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Major League Baseball
Monopoly Pricing and
Profit-Maximizing Behavior


DONALD L. ALEXANDER
Western Michigan University


This article presents evidence that team owners in Major League Baseball (MLB) set ticket
prices as profit-maximizing monopolists. However, the evidence also indicates that the
cost of other forms of entertainment affects the demand for baseball tickets as economic
theory would predict. The interpretation is that team owners face negatively sloped
demand curves for baseball tickets but they must compete for the consumer’s entertain-
ment dollar in a broader market for entertainment services. The recent change in MLB’s
territorial restrictions also had some impact on ticket pricing. The impact, however, is
inconsistent with the hypothesis that it enhanced the team owners’ market power. Instead,
the evidence is consistent with the hypothesis that the change increased the demand for
baseball tickets. One plausible explanation is that it provided greater incentive for indi-
vidual team owners to promote their teams against other forms of entertainment. This
argument merits additional consideration in future research and may provide some
insight into how nonprice vertical restraints in other markets affect economic
performance.


In a recent issue of Sports Illustrated, E. M. Swift (2000) reports that average
ticket prices in the four professional sports (i.e., baseball, football, basketball, and
hockey) have increased by 80% since 1991, whereas the Consumer Price Index
(CPI) has increased by only 20% during this same period.1 Indeed, the average
ticket price has increased by 92.7% in Major League Baseball (MLB) alone. He
laments that Joe Fan is no longer able to afford to take the family to see the home
team, but team owners (who enjoy the economic benefits generated from having
new stadiums) and players (who are being paid the high salaries) are both getting
richer at the expense of the new “corporate fans” who are still willing to pay the
higher ticket prices. Swift then offers two competing explanations for this emerging
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trend in professional sports. First, the players are partially responsible because he
argues that team owners must raise ticket prices to cover escalating players’ sala-
ries. By contrast, the new corporate fans are also responsible because they are will-
ing to pay higher ticket prices for the game and the more expensive stadium ameni-
ties that many teams now offer. Consequently, in the latter explanation it is the fans’
willingness to pay the higher ticket price that is driving the increase in salaries paid
to the current and future superstars. Although this debate can be easily resolved in
terms of the underlying economic logic, it does raise other issues that would interest
economists and sports fans alike. For instance, what economic factors determine
the extent to which team owners can raise ticket prices without reducing profits (or
revenues)? Do team owners set ticket prices to maximize profits or to maximize
attendance and hence revenues? Are the observed ticket prices consistent with
monopoly pricing? Does baseball compete against other forms of entertainment for
the consumer’s dollar? Finally, do territorial restrictions in MLB increase ticket
prices?


The purpose of this article is to address several of the aforementioned questions
empirically using annual data for 26 MLB teams.2 In the first section, I estimate a
demand function for baseball tickets, which allows me to determine whether team
owners maximize profits or alternatively maximize revenue. Economic theory sug-
gests that ticket prices should be set in the elastic range of demand if team owners
act like profit-maximizing monopolists. In previous research, Noll (1974), Scully
(1989), Coffin (1996), and Irani (1997) all find evidence that prices are set in the
inelastic range of demand, and then each offers various reasons why this still may
be consistent with profit-maximizing behavior.3 The major criticism with those
studies is that the authors treat price and quantity (attendance) as exogenous vari-
ables in the estimation procedure, which casts some doubt on the reliability of the
estimates reported. In the estimation procedure described below, I treat price and
quantity (attendance) as endogenously determined by the interaction of demand
and cost factors. The empirical evidence that I present in this article indicates that
ticket prices are set in the elastic range of demand. Moreover, the elasticity esti-
mates also differ widely across the various teams (i.e., cities) and in a systematic
pattern consistent with the view that baseball is part of a broader, monopolistically
competitive market for entertainment. In this type of market structure, team owners
face very elastic and negatively sloped demand curves for their particular form of
entertainment because consumers view the different forms of entertainment
(including attending a baseball game) as imperfect substitutes. This evidence is
also consistent with the finding that professional sports teams have a negligible
impact on local economies because consumers spend fewer entertainment dollars
on nonsports entertainment and spend those dollars on the new sports team.4


In the second section, I examine whether recent changes in a team’s territorial
restrictions have affected ticket prices. In 1995, MLB amended league rules that
expanded the geographic territories in which each team operates.5 Since 1910,
MLB has granted team owners an exclusive territory in a particular city, which, in
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effect, provides the incumbent team owner with a monopoly franchise in that loca-
tion. MLB prohibits a new or existing team from locating in that geographic area
unless the new team owner obtains permission from three fourths of the current
owners. This new change, which went into effect in 1996, expanded the team’s
exclusive territory to a 25-mile radius of the team’s current stadium location, essen-
tially changing the respective geographic size of the team’s exclusive territory. In
addition, MLB granted exclusive territories to all minor league franchises in their
respective locations as well. Because MLB currently enjoys antitrust immunity,6


this particular change offers a unique opportunity to test empirically several com-
peting hypotheses regarding the economic impact of this type of non–price restraint
on market price and quantity.7 The evidence presented in this article indicates that
the change did increase ticket prices but by a small percentage. However, the evi-
dence also shows that the demand for tickets became more elastic after the change
went into effect, which is inconsistent with anticompetitive behavior. This evidence
is tentative, however, because the change had been in effect for only 2 years during
the sample period.


