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Abstract to "A STUDY OF THE BASEBALL INDUSTRY 
IN A FREE LABOR MARKET" 

The economic literature treating the sports industries 

has concentrated on a unique institutional restriction in 

the industry's labor market—the reserve rule. The received 

theory about the reserve rule is analyzed and is reconsidered 

in light of baseball's experience since the 1976 abolition 

of the reserve rule. 

The reserve rule is a collusive agreement among the 

owners of major league baseball teams that restricts ball 

players to offering their labor to only one buyer. Each 

team, then, holds a monopsony position in its market for 

players. In a competitive market the last player hired 

would receive a wage equaling the revenue that his work 

generates for the franchise. This is the player's marginal 

revenue product. In a monopsony market the difference 

between the marginal revenue product and the marginal 

laborer's wage is a rent that accrues to the firm. One 

researcher has used an econometric model to estimate the 

dimension of this monopsony rent. He concluded that the 

last player hired is exploited of 85%-88% of his marginal 

revenue product by the firm's monopsony position. 

The literature also describes a key role for the 

reserve rule in baseball's product market. The theory 

depicts the reserve rule as a barrier protecting the in¬ 

dustry's product market from excessive dominance by one 

team. The rule prevents big-city teams from capitalizing 

on the profitability of a winning team located in a large 
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city. The rule hampers such a team from hiring all the best 

players. If one team should dominate play all other teams 

would become unattractive entertainment products to area fans. 

The theory might be tempered, however, by two consider¬ 

ations relating to team owners. Their objective functions 

often vary widely from the theory's strict assumption of 

profit maximization. Baseball owners also are nearly all 

wealthy individuals. These two factors create a host of 

circumstances that mitigate against dominance by big-city 

clubs. 

An examination of baseball's experience since the 1976 

demise of the reserve rule verifies the theoretical analysis 

of baseball's labor market. The reserve rule did suppress 

wages below the marginal laborer's marginal revenue product. 

Baseball's free market experience also has indicated a great 

deal about baseball's product market. The modifications to 

the theory that are suggested in Chapter 2 are supported by 

the events of the last two seasons. It appears that the 

wealth of club owners and their varied objective functions 

might combine as bulwarks to the profit-maximizing, dominant 

big-city franchise. The product market of most teams will 

not be ruined by the competitive labor market, and industry 

profits should continue to be healthy. 
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INTRODUCTION 

As the American sports industries have flourished in 

the past thirty years, they have been studied and scruti¬ 

nized by economic researchers. The academic literature 

on sports economics includes articles in the major 

economic journals, a major research publication by the 

Brookings Institution and several books by individual 

economists. Economists have concentrated on the unique 

labor market of American sports, which featured a network 

or restrictive rules commonly called the reserve system, 

the reserve rule, or the reserve clause that gave team 

owners a monopsony position in the market for athletes. 

The reserve system is a collusive arrangement among 

the franchise owners of the American and National Leagues 

that restricts players to selling their labor skills to 

just one buyer. This situation is clearly a restraint 

of trade, but baseball has had an exemption from antitrust 

liability since 1922. Since granting baseball this 

immunity, the Supreme Court has heard numerous antitrust 

challenges to the reserve system. Though the Court has 

since repudiated its 1922 position that baseball was 

not interstate commerce (ergo, not under the jurisdic¬ 

tion of the Sherman Act), the Court has nonetheless 

refused to revoke baseball's antitrust privileges. 

The Court has felt that this should be the task of Congress 
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The demise of the reserve rule in baseball came from 

an unexpected source. The Players Union and the owners had 

negotiated an arrangement by which salary disputes 

between athletes and management could be arbitrated by a 

National Labor Relations Board panel. The owners had long *• 

resisted salary arbitration; but they conceded this provision 

when the union dropped its demands that the reserve clause 

be abolished. According to NLRB rules, any arbitration 

committee is empowered to "interpret" contract terms.^ 

In 1975 the reserve clause of the Standard Players Contract 

was challenged by two players in an arbitration hearing. 

The arbitration panel's definition of the clause repudiated 

the owner's "interpretation". The panel's reading of the 

reserve rule effectively annulled the owners' monopsony 

power in the player market. Many baseball players now are 

"free agents" in selling their labor services. Basketball, 

football, and hockey players have also scored victories in 

court and at the bargaining table in the last three years 

that have made it possible for athletes to sell to the 

highest bidder. 

Since this time there has been no economic analysis 

of the sports leagues in a competitive labor market. This 

thesis reviews the economic literature that deals with the 

reserve system, and then reconsiders the economic theory in 

light of the actual experience of the last three years. It 

deals mainly with the baseball leagues, the American (AL) 
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and National (NL), but at times consideration is given to 

the other major sports leagues--the National Basketball 

Association (NBA), the National Football League (NFL), and 

the National Hockey League (NHL). This focus on baseball is 

called for because of baseball's special circumstances. 

Baseball is America's oldest sport, so its economic 

organization has served as a prototype for the sports leagues 

that were to prosper later on. Baseball owners designed 

the labor market innovations that became the reserve 

2 
systems for football, basketball and hockey. 

Two other circumstances make baseball the most appro¬ 

priate sports industry to examine. First, there has not 

been any sort of competitive wage bidding for established 
3 

baseball players since 1915. The other sports have all 

recently experienced episodes of labor market competition 

when two rival leagues have competed for athletes. 

The second factor that nominates baseball as the sport most 

suitable for a labor market study is the high degree of 

competition which now exists in baseball's labor market. 

All of the sports still have a myriad of institutional 

limitations that restrict competitive bidding for players, 

but baseball's labor market is closer to a free market 

structure than the markets in football, basketball or 

hockey. Baseball's current experience in a relatively free 

market gives the clearest picture of what free market 

sports would be like. Nevertheless, it is still important 
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to remember that baseball players do not sell their talent 

in a completely free market. The players' union and the 

owners both impose a complex network of rules upon the 

labor market. The players market is free, however, in 

the sense that a player can now offer his skills to nearly 

all prospective buyers. 

The two major baseball leagues have only played two 

seasons since the reserve system was dismantled, so the 

conclusions reached in this paper await history's endorse¬ 

ment. Research in this field is also hampered by a dearth 

of good data. Sports teams are loathe to provide researchers 

with data, for they fear adverse reaction from fans, 

players and from a Congress that has tacitly granted 

baseball a blanket antitrust immunity. Economist Roger 

Noll, who edited the Brookings Institution's study, 

Government and the Sports Business, said that, "The 

professional sports industry is the most secretive business 

I know of."4 Host of the available data has been collected 

as court evidence and as evidence submitted to Congressional 

proceedings, particularly the 1951 Celler Hearings. A few 

sports franchises, like the Baltimore Orioles in baseball 

and the Milwaukee Bucks and Seattle Supersonics of the 

NBA, are publicly owned corporations, and must release 

regular reports to stockholders. There is also a great 

deal of data available in newspapers and sports publications, 

but it is difficult to systematically harvest numbers 
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from such an enormous body of information. 

The economic literature describes an ad hoc economic 

model of the sports industry; by analyzing the experience 

of the last two years, this paper tests the validity of 

the model. We begin by analyzing how the reserve system 

affected baseball's labor market. The second chapter looks 

at the reserve system's effect on baseball's product market, 

and also outlines the owners' justifications of the reserve 

system. These first two chapters are primarily a liter¬ 

ature survey. The third, and final, chapter is a study 

of the baseball industry since the reserve system was 

razed in 1976. This chapter offers conclusions about 

the first two chapters based on baseball's experiences 

of the past three years. 



Chapter 1 : Labor Market 

Baseball players sell their labor to ball teams on 

a contractual basis. A player signs a contract with his 

team for a negotiated wage. Until the reserve system was 

abolished almost all contracts were written for one year; 

now most players sign multi-year pacts. All players signed 

the same contract, called the Standard Player Contract. 

The provisions of all players contracts are identical, 

except for the terms pertaining to compensation. The 

reserve rule was written into the Standard Player Con¬ 

tract, so all ball players signed an agreement to comply 

with the reserve rule.^ 

The reserve system is in effect a collusive agreement 

among the owners that prohibits competition in the labor 

market. Each owner agrees that he will not acquire the 

labor services of a veteran player though that player's 

contract with some other owner has expired. When a 

player's contract expires he must play with the team that 

2 
owned his contract, or with no one at all. Since players 

face only this one buyer in the market for their services, 

this buyer has a monopsony position in the player market. 

Among other effects, this monopsony power suppresses 

player salaries below the player's marginal revenue pro¬ 

duct, which, at the margin, is the wage he would receive 

in a competitive labor market. For the last player hired 



the difference between his marginal revenue product and the 

wage that he actually receives is a monopsony rent that 
3 

accrues to the firm. 

The owners contend that this monopsony privilege 

is essential to the survival of the industry. When a 

baseball franchise sells tickets to a game, the main 

product it is selling is competition between two teams. 

If there is a high degree of certainty that one team will 

win the game, then the franchise cannot sell very much of 

this product that we call team competition. Fans will 

not buy tickets to a game if they are positive of its 

outcome in advance. The owners fear that if players 

could sell their talents to the highest bidder, the richest 

owner could buy up all of the best players, and there 

would then be little question as to who would win indi¬ 

vidual games and seasonal championsips. Ticket sales 

would fall, and the franchise owners would eventually go 

out of business.^ This was the National League owners' 

major justification for establishing the first reserve system 

in 1879. 

Prior to this time commercial baseball had been 

marred by wholesale player transfers between one season 

and the next. Players would often quit their present team . 

upon expiration of their season's contract and sign a 

contract with another team.^ Owners feared the sort of 

dominance displayed by baseball's first professional team, 

the 1869-1870 Cincinnati Red Stockings, who won their first 
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eighty-seven ball games. The NL owners also feared that 

the massive shuttling of players would damage the sense of 

emotional identity that fans felt towards their local team. 

The club owners were sensitive to fans' suspicions that 

if a player knew he would be playing for some other team 

in the following season, then he might not play his best 

for his current team and might be susceptible to the 

influence of professional gamblers.^ The owners also 

asserted that they needed the monopsony rents that the 

reserve system gives them by suppressing player salaries. 

They said that if they lost this rent to increasing 

salaries, many owners would be forced out of business. 

These justifications for a player reserve clause have 

been reiterated by team owners for the past one hundred 

years. 

In order to avoid dominance by one team and to allay 

the fears of the fans, the owners sought to stifle the 

movements of players. In 1879 the owners agreed among 

themselves that each club could designate five of its 
Q 

players as being "protected". The owners agreed to desist 

from employing the protected players even though a player's 

contract had expired and he was legally free to play for 

anyone. The effect of this agreement was to limit the 

player to selling his skills to only one prospective buyer. 

