
writing media companies held shares in no fewer than 11 of the 20 English
Premier League Clubs and one Scottish Premier League club (see Appendix
2). Frequently these deals include additional payments for acting as the
club’s exclusive media agent, thereby likely improving the quality of the
product in the long run. Further, no less than four media companies have
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toehold effects, thereby threatening BSkyB’s dominant position. The
market now looks very different from the one investigated by the MMC.
However, from the point of view of competition policy a situation in which
a single company holds 10 per cent of several clubs appears more proble-
matical than a situation in which a single company has 100 per cent control
of a single club. In the latter case the interest of the owner will be to win
games, but in the former case there may be an incentive to manipulate results
to ensure more uncertainty of outcome. It is the former case that may be
seen as a greater threat to the perceived honesty of the competition.

The Restrictive Practices Court Investigation into Collective Selling of TV
Rights by the English Premier League

The Restrictive Practices Court (RPC, 1999) took a somewhat different
stance to the MMC on a number of issues when considering whether the
exclusive right of the Premier League (PL) to negotiate on behalf of all its
member clubs and the exclusive right of BSkyB to show live matches up to
the end of the 2000–2001 season was a restrictive practice which was
against the public interest.8 Whilst finding that the PL was a cartel in the
meaning of the legislation it qualified this by stating in paragraph 277 that

some aspects of economic theory dealing with competition cannot readily be
applied in this case. If products or services in the market place are homogene-
ous it may be possible to identify a competitive level of price, and so determine
whether competition in the market place is extracting excess profits by its
strength in the market or by a monopoly position. In a market place where prod-
ucts are differentiated and thus heterogeneous both in nature and price, such
conclusions cannot be reliably drawn.

Like the MMC the Court accepted the importance of the maintenance of
competitive balance. It found that collective selling assisted this process
because of the relatively equal sharing of broadcasting income within the
PL,9 the parachute arrangements for relegated clubs and substantial pay-
ments to the Nationwide Football League for ground improvements.
Whilst, however, the Office of Fair Trading (OFT) had argued that the rel-
evant market was the market for TV rights for live PL matches, the Court
accepted a much wider definition stating that the relevant market was on
the one hand the TV rights relating to sporting events and on the other
hand the supply of broadcasting services.

In putting forward the OFT case an expert witness argued that the PL
acted as a cartel in restricting output and raising price. Broad exclusivity
where only one broadcaster has the right to broadcast particular matches,
and no other broadcaster has the right to broadcast any other league
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match, denied the public opportunities for choice and distorted competi-
tion. An expert witness for the defendants argued that collective licensing
arrangements were very different from the ordinary business cartel. The
latter produces no output that is distinct and additional to the outputs of
the cartel numbers. But the League Championship is a joint product which
cannot be produced in the absence of a cartel arrangement. The value of a
particular match depends on the fact that it is part of the PL competition.
One might add that the broadcaster requires a contract for the league as a
whole because he wants to show the best games and these cannot be firmly
established until the season unfolds. Second, broadcasting of games can
have detrimental effects on live attendances. Therefore the seller has a
vested interest in the timing of broadcasts, a feature not relevant in other
markets.

The court found the views of the expert witness for the defendants much
more persuasive than those of the expert witness for the OFT. It noted that
the main product of 580 PL games per season was not in any way limited
by the exclusivity restrictions. The arrangements did not represent a
straightforward example of restriction of output to raise price and a factor
which weighed with the court was that PL clubs did not on the whole make
large profits. For these reasons the court found in favour of the defendants.

The European Commission has suggested that exclusive broadcasting
contracts for one season do not normally pose any problem for competi-
tion policy. However, exclusivity for a long duration and for a wide range
of rights would be unacceptable because of the likelihood that it would lead
to market foreclosure (Monti, 2000). The Commission has noted that the
RPC did not base its decision on Community competition law and may
consider an exemption. However, it is the preliminary view of the
Commission that a joint selling agreement restricts competition because it
is a price-fixing mechanism, it limits the availability of rights to football
events and it strengthens the market position of the strongest broadcasters
because they are the only ones who can bid for all the rights in a package
(Pons, 1999).

In negotiating a revised TV deal to operate from the season 2001–2002
the PL had to make a sealed-bid process as open as possible in order to
satisfy the competition authorities by publication of an official tender doc-
ument, an unbundling of categories of games to be sold and a shortening
of contract duration to three years. BSkyB won a new contract for 66 live
games with first pick of premiership games at a price of £1.15 billion. NTL
paid £328 million for 40 live matches in a season with a second pick of
fixtures defeating other bids from ON-digital and Telewest10 and ITV paid
£61 million for the right to show recorded highlights, defeating a rival bid
from the BBC worth £41 million.11 No one broadcaster was allowed to win
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a contract for more than one category, so much more competition has
emerged in the broadcasting market than the MMC in particular seemed
to have envisaged.

The Bosman Case

At the European level the Bosman case has had a significant impact and its
long-run implications are still to be fully worked through. The European
Court of Justice ruling (ECJ, 1995), was made after written submissions in
favour of the status quo by the French and Italian governments and oral
submissions by the Danish and German governments. The existing rules
were, however, found to be incompatible with article 34 of the Treaty of
Rome, as were the limitations placed on the number of players employed
by individual clubs. The rules laid down by the football authorities under
which a professional footballer who is a national of one Member State may
not, on the expiry of his contract with a club, be employed by a club of
another Member State unless the latter club has paid the former a transfer
fee, restricted the free movement of labour. Similarly the rules laid down by
the authorities under which clubs may field only a limited number of pro-
fessional players who were nationals of other member states was contrary
to the prohibition of discrimination based on nationality. The Advocate-
General did accept the argument that uncertainty of outcome was impor-
tant, but proposed two alternatives to the retain and transfer system as then
operated – salary caps and a more equal distribution of gate receipts and
television income. He also concluded that transfer fees might be justified if
they were limited to the amount expended by the previous club on the
player’s training and development. More recently however, the commission
has taken the view that requiring a fee for the transfer of a player within a
contract period represents a violation of Article 81 of the Treaty of Rome
as it constrains free mobility of labour.12 This issue caused the intervention
of Tony Blair and other EC leaders and seemed to cast doubt on the ability
of employers to form long-term contracts, though a compromise formula
has now been agreed.13 The Commission claims to be well aware of the
need to ensure that smaller clubs are not deprived of rewards from their
training of young players (Pons, 1999). Pons also suggests that he would
not be surprised if the future application of competition rules to sport were
to reach the conclusion that the following were beyond the scope of article
81(1) of the Treaty – nationality clauses for national teams, quotas govern-
ing the number of teams participating in international competitions, rules
for the selection of individuals on the basis of objective and non-discrimi-
natory criteria, rules setting fixed transfer periods for the transfer of players
and rules needed to ensure uncertainty of results, where less restrictive

The regulation of professional team sports 63



methods are not available. This, however, leaves a large number of issues
linked to the organisation of sports about which considerable uncertainty
remains.

4. CONCLUSIONS

There is considerable confusion about what the appropriate stance towards
professional team sports should be as far as competition policy is concerned.
Should professional team sports leagues be treated as natural monopolies,
cartels or joint ventures? Should there be special exemptions from the stan-
dard provisions of competition law? What is the appropriate definition of
the market? The judgements of the Monopolies and Mergers Commission
and the Restrictive Practices Court, for example, diverge in important
respects. The European Union has yet to develop coherent policies.

Given the special features of professional team sports, treating them as
just like any other industry seems unlikely to maximise consumer welfare.
At the same time a carte-blanche exemption would leave open the possibil-
ity of abuse of monopoly power. Partial exemption conditional on certain
safeguards would appear to be much more appropriate than either of the
above. A US style player draft would likely fall foul of the free mobility of
labour provisions of the Treaty of Rome; likewise salary cap provisions
which, in any event, would be difficult to implement in the context of
European sport, though they have been applied in rugby league and rugby
union. More equal revenue sharing would have the advantage not only of
helping to increase uncertainty of outcome, but also of controlling labour
costs. Its disadvantage is that it would be resisted by the larger clubs as
reducing their ability to compete in lucrative European club competitions.
That is why European-wide solutions are required to restore stability.

APPENDIX 1: LISTED BRITISH FOOTBALL CLUBS
(1999/2000)

London Stock Exchange

Premier League Aston Villa
Leeds United (Leeds Sporting)
Leicester City
Manchester United
Newcastle United
Southampton
Sunderland
Tottenham Hotspur
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Nationwide I Bolton Wanderers (Burden Leisure)
Sheffield United

Nationwide II Millwall
Scottish Premier Celtic

AIM

Premier League Charlton Athletic
Chelsea Village

Nationwide I Birmingham City
Preston North End
Queens Park Rangers (Loftus Road)
Nottingham Forest
West Bromwich Albion

OFEX

Premier League Arsenal
Bradford City
Manchester City

Scottish Premier Aberdeen
Hearts
Rangers

APPENDIX 2: MEDIA INTERESTS IN FOOTBALL
CLUBS (1999/2000)

Club Media Share
Company

Premier League Arsenal Granada 5% (with further 4.9% if
planning permission for
new ground)

Aston Villa NTL 9.9% (five year convertible
loan certificate)

Chelsea BSkyB 9.9%
Leeds United BSkyB 9.1% of Leeds Sporting
Leicester City NTL 9.9% (five year convertible

loan certificate)
Liverpool Granada 9.9%
Manchester City BSkyB 9.9%
Manchester United BskyB 9.9% (originally 11%)
Middlesborough NTL 5.5%
Newcastle United NTL 9.8%
Sunderland BSkyB 5%

Scottish Hearts SMG 37.4%

Note: BskyB also has an agreement with Tottenham Hotspur as an internet-only partner.
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NOTES

1. Whitney (1993) argues that unrestricted competition in the market for athletics
talent will result in destructive competition and in consequence sub-optimal social
welfare.

2. Periodically rules may be changed in order to increase spectator interest. Thus Schofield
(1982) notes a series of rule changes in first class cricket to reduce the likelihood of
draws, to increase scoring rates and to reduce time wastage during games. In football
Newson (1984) examined the effect of the introduction of three points (instead of two)
for a win in the English Football League in 1981–82. Subsequently rule changes have
limited pass-backs to goalkeepers, changed the offside law and other aspects designed to
make the product more entertaining.

3. Its recommendations included a Football Audit Commission to ensure greater account-
ability of clubs, an ‘Ombudsfan’ to investigate individual complaints by fans and a
Financial Compliance Unit. A Code of Practice includes detailed proposals on pricing
policies, merchandising and supporter representation in the running of clubs. The
Government has recently announced that it is to set up an Independent Football
Commission.

4. The minimum requirement for modelling a league with a play-off and incorporating an
‘in contention’ variable where each team determines its own actions in the light of the
expected actions of every other team is a three-team league. This is much more difficult
to model than the conventional two-team league.

5. For a similar diagram see Kesenne (1999).
6. The MMC considered four scenarios:

(i) the continuation of collective selling of TV rights and no other mergers;
(ii) individual selling of TV rights and no other mergers;
(iii) collective selling of TV rights and other mergers;
(iv) individual selling of TV rights and other mergers.

In every case it felt the situation would be inferior to the status quo in terms of price,
choice and innovation.

7. UEFA rules also prohibit clubs owned by the same company (with control defined as a
stake of 51 per cent or more) taking part in the same competition. This rule was chal-
lenged by ENIC which held majority shares in Vicenza and Slavia Prague and minority
shares in Glasgow Rangers, FC Basle and AEK Athens. In August 1999 The Court of
Arbitration for Sport (CAS) ruled in favour of UEFA on the grounds that this rule was
necessary and proportionate.

8. The exclusive rights offered to the BBC to show edited highlights of Premier League
games was also part of the case. However, the Nationwide Football League’s exclusive
deal was not so referred.

9. TV income is shared on the basis of 50 per cent equally shared among the 20 Premier
League clubs, 25 per cent according to league position (positively) and 25 per cent
according to TV appearances. After the new deal was signed the less wealthy clubs
argued that the larger sums involved under this formula would widen income inequality
in the league and proposed that the additional income involved should be shared equally
among all clubs. This proposal was narrowly defeated.

10. In October 2000 NTL announced that it was withdrawing from the contract, which it
had not signed, without giving any substantive explanations. Thus the Premier League
was faced with need to engage in a new auction.

11. In addition the BBC in partnership with BSkyB won the rights to the FA Cup with a bid
of £400 million.

12. The Commission takes the view that the player should pay compensation for his breach
of contract and then be allowed to move without a transfer fee being payable. The
Commission claims, however, to be aware of the need to ensure that the smaller clubs are
not deprived of compensation for the training of young players and suggests that the
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creation of a common solidarity pool allowing for a redistribution of a share of reve-
nues from sporting competitors may also be acceptable (Pons, 1999).

13. After considerable debate, the FIFA, UEFA and EU in March 2001 finally agreed on
reforms to the existing transfer system. The essence of the new arrangements, which will
not affect existing contracts and initially will apply only to cross-border transfers, is
that:

– Players’ contracts will range from one year to five with transfers involving fees pos-
sible at two windows in summer and midwinter of each season, subject to the agree-
ment of the player and both clubs.

– Where a club and player are not in agreement to a transfer, movement in the first
three years of a contract would be subject to league sanctions, as well as civil reme-
dies.

– For players aged 18–23, compensation for the costs of training and player develop-
ment will be provided based on a fixed formula.

– In all cases, independent arbitration will be available.

The net effect of these changes will be to increase the bargaining power of the players
relative to the clubs.
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3. The distribution of income in
European football: big clubs, small
countries, major problems
H.F. Moorhouse

THE AMERICAN CHALLENGE

Measured simply in terms of gross revenues, which almost doubled during the
five complete seasons (1995–1999) since 1994, Major League Baseball is pros-
pering. But that simple measurement is a highly inadequate gauge of MLB’s eco-
nomic health. Because of anachronistic aspects of MLB’s economic
arrangements, the prosperity of some clubs is having perverse effects that pose
a threat to the game’s long-term vitality. (Report of the Commissioners Blue
Ribbon Panel on Baseball Economics, 2000, p. 2)

The Report of the Panel on Baseball Economics published in July 2000 is a
salutary document viewed by anyone interested in the well-being of
European football. I will come to its diagnosis of the problems posed by
prosperity soon, but we should note immediately how this major American
sport:

� established a committee of experienced football outsiders (an aca-
demic, ex-Senator, ex-Governor of the Board of the Federal Reserve
System, and so on) to examine the economic and sporting problems
of the game;

� made the report easily available – it can, for example, be downloaded
on the internet – as an aid to general discussion;

� set out a wide-ranging and rational appraisal of the problems and
possibilities a changing situation had created – it did not spend time
harking back to how some ‘traditional situation’ was so much better;

� is seeking to plan for the future rather than being driven by the tide
of events.

Whatever happens to the detailed recommendations of this report, what-
ever its precise motivations, such energy, such rationality, such appraisal,
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such perspective, such transparency, is in stark contrast to the activities and
mind-set of those who supposedly govern European football. These
authorities are enclosed, secretive, unwilling to discuss, backward looking,
seemingly impotent in the face of the new forces shaping soccer, while
covertly making many easy compromises with such forces. The football
authorities’ constant moaning about ‘Bosman’, agents, incursions of the
law, the European Commission, their hundred and one futile attempts to
‘turn things round’, the endless, usually pointless, lobbying, the reiteration
of assertions and assumptions not hard evidence, and so on, all reveal not
just plain ignorance (empirically, many of the benefits they claim for past
arrangements can be shown to be false) but also a state of mind which is
negative, undynamic and lacking the vision to protect European football
from the problems steadily engulfing it. We have, for example, rapidly
entered a stage where economic competition between clubs on a European
level is a vital element in their sporting rivalry without any official attempt
to create standardised knowledge about football finances. The plain truth
is that nobody can honestly say which of Europe’s elite clubs is truly the
richest and by how much. European football exists in a state of ignorance.
Europe’s major sport does not have the basic statistics to carry out anything
like the analysis of problems and possibilities attempted for Major League
Baseball in America. Now, it is possible to regard this state of affairs as
endearing, charming, the way things have always been, an opportunity for
dubious econometrics, and so on, but it is highly dangerous for the future
well-being of football in Europe.

For the last decade, FIFA, UEFA, the national associations, the national
leagues, insofar as they have facilitated any discussion at all, have encour-
aged a low level of debate in which the solution to almost any problem in
football is said to be the maintenance of, even a return to, traditional labour
market restrictions. Let me state plainly, what is blatantly obvious, that is
not going to happen. The negative mind-set, the wasteful lobbying, the
failure to analyse, the abdication of sophisticated leadership, the lack of
honest, open, analysis, means, in the main, that in most current discussion
about European football:

� the wrong problems are being addressed;
� the wrong ‘solutions’ are being touted;
� truly crucial issues are being neglected.

I will endeavour to expand on this assessment throughout the rest of my
chapter.
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BASEBALL’S PROBLEMS

We also begin with the assumption that it is clearly in the best interests of MLB
and its fans to have franchises located in viable markets throughout North
America rather than concentrated in a few major markets. This report also
assumes that a reasonable degree of competitive balance is an essential founda-
tion for the continued popularity and growth of the game, and that mechanisms
must be in place to ensure long-term competitive balance despite the inevitable
inequalities in size, local market conditions and demographics of the commu-
nities in which MLB franchises are located (Report of the Commissioners Blue
Ribbon Panel on Baseball Economics, 2000, p. 13).

The Report on Baseball Economics sees ‘the heart of the problem’ facing
contemporary baseball as a large and growing disparity in ‘local revenues’
(gate receipts; fees for local TV, radio, and cable rights; advertising and
publications; parking; suite rentals; and so on) between clubs in the
leagues. Such local revenues make up the largest single element in the
income of most clubs, and the ratio between the highest and the lowest
club has more than doubled in the last five years. The report frankly rec-
ognises that such local revenues flow far more readily to clubs located in
large media markets. In 1999 the New York Yankees took $176 million in
local revenues, the Montreal Expos just $12 million. This new and
growing imbalance between clubs has undermined previously established
mechanisms designed to redistribute revenue and maintain competitive
balance: ‘Although Central Fund revenues, which historically have been
distributed evenly among all clubs, have more than doubled since 1995,
they are now a smaller percentage of most clubs revenue than in 1995’
(Report, p. 2). We should note that this American sport already practises
more redistribution of revenues than is done at an equivalent level of
European football, but does not consider it nearly enough to sustain com-
petitive balance. Either American sport has totally misunderstood the
potential problems or European sport needs to discuss all the issues
involved openly and rationally.

The report argues that this economic imbalance between clubs in the
same league has led to widening payroll disparities, which is tending to
mean that only a few clubs in MLB have any real chance of sporting
success. Its judgement is: ‘The goal of a well-designed league is to produce
adequate competitive balance. By this standard, MLB is not now well-
designed’ (p. 5). Despite immediate prosperity, inherent structural factors
have strong potential to tarnish baseball’s future: ‘To ensure baseball’s
broad and enduring popularity, and to guarantee its future growth, MLB
needs a structure under which clubs in smaller markets can have regularly
recurring chances to contend for championships’ (p. 6).
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The solutions the report offers are to:

� convert more of these ‘local revenues’ into central industry revenues;
� allocate these augmented central funds disproportionately to the

lower revenue clubs (especially to help with payroll costs);
� introduce a competitive balance tax designed to force club payrolls

into a narrower band by compressing those at the top and raising
those at the bottom;

� make various changes to the drafting of players to the benefit of
smaller clubs;

� enable more franchise relocations to take place so that clubs can
move to more economically hospitable ‘home towns’.

For what the report believes is that: ‘A reasonably level playing field, on
which clubs representing markets which are quite diverse geographically,
demographically and economically can compete with at least periodic
opportunities for success, is fundamental to MLB’s continued growth and
popular appeal’ (p. 12).

BOSMANIA AND THE REAL PROBLEMS OF
FOOTBALL

I hope the outline of my argument is becoming clear. The problems this
recent report on American baseball identifies are very close to those that
are the really crucial ones inherent in contemporary European football:

� the effects of great disparities of income between supposedly com-
parable clubs;

� how competitive balance is to be maintained;
� the desirability of maintaining and increasing spectator interest in

football in all geographic regions (markets);
� not allowing unregulated market forces to decide the competitive pat-

terning of the sport.

Yet such issues are little discussed in Europe. Instead almost all officials, the
media and the majority of academics are afflicted with virulent Bosmania.
There is scarcely an analysis or discussion of the current state of European
football which does not start from a, usually misunderstood, ‘Bosman’ or
‘Bosman ruling’, and such a starting point limits the breadth and depth of
analysis. It almost enforces nostalgia for past stability and a policy desire
for a ‘return to normality’. So, for example, Mr Champagne, an advisor to
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the President of FIFA, offered his opinion that: ‘The Bosman ruling ended
up sparking off an era of wild capitalism as players cashed in financially by
virtue of their increased bargaining powers with clubs’ (Reuters, 12.4.2000).

So, apparently, the basis of current problems is ‘greedy players’. In con-
trast, let me suggest something that sounds heretical – if Bosman had never
occurred then most of the problems endemic in contemporary European
football would still exist in something like their present forms. Yes, football-
ers’ wages would be a little bit lower, but not that much. Transfer fees would
have spiralled even higher. But these are not the crucial issues. The truth is
that the real drivers of the fundamental changes in train in European foot-
ball do not have much to do with Bosman, but rather concern:

� the increasing significance of relatively new income streams and the
fact that these are mainly being treated, in American terms, as ‘local
revenues’,

� the continuing expansion of the TV and other electronic communi-
cation industries, desperate for the exciting content that sport pro-
vides.

What has Bosman to do with these? I have argued elsewhere (Moorhouse,
1993, 1995, 1999a, 1999b, 2000) that:

� the traditional transfer system never performed the redistribution
functions that UEFA claim – not much money ever did ‘trickle down
the pyramid of football’ or substantiate all the rest of the clichés reg-
ularly deployed;

� in England, anyway, very little income was ever redistributed between
clubs through other mechanisms, and these mechanisms have been in
steady decline since the mid-1980s;

� the crucial issue that needs to be addressed with the greatest of
urgency in Europe is that of the redistribution of income between
clubs.

Such evidence, such arguments, have little effect on the football authorities.
They are obsessed with labour market restrictions and in none too imagi-
native ways at that. In recent years their energies have been expended on
trying to reinstate former restrictions in some new way or, at the least, to
limit the impetus of these changes. Since 1995 both UEFA and FIFA have
lobbied to get what they like to refer to as the ‘disruptive Bosman ruling’
changed, and to get sport declared to be a ‘special case’ to insulate it from
the scope of European Commission directives on freedom of movement of
labour and on competition. They have singularly failed in these aims and,
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in 2001, had to concede more changes to the traditional transfer system as
a result of pressure from the European Commission.

‘Bosman’ has become a misleading proxy for the manifold ills of
European soccer, and the fevered attention devoted to it has hindered a
fuller analysis and open discussion of the game’s vital problems in a new
era, where its economics have changed fundamentally. FIFA and UEFA
like to declaim about the ‘specificity of sport’ but are quite unspecific about
just what this means. The real problems facing European football are being
neglected and appropriate solutions are not being devised or even discussed.

UEFA AND THE REDISTRIBUTION OF INCOME

Domestic leagues are only a means to an end; Europe is where you promote clubs
as a business and as a product. (Alex Fynn, The Sunday Herald, 26.3.2000)

In a previous paper I demonstrated that, in the post war period, there does
not seem to have been that much redistribution of income in national
leagues in Europe, and such as there was has been curtailed in recent
decades (Moorhouse, 2000). So if many of the domestic leagues do not
carry out much significant redistribution, what happens at the highest level
of pan-European club competition, a level controlled directly by UEFA?
The Champions League is the main pan-European tournament and clubs
participating in it keep virtually all the gate money from their home
matches. In the various qualifying rounds clubs can also strike their own
TV and merchandising deals, but in the Champions League proper (that is
from the last 32 clubs onwards) UEFA controls the TV rights and advertis-
ing opportunities centrally (UEFA, 2000). In season 1999/2000 the gross
income UEFA obtained from these sources amounted to 828 million Swiss
francs (around £330,000,000). This was distributed as follows:

� 30 million went to UEFA for its general purposes;
� 96 million went to the running costs of the competition;
� 110 million went in various unequal ‘solidarity payments’ to the asso-

ciations, leagues and clubs of the 51 member associations of UEFA;
� 592 million went in unequal shares to the 32 clubs in the Champions

League (of which 5 per cent of each club’s payment went to their
national leagues).

The first two elements speak for themselves. While they may be thought to
be too high or too low they have little to do with any attempt to redistrib-
ute income. UEFA explains the distribution of the third element as:

74 Public policy and sports economics



Each of the 51 UEFA member associations will receive Swiss francs 300,000,
and each club which has participated in the 1999/2000 campaign will receive
80,000 per round if they do not qualify for the UEFA Champions League group-
match stage, or if they were eliminated in the second round or earlier in the
UEFA Cup. In addition, each domestic champion who failed to reach the group-
match stages in the UEFA Champions League will receive a bonus of Swiss
francs 150,000. (UEFA, 2000, p. 3)

Clearly, there is some attempt at redistribution here but it is to national
associations rather than to clubs, and at a low level. A former General
Secretary of the English FA noted that Real Madrid received about £15
million from UEFA while the whole of Welsh football got just £300,000
(The Independent, 2.10.2000).

The fourth element in UEFA’s distribution is divided into:

� 332 million Swiss francs as ‘fixed payments’;
� 260 million Swiss Francs as ‘market share payments’.

‘Fixed payments’ are, in fact, based on appearance and success in the
Champions League. Each of the 32 clubs got 1.5 million francs just for
being in the first group-match stage (which many big clubs enter automat-
ically) plus 500,000 francs per match, plus a performance bonus of 500,000
francs for a win and 250,000 for a draw. So a totally unsuccessful club elim-
inated at the end of the first group stage was guaranteed 4.5 million Swiss
francs. All clubs who entered the second group-match stage (that is the last
16) got another half a million per match plus the performance bonuses, and
so picked up at least another 3 million. The quarter-finalists all got 4
million each, the semi-finalists 5 million, the runners-up 6 million and the
winners 10 million Swiss francs. UEFA indicated that a club which won all
its matches and so the whole competition would obtain 32.5 million Swiss
francs from this stream of income and, as UEFA helpfully points out: ‘This
sum does not include a club’s gate receipts from their home UEFA
Champions League matches or its proportion of the market share’ (UEFA,
2000, p. 6).

‘Market share’ is the amount ‘distributed according to the proportion of
the value of each TV market represented by clubs which participate in the
UEFA Champions League’ (UEFA, 2000, p. 3). Nominating clubs as ‘rep-
resenting’ media markets is a very unusual way of thinking about European
football, and one whose logic, as I will indicate, UEFA seems unwilling to
follow on all occasions. UEFA notes that it is impossible to detail the
‘market share’ aspect before the relevant clubs are known but: ‘UEFA
believes that the five strongest markets will receive a share of between Swiss
francs 35 and 55 million each, depending on the television contracts signed
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with each market’ (UEFA, 2000, p. 7). Which, taking the mid-point of 45
million and multiplying by 5, leaves very little to be shared out among clubs
from all the remaining, weaker, media markets. The exact amount flowing
to each club from this element depends on four, rather odd, factors:

� the number of clubs from each market in the competition;
� the league standing of the club;
� their performance in the Champions League;
� the performance of other clubs from the same country.

‘Depending on all these factors, in the best possible scenario, a club can be
allocated approximately Swiss francs 30 million’ (UEFA, 2000, p. 7).

Well, what my summary shows is that in the main football competition
that UEFA directly controls:

� it does not practise much redistribution of income between even the
elite clubs of Europe;

� the principles it operates are those which reinforce market advantage
and playing success.

The comparison with sports in the USA could hardly be starker. This is the
more so because, through various mechanisms recently introduced, for
example the seeding of clubs in the Champions League, UEFA seeks to
smooth the path of the very biggest clubs in reaching the later rounds of its
competition. UEFA’s summary of the distribution of Champions League
revenue for season 2000–2001 reveals that clubs from the ‘Big 5’ leagues of
Italy, Spain, England, Germany and France gained over 75 per cent of the
money in principle available to clubs from all over Europe. In many cases
‘market share’ payments were much greater than what clubs earned via
sporting success – especially for the clubs from Germany and France
(UEFA.com 21.8.2001). Of course, it is well known that, in recent years,
UEFA has been engaged in giving way to the demands of the very biggest
clubs in Europe in order to forestall the threat of a breakaway ‘super
league’. It has not been able to organise the distribution of rewards from
the Champions League just as it pleases. But my charges are that it never
did carry out much redistribution, that it has not been ready to raise this as
a problematic issue, or to put it on the agenda of European political bodies,
and that it is not well prepared to face the consequences the play of market
forces are producing. Rather, in its rhetoric, UEFA tends to pretend that it
is carrying out some significant redistribution from the proceeds of this
competition, which is plainly untrue.

The failure to attend to the redistribution of income as a problematic
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issue in either the domestic or trans-national levels of competition is
leading to all manner of strains and stresses in European football. To
underline the consequences of these tensions, I want focus on one specific
outcome of the growing imbalances of income between clubs in Europe:
the new difficulties posed for traditionally big clubs based in small coun-
tries (markets).

THE SIXTH BIG LEAGUE?

In recent years the involvement of clubs from smaller countries has sharply con-
tracted. Great names such as Ajax, Anderlecht, Benfica and Celtic are being
reduced to occasional players on the European stage dominated by the big five
leagues . . . These clubs are no longer able to generate the income required to
compete. Compare three clubs each of whom regularly have 60,000 crowds,
having a world-wide brand name, with supporters all over the globe. By 2003,
Barcelona’s television income from domestic sources and the Champions
League will be £60 million a year. Manchester United is expected to be upwards
of £35 million, Celtic will be just £4 million. The mathematics are simple. To
establish a squad capable of competing in Europe you now need to spend £150
to £160 million. After 2003 some clubs will be able to generate that in four years
– a period in which we will only have earned £16 million . . . The Scottish Premier
League generates one and a half times the combined revenue of the Austrian,
Danish and Greek leagues yet its clubs lost £20 million in the last six years. If a
league which has been shown to have the best financial leverage in Europe is
technically bankrupt and a club the size of Celtic cannot compete, the situation
must be addressed. Otherwise the top level will become, in effect, an American-
style closed shop franchise. (Celtic spokesman at the Football Expo 2000 con-
ference, reported in The Independent, 1.3.2000).

In the last two years the big clubs from some of Europe’s smaller countries
have been discussing and promoting the idea of creating a new cross-
national league – initially named the Atlantic, later called the Euro, League.
The principle behind the proposal was that European club football is more
and more dominated by teams from what are called ‘the Big 5’ leagues –
those of Italy, Spain, England, Germany and France. In these countries
large and wealthy populations facilitate major TV contracts which provide
important new income streams to their biggest clubs. By joining forces, the
major clubs from a number of small countries aimed to form a sixth
European league spanning a population comparable to the big nations,
with the same kind of wealth, and so, potentially, TV and related income.
For it is not simply TV revenue that is at issue, for the lack of exposure has
a knock-on effect onto other vibrant new streams of income like sponsor-
ship and merchandising. The new league would allow them to match the
‘Big 5’. And the new league would make them more attractive to the best
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players who are unwilling to join these clubs, not just because of finance
but because their domestic leagues are perceived to be less glamorous, less
exciting, and as offering less opportunity for lucrative personal spin-offs.