MONOPOLY PRICING AND PROFIT-MAXIMIZING BEHAVIOR


I will assume that MLB is a collection of individual franchises (i.e., teams) that
offer a specific form of entertainment called team competition. Although team
owners have a monopoly MLB team in a particular city, they must compete against
other forms of entertainment for the consumer’s dollar.8 This approach will allow
me to address two questions that are unresolved in the sports economics literature.
First, do team owners set ticket prices to maximize profit? We know from basic
price theory that if owners are maximizing profits, then they will be setting price in
the elastic part of the demand curve.9 Second, do team owners operate in a broader
entertainment market where baseball is one of many forms of entertainment com-
peting for the consumer’s dollar? I will also test this hypothesis when estimating the
demand for baseball tickets.


The sample is a panel of cross-sectional and time-series (annual) team data for
the 26 National League (NL) and American League (AL) teams for the period 1991
through 1997. The appendix describes each variable and the respective data
sources.


The basic empirical model is the inverse market demand function:10


PRICE = β0 + β1QUANTITY + β2INCOME + β3PRENT
+ β4GBACK + β5DUMMIES + ε.


(1)


I use the average ticket price (PRICE) reported in the Team Marketing Report as the
dependent variable in the demand equation. Admittedly, this measure does not
reveal the range of prices team owners charged for various seat locations in a partic-
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ular stadium, and it certainly does not reflect any discounts fans enjoy when they
purchase a ticket. Nevertheless, these are the only ticket price data that are available
from a single source. To account for the effect of inflation during the sample period,
I deflated the average ticket price by the CPI for All Items index, which is reported
for the various Metropolitan Statistical Areas (MSA) in which MLB teams are
located. Thus, PRICE is the inflation-adjusted, average ticket price measured in
terms of an overall basket of goods and services that varies across the different
teams and across time.


The independent variables in the demand equation are as follows: First, I use the
team’s total attendance per year, normalized by the population in that MSA, to mea-
sure QUANTITY. The inverse market demand is the aggregation of all households in
a city that may purchase a ticket and thus it follows that we should normalize atten-
dance by a city’s population. Normalization also controls for potential differences
in demand that may arise between small- and large-market teams. Second, I use
real, per-capita income (INCOME) to control for income differences across cities
and because previous studies have found that income is an important economic
determinant of demand or attendance decisions.11 Third, I include the variable
PRENT in the demand function to test whether variations in the cost of other forms
of entertainment affect the market demand for baseball tickets. This variable is the
Entertainment Price Index for each MSA deflated by the CPI for All Items in that
MSA.12 I would expect that this variable would have a positive impact on the
demand for baseball tickets if baseball does indeed compete against other forms of
entertainment for the consumer’s entertainment dollar. Fourth, I include the vari-
able GBACK to control for the impact of a team’s performance on demand, and it is
measured as the number of games back a team finished in the standings during the
previous season. A team that had a good season in the previous year will likely face
an increase in demand in the following year, whereas a team that performed poorly
may experience a drop-off in demand in the following year. Furthermore, this mea-
sure seems reasonable because a significant fraction of a team’s ticket sales is com-
posed of season tickets and those fans are likely to base their purchase decision on
the team’s performance in the previous season. One could argue, however, that
those fans are the most loyal and are not likely to place much weight on past team
performance when purchasing their season tickets.


I also include a vector of dummy variables (DUMMIES) to account for other
team or league-specific factors that may affect the demand for tickets. The first is an
indicator variable (TWO) that is equal to 1 if the team is located in a city in which
there is another MLB team and 0 otherwise. Competition between the two MLB
teams should limit the ability of either team owner to raise ticket prices and thus we
expect the sign of this variable to be negative. Granted, teams in those cities have a
loyal fan following, that is, not likely to switch allegiances based on an increase in
ticket prices. Nonetheless, it is equally likely that there are baseball fans in each city
who, at the margin, might be willing to choose to attend a game based on ticket
prices and the fact that they wish to view an MLB game.
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The second is an indicator variable (STRIKE) that is equal to 1 for the years 1994
to 1995 and 0 otherwise to control for the baseball strike. The strike shortened the
1994 season and this may have affected ticket demand in 1995, especially if base-
ball fans were disillusioned with the events that unfolded in the previous year.