Over the next twenty years the National League owners 

expanded the reserve system so that all athletes under 
Q 

contract to a National League team were covered by it. 
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In 1900 the American League was organized, and these 

teams competed with the National League clubs for players 

until 1903; during these three years players jumped back 

and forth between leagues and salary levels were bid up 

markedly. At this time the two leagues signed a merger 

agreement. ^ The leagues formed a trust that was empowered 

of several maonpoly and monopsony rights. Each team in 

the American and National Leagues obtained an exclusive 

territorial right to sell baseball tickets in their 

city without competition from other league teams. All 

sports franchises still own monopoly rights to a geographic 

area, and modem times have seen this monopoly power extended 

to the sale of broadcast rights.^ Our interest, however, 

is in the monopoly privilege the owners created when they 

formed the American-National League cartel. The two 

leagues agreed to cease competition for ball players so 

baseball's labor market reverted to its pre-1900 situation 

12 
where players could offer their labor to only one firm. 

In 1913 a new league was organized by a group of 

baseball players in an attempt to stimulate competition in 

the labor market. The Federal League survived for only 

two seasons before it was bought out by the two established 

13 leagues. From 1915 to 1976 the only competitive bidding 

for veteran players occured during a brief period in 1948 

when the Mexican League unsuccessfully sought major league 

status by pursuing American major league players. 
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It is important to understand the nature of the reserve 

system's dominion in the player market. The reserve system 

drew its strength from three different sources : 1) the 

clause was part of a legal contract signed by the player 

and the owner; 2) the owners had a special legal interpreta¬ 

tion of their clause; and 3) the owners all agreed that 

they would not compete for veteran players. 

The reserve rule had a legal sanctity because it was 

part of a legal contract between player and club. Baseball's 

reserve rule was contained in Article 10a of the Standard 

Player Contract. It read: 

If prior to March 1, the Player and the club 
have not agreed upon the terms of contract, 
then on or before ten days after said March .1, 
the club shall have the right by written notice 
to the player to renew his contract for the 
period of one year.1^ 

If a player could not agree to contract terms with his 

team after his old contract had expired, the firm needed 

only to invoke Article 10a to renew the expired pact. The 

Player Contract also gave the team the prerogative of 

reducing a player's salary by twenty per cent when it 

renewed a player's contract.^ 

There is more to the reserve clause's contractual 

authority than is shown in Article 10a, for the owners en¬ 

forced a mique interpretation of the reserve rule. The own¬ 

ers interpreted the reserve clause as a legal sanction 

to perpetually renew a player's contact without the 
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player's consent or signature. As an example, let us 

assume that player Smith had a contract for the 1970 

season with the New York Mets. At the termination of this 

contract Smith could not reach a salary agreement with the 

Mets for the 1971 season. In accordance with Article 10a 

of Smith's 1970 contract, the Mets, on March 2, renewed 

Smith's contract for one year. According to Article 10a, 

Smith need not sign this 1971 contract for it to be a bind¬ 

ing obligation. This 1971 contract contains in it Article 

10a; so if Smith and the Mets cannot reach a salary agreement 

at the expiration of this 1971 contract, the Mets could 

force Smith to play for them again in 1972. The owners in¬ 

terpreted Article 10a as a right in perpetuity to retain 

Smith's services. The players, on the other hand, maintained 

that Article 10a is a one-time privilege for the owners; 

they said that it does not imply that an owner could perpe¬ 

tually renew a recalcitrant player's contract. 

The reserve system had a third source of power that 

was a bulwark to these two contractual sanctions. Most ob¬ 

servers feel that the reserve rule's real strength has 

stemmed from the collusive agreement among the owners.^ 

A sports league is a cartel of oligopsonists ( and oligop- 

solists) who are trying to command a monopsonistic price 

for their inputs. They strive for a monopsony position by 

agreeing among themselves to reduce the number of inputs 
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they buy and by abstaining from competition with one a- 

nother for inputs. In the case of the baseball industry, 

the cartel members divided up the pool of experienced la¬ 

borers and then all members refrained from hiring those 

18 laborers who were allotted to someone else. This agree- *• 

ment was the real force behind the reserve rule's strength. 

The contractual manifestations of the reserve rule were 

simply outgrowths of the owners' covenant; Article 10a 

could not have existed if it were not for the owners' a- 

greement to quash competition. 

The legal strength of a player contract is, in fact, 

rather suspect, which indicates that it is the owners' 

collusive agreement that restrains competition. In other 

sports, established cartels have been challenged by new 

leagues that have pirated the established leagues' con¬ 

tracted players. Spencer Haywood in basketball and Bobby 

Hull in hockey both signed contracts with teams in other 

19 
leagues even though they were already under contract. 

Their old teams both went to court, demanding that their 

contracts be honored, but neither club received any legal 

satisfaction. The collusion of the cartel owners appears 

to be the more potent deterrent to labor market competition. 

With this understanding of the reserve system we can 

begin to study the economic effects of this restriction. 

A firm buying one of its productive resources, for in¬ 

stance labor, in a competitive market has no influence on 
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the price of that resource. In a competitive market each 

firm purchases only a small share of the total that is mar¬ 

keted. The quantity purchased by any one firm does not 

affect the market price. The firm is facing a horizontal 

(perfectly elastic) supply curve. At the given price the 

firm can buy whatever amount of the resource it chooses. 

The price of hiring each unit of the input resource is the 

marginal expense (or marginal cost) of buying the resource. 

This horizontal supply curve is the firm’s marginal expense 

curve. The industry as a whole faces an upward sloping 

supply curve, for to hire more labor the industry must in¬ 

crease price. Each firm, though, is such a small part of 

the industry that it has no independent influence on price. 

A baseball club is in a very different market situation 

The reserve clause limits players to selling their labor 

skills to only one club. A ball team is, in effect, the 

entire industry. When suppliers must sell their resources 

to an industry that consists of just one firm, that firm 

has a monopsony power in this market. In this situation 

the quantity purchased by the firm does affect the market 

price, since the quantity purchased by the firm is the 

quantity purchased by the industry. 

To hire more labor the club must offer a higher price. 

It is assumed that labor in this market is of homogeneous 

quality, and that the firm must pay the same price to each 
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laborer. To offer different prices to different laborers, 

when all are of equal quality, would create disruptive 

dissension among the laborers. When the firm offers 

a higher price, then, this price must be paid to all labor 

employed and not just to the new laborers. The marginal 

expense of hiring one new worker exceeds the supply price 

of that worker. 

The marginal expense is the price paid to the new 

laborer plus the amount paid to all of the presently em¬ 

ployed workers that brings all of their wages up to the 

new wage level. A firm employing ten laborers at a price 

of $2 per hour might decide to hire an eleventh worker for 

$3 per hour. The marginal expense of hiring this new re¬ 

source is the $3 price plus the $10 that must be paid to 

the ten currently employed workers that brings their $2 per 

hour wage up to the new wage level. The firm's marginal 

expense curve diverges from its supply curve. The marginal 

expense curve lies above the supply curve and is steeper 

than the supply curve. 

Figure 1 is the supply and demand graph for this type 

of market. The line MRP is the marginal revenue product 

schedule for the resource. It shows the revenue generated 

by the resource for the firm. To maximize profits the 

monopsonist buys the quantity of labor for which the margin¬ 

al revenue product of the resources used equals the marginal 
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expense of purchasing the laborers. The HE curve on 

Figure 1 is the marginal expense schedule. Marginal 

revenue product equals marginal expense at point B on the 

graph, so the firm will hire resources. To hire 

workers the firm must pay price P-^. The supply curve, 

S, plots the cost to society of having different quantities 

of these workers employed in baseball, rather than in some 

alternative employment. In other words, it plots the oppor 

tunity cost of these workers. Point 0 on the graph is the 

origin of the graph, where a price of $0 is offered and 0 

workers are available. The cost to society of employing 

individuals as ball players, rather that employing these 

people at some other occupation, is the area OQ^BC. The 

surplus value to society, then, is area DABC. 

This net benefit to society is divided between the 

players and the firm. The laborer who would work for wage 

Pp but for nothing less, is shown on the supply curve as 

point A. This last laborer hired has an opportunity cost 

of P^; he is indifferent, at this wage, between playing 

baseball or working at his next best employment. All la¬ 

borers to the left of point A on the supply curve are will¬ 

ing to play baseball at a lower wage than P^. When the 

laborers are hired all of these other players receive price 

P^, though they would be willing to play for less. They 

each receive an economic rent, a payment for their services 

in a particular employment that is greater than the amount 
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necessary to keep them in that occupation. At equili¬ 

brium price and quantity, and respectively, the total 

amount of economic rents paid to these laborers is 

area DAP^. The remainder of the net surplus to society 

of the firm's employment of ball players is area P^ABC. 

This is the total surplus of the sum of all players' 

marginal revenue products over their wages. It is the 

sum of any economic rents plus all payments to other factors 

of production. The firm receives a rent then if area 

P^ABC exceeds the sum of all other factor payments. 

Marginal productivity theory holds that exploitation 

occurs in a factor market when the last factor hired is 

paid an amount less than the value of the product created by 

20 
the factor. Figure 1 shows that in a monopsonistic 

resource market exploitation does occur. The laborer 

hired at the margin--at Q^--is paid a wage P^ that falls 

short of this laborer's marginal revenue product by the 

amount AB. 

In a competitive factor market this exploitation 

does not occur. Figure 2 shows that the profit-maximizing 

firms make their purchasing decision at point A. Here 

MRP equals ME, since in a competitive market the supply 

curve is the marginal expense curve. This is the level of 

factor utilization that maximizes profits for the industry. 



PRICE 
18 

FIGURE 2 



19 

laborers are hired at price P^. The marginal laborer's 

wage equals his marginal revenue product, so no exploitation 

occurs. 

The monopsony price and quantity are also shown on 

Figure 2 as T?2 anc^ Q2* Fewer resources are purchased and 

the market price is lower than in the competitive case. 

The monopsony market yields a net benefit to society of 

area CDEB. The competitive market gives a larger surplus 

to society, shown by area CAB. Society, then, is enriched 

for having a competitive market, instead of a monopsony 

market, by the amount shown by area DAE. Part of this 

wealth goes to the new laborers hired when an industry goes 

from a monopsony situation to a competitive market. This 

portion of society's benefit is area DAF. Area FAE is 

the value that is lost to society when the market becomes 

monopsonistic. This is an irretrievable loss of payments 

to the other factors of production, plus a loss of any 

rents to the firm should factor payments exceed marginal 

revenue product for the last laborer hired. The whole 

area DAE is the loss to society from the existence of 

the monopsony market as oppossed to a competitive market. 

To understand the nature of this monopsony rent we 

must explore the wage determination process for athletes. 