According to a director of Rangers, eight clubs – Porto, Benfica (of
Portugal), Feyenoord, Ajax, PSV (Holland), Anderlecht (Belgium), Celtic,
Rangers (Scotland) – were the main discussants and they, and a few other
clubs, put their plan to UEFA in late 2000. The proposal was designed to
try to align these clubs’ future financial position with their traditional
sporting status. Their basic belief was that the top teams from smaller
leagues can only continue to compete at the highest levels in Europe
through the creation of new, trans-national, forms of competition. Their
concern seems to be justified. A study of Belgian football by KBC Bank
indicated that:

The average $5.4 million available to each first division club was just one eighth
of the average budget of an English Premier League side. Anderlecht, Belgium’s
richest club would have been fourteenth in terms of budget in the English league
in the 1997–98 season.

and argued:

If Belgian clubs want to compete at the highest European level in the future, they
will have to achieve a very considerable expansion in their income base. (Reuters,
24.5.2000).

And such financial inequalities seem to be having sporting consequences
for big clubs from smaller countries. The chief executive of Celtic com-
mented about the Champions League: ‘If you look at the clubs who have
qualified for the later stages in the last three years, the smaller countries
have had two representatives, one, and one again’ (The Herald, 19.9.2000).
Moreover, in Scotland it has been suggested that Atlantic/Euro League pro-
posals emanate from the Dutch members of the G14 grouping of clubs who
believe that the richest clubs in Europe are unhappy with the present struc-
ture of European club competition and that: ‘Changes proposed by the
Italian clubs and others from the Big 5 leagues may result in a future struc-
ture that effectively excludes, for example, the Dutch’ (Celtic View, 19.
1.2000).

So big and famous clubs from smaller media markets face a problem of
potential economic or organisational exclusion from effective elite compe-
tition in Europe, and a new trans-national league was their solution. As it
developed, the suggested format for the new league was that it would
contain four teams from Holland and Portugal, three from Scotland, two
from Belgium and one each from Norway, Sweden and Denmark. The pro-
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posers hoped that the new league would have the same rights of entry to
the Champions League as the ‘Big 5’, so that a fairly large number of clubs
from this new league would be guaranteed access to UEFA’s riches. The
proponents also aimed to forge an organic link between the new league and
their respective national leagues, so that there would be a system of promo-
tion and relegation between them. One suggested format was for the
national champions of those countries involved to play off with the bottom
club from their country in the Euro League to decide which one would take
part in the trans-national league the next season. If this format had been
accepted, the number of teams from Holland, Portugal and Scotland
anyway, had been neatly calibrated to mean that the truly big clubs from
these small countries would normally be insulated from any consequences
of the organic link.

This initiative was much misrepresented. It was, for example, argued to
be only a tactic by ‘second string clubs’ designed to pressure UEFA into
restructuring its secondary competition – the UEFA Cup – into a league
format like the Champions League, thus guaranteeing participating clubs
more games. Such responses suggest that the real situation of big clubs in
small countries has not been grasped by many people in ‘the family of foot-
ball’. And these clubs insist their plight is extreme. As the chairman of Ajax
put it: ‘It is in no-one’s interest to have a situation where only five countries
dominate the football market. If you consider Europe to be one country,
which is what we are heading for, why not have competition within that
country?’ (The Sunday Herald, 26.3.2000), while the chairman of PSV
argued:

We’re sinking slowly. Its not a question of wanting to join a European league.
We have to. The Dutch first division in its current form is out of date. (Reuters,
7.1.2000)

and:

We want to compete with the best in Europe and to do that we need to improve
our budgets. We need more money to invest, we need more cash to buy players
and we cannot get that at the level we are operating in at this moment. Rangers
cannot do it in Scotland, PSV and Ajax cannot do it in Holland and the same
goes for the others. Where do we get the money from? From TV and commercial
partnerships. The spin-off from TV and commercial sponsorships in our own
countries are too limited. The players that Rangers, Ajax and PSV are buying at
the moment are not big enough to bring us to a higher level. Players can get wage
packets triple or four times the amount they can get in Holland and Scotland and
we need to change that . . . The chairman of Rangers, Celtic, Ajax, myself, we do
not want to be part any longer in a competition that cannot lift us to a higher
level in financial terms and in football terms. (The Sunday Times, 13.8.2000)
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The chief executive of Celtic, explaining that while Celtic were the fifth best
attended football club in the world, they could not afford the wages of the
top players in Europe, declared:

You need to place our ambitions in the context of the market environment in
which we operate. By this I mean the Scottish Premier League . . . in the long
term, i.e. five years, we have to ensure Celtic is part of a football environment
that will not ultimately bankrupt us when we attempt to compete with big clubs
in the large leagues of Europe. (Celtic View, 19. 1.2000)

And the owner of Rangers agreed with his fellow executives: ‘Financially,
Rangers and Celtic have an expenditure that is not being met by our
income. Both of us have a set-up which is not set up for Scottish football.
Unless we address the problem, we are going to run out of money.’ (The
Scotsman, 16.8.2000). While the chairman of Celtic added in his annual
report for 2000:

I believe it is accepted that the Scottish football structure is not succeeding in its
present form. We face the prospect of a steady downward spiral in which both
the strongest and the weakest clubs sides will see a deterioration in their ability
to supply attractive competitive football. It cannot be healthy for domestic com-
petitions to be dominated by a very few teams while our top clubs enjoy only
limited success in Europe. The European pie gets bigger year by year, but shared
by a diminishing number of teams from the select few countries, while the
smaller countries and clubs scramble for the crumbs. (The Herald, 12.8.2000)

The chief executive of the Scottish Premier League put plainly the issue
facing all Europe: ‘Clubs cannot be paralysed because they come from a
small television market like Scotland. We have to try to change that’
(www.scotprem.com, 26.7.2000).

Well, on the face of it, the formation of a new trans-national league
would seem a way to let these clubs get onto a level playing field with those
from ‘the Big 5’, so increasing sporting competition and expanding the
appeal of elite competition into more geographical areas (markets) of
Europe. But UEFA’s response indicated an unwillingness to recognise this
economic and sporting problem. Reacting to stories about the Atlantic
League the chief executive of UEFA said (with no evidence and little logic):
‘Domestic leagues are the base of our entire system. If the national cham-
pionships are eclipsed everything disappears’ (Agence France Presse,
15.2.2000) and again: ‘Simply the bread and butter of any club comes from
its national league. If a national championship becomes a second string
event everything disappears. We mustn’t turn our backs on national com-
petitions in the pursuit of money, otherwise we are heading for disaster’
(Agence France Presse, 16.2.2000).
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The president of UEFA was just as cool: ‘such a trans-national league is
not part of European sporting culture’ (Agence France Presse, 23.2.2000),
while later in the year the chief executive told L’Equipe: ‘I believe we have
reached the limit of what the public can take in terms of international
games. Priority must be given to the national leagues.’ He saw European
football as full of risks with all these strange plans and rumours of break-
away leagues, and quickly linked them to UEFA’s ruling obsession: ‘As long
as we don’t abolish the consequences of the Bosman ruling – that freedom
to rule, buy at any time, to give up solidarity – there will be a risk’ (L’Equipe,
3.4.2000). In Scotland Celtic have claimed that UEFA’s obsession with
Bosman meant they were not prepared to give the proposal for a new league
the attention it deserved.

In late September 2000 when the clubs finally submitted their proposal
for consideration, UEFA said it had ‘major concerns’ and their spokesman
added: ‘The proposals are unlikely to be acceptable. They raise more ques-
tions than answers . . . We are committed to maintaining the domestic
leagues and current European club competitions’ (The Guardian,
21.9.2000). In response the Scots clubs reiterated that change was neces-
sary, and that UEFA would, in the end, sanction such a league. In any case,
as a director of Rangers put it: ‘Whatever the outcome, there is a bigger
issue – the problems surrounding the bigger clubs in the smaller countries
– and that is something that should never be overlooked’ (The Herald,
22.9.2000). In December 2000 UEFA flatly rejected the proposal, blaming
the problems these clubs faced on the Bosman ruling and freedom of
movement (Reuters, 15.12.2000). At the same time, UEFA issued what it
refers to as ‘Ten Commandments’ on the development of club football in
Europe, principles that reiterate the importance of national leagues and
seek to place new restrictions on any grouping trying to find new solutions
to the problems of big clubs in small countries (The Times, 16.12.2000).
The only carrot UEFA offered were changes to the UEFA Cup to guaran-
tee clubs in that competition more European games, though a later refer-
ence by a UEFA spokesman about the need to help: ‘clubs who are
traditionally competing in the UEFA Cup’ (Reuters, 20.4.2001) sounded
ominous for the ambitions of big clubs in small countries. This ‘solution’
was welcomed by some club spokesmen but rejected as irrelevant to ‘lack
of competitiveness’ by others. A director of PSV Eindhoven, for example,
argued: ‘UEFA have listened to the problem, and say they understand it
but they do not seem ready to want to listen to our solution’, and indicated
the continuing problems of these kind of clubs in the current set up: ‘Not
only are the best players moving away from the smaller countries, but the
next best players are leaving as well’ (The Guardian; The Independent,
1.2.2001).
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The war of words continued throughout 2001, and it was suggested that,
if UEFA blocked the development of the Euro League, Celtic might be pre-
pared to challenge the football body at law, as acting in restraint of trade
(The Financial Times, 24.7.2001). But later a change of emphasis started to
occur – in Scotland at least. In mid-July 2001, Dermot Desmond, a direc-
tor and chief shareholder in Celtic told an Irish business journal that he
believed that it was ‘inevitable’ that Celtic would join the Premier League
in England. This in a context where the top five teams in Division 1 of the
English Nationwide League (that is in effect, the English second division)
earned more than Celtic and Rangers from their domestic TV contract
(Daily Record, 13.7.2001). The chairman of Celtic added: ‘the League
structures are archaic, put together in a different age, with different prior-
ities, and, naturally, no perception of public limited companies and modern
economics’ (The Scotsman, 13.7.2001).

Later in July Desmond was interviewed about his belief that Celtic and
Rangers would be joining the English Premier League. He pointed out that,
while Celtic and Rangers received something like £2.5 million from their
domestic football contract, Bradford City – just relegated from the English
Premier League – had earned four times this amount. But he was at pains
to promote a positive economic rationale. Speaking of the need to ‘improve
the product’, that it made ‘economic sense’, and suggesting that ‘the
English football bubble’ might burst, he argued:

Its very simple, there’s no mystery to it. Commercially it would work because the
audiences would increase – in Ireland, Scotland, globally – then the advertising
revenue would increase. Second, from a football standpoint would the Premier
League be better with Celtic and Rangers in it? I’d like to think so. That’s
progress – for everybody.

And went on:

This is not an anti-Scottish agenda. It is a question of whether Scottish clubs fly
the Scottish flag in their own backyard or farther afield. I believe you should go
for a market that creates a greater football challenge and remunerates you at a
level that means you can compete with the best. Because money determines
whether you can retain players – not even buy them, retain them. (The Guardian,
28.7.2001)

Such a view was backed, slightly less emphatically, by spokesmen for
Rangers. Celtic were involved in a share issue at the time, and some com-
mentators interpreted this new ‘proposal’ as a ploy to influence possible
investors, but it was much more warmly received in Scotland than the Euro-
League proposals.
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However, this new tack to try to solve the problem of big clubs in small
countries in Europe was, again, not well received by the football authorities.
A spokesman for FIFA said:

Given that there is a viable national league in existence, it would appear most
unlikely that Rangers and Celtic would be allowed to play in an English league.
There is no compelling sporting reason for them to do so. (The Scotsman,
31.7.2001).

UEFA was slightly more ambiguous, with its chief executive citing the
example of Welsh clubs playing in the English leagues as a precedent, and
saying: ‘I don’t think we would stand in anyone’s way if everybody agreed,
but I think that is something which needs to be achieved’ (The Sunday
Herald, 26.8.2001). But he was quoted in a more opaque style on UEFA’s
own website:

The idea of these two clubs joining the Premier League was brought up by the
clubs themselves but UEFA’s position is that it believes in the national structures
for the basis of our competitions. We do not, as such, support teams moving
from one country to another. In this specific case, if both associations and the
league wish to change this principle they must make a proposal to the interna-
tional bodies. (UEFA.com, August 2001)

UEFA’s slightly more conciliatory tone was probably because of the
floating possibility of a restraint of trade legal action, because such simple
cross-border switches could be seen as a less fundamental threat to its basic
framework of national associations than any Euro League, and probably
because of a shrewd suspicion that the two Scottish clubs had a lot of work
still to do to convince a majority of top English clubs that such a change
would be mutually beneficial. For while the Scots like to dwell on the large
crowds the Rangers and Celtic can attract and their brand’s ‘global appeal’,
English officials have tended to pour cold water on the idea. A Premier
League spokesman said at the outset of this ‘proposal’:

Celtic and Rangers are not joining the FA Premier League. There are no plans
to change the current structure and no discussions are taking place. We haven’t
even contemplated it to be honest. (The Scotsman, 31.7.2001)

And, amidst continuing speculation, the chief executive of the English
Premier League reiterated:

We are so successful anyway that it would be arguable if it even made a margi-
nal difference to the Premier League should Celtic and Rangers join. It’s not
going to increase gate revenues when there are 18 other clubs with full houses
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most weeks. You have to say its by far to the advantage of Celtic and Rangers,
more than it is to the Premier League which is why I can’t think we will be racing
to make it happen. (The Scotsman, 11.8.2001)

A recent proposal for a two-tier English Premier League, designed to
share out TV revenues amongst more clubs, only envisaged incorporating
most clubs in Division 1 of the Football League in England into the existing
Premier League (Agence France Presse, 17.9.2001), while in October 2001,
the Scottish vice president of FIFA spoke of a UEFA executive committee
meeting he had attended as an observer in September, where he had raised
the issue: ‘Though there was no vote the feeling was unanimous. UEFA will
not accept that clubs can be situated in one country but play in a league
located in another’ (The Sunday Times, 7.10.2001). What appeared to be
precedents were not. The apparently conciliatory words of UEFA’s chief
executive had been ‘misconstrued’. And: ‘There is an expectation, a fear, that
the whole set-up of football would fall apart if, for example, Austrian clubs
played in Italy or Dutch clubs in the Bundesliga’ (The Scotsman, 8.10.2001).

Whatever the official reaction, Celtic and Rangers’ hopes of joining the
English Premier League, often with attendant suggestions that Portuguese
clubs could join the Spanish league, the Dutch, the German, and so on, are
insecurely based. They allude to their global appeal, suggest that the
English competition may soon need ‘spicing up’ and that the TV compa-
nies would welcome the change, but all these arguments lack substance.
This ‘proposal’ – largely played out in the Scottish media – panders to the
historic concerns of Scottish fans (Moorhouse, 1987) but lacks the funda-
mental logic of the Euro League plans. Instead of banding together with a
number of clubs who have a similar structural, economic, and sporting
problem around Europe, the two big Scottish clubs seem to be pinning their
faith on the hope that they will, for vague reasons, be granted a slice of the
burgeoning TV and ancillary revenues in England, when there is no com-
pelling economic motive for most English clubs to agree to this. But, despite
inherent implausibility, this is the preferred option for future developments
in Scotland as of late 2001.

For, in early August 2001 The Sunday Times announced ‘The Euro-
League Lies Dead’ and went on:

The Old Firms’ desire to join the English Premiership is poised to become des-
peration after it emerged their alternative way out of the Scottish game, forming
a Euro League, has been all but abandoned by key players involved in the plan,
most notably Ajax.

In May a majority of the clubs involved in the Euro League proposal had
concluded that they could not bring it into being. The factors precipitating
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their loss of confidence were UEFA’s rejection of the plan, the opposition
of the G14 group of clubs, the proposed alterations to the format of the
UEFA Cup competition by 2003, doubts about the projected economic
benefits, and Celtic and Rangers’ interest in joining the English Premier
League. According to van Eijden, the managing director of Ajax:

The Euro League is about making the market for TV rights bigger, but by bring-
ing the six countries together, you don’t make one TV market. It’d still just be
Dutch TV, Belgian TV, Scottish TV. Only when you have a common European
market can you do something like that. Football is a local business and Celtic
belong in the Scottish market. Their potential is how many people live near the
stadium, how many local companies give them sponsorship. Clubs are not inter-
national teams. Barcelona versus Alaves is much more important than
Barcelona v. Ajax. Bayern Munich v. Bayer Leverkusen is a full stadium, Bayern
Munich v. Porto a half-full one. There must also be a sporting criteria to any
league. Football in Europe should not be like sport in America.

Regardless even of his defeatist tone and old-fashioned appreciation of
clubs as ‘brands’, van Eijden offered no solution to the problems of big
clubs in small countries which had spawned the Euro League proposals in
the first place, especially as he seemed to dismiss other possible solutions:
‘everybody has to be honest with themselves. Celtic can say “we want to
join the Premiership”, but the Premiership doesn’t want them.’ Rather, he
seemed to have fallen back on magical, rather than rational, thinking:
‘History shows that every ten years we can be in the final of the
Champions League. Ajax are coming back again.’ (The Sunday Times,
5.8.2001).

The crucial point is that the big clubs in the small countries of Europe
see themselves as on a downward spiral. If they keep falling financially
behind the big clubs located in big media markets, they will not be sporting
competitors with, but dependents of, a tiny handful of really wealthy clubs
in the continent. Especially this will be so if the very biggest clubs of
Europe do organise themselves into an exclusive club, either within UEFA
or outside. If their vision is correct, and it seems accurate to me, then vast
areas of the continent will be culturally excluded from any direct participa-
tion in Europe’s premier sport at its highest level. Centralisation has its
place, but surely we should expect sport, and football in particular, to reflect
the diversity of Europe and span the European continent? But this will not
happen ‘naturally’.

However, the plans for a Euro League, eminently sensible as they appear
to be, are fraught with problems around the themes that I have tried to raise
in this chapter.

To begin with, even if the Euro League came into being, vast geograph-
ical areas (and markets) of Europe would still be effectively excluded from
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elite competition. Eastern Europe, of course – no one really bothers about
it – but also Austria, Finland, Greece, Ireland, Switzerland and Turkey. The
crucial question posed here for all policy makers is what is ‘Europe’ to be
in sporting terms?

Then, the truth is that there is not really a ‘Big 5’ of football leagues in
Europe but a big four, maybe only a big three. It is not difficult to find state-
ments that French and German clubs are not at the same financial level as
those from Italy, Spain and England. So, commenting on the fate of AS
Monaco, which had just won the French league and lost four star players –
two to Italy and one each to Germany and England, Le Monde summed
up: ‘Faced with the economic muscle of their English, Spanish and Italian
adversaries, the better off French clubs have to exist condemned to part
with their best players’ (Le Monde, 27.7.2000, my translation). And when
the President of Olympique Lyonnais was asked how he planned to pursue
that club’s economic development he replied:

The National Football League must change its strategy for sharing the fees for
television broadcasting. No other team has been the subject of so many broad-
casts as ours this season. The distribution of income must be calculated, among
other things, pro rata to televised exposure. We must accept the inequality of
elitism, otherwise we will all be small-fry. French exceptionalism is not a good
thing. The Europe club, a grouping of twelve clubs, which I organise, is going to
put its claims to Noel Le Graet, who happens to be in the seat of President of
the League . . . We hope both to set up exploitation of the internet and to have
detailed negotiations with local stations. We can also develop by making better
use of stadiums. Take as a starting point the 100 francs price of a ticket. English
fans spend 300 francs at the venue on associated products. Here, fans stick at the
initial 100 francs. (Le Monde, 29.2.2000, my translation)

In July 2000 Monsieur Le Graet was voted out of office in favour of a
candidate thought to be more willing to allow the big clubs in France to get
more from the TV deal. At the moment, then, the perceived solution to the
problems the top clubs in France and Germany have in competing econom-
ically with the others in the ‘Big 5’ tends to be a truncation or subversion
of such mechanisms of income redistribution that operate currently within
their domestic leagues.

Thirdly, it seems clear that one price of UEFA’s agreement to clubs
moving out of their domestic leagues, will be that they will have to make
‘solidarity’ payments to the smaller clubs left behind in national leagues.
So, unlike the richest clubs in the biggest leagues, steadily consolidating
their sporting grasp over their own domestic competitions, big clubs from
smaller leagues will be burdened with extra costs to enable national com-
petitions to stay afloat in something like their current forms. Once more,
this reveals how UEFA refuses to plan rationally for the future of
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Europe’s game but reacts, and seeks to maintain, where it can, traditional
structures.

Finally, what the proposed Euro League offers is the equal right to
become unequal. As far as I can ascertain the plan provides no discussion
of the merits of income redistribution, nor can it really, as the clubs
involved are trying to match the very biggest European clubs who are
driving along on a largely unchecked, individualistic, basis. The proposed
new league would contain non-commensurate clubs from countries that
vary in terms of average wealth, and profound inequalities already exist
between these clubs. The development of yet another league mainly driven
by market forces may add a couple more competitors from other countries
to the handful of clubs threatening to dominate Europe, which would be a
very good thing, but it will not solve the underlying issues of competitive
balance and geographical exclusion right across Europe.

BIG CLUBS AND EVEN MORE MONEY

Sanz (The President of G14) added that each of the fourteen clubs would be
given voting rights in the new organisation according to a formula based on suc-
cesses in European competition. Half of the group’s finance would be funded
equally by all clubs, with the other half in proportion to the members to the
number of votes each one receives. (Reuters, 9.6.2000)

It is the big clubs from the big leagues which can pay the massive transfer
fees, with Italy and Spain totally eclipsing all the other ‘3 big leagues’ in the
purchase of players over £10 million in the summers of 2000 and 2001. Of
21 such moves in 2000, 13 were to clubs in Italy and 4 to clubs in Spain. It
is these clubs that can sign teenage talent from around the world. It is these
clubs that are developing a worldwide network of nursery, co-operating,
and ‘interim’ clubs so they can sift through youngsters from all points of
the compass and cope with the problem of ‘naturalising’ non-European
Union talent in an easy fashion (The Independent, 14.3.2000). Their money,
the exposure, glamour and allure it gives, hands these clubs massive advan-
tages in the search and competition for new football talent, worldwide.

Moreover, it is these clubs that are racing to exploit new sources of
income. It has recently been decided that pay per view income belongs to
the home club. As the chief executive of Manchester United put it: ‘Pay per
view will be an extension of our gate, which is a critically important element
because supporters are buying into your club. Ultimately we will sell tele-
vision season tickets’ (The Sunday Telegraph, 23.7.2000). Then, the new
television contract signed by the English Premier League in 2000 contained
the innovations that individual clubs will:
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� own the highlight and archive rights to their home matches after a
delay of three days or even less;

� be allowed to keep the revenues from selling their home matches after
this delay on their own TV channels and websites.

Without much discussion, it has been decided that what could have been
thought to be a collective asset will now be an individual one. This is set fair
to widen the already huge gap in wealth between the few rich clubs in
Europe and the rest. One expert told UEFA that internet revenues could
contribute as much as $2.3 billion to football in the next decade, of which
around $1billion would be new money via merchandising, betting and new
income streams, most of which would go to the biggest clubs (Reuters
16.2.2000). So Europe will soon get a potentially huge extension of ‘local
revenues’, to use the American term, and one ushered in almost without
discussion. To repeat, the roots of the problem in American baseball are
assumed to be the growth of just these local revenues, and the fact that they
are outside existing schemes of income redistribution.

There have been two recent plans to create a European Super League of
the big clubs outside UEFA structures. When Media Partners produced a
plan in mid-1998 for a breakaway league The Financial Times (15.5.1998)
stated: ‘The radical principle at the heart of the concept is that a group of
founder clubs will enjoy permanent membership of the league by virtue of
their size and wealth.’ This abstract idea was greeted with much horror, but
the truth is that this is precisely what is happening de facto at the highest
level of European competition. A small, highly geographically concen-
trated, group, is coming to dominate European club competition. Allowing
market forces to operate more or less unchecked will lead to this.

The G14 grouping is, supposedly, a grouping of the big clubs of Europe
that acts as a lobbying group with UEFA and European authorities. The
group has established an office in Brussels and principles based on success
and market power order its inner workings. At first it contained only eco-
nomically dominant clubs, but a few more were added as a gesture to sport-
ing inclusion. Thus we have the anomalous situation that three clubs within
the G14 are amongst those who were trying to establish the new trans-
national Euro League so that they could stay in economic touch with their
fellow members!

This concentration of big clubs and big money has not gone unnoticed.
There have been a number of English language publications on ‘the new
football business’ including Morrow (1999), Hamil et al. (1999, 2000) and
Garland et al. (2000). In general, however, they have not dealt in great detail
with revenue sharing or related issues, and have been mainly concerned
with the preservation of traditional structures. This is especially the case
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with the contribution of Bell (2000) who, as ‘legal adviser on EU affairs to
UEFA’, can hardly be described as an impartial observer. The contribu-
tions of Hamil and Garland contain very little on either revenue sharing,
the problems of big clubs in small nations, small media markets, UEFA’s
practices with its own income streams or the possibility of a new European
League, all of which are dealt with in this chapter.

Hoehn and Szymanski (1999) certainly do directly confront many of the
issues I have been emphasising but argue against revenue sharing on the
grounds that, theoretically, it has perverse effects, though they are moved
to note:

Given the theoretical prediction that revenue sharing will adversely affect com-
petitive balance and investment opportunities, it is perhaps surprising that the
National Football League in the USA manages to maintain both a relatively bal-
anced competition and a high level of playing investment. One explanation
might have to do with the objectives of owners. (Hoehn and Szymanski, 1999,
p.221)

Which is to say that controllers of clubs might actually be utility maximis-
ers, which would profoundly disturb Hoehn and Szymanski’s basic theoret-
ical assumption. Since Real Madrid (hugely influential in the G14) admit
to being around $250 million in debt, it does, indeed, seem likely that many
big clubs are not after some simple profit maximisation.

Hoehn and Szymanski are intent on a policy intervention, and advo-
cate a closed USA-style franchise system as the way forward for
European football. Their paper focuses on the issue of income redistribu-
tion only to dismiss it as a relevant mechanism for Europe, they concen-
trate on a few possible labour market restrictions. But it seems to me there
are many difficulties with the analysis of the problems of European foot-
ball and in the solutions Hoehn and Szymanski offer. Among the most
crucial are:

� they do not follow the full logic of American systems of the organ-
isation of sports but pick and choose the elements they want;

� they accept current economic imbalances between clubs as given and
do not consider whether historical accident or market advantage may
need curbing if clubs from all parts of Europe are to have the chance
to participate meaningfully in elite competition.

In brief, what Hoehn and Szymanski offer, based on debatable theoretical
assumptions, is a mainly unregulated future for European football where
market forces will decide patterns of sporting competition. They seem to
assume that:
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� somehow this will still allow more than a tiny handful of European
clubs to compete meaningfully for the major prizes;

� all of Europe does not need (or deserve) to be drawn together
through its paramount sport. In this cold appraisal, small markets
should expect to have less fun.

CONCLUSIONS

Galatasary needs its own stadium, it must have some form of public listing as a
company, it must organise its fans all over the world, and it must establish the
financial support for all these plans. Milan, Barcelona, Manchester United –
these are the clubs we have taken as examples. When we can match them in terms
of tactics, management and business, then we will have joined their ranks. If
success is limited to the field then its just a surprise, a one-off. You have to carry
the success off the field. (Coach of UEFA Cup winners Galatasary of Turkey,
later the coach of Milan. Reuters, 10.5.2000)

Traditionally, football in Europe has been organised vertically, through
a series of national leagues, but it now needs to be organised horizontally,
so that clubs of equivalent capabilities and status meet each other on a
regular basis. And it should be arranged such that all clubs have an oppor-
tunity for ultimate success. This requires current arrangements to be criti-
cally examined; it needs creative thinking, and the willingness to argue for,
and then create, new economic mechanisms and platforms so that clubs
from much of Europe are not excluded from meaningful competition by an
almost undiscussed adherence to market forces which, as I have tried to
suggest, would put American sports to shame. In marked contrast to
America, what we have in Europe is a gold-rush football economy where
those already in favoured positions are busy grabbing all the pay-dirt they
can.

I have argued throughout this chapter that neither the football author-
ities nor European politicians, nor most academics have grasped the real
roots of the problems inherent in contemporary European football. Along
with their proposal for a Euro League the interested clubs, representing six
small nations in Europe, asked UEFA to initiate a review of the quality,
competitiveness and economics of European club soccer (Reuters,
12.12.2000). Of course, UEFA did not act on this, but such an analysis is
just what is required, and very soon. Europe needs its own research on its
own sports and has to stop relying on findings from America to substan-
tiate arguments and validate proposed structures. Those concerned about
the future of football in Europe need to create a well-founded discussion
about the benefits and limits of income redistribution between clubs, and
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to examine the net of relations between revenue sharing and feasible labour
market restrictions. To facilitate this I make three final suggestions:

� The European Commission and European politicians have to be
made aware that the adherence to market forces and advantage is
driving European football into a situation where success in pan-
European competition will soon be the prerogative of only four or
five clubs in the continent, and that UEFA is doing very little to
combat this.

� Studies of the efficacy of the redistribution of income should not just
concentrate on new revenues from TV and telecommunications, as is
the tendency even when the issue is raised. All revenue streams need
to come under scrutiny and comprehensive assessment as they are in
the USA.

� But this will not be easy. Football is in different cultural locations in
different parts of Europe. In some countries sport has political and
social dimensions which it does not have in America, such that
tycoons are willing to buy and pay players for clubs or put their own
fortune into clubs, or sometimes the state will intervene to aid clubs.
Real Madrid has huge debts but a convenient planning deal with the
city authorities for developing its training centre will soon clear these.
A sensitivity to the complexities of the cultural location of the sport,
an acknowledgement of the variety of sources of funds, and the way
that funding football can serve other aims – political, even profit max-
imisation in other sectors – all these nuances need to be part of anal-
yses rather than simply seizing on any data sets or financial figures that
happen to be around. Partly because of this, what is needed are more
studies of the political economy of football, analyses that acknowl-
edge social, political, and cultural specificities. For football in Europe,
purely economic analysis will never be enough, even when it actually
is trying to address the truly critical issues confronting the sport.
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PART 2

Economic Theory and Team Sports





4. Improving the competitive balance
and the salary distribution in
professional team sports
Stefan Kesenne

1. INTRODUCTION

Sport is competition, and the peculiarity of the economics of professional
team sports is the so-called ‘inverted joint product’, meaning that two firms
or clubs are necessary to supply the product which is playing a match, and
at least two to organize a league championship. Moreover, the competitive
balance between the teams in a league is an important determinant of the
spectator interest and the total revenue of the league (see Neale, 1964).
Given the unequal drawing potential of clubs for playing talent and sup-
porters in big cities and small towns, the general concern is that a free
agency player market will cause a very unequal distribution of playing
strength among teams. Because the winner takes all, the stronger financial
position of the big city teams will also allow them to hire or buy the best
players from the small town teams. This cumulative effect results in a dis-
tribution of playing talent that is too unequal to keep the spectators inter-
ested, which will result in a decrease of the clubs’ revenue.

In the past league authorities have taken different measures to regulate
the labour market and control the move of professional players in order to
guarantee a reasonable competitive balance. The best known and most con-
troversial of these measures is the retain and transfer system or reservation
system. It did not allow end-of-contract players to move from one club to
another unless both clubs agreed on the transfer fee that had to be paid. In
the US this reservation system disappeared in the 1970s in all major league
sports. In Europe the transfer system has been abolished by the so-called
Bosman verdict in 1995 (European Court of Justice, 15 December 1995).