The third is an indicator variable (ET) that is equal to 1 during the years when the
team’s new geographic territories were in effect (1996 to 1997) and equal to 0 for all
other years (1991 to 1995). The expected impact of this change is uncertain. For
example, expanding the exclusive territory may have increased the team owners’
ability to raise ticket prices in those cities in which there is only one MLB team
present and where there is a minor league team located nearby. However, ET may
pick up the effect of the baseball strike on ticket demand because many believe that
the strike adversely affected demand in the following years.13 Given the limited data
availability, it might be difficult to disentangle the strike effect from the effect of the
change in territorial limits.


The fourth is an indicator variable (NL) that is equal to 1 for all NL teams and 0
otherwise. The rationale for including this variable is to control for the factors that
are league specific, but not team specific, that may possibly affect ticket demand.
For example, the AL uses the designated hitter (DH) rule, whereas the NL does not.
The impact of this difference on demand, however, is uncertain. On one hand, base-
ball purists may object to the DH and express their objection by reducing their
demand for tickets. On the other hand, fans may like to see more hitting and prefer
to see the designated hitter used. Thus, NL is included to pick up any league-specific
differences that may affect ticket demand.


The fifth is an indicator variable (EXPANSION) to account for the entry of two
expansion teams (Colorado and Florida) and the potential that the new team will
have a higher demand, ceteris paribus.14 Because it is unclear how long this “expan-
sion team” effect lasts, I conservatively let this variable equal 1 during the first year
and 0 otherwise.


The sixth is an indicator variable (NEWPARK) to control for the fact that several
teams built new stadiums during this period (1991 to 1997), which may have in-
creased ticket demand as well.15 Again, because it is unclear how long this “new sta-
dium” effect lasts and because the time-series data are limited, I conservatively let
this variable equal 1 during the first year the new stadium opened and 0 otherwise.


In the empirical model, Equation 1 and the marginal revenue (MR) equals mar-
ginal cost (MC) equilibrium condition determine PRICE and QUANTITY endoge-
nously. The MR function is derived easily from Equation 1 and is shown as


MR = β0 + 2β1QUANTITY + β2INCOME + β3PRENT
+ β4GBACK + β5DUMMIES.


(2)


The MC function is shown as


MC = α0 + α1AGE + α3INPUT. (3)
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The costs of running a team are fixed in the short run and, in many instances, are
not fully borne by the team owners but by the taxpayers in a specific location.16


Moreover, the marginal cost of admitting an additional fan is probably constant and
relatively low for all teams, at least up to stadium capacity, and therefore is not
likely to vary with changes in QUANTITY. However, marginal cost is likely to vary
across teams for other reasons. For example, the age of the ballpark (AGE) is likely
to affect costs because older ballparks may have higher marginal costs for reasons
including routine maintenance and the provision of additional ancillary services
such as concessions and parking. The vector INPUT will include other factors that
will likely create variations in MC across teams as well. Unfortunately, I am unable
to find suitable measures to use in the regression analysis because of data limita-
tions. Nonetheless, the important point is that AGE will likely capture some varia-
tion in costs across teams and therefore is a reasonable instrumental variable to
include with the other exogenous variables (INCOME, PRENT, GBACK, and
DUMMIES) in the first-stage estimation of QUANTITY. QUANTITY will vary with
AGE because of the MR = MC equilibrium condition. The second-stage estimation
of Equation 1 uses the predicted values for QUANTITY instead of QUANTITY as
one of the explanatory variables.


Table 1 shows the summary statistics for the variables used in the regression
analysis, whereas Table 2 presents the results for the various models estimated
using the two-stage least squares procedure in SHAZAM. I did not include
team-specific dummy variables in the demand model because they would be per-
fectly collinear with the time-invariant TWO variable. It is impossible to estimate
separate team fixed effects when the regression includes a variable that varies
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TABLE 1: Summary Statistics


Variable Mean Standard Deviation Maximum Minimum


PRICE 6.95 1.13 10.54 5.18
QUANTITY 0.54 0.38 2.09 0.06
INCOME 17,151.00 1,548.50 21,592.00 14,247.00
PRENT 103.14 6.86 120.00 84.50
GBACK 13.44 10.77 44.00 0.00
ET 0.29 0.46 1.00 0.00
NL 0.49 0.50 1.00 0.00
TWO 0.24 0.43 1.00 0.00
STRIKE 0.29 0.46 1.00 0.00
EXPANSION 0.01 0.11 1.00 0.00
NEWPARK 0.03 0.17 1.00 0.00
AGE 31.63 23.64 86.00 1.00


NOTE: See the appendix for a description of these data and their sources.








across teams but is constant over time for each team.17 In addition, I tested for
heteroskedasticity using the Breusch-Pagan-Godfrey test in SHAZAM and found
evidence that it was present in the four regression models shown in Table 2. I then
reestimated the models in STATA using the Huber-White sandwich estimator of the
variances, and the results are presented in Table 2.