Each athlete, whether he be a star, a jouneyman, or a 

marginal performer (hereafter called a helper) has a supply 

or reservation price which is the wage he would receive in 
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21 his next most lucrative occupation. If a player cannot 

draw a wage that at least equals his supply price, he will 

quit baseball and seek other employment. The supply price 

is each player's lower boundary to his salary range, and 

the owners use the reserve system to push salaries to a 

22 level near this lower limit. A player whose salary 

exceeds his supply price is receiving an economic rent equal 

to the difference between his salary and his supply price. 

Each player's reservation price is different and is 

determined by a nimber of factors, the biggest of which is 

the opportunities a player has outside of baseball. A 

player who has some special skill or is highly educated has 

a higher opportunity cost and will have a higher supply 

price than someone who has no very promising prospects 

outside of baseball. A player's geographic origin and his 

23 
race are other factors that determine his opportunity cost. 

A star ball player who perhaps earns $300,000 a year 

usually confronts a high opportunity cost to leaving base¬ 

ball. Host athletes do not have the sort of economic 

opportunities that would bring them that much money. A 

Few star players may have careers in show business or in the 

advertising/public relations field, but most stars face a 
0 / 

big reduction in income when their careers are over. 

An average or journeyman player makes a baseball salary that 

is nearer his supply price. A helper draws a very low 

salary that is nearly equal to his reservation price. 
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A helper draws a very low salary that is nearly equal to his 

reservation price. When negotiating his salary, this class 

of player is more aware of his reservation price than 

stars and journeymen are.^ 

Economic theory holds that the reserve system 

exploits star players less than average players. The star 

player is in inelastic supply, and there are seldom good 

substitutes for him. The star player has a monopoly right 

to scarce resources—his outstanding ability--so bargaining 

between a star player and the club is often a case of 

bilateral monopoly. A star player can command a salary 

26 
that is far above his supply price, thus he receives an 

economic rent. He is, nevertheless, exploited by the 

reserve system since he cannot receive bidding for his 

services, which would boost his salary. 

Marginal players, in theory, experience little 

exploitation by the reserve system. These players are 

in nearly perfectly elastic supply; a slight increase in 

the price offered for helpers brings forth a great number 

of prospective laborers. There are so many other helpers 

around that each individual's wage demands are suppressed by 

the competition for the few jobs available to marginal 

players. Even if there were no reserve system, there 

would be so many helpers competing for so few jobs that 

salaries in this class would be very low. In fact, the 

wage level is theoretically equal to the last player's 
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marginal revenue product and is also equal to this 

player's reservation price. Of course all helpers have a 

different reserve price, so owners will hire those whose 

28 
reservation price is lowest. These are usually players 

who place a high value on the psychic income that goes 

with employment in baseball, so some helpers are probably 

receiving a baseball income that is smaller than the income 

they could earn at some other occupation. Some players 

also are willing to play for a very low wage in hopes that 

later on their salary will be considerably more than they 

could earn outside of baseball. 

The reserve system does not reduce the helper's 

salary, but it does restrict his prospects in baseball. 

A large number of minor league players feel that their 

chances of success in their present organization are impeded 

by one factor or another, so they want the freedom to seek 

employment with other teams. A player might feel that 

a coach or administrative executive does not like him, 

or does not respect or understand his talents, or he may 

feel that his current team is overstocked with players 

that offer his particular skills. Such a player would 

want to pursue his career with another franchise. In fact, 

a large number of players have done just that since the re¬ 

serve system was abolished in 1976. In the 1977 re-entry 

draft--the mechanism through which players enter the 

competitive market--65 to 70 of the 89 participating players 
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were helpers trying to find a new employer. 

The full brunt of the anti-competitive weight of the 

reserve system is borne by the journeyman player. Pro¬ 

bably 1/3 to 2/3 of all major league players fall into 

29 this category. These players have a positive elasticity • 

of supply, so their wages are constrained by competition 

in the labor market with other journeymen players; and they 

do not have the press and fan support that star players have 

They are selling their labor to a monopsonist, and have 

30 
little countervailing monopoly power. Their bargaining 

strength is enhanced somewhat by the fact that owners have 

to hire specialized talent, i.e., left-handed relief 

pitchers, defensive outfielders, right-handed power hitters. 

If a player is the only specialist of a certain type on a 

team, he has some bargaining power, since his owner may 

have trouble buying or trading for a similar specialist 

31 
who is willing to play for less money. It is the journey¬ 

man's monopoly power over his own specialized talent that 

earns him a wage above his supply price. 

Journeymen are exploited by the reserve system in 

another sense, too. Not only is their salary pushed into 

the bottom portion of the range between their marginal 

revenue product and their supply price, but also their 

marginal revenue product is often reduced by the reserve 

system. A journeyman outfielder may play on a team that 

employs several other good outfielders. This man may have 
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talent, but he can make only a small contribution to team 

revenues because he doesn't get to play very much. He 

may have skills that would bring in large revenues if he 

were playing for some other team, but he is prohibited from 

doing so by the reserve rule. 

There are a number of other factors that determine a 

player's supply price, besides opportunity cost. Most 

players receive a psychic income from playing baseball; 

they often love the game itself or they value the fame and 

glamour that surrounds ball players. It is usually thought 

that helpers give the highest consideration to this type of 

32 
non-pecuniary income. Players also may value the seasonal 

nature of employment in baseball, and they probably place 

a negative income valuation on the travel and moving that 

ball players experience. Athletes also weigh the high 

risk nature of baseball when they gauge their supply price. 

Of the thousands of players who play professional baseball 

each year, only a very small percentage will ever play in 

the major leagues. The glamour of baseball -and the high 

salaries of a few star players attract thousands of pros¬ 

pects who must weigh the slight chance of playing major 

league baseball against the high salary that they might 

someday earn.34 

The upper bound on the player's salary is his marginal 

revenue product, the revenue that the player's ability 

35 
brings to the club. No profit-maximizing owner would 

pay a man more than his marginal revenue product. Most 
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players attract revenue for the team via their contribu¬ 

tions to team playing success. The more games a team wins, 

the greater are its gate, broadcasting, and concessions 

revenues. A few star players attract additional fans be¬ 

cause of their personalities or their symbolism as heroic 

figures, so their marginal revenue product is larger for 

their star appeal. 

Roger G. Noll used econometric techniques to estimate 

36 
the dimension of this star appeal. He defined twenty- 

three players as stars in the 1970 season and twenty-four 

in 1971. He estimated that those star players would add 

150,000 fans per season in the average-sized baseball city 

of 3.5 million. At that time the average ticket price was 

$3.00 ( 1978 average ticket price is $4.00) so the team's 

first star would add $450,000 in gate revenues. The home 

team keeps eighty per cent of the gate revenues in base¬ 

ball, with the remaining twenty per cent going to the 

visitors, so the home team retains $360,000 of the gate 

revenues attributable to the presence of a star player on 

their roster. Each fan is gauged to represent forty cents 

in concessions profits so the total gross revenues generated 

by the first star on the team amounts to $420,000. Noll 

estimated that the gross revenues produced by a second 

star total $235,000 per year. These figures do not include 

revenues that a star draws through his contributions to the 

team's win-loss record. From observations made on star 

37 38 39 
players Sandy Koufax, Randy Jones, Hank Aaron, 
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Frank Robinson,^ and Roberto Clemente,^ it seems that 

a star's superior playing skills will win about ten games 

a year for his team. Noll estimates that each win adds 

about 6,000 fans to a team's total season attendance; so 

at $3.00 per ticket a star's play annexes about another 

$150,000 to team revenue after twenty per cent of the gate 

is given to the visiting team. When this is added to the 

revenue attributed to star appeal the gross marginal revenue 

product of a team's first star grows to $570,000. This 

figure does not include revenues from road games that a star 

might attract, nor does it include local broadcasting 

revenues. Noll's estimations were done at a time when star 

players received $100,000 to perhaps $175,000 a year. 

At today's ticket prices it seems that some star players 

may have a marginal revenue product that exceeds $1 

million a year. 

Other studies put a star player's marginal revenue 

product in this same order of magnitude. David Davenport 

estimates that Sandy Koufax of the Los Angeles Dodgers 

was worth around $600,000 in 1966^ (Koufax earned $135,000 

that year). The most sophisticated study of players' 

marginal revenue products has been done by Gerald 

Scully.^ Scully used data for 1968 and 1969. He estimated 

that if a team improves its win-loss record by one-tenth 

of a percentage point that revenues will increase by 

$10,330 (based on an average ticket price of $3.00). 
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This means that each win was worth over $60,000 in revenues 

Scully then estimated the effect of two different team 

performance statistics on the percentage of games won. He 

used one offensive statistic and one defensive statistic 

to capture the effect of offensive and defensive team 

skill on the club's win-loss record. His offensive 

statistic was the team slugging average, which is the 

total number of bases the team got on base hits, divided 

by the team's number of times at bat. Scully's defensive 

measure was the team strike-out/walk ratio. His hypothesis 

was that these two statistics are related to win-loss 

record. He knew that a .1% point improvement in a 

team’s win-loss record meant a $10,330 increase in 

revenues ; so he could then determine the effect that these 

offensive and defensive performance statistics had on 

revenues. He found that a one-thousandth point increase 

in team slugging average raised team winning percentage by 

.92 percentage points. For instance, if team slugging 

average goes from .400 to .401, then a team's winning per¬ 

centage would go from 50.00% to 50.92%. He estimated that 

a one-hundredth point increase in team strikeout-to-walk 

ratio (say from 2.00 to 2.01) would boost team winning 

percentage by .90 percentage points, from 50.00% to 50.90%. 

These statistics tell us that if team slugging average 

goes up by a thousandth of a point, revenue will increase 

by $9,504 (.92 times $10,330). Another way of interpreting 
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this is to say that $9,504 is the marginal revenue product 

of all of a teamrs hitters when they add one-thousandth of 

a point to team slugging average. Similarly, a one-hundredth 

point increase in strikeout-to-walk ratio boosts revenues 

by $9,297 (.90 times $10,330). So $9,297 is the marginal 

revenue product of a team's entire pitching staff when they 

boost team strikeout-to-walk ratio by a hundredth of a point. 

He then calculated the contribution of individual 

players to the team statistics in order to estimate the 

contribution that each player made to the team's win-loss 

record. For example, if a player had ten percent of his 

team's number of batting appearances for a season, and 

he had a slugging average of .350, then he contributed 

.035 points (.10 times .350) to his team’s total slugging 

average. Each one-thousandth point was worth $9,504 in 

revenue, so the marginal revenue product of this player was 

$9,504 times 35, or $332,640. A pitcher who pitched 15% 

of his team's innings and had a strikeout-to-walk ratio 

of 2.00 adds .30 points to his team's total strikeout-to- 

walk ratio. This means his individual marginal revenue 

product was $9,298 per 1/100 points times 30 or $278,910. 