Most American major leagues also have some arrangement to share
revenue among clubs. Revenue sharing is meant to help the small clubs to
keep up with the big guys, for instance the NFL knows a gate sharing
arrangement that gives the visiting club a share of no less than 40 per cent.
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Moreover the federal broadcast rights are equally distributed among all
clubs in the league. Also the European Champions League redistributes
television rights among the participating clubs. After the abolition of the
reservation system in the US, and the following explosion of player sala-
ries, most leagues started to bargain about salary caps. A salary cap is in
fact a payroll cap that limits the total amount a team can spend on player
salaries. Recently, for the first time in American history, the NBA also
accepted an individual salary cap, which restricts the maximum salary level
of star players (see Staudohar, 1999).

In some US major league sports like basketball (NBA) and football
(NFL) the rookie player draft is yet another measure that aims at equaliz-
ing the playing strength of clubs. It implies that the young and talented
players in the minor leagues and the college competitions can be hired by
the major league clubs in reverse order of their league standing. Given the
history and the structure of professional sports in Europe no rookie draft
exists in European sports like soccer, rugby, basketball and volleyball.

The aim of this chapter is to discuss to what extent these measures are
effective to improve the distribution of playing talent among clubs in a
league and to hold down the star players’ salaries. In the literature one can
find different studies dealing with this issue and the conclusions turn out to
differ depending on the hypotheses of the models that are used. In partic-
ular the objective of the club – profit or win maximization – and the argu-
ments of the revenue function – the relative and/or absolute quality of the
team – seem to be the most crucial factors. In this contribution we discuss
the most important measures that are relevant for the US, Europe and
Australia like the retain and transfer system, revenue sharing and salary
caps. In Section 2 we specify a model with a general revenue function and
an objective function that includes both profits and wins. A third section
discusses the impact of the different regulations. Conclusions are given in
section 4.

2. THE MODEL SPECIFICATION

In the literature one can observe a striking difference between the alleged
objective of professional sports clubs in the US, Europe and Australia. In
the US most economists assume clubs to behave like profit-maximizers,
whereas in Europe and Australia some kind of a utility maximization seems
to be the clubs’ objective. This can include the team’s playing success or the
winning percentage, the average game attendance, the health of the league
and so on (see Sloane, 1971; Dabscheck, 1975). However, it cannot be
denied that this gap between the US and Europe is narrowing. Some US
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economists like Quirk and El-Hodiri (1974) and Noll (1974) admit that
besides making profits winning the championship is also important, even if
it reduces profits (see also Rascher, 1997). In the world of European soccer,
being the most professional and commercial sport, not only winning but
also making profits is becoming part of the game. In England’s Premier
League, Manchester United is a profitable club and already more than 20
other clubs are floating on the market. Also, in other countries like Italy
and even Holland, going to the market is considered to be the next thing to
do to attract more capital and to raise a club’s budget. In order to be suc-
cessful on the stock exchange a reasonable profit rate, among other things,
seems to be inevitable. It follows that in the near future, and even today, the
gap between the extreme objectives like pure win or profit-maximazation,
is closing. It is more realistic to start from an objective function that is a
mix of the two, and this is an important issue because it turns out to affect
the effectiveness of several player market regulations (see Rascher, 1997;
Kesenne, 2000a).

In our opinion the objective of most sports clubs in all parts of the world
is to increase their playing success but not at all costs. Professional sports
clubs, also in Europe, are becoming commercial companies, starting to
behave like any other firm in a competitive industry and feeling the need to
be profitable. Owners, stockholders or investors need a return on their
investments, so that a certain profit rate is necessary. This puts a restriction
on the management of the club that wants to increase the playing strength
of the team by hiring more playing talent.

We therefore start from the hypothesis that it is a club’s objective to max-
imize the winning percentage under the restriction of guaranteeing a rea-
sonable profit rate, which can be high or low, or even zero. In the short run,
assuming the capital stock of the club to be constant, a fixed profit rate also
means a fixed amount of profits. So the objective function can be written
as

max w��[	0�(r�c)], (4.1)

where w is the season winning percentage of a team, r and c are total season
revenue and cost and 	0 is a given level of season profits; � is the Lagrange
multiplier. Based on most empirical research (for a survey see Cairns et al.,
1986), a club’s total season revenue depends primarily on the size of its
home market, the winning percentage of that club and the absolute quality
of the teams in the league. The positive impact of the winning percentage,
however, shows decreasing marginal returns because a league needs a rea-
sonable degree of uncertainty of outcome to keep spectators interested. It
seems obvious that both the relative and the absolute quality of a team
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depend on the quality of the players. Because it is not the number of players
but rather the total number of playing talents of all players together that
counts, most models are specified in terms of playing talents. However,
such a player labour market model is not capable of telling the whole story.
One important shortcoming is due to the fact that each sports team cannot
play with more than a fixed number of players fielded at the same time, for
instance 11 for a soccer team, 5 for a basketball team and so on. It follows
that a soccer team is better off with, say, 15 top players, each of them having
20 talents, than with 60 regular players with 5 talents each. But in this
model, both add up to a total of 300 talents. One way to tackle this problem
is to start from two types of players, top players and regular players. Under
a few reasonable assumptions the model can be reformulated in terms of
the number of top players. If we call the top players l1 and the regular
players l2, we assume that the productivity of a regular player, which is the
individual contribution of a player to a club’s winning percentage, is only
a fraction (a) of the productivity of a star player. So the winning percent-
age of the home team can be written as the following positive function

w�f (l1�al2) with 0
a
1. (4.2)

A team can only have a fixed number of players (l ) on the field so a club
faces the restriction that

l1� l2� l. (4.3)

After the substitution of (4.3) into (4.2), a club’s season revenue function
can be written as

r�r[m,al�(1�a)l1, ls], (4.4)

where m is the size of the market, and ls is the total supply of top players
as an indication of the absolute quality in the league.

On the cost side we assume that a club’s total season cost c consists of
labour and capital cost. The capital cost c0 is constant in the short run and
the player labour cost is the only variable cost of a club. If c1 is the labour
cost or the salary of a top player and c2 is the unit cost of a regular player,
we can write the cost function, given constraint (4.3), as

c�(c1�c2)l1�c2l�c0. (4.5)

Because the regular players are in excess supply, their salary c2 is simply a
fixed minimum wage. The salary c1 of the top players, however, is deter-
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mined by the demand and supply conditions on the player labour market.
We assume the supply of top players ls to be independent of the salary level.

Given this model, one can easily derive that the demand for top players
is given by the net average revenue curve in terms of top players, that is:
after subtracting the fixed profit level, the fixed capital cost and the fixed
labour cost from total revenue, that is

ARN� �c1�c2. (4.6)

Given the properties of the revenue function, this demand curve is down-
ward sloping in terms of the difference between the salary level of top
players and regular players. On a free agency player market, the labour
market equilibrium can be found where the sum of the demand for top
players of all clubs in the league equals the supply of top players. In a two-
club market with a big club and a small club the situation is pictured in
Figure 4.1.

On the horizontal axis the total supply of top players is indicated by the
distance between the two origins. The demand for the big club X is higher
than for the small club Y because the big club has the largest budget, which
is based on the size of the market giving the big club the best opportunities
to attract players talent and spectators. This difference in drawing potential

R � 	0 � c2l � c0

li
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is the main determinant of the difference in financial strength of the clubs.
One can see that, ceteris paribus, the big club has the largest share of the
available top players. However, one has to point out that this outcome also
depends on the capital cost of the club, as well as on the profits a club wants
to make. Both can be different for different clubs. The more profitable a club
wants to be, the smaller will be its hiring of top players, ceteris paribus. It
is obvious that also the slope of the demand function matters. A club with
winning elastic revenues will hire more top players than a club with winning
inelastic revenues because the demand curve of the last one is steeper. In
the following analysis we assume this winning elasticity to be the same for
all clubs.

3. THE IMPACT OF PLAYER MARKET
REGULATIONS

If equation (4.6) is the demand curve for top players on the player labour
market with a given supply of playing talents, how do league regulations
like a retain and transfer system, a revenue sharing arrangement or a salary
cap affect the competitive balance in a league?

3.1. Retain and Transfer System

It has already been shown in the US literature that, if all clubs are profit-
maximizers, a player reservation system, or its European variant, a retain
and transfer system, does not change the distribution of playing talent
among clubs in a league (see Noll, 1974; Quirk and Fort, 1992). This so-
called invariance proposition is also supported by much empirical evidence.
Indeed, since the abolition of the reserve clause in the US major leagues in
the 1970s, the competitive balance has not been changed. There is some evi-
dence that the free agency system might even have improved the competi-
tive balance (see Quirk and Fort, 1992). So far it is not clear to what extent
this result has also been caused by the salary caps that have been imposed
in the major leagues after the abolition of the reserve clause that has led to
a rise in top player salaries.

Because there are some doubts about the relevance of the profit-maximiz-
ing hypothesis, even in the US major leagues, the question is whether the
same conclusion can been drawn if we start from win maximization under
the restriction of a fixed profit rate. The empirical evidence (see Szymanski
and Kuypers, 1999) shows that small clubs are net sellers of playing talent
on the transfer market. Given the player labour demand equation (4.6), one
can easily derive that, if a small club receives a transfer fee from the big club
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as a financial compensation for the loss of one of its players, the small club’s
total revenue increases, and so does its net average revenue. It follows that
in Figure 4.1 the small club’s demand curve for playing talent shifts to the
right, the big club’s demand curve shifts to the left, so that the new market
equilibrium results in a better competitive balance in the league. However,
this positive effect of the transfer system will not be very significant. It
would be more significant if the initial distribution of top players, that is
before clubs start to trade players on the transfer market, were more equal.
But this is not the case, certainly not in Europe which does not have a rookie
draft system. By definition a small club is a club with a weak drawing poten-
tial, not only for spectators, but also for players so that the initial player
market equilibrium under free agency is already found far to the right in
Figure 4.1. It follows that there is little to trade from small to big clubs so
that the market equilibrium under a transfer system will stay in the neigh-
bourhood of the free agency equilibrium point. Anyway, why would a big
club engage in transfer arrangements that worsen its competitive position?
Only occasionally will a star player be bought by the big club which will
allow the small club to attract one or two regular players instead.

One of the implications of this model, compared with the profit-max-
imizing model, is that the combination of a rookie draft and a transfer
system can have a favourable impact on the competitive balance, because
the initial distribution of playing talent is more equal so that trading
players afterwards increases the small clubs’ revenue which can be spent on
more or better players (see Lavoie, 2000).

Given the powerful monopsony position of club owners under the reser-
vation or transfer system, it is not a surprise that players have been
exploited. Scully (1974) showed that under the profit-maximizing assump-
tion MLB baseball players were paid far below their marginal productivity
before 1975. Many years later, under the free agency system, this underpay-
ment has stopped (see Scully, 1999). In a win-maximizing league players are
on average not exploited. Starting from the monopsony model of the
labour market one can show that playing talent will be overpaid. In Figure
4.2, where the number of playing talents are on the horizontal axis and the
salary level on the vertical axis, it can be seen that the salary level is above
marginal productivity at the break-even point, where the net average
revenue and the supply curve intersect.

This view is also supported by the general impression that in many
European soccer clubs players are paid above their individual contribution
to club revenue. However, one should point out that monopsonists also
have the power to discriminate, so that some players can still be exploited,
like J.-M. Bosman by The Football Club of Liege, while others are over-
paid. The conclusion is that the impact of the transfer system on the
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competitive balance in a league will be marginal, but that it endows too
much power to the club owners, putting the players in a weak position. So
why should one stick to an illegal and ineffective system, which deprives the
fundamental right of a professional worker to choose a new employer at
the end of his contract, when other regulations exist that are both legal and
more effective.

3.2. Revenue Sharing

One of the alternative regulations to improve the competitive balance is a
system of revenue sharing among clubs. Because small clubs are net sellers
of playing talent on the transfer market, the transfer system has somehow
functioned as a financial redistribution system. So, after the abolition of
the transfer system, league administrators were considering alternative
redistribution systems. In the history of the American major leagues like
baseball (MLB) and football (NFL) revenue sharing has already become
common practice. However, the economic literature is not very consistent
in its approach to the impact of revenue sharing on the competitive balance
in a league. In his pioneering contribution Rottenberg (1956) argued that
under the profit-maximizing assumption revenue sharing among clubs does
not affect the distribution of playing talent. Later on, this result was for-
mally proven by El-Hodiri and Quirk (1971). Also Vrooman (1995) and
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Rascher (1997) agree that revenue sharing does not affect competitive
balance. Atkinson et al. (1988), using a more general model, showed that
revenue sharing does have an impact on the distribution of playing talent.
Also Marburger (1997), modelling attendances as an increasing function of
the absolute quality of both the home and the visiting team, found that:
‘the increased sharing of revenues may enhance competitive balance’.
However, in a recent paper taking the perspective of Contest Theory,
Szymanski (2001) shows that revenue sharing enhances the degree of
imbalance because of the imbalance in revenue generating potential of big
and small clubs.

How does revenue sharing affect the competition balance if one starts
from the model specification in section two? Kesenne (1996, 2000a) has
shown that, if all revenue is shared between the home and the visiting team
according to a fixed share parameter in a win maximizing scenario, the big
clubs will reduce their demand for playing talent and the small clubs will
expand their demand so that the distribution of playing talent improves.
This results holds regardless of the specification of the revenue function in
terms of absolute or relative quality, and regardless of the size of the profit
rate. Because the model specification in Section 2 is the same as in Kesenne
(2000a), only reformulated in terms of top players and regular players, a
similar impact of revenue sharing can also be derived. The situation is pic-
tured in Figure 4.3.
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The big club’s demand curve for top players shifts downwardly whereas
the small club’s demand curve shifts upwardly. It is important to notice that
in the upward shift the small club’s demand curve is larger than the down-
ward shift of the big club’s demand curve. The reason is the demand curves
in this model are average revenue curves. If a certain amount of total
revenue is shifted from the big to the small club, the downward shift of the
big club’s average revenue is smaller because the big club has more top
players. It follows that initially a limited revenue sharing arrangement
increases the top player salaries so that the salary distribution also becomes
more unequal. Because the regular players’ salaries are fixed at the
minimum wage, the average level of player salaries goes up, which is
different from the impact of revenue sharing in a profit-maximizing league.
However, if the degree of revenue sharing is raised high enough so that a
more equal competitive balance than the profit-maximization labour
market equilibrium emerges, the top player salary and the average salary
level will come down again. The reason is that total league revenue is at its
maximum level at the profit-maximizing equilibrium. Because the salary
level in the win-maximizing equilibrium is simply the ratio of the net total
league revenue (after subtracting the total fixed capital cost) and the total
supply of playing talent, it follows that the salary reaches its highest level
where total revenue is at its highest level.

3.3 Salary Caps

One of the main conclusions of Fort and Quirk (1995) in their well-known
review article in the Journal of Economic Literature is: ‘The problem of
maintaining financial viability for teams located in weak-drawing markets
is a major one for sports leagues. The analysis here argues that an enforce-
able salary cap is the only of the cross-subsidization schemes currently in
use that can be expected to accomplish this while improving the competi-
tive balance in a league’. Investigating the impact of salary caps is no easy
matter, because there are so many different variants. There are hard and soft
salary caps, depending on the exceptive clauses that allow clubs to exceed
the maximum payroll. There are also salary caps that are combined with a
minimum amount that a club is forced to pay on salaries so that some cross-
subsidization is necessary. In that case a salary cap is linked to a revenue-
sharing arrangement. There is also the system of the so-called luxury tax,
that imposes a tax whenever a club’s payroll exceeds the salary cap.
Recently a collective bargaining agreement after the NBA-lockout has
resulted in an individual salary cap on top of the existing salary (that is
payroll) cap (see Staudohar, 1999). Quirk and Fort (1992) and Fort and
Quirk (1995) show that a salary cap can improve the competitive balance
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in a league, albeit that this salary cap is a combination of a salary cap and
a revenue-sharing arrangement. Vrooman (1995), using a more general
model, argues that the impact on the competitive balance of this type of a
salary (payroll) cap is only a myth. Marburger (1997) and Rascher (1997)
basically agree with the view of Fort and Quirk, although Marburger, con-
centrating on the impact of the luxury taxes, is concerned about the disin-
centives these measures might create. Kesenne (2000b) shows that the
impact of a pure salary cap, meaning that only a maximum amount is
imposed on the payroll of a club, improves the distribution of playing
talent among teams. However, all these studies start from a profit-maximiz-
ing hypothesis. The question is whether the same conclusion can be drawn
if one starts from the model specification in Section 2.

A pure salary cap, without any cross-subsidization, can be written in
terms of the number of top players as

c1�c2� , (4.7)

where cap is the amount of the hard salary cap. This hyperbolic function is
at the same time the big club’s demand function for top players. They
simply have the choice to hire more top players at a lower salary level or
fewer top players at a higher salary level. The demand function of the small
club Y is the same as before, because it is reasonable to assume that their
payroll always stays below the cap so that the imposed salary cap is not
effective. This is shown in Figure 4.4.

The intersection of both demand curves, which fixes the new labour
market equilibrium, is now found at point B. Because the equilibrium point
has shifted from A to B, it follows that the competitive balance in a league
can indeed be improved by a salary cap, and the big club X will hire fewer
top players than before. Comparing A and B on the vertical axis, it can be
seen that the salary difference between top players and regular players will
be smaller, so that a more equal salary distribution can be expected.
Because the salary of the moderate players is the official minimum wage, it
follows also that the average level of player salaries will be lowered by the
salary cap. One of the implications of imposing a salary cap in this model
is that, ceteris paribus, each club is making a higher profit than planned.

The negotiations during the 1998 dispute between NBA club owners
and players ended, among other regulations and for the first time ever in
sports, in the acceptance by the players of an individual cap (see
Staudohar, 1999). Not only the total payroll, but also the individual player
salaries now face a maximum amount, based on years of service. The
impact of an individual salary cap can also be seen in Figure 4.4 where
the horizontal line on the level CAPi indicates the individual cap. It is

cap � c2l
l1
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obvious that, in order to be effective, this individual cap has to be lower
than the equilibrium top player salary in point B. One of the conse-
quences of an individual cap on top player salaries is that it creates an
excess demand for top players. This rationing of top players results in any
equilibrium point somewhere between the points E and F, the new profit-
maximizing points for the big and small club respectively. It is more likely
that the outcome will be closer to E, implying that more top players will
play for the big team, and for good reasons. If the top players are free to
choose their club under the free agency system, they will prefer to play for
the better team and the more prestigious club. Moreover, the richer club
can offer the star players more non-wage or fringe benefits on top of their
salary. So, if we compare the market equilibrium with and without the
individual cap, points E and B, the profit-maximizing rich club hires more
top players than they would without the individual cap. The small club is
rationed and has to fill up its roster with more regular players. The result
of an individual cap is that the competitive balance becomes more
unequal than under a payroll cap. The more positive outcome is that an
individual cap further improves the salary distribution between stars and
regulars.
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4. CONCLUSION

Based on this partial analysis one can assert that the abolition of the reser-
vation system or the retain and transfer system is the right thing to do. It
does not improve the competitive balance compared with free agency and
it creates too much monopsonistic exploitation and discrimination of
players. If the transfer system compensates the small clubs for their youth
formation and strengthens their financial position, the effect is small and
the loss can be made up easily by more legal and targeted compensation
systems for youth training. This model further shows that revenue sharing
and salary caps have more to offer in terms of improving the competitive
balance, the salary distribution and the financial survival of small clubs.
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5. Equality of opportunity and
equality of outcome: static and
dynamic competitive balance in
European and North American
sports leagues
Stefan Szymanski and Ron Smith

1. INTRODUCTION

Sports leagues in Europe and North America have developed distinctive
institutions over their long histories. From a policymaker’s perspective,
many of these institutions have evolved to promote a competitive balance
among the teams. Moreover, without the justification of competitive
balance many of these institutions might be considered to violate the anti-
trust laws. In North America these include the reserve clause in baseball,
draft rules, restrictions on player trades and income sharing. In Europe the
chief mechanism for promoting balance, through equality of opportunity,
has been the promotion and relegation mechanism. Moreover, the
European antitrust authorities have in recent years challenged other agree-
ments between the leagues said to promote competitive balance, most
notably in the Bosman case. This chapter evaluates the extent to which the
degree of competitive balance found in the more cartelised North
American leagues matches that found in the more ‘competitive’ European
leagues.

Competitive balance is widely perceived as an essential feature of suc-
cessful professional team sports. Closely contested matches, championship
races in which many teams can win and whose outcome is uncertain, are
widely thought to add to the attractiveness of a league competition.
However, there have been relatively few studies that have set out to examine
the extent to which sports leagues are in fact competitively balanced. Most
studies have tended to seek out a link between fan interest in a match,
(demand) and some measure of competitive balance, usually based on indi-
vidual fixtures in a season, (see for example Noll (1974), Peel and Thomas
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(1988), Knowles et al., (1992); Szymanski and Kuypers (1999) provides a
brief survey).

Some other papers have examined the relationship between aggregate
attendance at league matches and the competitive balance of that league,
(for example Schmidt and Berri, 2001). For this purpose some measure of
the competitive balance of a league as a whole is required. The most
popular approach has been to use some indicator of the variance of out-
comes, such as the standard deviation of winning percentages, (for example
Scully, 1989; Noll, 1991 and Quirk and Fort, 1992). However, this is an
essentially static measure and gives no weight to the identity of winners
over time. Thus a league with a standard deviation of winning percentages
equal to 0.10 might be considered less balanced than one with a standard
deviation of 0.05, even if in the former case the identity of the top five
teams changed each year and in the latter case it were always the same.

Generating a measure that might reflect dominance of a league by one or
a small number of teams over time is less easy since the appropriate measure
is not obvious. One approach, adopted by Buzzachi et al. (2001) is to
examine the expected turnover in a perfectly balanced league in the top k
ranks of a league and compare this with the actual distribution, providing a
type of Gini index of inequality. The approach adopted here, however,
follows Balfour and Porter (1991), Vrooman (1996) and Ross and Lucke
(1997). These studies considered an autoregressive model of contest success
in which winning percentages depend on club characteristics (which can be
represented as fixed effects) and past performance. The standard deviation
of the fixed effects can then be interpreted as the intrinsic balance of the
teams, while the coefficient on the lagged dependent variable measures the
speed of adjustment to the long-term trend. Moreover, the R2 of the regres-
sion measures the inherent predictability of league performance over time.

There have been relatively few attempts to compare competitive balance
across sports. Quirk and Fort (1992) compare win percent frequencies over
many years and compare the distribution to the normal distribution which
would be observed if all teams were equally likely to win. The excess tail
frequencies are then compared across the US major leagues. However, there
has been no attempt to compare competitive balance in the US majors to
the European soccer leagues. The comparison is important since the anti-
trust treatment of sports differs greatly in each regime, even though the
importance of competitive balance is recognised in each. The US leagues
operate a closed system in which membership is fixed by agreement among
the owners, income is redistributed and labour market restraints are
imposed with the stated purpose of promoting competitive balance.
Employment terms and conditions are largely fixed by collective bargain-
ing agreements. In Europe the top ranking soccer league in each country

110 Economic theory and team sports



operates under a system of promotion and relegation where the worst per-
forming teams at the end of each season are replaced by the best perform-
ing teams in the immediately junior league. Income redistribution is
negligible, player trading is openly accepted and there is little or no collec-
tive bargaining. Such labour market restraints as existed have been success-
fully challenged by the European competition authority in recent years.

This chapter compares four European soccer leagues – the English
Premier League and Football League, Italy’s Serie A, Spain’s Liga Primera
and the Portuguese top division – with Major League Baseball, the
National Football League and the National Hockey League in North
America. Data was collected on win percentages for the last 30 years. The
data shows:

(i) The standard deviation of win percentages for European Leagues are
similar to those of the North American leagues.

(ii) There are more entrants and exitors in the European leagues than in
the North American leagues, but short-term entrants fare
significantly worse than the long-run survivors in Europe.

(iii) Using a simple autoregressive model with fixed effects a greater pro-
portion of the variation in win percent can be explained in the
European leagues than in North America.

(iv) The fixed effects are jointly significant in all leagues (implying that
there is no regression to a common mean), and there is greater varia-
tion in the estimated fixed effects in Europe.

(v) The size of the lagged dependent variable (LDV) implies convergence
to the fixed effects for all leagues, but the speed of adjustment is faster
in Europe, so that shocks tend to persist longer in North America
than in Europe.

These results provide a mixed picture on competitive balance. While the
static picture measured by the standard deviation of win percent in each
year suggests a similar degree of static competitive balance across leagues,
the dynamic story highlights important differences. The greater predictabil-
ity and greater variance of the fixed effects in Europe suggests greater
inequalities and less long-term balance in Europe. However, against this
must be weighed the greater openness of the European leagues due to the
institution of promotion and relegation. Over the last 30 years the North
American leagues have expanded to around 30 teams in total, and while
there has been entry, there has been almost no exit. However, in the
European leagues there have been between 40 and 50 teams which have
appeared in the top division (consisting of around 20 teams). The greater
speed of adjustment may suggest that the larger pool of eligible teams in
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Europe may generate more uneven contests and therefore more rapid
adjustment in the face of random shocks.

The picture that seems to emerge is one in which redistribution measures
in the closed North American leagues preserve greater equality among
incumbents than is found in Europe, while the existence of promotion and
relegation in Europe has ensured access for lesser teams and greater risk for
bigger teams. In short, North American leagues create equality of outcome
for the select incumbents, while European leagues display equality of
opportunity without equality of outcomes.

2. A MODEL OF COMPETITIVE BALANCE

Professional teams compete for success on the field by hiring playing
talent. The market for playing talent in the major leagues is highly com-
petitive, with many buyers and sellers and readily observable ability. In the
European soccer leagues, where there is only limited interference with the
free market in talent allocation and virtually no collective bargaining, this
relationship is extremely powerful, as has been documented by, for
example, Szymanski and Kuypers (1999). In North American leagues,
where there are many mechanisms for interfering with the free market,
such as player draft rules, collective bargaining, salary caps, league
minimum wages, restrictions on player trades and cash sales, the relation-
ship is much weaker, but nonetheless present. Figures 5.1 and 5.2 illustrate
these points for English soccer and Major League Baseball over the period
1985–98. On each chart the horizontal axis measures the wage bill of each
team, expressed as a fraction of the average of all other teams in each year,
and then averaged over the sample period. The vertical axis measures win
percent (in the English case as a percentage of decisive matches only). In
England the raw data has an R2 of 0.79, while for Major League Baseball
the R2 is only 0.38 (see Hall et al. (2002) for a more detailed comparison).
A similar pattern emerges for revenue generation – successful teams attract
higher income, through ticket sales, merchandising, TV rights and so on,
and hence revenue has a strong positive correlation with league perfor-
mance, and once again the correlation is weaker in North America than
in Europe (Szymanski and Smith (1997) examine this relationship for
English soccer). One interpretation of these relationships might be as
follows:

(1) Current expenditure on talent determines current success: wit�a�b Eit
(2) Current expenditure is proportional to current revenues: Eit�� Rit
(3) Current revenues depend on past success: Rit�c�d wi,t�1
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which implies a reduced form autoregressive relationship wit���� wi,t�1
where ��a�b�c and ��b�d. Note that a model of this kind implies that
static measures of competitive balance will be affected by factors such as
the distribution of financial resources across the league, and that such
differences may manifest themselves in the long-run persistence of success
(or failure) through the estimate of the parameter �.

3. STATIC MEASURES OF COMPETITIVE 
BALANCE

The most popular approach to measuring competitive balance has been to
compare the standard deviation of winning percentages to an idealised
average constructed on the assumption that each team has an equal prob-
ability of success in each match.1 This measure has been used not only to
compare competitive balance over different periods within the same league
(for example Scully, 1989; Noll, 1991) but also to compare competitive
balance across leagues (Quirk and Fort, 1992; Vrooman, 1995). In the latter
case these comparisons have concerned only North American leagues. In
this chapter we compare North American leagues with some European
soccer leagues.2

The data compiled for this chapter consists of 30 years of performance
data for seven leagues – three in North America (Major League Baseball,
the National Football League and the National Hockey League) and the
top division of the national soccer leagues of four European countries
(England, Italy, Spain and Portugal). The focus of the analysis is team
winning percentages, since these can be compared across countries. The
winning percentage of a team is closely correlated with league rank, the
usual measure of performance in professional league soccer – the correla-
tion coefficient being typically somewhere in the region of 0.95. In the
European leagues the percentage of tied matches is very high: they account
for around one-third of all results. We assume here that a tied match is
equal to half a win.3

To make valid comparisons across different leagues it is important to
take into account the playing schedule of each league. If the standard
deviation of win percentage in a particular season were the same for
Major League Baseball with a schedule of 182 games as for the National
Football League with a schedule of 16 games one would not say the two
leagues were equally balanced. The greater the number of games played,
the more likely is the standard deviation of winning percentages to fall if
all teams have an equal chance of winning. Thus it makes sense to express
the actual standard deviation as a ratio of the idealised standard deviation
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assuming equal playing strengths. On this assumption the mean winning
percentage of a team would be 0.5 and the standard deviation would be
0.5/�m where m is the number of matches in the season (see Quirk and
Fort, 1992 p. 1267 for a derivation).4 Table 5.1 was produced by calculat-
ing this ratio for each league in each year and then averaging it over the
three decades considered.

Table 5.1 Actual standard deviation of winning percentages divided by the
idealised standard deviation assuming equal playing strengths,
averaged for each decade

1970s 1980s 1990s

Italy 1.42 1.30 1.56
Spain 1.13 1.41 1.45
Portugal 1.82 1.71 1.65
England 1.95 1.96 1.88
NFL 1.57 1.44 1.48
MLB 1.84 1.63 1.65
NHL 2.54 1.94 1.82

Note: for Spain, MLB and NFL decades cover x0–y9, for Portugal and NHL decades
cover x1–yO and for England and Italy decades cover x9–y8.

The lowest ratio for any league in the data is for Spain during the 1970s,5

while the highest was registered by the National Hockey League in the same
decade. However, over time the two leagues have converged so that in the
1990s the ratios were almost identical. In recent years there has been much
talk in Europe about the growing inequality among teams, but there is no
obvious trend in the standard deviations.

A different picture emerges when we look at standard deviations by club.
In the European soccer system promotion and relegation permits new
teams to enter the market, but these teams may not prove very successful.
Table 5.2 divides teams into one of three groups – teams in the league for
up to one decade, between one and two decades and between two and three
decades. The table shows the number of teams in each category, the win
percentage and standard deviation of win percentages.6 In the North
American system new entry may occur through expansion franchises, but
there are few cases of exit. Thus for these leagues the table illustrates the
speed with which new franchises catch up.

In the European leagues there is a clear gap between the numerous short-
term entrants and the relatively small number of long-term survivors. For
example, in Italy, Spain and Portugal the average win percentage of the top
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group is about two standard deviations higher than the mean of the short-
term entrants. The difference is less pronounced in England, but even there
the gap is much greater than in any of the North American leagues. The
gap between the long-term survivors and the rest is most pronounced in
Portugal, where only three teams have won the League Championship over
the sample period (Benfica, Porto and Sporting), and of these three none
has finished lower than fifth.

Dividing teams into groups based on length of time inside the league
already introduces a dynamic element into analysis of competitive balance.
Table 5.3 takes this one stage further by illustrating the distribution of
tenure by teams in the top soccer divisions of four European countries and
in three of the North American major leagues. The table shows that
although the North American leagues tend to be larger, they have fewer
participants over time than the European leagues, reflecting the impact of
promotion and relegation in Europe. While there is little exit in the sense of
teams folding completely in the North American case, there is some turn-
over from the point of view of the fans due to franchise relocation. For the
purposes of Table 5.3 teams that relocate are treated as if they were new
teams.