Column 1 shows the results from estimating a simple specification of the inverse
demand function. Several of the economic variables have the expected sign and are
significant at conventional levels. The QUANTITY variable, for example, has a neg-
ative sign and is significant at the 5% level. More important, the estimated elasticity
(evaluated at the means) is approximately 5.19, which indicates that team owners
are pricing in the elastic region of the demand curve.18 The results in column 1 also
indicate that income (INCOME) has no statistically significant effect on demand,
which is interesting because several other studies have reported a negative income
effect. The estimated coefficient for PRENT is positive and significant at conven-
tional levels. This suggests that the relative cost of entertainment does affect the
demand for baseball tickets in a particular MSA. Apparently, consumers view base-
ball as one form of entertainment among many, and although team owners have a
monopoly position in MLB in a particular city, they are nevertheless competing for
the consumer’s dollar in a broader entertainment market. This result also supports
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TABLE 2: Two-Stage Least Squares Regression Results: Inverse Demand Functions Panel Data
From 1991 to 1997


Variable 1 2 3 4


CONSTANT 3.45 (1.67) 3.33 (1.69) 3.24 (1.73) 2.51 (1.51)
QUANTITY –2.48 (–2.15)b –2.50 (–2.07)b –2.48 (–2.14)b –2.94 (–3.51)a


QUANTITY*TWO –1.68 (–0.53)
TWO*OTHERPRICE –0.04 (–0.54)
QUANTITY*ET 1.59 (3.62)c


INCOME 0.00004 (0.44) 0.00003 (0.28) 0.00005 (0.51) 0.00003 (0.30)
PRENT 0.04 (2.94)a 0.05 (2.80)a 0.04 (2.94)a 0.06 (3.05)a


GBACK –0.04 (–4.36)a –0.04 (–4.19)a –0.04 (–4.42)a –0.03 (–4.14)a


TWO –0.30 (–0.55)
ET 0.85 (3.59)c 0.86 (3.56)c 0.85 (3.57)c


STRIKE 0.31 (1.42) 0.30 (1.26) 0.31 (1.44) 0.30 (1.46)
EXPANSION 2.09 (2.04)b 2.11 (1.96)b 2.10 (2.01)b 2.75 (2.59)a


NEWPARK 1.17 (2.68)a 1.22 (2.74)a 1.17 (2.69)a 1.04 (2.48)a


NL –0.39 (–1.84) –0.39 (–1.84) –0.38 (–1.78) –0.46 (–2.38)d


R
2 0.06 0.04 0.05 0.05


NOTE: These estimates are obtained using STATA with the robust standard error option and using AGE
as one of the instrumental variables.
a. 1% significance level (one-tailed) = 2.36.
b. 5% significance level (one-tailed) = 1.66.
c. 1% significance level (two-tailed) = 2.63.
d. 5% significance level (two-tailed) = 1.98.








the rationale given in other studies for why a professional sports team has a negligi-
ble impact on a local economy.


The results also show that team performance matters because GBACK has a neg-
ative impact on ticket demand in the current season. The implication is that a team
that performs poorly in the previous season will experience a lower ticket demand
in the current season, ceteris paribus. This result is consistent with the view that
many fans believe a team’s performance will not change significantly from year to
year. If a team finishes way behind in a pennant race this year, the chances are the
team will not do very well the following year. This result is also consistent with the
fact that season-ticket holders purchase many of the tickets before the start of a new
season, and those fans are likely to base their purchase decision on team perfor-
mance in the previous season.19


Finally, four of the six indicator variables performed as anticipated. The ET vari-
able indicates the change in exclusive territories has had a positive impact on price.
I will discuss the implication of this result in the next section. The NL variable indi-
cates the ticket demand is lower in NL cities.20 Perhaps baseball fans prefer to see
the potential for more offense when the DH is used.21 The EXPANSION variable
indicates that ticket demand is higher in the first year for an expansion team, ceteris
paribus, whereas the NEWPARK variable reveals that a new stadium increased
ticket demand as well. By contrast, the STRIKE variable is insignificant, which is
interesting because many believe that the 1994 strike had diminished the popularity
of baseball among its fans. The variable TWO, which I included to determine
whether pricing differs in cities with two MLB teams, is also insignificant. This
result is somewhat surprising because it is plausible to expect that prices would be
lower when there is a competing form of MLB entertainment. However, because
TWO is time invariant it may be picking up the effect of some other factor that is
specific to a city with two major league teams.


In column 2, I interacted TWO with QUANTITY to test whether having two MLB
teams affects the price elasticity of demand. One hypothesis suggests that demand
is more elastic given the presence of a second team. The regression results, how-
ever, indicate that the presence of a second team does not matter. This may mean
that team allegiances are so strong in those cities (e.g., New York, Chicago, and Los
Angeles) that one team’s ticket demand is largely unaffected by the other team’s
presence. Moreover, the pattern of results for the other variables reported in
column 2 was unaffected by including this interaction term.