Scully calculated marginal revenue product estimates 

for a wide variety of player classes. He calculated that 

a mediocre hitter (defined as a four year veteran who had 

57oOf his team's at bats ) would draw $125, 500 if he had 
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a career slugging average of .264. A star pitcher (defined 

as a ten-year player who pitched 187» of his team's innings) 

who had a career strikeout-to-walk ratio of 3.54 should 

be worh $595,000 a year in revenues. A star hitter with 

a career slugging average of .473 should be worth $449,500 .. 

a year in gross revenues. Scully applied his calculations 

to the players for whom Noll and Davenport had made marginal 

revenue product estimations. Scully's numbers are of 

the same order of magnitude as theirs. The striking thing 

bout Scully's compendium of estimated marginal revenue 

products is their sheer magnitude. Even a mediocre or 

average player might be worth $150,000 to $300,000 a year. 

Noll estimated that in 1968 Hank Aaron had a marginal 

revenue product of about $600,000,^ while Scully figured 

that Aaron was worth$520,800.^ Davenport calculated 

that in 1966 Sandy Koufax attracted $617,554 in revenues,^ 

and Scully gauged that Koufax brought about $725,000 in to 

the Dodgers' coffers.^ The results of the three methods 

differ, but they are all of the same dimension, and it 

seems that these techniques are fairly good approximations 

of players' marginal products. 

Scully went on to make estimates of numerous baseball 

players' marginal revenue product and and salary payments. 

As has been said, the difference between the salary for the 

last player hired and his marginal revenue product is 

monopsony rent that accrues to the club ownership. In a 
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competitive market the player at the margin would receive 

as salary his full marginal revenue product; so this monop¬ 

sony rent which accrues to owners is a measure of exploit¬ 

ation of players by the reserve system. Scully used his 

estimates of player salaries and players' marginal revenue *• 

48 
products to calculate the rate of this exploitation. 

He calculated the rate of exploitation by subtracting the 

player's estimated salary from his estimated marginal 

revenue product, then dividing this total by the estimated 

marginal revenue product. 

Scully estimated that marginal players were not 

exploited by the reserve system, for their low salaries 

slightly exceeded their marginal revenue products. 

This is consistent with the theory that helpers are in 

such abundant supply that competition with one another 

drives their salaries to very low levels. Helper salaries 

exceed their marginal revenue product perhaps because 

owners are required by the union contract to pay a 

certain minumum salary. A star player's exploitation 

49 
is about 85% of his marginal revenue product. A 

star player, then, receives in wages only about 15% of 

his marginal revenue product. Since the market for veteran 

players moved closer to a competitive environment in 1976, 

salaries have risen by something close to 100%. According 

to this, exploitation of veteran players must be at 

a rate of around 70%. 
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Team owners, and some economists, argue that the 

monopsony rent that owners earn on their players revenue 

product is simply the owners' rightful return on their 

investment in research and development. Simon Rotten- 

berg^ repeats Gary Becker's comparison of baseball's 

labor market to the process of discovering oil fields. 

Becker says that oil companies invest money in dry oil 

wells, but they get this investment back when they fin¬ 

ally sink a successful well. He likens player development 

to these oil wells; owners spend money on scouting and 

training to find major league talent. Most of this money 

is invested in players who never play major league base¬ 

ball, but this investment is recouped as the monopsony 

rent on player's labor. 

Owners contend that the reserve system allows them 

to receive their proper compensation for discovering and 

developing major league talent. Without this rent, owners 

claim that they would not be able to invest in research 

and development. They also hold that training investments 

would be too risky to make, since as soon as an owner had 

paid for a player's development, the player might go off 

to some other team. Their arguments, however, show some 

rather glaring flaws when examined closely. If owners 

should cease to invest in scouting and minor league 

operations, prospective ball players would pay for their 
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own training and development--provided that salaries 

in baseball were sufficiently lucrative to induce 

51 players to risk this investment. Presumably baseball 

careers would be quite attractive to“~young~,players::-£f 

salaries were at competitive levels. Young prospects in 

golf, tennis, boxing, and even in football and basketball 

invest their own resources in their training process. 

There is no reason to believe that young baseball players 

would not do the same if they thought that they might some¬ 

day earn $500,000 a year. Research and development costs, 

whether borne by the firms or by the players, are just a 

cost of production and do not require that monopoly rights 

exist for production to occur. 

In both 1977^2 and 1978"^ major league teams drafted 

nearly 700 players. In the summer of 1976, when the 

reserve system was obviously on the verge of extinction, 

the clubs drafted 786 young players, more than in any 

year since 1972.^ Among these 2100, there are a hand¬ 

ful who will draw a great deal of revenue for major 

league baseball; discovery and development of these players 

will cost the owners millions of dollars. The owners 

would not continue this scale of investment if they felt 

they would never receive an adequate return, so it seems 

that their arguments are rather specious. Though a free 

labor market will reduce owners' profits by the amount 
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of forsaken monopsony rents, it seems that the owners still 

anticipate enough profit to make large investments 

in research and development worthwhile. 

Another approach to the research and development 

issue is to consider the sale of players between teams. 

A baseball team will often sell a player to another team. 

This buyer is willing to pay a positive price for the 

player for either of two reasons. He may be buying rights 

to the marginal revenue product of the player, i. e., the 

monopsony rent. Often a player will have a higher 

marginal revenue product in one city than in another, so 

an owner will try to buy the player and capture his high 

marginal revenue product. The alternative explanation for 

player sales is that the buyer is paying the original owner 

for the information that this player is of major league 

caliber. The original owner got this information by in¬ 

vesting in scouting and training of the player. The owners 

of course, claim the latter is the motivation for the posi¬ 

tive price of veteran players.However, players in foot¬ 

ball, and particularly in basketball, are sold for a 

positive price. Owners in these sports make negligible 

investments in scouting and training, so it seems that 

baseball owners are buying a monopsony right when they buy 

veteran players. 

This discussion of the reserve system's effects on 

the labor market involves only a part of the whole 
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reserve system issue. The owners have always claimed 

that they could not survive in the product market 

without restricting the mobility of players in the labor 

market. In the next chapter we look at the relationships 

among the labor market, the product market, and the 

reserve clause in baseball. 



Chapter 2 : Product Market 

Chapter One was a discourse on the effects of the 

reserve system on baseballls labor market. It explained 

how laborers in baseball were exploited of part of their 

marginal revenue product by the reserve rule. The owners 

contend that if salaries were to rise, few teams would be 

able to stay in business. Chapter Two analyzes the role 

of the reserve system in baseball's product market. 

The owners hold that without a reserve system their main 

product, team competition, would become jeopardized 

and the entire industry could quickly fall into ruin. 

Before examining the reserve rule's impact on the product 

market, the business conditions and profitability of 

baseball should be briefly discussed. 

From 1903, when the American and National Leagues 

merged, baseball enjoyed a prosperous era of stability 

until 1953. During this half century the same sixteen 

franchises operated in the same sixteen cities. Teams 

faced little competition from other major sports, and 

baseball's salesmen were only slightly hysterical in 

proclaiming baseball to be America's national pastime. 

Host of the sixteen teams were profitable; some, extremely 

so. 

In the National League, the Brooklyn Dodgers, the 

New York Giants, and the St. Louis Cardinals won a 
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slightly disproportionate share of league championships, 

but the National League title was also passed around 

among teams in Cincinnati, Chicago, Pittsburgh, and Boston. 

Only the Philadelphia Phillies were long term failures 

on the playing field and at the box office.^" The 

Phillies were hampered by ownership that did not have the 
o 

financial capital to run a major league ball team. All 

National League teams probably made profits during 
3 

this period, with the possible exception of the Phillies. 

The Chicago Cubs, for example, reported paying dividends 

from 1921-1937 of from $2.40 to $17.00 on a $100 share; 

and the club still retained profits after dividends wre 

paid.^- During this period the Cubs were not particu¬ 

larly successful on the playing field. 

The American League was dominated by the New York 

Yankees during the first two-thirds of this century. 

The Yankees were extremely profitable, having a ratio of 

profit-to-gross revenue that approached 507» in some years. 

Detroit, Cleveland, Philadelphia, Washington and Boston 

supported profitable clubs. The St. Louis franchise was 

profitable for a number of years,^ but finally was forced 

to leave St. Louis in 1953 because of poor attendance. 

In the 1950s attendance at baseball games began to 

decline as new entertainment substitutes came along to 

compete with baseball. Since this time, owners have sought 
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opportunities in the growing cities in the South and 

West.^ Several clubs have migrated to new cities, and 

the leagues have expanded their number of franchises. 

Between 1953 and 1977 the number of major league teams went 

from sixteen to twenty-six. Of the original sixteen teams *• 

only ten are still in their original locations. 

Through the 1950s and 1960s baseball went through 

an erratic era marked by both boom and bankruptcy. 

Baseball expanded to new cities, and many teams garnered 

outstanding profits. Television was revolutionizing the 

revenue structure of the industry by pouring millions 

of dollars into club treasuries. At the same time, 

however, average attendance per club failed to increase 

and declined markedly for some teams.^ Competition 

from other sports and entertainment substitutes reduced 

ticket sales. Baseball also found that it was competing 

with itself as fans opted to stay home to watch free 

televised games instead of buying tickets to see live 

games. Teams in Washington, Philadelphia, Seattle, 

Chicago, San Diego, and San Francisco went broke and 

were bought by new owners. 

During the 1970s baseball owners have experienced a 

pronounced upswing in their economic fortunes. There 

seems to have been a secular increase in demand for 

baseball tickets. Total major league season attendance 
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records have been set in 1974, 1976, 1977 and 1978; 1975 

would also have been a record season had it not been for 
Q 

bad September weather. 

Baseball teams take most of their revenue from 

ticket sales. In 1977 the average ticket price to a 
a 

game was $3.99. The average team's season attendance was 

1.5 million people,^ so ticket revenues amounted to 

abour $5.9 million. Television revenues provide the next 

largest revenue source for baseball teams. The growth 

of this area of the sports industry in the last twenty-five 

years has been spectacular. In 1957 the major league teams 

netted $1.75 million from the sale of national television 

broadcasting rights.^ By 1971 this figure had grown 

to $9.6 million,^ and in 1978 the networks paid $23.2 

13 
million a year to televise baseball. Toronto and 

Seattle, new teams in baseball, did not receive any 

national television revenues until 1979, so the other 

twenty-four clubs each earned $970,000 from the networks 

in 1978. The sale of local broadcasting rights to local 

channels and to cable television stations nets the teams 

about $31 million,^ for an average of $1.2 million 

per club; so each team, on average, receives about $2.2 

million a year from radio and television. 

Baseball teams receive revenues from the sale of 

parking, concessions and advertising at games. The 
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literature and data indicate that each fan probably 

contributes about fifty cents in these revenues at each 

game.^ So in 1977 the average team probably received 

about $750,000 from these revenue sources. This figure, 

added to the average revenue from ticket and broadcasting 

sales, amounts to average team revenue of $8.85 million. 

The limited data and the body of opinion indicate that 

most ball teams have been moderately profitable, and a 

few teams receive excellent returns on their investments.' 