Table 5.3 Team participation in selected leagues over the last 30 years

League Average Number Average Standard Observations
league of teams team deviation 

size participating tenure of team
tenure

Italy 17 43 12 10 500
Spain 19 45 13 10 564
Portugal 17 54 9 9 510
England 22 48 13 10 647
MLB 28 34 22 11 839
NFL 26 33 24 11 784
NHL 20 26 23 9 591

Averaged over 30 years the European leagues admitted more than two
teams for every league place available, while in North America there were
less than 1.5 teams per available slot. This higher level of team turnover is
obviously the product of the promotion and relegation system in Europe.
Looking at team tenure, the average European team managed to remain in
the top division for just over 10 years (one-third of the period) compared
to an average tenure of over 20 years in North America, where there is entry
but almost no exit. The standard deviation of tenure was around 10 years
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in all leagues, implying a coefficient of variation in Europe that is about
twice the level observed in North America.

The important policy question that arises is whether this greater variabil-
ity in tenure translates into a comparable variability in playing perfor-
mance within the leagues. Given the greater emphasis of the North
American leagues on redistributive measures to promote competitive
balance, are the effects of this offset by the variability induced by promo-
tion and relegation?

4. A DYNAMIC MEASURE OF COMPETITIVE
BALANCE

The variance of win percentages in a given season gives some idea of the
closeness of a Championship race, but it is a far from complete indicator
of competitive balance. One obvious factor that reduces variance in the
European system of open leagues is that teams performing poorly face rel-
egation to a lower division, which means that teams with low league rank-
ings seldom stop trying. In a closed league the absence of relegation can
lead to indifferent end of season performance and with a reverse-order-of-
finish draft system teams may even try to lose matches. Thus when compar-
ing soccer leagues in Europe with the North American system, the annual
standard deviation of win percentages is not very informative.

We want to develop and analyse the dynamic factors that may influence
the evolution and level of variance of performance in a league. The basic
structure we use is a simplified version of that used to analyse dispersion of
per capita income in Lee et al. (1997), but the approach goes back to
Galton’s work on regression to the mean and has been used to analyse a
variety of issues. In the context of sports leagues Balfour and Porter (1991),
Vrooman (1996) and Ross and Lucke (1997) have also looked at dynamic
specifications. We begin by developing the econometric theory based on the
simple model described in Section 2.

The win proportion of a particular team can be thought of as having two
components, one based on the ability of the team w*it and one based on
chance cit. Thus

Wit�w*it�cit

The size of the chance component will depend on the nature of the game
and the number of games in a season. For exposition, we will begin with the
case where there are no innate advantages, and ability depends on past per-
formance (for example this year’s team contains much the same personnel
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as last year’s) and the extent of the investment made in the team relative to
the other teams, eit:

wit*��wi,t�1� eit

We assume depreciation is not complete (that is clubs do not hire a com-
pletely new team every year), so that the persistence of performance, �, is
greater than zero. Thus observed performance evolves according to

wit*��wi,t�1�
it (5.1)

where we assume that 
it�cit�
it is independently normally distributed
with constant variance 
it~IN(0,�2) and is uncorrelated with wi,t�1. In this
framework we cannot distinguish chance and investment. In the absence of
chance and differential investment the long-run equilibrium is equality of
win percentage (wit�0.5). What is crucial is not the level of investment by
each club, but relative effort. Thus it is the variance of 
it that is important.
One could investigate whether this variance changes over time, for example
with changes in the incentives clubs face, but we will assume it is constant.
Then squaring (5.1), summing over N, dividing by N and assuming
N�1 � wi,t�1
it�0, because the errors and regressors are uncorrelated, we get

Assuming the sample is large enough that we can replace N�1 �N
i�1 by

expected values, this gives

�2
t��2�2

t�1��2. (5.2)

Since the variance �2
t is bounded, we require �2
1, which excludes random

walks in performance. Noting that the coefficient of determination in a
single cross section regression is

R2�1�

we can also write this relationship as

thus the evolution of the variance is determined by the balance between
persistence and predictability, when there are no innate differences between

�2
t

�2
t�1

�
�2

R2

�2

�2
t

N�1 �
N

i�1
w2

it � �2�N�1�
N

i�1
w2

i,t�1� � N�1�
N

i�1

2

it
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clubs. The conventional wisdom and broadly the pattern of our data is that
�2

t is roughly constant over time. This requires �2�R2, but this could be
achieved in a lot of ways, such as high values of both or low values of both.
The equilibrium variance is

�2�

thus competition becomes less balanced the larger the dispersion of annual
relative investment and of chance, and the greater the persistence of per-
formance. The variance will tend upwards or downwards to this level
depending on whether the initial variance was greater or less than equilib-
rium. Note R2 changes as �2

t changes.
If we now allow for innate differences in advantage, performance is deter-

mined by:

Wit*��i��wi,t�1�
it (5.3)

where the �i sum to zero across clubs. When this is estimated by least
squares it decomposes win proportion into three components: a club-
specific component, a component that can be predicted by past perfor-
mance and a residual component that is uncorrelated with past
performance. Each of these contributes to the degree of competitive
balance in different ways. If we assume that the competition started a long
time ago then

the expected long-run win proportion for club i is �i /(1��) and the benefits
of past investment depreciate over time.7 Noting that E(
2

t )��2 and
E(
t
t�j)�0 ( j�0), and taking expectations over time

then taking expectations over clubs assuming that �i�N(0, �2) the equilib-
rium variance is

thus we can decompose the factors that determine competitive balance
into the contributions of (a) the dispersion of ability (�2), (b) the disper-
sion of investment and luck (�2) and (c) the persistence of success (�).

�2 �
�2

(1 � �)2 �
�2

1 � �2

E(w2
it) � � �i

1 � �	
2

�
�2

1 � �2

wit �
�i

1 � �
� �

�

j�0
� j
t�j

�2

1 � �2
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Higher persistence of success multiplies both dispersions and reduces
competitive balance, but multiplies innate ability by more than differences
in investment.

Our regressions estimates are summarised in Table 5.4. European leagues
exhibited considerably higher predictability as measured by the R2 than
either the NFL or MLB. The NHL was similar in this respect to the
European leagues apart from Portugal, which exhibited the greatest degree
of predictability.

Table 5.4 Regression estimates

League R2 Coefficient of Coefficient of
lagged dependent variation of

variable (�) fixed effects in 
the long run

Italy 0.45 0.30 0.48
Spain 0.49 0.08 0.29
Portugal 0.73 0.19 0.40
England 0.43 0.21 0.36
NFL 0.25 0.36 0.23
MLB 0.23 0.39 0.11
NHL 0.44 0.51 0.12

Note: data covers the same 30 year period used in the other tables. The estimating
equation was wpcit � �i � � wpcit�t � 
. For each league the lagged dependent variable was
significant at the 1 per cent level, except for Spain, where it was not significant at either the 1
per cent or 5 per cent level. The fixed effects were jointly significant at the 1 per cent level in
every league except the NHL, which was jointly significant at the 5 per cent level. Long-run
coefficients are given by �i /(1 � �). For the leagues with promotion and relegation (Italy,
Spain, Portugal and England) the data was restricted to teams present in both the current
and previous season.

The lagged dependent variable was noticeably larger for the North
American leagues, suggesting relatively sluggish adjustment toward the
long-run mean. This implies that random shocks will persist longer –
perhaps because limited contractual freedom experienced by players in
North America makes its harder to turn a losing team into a winning team
by buying talent, and that once a winning team is assembled, it only breaks
up once the players approach the end of their careers.8 From the discussion
of the previous section, a high value of the lagged dependent variable is
consistent with a high degree of persistence in player investment which can
in turn enable dynasties to persist over time.9

The final measure of competitive balance is presented in column 3 of
Table 5.4. The coefficient of variation of the fixed effects indicates a much
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greater long-term imbalance in the European leagues compared to the US.
In particular it appears that Major League Baseball and the National
Hockey League display less variability in the fixed effects than the NFL
which is often considered one of the most balanced leagues. However, it
may be that in the NFL teams have a greater tendency to long-term stabil-
ity while in baseball and hockey there have been fewer consistently success-
ful teams over 30 years. The estimates for the European leagues are
consistent with the observation that over the last 30 years there have been
a small number of well-known teams that have dominated competition.

5. DISCUSSION AND CONCLUSIONS

Measured simply by the standard deviation of win percentage in each
league season there appear to be few differences in competitive balance
between Europe and North America. By analysing the data differently this
chapter has demonstrated that while more teams have access to the highest
level of competition through the system of promotion and relegation, there
appears to be less dynamic competitive balance in Europe. This is consis-
tent with the observation that there are more of league rules promoting
competitive balance in North America.

The chapter has also shown that the lower degree of dynamic competi-
tive balance is generally consistent with an underlying model of playing
success in which the impact of player investment persists over time.
However, the larger estimated coefficient on the lagged dependent variable
of win percentages for the North American leagues works in the opposite
direction. It may be that redistributive measures in North American sports
promote equality of access to talent, but that once a particular club obtains
the services of the most highly talented athletes, restrictions in the labour
market enable them to retain their services and therefore the team’s perfor-
mance level over a longer period of time.

The fundamental difference between the two league systems on either
side of the Atlantic is best described as the distinction between equality of
opportunity and equality of outcomes. In the North American leagues rel-
atively few have access, but those that do have a fair chance of competing
at the highest level. In Europe, by contrast, while entry is open to all, access
to the ruling elite remains beyond the grasp of all but a small minority.
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NOTES

1. Other static measures include the Gini coefficient (Quirk and Fort, 1992), relative entropy
(Horowitz, 1997) and the Hirschman–Herfindahl index (Depken, 1999)

2. A similar exercise is to be found in Kipker (2000).
3. The issue is this: if we take only the percentage of matches won, strong teams look less

successful than they really are. If we consider only the percentage wins over decisive
matches (that is those not drawn) we artificially reduce the length of the season and so we
should reduce the idealised standard deviation according to the sum of decisive matches
in each season. Treating draws as half a win is thus much simpler and more consistent.

4. Note that if each team had an identical probability of winning its home games higher than
50 per cent and played the same number of home and away matches, then the standard
deviation of team average winning percentages would be zero even though the standard
deviation of match winning percentages would be positive.

5. In 1975 the Spanish Championship was won by some margin by Real Madrid, while Real
Murcia finished some way adrift at the bottom of the table. However, the gap between the
remaining teams was so small that the gap between the second placed team and the
second-to-last was equal to four wins. Given that each team plays every other team home
and away, the gap is no more than a win in each of these games.

6. Teams with only one year in the league are excluded: in Italy there were three teams with
an average win percentage of 0.25, six in Spain with an average of 0.28, ten in Portugal
with an average of 0.28, five in England with an average of 0.25, two in the NFL with an
average of 0.48 and none in MLB or the NHL.

7. Strictly speaking, this equation, and what follows, requires that all teams have been con-
tinually present in the league. If we are dealing with leagues based around promotion and
relegation we must either take the truncation into account when looking at win percent-
ages in a particular division or use a different measure of performance such as league rank
(see for example Szymanski and Smith, 1997) since win percentages across divisions are
not comparable.

8. Vrooman (1996) finds that the coefficient of the LDV in baseball has fallen considerably
since the introduction of free agency.

9. The data for the European leagues is in fact censored, since teams that are relegated do
not disappear, but compete at a lower level of competition where they also achieve some
level of performance. To consider the implication of this for the estimates a regression was
run for the 99 teams appearing in the four English professional divisions over the 30-year
period. In this case the dependent variable was league rank (where the top position in the
league immediately below the top division was measured as n�1, where n is the number
of teams in the top division, and so on) since win percentages are not comparable across
divisions. The estimate on the lagged dependent variable for the truncated sample was
0.22, while the estimate for the full sample was 0.68. This suggests that there is much more
sluggishness in the adjustment process when the interlocking hierarchy of leagues is con-
sidered as a whole.
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PART 3

Cost–Benefit Analysis and Sports





6. Bidding for the Olympics: fool’s
gold?
Robert A. Baade and Victor Matheson

INTRODUCTION

Governments have spent billions to accommodate the Olympic Games in
recent times. While the motivations for hosting the Games are complex,
those who seek public funding for them use the promise of substantial eco-
nomic returns to justify public subsidies. Do the Olympic Games represent
an extraordinary economic opportunity for nations and cities worthy of
significant taxpayer support? The purpose of this chapter is to assess the
economic impact of the Olympics and the wisdom of the use of public
funds to support them. Particular attention is focused on the Summer
Olympic Games in Los Angeles in 1984 and Atlanta in 1996. The evidence
gleaned from the experiences of these two cities indicates that the economic
impact was more modest than that projected by those promoting the event
in those cities.

Economic theory casts doubt on a substantial windfall for the host city
from the Olympic Games. Cities competing with one another for the
Games would theoretically bid until their expected return reached zero. In
theory the International Olympic Committee (IOC), the monopolist sup-
plying the Games, would appropriate any economic rents from the Games
directly through bribes from the suitors and indirectly through mandating
that potential hosts assume all costs incurred relating to the event. Two
things could prevent this from happening. First, the monopoly power of
the IOC could be countered if there existed only a single suitor for the
Games. In fact, Los Angeles was the sole city bidding for the 1984 Summer
Olympic Games.1 Second, the weight of public opinion could be sufficiently
strong to convince the IOC to share the event’s monopoly rents. Recent crit-
icisms directed at the IOC have resulted in reforms designed to thwart the
acceptance of under-the-table payments to IOC members. These illegal
payments, however, represent a small portion of the financial demands the
IOC imposes on the host communities. IOC Rule 4, which requires the host
city to assume financial liability for the Games, constitutes the most
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significant financial responsibility. Despite the existence of the IOC
monopoly, cities continue to compete for the Games. The sheer size and
scope of the Olympics may well blind the suitors for the Games to the sub-
stantial financial risks.

The Olympic Games epitomize the concept of a ‘mega-event’ to borrow
a phrase from the literature devoted to economic impact. The word mega
conjures up images of vast numbers of alien spendthrifts descending on
the lucky host city. The impression of a substantial inflow of money
created by the crowds and the excitement at Olympic venues is hard to
dispute, but does a sober appraisal of the change in economic activity after
the event support those first impressions? Few after-the-fact audits are per-
formed because studies of this sort provide little benefit to cities that have
hosted such events. Potential host cities, however, may well derive utility
from economic post-mortems. In particular, cities contemplating
Olympian expenditures would undoubtedly find useful a dispassionate
appraisal of economic benefits to assist them in formulating a representa-
tive bid.

The first section of this chapter reviews the literature as it relates to an
assessment of the impact of mega-events. In the next section, the strengths
and shortcomings of the theory and techniques used by those who advo-
cate using public funds to host the Games are examined. In the subsequent
section of the chapter, we discuss the after-the-event model that we propose
to estimate the impact. Actual estimates are presented in the chapter’s next
section. Conclusions and policy implications are articulated in the final
section of the study.

REVIEW OF THE LITERATURE

The Olympics qualify as a ‘mega-event’ in contemporary phraseology. To
justify on theoretical grounds public subsidies for mega-event infrastruc-
ture, such investments must exhibit substantial externalities or be construed
as ‘public goods’. Boosters offer staggering claims regarding the amount of
economic activity a mega-event can generate. For example, in bidding for
the Olympic Games in 2012, the chairman of Dallas 2012 conservatively
estimated a $4 billion impact and observed:

How much is $4 billion? It’s very close to the 1998 net income for Metroplex
giants J.C. Penney Co. Inc., EDS Corp., Kimberly-Clark Corp., Texas
Instruments Inc., Halliburton Co. And Texas Utilities Co. – combined.

That $4 billion will benefit most every business in the Metroplex – from hotels
to restaurants, from real estate to transportation, from communications to
health care.
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Beyond that, Dallas 2012 says landing the Olympic bid would give the city a
specific reason to improve local infrastructure: Streets, freeways, the DART rail,
even the Cotton Bowl and Fair Park. (Cawley, 1999)

Dallas 2012’s optimism runs counter to some mega-event experiences else-
where in the world. In assessing some of these event experiences Mary-Kate
Tews observed:

Throughout the 1980s, World’s Fairs and Olympic organizers turned to the
mega-event as a panacea, a solution to the myriad of problems caused by eco-
nomic hard times. Instead of solving such problems, however, they often found
themselves involved in very high-stakes, high-risk enterprises that had devastat-
ing after-effects. Such was the case in New Orleans, where researchers posed
serious questions about the efficacy of the mega-event as a means of achieving
economic development goals after Expo ’84 declared bankruptcy. (Tews, 1993,
p.3).

Philip Porter offered a similarly negative assessment of the impact that
‘Super Bowls’, the distinctly American mega-event, have on their host com-
munities. After reviewing short-term data2 on sales receipts for several
American football championship games, Porter concluded:

Investigator bias, data measurement error, changing production relationships,
diminishing returns to both scale and variable inputs, and capacity constraints
anywhere along the chain of sales relations lead to lower multipliers. Crowding
out and price increases by input suppliers in response to higher levels of demand
and the tendency of suppliers to lower prices to stimulate sales when demand is
weak lead to overestimates of net new sales due to the event. These characteris-
tics alone would suggest that the estimated impact of the mega-sporting event
will be lower than impact analysis predicts. When there are perfect complements
to the event, like hotel rooms for visitors, with capacity constraints or whose sup-
pliers raise prices in the face of increased demand, impacts are reduced to zero.
(Porter, 1999)

The widespread disagreement on the economic impact of mega-events
offered in bidding for the events and appraising their contributions after
the fact begs for a resolution. Have the Olympic experiences in Los
Angeles in 1984 and Atlanta in 1996 been good investments for those
cities, and do they suggest that properly run mega-events in economies
with some slack can match the optimistic claims of event boosters?
Reconciling the rosy claims offered to secure the public funding necessary
to host the event and the dreary assessments of some events after the fact
is essential to insuring future reasonable appraisals of mega-event eco-
nomic impact. Such reconciliation requires first an assessment of the
underlying theoretical issues.
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THEORETICAL ISSUES

Miscalculations regarding the economic effects of hosting the Olympics are
most likely, arguably, to occur in assessing the economic benefits from
hosting the games and the opportunity costs involved in doing so. With
regard to opportunity cost, even if a sports project does generate positive
net benefits, public funds should be invested only if the net benefits exceed
those from an alternative use of the funds (Kesenne, 1999). The analysis
performed in this study, therefore, has been developed with an eye toward
ensuring that the benefits are not exaggerated and the opportunity costs
have not been ignored. Consider first the issues relating to benefit hyperbole.

There are standard techniques for estimating economic impact that have
evolved over time, but in general represent an application of standard
macroeconomic theory. Technically speaking, an expenditure or incomes
approach could be used to estimate the economic impact. The expenditure
approach requires as a first step estimates of direct expenditures attribut-
able to the event or project. These first-round, or direct expenditure changes
are then used to estimate indirect expenditures through the use of a ‘multi-
plier’. Briefly, multipliers are thought to exist because one person’s spend-
ing becomes income for others who in turn spend a portion of that new
income creating income for still others, and so on. The indirect spending
converges to some amount because only a fraction of any income incre-
ment received as a consequence of someone’s spending is spent again. In
other words, some of the money leaks from this system through savings,
taxation, or money spent outside the host economy (imports). Using this
technique, if a mistake is made in estimating direct expenditures, those
errors are compounded in estimating indirect expenditures. The secret to
generating credible economic impact estimates using the expenditure
approach is to estimate precisely direct expenditures.

A precise measure of changes in direct expenditures is fraught with
difficulties. The most prominent among them relates to accurately assess-
ing the extent to which spending in conjunction with the event or project
would have occurred in the absence of the event. For example, if an esti-
mate was sought on the impact of professional sport on a local economy,
consideration would have to be given to the fact that spending on sports
may well merely substitute for spending that would occur on something else
in the absence of professional sport. Therefore, if the fans are primarily
indigenous to the community, sport may not provide much impact because
its availability in a community may serve primarily to reallocate leisure
spending while leaving spending overall fundamentally intact. This distinc-
tion between gross and net spending has been cited by economists as a chief
reason why professional sports does not seem to contribute as much to met-
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ropolitan economies as boosters claim (Baade, 1996). One of the attributes
of a mega-event is that gross and net spending changes induced by the event
are more likely to converge. This is so because spending at a mega-event is
more likely to be categorized as export spending since most of it is thought
to be undertaken by people from outside the community. Skilled research-
ers will often eliminate the spending undertaken by local residents at a
mega-event because it is likely to be inconsequential relative to that con-
sumption which is undertaken by those foreign to the host community
(Humphreys and Plummer, 1995).

Eliminating the spending by residents of the community would at first
blush appear to eliminate a potentially significant source of bias in estimat-
ing direct expenditures. Surveys on expenditures by those attending the
event, complete with a question on place of residence, would appear to be
a straightforward way of estimating direct expenditures in a manner that is
statistically acceptable. However, while surveys may well provide insight on
spending behaviour for those patronizing the event, such a technique offers
no data on changes in spending by residents not attending the event. It is
conceivable that some residents may dramatically change their spending
during the event’s play given their desire to avoid the congestion at least in
the venue(s) environs. In general, a fundamental shortcoming of economic
impact studies is not with information on spending for those who are
included in a direct expenditure survey, but rather with the lack of infor-
mation on the spending behaviour for those who are not.

A second potentially significant source of bias in economic impact
studies relates to leakages from the circular flow of spending. For example,
if the host economy is at or very near full employment, it may be that the
labour essential to conducting the event resides in other communities where
there is a labour surplus or unemployment.3 To the extent that this is true,
then the indirect spending that constitutes the ‘multiplier effect’ must be
adjusted to reflect this leakage of income and subsequent spending.

Labour is not the only factor of production that may repatriate income.
If hotels experience higher than normal occupancy rates during a mega-
event, then the question must be raised about the fraction of increased
earnings that remain in the community if the hotel is a nationally owned
chain.4 In short, to assess the impact of mega-events, a balance of pay-
ments approach should be utilized. That is to say, to what extent does the
event give rise to dollar inflows and outflows that would not occur in its
absence. Since the input–output models used in the most sophisticated ex
ante analyses are based on fixed relationships between inputs and outputs,
such models do not account for the subtleties of full employment and
capital ownership noted here. As a consequence, it is not clear if economic
impact estimates based on them are biased up or down.

Bidding for the Olympics: fool’s gold? 131



The potential shortcomings for calculating the multiplier values described
above applies to the uncustomized versions of the most recent US
Department of Commerce’s Regional Input–Output System (RIMS II)
which is a popular tool used by forecasters. Even when the models used to
forecast are customized, the possibility remains that essential pieces of infor-
mation are ignored and the forecast may miss the mark as a consequence.
The models constructed by Regional Economic Models, Inc. (REMI) to
their credit specify an endogenous labour sector which gives more accurate
readings on the employment and wage implications of an ‘event’, but the
accuracy of the REMI projection depends on the quality of the model that
predicts the future of the regional economy in the absence of an event
(control forecast) and the economy’s future if the event occurs (alternative
forecast). The event’s impact is estimated as the difference between the
control and alternative forecasts. An ex post analysis differs from the REMI
approach in that it looks at the economic landscape of a locality or a region
before and after an event, and attributes the difference in important eco-
nomic indicators to the event. The key to the success of this approach is to
isolate the event from other changes that may be occurring simultaneously
and that may exert a significant impact on the local economy.

As an alternative to estimating the change in expenditures and associated
changes in economic activity, those who provide goods and services directly
in accommodating the event could be asked how their activity has been
altered by the event. In summarizing the efficacy of this technique
Davidson opined:

The biggest problem with this producer approach is that these business manag-
ers must be able to estimate how much ‘extra’ spending was caused by the sport
event. This requires that each proprietor have a model of what would have hap-
pened during that time period had the sport event not taken place. This is an
extreme requirement which severely limits this technique. (Davidson, 1999)

An expenditure approach to projecting the economic impact of mega-
events is likely to yield the most accurate estimates. Do the estimates on the
economic impact of the Olympic Games hosted by Los Angeles in 1984 and
Atlanta in 1996 conform to ex ante estimates of the economic impact these
mega-events have on their host cities? In the next section of the chapter, the
model that is used to develop after-the-fact estimates is detailed.

THE MODEL

As noted above, to provide credible estimates on the economic impact of a
mega-event, an ex post model must account for the impact of other changes

132 Cost–benefit analysis and sports



in an economy that occur in concert with the event. Since a mega-event’s
impact is likely to be small relative to the overall economy, isolating the
event’s impact is not a trivial task. On the other hand, there is evidence to
suggest that estimates of direct and indirect expenditures that are induced
by sports and mega-events are exaggerated in prospective studies. This is so
in part because estimating net spending changes as a consequence of an
event requires information not only on how people attending the event
consume, but how residents of the city not attending the event alter their
consumption as well. More generally speaking, there are details with
respect to dollar inflows and outflows as a consequence of an event that
cannot be easily or fully anticipated. Furthermore, ex ante studies in
general ignore opportunity costs. The model that we have constructed has
been inspired by a recognition of the challenges and deficiencies common
to both ex ante and ex post analyses.

In constructing a model to estimate the impact an event has had on a city,
several approaches are possible and suggested by past scholarly work.
Previous models used to explain metropolitan economic growth have been
summarized by Mills (1992). They identified five theories: export base, neo-
classical growth, product cycle, cumulative causation, and disequilibrium
dynamic adjustment. All these theories seek to explain growth through
changes in key economic variables in the short run (export base and neo-
classical) or the identification of long-term developments that affect met-
ropolitan economies in hypothetical ways (product cycle, cumulative
causation, and disequilibrium dynamic adjustment). Our task is not to rep-
licate explanations of metropolitan economic growth, but to use past work
to help identify how much growth in metropolitan employment is attribut-
able to the Summer Olympic Games. To this end we have selected explana-
tory variables from past models to help establish what employment would
have been in the absence of the Olympics. We then compare that estimate
to actual employment levels to estimate the contribution of the Games. The
success of this approach depends on our ability to identify those variables
that explain the majority of observed variation in growth in employment in
those cities that have hosted the Summer Olympic Games.

To isolate the mega-event’s impact, both external and internal factors
need to be considered. External factors might include, for example, a relo-
cation of people and economic activity from the ‘rust/frost belt’ to the ‘sun
belt’, changes in the disposition of the federal government toward revenue
sharing, and changes in the demographic character of urban America.
Internal factors might include a change in the attitude of local politicians
toward fiscal intervention, a natural disaster, or unusual demographic
changes. One technique would be to carefully review the history of cities in
general and particular and incorporate each potentially significant change
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into a model. An alternative is to represent a statistic for a city for a partic-
ular year as a deviation from the average value for that statistic for cohort
cities for that year. Such a representation over time will in effect ‘factor out’
general urban trends and developments. For example, if we identify a par-
ticular city’s growth in employment as 10 per cent over time, but cities in
general are growing by 5 per cent, then we would conclude that this city’s
pattern deviates from the norm by 5 per cent. It is the 5 per cent deviation
that requires explanation and not the whole 10 per cent for our purposes in
this study.5

In modelling those factors that are unique to individual cities, it is helpful
to identify some conceptual deficiencies characterizing the demand side of
ex ante and ex post models that exaggerated economic impact estimates.
Many prospective economic impact studies, particularly those that are
older, fail to make a distinction between gross and net spending changes
that occur as a consequence of hosting a mega-event. In ex post studies
failure to factor out the city’s own secular growth path could embellish an
estimate of the contribution of the Olympic Games. Ex ante studies even
in very sophisticated forms are based usually on the premise that important
economic relationships remain unchanged. It is, after all, historical experi-
ences that define the statistics upon which prospective impact estimates are
based. However, if the event is significant in a statistical sense, will not the
event modify historical experience? We cannot claim a significant impact,
and at the same time claim that history will be unaltered. Our model, there-
fore, in various ways ‘factors out’ the city’s historical experience. To con-
tinue with our example from above, if history tells us that a city that
experiences a growth in employment that is 5 per cent above the national
average, before and after a mega-event, then it would be misguided to
attribute that additional 5 per cent to the mega-event. If, after the event, the
city continued to exhibit employment increases 5 per cent above the
national norm, the logical conclusion is that the mega-event simply sup-
planted other economic developments that contributed to the city’s above-
average rate of growth. It will be particularly interesting to see if rates of
employment growth forecast for Los Angeles and Atlanta approximate
what an ex post model not adjusted for a city’s secular growth path would
conclude.

The alternative to the technique outlined to this point, would be to care-
fully review the history of cities in general and particular, and explicitly
incorporate each potentially significant change into the model. This tech-
nique has practical limitations to which past studies attest. Economists who
have sought to explain growth using this technique have followed tradi-
tional prescriptions, and have developed demand- or supply-centred
models through which to explain growth.6 Some scholars have combined
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both demand and supply arguments.7 Both supply and demand models
have strong theoretical underpinnings. Those who utilize a demand
approach with some version of employment as the independent variable
base their theory on the notion that the demand for labour is ultimately
derived from the demand for goods and services. Those who favour a
supply approach would argue that cost factors are the most critical in
explaining employment in a metropolitan statistical area (MSA) or region.

Given the number and variety of variables found in regional growth
models and the inconsistency of findings with regard to coefficient size and
significance, criticisms of any single model could logically focus on the
problems posed by omitted variables. Any critic, of course, can claim that
a particular regression suffers from omitted-variable bias, it is far more
challenging to address the problems posed by not including key variables
in the analysis. In explaining regional or metropolitan growth patterns, at
least some of the omitted variable problem can be addressed through a
careful specification of the dependent variable. As noted above, represent-
ing relevant variables as deviations from city norms leaves the scholar a
more manageable task, namely that of identifying those factors that
explain city growth after accounting for the impact of those forces that gen-
erally have affected regional or MSA growth. For example, a variable is not
needed to represent the implications of federal revenue sharing, if such a
change affected cities in ways proportionate to changes in demographic
characteristics, for example population, used to calibrate the size of the
revenue change for any particular city. Of course instead of representing
the MSA dependent variable as a deviation from a national mean and its
own secular growth path, a national mean and the MSA’s growth path can
be represented as independent variables. In fact, we chose to represent the
mean rate of employment growth for MSAs and the city’s growth path for
employment for the previous three years as independent variables.

Following the same logic, independent variables should also be normal-
ized, that is represented as a deviation from an average value for MSAs or
as a fraction of the MSA average. It is important, for example, to model the
fact that relocating a business could occur as a consequence of wages
increasing in the MSA under study or a slower rate of wage growth in other
MSAs. What matters is not the absolute level of wages in city I, but city I’s
wage relative to that of its competitors. What we propose, therefore, is an
equation for explaining metropolitan employment growth which incorpo-
rates those variables that the literature identifies as important, but specified
in such a way that those factors common to MSAs are implicitly included.

The purpose of ex ante studies is to provide a measure of the net benefits
a project or event is likely to yield. To our knowledge there is no prospec-
tive model that has the capacity for measuring the net benefits of a project
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relative to the next best alternative use of those funds. If we assume that the
best use of funds has always occurred prior to a mega-event, then the
growth path observed for a city can be construed as optimal. If this
‘optimal growth path’, identified by the city’s secular growth trend,
decreases after the mega-event occurs, then the evidence does not support
the hypothesis that a publicly subsidized mega-event put those public
monies to the best use. A negative or even insignificant coefficient for the
Olympics variable is prima facie evidence that the mega-event is less than
optimal.

Our particular focus in this study is to assess changes in employment in
Los Angeles and Atlanta that were attributable to their hosting of the
Summer Olympic Games in 1984 and 1996, respectively. Equation (6.1)
represents the model used to predict changes in employment.