In column 3, I interacted TWO with the ticket price of the second team to test
whether variations in the second team’s ticket price affects the first team’s ticket
demand.22 The regression results reveal that it is not a significant factor in the
demand relationship. Again, this may mean that team allegiances are unresponsive
to cross-price effects. Alternatively, the TWO variable may be picking up factors
specific to the two-team cities or specific to those teams that might be offsetting the
cross-price effect.
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Next, I wanted to examine whether demand elasticity varied by team in a sys-
tematic fashion. I used the value –2.48, which is the parameter estimate for
QUANTITY in column 1 of Table 2, and the team-specific mean values for PRICE
and QUANTITY to compute demand elasticity estimates for each team. Table 3
presents the results for 1993, and several interesting patterns emerge from the esti-
mates shown in this table.23 The first is that the teams with the largest elasticities are
located in what many would classify as large-market cities, and the teams with the
smallest elasticities are located in small-market cities.24 The large-market cities
are likely to have many other forms of entertainment competing against MLB for
the consumer’s entertainment dollar, whereas in small-market cities there are fewer
alternatives available. Hence, it is plausible to expect a very elastic demand facing
those team owners in large-market cities.


The second interesting pattern is that the top 10 cities include all those cities in
which there are two MLB teams located in the same city (e.g., New York, Chicago,
and Los Angeles). Again, it is not surprising that team owners in those cities face a
very elastic demand curve because they may be competing against each other for
fans that do not have well-defined team allegiances. This, however, raises the fol-
lowing question: Why is TWO and its interaction with QUANTITY insignificant in


Alexander / MONOPOLY PRICING IN MLB 349


TABLE 3: 1993 Team Elasticity Estimates


Anaheim Angels 15.37
Los Angeles Dodgers 11.69
Chicago White Sox 10.82
Chicago Cubs 10.50
Oakland As 9.33
Detroit Tigers 7.35
Boston Red Sox 7.16
San Francisco Giants 6.41
Baltimore Orioles 5.74
Texas Rangers 5.04
Houston Astros 4.80
San Diego Padres 4.40
Philadelphia Phillies 4.15
Pittsburgh Pirates 4.06
Seattle Mariners 3.46
Minnesota Twins 3.45
Cleveland Indians 3.33
Florida Marlins 3.07
Milwaukee Brewers 2.70
St. Louis Cardinals 2.36
Atlanta Braves 2.29
Kansas City Royals 2.28
Cincinnati Reds 1.79
Colorado Rockies 1.12


NOTE: New York Yankees and New York Mets were omitted because the estimates seemed to be un-
usually large.








columns 1 and 2 in Table 2? One explanation may be that given the data used in
this research, there is insufficient variation in these data to estimate any effect on
demand. Unless we estimated demand curves for each team or included team-
specific dummy variables, which is not possible, we would be unable to pick this
variable’s effect on demand.


The results presented in columns 1, 2, and 3, taken together, suggest that team
owners are setting ticket prices in the elastic range of negatively sloped demand
curves as theory would predict. Furthermore, the results also indicate that the cost
of other forms of entertainment affect ticket demand, which suggests that MLB
competes in a much broader market for entertainment. The next section examines
how the recent change in a team’s exclusive territories has affected ticket prices.


THE EFFECT OF EXCLUSIVE
TERRITORIES ON BASEBALL TICKET PRICES


The effect of vertical price and nonprice restraints on market performance has
been without question one of the most controversial areas in antitrust economics
during the past several decades. Before 1970, many legal scholars and economists
believed that vertical restraints reduced competition in the relevant upstream or
downstream market, which consequently reduced overall consumer welfare.25


Indeed, several early antitrust cases decided by the Supreme Court before 1970
expounded this view.26 After 1970, however, economists and legal scholars (mainly
associated with the Chicago School) challenged the view that vertical restraints are
necessarily anticompetitive. Instead, they argued that firms use vertical restraints to
correct potential incentive or externality problems that often arise in the relation-
ship between an upstream firm(s) and a downstream firm(s). Consequently, vertical
restraints serve to improve the efficiency of the market.27 Furthermore, proponents
of the Chicago School argue there are relatively few situations in which the use of
vertical restraints can reduce consumer welfare.28


The theory of vertical restraints predicts that the change in territorial limits
might affect the demand curve facing team owners in the following ways. On one
hand, the procompetitive rationale suggests that demand will increase because
team owners are able to internalize the benefits of team promotion, which, all fac-
tors considered, will increase baseball ticket prices. On the other hand, the
anticompetitive rationale suggests that the change will enhance the market power of
a team owner in that location and, consequently, raise ticket prices because the
demand elasticity decreases (i.e., becomes more inelastic). Thus, the
procompetitive hypothesis suggests that price will increase because demand shifts,
whereas the market-power hypothesis suggests that price will increase because
demand elasticity changes.