Team owners constantly complain that their high costs 

(especially players' salaries) make baseball a losing 

venture, but this is seldom true. At a 1976 Congressional 

hearing baseball Commissioner Bowie Kuhn testified that 

baseball "is at best a break-even business.He said 

that the owners invest in baseball "because they love the 

game and are willing to lose the money to stay in."^ 

Many owners also see their sports business as a form of 

community patronage or as a philanthropic commitment. 

The fact is, however, that for the past several years the 

owners have opened each union bargaining session with a 

statement that reads, "The clubs have not, do not, and 

will not make any claim of financial difficulty." This 

announcement is read to circumvent the players ' demands 

to examine the owners' books. It does indeed seem 

contradictory for the owners to claim that they are all 
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operating at or beneath the break-even point, when in 

1976 and 1977 they committed $49 million to thirty-nine 

19 free agent players. 

There is ample evidence that throughout the history 

of baseball most teams have been profitable even though 

their playing success may have not been spectacular, nor 

their market size ideal. The main concern here is with 

the experience of the last few years--which have been 

especially profitable. Only a few years ago the benchmark 

of attendance success for a team was one million fans 

for a season; the 1978 average seasonal attendance for 

a team was around 1.6 million fans. Soaring attendance 

and rising ticket prices (1977 average ticket price is 

$3.99, compared to a 1971 average of $3.04 per ticket^) 

have meant record profits in the last few seasons. 

An extensive study of the sports business done by 

Sports Illustrated reports that in 1977, fifteen clubs 

22 
earned record profits. Of the twenty-six major league 

clubs, twenty-one reported to Sports Illustrated that 

23 
they had made a profit in 1977. 

Teams usually employ accounting techniques that show 

minimal receipts on the books, while cost figures are 

exaggerated; so it is very possible that some of the five 

teams that reported losses for 1977 did actually make a 

profit. Sports Illustrated reports that in 1977 the 

St. Louis Cardinals showed a profit of $340,000 ,^the 
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O K 
Baltimore Orioles $580,788, and the Minnesota Twins 

26 
earned $800,000. These teams are all located in rela¬ 

tively small cities, and then each attracted only an 

27 average number of fans. Their salary payments were less 

than the average of $8.85 million derived earlier. Their 

broadcasting revenues are below the average so their 

yearly revenues are probably around $8 million. Their ratio 

of profits to gross revenues then were approximately 4.25% 

in St. Louis, 7.26% for Baltimore, and 10% for Minnesota.* 

*A better measure of profitability is the ratio of 

profit to investment. It is very difficult, however, to 

make estimates of this ratio for baseball clubs because 

of the lack of investment data. It is also difficult to 

judge what an investment in a sports franchise really is. 

Usually investments are defined as expenditures on plant 

and equipment, but in sports a team’s purchases of plant 

and equipment are usually negligible. Sports owners do 

invest heavily in the acquisition of certain monopoly 

rights, however. Even if data were available, it would 

be difficult to determine the return to an owner's invest¬ 

ment in such rights. The ratio of profits to gross revenues 

substitutes for this preferred measure. The difference 

between the firm's gross revenues and profits is the firm's 

costs, so this ratio gauges the size of the firm's profits in 

relation to the amount of money spent in operating the 

firm. Andreano (p. 156) discusses the appropriateness 

of this measure of profitability and refers to George 

Stigler's use of this ratio in analyzing the profita¬ 

bility of American industries. 



Three of baseball's most successful teams, the Boston 

Red Sox, the New York Yankees, and the Los Angeles Dodgers 

have recently benefitted from large population bases and 

have had winning teams. In the past two seasons the 

Red Sox and the Yankees have probably averaged $3.5 

million a year in profits on gross revenues of $13.5 

million--a ratio of 25.9%. The Los Angeles Dodgers are 

baseball's most successful business, with profits of 

about $6 million on a gross of $16 million, for a 

profit-to-gross ratio fo 37.5%. The twenty-six major 

league teams grossed a total of $230 million in 1977. for 

28 
an average of $8.85 million per team. It is difficult to 

estimate the average cost of operating a baseball team 

for one season, but a fair guess is $7.5 million to 

$8.00 million. This leaves an average profit of $0.85 

million to $1.35 million annually, for an average 

ratio of profit-to-gross revenue of 9.38%, to 15.257». 

These profits have occurred since the demise of the 

reserve rule increased salaries, so it seems that most 

teams will be able to operate profitably in a climate of 

high player salaries. It is important to remember that 

baseball is presently experiencing a period of strong 

demand. Should this demand decline in the next few years 

it is possible that profits will also dwindle. It is 

also important, however, to note that financial statements 
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prepared and publicized by the clubs quite frequently 

understate revenues and amplify costs. An owner will 

often treat stadium rents, interest payments, administrative 

expenses and player sales in such a manner as to show 

losses or negligible profits on the bottom line, when 

actually the franchise quite profitable. The sports 

owners'biggest income advantage that does not appear on 

the balance sheet comes from the tax benefits allowed 

29 
to owners of sports teams. These tax advantages 

involve the depreciation of player contracts. The details 

of this tax write-off are too extensive to discuss 

in this paper. Let it suffice to say that the effects of 

player depreciation on owners'tax liability has perhaps 

been the most compelling economic force in the sports 

business in recent years. A team showing losses of 

$300,000 on the balance sheet might actually have a 

$1 million dollar profit when the tax advantage of 

30 
sports ownership is calculated. NBA teams reported 

total league losses of $13.5 million in one recent 

season, but Benjamin Okner estimated that tax advantages 

and other techniques used by sports accountants kept 

more than $20 million in revenues off of the teams ' 

ledgers. The league actually had total profits of 

$7 million that season according to Qkner. 

The demand for baseball tickets and for televised ball 
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games has been examined quite thoroughly by economists, 

and a good deal of econometric analysis has been 

performed. This work has established several different 

variables as factors that affect attendance at baseball 

games (most of these factors also influence the demand 

for baseball telecasts). These factors include such 

things as average income of the area’s population, 

condition of the stadium, and size of the black population. 

This thesis is primarily concerned with only two of 

these factors: 1) the population of the area in which the 

team is located; and 2) the playing success of the team. 

These factors seem to be the major determinants of a 

team's attendance, and much of the theory of sports 

economics is centered around the effects of a team's 

population base and performance record on attendance. 

Both of these variables have a positive relationship with 

attendance. These two variables are especially important 

to this discussion of the reserve rule's role in the 

baseball product market. It is often suggested that in 

the absence of restraints on player mobility, teams 

located in larger cities would use this income advantage 

to buy up the best players. These teams would then 

dominate play, and other teams would suffer at the gate 

because they were not competitive on the playing field. 

Those teams in smaller metropolitan areas could eventually 
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32 go bankrupt, so the effects on the demand for baseball 

of population and competitive performance are two important 

elements in the study of the reserve rule. 

The consensus of economists and baseball experts 

nominates the size of the metropolitan population as the 

key factor determining the demand for baseball in a city. 

Noll estimates that all other things being equal, a city 

with a population of 1.9 million should generate 1 million 

fans in a season. A consistently losing team would require 

a population base of 2.9 million if the club were to attract 

a million customers. Noll surmises that there are only 

six baseball cities that could consistently produce 

attendance of one million fans if the team were a chronic 

loser. These cities--New York, Chicago, Los Angeles, 

Detroit, Philadelphia, and Boston—are home to nine major 

league teams. The other seventeen teams must be of 

approximately average playing ability if they want to 

regularly attract a million fans per season. Noll estimates 

that in a city of 1.5 million, an improvement in a team's 

won-lost record of ten games will boost attendance by 

25,000; but in New York, with a population of about 11 

million, this improvement on the field will put 210,000 

fans in the stands. The acquisition of a team's first 

star player will add 65,000 fans to the attendance of 
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a small city team; but 500,000 fans will pay to see a 

New York team's first star player. ^ 

During the 1960's and 1970's the Los Angeles Dodgers 

and the New York Mets consistently led the major leagues 

in profits, even though their won-lost records fluctuated 

a great deal. Bill Giles, the Executive Yice-President 

of the Philadelphia Phillies, told Sports Illustrated 

that "... no matter how good Baltimore is, the maximum it 

could ever hope to draw is probably about 1.2 to 1.3 

million. 

The assessment of this thesis is that a large population 

can be a distinct advantage in establishing a profitable 

franchise. The received theory is entirely accurate in pro¬ 

posing that, all other things held equal, a team located 

in a large city will have a higher attendance than a small- 

city franchise. It should be pointed out, however, that 

small city teams are capable of operating profitably. In 

applying the theory Noll has made predictions about small 

city teams that have been wrong. According to Noll's 

econometric analysis Kansas City, Milwaukee, and San Diego 

"are probably not viable franchise locations" because they 
O £ 

are too small;0 Baseball teams in all of these cities 

have been operating in the black for the last four to ten 

years. Other smaller cities like San Francisco, Cincinnati. 
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Baltimore, Pittsburgh, St. Louis, and Oakland have also 

supported profitable teams over extended periods of 

time. The other side of the coin is stamped with 

dismal attendance records for teams located in larger 

cities like New York, Los Angeles, Chicago and Philadelphia,. 

The economic theory also postulates a playing performance 

superiority for big-city teams that,in actuality, does not 

always appear. Kansas City is the smallest major league 

37 
city, and the Kansas City Royals have won their divisional 

championship for the last three years. The Royals' 

attendance for these seasons has been 1,680,000 in 1976; 

1,800,000 in 1977;^® and around 2 million in 1978 (according 

to the available data a team currently requires an attendance 

39 
of about 1.2 million to earn a modest profit. ) The 

Cincinnati franchise is another small-city team that has 

been enormously successful for a number of years. A large 

population base is inarguably an advantage for a team, but 

this factor can be over-emphasized. 

The impact of playing success is also very important 

to the level of demand for baseball. A few teams like the 

Los Angeles Dodgers, the Chicago Cubs, and the Boston Red 

Sox consistently have good attendance figures regardless of 

playing success. Most teams, however, experience pronounced 

attendance fluctuations as the fortunes of the ball team rise 



and fall. Noll says that each additional game won from 

one season to the next is worth about 6,300 fans in 

attendancesome observers have placed an even higher 

value on improved performance.^ 

Noll describes an interesting attendance pattern for a. 

pennant-winning team. He offers this example of the 

effects on attendance of a pennant-winning season. Assume 

that a team in an average-sized city (3.5 million according 

to Noll) which had not won a pennant in the last five 

years and finished twenty games behind the division's 

leading team in the first year, captures the pennant 

in the the second year and finishes ten games behind in 

the third year. From the first season to the second, 

attendance will increase by about 125,000; and from the 

second year to the third, attendance should climb by 
/ 0 

180,000. The attendance effect of winning a pennant 

is stronger in the year following the championship 

season than the year in which the championship is actually/ 

taken. 