Where for each time period t,

�Nt
i � % change in employment in the ith metropolitan statistical

area (MSA),
nt � number of cities in the sample,
Popt

i � log of the population of the ith MSA,
yt

i � real per capita personal income in the ith MSA as a per-
centage of the average for all cities in the sample,

Wt
i � nominal wages in the ith MSA as a percentage of the

average for all cities in the sample,
Tt

i � state and local taxes in the ith MSA as a percentage of the
average for all cities in the sample,

OBt
i � a dummy variable for oil boom and bust cycles for selected

cities and years,
REGt

i � dummy variables for eight geographical regions within the
United States,

SOGt
i � dummy variable for the Summer Olympic Games,

MSAt
i � dummy variable for ith MSA,

TRt
i � annual trend,

_ � stochastic error.

For the purposes of our analysis the variables are specified as percentage
changes unless otherwise indicated, and the functional form is linear in all
the variables included in equation (6.1). As mentioned previously, rather
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than specifying all the variables that may explain metropolitan growth, we
attempted to simplify the task by including independent variables that are
common to cities in general and the ith MSA in particular. In effect we have
devised a structure that attempts to identify the extent to which the devia-
tions from the growth path of cities in general (_�Nt

i/nt) and city I’s secular
growth path (�Ni

t�1,�Ni
t�2, and �Ni

t�3)
8 are attributable to deviations in

certain costs of production (wages and taxes), demand-related factors
(population, real per capita personal income), dummy variables for the oil
boom/bust cycle and the region in which the MSA is located, and the pres-
ence of the Summer Olympic Games. If the Olympic Games dummy vari-
able emerges as significant, then we intended to use the value of the
coefficient to estimate the employment effect of the Games directly. Since
the coefficient did not emerge as significant,9 equation (6.1) was used to
predict the growth path for employment, and this predicted value was com-
pared to the actual growth in employment to formulate a conclusion with
regard to the effect the Games had on employment in Los Angeles in 1984
and Atlanta in 1996. Of course, the credibility of this procedure depends
on a robust equation for predicting employment growth.

Relative values of population, real per capita personal income, wages,
and tax burdens are all expected to help explain a city’s growth rate in
employment as it deviates from the national norm and its own secular
growth path. As mentioned above, past research has not produced con-
sistency with respect to the signs and significance of these independent
variables. Some of the inconsistency can be attributable to an inability to
separate cause and effect. For example, we would expect higher relative
wages over time to reduce the rate at which employment is growing in an
MSA relative to other cities. That would be true, ceteris paribus, if wages
determined employment. If, however, high rates of employment increased
an MSA’s wage relative to that of other cities, it may be that the opposite
sign emerges. We do not have as a consequence a priori expectations with
regard to the signs of the coefficients. That should not be construed as
an absence of theory about key economic relationships. As noted earlier,
we included those variables that previous scholarly work found impor-
tant.

Fifty-seven cities constituted our sample, representing all MSAs that
were among the 50 largest by population in the United States in either 1969
or 1997. The cities and years for which we had data are identified in the
appendix to this report. A bibliography of data sources appears in the
general bibliography which follows the conclusions and policy implica-
tions.
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RESULTS

The results from the regressions run for equation (6.1) with Atlanta and
Los Angeles included are recorded in Tables 6.1 and 6.2, respectively. The
t-statistics are represented in the parentheses following the coefficient
estimates.

Table 6.1 Regression results for pooled MSA data with Atlanta 
included

Statistic/Valuea Coefficient values and (t-statistics)

b0 (constant) �0.436 (�3.91)c

b1 (�Ni
t/_�Ni

t/nt) 0.883 (32.78)c

b2 (�Ni
t/�Ni

t�1) 0.379 (17.64)c

b3 (�Ni
t/�Ni

t�2) �0.113 (�4.84)c

b4 (�Ni
t/�Ni

t�3) 0.127 (6.77)c

b5 (�Ni
t/Popi

t) �0.0089 (�5.27)c

b6 (�Ni
t/y

i
t) 0.000736 (0.21)

b7 (�Ni
t/W

i
t) �0.0084 (�2.17)d

b8 (�Ni
t/T

i
t) 0.0054 (1.58)

b9 (�Ni
t/OBi

t) 0.0183 (8.27)c

b10 (�Ni
t/REGi

t)
a �0.006 (�3.69)c

b11 (�Ni
t/SOGi

t) n.a.
b12 (�Ni

t/Atlanta) 0.0075 (2.38)c

b13 (�Ni
t/TRi

t) 0.00025 (4.417)c

R2 0.707
Adjusted R2 0.703
F-statistic 184.92c

Durbin-Watson 1 .83b

Notes:
a k � 1 of the regions identified for the United States by the Department of Commerce were

represented by a dummy variable. Those regions include: New England, Mideast, Great
Lakes, Plains, Southeast, Southwest, and Rocky Mountain. The West region served as the
residual. Therefore, each of the regional coefficients identifies the extent to which the
particular regional growth in employment differs from the West region. Values for other
regional coefficients were calculated and used to estimate employment growth. Atlanta is
located in the Southeast region, and only the value for that coefficient for that regional
dummy was recorded in this table. Since our sample included eight other MSAs in the
Southeast region, the coefficient recorded for the dummy variable for Atlanta identifies
how it is that Atlanta’s growth in employment varies from that of other MSAs in the
Southeast region. Given the presence of other cities in the Southeast region in the sample,
the dummy variables for the Southeast region and Atlanta are not identical.

b Inconclusive region.
c Result was significant at the 99 per cent level.
d Result was significant at the 95 per cent level.
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Table 6.2 Regression results for pooled MSA data with Los Angeles
included

Statistic/Valuea Coefficient values and (t-statistics)

b0 (constant) �0.422 (�3.78)*
b1 (�Ni

t/_�Ni
t/nt) 0.88 (32.79)*

b2 (�Ni
t/�Ni

t�1) 0.379 (17.63)*
b3 (�Ni

t/�Ni
t�2) �0.112 (�4.84)*

b4 (�Ni
t/�Ni

t�3) 0.127 (6.74)*
b5 (�Ni

t/Popi
t) �0.0065 (�3.62)*

b6 (�Ni
t/y

i
t) �0.0006 (�0.18)

b7 (�Ni
t/W

i
t) �0.009 (�2.3)**

b8 (�Ni
t/T

i
t) 0.0048 (1.41)

b9 (�Ni
t/OBi

t) 0.0184 (8.29)*
b10 (�Ni

t/REGi
t)

a �0.003 (�1.34)*
b11 (�Ni

t/SOGi
t) n.a.

b12 (�Ni
t/Los Angeles) �0.00879 (�2.62)*

b13 (�Ni
t/TRi

t) 0.00025 (4.417)*
R2 0.707
Adjusted R2 0.703
F-statistic 185.13*
Durbin-Watson 1.809b

Notes:
a See the corresponding note for Table 6.1. The regional coeffcient recorded in this table is

for the Rocky Mountain region, and it estimates the extent to which growth in the Rocky
Mountain region differs from that in the West region. Once again the West region was used
as the numeraire.

b Inconclusive region.

The F-statistic indicates that the equation for both Atlanta and Los
Angeles was significant at the 1 per cent level, indicating that the model is
robust. The adjusted correlation coefficients indicate that equation (6.1)
‘explains’ approximately 70 per cent of the variation in employment growth
rates. The population and wage variables were significant at the 95 per cent
level or better while the real per capita income and tax variables were not
statistically significant. The signs of the population and wage variables are
reasonable. That is, it is not unreasonable to expect that large cities would
exhibit slower rates of employment growth than smaller cities, and cities for
which money wages are high could be expected to exhibit slower rates of
employment growth.

The estimated coefficients for the Summer Olympic Games variable did
not emerge as statistically significant in either Los Angeles or Atlanta, and
as a result the impact of the Summer Olympic Games could not be directly
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estimated using the value of the coefficient for the dummy variable repre-
senting the Games. The technique used to estimate employment gains attrib-
utable to the Summer Olympic Games involved estimating the employment
growth path using equation (6.1) and comparing the predicted values in
employment growth to the actual gains in employment. The difference
between the predicted and actual employment figures represented an esti-
mate of the employment gains induced by the Summer Olympic Games in
Atlanta and Los Angeles. In the case of Atlanta, this estimate is likely to be
generous since not all the employment gains can be attributed to the
Olympics in a city that grew faster on average than cities in the region and
the country. Using this technique, the estimates on employment gains for
Atlanta and Los Angeles are represented in Tables 6.3 and 6.4, respectively.

Table 6.3 Employment gains for Atlanta attributable to the 1996 Summer
Olympic Games

Modela Employment Gains (Losses)

Model 1 3467
Model 2 21767
Model 3 42448

Note:
a The models are distinguished according to the manner in which the growth path for

employment was specified. In particular the growth path for employment could be calculated
to include 1994 and 1995 observed growth in employment. Since it is likely that employment
growth in 1994 and 1995 did reflect elevated expenditure levels as a consequence of
investments in infrastructure by the Atlanta Committee for the Olympic Games (ACOG),
the 1996 estimate for employment growth was less likely to show a substantial increase in job
growth above the high levels that characterized 1994 and 1995. Since it is unclear when the
infrastructure investments and other direct expenditures in conjunction with the Olympics
occurred and exerted an impact on the Atlanta economy, we have specified three models.
Model 1 assumes that most of the direct, indirect, and induced expenditures occurred in
1996. Model 2 estimates job growth using a growth path for employment that includes 1994,
and, therefore, measures the impact of the Olympics on job growth for 1995 and 1996
beyond that expected based on equation (6.1) estimated through 1994. Model 3 differs from
model 2 in that the contribution of the Olympics to employment growth is measured using
an estimate for equation (6.1) that includes the sample period through 1993. The evidence
suggests that the bulk of expenditures for the Olympic Games for Atlanta occurred between
1994 through 1996. This assertion is based on the breakdown of expenditures into direct,
indirect and induced categories identified in the study commissioned by the AOCG by
Humphreys and Plummer (1995). Humphreys and Plummer define indirect economic
expenditures as ‘that portion of spending by out-of-state visitors that purchases goods and
services produced by Georgia’s industries to satisfy the additional demand’. Since
Humphreys and Plummer estimate that more than 50 per cent of total spending is indirect,
then the majority of job growth is attributable to spending that occurred for the most part in
1996. Nonetheless, there is an argument that can be made for using any of the three models
that we have specified here even though the Humphreys and Plummer estimates on economic
impact are based on Olympic expenditures from 1991 to 1997.
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Table 6.4 Employment gains for Los Angeles attributable to the 1984
Summer Olympic Games

Modela Employment gains (losses)

Model 1 5043

Note:
a The only model specified for Los Angeles theoretically corresponds to model 1 in Table

6.3. Since the infrastructure for the 1984 games in Los Angeles was largely in place and
substantial government expenditures by the State of California or the City of Los Angeles
were not undertaken in support of the Olympic Games, the expenditure boost provided by
the Games was felt primarily, if not exclusively, in the year in which the games were
conducted.

As the evidence recorded in Tables 6.3 and 6.4 makes clear, the job impli-
cations for the Los Angeles and Atlanta Summer Olympic Games were fun-
damentally different. We attribute the difference to the fact that The City
of Atlanta and the State of Georgia spent enormous sums of money on
infrastructure for the 1996 Games while the City of Los Angeles and the
State of California were miserly by comparison. The infrastructure expen-
ditures for Atlanta as far as we can determine were substantial in 1994 and
1995 although there was some spending in conjunction with the Olympics
beginning in 1991. Los Angeles, by contrast, did not spend a substantial
amount prior to their Games, and the expenditure boost was largely
confined to 1984. The employment impact, therefore, appears to have been
felt only in 1984.

In the case of Atlanta, it is not entirely clear when the infrastructure and
other preliminary Olympic expenditures occurred and influenced the
economy. As a consequence we calculated job growth estimates for three
possibilities or models (see the note following Table 6.3) which took into
account accelerated employment growth attributable to pre-Olympic
spending. Specifically if the employment growth was recalculated to
account for an accelerated rate of job growth beginning in 1994 induced by
substantial preparatory expenditures beginning in that year, that is, model
3, we estimated the Summer Olympic Games in 1996 generated cumulative
job growth in 1994–96 of 42 448 full- and part-time jobs. On the other hand
if preparatory expenditures were not substantial enough to accelerate job
growth until 1995, that is, model 2, we estimate that the Atlanta Olympics
created 21767 full- and part-time jobs. Finally, if expenditures were not
substantial until 1996, then the Atlanta Olympics accounted for only 3 467
jobs. Models 1 and 3, therefore, represent upper- and lower-bound esti-
mates on job growth induced by the 1996 Summer Olympic Games hosted
by Atlanta, Georgia.
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The model 3 estimate conforms in order of magnitude to job growth esti-
mates provided by Humphreys and Plummer (1995) who projected that the
Olympics would create approximately 77000 new jobs in the State of
Georgia with 37000 of those materializing in Atlanta.10 It must be kept in
mind, however, that the 42 448 estimate tacitly assumes that all job growth
that falls outside the pattern established before 1994 is attributable to the
Olympics. Technically speaking, in estimating the cumulative employment
impact of all the spending that occurred in conjunction with Olympics, we
have factored out all the job growth from other sources in 1994 and 1995.
It would appear, as a consequence,that the 42 448 is an estimate that casts
the Olympics in the most favourable light by attributing all incremental job
growth to the 1996 Summer Games. It is arguable that Atlanta’s job growth
accelerated more rapidly in 1994 in concert with the business cycle.
Employment figures for 1991–93 suggest that Atlanta’s recovery from the
nation’s recession that ended in the spring of 1991 did not seem to gather
much momentum until 1993. The Olympics is, therefore, credited with job
creation that should be attributed to other developments and events.11

Those who championed public subsidies for the Atlanta Olympics
contend that the impact of the Games endures. Our evidence, however,
indicates that the Olympic legacy is likely to be small. In other words, the
evidence suggests that the economic impact of the Olympics is transitory,
one-time changes rather than a ‘steady state’ change. This outcome is likely
to be true unless great care is taken to insure that the Olympic infrastruc-
ture is compatible with the resident economy. If the infrastructure for the
Games lacks synergy, or worse, if it displaces or competes with resident or
established capital and labour, then the job gains are likely to be short-lived.
Job growth estimates for 1997 derived through adjusting the model to
reflect the higher rates of job growth induced by the Olympics indicate that
between 17706 and 32768 jobs were ‘given back’. In other words, at least
40 per cent (and perhaps more) of the jobs were transitory. The City of
Atlanta and the State of Georgia spent approximately $1.58 billion (see
Humphreys and Plummer, 1995, p.41) to create 24742 permanent full- or
part-time jobs in the best case scenario (model 3) which averages out to
$63860 per job created.12 It is conceivable that once opportunity costs are
considered with the possibility that Olympic venues could compete for
limited leisure dollars, the Olympics could actually generate a cumulative
long-term job loss. Indeed models 1 and 2 indicate a loss of jobs long-term
of 29301 and 4540, respectively. These estimates would be credible if for
some reason the growth in jobs in 1994 or 1995 was not the result of spend-
ing undertaken in conjunction with the Olympics games. This should sound
a warning to potential host cities particularly since Atlanta did appear to
recognize the need to utilize Olympic infrastructure in meaningful ways
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after the Games. Recognizing the need for synergy is no guarantee that the
plan which it inspires will be free of misconceptions and successful. For
example a significant amount of the Olympic infrastructure expense, 71 per
cent of the new construction budget and 12 per cent of total ACOG expen-
ditures, was devoted to the Olympic stadium which became Turner Field,
the home of the Atlanta Braves, a Major League Baseball (MLB) team.
Turner Field changed the baseball venue, but did it add anything that gen-
erates net new spending and permanent jobs? There is ample evidence to
indicate that new stadiums add little if anything to a metropolitan
economy.13

Other evidence on the nature of ACOG expenditures invites scepticism
about a substantial Olympic economic legacy. Only 31 per cent of the
ACOG expenditures were in areas that could reasonably be expected to
provide a measurable economic legacy. To be more precise, $485 million
was spent on ‘new construction’, ‘electric and electronic’, ‘transportation’,
and ‘communication’. By contrast wage and salary disbursements
(‘Households’) and ‘business services’ accounted for $740.5 million or 47
per cent of the ACOG expenditures (Humphreys and Plummer, 1995).

Furthermore, recent studies on metropolitan growth have emphasized
the importance of sectoral clustering. Mills observed:

At one level, the issue (metropolitan growth) can be stated simply. Many studies
have found that similar sectors tend to cluster together in metropolitan areas . . .
find that localization economies are more important than urbanization econo-
mies. That means that growth of employment within a sector tends to depend
more on the size of the sector than on the size of the metropolitan area. I inter-
pret the strong findings about localization to be findings about the importance
of clustering among related but not identical sectors. (Mills, 1992)

The Olympics arguably do not generate the sort of clustering that is char-
acteristic of high growth areas. To a significant degree the Olympics repre-
sents an alien industry, one that does not connect or mesh well with
established businesses. In addition to the Olympic Stadium (Turner Field),
the ACOG created an International Horse Park of 1400 acres, spent $17
million on the Wolf Creek Shooting Complex, and another $10 million on
the Lake Lanier Rowing Center. These facilities may be unique, but expla-
nations are required for how these rather esoteric developments fit with
other industries and contribute to the economies of scale arguments that
underlie, at least in part, the sectoral clustering, cumulative causation and
disequilibrium dynamic adjustment models that represent contemporary
explanations for the rapid growth we observe in some MSAs to include
Atlanta. Indeed, to the extent that the Olympics are quite alien and divert
the MSA from a higher growth path, the Summer Olympic Games could
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contribute negatively to job growth. This, in all likelihood explains the neg-
ative job growth outcomes of models 1 and 2 for Atlanta for 1997.

We estimate that the Summer Olympic Games contributed 5043 jobs to
the Los Angeles economy in 1984. The empirical evidence indicates that the
jobs were clearly transitory. Our model fails to reveal any net job gains in
1985 and beyond as a consequence of the Olympic Games. This outcome
is probably attributable to the fact there was no significant investment in
infrastructure in conjunction with the Games.

CONCLUSIONS AND POLICY IMPLICATIONS

The purpose of this chapter was to assess the economic impact of the
Summer Olympic Games on Los Angeles in 1984 and Atlanta in 1996. In
so doing, it was our hope that we could provide some useful information to
cities bidding for the Games. It is conceivable that an after-the-fact sober
appraisal of the economic contribution of the Games could help temper
some of the excesses that have been brought to light by the well-publicized
‘overzealous’ behaviour of those who succeeded in bringing the Olympics
to Salt Lake City and Atlanta.

Los Angeles and Atlanta represent an interesting contrast in terms of
their approaches to the bidding process. This difference reflects to a sub-
stantial extent past financial experiences. In the wake of the financially
troubled Montreal and Moscow Olympic Games in 1976 and 1980, only
Los Angeles bid for the 1984 Games. This fact explains the absence of
significant public sector financial support in Los Angeles, and, perhaps, the
private financial success the 1984 Games are thought to have enjoyed. The
increase in economic activity attributable to the 1984 Games, as repre-
sented by job growth, an estimated 5043 full-time and part-time jobs using
our model, appears to have been entirely transitory, however. There is no
economic residue that can be identified once the Games left town. Los
Angeles was not visibly affected by the experience; certainly it was not
transformed by it.

Atlanta represented a return to the extraordinary levels of public spend-
ing associated with the Olympic Games in 1976 and 1980, a phenomenon
not coincidentally associated with several cities bidding for the right to host
the Games. In an environment where bidding is intense among a number of
cities, economic theory would suggest that the winning bid would be con-
sonant with a zero economic return on the investment if opportunity costs
are included in the bidding calculus. The Summer Olympic Games,
however, are not ordinary investments, given their substantial political
content, and we could expect negative returns on the economic investment
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as a consequence. In other words government is willing to pay something
for perceived political gains. In light of this, it is not surprising that the best
case scenario for the Atlanta Games of 1996 is consistent with what we
could reasonably expect to find for public investments in general. More
specifically, if beginning in 1994 all the economic growth beyond Atlanta’s
normal experience could be attributable to public expenditures in conjunc-
tion with the Olympics, Atlanta spent approximately $63000 to create a
permanent full- or part-time job. To create a permanent full-time job equiv-
alent, past public works programmes have spent approximately the same
amount of money. It needs to be remembered, however, that the $63000 job
creation figure for Atlanta applies to part-time as well as full-time employ-
ment. The statistics on job growth for Atlanta, therefore, do not permit the
development of a statistic that is comparable to the cost of what amounts
to full-time job creation through the implementation of the Local Public
Works Capital Development and Investment Act of 1976 (LPW I) and the
Local Public Works Capital Employment Act of 1977 (LPW II).

The best-case scenario does not necessarily equate with that which is
most likely to occur. There are compelling reasons to expect that Atlanta’s
experience deviated from that which we identified as the best case. One
reason has to do with the fact that the business cycle for Atlanta and the
United States in general are not in perfect harmony. Atlanta’s recovery
from the national recession that ended in the spring of 1991 was tardy.
Employment statistics for Atlanta indicate that 1994, the year in which our
model began to account for the impact of substantial ACOG spending, was
still relatively early in the recovery phase of Atlanta’s business cycle. Of
course one could argue that that is suggestive of the potency of ACOG
spending, but there are theoretical reasons to suspect otherwise.

Contemporary theory that attempts to explain metropolitan economic
development emphasizes the economies of scale imparted by sectoral clus-
tering or specialization of particular industries within an urban economy.
The Olympics industry is by its very nature exceptional in terms of its infre-
quency and the particular and immediate demands it makes on a host
economy. Rather than fitting in, the host economy has to make changes to
accommodate the event. This hurricane of economy activity can have a per-
manent impact only to the extent that its infrastructure demands translate
into permanent uses that build on resident capital and labour rather than
substituting for them. Atlanta worked hard to create the necessary synergy,
but the Olympics may well represent an industry that emphasizes infra-
structure that is infrequently or incompletely utilized. There are limited
uses for shooting ranges and sports stadiums. Diverting scarce capital and
other resources from more productive uses to the Olympics very likely
translates into slower rates of economic growth than that which could be
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realized in the absence of hosting the Olympic Games. Our other scenarios
for Atlanta indicate job gains during the Olympics, but long-term job
losses. The outcomes of the scenarios that we have identified as models 1
and 2 for Atlanta seem more likely.

In considering the policy implications of our research, consider first the
collective interests of cities. If cities are intent on hosting the Olympic
Games they must do the obvious, that is they must take steps to counteract
the monopoly power of the IOC. It is in the collective interest of potential
host cities to devise means to change the nature of the bidding process. The
Los Angeles experience is instructive because in the absence of cities com-
peting with one another, Los Angeles and the IOC were on roughly equal
footing in negotiating the financial terms of the Games. As a consequence
Los Angeles experienced short-term job gains without jeopardizing their
economic future. Los Angeles got from the Olympics what they were
capable of providing. Stated somewhat differently, they got that for which
they paid. The revamping of rules regarding gifts to IOC members is an
obvious way in which cities have recognized their shared interests and pre-
vented the IOC from exercising their monopoly prerogatives. One obvious
suggestion is to do away with the current arrangement where IOC officials
visit suitor cities. Replace the raucous, open bidding process that currently
exists with a single ‘sealed bid’ complete with details on the city’s capabil-
ity of effectively hosting an event of this size.

Where individual cities are concerned, they must be realistic about what
the Olympics offer economically. Thorough investigations of past experi-
ences will not only provide a filter through which the promises of boosters
can be run, but it might well indicate the most effective methods for inte-
grating Olympic infrastructure needs with the present economy and a
vision of its future. In the absence of careful and directed planning, cities
that succeed in hosting the Olympics may well only find fools’ gold for their
efforts.

NOTES

1. This could explain why the 1984 Olympics may have been profitable for Los Angeles.
Indeed, the City refused to sign a contract with the IOC on IOC terms. That is LA Mayor
Tom Bradley insisted that his City be exempted from the infamous IOC Rule 4 (Shaikin,
1988).

2. Porter’s use of monthly sales receipts is important. If the researcher can compress the
time period, then it is less likely that the impact of the event will be obscured by the large,
diverse economy within which it took place. The use of annual data surely has the poten-
tial to mask an event’s impact through the sheer weight of activity that occurs in large
economies over the course of a year unless steps are taken to isolate the event.

3. The stadium construction accident at Miller Park in Milwaukee on 14 July, 1999 illus-
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trates this point. A crane collapsed killing three ironworkers and seriously injuring the
crane operator. Of these four people, only two of them resided in the Milwaukee MSA.
The third steelworker was from Kimberly, Wisconsin, and the crane operator was from
Houston, Texas.

4. It is not altogether clear whether occupancy rates increase during mega-events. It may
be that the most popular convention cities, those most likely to host the Olympic Games,
would experience high occupancy even if they are not successful in hosting them.
Evidence, however, suggests that room rates increase substantially during the Olympics
and the Super Bowl, but questions regarding the final destination of those additional
earnings remain.

5. It should be remembered that our intent here is not to focus on what accounts for all
growth in cities. Rather our task is to determine how much a mega-event contributes to
a city’s economy. It is true that trend-adjusting does not provide any economic insight
about those factors responsible for metropolitan growth, but adjusting for trends enables
us to focus attention on a smaller component of growth for a city which a mega-event
may help explain.

6. To assess the relationships between costs and growth see: Mills and Lubuele (1995),
Terkla and Doeringer (1991), and Goss and Phillips (1994).

7. See, for example, Duffy (1994) and Wasylenko and McQuire (1985).
8. Growth rates for employment in the three previous years were used to account for esti-

mation problems created by a single aberrant year that could occur for a variety of
reasons to include a natural disaster or a change in political parties with accompanying
changes in fiscal strategies. Technically speaking the model was more robust with this
specification, and the values for the cross correlation coefficients did not suggest a multi-
colinearity problem.

9. We estimated that the Summer Olympic Games would have to induce an increase of
approximately 70000 jobs in Atlanta to surface as statistically significant.

10. Humphreys and Plummer estimate that the increase in jobs throughout the State of
Georgia as a consequence of the Olympics is proportionate to the fraction of the state’s
population in any particular locale. Since approximately 48 per cent of the State’s pop-
ulation resides in Atlanta, then 48 per cent of the estimated increase of 77000 jobs in the
State will be based in Atlanta. This manner of allocating job gains across the State seems
inappropriate in light of the fact that arguably more then 48 per cent of the Olympic
expenditures occurred in Atlanta and environs. A more reasonable estimate of Atlanta’s
job growth should be based on the fraction of expenditures occurring in the metropoli-
tan area. This would surely yield an estimate of more than 37000 jobs in Atlanta even
after taking into account the multiplier effect which, of course, expands with the area of
analysis.

11. There is some evidence to support the fact that Atlanta’s accelerating growth in employ-
ment was attributable to factors other than the Olympics. This possibility is supported
ironically by Humphreys. He was part of a three-person team that performed an analy-
sis on the impact of the 1994 Super Bowl hosted by Atlanta, and they estimated that the
Super Bowl was responsible for 1974 and 2736 jobs in the City of Atlanta and the State
of Georgia, respectively (Humphreys et al, 1993 and Humphreys, 1994).

12. It is important to note that these are not figures per person-year or full-time employ-
ment. To estimate that would require a breakdown of part-time and full-time jobs. To
our knowledge no such breakdown exists. To provide some context, it has been estimated
that the Local Public Works Capital Development and Investment Act of 1976 (LPW I)
and the Local Public Works Capital Employment Act of 1977 (LPW II) created direct
and indirect jobs at an average cost of $37000 for a person-year (Hall, l 980). If the cost
of creating those jobs doubled between 1980 and 1996, the average cost per person-year
would be $74000 or roughly the same magnitude as the cost of creating a combination
of part-time and full-time jobs through Atlanta’s hosting of the Summer Olympic
Games.

13. See for example Baade (1996) and several articles in Noll and Zimbalist (1997).
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APPENDIX

Table 6A.1 Cities and years used to estimate model in Tables 6.1 and 6.2

City Name 1969 1969 1997 1997 Wage Data Region
Population Rank Population Rank availability

Albany, NY 797010 50 873856 57 1969–97 Mideast
Atlanta, GA 1742220 16 3 634245 9 1972–97 Southeast
Baltimore, MD 2072804 12 2 475952 18 1972–97 Mideast
Bergen, NJ 1354671 26 1 335665 43 1969–97 Mideast

(State data 1969–97)
Boston, MA 5182413 4 5826816 4 1972–97 New England
Buffalo, NY 1344024 27 1163149 47 1969–97 Mideast

(Average of cities)
Charlotte, NC 819691 49 1351675 42 1972–97 Southeast
Chicago, IL 7041834 2 7883452 3 1972–97 Great Lakes
Cincinnati, OH 1431316 21 1607001 32 1969–97 Great Lakes
Cleveland, OH 2402527 11 2227495 22 1969–97 Great Lakes
Columbus, OH 1104257 33 1456440 41 1972–97 Great Lakes
Dallas, TX 1576589 18 3123013 10 1972–97 Southwest
Dayton, OH 963574 42 952060 55 1969–97 Great Lakes
Denver, CO 1089416 34 1901927 26 1977–97 Rocky Mountains
Detroit, MI 4476558 6 4468503 7 1976–97 Great Lakes
Fort Lauderdale, FL 595651 55 1472927 38 1969–97 Southeast

(State data 1988–97)
Fort Worth, TX 766903 51 1 554768 33 1976–97 Southwest

(State data 1976–83)
Greensboro, NC 829797 48 1153447 48 1972–97 Southeast
Hartford, CT 1021033 39 1106695 50 1969–97 New England
Houston, TX 1872148 15 3846996 8 1972–97 Southwest
Indianapolis, IN 1229904 30 1504451 36 1989–97 Great Lakes
Kansas City, MO 1365715 25 1716818 28 1972–97 Plains
Las Vegas, NV 297 628 57 1 262 427 45 1972–97 Far West
Los Angeles, CA 6989910 3 9116506 1 1969–97 Far West

(State data 1982–87)
Louisville, KY 893311 43 994537 54 1972–97 Southeast
Memphis, TN 848113 45 1082526 53 1972–97 Southeast
Miami, FL 1249884 29 2128987 24 1969–97 Southeast

(State data 1988–97)
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Table 6A.1 continued

City Name 1969 1969 1997 1997 Wage Data Region
Population Rank Population Rank availability

Middlesex, NJ 836616 47 1105804 51 1969–97 Mideast
(State data 1969–97)

Milwaukee, WI 1395326 23 1459760 40 1969–97 Great Lakes
Minneapolis, MN 1 991 610 13 2794 939 13 1972–97 Plains
Nashville, TN 689753 53 1136607 49 1972–97 Southeast
Nassau, NY 2516514 9 2 660623 16 1969–97 Mideast
New Haven, CT 1527930 19 1 626327 3C 1969–97 New England

(Average of cities)
New Orleans, LA 1134406 31 1 308127 44 1972–97 Southeast
New York, NY 9024022 1 8650425 2 1969–97 Mideast
Newark, NJ 1988239 14 1943455 25 1969–97 Mideast

(State data 1969–97)
Norfolk, VA 1076672 36 1544781 34 1972–97 Southeast

(State data 1973–96)
Oakland, CA 1 606461 17 2273911 21 1969–97 Far West

(State data 1969–87)
Orange County, CA 1376796 24 2663561 15 1969–97 Far West

(State data 1982–87)
Orlando, FL 510189 56 1462958 39 1972–97 Southeast

(State data 1988–97)
Philadelphia, PA 4829078 5 4939783 5 1972–97 Mideast
Phoenix, AZ 1013 400 40 2842030 12 1972–97 Southwest

(State data 1972–87)
Pittsburgh, PA 2683385 8 2359824 19 1972–97 Mideast
Portland, OR 1064099 37 1789790 27 1972–97 Far West
Providence, R1 839 909 46 904 301 56 1969–97 New England
Riverside  CA 1122165 32 3047741 11 1969–97 Far West

(State data 1982–87)
Rochester, NY 1005722 41 1084215 52 1969–97 Mideast
Sacramento, CA 737534 52 1503900 37 1969–97 Far West

(State data 1982–87)
St. Louis, MO 2412381 10 2559065 17 1972–97 Plains
Salt Lake City, UT 677500 54 1250854 46 1972–97 Rocky 

Mountains
San Antonio, TX 892602 44 1506573 35 1972–97 Southwest
San Diego, CA 1340989 28 2723711 14 1969–97 Far West

(State data 1982–87)
San Francisco, CA 1482030 20 1669697 29 1969–97 Far West

(State data 1982–87)
San Jose, CA 1033442 38 1620453 31 1972–97 Far West

(State data 1982–87)
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Table 6A.1 continued

City Name 1969 1969 1997 1997 Wage Data Region
Population Rank Population Rank availability

Seattle, WA 1430592 22 2279236 20 1972–97 Far West
(State data 1982–97)

Tampa, FL 1082821 35 2224973 23 1972–97 Southeast
(State data 1988–97)

Washington, DC 3150087 7 4609414 6 1972–97 Southeast

Complete data on population and employment was available for all cities from 1969
to 1997. This implies that data on employment growth and employment growth
lagged from 1 to 3 years was available from 1973 to 1997. Tax data was available for
all cities from 1970 to 1997, and was obtained from the Tax Foundation in
Washington, DC. Wage data from the Bureau of Labor Statistics was available for
cities as described above. When city data was not available, state wage data was used
in its place. When possible, the state wage data was adjusted to reflect differences
between existing state wage data and existing city wage data. For MSAs that
included several primary cities, the wages of the cities were averaged together to
create an MSA wage as noted in Table 6A.1.