The variable of primary interest in Table 2 is ET. In columns 1, 2, and 3, the
results indicate that the change in each team’s exclusive territory has a positive
impact on market demand, which is consistent with the procompetitive (or effi-
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ciency) hypothesis mentioned above. To test the market-power hypothesis, I inter-
acted QUANTITY with ET to determine whether the change in exclusive territories
had any impact on demand elasticity. The results in column 4 show that it did, but
the effect is in the opposite direction of what was expected.


To determine this result, first take the partial derivative of PRICE in column 4
with respect to changes in QUANTITY, which yields


∂PRICE/∂QUANTITY = –2.94 + 1.59ET. (4)


Second, multiply Equation 4 by the appropriate ratio of mean values and then invert
the product; the result shows that the elasticity increases in absolute value from 4.38
before the change to 9.53 after MLB expanded the exclusive territory for each team.
More important, this evidence is not consistent with the hypothesis that the change
increased the market power of team owners because it limited competition. The evi-
dence does suggest, however, that the demand facing team owners became more
elastic after MLB changed its territorial restrictions. One explanation may be that
ET is picking up the effect of the baseball strike in 1994 to 1995. If fans became less
interested in attending baseball games and found other forms of entertainment
more appealing, then the demand for tickets could have become more elastic.
Unfortunately, the data do not allow me to discriminate between these possible
effects.


SUMMARY AND CONCLUSIONS


This article presents estimates that support the hypothesis that MLB team own-
ers set ticket prices as profit-maximizing monopolists. However, the evidence also
indicates that the cost of other forms of entertainment affects the demand for tickets
as economic theory would predict. The interpretation is that team owners face a
negatively sloped demand curve for baseball tickets but compete for the consumer’s
entertainment dollar in the broader market for entertainment services. I find that
income has no significant impact on ticket demand, unlike other studies that have
reported a negative effect. Finally, team performance matters at the gate, which
should be of no surprise to economists and sports fans alike.


This research shows that economic factors help to explain the pattern of ticket
prices in MLB. Although the evidence is not conclusive, the research indicates that
change in territorial restrictions had some impact on ticket pricing. However, the
impact is inconsistent with the hypothesis that it enhanced the team owners’ market
power. Instead, one could argue that the change provided greater incentive for indi-
vidual team owners to promote their individual teams against other forms of enter-
tainment. This argument merits additional consideration in future research and may
provide further insight into how nonprice vertical restraints in other markets affect
economic performance.
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APPENDIX


PRICE: The average ticket price per team for each year (1991 to 1997) as reported in the
Major League Baseball (MLB) Fan Cost Index, Team Marketing Report. I deflate PRICE
using the Consumer Price Index (CPI) for All Urban Consumers, All Items, for selected Met-
ropolitan Statistical Areas (MSAs) as reported by the U.S. Department of Labor, Bureau of
Labor Statistics at http://www.bls.gov/sahome.html. I use the Los Angeles index for Ana-
heim and the Philadelphia index for Baltimore.


PRENT: The entertainment price index for All Urban Consumers, All Items, for selected
areas as reported by the Bureau of Labor Statistics, CPI Detailed Report Data, various
issues. I deflate PRENT using the CPI for All Urban Consumers, All Items, for selected
MSAs as reported by the U.S. Department of Labor, Bureau of Labor Statistics at http://
www.bls.gov/sahome.html.


QUANTITY: The total home attendance per team for each year (1991 to 1997) as reported on
Sean Lehman’s Baseball Archive, MLB Attendance at http://www.baseball1.com/ bb-data/.
QUANTITY is normalized by the total population per MSA or CMSA for each year as
reported by the U.S. Census Bureau, Population Estimates for Metropolitan Areas and Com-
ponents: 1990 to 1998, (MA-98-3a) Population Estimates for Metropolitan Areas and Com-
ponents, Annual Time Series, at http://www.census.gov/ftp/pub/population/www/estimates/
metropop.html/.


INCOME: Nominal per capita income per SMSA for each year (1991 to 1997) as reported by
the U.S. Department of Commerce, Bureau of Economic Analysis, Regional Accounts Data
at http://www.bea.doc.gov/bea/regional/reis/. INCOME is deflated using the CPI for All
Urban Consumers, All Items, for selected MSAs as reported by the U.S. Department of
Labor, Bureau of Labor Statistics at http://www.bls.gov/sahome.html.


GBACK: Each team’s finish in its division from the previous year as reported on Sean
Lehman’s Baseball Archive, MLB Standings, at http://www.baseball1.com/bb-data/.


TWO: This variable is equal to 1 for teams located in cities that share the same territory and 0
otherwise. I use the territorial designations as reported in Major League Rules, Attach-
ment 52, Major and Minor League Territories, to determine whether two teams share the
same territory: New York, Chicago, and Los Angeles.