A team need not even win a divisional championship 

to increase attendance dramatically; it apparently is 

enough that a team improve its record, and/or contend 

for the championship for some part of the season. In 

1978 the San Francisco Giants improved their playing 
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performance considerably and vied for first place for 

most of the season. Their attendance jumped to 1.8 

million after three years in which attendance ranged bet¬ 

ween 500,000 and 700,000.^ Similar episodes occur 

every baseball season for every team that shows a happy 

reversal of its playing fortunes. 

It should be noted that one factor affecting demand 

for baseball games is competition from other sports and 

entertainment substitutes. In a smaller city like Kansas 

ity, San Diego, Cincinnati, or Milwaukee, a professional 

baseball team may be the only show in town;^ so the recent 

successes of teams in these cities have attracted large and 

appreciative audiences. 

These two elements of the product market, population 

and playing performance, are pillars in the theory of 

sports economics and are pivotal issues in the reserve 

rule debate. The economic returns to improved play are 

clearly a strong inducement to owners to acquire superior 

players. These inducements are multiplied in a large city, 

where the demand for star players and winning ball teams is 

particularly strong. 

The received theory accurately emphasizes the popula¬ 

tion variable and the playing performance variable as the 

two major factors affecting demand for baseball tickets. 

It is the object of this thesis, however, to propose two 

new factors that affect the demand formula. These two 

factors seem to reduce the strength of the population and 
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performance variables. Economie theorists have neglected 

to consider the nature of sports ownership. Sports 

owners are almost universally wealthy parties. Their 

substantial capital resources allow them to pursue profits 

via several pathways. In fact, many owners diverge from 

the course of profit maximization, and, instead, seek to 

maximize their non-pecuniary, or psychic, returns to 

ownership. These two variables, the wealth of sports 

owners and their various objective functions, will be 

considered at length in this study and will be presented 

as inhibitors to the population and performance factors. 

We have observed the efficacy with which winning 

attracts revenues, so it is easy to imagine that losing 

is crippling to teams' revenues. If one dominant team makes 

several other clubs perpetual losers, those teams might 

suffer debilitating financial losses. Economist Michael 

E. Canes estimates that when one team improves its seasonal 

standing by one place, all other teams in the league ex¬ 

perience a total decrease in attendance of about 70,000 

fans.^ These social (negative) returns to one team’s 

improved play are external to that team’s concerns. An 

improved team does not suffer the external ill effects 

of its betterment; and it does not compensate the other 

teams for their financial losses. The owners bave always 

expressed the fear that one rich owner might try to domi- 
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nate play for the non-pecuniary rewards of winning champion 

ship after championship. If this owner succeeded, all 

other teams would become unattractive products to ticket 

buyers. Profits for many teams would fall and some 

teams would perhaps go out of business. Canes describes a 

number of rules that limit a team's ability and incentive 

to dominate play; one of the most prominent of these 

restrictions is the reserve rule.^ The owners see the 

demise of the reserve system as the end to the competitive 

distribution of talent, and thus the beginning of eternal 

product market doldrums. Economists have analyzed the 

plausibility of this contention from many standpoints, and 

there are a few view points that have been neglected in 

the literature. The rest of this chapter studies the 

relationship between the reserve clause and big-city 

dominance. 

The major objective of this work is to consider the 

probability of big-city domination in the absence of the 

reserve system. Before turning to this study, however, it 

is necessary to first consider an alternative method of 

maintaining team balance. Baseball team owners can en¬ 

courage league balance by redistributing club revenues 

within a league. Redistribution of revenues can be 

accomplished by changing the way ticket and broadcasting 

revenues are divided among the teams. In baseball, the 

home team keeps 807» of the revenues, and the visiting team 
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receives 20%.^ A more equal split of revenues fosters 

team competitive balance, so if big-city teams should 

start to dominate play the owners could reverse this 

trend by simply changing the gate-sharing percentages to 

a more equal split. Up until now baseball owners have been •• 

exyremely reluctant to alter the leagues’ financial structure, 

even though the National Football League uses a 60-40 

split that has apparently helped prevent dominance. (No 

team has ever won more than two consecutive Super Bowls 

since the inception of the championship game in 1967. The 

most dominant teams in recent football seasons--Green Bay, 

Miami, Baltimore, Dallas, Pittsburgh and Oakland--are 

all small-city teams.) It seems that the owners have tried 

to protect their monopsony rights that go along with the 

reserve system by claiming that the reserve rule is their 

only way of maintaining league balance. 

A redistribution of revenues enhances team competi¬ 

tive balance in two ways. To weaker teams that do not draw 

well at home the money that they earn in the ballparks of 

more successful teams is a very important source of revenue; 

so if the league alters its financial structure to a more 

equal division of gate revenues, the weaker teams receive 

a subsidy. This subsidy will help weaker teams bid success¬ 

fully for expensive players in the labor market. Reformula¬ 

tion of the gate-sharing percentages fosters league balance 

also by discouraging teams from improving the quality of 
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their playing rosters. When a team hires better players 

the club's revenues usually increase. With a more equal 

division of gate receipts, a team's return to improved 

playing performance is reduced because gate revenues are 

shared with the visiting team. An 80-20 division reduces 

the financial return to improved play by 39% according to 

one researcher.^ A 60-40 arrangement diminishes the 

return to improvement by 47%."^ Strong teams will have a 

reduced financial incentive to improve their play, so 

dominance will not be so likely to occur. Salaries will 

also be depressed by a more equal division of gate receipts, 

since the return to a club on quality players is diminished.^? 

The players' marginal revenue is lower, so salaries will be 

suppressed and weak franchises will be better able to pay 

competitive prices for high-quality labor. 

The division of broadcasting revenues has the same 

effects on league balance as a league1s gate-sharing 

arrangement. Balance is enhanced by an equal sharing of 

broadcasting revenues. Baseball's national television 

53 revenues are now shared equally, but during the period 

of dominance on the part of New York teams, national 

television revenues went to the more successful teams.^ 

Local broadcasting revenues represent a significant share 

of baseball teams' incomes, and they are not divided up 

among the clubs. Each franchise keeps 100% of its local 

55 
broadcasting receipts. There is a wide divergence between 
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the highest incomes from local revenues and the smallest 

broadcasting earnings. The Boston Red Sox lead the major 

league clubs with local broadcasting revenues of $2.5 million 

annuall. The Kansas City Royals earn less than any other 

club—$350,000 a year.^ Big-city teams generally have 

the highest local broadcasting revenues, while small-city 

58 
teams earn the least. The National Football League, which 

has experienced far less dominance than the baseball leagues, 

evenly divides nearly all broadcasting revenues among its 

59 members. The baseball leagues clearly have a great deal 

of opportunity for balancing team playing strengths if the 

owners are willing to redistribute league revenues. 

Consideration will now be given to the probability of the 

free labor market creating a playing imbalance. 

The economic theory suggests that players will be 

employed by the team for whom their marginal revenue product 

is the highest,as long as interteam player trades and sales 

can occur at a low transactions cost. This recontracting 

principle is held to be true regardless of the existence of 

a reserve rule. As an example, say that Joe Doaks will gene¬ 

rate $100,000 a year for his team in Oakland and will earn 

$50,000 in salary. Oakland keeps the $50,000 that Doaks 

generates, but does not receive. A Chicago team might feel 

that Doaks, for them, could attract $300,000 a year—$250,000 

above his salary. This $250,000 would go to the club as a 
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monopsony rent. If Oakland, via the reserve rule, owned 

Doaks' services for the length of his career, Chicago 

would have to buy Doaks from Oakland to acquire his 

services. Chicago would pay between $50,000 and $250,000 

for the right to Doaks' services for one year. If Doaks 

were thought to be able to attract these revenues for 

four years, then Chicago would give Oakland up to $1 

million for Doaks' contract discounted by the prevailing 

market interest rate over the four years.* Oakland would 

agree since they, too, would be better off as a result of 

the sale. This "recontracting" of players distributes players 

to the teams for whom they have the greatest revenue product. 

Without a reserve system Oakland would not own per¬ 

petual rights to Doaks' labor, so Doaks himself would 

be able to sell his talents to the team for which he had 

the highest marginal revenue product. If Doaks was the 

last player hired he would receive the full value of his 

marginal revenue product. In the absence of a reserve 

system Doaks would likely sell his labor to the highest 

bidder, which would be the team for whom Doaks has the 

highest marginal revenue product. This would be the same 

team that would pay the most to Oakland to acquire his 

services under a reserve system (probably a big-city team.) 

So, barring prohibitive transaction costs to selling players, 

^Chicago actually be willing to pay for Doaks up to 
   _ £1 ÔOCA AAA _L àncn AAA I. ÔACA AAA _L_ ÔOCA AAA 
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the distribution of talent is the same with or without a 

reserve system. The only difference is that the reserve 

clause transfers part of the player's marginal revenue 

product to the team selling the player. This helps keep 

financially troubled clubs (usually those located in 

small cities) in operation and increases the profits of 

successful franchises that sell players. This is one of 

the basic principles of sports economic theory, that the 

distribution of playing talent is the same for a free labor 

market as it is for a restricted market. The only differ¬ 

ence is in the distribution of the player's marginal 

revenue product.^ The rent accruing from the reserve 

system keeps some marginal franchises in business. 

There is a great deal of evidence to indicate that 

the reserve rule has not by itself produced any equality 

of competition among teams in the major leagues. This at 

first seems to validate the above recontracting principle. 

In fact the larger cities have had the best players, the 

most championship teams, and the highest profits, just 

as the recontracting theory would predict. Between 1921 

and 1964 the New York Yankees dominated baseball. They won 

29 American League pennants in those years, 65.9% of the 

total. In the National League, the Brooklyn-Los Angeles 

Dodgers won 13 pennants in 1947-1978, 4o.6% of the cham- 

pionships for those years. Between 1920 and 1950, the 

New York Yankees earned 40.3% of the total profits in the 
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American League.^ It is possible that the recontracting 

of players from small-city teams to big-city clubs explains 

the dominance of the New York and Los Angeles teams. 

It can also be argued that the playing dominance of the 

Yankees, Dodgers and Giants was a result of a number of 

other factors, including astute managerial leadership, and 

had little relation to the fact that their large popula¬ 

tions allowed them to buy quality players from other teams. 

In fact, it is probable that recontracting played only 

a small part in the success of these teams. In the last 

twenty or thirty years the recontracting phenomenon has 

played a negligible role in pennant races, because there 

have been hardly any sales of quality players in this time. 

Recontracting of players is considered to be an exchange 

between teams of players for cash. These sales occur when 

a player on a small-city team is thought to have a lower 

marginal revenue product on his team than he would have 

if he played on a big-city team. Since under the reserve 

system the team always received part of the player's marginal 

revenue product, a big-city owner would be willing to buy 

the player from his present team. The big-city owner would 

be willing to pay a price not in excess of his club's 

share of the player's expected marginal revenue product. 