The ‘Oil Bust’ dummy variable was included for cities highly dependent on oil
revenues including Dallas, Denver, Fort Worth, Houston and New Orleans. The
variable was set at a value of 1 for boom years, 1974–1976 and 1979–81, and at �1
for the bust years, 1985–88. While this formulation does imply that each boom and
bust is of an equal magnitude, the variable does have significant explanatory value
nonetheless.

Each city was placed in one of eight geographical regions as defined by the
Department of Commerce. The region to which each city was assigned is shown in
Table 6A.1. Employment, income and population data were obtained from the
Regional Economic Information System at the University of Virginia which derives
its data from the Department of Commerce statistics.
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7. Economic impact of sporting
events: what has to be measured?
J.J. Gouguet

The measurement of the economic impact of the biggest sporting events is
a source of controversy between economists (Barget and Gouguet, 2000).
Overall, two main questions have to be asked:

– how to carry out such a measure ?
– which function has to be given to these results ?

The first question gives rise to important problems of methodology which
the authors of impact studies do not always completely master. The result
is often a substantial over-evaluation of the real repercussions of sporting
events. The second, which is more fundamental, has been abundantly
treated mainly in English literature: are governmental subsidies or public
aid for the construction of big stadiums justified compared to the extent of
economic impact that these sporting events would create? (Lavoie, 1997). It
is then often demonstrated by academic economists that organizers ask for
these subsidies in the name of an economic impact which would not, in
fact, exist (Baade and Matheson, 2000). Nonetheless, it appears to us that
this answer is not totally satisfactory, as the justification of the subsidy
should not be only considered in relation to the amount of the economic
impact of the event.

So, we are going to try in this chapter to show on which analytical bases
it is possible to talk about all these controversial questions which reflect the
increasing financial stakes linked to the biggest sporting events: does the
construction of sport infrastructure have to be subsidized? Is public aid to
professional clubs justified? To answer such questions correctly, it seems
that there is often confusion between the economic impact and the eco-
nomic efficiency of sporting events and it has to be avoided.

The legitimacy of a project (a big stadium, for example) has to be meas-
ured against the social utility it gives rise to and not against the scope of its
economic impact, for fear that it could end up with absurdity (Stringer,
1980). We will show in this way that, in the view of decisional help, only a
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complete calculation of the economic performance based on the global
economic value of this project (and not a calculation of the economic
impact) is valid.

1. THE TOTAL ECONOMIC VALUE OF SPORTING
EVENTS

There are many categories of sporting events which should be first defined.
These sporting events do not all present the same difficulties of measure-
ment. In particular, the total economic value of these goods consists partly
of specific external effects which cannot be easily integrated.

1.1 Difficulties of Definition

1.1.1 Typology of sporting events
As far as the economic analysis is concerned, the nature of the sporting
events considered as economic goods has to be determined, as well as the
specificities of its market. For this purpose, the main forms of sporting
events have to be counted beforehand so as to draw up a typology. Many
criteria can be used in an economic sense to define the sporting events. The
three most significant ones have been pointed out here:

– the frequency (see Table 7.1): traditionally, occasional sporting
events (a world cup, a grand prix, a trophy, and so on) and regular
sporting events (a national championship spreading over one sport-
ing season) have been opposed;

– the economic weight of the event which can be evaluated in many
ways: turnover, spectator numbers, television audience (see Tables
7.2–7.5). Until now, economic analysis has especially been interested
by mega-events. For instance, Barget (2001) adopts as the minimum
threshold one billion television viewers in a cumulative audience
and/or 30 countries broadcasting the event;

– the event property: some events belong to and are organized by
official sport authorities (international federations, IOC, and so on);
other events, on the contrary, belong to big private groups (Amaury
with the Tour de France or the Paris Dakar).

Beyond these first criteria to differentiate sporting events, it is most impor-
tant to understand that all these events do not have the same nature and the
same characteristics with regard to economic impact and created social
utility. For example, in the case of occasional events, it may be that two

Economic impact of sporting events 153



categories can be distinguished: on the one hand, spectacular events for the
general public and on the other hand, official events attracting a well-
experienced public. The nature and scope of the economic impact will not
be the same according to the type of events:

– in the first case which gets closer to a pure spectacle, the analysis will
be the same as any other economic activity which wants to yield a
profit. The main difficulty to overcome will be the mobilization of the
information which is necessary to test the theory (approach by the
economic base, for example);

– in the second case which is closer to an operation of general interest,
it has to be asked what is the value of the social utility thus created,
which can justify the payment of public subsidies. Here again, the
main difficulty is the mobilization of information (concerning the
external effects linked to occasional sporting events).

A new typology of occasional sporting events could then appear: some
will have an important economic impact but a relatively low social utility;
others will present a high degree of social utility in spite of insignificant
economic impact. The problem is that a number of consistent elements of
this social utility belong to the category of external effects, which inevita-
bly complicates the measurement.
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Table 7.1 Typology of sporting events

Frequency Weight Property Examples

official authority French Football Cup
ordinary events

private sector Cyclist race
Sporadic events

official authority Olympic Games
mega events

private sector Tour de France

ordinary events official authority French Basketball 
Championship

Regular events
official authority National Football 

Championships
mega events

private sector Football Super 
League Project
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Table 7.2 TV sports rights in USA and in Europe (1999/2000)

Sport, championship TV rights 
(in millions of French francs)

American Football
National Football League (EU) 12500

Basketball
National Collegiate Athletic Association (EU) 3640

Football
Italian Championship 3300
French Championship 2200
English Championship 1800
Spanish Championship 1700
German Championship 1530

Baseball
Major League Baseball (EU) 1700

Ice Hockey
National Hockey League (EU) 700

Source: Bourg and Gouguet (2001).

Table 7.3 World audience for major sporting events (billions of TV
spectators–number of countries broadcast)

Events (date) Cumulative Number of
global countries 

audience broadcast

Formula One Grand Prix (1999) 57 206
Football World Cup (1998) 41 200
Summer Olympics (1996) 19.6 200
Winter Olympics (1998) 10.7 160
European Football Championship (1996) 6.9 150
World Athletics Championship (1999) 4.2 200
Rugby World Cup (1999) 3 180
Roland Garros Open Tennis (1999) 2.7 160
Tour de France – Cycling (1998) 1 167
Superbowl – Baseball (1999) 1 150
British Open Golf (1995) 1 42

Source: Bourg and Gouguet (2001).



1.1.2 Taking into account external effects

(a) Presentation of externalities. In general, the analysts take three types
of external economies into account:

– the improvement of social cohesion of the host territory which can
take many forms: improvement of the social climate, strengthening
of local identity around a common project, creation of social links,
improvement of social integration, decrease of some discriminations,
and so on. These externalities are partially linked to positive social
consequences coming from the economic impact of the sporting
event (decrease of tensions linked to unemployment for example, to
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Table 7.4 Number of international major sporting events

Dates Events

1896 3
1912 20
1977 315
1987 660
1999 800

Source: Bourg and Gouguet (2001).

Table 7.5 Specific sporting examples

Clubs or events (sport, date) Turnover 
Results

millions millions of %
of French French 

francs francs

Roland-Garros (tennis, 1998) 456 � 216 47.4
Manchester United (football, 1998/1999) 1100 � 320 29.1
World Football Cup (1998) 2400 � 550 22.9
French Football Championship 1st League 3300 � 474 14.4

(1997/1998)
Bayern Munich (football, 1998/1999) 825 � 80 9.8
Summer Olympics (Sydney, 2000)a 10000 � 830 8.3

Note: a Forecastings February 2000.

Source: Bourg (2000).



delinquency, to drugs and so on). The example of the last Football
World Cup in France is sufficiently explicit and has abundantly been
commented on, in particular in relation to the acceptance by public
opinion that French society is fundamentally multiracial, as was its
team which won the world championship. Furthermore, beyond this
global repercussion, it is known that the media broadcasting of the
sporting events makes possible the progress of the social recognition
of some underprivileged citizen categories: youth from risky areas,
women and so on. In relation to this last category, the example of
Iranian women who saw the match is an interesting case of external-
ity that it could be useful to explore more deeply.

– the improvement of the public image of the territory. This improve-
ment can be concretized by a gain in attracting tourists, activities,
enterprises, markets and so on. Many studies have thus been run to
try to understand the part of sporting events in the promotion of a
territory. They all have met problems in gathering information and,
beyond the doubtful results because of externalities, they were not
able to answer the question of what would have happened without
the sporting event.

– the improvement of basic infrastructure of the territory which, here
again, can have long-term developing effects: lodging, transport,
culture, sport, quality of life, and so on. One of the most convincing
examples on the European scale is surely the organization of the
Olympic Games at Barcelona in 1992. New major transport infra-
structure, new neighbourhoods, and rehabilitation of ancient dis-
tricts and so on have contributed to decrease the generalized
saturation of the town and to restore its public image. In the long-
term, these induced effects may be much more important than only
the short-term effects, as they can be measured by a multiplier
(Gouguet and Nys, 1993).

So, the impact of a sporting event is not limited to direct market effects
but has to integrate all these positive externalities which increase the real
value of the event. Nonetheless, beyond these benefits, negative external
effects should be taken into account, which is rarely done in most of the
studies. In the same way as previously, three types of externalities are gen-
erally taken into account:

– a loss of social cohesion through the consequences of the preparation
of the sporting event or its progress: hooliganism and spatial segrega-
tion (eviction of underprivileged social classes and gentrification of
renovated districts). In the first case, instead of being the expression
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of the identification of a community with a team, the sporting event
becomes on the contrary the pretext to violently emphasize one’s
difference or one’s life sickness in relation to the dominant society or
to other supporters. Sporting events then reveal the rejection of
others. In the second case, the example of the Olympic Games at
Barcelona is still a good one with the disappearance of a popular
neighbourhood to build the Olympic village, with the relocating of the
people involved to outer suburbs, and with the arrival of the well-off
in the renovated district.

– damage to the public image of the territory in case of failure of the
event or the disfunctioning of the organization and progress. It is first
the eviction effects due to the fear of saturation of the territory
during a big sporting event. For example, tourists who should have
come are going to cancel or postpone their coming. So, to be accu-
rate, the economic impact measure of the event must take into
account such eviction effects. There are then all the difficulties met by
the territories which get into debt to welcome the sporting event,
without their investments generating a real economic development
afterwards. The reimbursement of the debt is then made to the detri-
ment of new investments. There are finally the doping or cheating:
the gravity and scope of the different scandals relayed by the media
may put in danger the public image of some disciplines, of the sport
as a whole and so of the host territory.

– damage to the quality of life and environment because of the setting
of a huge infrastructure.

All these elements have to be integrated into a cost/advantages calcula-
tion of the sporting event, which must not limit itself to the costs and
market benefits. Methods of evaluation of such externalities have been
originally designed in the field of environmental economy. The problem is
to know whether these instruments could be carried to the sports field.

b) Out-market values. The damage done to the environment has brought
back the debate about value. The awareness of the scarcity of resources will
lead to the proposal of a new definition of the value, to take into account
in the economic calculation not only the market value of goods but their
total economic value (See Figure 7.1).

– intrinsic value or value in itself of the goods: how much do some or
other goods cost, even if they are useless (a tree, an animal and so on)?

– optional value: even if individuals do not exploit a resource, they can
wish to keep it as an option for the future. So, some goods which do
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not have much use value today can be of a great option value tomor-
row, bearing in mind science and technical progress.

– patrimonial value or value of legacy: which value do I give to the fact
of renunciation to the immediate use of goods to make the future
generations take advantage of it?

The total economic value is the sum of all these values and it is the one
which has to be used in economic calculations.

On the grounds that these definitions belong to the environmental
economy, it can be said that the total economic value of the sporting event
is the measure of the total utility that people from the host territory can
take of it. So, one has to know whether the previous diagram can be used
to qualify the sporting event. Barget (2001) in his doctoral thesis analyses
the following propositions:

– use value: it is the utility effectively felt by the sporting event consumer.
– optional value: it is the amount of the utility felt by the people for the

possibility of gaining from the sporting event in the future. The
importance is to maintain the option of the organization of such an
event, to avoid its disappearance.

– value of legacy: it is the satisfaction felt by the fact of handing a
sporting event down to future generations. It is essentially the
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measure of all the value that can be given to sporting culture as an
inheritance for humanity.

– value of existence: it is the utility felt by an individual and coming from
the fact of knowing that this event exists with all its economic, social,
symbolical, cultural repercussions,even if this individual isnotpresent.

The sum of all theses values gives the total economic value of the sport-
ing event. As many of these values are not valuable, economists have tried
for 30 years roughly to experiment with many methods to reveal the willing-
ness to pay of agents, which has not been achieved without many difficulties.

1.2 Difficulties in Measuring the Value

1.2.1 Choosing a method

(a) General presentation (see Figure 7.2)
(1) Substitution markets: as far as the environment is concerned, individ-
ual preferences are evaluated by examining their behaviour on three
markets linked to environment: travel, protection and housing.

� travel costs: time and money necessary to go to the place are evalu-
ated. This gives the value assigned to such places by consumers. This
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method has been used in the US as early as the 1950s to determine
the value of national parks, nature reserves and so on, through the
evaluation of the benefits linked to the recreational use of natural
assets (fishing, hunting, swimming, walking and so on).

� protection costs: facing damage to their environment, individuals are
going to try to protect themselves from these disagreements. The
amount of these costs can be used to determine the value granted to
the environmental quality.

� hedonist costs: it is generally the real estate market which is used for
such an analysis. It is assumed here that the land price or the housing
price reflects as well the environmental quality of these goods. If this
quality lowers itself, the market will take it into account through a
price decrease.

(2) Direct method: also called method of contingent evaluation, it is
increasingly used to estimate the intrinsic value or potential value of envi-
ronmental goods. The expression ‘direct method’ is used as individuals’
preferences and their willingness to pay is directly examined by question-
naire and interview. The aim is to reveal, through the individual’s willing-
ness to pay, the variation of utility that they can anticipate from a
modification of their environment. According to Bonnieux and Desaigues
(1998), more than 1500 studies produced in 40 countries for 30 years have
allowed economists to ameliorate the robustness of this method.
(3) Indirect method: it is the monetary evaluation of physical effect. First,
the physical effect of environmental modification on a given activity (of
how much does the ground erosion reduce the agricultural production) is
evaluated. Secondly, the monetary value of this change in the production
or the costs is estimated.

In spite of much bias, some of these methods coming from environmen-
tal economy have been used in the sporting field.

(b) Possibility of transposition to the sporting field. Among the three
methods of the markets of substitution, it may be that only the technique
of travel costs could fit for the evaluation of the sporting event. The
methods of protection cost or hedonist prices have a more limited interest
for the evaluation of more occasional externalities linked to the event (noise
and overcrowding, for example).

On the contrary, the sporting event may fit the use of the method of
travel costs, as it will be relatively easy to reconstruct the demand curve of
the event and to calculate from this curve the consumer surplus. The trans-
position of the method of natural spaces may not be a problem as the
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moving of spectators creates the information necessary to the revelation of
their willingness to pay.

According to Barget (2001) who has experimented with it, this method
is relatively easy to implement with some relatively low costs. It has simply
to be remembered that this method consists of three stages (Bonnieux and
Desaigues, 1998):

– assessment of the curve of participation, that is the relationship
between the price (travel cost) and the quantity asked (participation
rate)

– assessment of the function of aggregated demand by adding to the
travel cost a right of way to the event

– calculation of the consumer surplus.

This method of the travel cost seems to be efficient for evaluating the use
value of sporting events. For the value of no-use or potential use (legacy or
option), it is the method of contingent evaluation that has to be resorted
to. This method presents many problems of bias but, well-conducted, it can
give robust evaluation of the willingness to pay of the agents for the sport-
ing event.

Example
Barget has tested the two methods previously described (travel cost and
contingent evaluation) to try to determine the economic value of the
Quarter Final of the Davis Cup which took place at Limoges in April 1997.
Here are the main problems and the results (see Figure 7.3)

(a) Use value. Use value can be measured by the willingness to pay of
the agents, that is the amount they are going effectively to pay through
the entry price enlarged by the maximum amount that they would be
ready to pay not to be deprived of the event (consumer surplus). The
method of the travel cost used by Barget obeys the main stages previously
described:

1. geographical cutting up: five areas have been noted for Limoges;
2. travel cost calculated by taking into account the following items:

passed time, fuel, wear of vehicle, housing costs. This cost has been
modulated as well according to the travel motivations;

3. rate of assistance by geographical areas calculated from the sample;
4. function of assistance estimated by the least squares method, and so

on;
5. function of demand.
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From this, the consumer surplus could be estimated by the trapezium
method to more than 384120 francs.

(b) Contingent evaluation method. The questionnaire used has been struc-
tured so that it is consistent with the studies already written:

– a first part is intended to determine the importance of the sporting
events in general for the interviewed person, how much supplemen-
tary tax he is ready to pay for their organization in Limousin.

– asecondpart is intendedtodetermine thewillingness topayspecifically
for the Davis Cup, as well as the reasons given for such a payment.

The willingness to pay has been estimated to be more than double the
organization cost of the event; the reasons given by the consumer are
mainly: the improvement of the public image of Limousin, youth educa-
tion, the impact for the regional economy, and social cohesion. In contrast,
the handing down of the event to future generations (legacy) or the pos-
sibility to organize the sporting event again in the future (option) have
obtained a relatively low score.

So, all in all, the Davis Cup in Limoges has been found broadly in excess
(benefits less the costs felt by the population).
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2. THE ECONOMIC IMPACT OF SPORTING 
EVENTS

Many attempts to evaluate the economic impact of sporting events have
been conducted by different institutions and exist now. They are the object
of debates amongst the professional economist society which is opposed
for two main reasons: the scope of the results obtained and the use of these
results for political aims.

2.1 The Uncertainty of the Results

All the regional economists acknowledge that the economic impact of an
activity on a given area varies necessarily according to the characteristics
of this area. One of the dimensions which can synthesize the whole of the
variables is the size of the chosen area. This is why it is usual to oppose large
and small areas in the economic impact study.

2.1.1 Large areas
The statement is clear, as is shown in Table 7.6: the results obtained con-
cerning the impact of a sporting event vary a lot according to the events.
One has to know as well that the same event evaluated by different authors
and methods gives rise to very contrasting results.

Many reasons could be given intuitively to explain such gaps and in par-
ticular the specificity of the events or areas at stake. But as the same events
have been the subject of very different evaluations, it seems to us that the
problem is about the type of method used and the condition of use. Let us
recall that the economic impact studies of sporting events generally lie in
three types of approach:

– some demand models coming from Keynes which consist in evaluat-
ing a macroeconomics multiplier of expenses. The essential difficulty
here is the accurate evaluation of some propensities, in particular the
propensity to import of the host area.

– some supply models coming from Leontief which measure the effects
of intersectorial dragging which spread in the region through the
whole relationships of inputs/outputs from the sales/purchases in
intermediate consumption around the sporting event. It is acknowl-
edged that in theory this multiplier is the more reliable method, but
the lack of data at the regional level considerably limits its implemen-
tation. It is to be noted, however, that it has been used in the sport-
ing field to measure the impact of the strike of the professional
footballers in Chicago (Miller and Jackson, 1988).
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– some econometric models which test the relationship between the
hosting of a sporting event on the one hand and the level of the GNP
on the other hand (Baade, 1996; Baade and Dye, 1988, 1990). Here
again, the validity of the test depends on the quality of the statistical
series that can be collected.

If it is always very difficult to compare the results obtained with different
methods it has to be underlined that, whatever are the methods used, many
glaring mistakes question the validity of the calculations. Let us quote the
more usual:

– inclusion of expenses of local spectators;
– moving in time of expenses coming from spectators who would have

come to the area, anyway;
– ignorance of eviction effects. Tourists who do not enjoy sport are

going to cancel their planned visit because of the sporting event;
– ignorance of leaks from the territory;
– arbitrary choice of a multiplier;
– non-justified choice of the perimeter of the study.

These reasons often explain the overvaluation of the impact.

2.1.2 Small areas

(a) Choice of a theory. The case of small areas is radically different from
the complexity of the previous cases, but there are still difficulties in the cal-
culation of the impact. The first difficulty is about the choice of a theoreti-
cal base and, in this respect, it may be the base theory which could fit for
small areas as an explanation of their economic development. The big sport-
ing events, considered as basic activities, can then be considered as a propul-
sive power of economic growth in these areas. The main problem lies in the
identification of the base linked to the sporting event, assuming that there
are mixed activities (both basic and non-basic) and linked activities (that
some regroup under the name of indirect effects). In particular, at the level
of methods of identification, in light of the insufficiency of indirect tech-
niques stemming from the coefficients of localization, it is often more advis-
able to use direct methods by questionnaire. The cost of such identification
in large areas often makes it impossible, as opposed to the case of small areas
which can thus be the object of a relatively reliable investigation.

(b) Conditions of implementation. The spatialized circuit of a sporting
event has to be reconstructed by noting all the monetary movements which
come into and out of the area (Figure 7.4).
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Many types of difficulties emerge here in being able to report accurately
on the real impact:

– estimation of the net injection (gross injections less the leaks). Very
often, important sporting events in small areas are profitable in other
areas, as the leaks out of the circuit are great.

– estimation of induced effects, which poses the problem of the choice
of a multiplier. It appeared to us that the disintegrated multiplier of
Wilson, which combines the specificities of responsible agents in the
first waves of expenses and the characteristics of the micro regional
productive structure, is the more adapted.

As always, it is apparent that the quality of the measure of the impact
will depend on the quality of the information collected.

2.2 Use of the Results

Once the economic impact of a sporting event is evaluated, what can be
done with the results? It has to be acknowledged that very often there is a
real diversity in the use of the measure of the economic impact: demands
for State aid, demand to build a stadium, and so on, to the public institu-
tions.

We would like to underline once more that these demands are not legiti-
mate but have to be integrated into another type of justification.

2.2.1 Illegitimacy of the use of the scope of the economic impact
We will not speak again about the meaning of the results of the studies on
the impact of sporting events. We would like only to mention that, what-
ever the party (opponent or partisan), using the economic impact argument
to justify or refuse public aids is not acceptable:

– for the partisans, the important economic impact justifies the fact
that the government subsidizes a professional team or the building of
a stadium.

– for the opponents, the lack of impact means that the taxpayers
finance the enrichment of players and owners, which is not the aim
of a subsidy.

Vis-à-vis these two points, one should follow the debate which took place
in Canada around the Mills report (1998) about the economic incidence of
the sport. Nonetheless, in this field, it is Stringer (1980) who has most vig-
orously condemned the use of the scope of economic impact for political

168 Cost–benefit analysis and sports



aims. Let us take again the following example, adapted from Stringer: a
community has the choice between the building of a large stadium or a hos-
pital. For reasons concerning the economic structure of the territory, the
large stadium can be mainly built with local resources (work, capital, and
so on), whereas the hospital has to use specialized external enterprises,
imported material, and so on. From this fact, the economic impact of the
first project is very important, in contrast to the impact of the second one.
For all that, must the stadium be built?

One can see very well that this reasoning is not relevant. The choice
between the two projects depends on the scope of non-satisfied needs in the
sporting or medical fields. If the hospital belongs to a deficient infrastruc-
ture, the health of all the population will weigh more in the calculation of
cost/profits than the mere entertainment of a small number of inhabitants.
One could multiply these typical examples.

This means that even when the calculation of economic impact is accu-
rate, one must not assimilate this impact into the social profitability of the
project. This profitability is the difference between the advantages that a
population derives from the project and the costs it has to support. The
conclusion is clear: it is not sufficient to calculate the economic impact of a
project without calculating the utility for the population of such a project.
In other words, a calculation of the economic impact cannot, by definition,
demonstrate the profitability of a project. It only tells us that the project in
question generates a given volume of economic activity, of employment.
And that is all. It does not teach us whether this project really deserves to
be conducted or not.

2.2.2 An item of the total economic value
If the scope of the economic impact of a project cannot be, by itself, a cri-
terion of decision, one can nonetheless include this item in the calculation
of the total economic value of the sporting event. We have shown in the
first part of this chapter that a typology of sporting events puts in opposi-
tion events with great utility and weak impact and events with weak utility
and great impact. The difficulty for comparison stems from the measure of
the social utility of projects with, in particular, the evaluation of external-
ities. It is in this context that one can put the economic impact. It is synon-
ymous with social cohesion, creation of jobs, decrease of delinquency, and
so on, and so in this capacity counts among the positive externalities. All in
all, the scope of economic impact of a sporting event would thus be an item
amongst others of the total economic value of these events.

In conclusion, we will merely say that we wish we could see a little less
study of the economic impact of sporting events (more or less serious) and
a little more study of the costs/advantages of trying to integrate at best the
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externalities produced by sporting events. We have tried to suggest that,
even if it is not easy, such an exercise is not impossible. In any case, we
cannot go on using the calculation of economic impact for aims that are
not economically correct.
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8. The Soccer World Cup 2006 in
Germany: choosing match locations
by applying a modified cost–benefit
model
Bernd Rahmann and Markus Kurscheidt

1. INTRODUCTION

On 6 July 2000, the Fédération Internationale de Football Association
(FIFA) awarded the right to host the Soccer World Cup 2006 to Germany.
This brought a bidding campaign of the German soccer association (DFB)
of over seven years and a (costly) neck-and-neck struggle between five
ambitious candidates to an end.1 Likewise, from an economic perspective,
FIFA’s voting finished the first level of a two-stage decision problem that
faces a national soccer association willing to host a World Cup. On the first
level, it has to be decided whether it can be rationally justified by socio-
economic criteria to bid for the event. On the second level, the soccer asso-
ciation and FIFA must determine, relative to strategic goals, the venues
where the World Cup matches are to be held. In practice, besides the usual
uncertainty and measurement difficulties, a number of analytical problems
as to this two-stage decision comes forth, among others: which evaluation
approach and decision rules to choose and how to keep the first-level eval-
uation consistent with the second-level analysis.

For the case of the Soccer World Cup 2006 in Germany, Rahmann et al.
(1998) carried out an ex ante study by the use of cost–benefit analysis
(CBA) mainly intended to underpin the decision on the first-level problem
(see also Kurscheidt and Rahmann, 1999; Rahmann, 1997). They clearly
identified three main driving forces of the (socio-)economic impact: (1) the
level of stadium investments in the pre-event phase, (2) foreign tourist
spending in the present phase, and (3) the net result of operating the sta-
diums in the post-event phase. The investments play a crucial role since they
induce both additional income by multiplier effects, that is benefits, and
current capital charges accruing from debt-financed (sports) infrastructure
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expenditures during the post-event phase. Moreover, they are indirectly
positively correlated with the tourist spending as a result of the impact of
stadium capacity and regional attractiveness for World Cup tourists.
Therefore the effects of venue investments are ‘ambivalent’ whereas the
spending of foreigners will of course be responsible for a considerable eco-
nomic impulse in the year 2006 which is also reinforced by multipliers.
Running the arenas, finally, brings about continuous deficits because the
majority of German stadiums are not able to cover operating costs, not to
mention capital charges (compare, for example, Vornholz, 2000). Thus, the
choice of venues indeed is a crucial strategic task for World Cup organiz-
ers which largely determines the overall net impact of the event (Section 2
in this chapter).

Due to diverse uncertainties, nine years prior to the event, Rahmann et
al. (1998) were forced to yield their results on the basis of anonymous sce-
narios derived from a portfolio approach which model different spatial con-
stellations of potential match locations (Section 3.1). Now that Germany
has been awarded the World Cup 2006, it becomes clearer which German
cities are available and likely to be considered as hosting locations. To eval-
uate the second-level decision problem, the cost–benefit model of the 1998
study can and should be modified in the light of the actual stadium con-
struction plans of the respective cities (Section 3.2). Hence, the aim of this
chapter is to adjust the initial CBA to the simulation of the consequences of
alternative sets of locations as decision support for the choice of venues.
Having this in view, the following section examines the two-stage decision
problem in further detail. Section 3 describes the modified cost–benefit
model of the Soccer World Cup 2006 in Germany. Then, the computed
results are presented in the fourth section. Section 5 concludes with some
political economy and decision implications of the choice of match loca-
tions that may be derived from the previous findings.