ET: This variable is equal to 1 for the years 1996 and 1997 (when MLB changed the territorial
limits) and 0 for all other years.


STRIKE: This variable is equal to 1 for the years 1994 and 1995 and 0 for all other years.


NL: This variable is equal to 1 if the team is a National League team and 0 otherwise.


EXPANSION: This variable is equal to 1 for Colorado and Florida for 1993 and 0 otherwise.


NEWPARK: This variable is equal to 1 for Atlanta, Baltimore, Chicago, Cleveland, and
Texas for the first year in which the stadium was opened and 0 otherwise.
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AGE: The age of each team’s stadium or ballpark as reported by Sean Lehman’s Baseball
Archive, Major League Stadium History, at http://www.baseball.com/bb-data/. In a city
where a new stadium was constructed, I use the date when the new stadium opened.


NOTES


1. See “Hey Fans: Sit on It!” (Swift, 2000, p. 73).
2. I omit the two Canadian teams (Montreal and Toronto) because of data limitations.
3. Bruggink and Eaton (1996) found that prices are set in the elastic range in the demand for individ-


ual games. This result is questionable given that the authors did not appear to treat price as an endoge-
nous variable in the regression equation.


4. See, for example, Siegfried and Zimbalist (2000) for a summary of this literature.
5. See Fatsis (1995).
6. In 1922, the Supreme Court ruled that baseball was not a form of interstate commerce and was


therefore immune from the antitrust laws.
7. Sass and Saurman (1993), Culbertson and Bradford (1991), and Jordan and Jaffee (1987) are the


only empirical articles to my knowledge that examine how exclusive territories affect market perfor-
mance. However, those estimates are from the malted beverage (beer) industry, and it is not clear their
findings would generalize to other markets.


8. There are a few cities where there are two Major League Baseball (MLB) teams located. The
Yankees and Mets are located in New York, the Cubs and White Sox are located in Chicago, the As and
Giants are located in the San Francisco/Oakland area, and the Dodgers and Angels are located in Los
Angeles. One can argue that because the Dodgers are located in Los Angeles and the Angels are located
in Anaheim that these teams are in separate cities. However, according to the Major League rules,
Attachment 52, Major and Minor League Territories, the Dodgers and Angels share the same geo-
graphic territory, as do the Mets and Yankees and the Cubs and White Sox. In addition, this document
indicated that the Giants (located in San Francisco) and the As (located in Oakland) have separate
territories.


9. See Salant (1992) for a discussion of this hypothesis in the context of price setting in professional
sports.


10. I decided to estimate an inverse market demand for the following reason. It is likely there is some
measurement error in the average ticket price given the various promotional programs team owners
use to price tickets. By contrast, it seems reasonable to believe that there is less measurement error in
the team’s total attendance data. Therefore, the measurement error in the ticket price data will be part
of the error term in estimating the demand function and will not affect the parameter estimates of the
other explanatory variables.


11. Bruggink and Eaton (1996) find a negative income effect, whereas Coffin (1996) reports a posi-
tive and negative effect.


12. The one problem with using the entertainment part of the Consumer Price Index (CPI) is that it
includes the purchase of professional sporting events and thus may include baseball.


13. See Bruggink and Eaton (1996) and Staudohar (1997).
14. I thank the two referees who suggested this variable.
15. Again, I thank the two referees who suggested this variable.
16. See, for example, Alexander, Kern, and Neill (2000).
17. See Greene (2000, p. 572) for more details.
18. Because this is an inverse demand function, we must take the inverse elasticity estimate to obtain


the own price elasticity.
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19. According to Salant (1992), a major source of gate receipts for professional sports teams is sea-
son ticket sales.


20. This variable is significant at the 10% level.
21. There may be other differences between the two leagues that this variable is picking up as well.
22. An anonymous referee kindly suggested this third regression model.
23. I used 1993 data because the baseball strike likely affected the 1994 and 1995 elasticity estimates


and because 1993 was close to the middle of the time period used in this sample.
24. I regressed the elasticity estimates against population (POP) and found that POP had a positive


and statistically significant effect on the team’s elasticity. Although this could be interpreted to mean that
population size is driving the elasticity estimates, it could also be interpreted to mean that larger markets
have more entertainment alternatives compared to smaller markets.


25. See Kaserman and Mayo (1995) and the excellent discussion in Posner (1976) and Bork (1978).
26. See Posner (1976) and Bork (1978).
27. See Kaserman and Mayo (1995).
28. Recently, several articles have shown that these conditions are not as rare as one would be led to


believe. See, for example, Bernheim and Whinston (1998) and Whinston (1990).


REFERENCES


Alexander, D. L., Kern, W., & Neill, J. (2000). Valuing the consumption benefits from professional
sports franchises. Journal of Urban Economics, 48, 321-337.