The present owner of the player would accept a price not less 

than the share of the player's marginal revenue product that 
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he would expect to receive if he kept the player. 

In the Joe Doaks example given earlier, Doaks had 

a marginal revenue product (above his wage) of $50,000 

for his team in Oakland. The owner of the Chicago fran¬ 

chise felt that in this large city Doaks would have a 

marginal revenue product (exceeding his wage) of $250,000. 

Oakland and Chicago, then, would both be better off if Doaks 

went to Chicago in exchange for cash. Oakland would be 

compensated by an amount somewhere between $50,000 and 

$250,000 for each year that Doaks was expected to play in 

Chicago. This type of transaction--the recontracting sale-- 

occurs because the player has a higher marginal revenue 

product in a city with a larger population. That city's team 

will pay cash for the right to receive part of the player's 

marginal revenue product. 

This sort of transaction will not involve exchange 

of players for other players. Cash will always be involved 

in the recontracting transaction, and cash deals for quality 

players have been very rare over the last several years. 

Player-for-player transactions between teams with different 

population bases would have no effect on the team's receipts 

of players' marginal revenue products if all other things 

were held equal—most notably, the exchanged players' total 

contributions to team playing performance. Oakland would 

trade Doaks to Chicago for Smith only if both players would 

have higher marginal revenue products in their new cities. 

This will not occur. It will be assumed that both Doaks and 
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Smith possess the same types of playing skills, that is, 

they are both left-handed relief pitchers or power hitting 

outfielders, etc. The intention here is to examine the 

effects of population on player transactions. Everything 

except population of the two cities will be equal. 

If Doaks went to Chicago, the larger city, his marginal 

revenue product would increase over his value in Oakland. 

Chicago would get Doaks'marginal revene product, but 

would lose Smith's. Chicago would make the trade only if 

Doaks'marginal revenue product exceeded Smith's. This would 

be the case only if Doaks was a better player than Smith, 

in which case Smith would have a lower marginal revenue 

product in Oakland than Doaks had in Oakland. In this event 

Oakland would not make the trade. Only if players of equal 

ability were traded would both teams be as well off as 

they were before the trade, but neither team would, then, 

be better off. Neither team would benefit, so the trade 

would not occur. Cash must be involved if teams are to 

benefit from the higher revenue product potential that a 

player has in going to a larger city. 

Player-for-player trades occur frequently in baseball, 

but for reasons other than the population effect on players' 

marginal revenue products. Teams usually trade players that 

have different specialized skills. If a pitcher goes from 

a team that has several good pitchers to a team that needs 

pitching, his marginal revenue product will go up, and 
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his naw team will receive part of this value. 

The economic literature relies heavily on the exist¬ 

ence of the recontracting market. Economists have said 

that, via the recontracting market, all players are eventu¬ 

ally employed by the team for which they have the highest 

marginal revenue product. This is the same result that 

would obtain in a free market, unrestricted by the 

reserve rule. The distribution of players, then, is the 

same with or without a reserve system just so long as 

the recontracting market functions dffectively. If, as 

is suggested here, the recontracting market has not 

worked, then a free labor market should bring a redistri¬ 

bution of playing talent within the leagues. Talent would 

be expected to go from small-city teams to clubs in the 

larger urban areas, and a big-city dominant team might 

emerge just as the owners have alleged. A free labor market 

has existed since 1976, and big-city teams in New York and 

Los Angeles have added a number of veterans to their rosters. 

A number of other factors, however, have been at work, and it 

is by no means a forgone conclusion that this redistribu¬ 

tion of players will lead to dominance. In fact, it is 

possible that the free labor market allows weak teams to 

purchase quality veteran players and improve their playing 

performance. This opportunity was not available over the 

last several years, since the recontracting market was not 

working effectively. 
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There are several possible reasons why the 

recontracting market no longer functions effectively. 

There is no literature on this phenomenon, and the ex¬ 

planations offered here must be viewed simply as opinions. 

It seems that the primary factors inhibiting the sales of 

quality players are 1) the negative reaction of fans and 

media to the sale of players, and 2) the scarcity of playing 

talent during the past few years. 

The rise in popularity of professional football, 

basketball, tennis, and golf has drained baseball’s labor 

pool of athletes. The decline of the minor leagues since 

the 1950's has also made it more difficult for teams to 

fill their rosters with high-caliber players. The expansion 

of the baseball leagues has meant that a great many more 

teams need players.* All of these factors have combined over 

the years to make the search for good baseball players 

a very competitive business. If a team is lucky enough to 

find that rare star it will be inclined to hold onto this 

player. 

^League expansion is, in effect, a massive recontract¬ 
ing transaction. When a new franchise buys into an estab¬ 
lished league it buys 1) a monopoly right to sell baseball 
in its geographic area, and 2) the right to buy some players 
off the rosters of the established teams. Since 1961 
the number of league teams has expanded from 16 to 26. Each 
new team has stocked its roster with players from the other 
teams. After having made these sales to the expansion 
teams the established clubs had few excess players to 
sell, so there was little activity on the recontracting market. 
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At one time most teams had extensive minor league 

systems in which young players were trained and developed. 

some teams regularly sold their minor league players at 
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substantial prices to other major league teams. Teams 

also sold their veteran players to other clubs, and then 

replaced the departed players from their large supply of 

minor league talent. Ball clubs no longer have these vast 

reserves of young players. If a club should sell a star 

player for cash, It might be years before the club found 

another star. The local fans and press could be expected 

to react very negatively to the exchange of their heroes 

for cash. Sports teams often receive large subsidies from 

their municipalities through low stadium rental fees.^ 

If government officials responded to the fans' anger, they 

might cease to give sports franchises these lucrative 

subsidies. The risks inherent to selling that rare star 

player outweigh the cash returns of selling the star to 

a team for which the player would have a higher marginal 

revenue product. 

Although recontracting may have played only a 

small part in the distribution of talent, it is clear 

that the reserve rule has often failed to prohibit 

long-term dominance by a few teams. During those decades 

of Yankee domination, legions of fans cheered religiously 

against the Yankees. They could have hardly been persuaded 

that the reserve clause was enhancing league balance. 
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The reserve clause has clearly not effected an equilibrium 

on the field. It has not augmented the playing strength of 

financially weak organizations, although it possibly has 

saved some marginal franchises from bankruptcy, given 

baseball's revenue sharing arrangement. 

Another facet of the reserve system's role in 

the product market involves the profitability of dom¬ 

inance. The fans of a dominant team may experience 

diminishing returns to victories and championships ; 

they may desire more competition and fewer wins.^ 

Such a team will become more profitable by winning 

less frequently. If all owners are profit maximizers, 

then an open, competitive labor market will not neces¬ 

sarily spawn a dynasty for one team. No owner will want 

to acquire players if their skills are going to reduce 

his profits. 

Joseph W. Hunt and Kenneth R. Lewis have constructed 
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a model that analyzes the returns to long term dominance. 

Their results assert that a big-city, dominating team 

maximizes club profits by winning its divisional title 

437o of the time. The revenues, but not the profits, of 

the other five division teams are also maximized at this 

level. They also estimate that an organization located 

in a large city will forsake $1 million a year in profits 

if it wins its division 80% of the time. Hunt and Lewis 

define only two epochs of long-run dominance. In a 
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thirty-year period the New York Yankees achieved a 50% 

level of dominance, and the Brooklyn/Los Angeles Dodgers 

attained a 37% dominance record. These dominance levels 

do not differ much from the profit-maximizing decisions 

with regards to the competitive strength of their teams. 

The oft-projected image of the sports owner who seeks 

nothing more nor less than the glory of ahletic compe¬ 

tition is illusory. They also suggest that dominance 

levels have not been higher because the player recontrac¬ 

ting market does not operate effectively. The profit- 

maximizing owner is reluctant to sell a star player, for 

he is likely to draw the wrath of fans, press, municipal 

officials, and the baseball hierarchy itself (witness 

Commissioner Bowie Kuhn's blockage of the sale of three 

Oakland A's stars to wealthier clubs). 

The profit-maximizing owner is discouraged also from 

aspiring to dominance by the high risk involved. All 

sports have a high degree of built-in uncertainty that is 

perhaps the most fundamental appeal of sports. Even 

with an efficient recontracting market or a free labor 

market, a wealthy team will have an extremely difficult 

time achieving a dominance over its rivals. Injuries and 

below average performances by key players might ruin an 

owner's lofty, and extremely expensive plans to dominate 

play. The caprices of luck or an unexpected improve¬ 

ment of rival teams or poor management decisions may 
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deny an owner his dynasty. Teams also have difficulty 

in acquiring the specialized labor that they need to 

establish dominance.Even when the market for players 

is operating robustly, there might be a short supply of 

catchers, left-handed relief pitchers, power hitters, 

or experienced starting pitchers. Thwarted by the short 

supply of a particular specialist, an owner may bolster 

another aspect of his team that is already sufficiently 

stocked. If this happens the team experiences disecon¬ 

omies of scale that force talented and expensive players 

to the bench. The dominant owner faces these risks and 

uncertainties with a great deal of money at stake. The 

high caliber of player that can forge a dynasty costs 

several hundred thousand dollars a year. These high-risk, 

costly conditions may make an attempt at dominance risky 

for even the wealthiest franchises. Dominance may take 

so long to acheive that its annual average expected return 

may be quite low. Many owners today lack the patience 

and resolve to build a perpetual winner. If profit- 

maximizing owners eschew a dominant position, fearing 

declining profits, then the other league teams will not 

suffer the consequences of dominance. 

The owners' strongest objection to a free labor mar¬ 

ket has been that a dominant team would arise and run 

everybody else out of business; so if all owners are 

profit-maximizers, the owners' scenario seems an unlikely 

one. The economic literature postulates that .owners are 
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profit-maximizers. This assumption is probably accurate 

in many cases, but the objective function of the sports 

owner is a complicated matter that has important impli¬ 

cations for baseball's product market in a free labor 

market. Careful analysis of the baseball industry 

suggests that a more complex assessment of the owners' 

objective function is useful. 

There are a great number of complicated and inter¬ 

related issues involving sports owners, but the common 

denominator for almost all owners is their wealth. 

Nearly all of the owners in baseball are very wealthy 

men and women; in fact, some teams are owned by large 

corporations. The Houston Astros were recently owned 

in partnership by the credit subsidiaries of Ford Motor 

and General Electric, and the New York Yankees were once 

owned by the Columbia Broadcasting System. Most other 

teams are owned by individuals who have been extremely 

successful in other businesses. The Montreal Expos are 

owned by the family that owns the Seagram Whiskey company; 

the St. Louis Cardinals are owned by August Busch, owner 

of the Busch Breweries; San Diego Padres owner Ray Kroc 

is the founder and principal stockholder of the McDonald's 

hamburger chain; the Chcago Cubs are owned by the Wrigley 

family, of chewing gum fame; the California Angels 

are owned by cowboy star Gene Autry, who parlayed 
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his show business earnings into a multi-million dollar 

empire in real estate and television stations. The 

Detroit Tigers and the Atlanta Braves are also controlled 

by television magnates. The list of wealthy sports woners 

reads on and on like a Who's Who in American business; 

let it suffice to say that few sports owners need a 

penny's income from their sports holdings to lead a 

very comfortable life. 