2. THE TWO-STAGE DECISION PROBLEM OF BIDS
FOR SOCCER WORLD CUPS

The first level of the two-stage decision problem whether or not to hold a
so-called sport mega-event like the Olympics (see Baade and Matheson,
Chapter 6 in this volume and Preuss, 2000a) or a Soccer World Cup is no
more an exclusive matter of sporting considerations or national sports pol-
icies, be it represented by sports federations or governmental bodies. In
times of tight public budgets and considerable tax burdens, more and more,
such major public projects in the field of sports have to be economically
justified as well (Preuss, 2000b; Rahmann et al., 1998; Maennig, 1991). A
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broad support of the bid can best be guaranteed by demonstrating that
there will potentially be a positive overall economic outcome. Con-
sequently, a good deal of the studies commissioned by organizers for this
purpose, more or less explicitly and intentionally, have the tendency to
overestimate the economic benefits of the event and to underestimate or
neglect costs. This problem, as well as their often inappropriate methodol-
ogy and/or their poor use of measurement techniques, has been analysed
and criticized in depth by independent researchers (see among others
Baade and Matheson, 2000, as well as in this volume; Davidson, 1999; Dietl
and Pauli, 1999; Kesenne, 1999a and b; Preuss, 2000a; Thöni, 1999; Andreff
and Nys, 1997; Gouguet and Nys, 1993). But a weak analysis result would
indeed suggest the withdrawal of the candidature, unless it is widely
accepted that the event generates such high intangible benefits for all that
the expected economic costs are thought to be warrantable, so to speak, as
a ‘price’ for qualitative returns (Rahmann et al., 1998, pp. 103–6).2

However, the first decision level consists of approximately assessing the
‘value’ of the event in terms of money, relative to a meaningful economic
(welfare) criterion.3 A positive evaluation in that sense would support
serious bidding efforts.4

Despite its well-known theoretical and analytical deficiencies,5 it is
increasingly agreed among economists that CBA is the most suitable
approach to back-up decisions on the evaluation problem of sporting events
(see, for example, Preuss, 2000b; Jeanrenaud, 1999, pp. l–3; Kesenne, 1999a
and b; Maennig, 1998; Burgan and Mules, 1992; Thöni, 1984, and the com-
parative analysis of approaches in Kurscheidt, 2000a and 2001). Other
approaches frequently used in so-called economic impact studies in the field
of sports, such as in particular the (pure) expenditure approach in conjunc-
tion with (simple) multiplier analysis or input–output analysis, (1) fail to
clearly distinguish between positive and negative repercussions of the
examined event,6 (2) often focus just on short-term impacts and, even if a
longer period is considered, they are not able to intertemporally evaluate
long-term effects, (3) neglect ‘intangibles’, that is impacts which are difficult
or impossible to monetize, (4) do not provide a theoretically underpinned
evaluation criterion. In contrast to those approaches, CBA is explicitly
designed to respond to the analysis requirements of a proper project eval-
uation: first, it differentiates event-induced effects in clear-cut cost and
benefit categories including indirect and intangible impacts; then, they are
valuated as far as possible, reckoned up and discounted for time over the
whole (long-term) planning horizon; finally, the often complex positive and
negative repercussions and interdependencies can be reduced to one aggre-
gated figure, the net present value (NPV). As to the evaluation, the first deci-
sion rule is straightforward. The project that exhibits the highest NPV, that
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is the highest aggregated net contribution to GNP, relative to alternative
uses of resources should be chosen. Theoretically, the costs of the selected
project are represented by the foregone utility of the second-best alterna-
tive (opportunity cost principle). Strictly speaking, all conceivable alterna-
tives must be known to properly determine the two best projects. But with
respect to sporting mega-events, the difficulty is that literally no meaning-
ful alternative can be identified. Their characteristics are so unique, their
induced multiple socio-economic effects so far-reaching, and the opportu-
nity to host them so singular in time that there is really nothing compar-
able, that is any substitute project which serves similar public and social
functions (Kurscheidt and Rahmann, 1999; Maennig, 1998; Steiner and
Thöni, 1995). Thus, it is a ‘do it or leave it’ decision which refers to an NPV
exceeding at least zero under consideration of the Kaldor–Hicks welfare
criterion, that is a potential Pareto optimality.7

Whereas the first level of the decision problem also arises when plan-
ning a bid for other sporting mega-events like the Olympic Games (see
Preuss, 2000a and Maennig, 1991) the second decision level is specific to
Soccer World Cups. They are held by one nation or national federation but
the respective matches actually take place in several cities across the
country, in contrast to the Olympics that are hosted by one city in a well-
defined local area (Kurscheidt, 2000b; Kurscheidt and Rahmann, 1999).8

Thus, once the World Cup has been awarded to a certain country, techni-
cally speaking, a strategic decision problem under prior set objectives and
institutional constraints emerges with regard to the choice of match loca-
tions. Benefit maximization of course remains the prevailing economic
objective, but, because of the vast variety of socio-economic event-induced
effects, it has to be weighted by risk and socio-political considerations.
Hence, two major strategies of selecting venues may be of particular inter-
est for organizers: (1) risk-minimizing, that is stressing economic criteria, (2)
pursuing development goals including related qualitative sub- or side goals
(among others geographical dispersion of venues, distributional equity,
urban and regional planning, international competitiveness of sports infra-
structure, socio-cultural considerations), that is emphasizing (sports)
policy criteria.

However, strategically composed sets of locations that may potentially
maximize the achievement of those goals have to meet certain institutional
constraints. First, only those cities can be considered that have officially
submitted a bid for hosting World Cup matches which includes, even up to
nine years prior to the event, the binding promise to provide an appropri-
ate venue (OK-Deutschland 2006, 2001a and DFB 1997).9 Second, there is
a number of FIFA regulations governing or at least influencing the choice
of locations, in particular the official regulations for the FIFA World Cup

174 Cost–benefit analysis and sports



(FIFA, 1999). So the current number of teams and matches at World Cups
amounts to 32 and 64, respectively (ibid., Art. 7, paras. 1 and 3).10 The
hosting national soccer association is obliged to establish a Local
Organizing Committee (LOC) that is responsible for the preparation and
organization of the event (ibid., Preamble, par. 4) under ‘the supervision
and control of FIFA, which has the last word on all matters’ (ibid. par. 5).
FIFA is represented by the Organizing Committee for the FIFA World Cup
(OCF) (FIFA 1999, Art. 11) which actually is the body that determines the
venues and stadiums ‘after consultation’ (ibid., par. 5B,c) with the LOC and
whose decisions are ‘final and binding’ (ibid., par. 6). Consequently, on the
one hand, the freedom of the LOC to set its proper objectives and to choose
the corresponding venues is fairly limited. On the other hand, the regula-
tions do not prescribe any criteria for the choice of locations, either with
respect to the composition of venues or to their total number. Thus, there
is a considerable scope for various options. Finally, FIFA imposes some
demanding technical requirements on potential World Cup arenas. The
matches are only to be played either in all-seater stadiums or, in the case of
venues with standing areas available, the latter must be closed or temporar-
ily converted into seating areas (FIFA 1999, Art. 18, par. 3). For the 48
group matches of the first round, a seating capacity of 40000 and upwards
is required, the 16 play-offs need a capacity of about 50000 and the final of
60000 plus. Of course, even bigger arenas of 80,000 seats or more are
welcome (FIFA, n.d.). Moreover, a number of features are recommended
and, therewith, somehow tacitly demanded at least for some ‘exemplary’
venues: fully roofed spectator areas or, at best, a retractable roof covering
the whole arena, pure soccer stadiums without running tracks, video
screens, shops, restaurants, meeting rooms, VIP lounges, business seats and
so on (Dietl and Pauli, 2000b; FIFA, n.d.). The investment costs of a new
construction of such venues vary with the quality of the equipment and
range from about 200 million DM for a ‘basic’ stadium to 500 million DM
or even more for a so-called Superdome with, among other features, a big
capacity, high degree of spectators’ comfort, retractable roof and remov-
able playing field to maintain the natural turf.

As to the evaluation problem on the second decision level, one faces
several strategic options of the choice of locations whose net consequences
can be revealed by CBA. Thus, in contrast to the first level, the decision rule
is now compatible with the opportunity cost principle. The alternative with
the highest NPV is to be chosen. But the NPV should still exceed zero since
otherwise the conditions for the evaluation of the first decision level may
be violated. Here the analytical challenge arises that a first ex ante evalua-
tion study prior to a decision on bidding for the event has to be carried out
without knowing the exact locations involved in the tournament. After the
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allocation of the event to a certain country the first analysis has to be
modified in a consistent way to properly depict possible changes of the
initial evaluation and the repercussions of different sets of ‘real’ venues
with data of cities that are actually bidding for hosting World Cup matches.
A solution to this problem will be discussed in the next section for the case
of the Soccer World Cup 2006 in Germany.

3. MODIFICATIONS OF THE COST–BENEFIT
MODEL

3.1 General Structure of the Model

Rahmann et al. (1998) used a portfolio technique to construct significant
constellations of the spatial economic structure at potential match loca-
tions, that is building anonymous scenarios. The approach is straightfor-
ward. The main determinant on the supply side is the need of investment in
facilities which consists of (1) non-sport (yield) interests, especially of
private sector investors, (2) the politically desired improvement of infra-
structure, and (3) the (existing) (sport) infrastructure endowment relative to
FIFA requirements. Since, ex ante on the first evaluation level, the first two
components are hardly observable, the latter is sufficient as a proxy for
expected investment expenditure. Later, on the second level, the political
will of course also becomes public or at least implicitly visible by the
stadium investment planned at the respective match location. On the
demand side, one can only consider the potential of demand which is respon-
sible for the future capacity utilization of the new or renovated sports sta-
diums, that is their profitability. Obviously, there is no appropriate proxy
for the local demand because it has a number of elements, such as, for
example, population density, purchasing power, propensity to consume,
competitive environment in the leisure sector. Considering also financing
costs, the local net benefit results from the effects of these determinants.

The remaining two determinants of the spatial economic structure at the
locations, potential of demand and (sport) infrastructure endowment, can
be combined with each other in a portfolio matrix. In order to derive mean-
ingful standardized locations, it is sufficient to ascribe three levels to each
of the two determinants: (1) low, (2) medium and (3) high. This yields the
nine-field portfolio shown in Figure 8.1. For each of these fields, the
expected net benefit effect can be assessed both in the short and the long
run according to the level of investment and utilization, respectively. Those
fields that are not plausible in a meaningful set of locations should be
sorted out. Field IX can be omitted since the combination of high infra-
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structure and low demand is not realistic. Field VII should be dropped
because it is (rationally) not desirable to consider locations that clearly lead
to a negative local outcome. Grouping the remaining seven fields accord-
ing to their net effect of short-term and long-term impacts yields four dis-
tinct scenarios: Scenario 1 (field III) leads to the best result with certain net
benefits, scenario 2 (fields II and VI) generates a good result with probable
net benefits, whereas the outcome of scenario 3 (fields I and V) is uncertain
and, finally, scenario 4 (fields IV and VIII) yields a poor result with prob-
able net costs. It should be kept in mind that political and private prefer-
ences could cause a shift of the position of their location in this scheme. If,
for instance, a location with a high or medium level of infrastructure
decides for any reason to build a new stadium instead of adjusting the old
one to basic FIFA requirements by renovation works, it places itself more
to the left of the portfolio than it would have been initially categorized, for
example a shift from field II to I.11

Concerning the composition of at least ten necessary venues, assump-
tions have to be made on the distribution of these scenarios in hypotheti-
cal sets of potential locations. This had been done in the 1998 study in a
somewhat technical way by building three hypotheses around a mean
assessment, called hypothesis II, based on a stylized normal distribution,
that is 2-3-3-2 beginning with scenario 1 up to scenario 4 (see Appendix,
Table 8A.1). Money values have now to be ascribed to each scenario in
order to compute the aggregated outcome of the hypotheses, that is the
model parameters are estimated in currency units. For uncertainty reasons
and the well-known measurement difficulties mentioned above, an appro-
priate spread of the true value around the estimate has to be systematically
implemented in the estimation design. This is best done by worst- and best-
case analysis (compare, for example, Boardman et al., 1996; Hanusch, 1994;
Mishan, 1988). This method consists of building upper and lower bounds
for each estimate. When computing the model, the proper combination of
these upper and lower values yields two aggregated results, one for best-
case assumptions, and one for worst-case assumptions. All outcomes in
between these extremes represent the realistic, or (most) probable range of
net benefits (see Appendix, Table 8A.2). The probability that the true result
falls within this range actually rises with the number of variables consid-
ered in the model. But the interval between the worst and best case, of
course, gets larger, too.

A planning horizon of 15 periods is considered, starting in the year 2000
with the FIFA decision on the hosting nation. Furthermore, the general
economic setting is held constant (that is absence of inflation, of any polit-
ico-economic influences or shocks, of exchange rate or business cycle
effects and so on) and all money values (given in Deutschmarks, DM) are
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based on 1996 prices.12 The following variables can currently be estimated
with sufficient precision and are considered in the model according to their
occurrence over time in brackets (for the data see Table 8.1 and Appendix,
Table 8A.5): (1) investment costs (at one third of the total amount in t�3
to 5), (2) capital charges, including interests and amortization as an annual
percentage of investment costs, and operating costs (both from t�6 to 15),
(3) benefits from the utilization of the sport infrastructure, that is especially
revenue from rents of soccer clubs, sponsoring, catering, and special events
(from t�6 to 15), (4) benefits from foreign tourist spending (in t�6), (5)
benefits from additional income induced by multiplier effects of investment
(from t�4 to 6) and consumption expenditures (in t�7), (6) benefits from
the budget surplus of the LOC, that is revenues minus expenses (in t�6).

3.2 Building Hypotheses on Sets of Locations

Most of the German venues for professional soccer exhibit a considerable
need of modernization or have to be replaced by new arenas to reestablish
(inter-)national competitiveness (compare Dietl and Pauli, 1999, 2000a and
b; Roland Berger & Partner GmbH, 1998). The total amount of required
investments for the two professional leagues, Bundesliga (1st division) and
2. Liga (2nd division), could be assessed at about 4 billion DM (Vornholz,
2000). Depending on the composition of venues, the investment needed for
the World Cup 2006 ranges between about 1.4 and 2.8 billion DM (based
on 1996 prices) in the present analysis (see Appendix, Table 8A.4). There
are currently 16 German cities left which have submitted a binding declar-
ation to provide a suitable venue in 2006. As listed in Table 8.1, the degree
to which those cities are suitable and prepared to participate in the World
Cup can be economically evaluated according to relevant criteria on the
local supply and demand side.

The supply features are in particular: (l) the current quality and capacity
of the soccer stadium, (2) traffic and hotel infrastructure, that is the regional
logistics competence, and (3) general touristic attractiveness. Although the
evaluation of the latter remains rather subjective, it may be supposed that
all those features are significantly positively correlated with the degree of
agglomeration. Anyway, the first feature is the most important and can be
well observed by hard facts like the need of investment for the World Cup
and the planned capacity in 2006 as well as further qualitative considera-
tions with respect to modern stadium construction ‘standards’ mentioned
in Section 2. Therefore, apart from building new hypotheses on the scenario
distribution, those data (columns two and three in Table 8.1) make the
essential difference to the modified cost–benefit model compared to the
1998 study. It has to be kept in mind that the investment expenditure also
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determines the capital charges after the event and the investment multiplier
effects whereas the stadium capacity, weighted by the distribution of
matches among venues, is the variable that drives the tourist spending in the
model. The demand side finally is responsible for the assessment of future
benefits of the new sports facilities in the post-event phase (see Appendix,
Table 8A.5). The relevant evaluation criteria are, above all: (1) population
and hinterland, (2) local purchasing power, (3) attraction potential (espe-
cially current league division and supporters’ enthusiasm) and supposed
future performance of the local soccer club, (4) competition in the soccer
and leisure market (all relative to the planned stadium capacity in 2006).
The two latter criteria are considered to be decisive in cases of doubts with
regard to the exact evaluation because the amount and risk of annual rev-
enues yielded by big arenas in Germany largely depend on high-level soccer,
that is at best a long-term successful 1st division club or a traditional club
with very loyal fans13 (compare Dietl and Pauli, 2000b; Vornholz, 2000;
Rahmann et al., 1998, pp. 188–94).

According to the judgement on those criteria, the position of the 16
bidding cities in Figure 8.1, and thereby the respective scenario, can be
assessed (see Table 8.1). Meaningful hypotheses on their composition in
potential sets of match locations have then to be built. For this purpose, it
is helpful to introduce a further classification to ascertain the current level
of preparation: (1) well prepared, that is scenarios 1 to 2, (2) intermediate,
that is scenarios 2 to 3, (3) backward venue, that is scenarios 3 to 4. Now,
as discussed in the second section, two major strategies of composing
match locations may be assumed. Moreover, for each of them, one set of
venues is chosen with ten arenas and one with twelve because this is the
range of venues that is thought to be necessary by experienced World Cup
organizers.14 This yields four realistic hypotheses: (1) a risk-minimizing
hypothesis HA with ten venues, (2) a development goals-pursuing hypoth-
esis HB with ten venues, (3) a risk-minimizing hypothesis A12 with twelve
venues, and (4) a development goals-pursuing hypothesis B12 with twelve
venues. For all of them, six match locations are considered as being pre-set,
three of them for political and three for economic reasons. The LOC
already declared that the opening match may take place in Munich and the
final in Berlin. Furthermore, to underpin the objective to hold an ‘all-
German World Cup’, at least two venues in the eastern part of Germany
have to be involved. Besides Berlin, the DFB designated Leipzig where it
was founded in the year 1900. By now, the German federal government has
already assured the public financing of both venues. Finally, Dortmund
and Hamburg are very likely to be and should be chosen because both of
them are important agglomeration areas with well prepared venues and
successful soccer clubs (both scenario 1). Gelsenkirchen and its club FC
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Schalke 04 have just finished the construction of the first Superdome in
Germany and will thus also be considered for its modern and impressive
arena. The remaining four to six positions in the hypotheses are selected
according to the above strategies and the evaluation of the cities as listed in
Table 8.1. For the risk-minimizing strategy, low-cost venues are favoured
and, for the development strategy, new stadium constructions and smaller
or peripheral cities are preferred. As to the number of the 64 matches
played in the stadiums, for consistency reasons, an equal distribution of 60
games is assumed for all hypotheses, that is 6 matches in the ten venues case
and 5 in the twelve arenas case, respectively. The remaining 4 encounters
(for example opening, final, semi-finals) are allocated to the biggest pre-set
venues of Berlin, Munich, Dortmund and Gelsenkirchen.

Bearing in mind the opportunity principle of comparing meaningful
alternatives, those hypotheses should be evaluated relative to an economi-
cally ‘optimal’ set of available venues that largely neglects any socio-politi-
cal qualitative considerations. This selection of match locations includes
ten venues and follows decision rules that are strictly economic criteria ori-
ented. First, the best-prepared venues are chosen, that is the four scenario
1’s and two scenario 2’s available. Then, the next-best four scenario 3’s
which exhibit at least one ‘high’ evaluation, that is intermediate locations
fitting in field I of Figure 8.1, with the lowest investment values are picked
out. By this procedure some scenario 3’s with quite high investment levels
(especially Gelsenkirchen and Munich) are preferred to others with rela-
tively low investment costs (especially M’gladbach and Nuremberg). At
first glance, this might seem economically dubious. But it is reasonable to
place a higher weight upon the general potential of demand in the case of
scenario 3 since the already chosen scenarios 1 and 2 are the strongest
venues on the supply side. Six matches are assumed to be played in each
arena whereas the remaining four games are allocated to the biggest venues
of this selection.15 The resulting hypothesis OH would be the ‘optimal’ set
of available venues for a rational, risk-averse decision-maker who disre-
gards socio-political aspects. In other words, the inflow of foreign purchas-
ing power of World Cup tourists is ‘bought’ by the hosting nation at the
lowest economic ‘price’ possible. Furthermore, the result of hypothesis
OH (see next section) is close to the outcome of hypothesis I which had
been the best and thus recommended in the 1998 study (see also Appendix,
Tables 8A.8 and 8A.9). But it has to be stressed that this hypothesis is
neither realistic nor suitable to serve even crucial socio-political goals, such
as particularly the objective of an ‘all-German World Cup’ since Berlin
and Leipzig would not be involved. Hence, hypothesis OH is a purely eco-
nomic reference that is not claimed to be the best alternative under real
world conditions.16
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4. RESULTS OF THE MODIFIED COST–BENEFIT
ANALYSIS

Figures 8.2 and 8.3 show the aggregated result computed by the modified
cost–benefit model. The discounted net benefits per period (in million DM,
basis 1996) and NPVs, respectively, of the five hypotheses are depicted over
time by two graphs for each hypothesis: one for upper bound assumptions
and one for lower bound assumptions of the estimated parameters. The
heavy line represents the outcome of hypothesis OH as the reference for the
evaluation of the alternative sets of match locations. First of all, the pattern
shown in both figures is consistent with the findings of the 1998 study. The
pre-event phase is dominated by the cost effect of the investment in sports
infrastructure, then a considerable upswing occurs in the present phase due
to multiplier effects and tourism expenditures whereas constant deficits of
operating the sports facilities prevail in the post-event phase (see Appendix,
Tables 8A.6 and 8A.7). An essential difference to the 1998 results make the
higher peaks of values in Figure 8.2 especially at the upper bound. This is
due to the, on average, significantly higher investments, in particular at the
lower bound as a result of the more precise data of real stadium construc-
tion plans which allows the reduction of the estimation interval (see
Appendix, Tables 8A.3 and 8A.4). In contrast, the mean tourist spending
is slightly lower than in 1998 (see ibid.) which, except for hypothesis OH in
particular at the upper bound,17 obviously does not have a major influence
compared to the former results.

The crucial phase of the planning horizon that clearly differentiates the
present results from those of 1998 is actually after the event when the busi-
ness loss of the venues risks devouring the benefits of the present phase.
This can be best seen by the NPVs in Figure 8.3 (for the exact figures see
Appendix, Table 8A.9). At the upper bound and for the most probable
mean outcome, this is not vital. There, the World Cup 2006 indeed is
responsible for a ‘hysteresis-like’, sustainable shift in economic wealth of
about 5 (hypothesis OH) up to 6 billion DM (hypothesis B 12). That means
a slightly higher gain than in the 1998 study (see Appendix, Table 8A.8).
The average result under base assumptions also remains quite stable on a
still considerable level of approximately 2.5 billion DM which is not
significantly higher than the 1998 outcome. But, in case of difficult general
circumstances, the future financing burdens might generate an overall loss
as soon as four (hypothesis B12), five (hypotheses HB) or six years (hypoth-
esis A12) after the event if either the ‘twelve venues’ solution is preferred or
if a development strategy is pursued. This finding is more critical than in
the 1998 study. The risk-minimizing hypothesis HA with ten stadiums is the
only realistic set of match locations that yields only a slight loss of roughly
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Discounted net benefits per period (million DM, basis 96)
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Net present values (million DM, basis 96)
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57 million DM, and not until eight years after the event. Finally, the eco-
nomic reference selection of venues, hypothesis OH, is the only one that
remains in the gain zone over the whole planning horizon with an NPV of
about 48 million DM in 2015. Thus, at the lower bound of the results, it is
pretty clear that the host nation might have to pay an ‘economic price’ in
the form of foregone utility for any socio-political concession made,
whether for development reasons or to settle a compromise solution of
twelve venues if the choice of venues becomes politically delicate. Likewise,
even if the general economic forecasts are favourable, it would be gambling
rather than rational decision-making to, ex ante, trust on and aim at the
better upper bound results by choosing a selection of venues equivalent to
the hypotheses B12, HB or A12.

5. CONCLUSION: POLITICAL ECONOMY AND
DECISION IMPLICATIONS OF CHOOSING
MATCH LOCATIONS

The results presented in the previous section confirm that the decision on
the second level is indeed crucial since it determines the most important
variable, the investments in durable facilities, and thereby the expected
range of the overall outcome. Not before two or three years after the event,
will it be possible to approximately assess whether the true result may, as
expected, be situated in the middle or rather at the upper or lower bound.
If the latter is the case a negative aggregated outcome in the medium or
long run cannot be excluded any more for any realistic composition of
potential match locations. This risk rises with the weight given to socio-
political considerations with regard to the venues chosen. Hence, from an
economic welfare perspective, risk-minimizing is the dominant strategy in
the model. Furthermore, in this sense, the ten venues solution yields a
significantly better result than sets of locations with twelve venues.
Therefore, the hypothesis HA appears to be the best choice relative to the
economically ‘optimal’ selection of stadiums that strictly favours the best
prepared cities.

But some problems of political economy arise in view of defending this
set of venues against particular political and lobbying interests since, for
this purpose, it will be indispensable to exclude some (prominent) candi-
dates from the participation in the World Cup. Here, clear-cut strategic
goals and decision criteria with respect to a consistent choice of locations
become most important. The clearer the LOC and OCF shape and reliably
communicate their selection strategy and criteria, the less will be the risk of
policy- or lobby-driven deviations from the original conception. Otherwise,
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interest groups may (mis)use the scope of interpretation to exercise politi-
cal pressures.18 Even the LOC and OCF can not, of course, be supposed to
pursue national welfare goals as, to a certain degree, implicitly assumed
here. Enhancing the average quality of German stadiums may be, for
instance, a more important concern for both of them. Therefore, making
their criteria more transparent would facilitate a public control. But,
however, it cannot really be the interest of the LOC and OCF to economi-
cally harm the host country, especially if they have to fear that this may be
revealed. Moreover, it is desirable for management efficiency reasons to
have a precise orientation for the LOC set by strategic objectives. Those
define a reference relative to which the efficiency of the organization could
be evaluated in terms of goal achievement. Both the LOC and the host
country would benefit from an ‘exemplary’ organization of the event.

An institutional problem may, however, emerge from the bidding proce-
dure that the potential match locations have to face. The final decision on
the 16 German candidate cities is not supposed to be taken until mid-2002
or even the end of 2002 and, at least, four venues will have to be sorted
out.19 Therefore, meanwhile, there will be an incentive, in particular for
intermediate locations, to upgrade their stadium construction plans to
provide a higher quality of sports infrastructure which may enhance their
chances of being chosen (relative to other intermediate locations). The
same effect could occur, at least on average, due to expectations on addi-
tional benefits from hosting the World Cup. Decision-makers in locations
which are very likely to be picked out might think that they could (or
should) afford a more impressive arena than initially planned in the light of
income inflows induced by the event. Hence, the total investment may well
tend to rise, whether the respective bidding venues are finally chosen or not.
This could even be the case if the LOC and OCF were willing to introduce
measures or criteria to dampen this conduct that causes an increase of
investment costs. There are, of course, incentives to underestimate costs
and overestimate benefits. Finally, this tendency will render it ever more
difficult for public investors in sports facilities to attract private partners for
a considerable co-financing (see Dietl and Pauli, 2000b).

Both theoretically plausible effects seem actually to be confirmed by the
latest developments of the bidding procedure. The total investment sum
planned by all 16 German cities rose during the last year from 2.7 billion
DM up to 2.94 billion. Any candidate city is anxious to show that it is really
determined to construct the promised new arena. Most of them have
started already or are about to start the construction works. The result will
be that more World Cup compatible venues will be built than needed. Not
only will this tendency foster the future competition between stadiums for
special events like rock concerts to generate additional income which is nec-
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essary to cover capital charges, but also the rise in average quality of sports
arenas might cause even non-bidding cities to think about a (costly) mod-
ernization of their venues. Either the local soccer club will exercise such
pressures because it is the biggest beneficiary or local politicians may feel
as if they are missing an important development. Consequently, there
could well be a vicious circle of public investment activity in sports infra-
structure which in the end will further compete away the revenue per arena
to recoup the financing costs. Under such circumstances, potential private
investors in the stadium market will prefer to wait or to allocate their
resources elsewhere. This has recently seemed to be true. Several cities were
seeking private partners in vain or lost partners during the negotiation
process. All in all, those patterns of behaviour put the problematic post-
event phase even more at risk.

These implications, moreover, lead to the problem of the decomposition
of the aggregated outcome of the Soccer World Cup 2006 and the possible
necessity of a certain amount of compensation on allocative grounds. In
order to potentially meet Pareto-efficiency conditions, care must be taken
for future burdens that will be especially vital in some intermediate and
backward match locations. Those local jurisdictions might be negatively
affected, in particular in case of disadvantageous circumstances and sets of
venues close to the hypotheses HB, A12 and B12. Thus, the weaker the
overall result, the likelier will be the existence of ‘loser locations’ and,
thereby, the higher could be the need of compensation, but, at the same
time, the lower would be the benefits left for compensating. These problems
and risks arising at the lower bound of possible results have to be carefully
considered and all necessary (strategic) precautions should be taken to
avoid such an outcome. The proper choice of match locations is of course
one of those, probably the most important (see Kurscheidt, 2000b). The
best would be an agreement or alliance between all involved parties, that is
FIFA, the LOC, the national government, and the bidding cities. Such a
cooperation should aim at securing a reasonable investment planning and
fair competition at the decentralized level. FIFA and the LOC should place
a high weight upon financial criteria in their choice of venues and the
national government ought to support them in pursuing that end or push
them to do so. Furthermore, a quick final decision of FIFA which has to
approve the LOC’s selection would be desirable to finish the bidding com-
petition as early as possible to prevent cities from upgrading their construc-
tion plans or building stadiums that ultimately are not picked out for the
World Cup. Generally speaking, some national or supranational control of
FIFA’s conduct in exploiting their monopoly right on the Soccer World
Cup might be worth thinking of as well, since FIFA sets off and further
fuels the bidding spiral by its high and ever rising requirements to bidders,
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first between candidate countries and then, in the second round, between
cities of the country that won the event.

As independent ex post analyses of mega-events like the one of Baade
and Matheson in this volume confirm, institutional decisions and thorough
planning in the run-up to the event are crucial for the economic success.
Every country or city willing to hold such an event should take those tasks
very seriously. As for the present chapter, it has been shown for the case of
the 2006 tournament in Germany that an analytical approach based on
CBA is suitable to deduce appropriate responses to the World Cup-specific,
two-stage decision problem (for some theoretical and methodological
extensions see Kurscheidt, 2001). What still remains to be done for the
future, among other things, is a continuous adjustment of the CBA to new
developments, maybe a regionalization of the present CBA to model decen-
tral outcomes of particular locations, as well as a sound (sensitivity) anal-
ysis of further strategic variables.

NOTES

1. South Africa, Morocco, England, Brazil and Germany had submitted a bid for the
Soccer World Cup 2006. Because of the expected low chances of success, Brazil drew
back its candidature shortly before the ballot. Thus, actually, there were only four bids
left in the voting on 6 July 2000. The 24 members of FIFA’s Executive Committee took
the historical decision at the most narrow ballot result possible with 12 votes to 11 and
one abstention against the last remaining competitor, South Africa, in the third and final
round of voting (Radford, 2000). For Germany, the bidding campaign had begun
already on 2 June 1993 with the first submission of the DFB’s candidature at the FIFA’s
seat in Zurich (OK-Deutschland, 2006, 2001a).

2. The assessment that political and reputational benefits justify a potential cost overhang
seems to be the case for the Soccer World Cup 2002 which is co-hosted by South-Korea
and Japan. Both local organizing committees, KOWOC for Korea and JAWOC for
Japan, supply ten cities each as match locations of which a good deal are completely
newly built venues (see JAWOC, 1999 and 2000). According to our results in this chapter,
the investment and subsequent costs of a set of 20 high quality locations are very likely
to lead to a negative overall outcome already in the short run, not to mention the trans-
action costs of the coordination between both countries. But, apparently, intangible
benefits with regard to development and political goals are higher weighted by organiz-
ers as statements of the KOWOC Chairman, Park Seh-Jik, confirm: ‘I hope there will be
progress in Japan–Korea friendship thanks to the World Cup. I would like to strive
towards that. . . . we wish each local area to attain well-balanced progress exhibiting both
economic improvement and cultural harmony. We hope that each area will benefit from
holding the FIFA World Cup’ (JAWOC, 1999). Whereas economic net benefits in each
hosting region may be wishful thinking, the improvement of the relations between the
two countries and the pride of staging, at the same time, both the first World Cup in Asia
and the first co-hosted World Cup in FIFA’s history, could actually have a very high value
that is not monetizable. South Africa followed most probably an analogous reasoning
for the quite emotionally led campaign for the World Cup 2006. In both cases, a cost-
effectiveness analysis (CEA) would be more appropriate to evaluate alternative institu-
tional designs of hosting the event since the decision to bid is (purely) policy driven (as
to the CEA see for example Boardman et al., 1996, pp. 395–410).
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3. It is important to distinguish the economic impact in the sense of income and employ-
ment generated, on the one hand, from the socio-economic value, on the other hand. An
actual evaluation of the event and the political decision should be based on both, at best,
with regard to decision rules derived from suitable economic welfare criteria (see note 7).
To that end, Rahmann et al. (1998, pp. 103–5) as well as Barget and Gouguet (2000, p.
32) propose equivalent analysis categories for sporting events.

4. The budget for the bidding campaign ought to be, of course, limited to a reasonable
amount with regard to the expected ‘value’ of the event since those expenses represent
sunk costs in case of failure of the candidature (Kurscheidt, 2000b). In particular, past
campaigns for the Olympics exhibited some excesses in bidding expenses. The DFB, for
instance, stresses the fact that the 2006 campaign has been entirely financed by corpo-
rate sponsors, well-known big German companies. At the beginning of the campaign,
DFB officials had promised to do without public funding (see DFB, 1999, pp. 34–5, and
2000). However, once the candidature has been successful the costs of the campaign have
to be considered as event-induced, direct costs and must be incorporated in a
cost–benefit calculation.