Bernheim, B. D., & Whinston, M. D. (1998, February). Exclusive dealing. Journal of Political Economy,
106, 64-103.


Bork, R. H. (1978). The antitrust paradox: A policy at war with itself. New York: Free Press.
Bruggink, T. H., & Eaton, J. W. (1996). Rebuilding attendance in Major League Baseball: The demand


for individual games. In J. Fizel, E. Gustafson, & L. Hadley (Eds.), Baseball economics: Current
research (pp. 9-31). Westport, CT: Praeger.


Coffin, D. A. (1996). If you build it, will they come? Attendance and new stadium construction. In
J. Fizel, E. Gustafson, & L. Hadley (Eds.), Baseball economics: Current research (pp. 33-46).
Westport, CT: Praeger.


Culbertson, W. P., & Bradford, D. (1991). The price of beer: Some evidence from interstate compari-
sons. International Journal of Industrial Organization, 9, 275-289.


Fatsis, S. (1995, November 8). Major leagues keep minors at a distance. The Wall Street Journal, p. B1.
Greene, W. H. (2000). Econometric analysis. Upper Saddle River, NJ: Prentice Hall.
Irani, D. (1997, March). Public subsidies to stadiums: Do the costs outweigh the benefits? Public


Finance Review, 25, 238-253.
Jordan, W. J., & Jaffee, B. L. (1987). The use of exclusive territories in the distribution of beer: Theoreti-


cal and empirical observations. Antitrust Bulletin, 32, 137-164.
Kaserman, D. L., & Mayo, J. W. (1995). Government and business: The economics of antitrust and regu-


lation. Fort Worth, TX: Dryden Press.
Noll, R. G. (1974). Attendance and price setting. In R. G. Noll (Ed.), Government and the sports busi-


ness (pp. 115-157). Washington, DC: Brookings Institution.
Posner, R. A. (1976). Antitrust Law: An economic perspective. Chicago: University of Chicago Press.
Salant, D. J. (1992). Price setting in professional sports. In P. M. Sommers (Ed.), Diamonds are forever:


The business of baseball (pp. 77-90). Washington, DC: Brookings Institution.
Sass, T. R., & Saurman, D. S. (1993, April). Mandated exclusive territories and economic efficiency: An


empirical analysis of the malt-beverage industry. Journal of Law and Economics, 36, 153-177.
Scully, G. W. (1989). The business of Major League Baseball. Chicago: University of Chicago Press.
Siegfried, J., & Zimbalist, A. (2000, Summer). The economics of sports facilities and their communities.


Journal of Economic Perspectives, 14, 95-114.


354 JOURNAL OF SPORTS ECONOMICS / November 2001








Staudohar, P. D. (1997, March). The baseball strike of 1994-95. Monthly Labor Review, pp. 21-27.
Swift, E. M. (2000, May 15). Hey fans: Sit on it! Sports Illustrated, p. 73.
Whinston, M. (1990, September). Tying, foreclosure, and exclusion. American Economic Review, 80,


837-859.


Donald L. Alexander is an associate professor of economics at Western Michigan University. In
1983, he earned his Ph.D. in economics from Penn State University. Before joining WMU in
1991, he held faculty positions at The College of William and Mary and Penn State University
and professional positions at the Federal Trade Commission, Capital Economics (a consulting
firm), and the International Trade Commission. He has published articles in the areas of indus-
trial organization, antitrust economics, and regulation in professional journals such as the
Southern Economic Journal, Applied Economics, The Review of Industrial Organization, Jour-
nal of Economics and Business, and Economics Letters. His current teaching and research inter-
ests include the pharmaceutical and telecommunications industries, and he has contributed an
article that was published in the American Enterprise Institute’s Competitive Strategies in the
U.S. Pharmaceutical Industry. In addition, he is the coeditor of Networks, Infrastructure, and the
New Task for Regulation (with Werner Sichel) and editor of Telecommunications Policy: Have
Regulators Dialed the Wrong Number? He is a past recipient of the Philip S. McKenna Fellow-
ship for the Study of Market Economics.


Alexander / MONOPOLY PRICING IN MLB 355












	Applied Sciences
	Architecture and Design
	Biology
	Business & Finance
	Chemistry
	Computer Science
	Geography
	Geology
	Education
	Engineering
	English
	Environmental science
	Spanish
	Government
	History
	Human Resource Management
	Information Systems
	Law
	Literature
	Mathematics
	Nursing
	Physics
	Political Science
	Psychology
	Reading
	Science
	Social Science
	Liberty University
	New Hampshire University
	Strayer University
	University Of Phoenix
	Walden University


	Home
	Homework Answers
	Archive
	Tags
	Reviews
	Contact
		[image: twitter][image: twitter] 
     
         
    
     
         
             
        
         
    





	[image: facebook][image: facebook] 
     









Copyright © 2024 SweetStudy.com (Step To Horizon LTD)




    
    