5. A general critique of the approach used to be that, theoretically and above all in prac-
tice, CBA failed to meet the initial pretension to install the rationality and efficiency of
the price system on perfect private good markets in the public sector resource allocation.
Nowadays, the objectives of CBA are less ambitious and it is widely accepted as a stan-
dard tool for public project and policy evaluation. Nevertheless, in practice, the analyst
faces a couple of difficult problems like: which prices to use, which discount rate to
choose, how to keep the analysis (nearly) objective, that is a clear separation and inde-
pendence between analyst and decision-maker and so on. For further details see the rel-
evant literature (for example Gramlich, 1997; Boardman et al., 1996; Hanusch, 1994;
Mühlenkamp, 1994; Mishan, 1988; for a concise survey as to sporting events see Preuss,
2000b; Rahmann et al., 1998, pp. 94–110, and Thöni, 1984).

6. Negative economic impacts, such as financing costs, can only be modelled as contractive
effects for instance in an input–output system. This has been done for example by Meyer
and Ahlert (2000, pp. 222–38) (see also Ahlert, 2001 and Lager, 1995 who both simulate
different scenarios of event financing). Nevertheless, those effects are not equivalent to
the costs definition in CBA, nor are they explicitly exposed, that is they, so to speak,
‘hide’ in the aggregated outcome.

7. The Kaldor–Hicks criterion states the decision rule that the analysed project should be
performed if it generates overall benefits which allow the beneficiaries of the project to
potentially compensate possible losers and to be still better off (Pareto optimality). But,
ex ante, this compensation is not required for a positive decision. Furthermore, the cri-
terion does not prescribe or recommend any institutional arrangement for the compen-
sation problem. Hence, this is a challenge that remains to be mastered (for a concise
survey of welfare criteria and the corresponding CBA decision rules see especially
Gramlich, 1997; for an application to Olympic Games see Preuss, 2000a, and see
Kurscheidt and Rahmann, 1999, as well as Rahmann, 1997, with respect to Soccer World
Cups).

8. The only exception to this ‘city principle’ that is permitted by the International Olympic
Committee (IOC) are the sailing competitions. They are often held in another town (of
the same country!) which is situated at the coast if the Olympic city is not (see Preuss,
2000a). Nevertheless, the second-level decision is not so problematic for an Olympic city
and often rather a question of urban planning.

9. The binding promise up to nine years prior to the event is no requirement of FIFA. But
the bidding national associations have to intensify the preparation of their candidature
quite early. The DFB sent a circular letter to all potential hosting cities with a first dead-
line for their bids for the World Cup 2006 as early as April 1997 (DFB, 1997). Twenty-
four of them participated in a first coordinating workshop in October 1997. After four
withdrawals, 20 were incorporated in the official enrolment for 2006 handed over by
DFB Vice-President and Chairman of the German bid, Franz Beckenbauer, on 27
November 1998. The final and binding deadline for candidatures of cities had been end
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of 1998. These venues eventually were part of the comprehensive bidding dossier of 1212
pages (!) submitted on 10 August 1999 (OK-Deutschland 2006, 2001a).

10. The Soccer World Cup 1998 in France was the first to be held with 32 teams (Rahmann
et al., 1998, p. 123). This regulation is still valid for the 2002 championship in Korea and
Japan (FIFA, 1999, Art. 7, paras 1 and 3) and will certainly hold for 2006 as well. Before
that, beginning with the 1982 tournament in Spain, the event was staged with 24 partic-
ipating teams, that is 52 matches (Rahmann et al., 1998, p. 135).

11. A usual practice of some cities is, for instance, to upgrade their initial construction or
modernization plans that are believed to be necessary for maintaining the stadium in the
light of expected local benefits from hosting the soccer World Cup. This effect may occur
more or less explicitly or intentionally and it is often a result of pressures exercised by
local soccer clubs since they are keen on arena features like VIP lounges, meeting rooms,
business seats and so on that can be profitably marketed by themselves (see Dietl and
Pauli, 2000b; Vornholz, 2000; Rahmann et al., 1998, pp. 190–94). Politicians, in turn,
might benefit from the image of the club among voters. However, a World Cup compat-
ible stadium could be realized at construction costs of up to 200 million DM, neverthe-
less, this amount is significantly exceeded in some cases (see Table 8.1). This may be
explained to a certain degree by the above ‘upgrading effect’ (see also Kurscheidt, 2000b).

12. The study of Rahmann et al. (1998) had been worked out in the course of 1997.
Therefore, the appropriate basis of the money values was the preceding year. To main-
tain the comparability between that study and the present chapter this statistical basis
and the currency (DM instead of �) is maintained.

13. It has to be noted that the professional soccer leagues in Europe do apply the relegation
principle and, thus, there are no relocations of teams as in the franchise system of US
major leagues. In the German ‘soccer culture’, the local identification with the team plays
a crucial role.

14. At the World Cup 1998 in France, the number of venues had been ten. DFB officials
repeatedly stated that they would consider a set of match locations of ten up to twelve
stadiums. But they did not pronounce a clear preference with respect to this issue. In view
of the fact that ten venues are actually sufficient, the twelve stadium solution may be
interpreted as a ‘compromise’ solution if the decision on the venues to be sorted out
appears politically delicate in practice. However, the latest statements of LOC officials
seem to suggest this compromise choice (see for example Bielicki and Käppner, 2001).

15. Those venues are Dortmund, Stuttgart, Gelsenkirchen and Munich with seven matches
each.

16. It may even be said that hypothesis OH is ‘technically economic’. Considering also inter-
dependencies between quantitative and qualitative effects induced by the event, it is actu-
ally even not economically desirable since it would put at risk a good deal of intangible
benefits, that is integration of the eastern and western part of Germany, the overall
image of the event and so on, and therewith also the economic success of the World Cup.
This could be due to negative reactions or rejections of consumers and soccer fans.

17 In the case of hypothesis OH both the involvement of the low capacity of Leverkusen
(22 500) and doing without the high capacity of Berlin (76000) seem to be the reason for
the significantly lower tourist expenditure than in all other hypotheses, the 1998 results
included.

18. It is most likely that the corporate sponsors of the DFB and the LOC would appreciate
that the city of their headquarters be chosen (for example Bayer Group in Leverkusen,
Daimler-Chrysler in Stuttgart, Lufthansa in Frankfurt). Likewise, state governments
(Landesregierungen) might favour their state capital and so forth (among others the quite
weakly rated cities Dusseldorf, Frankfurt and Hannover).

19. The complete and official bid of the cities has to be submitted by 15 December 2001.
The LOC will hand their suggestion for the number and composition of venues as well
as the location of the media centre over to the OCF by 31 March 2002. The latter will
then alter or approve this suggestion of the LOC. So the final decision will most prob-
ably be taken by mid-2002 or at the end of 2002 (for current information on this issue
see http://www.ok-deutschland2006.de).
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APPENDIX

Table 8A.1 Distribution of scenarios for 10 locations in 1998 hypotheses

Scenarios Hypothesis I Hypothesis II Hypothesis III
(fields in Figure 8.1) maximum mean minimum

scenario 1 (III) 3 2 1
scenario 2 (II, VI) 4 3 2
scenario 3 (I, V) 2 3 4
scenario 4 (IV, VIII) 1 2 3
expected NET BENEFIT NBI�NBII NBI�NBII�NBIII NBIII�0 or

NBIII�0 (?)

Table 8A.2 Hypotheses of the 1998 CBA and estimation intervals

Valuation estimation interval HI estimation interval HII estimation interval HIII

upper lower upper lower upper lower 
bound bound bound bound bound bound

HIu HII HIIu HIII HIIIu HIIII

Net NPV (HIu) NPV(HII) NPV (HIIu) NPV (HIII) NPV (HIIIu) NPV (HIIII)
present 
value
Cases best-case realistic or (most) probable range worst-case

Table 8A.3 Total investment costs and tourist spending of 1998
hypotheses

Hypothesis Hypothesis Hypothesis
I II III

upper lower upper lower upper lower
bound bound bound bound bound bound

total investment 1620 560 2020 690 2420 820
(in million DM 96)

total tourist spending (for all 1463.57 813.09 
(in million DM 96) hypotheses) (upper bound) (lower bound)

Note: The slightly higher values of the tourist spending relative to the modified hypotheses
are due to the bad quality of data on the seating capacity in 1997 (see Rahmann et al., 1998,
p. 136, especially footnote 232). This information is now much more precise and the 1998
assessments appear to be slightly overestimated.
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Table 8A.6 Total net benefit returns of venues per period by 1998
hypotheses (in million DM, basis 1996) (t�6 to t�15)

Hypothesis Hypothesis Hypothesis
I II III

upper lower upper lower upper lower
bound bound bound bound bound bound

benefit returns 92.8 50.7 89.6 45.8 86.4 40.9
operating costs 64 96 64 96 64 96
capital charges 53.2 153.9 65.55 191.9 77.9 229.9
total costs 117.2 249.9 129.55 287.9 141.9 325.9
net benefit returns �24.4 �199.2 �39.95 �242.1 �55.5 �285
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Table 8A.8 Selected net present values of the 1998 CBA (in million DM,
basis 1996)

Time Hypothesis Hypothesis Hypothesis
hori- I II III
zon

upper lower upper lower upper lower
bound bound bound bound bound bound

4 �149.99 �757.02 �184.81 �943.93 �219.63 �1130.85
5 18.78 �934.55 23.14 �1165.30 27.50 �1396.06
6 1702.55 �107.97 1793.93 –288.33 1885.32 –468.69
7 4664.21 1140.56 4803.05 968.13 4941.89 795.70
8 4755.49 1073.92 4908.31 889.63 5061.12 705.34

12 4690.78 545.58 4802.35 247.50 4913.91 –50.58
13 4676.12 425.94 4778.35 102.10 4880.58 –221.74
14 4662.03 310.91 4755.28 –37.71 4848.53 –386.32
15 4648.48 200.30 4733.10 –172.13 4817.71 –544.57
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9. Sports policy at regional level:
estimating the economic value of
amateur sports managers
Carlos Pestana Barros and Jaime Lucas

1. INTRODUCTION

The provision to the community of sport, which constitutes an imperfect
public good, is made mainly through clubs. These are, for the most part,
non-profit oriented organisations, which provide attendance events for
individuals as well as participation for professional and non-professional
sportsmen and women.

Sloane (1971), in asserting that sports managers maximise the utility of
winning competitions, proposes the non-profit nature of the sport clubs.
This proposition is supported in Europe, where the clubs frequently operate
with deficits. In the USA, Quirk and El-Hodiri (1974) consider that sports
clubs are profit maximisers, while more recently, Vrooman (2000) posited
an intermediate position in which the sports managers maximise both
profit and the utility of winning.

We observe that, on one hand, profit-oriented organisations are always
managed by professionals, while on the other hand, the non-profit-oriented
clubs are managed either by professionals or amateurs. In Portugal, a
recent development has seen the shares of the three largest professional
football clubs listed on the stock market. However, up till now, the remain-
der of the country’s clubs of all sports have shown no indication of follow-
ing this trend. The latter clubs are currently managed by amateurs, who
usually do not receive any payment for their efforts and who are commonly
obliged to fund any occasional deficit.

The non-profit nature of these sports managers’ work reveals a perception
of appropriateness in supporting the sporting life of their communities. Since
this work is not registered for economic purposes, the IDRAM, Madeira’s
regional sports controlling body,1 undertook the task of evaluating the eco-
nomic value of the managers’ voluntary work in order for this to be included
in an estimation of the aggregated economic value of sports in Madeira.
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A means of estimating the value of an imperfect public good which is
traded in the market with unobserved prices is through indirect demand,
asking a sample of consumers about their willingness-to-pay (wtp) and
their willingness-to-accept (wta) for the good. A technique used to estimate
the wtp and wta is the contingent valuation method, which is adopted in
this chapter.

In this chapter, we estimate a wta for the role of amateur sports organ-
isation manager, using data from a questionnaire distributed among sports
club managers on the island of Madeira in late 1999 and early 2000. We
consider that such managers reflect a sense of appropriateness in support-
ing the sporting life of a community, blended with their own personal
motives, in terms of the prestige and influence associated with the role. In
this context, the sports manager will work in a voluntary capacity, and the
work and time devoted to the club will define the opportunity cost which,
in turn, defines the willingness-to-accept for the role.

The chapter is organised as follows: in Section 2, we describe the institu-
tional setting. Section 3 contains a brief review of the literature on this area
of research. In Section 4, the model is considered, and in Section 5, the
hypotheses are discussed. In Section 6, we detail the empirical study and
give the results in Section 7. In Section 8, we present the policy implications,
followed, in Section 9, by the conclusion.

2. INSTITUTIONAL SETTING

The island of Madeira is an autonomous Portuguese region with its own
regional government. Sports policy is implemented by a public agency, the
Instituto para o Desporto da Região Autónoma da Madeira (IDRAM). The
IDRAM promotes school and amateur sports, as well as financing profes-
sional sports. About 80 per cent of IDRAM funds are allocated to profes-
sional clubs through subsidies. As such, Madeira is representative of Portugal
as a whole, in terms both of organisational structure and sports policy.

The European Union Maastricht Treaty of 1992 altered the philosophy
of public spending at the European level, inaugurating an age of retrench-
ment. Today, the restructuring of the responsibilities of government is
being put into effect through privatisation and subsidy shrinkage. This
policy change is putting stress on amateur sports clubs, which are increas-
ingly obliged to look to the market to finance their activities. With regard
to its current state and regional sports funding policy and practice, Portugal
might be considered to be acting counter to the spirit of the European
Union’s directives. However, if sports are imperfect public goods, then they
would seem to deserve Government support.
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The IDRAM policy is established by the Regional Government pro-
gramme and its present thrust can be characterised as a Keynesian sports
policy, supported by heavy public expenditure. In late 1999 and early 2000,
the IDRAM undertook an analysis of the economic value of the sports.
Within this mission, a sub-project was designed to evaluate the economic
worth of the work of sports managers by means of a standard contingent
valuation questionnaire. We assumed that amateur sports managers reflect
a public perception of appropriateness in supporting the sporting life of a
community, blended with their own personal motives, in terms of the pres-
tige and influence associated with the position. They are consequently con-
fronted with the opportunity cost of the work which they devote
voluntarily to the clubs.

We can consider that the government subsidises sport because its posi-
tive consumption externalities are derived from sport’s public-good nature,
namely, local identity, local unity around sports clubs, fan loyalty, civic
pride, local pride and prestige. These issues are nonrivalrous and nonex-
cludable, conferring on sports the nature of public goods meriting subsid-
isation. This situation is recognised by sports economists, Noll and
Zimbalist (1997, p. 56), Quirk and Fort (1992, p. 176) and Siegfried and
Zimbalist (2000). A response to the question as to what should be the eco-
nomic value of sports subsidies is that this value should be equal to the non-
market value of sport. This leads in turn to the question, what is the
non-market value of sport?

The demand for sports events has three elements. First, there is the direct
demand for sports events, either in terms of attendance, or of participation.
However, if the demand for attendance at sports events is inelastic, as
applies in the case of fanatical supporters, then the consumer surplus can
be substantial, though this benefit cannot be reaped directly by a club
through conventional revenue channels.

The second element is the indirect demand for sports events by those who
never attend nor participate in them. This is evident in the form of daily
conversations on sport at work and in social meeting places, the nurturing
of local identity and unity around clubs, personalities and events, fan
loyalty, local civic pride and prestige. These effects are external conse-
quences of sports and, as such, also fail to yield direct benefits to clubs.

The third element is the value of an enhanced community image. This
indirect element of demand gives to sport the nature of a public good,
because it is impossible to exclude beneficiaries from enjoying it. Image
enhancement will be underprovided in the private sector, but if it is large
enough, it will provide a broad political support for a public subsidy.

None of the above-mentioned non-market benefits – consumer surplus,
externalities and the public-good nature of image enhancement – can be
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gained by clubs through conventional revenue channels while, on the other
hand, externalities and image enhancement at least establish the basis for
the public subsidisation of sports. To the above non-market value of sports,
we must add the economic value of amateur sports managers, the investi-
gation into which is the objective of this chapter.

3. LITERATURE REVIEW

The use in economics of the contingent valuation method to obtain the will-
ingness to pay and willingness to accept is widespread, particularly in the
field of environmental economics. For a recent survey applied to the latter,
see Kerry Smith (2000). For a primer on contingent valuation modelling,
see http://www.csba.uncwil.edu/people/whiteheadj/research/papers/CVM
%20and%20BCA5.pdf. This research is always demand-oriented, from the
consumer perspective and sometimes enclosed in an impact analysis.

Within the ambit of sports economics, this method has rarely been used
and the impact analyses currently carried out in this field usually apply
cost–benefit analysis with the benefit estimated as employment (Baade,
1996), income and employment (Barget and Gouguet, 2000).

Among the scarce applications in sport, Johnson and Whitehead (2000)
analysed the value of a basketball arena and a baseball stadium in the
USA, concluding that neither project would generate sufficiently valuable
public goods to justify public finance. In a related paper, Johnson et al.
(2001) measured the value of the public goods generated by sports teams
(Pittsburgh Penguins of the National Hockey League in the USA), con-
cluding that, in one case, the value of public goods generated by the team
was far less than the cost of building a new arena.

4. THE MODEL

Let us consider a sports club manager who consumes private goods (x), and
public goods (z) and produces work (l ). The public good in discussion is
the role of an amateur sports club manager in a heavily subsidy-dependent
club. The utility derived from the role is in terms of the prestige and
influence associated with it, and which is defined by the following utility
function, which may be separated in time:

W��(1��)�tu(xi,zi,li)

in which �
1 is the discount rate and t the time. The cardinal sub-utility
function is to be strictly increased in each of its arguments, and to possess

Sports policy at regional level 207



all the other properties, such as that of being quasi-concave, which are
usually employed in micro-economics. With regard to the social role of the
sports club manager, it is assumed that z�0 represents the status gained
from the role and that u�0, when z�0.

From the dual-consumer approach: min �pizi, st. W(u)�w, one obtains
the expenditure function e( p,u), where p is the price level. The period t
aggregated expenditure function et( p,u) may be used to analyse the
adjustment of sports club managers to marginal variations in prices and
income.

Let us assume that the sports club manager is asked about his willing-
ness-to-accept for his role, in the form of a predetermined sum of money.
Willingness-to-accept is expressed in welfare measures: compensation and
equivalent variations.

The compensation variation arising from the conceptualisation of the
sports club manager is the result of the variation of the state of being a
sports club manager, z1 to the state of not being a sports club manager, z2,
which alters the level of prices and utility from ( p1,u1) to ( p2,u2) where
u2�u1, and is defined as:

Compensation variation�y2�e( p2,u1)

And the equivalent variation�e( p2,u1)�y1

5. HYPOTHESES

The contingent valuation method allows wta to be estimated directly and
the determinants of wta to be estimated through a regression. In this
section, we discuss the determinants of wta.

The literature on sports economics identifies four reasons why people
value sports, these reasons also being applicable to sports club managers:
consumption value, option value, existence value (prestige) and endow-
ment value. We assume that sports club managers are voluntary workers,
since, for the most part, the sports clubs are non-profit organisations. The
higher the individual’s valuation, the more likely he is to support the sports
and to value his work, asking for a higher wta for his role as amateur sports
manager.

The consumption and option values are determined by the same param-
eters that determine actual demand. Those variables that induce an individ-
ual to actually consume sports will also induce him to value the option to
potentially consume sports in the future. Income and education are two
variables that explain most sports consumption.
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Hypothesis 1: The wta varies positively with the average income of sports club
managers.

Hypothesis 2: The wta varies positively with the level of education of sports
club managers

A formal degree of education, however, may not entirely express the actual
education level, since it relates to the individual’s past. Human capital could
have depreciated or conversely, appreciated over time. In addition, the kind
of education that colleges impart may not be precisely the education that a
person requires in order to be a sports club manager. It is therefore appro-
priate to include some measure of the interest an individual currently takes
in politics in general. This interest will presumably reflect a higher con-
sumption value, in addition to a higher prestige value, since individuals who
wish to take part in public affairs also tend to care more about their polit-
ical and social environment. We have chosen proxy variables to account for
this. First, to vote for the incumbent political party, which serves as a
measure of responsiveness to political issues. Secondly, to manage a club
with a large membership, which serves as a measure of prestige value. We
summarise this in the following two hypotheses:

Hypothesis 3: The greater the awareness and responsiveness concerning polit-
ical issues as measured by voting for the incumbent political party, the greater
the wta.

Hypothesis 4: The greater the prestige value, measured by the number of club
members, the higher the wta.

The opportunity cost of being a sports club manager (a non-remunerated
voluntary job) is the main cost in this framework. Opportunity costs per-
unit-of-time may vary across different professions. Typically, the self-
employed have higher opportunity costs of leisure than individuals with
fixed working hours. Retirees should have very low opportunity costs. Thus,
we can formulate the fifth hypothesis:

Hypothesis 5: The wta declines with professional activity, as measured by a
dummy variable, which is 1 if the individual has fixed working hours and is
zero if not.

When valuing the utility derived from sports activity, the managers might
also take endowment value into account. It is reasonable to consider that
sports club managers wish to maintain the sporting heritage for future
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generations. It is, moreover, most likely that this motivation will be
stronger for individuals with young children. As we did not gather data
on children of school age or younger, we approximated this with the
number of offspring. Furthermore, the older the manager, the lower he
may value sporting heritage, since older adults do not have young chil-
dren, their offspring already being integrated into the labour market.
Thus, we have:

Hypothesis 6: The stronger the endowment value, as measured by the number
of offspring, the greater the wta.

Hypothesis 7: The higher the age of the individual, the less the wta.

In order to test these hypotheses, we regressed wta on the independent var-
iable referred to above.

All parameters were expected to be positive, with the exception of pro-
fessional activity and age.

6. EMPIRICAL STUDY

The empirical study was carried out by means of the previously-mentioned
questionnaire, with the central aim of determining the extent of the
manager’s willingness-to-accept for his role as a sports manager, this esti-
mate denoting an economic value for amateur sports managers. Our objec-
tive was to inquire into the wta of sports club managers as an estimate of
their economic worth.

The sample was stratified by region, using an IDRAM database of all
Madeira’s sports club managers. Because of budgetary restrictions and the
limited time available, it was decided to collect data from 100 sports club
managers out of a total of 600 on the database. The IDRAM sent out 100
questionnaires and received 62 returns, which gives a response rate of 62
per cent.

Various types of managers were considered for the present analysis, rep-
resenting all of the different types of sports clubs to be found in Madeira.
Traditionally, the sports clubs are managed by an administrative council,
headed by a president. For the purposes of our analysis, no distinction was
made between the councils of league and non-league clubs. The study
included sports clubs participating in a Portuguese (national) league, as
well as clubs only competing within the regional confine.

The rate response does not differ significantly from the sample for age
variable (chi-square�8.53, p�0.05), nor for gender (chi-square�7.55,
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p�0.05). Hence, we can assert that the 62 managers that answered the
questionnaire are representative of all Madeira’s sports club managers, that
is there is no suggestion that those who failed to respond were significantly
different from those who did respond.

The general characteristics of these respondents were male (98.4 per
cent), with an average age of 42, with a college degree and with an average
monthly income of 1404.6 euros. This profile leads to an overall definition
of the responding managers as Portuguese male, middle-aged and middle-
class.

The questionnaire was presented to all sports club managers at their club
headquarters after they had been approached, first by phone and then per-
sonally. The questionnaire was pre-tested on students of sports economics
at the Faculdade de Motricidade Humana de Lisboa (the Sports
Department of the Technical University of Lisbon).

The managers were asked to complete a standard questionnaire, includ-
ing questions on socio-economics and other issues. We fitted regression
with the willingness-to-accept (wta) as the dependent variables and the var-
iables referred to in the previous section as explanatory variables. The
generic model is the following:

wta��0��1 .inc��2 .educ��3 .incumb��4 .memb��5
.acti��6 .offsprings��7 .age�


Table 9.1 summarises the variables. The respondents were asked to deter-
mine their wta by answering several bid values – defined as a percentage of
the club budget – designed to produce information on the variability of
wta.

The wta variable is censored at zero (there are no negative wta values)
and is defined at intervals, not continuous data (Greene, 2000).Under these
conditions, the OLS are not efficient, and Tobit is an alternative.

7. RESULTS

Table 9.2 presents the results estimated with OLS (the endogenous variable
wta is estimated as the percentage of club budget to be allocated to the
manager income). However several wta values are zero and for that reason
we recoded the endogenous variable and estimated a censored Tobit model.
Both models, OLS and Tobit, are presented for comparative purposes.

In order to test this hypothesis with logit, we assumed that the probabil-
ity of wta could be described by a cumulative logit-probability function of
the exogenous variables Xi:
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Pi�F(���.Xi)� (9.1)

Thus,

Pi / (1�Pi)�e���.Xi (9.2)

and taking natural logarithms results in:

Log ����.Xi�� (9.3)

The dependent variable is known as the log odds ratio and is specified as
natural logs and transformed into a log ratio for wta. Thus we measure Pi
by the probability that the sports manager declares his wta (wta�0�1,
wta�0�0), we measure Xi as observed characteristics and � is the resid-
ual variable.

The OLS model fits the data well with an R2 of 23 per cent, suggesting

Pi

1 � Pi

1
1 � e�(���.Xi)
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Table 9.1 Characterisation of the variables

Variables Variable description Range Mean Std. Dev Testing the 
influence of:

Wta Willingness to accept 0–1 0.09 0.060 Endogenous 
variable

Inc The median income of 100–950 258 193 Income
the individual

Educ The education level of the 1–6 2.96 0.81 Education
respondent

Incumb Dummy variable (1 if the 0–1 0.74 0.44 Political 
individual votes for the awareness
incumbent party and 
zero, if not)

Memb The median number of 100–7500 1395 1834 Prestige
club members

Acti Dummy variable (1 if the 0–1 0.27 0.44 Opportunity
individual has fixed cost
working hours and  
zero, if not)

Offspring Dummy variable (1 if the 0–1 0.75 0.46 Endowment
individual has offspring value
and zero, if not) 

Age The age of the individual 28–71 42 8.84 Endowment 
value



that this set of variables can ‘explain’ as much as 23 per cent of the vari-
ance, which is reasonable for cross-data. The F statistic allows us to accept
that the fitted regression is not the result of chance.

Assuming that the lack of independence appears to be the rule rather
than the exception in survey data, we estimated the White’s test of hetero-
scedasticity. The tests strongly reject the heteroscedasticity of the residuals
(the White test is 75.185 and the 95 per cent critical value is 14.7) .

Regarding the signs of the explanatory variables, as previously men-
tioned, all parameters were expected to be positive, with the exception of
age. The wta regression coefficients correspond to the expectations.

The Tobit model also fits the data well. The homoscedasticity of the
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Table 9.2 Regression results

Variable OLS estimates of wta Tobit estimation of wta

Constant 0.642* 0.639
(5.004) (0.148)

Income 0.00003 0.659*
(0.273) (0.784)

Education 0.521 0.004
(0.274) (0.307)

Incumbent Party 0.1611* 0.203*
(2.862) (3.374)

Members 0.3848* 0.036*
(2.814) (2.78)

Activity 0.075* 0.0862*
(2.567) (2.973)

Offspring 0.1031 1.330
(1.756) (1.576)

Age �0.0063* �0.559*
(�2.540) (�3.647)

F-statistic 2.76 –
(0.02)a

R2 0.23 –
R2 adjusted 0.14 –
Log likelihood �21.012 �39.894
Sigma – 0.60
Chi-Square 45.36

(0.000)a

Notes:
Number of observations: 62 in all cases; t–ratio in parentheses.
a probability value
* significant of the 5 per cent confidence level.



error process is supported by the likelihood test. The Chi-square test
rejects the hypothesis that the set of coefficients are not statistically
different from zero at the 1 per cent level of significance. The t-ratios below
the parameter values, in parenthesis, measure the statistical significance of
the parameters.

Regarding the signs of the explanatory variables, all variables are in
accordance with the hypothesis. The marginal effect associated with the
estimated parameters measures the partial impact of changes in the corre-
sponding variables on the likelihood of sport managers revealing a wta, all
other factors being constant.

8. POLICY IMPLICATIONS

To estimate the individual mean wta (the mean economic wage of amateur
sports managers), we multiplied the mean wta estimates by the average
budget of clubs whose managers responded to the questionnaire. In the
year 2000, the average club budget was 299919 euros which gives the year
average individual wta of 26992 euros.

The aggregated wta upper bound figures were calculated by multiplying
the individual mean wta estimates by the number of sports managers. There
are 120 sports clubs in Madeira, each with 5 managers on the administra-
tive council, giving a total number of 600 managers.

The lower bound figures are 62 per cent of the upper bound: 62 per cent
of the questionnaires were completed; the remaining 38 per cent who failed
to return them are assumed to have no interest or to be only minor partic-
ipants in sports organisations and, following the practice recommended by
Mitchell and Carson (1989, p. 282), they are assumed to have zero wta in
order to avoid sample-selection bias.

Table 9.3 Aggregated value estimates for the economic value of sports
managers

Mean value Upper bound Lower bound

Aggregated wta (euros) 8146400 16195627 97173

The aggregated mean value is the mean between the upper and lower
bounds. Table 9.3 presents the estimates. We verify that values estimated are
similar to a market salary for a graduate working in the private sector, and
thus we conclude that the wta are overvalued for managers working in the
public sector. This estimated economic worth is an estimation of the remu-

214 Cost–benefit analysis and sports



neration for a voluntary sports manager’s work which would be paid in
addition to the salary earned in his full-time (non-sport) occupation.

9. CONCLUSION

We have arrived at an estimation of the wta of Madeira’s sports managers
for their voluntary work using the OLS and Tobit estimators, which dem-
onstrate that, despite different values for the parameters, the signs of these
parameters are the same for all of the variables.

We verify that the signs of the variables are in accordance with the
hypotheses. We conclude that the wta increases in relation to the size of the
club and to voting preference, that is the larger the club (measured by
the number of members), combined with voting for the incumbent politi-
cal party, the higher the wta. On the other hand, the higher the age and
having fixed working hours, the lower the wta.

What is the meaning of these results? These results are varied and
difficult to interpret, but we can characterise the determinants of wta of the
sports managers for their role in sport and say that the willingness-to-
accept for their voluntary work (the probability in the Tobit model) is pos-
itively correlated with the club’s dimensions, measured by the number of
members. Possibly, this is because larger clubs require more effort to
manage. Consequently, amateur managers may require a fee linked to the
prestige of the club. Moreover, the wta is positively linked to the preference
for voting for the incumbent political party, possibly signifying that sports
managers seek to be compensated for their political preferences.

Wta is negatively related to occupation (the manager who has fixed
working hours), denoting that the managers do not wish to be compensated
by the opportunity cost associated with performing managerial tasks in
sport. Finally, the wta is negatively related to age, meaning that older sports
managers have no endowment value.

The policy implication of these results is that the annual individual eco-
nomic salary for sports managers should be 26992 euros which is a high
remuneration for a managerial position when compared with the revealed
average year market wage of 19656 euros. The aggregated value of this eco-
nomic salary is to be added to the aggregate non-market value of sports,
which is a benchmark for the subsidy to be allocated to sports clubs.

Additional research is needed in order to confirm these results.

Sports policy at regional level 215



NOTE

1. An outline description of the IDRAM follows in Section 2 below
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