It is reasonable to speculate that some owners 

might be willing to substitute championship trophies for 

sports profits in the short run. With few exceptions 

all of the major league sports owners could bankroll 

an effort to buy players and dominate play. Economists 

recognize that many sports owners get a great deal of 

psychic income from their ball teams (an accounting firm 

recently valued this psychic income at $2 million annu¬ 

ally ^ . This psychic income might induce an owner to 

forgo some pecuniary returns for the sake of the more 

personal rewards to sports ownership. These personal 

benefits increase when an owner's community celebrates a 

winning season or a championship performance. Gabe 

Paul, ex-president of the New York Yankees has said that 

the fifteen individuals who share ownership in the 

Yankees "are people of means" who "did not expect to 
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make money"when the entered baseball. George Stein- 

brenner, principal Yankee owner, has had told the press 

that he intends to devote all Yankee profits to the 
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improvement of the club for the purpose of perpetuating 

73 the Yankees’ winning ways. In the Yankee's case, 

dominance may well be a profitable tactic, up to a point, 

since New York’s large population makes winning an ex¬ 

tremely profitable exercise. 

In the situation where the dominant team plays in a 

smaller city, then the owner will forgo potential profits 

for the sake of victories. A rich owner might well con¬ 

sider world championships to be a good substitute for 

money. Either way, the dominant owner should not be re¬ 

garded as a mythical beast. He has perhaps been caged 

by the ineffectiveness of the recontracting market and 

by the restrictions of the reserve rule, but he does, 

nonetheless, exist. The downfall of the reserve clause 

may loose the shackles on would-be dominant owners. 

Economists have tried to study the ticket pricing 

begavior of teams in an effort to determine the sports 

owner's objective function. Many owners have claimed 

that they just want enough revenue to cover their costs 

plus a small, nominal profit. They say that they use 

cost-plus pricing, rather than profit-maximizing pricing 

because they want their teams to be a public service 

enterprise rather than a business venture. Economists 

have studied the pricing of baseball tickets and have 

generally concluded that teams use a profit-maximizing 

approach to pricing.^ This complicated issue has been 

greatly slighted here. It must suffice to observe that 
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teams probably are profit-maximizing when they price 

tickets; however, some teams might still sacrifice profits 

in an attempt to dominate play* 

This describes the profit-maximizing owner, who 

shuns the risks of excessive dominance (which reduces 

revenues) and excessive high-priced labor (which in¬ 

creases cost). In opposition to this owner who is favored 

in the literature, there is the dominant owner, who may 

forsake profits if he can increase his psychic income by 

dominating play. This team may be situated in a large 

city, where the returns to winning are so high that 

profits are, for a time, maximized by the owner's con¬ 

struction of an expensive powerhouse. But the dominant 

owner might also operate in a small city, where dominance 

will cost him potential profits. This could easily occur, 

considering the wealth of most owners. 

This dominant owner is briefly mentioned throughout 

the literature, but he is regarded as a rarity, and none 

of the mainstream sports economic theory is built around 

*The issue of profit-maximizing pricing policy is 
further complicated when it is necessary to distinguish 
short-run policy from long range policy. This is 
relevant when the pricing of some clubs, like the L. A. 
Dodgers, is considered. Dodgers' President Walter O' Malley 
priced his tickets at a bargain price for nearly twenty 
years. In doing this he kept Dodger tickets within the 
reach of children and families. A generation of young 
Dodger fans has grown up and they are now taking their 
children to games. This policy has contributed to record- 
breaking attendance in recent years. 
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the objective function of this owner. A third type of 

sports owner is a hybrid of these two. He is averse to 

the risks of attempting to build a dynasty, and he is sen¬ 

sitive to the substantial profits that may be lost if 

his club becomes tediously triumphant. At the same time, 

it must be remembered that sports is a competitive 

endeavor, and sports owners are usually competitive indi¬ 

viduals . Under the right circumstances, an owner may 

be willing to hire a player whose marginal cost (for this 

owner) exceeds his marginal revenue product. An owner 

may depart from the profit-maximizing position for a 

short time if he feels that one expensive player might 

elevate his last-place team out of the league cellar. 

Some teams are in the position of being perpetual brides¬ 

maids , always coming close to a championship performance 

but never quite reaching the top spot. This type of 

club may hire an over-priced player so the owner can just 

once enjoy the satisfaction and community acclaim that 

comes with a first-place finish. The recontracting market 

has not worked for many years, and the reserve rule has 

further restricted this type of owner from acquiring new, 

useful players. With the reserve rule in mothballs, 

an owner who would like to win more--regardless of the 

profitability of more victories--can enter a free market 

and bid for proven talent. 

Since most sports owners are very wealthy indi¬ 

viduals , this type of owner can probably come up with 



71 

the resoures to finance an attimpt to improve his team's 

performance. This type of owner poses a threat to the 

dominant owner, for he is willing and able to win an occa¬ 

sional bidding war with a rich, big-city dominating team. 

When the small city owner sacrifices some profits 

in attempting to improve play, he probably does this 

only in the short-run. The big-city owner, on the other 

hand, who maximizes his profits, will try to win 43% of 

league championships over the long-run. If big-city 

teams do this, then the efforts of those small-city 

owners trying to improve play will simply rearrange the 

identity of the clubs that win the other 57% of league 

titles. The free labor market will have no effect on 

the distribution of championships between big-city and 

small-city teams if big-city teams pursue the profit- 

maximizing level of 43% of championships. The remaining 

57% of championships will simply be divided up in a new man¬ 

ner now that those small-city owners wishing to stray briefly 

from profit-maximization have a market in which to buy 

players. If, however, there are several small-city owners 

buying expensive players in the free market, the big-city 

teams may be hampered in their attempts to maximize profits. 

In this case, the big-city teams will not be able to take 

437» of the league titles. Small-city teams will win more 

than 57% of the titles, and league balance will be enhanced. 
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benefits of sports ownership. These tax advantages, which 

evolved in the 1960s, involve the depreciation of 

players as a property asset. These owners depreciate 

their players' values as quickly as possible, getting a 

positive cash flow. Then having exhausted their tax 

advantage, they sell the team. These owners are also 

drawn to sports investments because the tax breaks in 

sports have caused teams to appreciate rapidly in value. 

Benjamin Okner reports on five basketball teams that 

were purchased and then sold between 1965 and 1971. 

The total increase in price for these teams was $7.9 

million, yet none of these clubs showed an accounting 

profit during the interval between sales. One of these 

unprofitable teams sold for $3.8 million more than its 

original sale price.^ 

These owners are not interested in building a 

dynasty, because they do not have the time to wait for 

this long-term process. They do not care much about 

showing an excess of revenues over costs, because the 

benefits of this quick tax advantage dwarf the potential 

earnings of the club. These owners support a reserve 

system because it reduces their player costs and because 

they do not care to enter a free labor market to try to 

build a winner. They are no threat to disrupt the pro¬ 

duct markets of the other teams. It should be noted that 
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recent court decisions involving the Atlanta Falcons 

football team have reduced the extent to which players' 

values can be depreciated. This should reduce the number 

of tax-motivated sports owners. 

This chapter, then, draws a new theoretical profile 

of the sports owner. The strict assumption of profit 

maximizing behavior is relaxed here. The economic litera¬ 

ture emphasizes the irresistable effects that population 

and winning have on the demand for tickets. Economists 

have woven these two threads together with the profit- 

maximizing assumption about owners. The result of this 

mixture is an economic theory that predicts dominance by 

teams from the larger cities in baseball--New York, Los 

Angeles, Chicago, Philadelphia, Detroit. Profit maximizing 

owners in these cities will seek a dynastic position in 

league play in order to cash in on the revenue potential 

of a winning team in a big town. This chapter offers 

several considerations that temper the principles of the 

received teory. 

Cause for modification of the theory of labor- 

product market interaction stems from the great wealth 

of the typical sports owner. The assumption of the profit 

maximizing objective function should be modified in light 

of the wealth of owners who sometimes regard their teams 

as an expensive hobby. Some owners will attempt to forge 
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a dynasty for the ego-gratification that comes with 

dominance. These owners may come from a smaller city, and 

will therefore sacrifice potential profits if their team’s 

success becomes monotonous to the fans. Other owners 

might surrender profitability, not for dominance, but 

simply for the sake of elevating their team in the 

standings. They seek the ephemeral pleasure of fielding 

a contender or a pennant winner. 

The small-town dominant owner and the owner seeking 

brief, but not cheap, thrills both mitigate against the 

chances that the big-city profit maximizer will field a 

dominant team. A few such owners can effectively pit their 

wealth against the revenue that big-city champions attract/ 

Most owners can bid dollar-for-dollar with more profitable 

teams in the competitive labor market because they can 

finance team improvements out of their own wealth. 

Baseball history includes several cases where a big-city 

team failed on the field and at the gate because its 

ownership lacked the capital to run a ball team. The Phila¬ 

delphia Phillies, the Washington Senators, and twice the 

Chicago White Sox have been owned by families whose sole 

78 
source of income was their baseball team. In each 

case these big-city clubs fielded inferior teams, and in 

all but one instance the family was forced to sell 

their franchise. 
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The moral of this chapter is a tempering- of sports 

theory’s foundation principle. Big-city profit maximizing 

teams will be hampered in dominating play because of 

competition from wealthy owners who are willing to 

sacrifice profit for glory. Dominance is also a difficult*' 

position to attain because of the risks involved. These 

risks stem from the nature of sport. Injuries, bad 

years by players, luck, unexpected performances from 

rivals, management decisions all affect the outcome of 

a game and the season. The conclusions reached in 

sporting events are never so simple as the conclusions 

that are drawn by academic researchers. Shortages of 

specialized personnel also present problems for the dom¬ 

inating owner. 

All of these obstacles make it less likely that 

baseball's new open player market will lead to any 

catastrophies in the product market. Dominance will 

be difficult, but not impossible, to attain. It is 

valid to assume that the returns to fielding a winning 

team in a large city increase the chances that big-city 

teams might prosper in a free labor market. This 

chapter simply recommends that it seems doubtful that 

baseball's competitive balance will be destroyed by 

the free labor market. Baseball's most important product, 

team competition will maintain attractiveness in this 
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in this era of strong consumer demand for baseball games. 

The main effect of the change to a freer labor market 

will be a redistribution of some rents from owners to 

players. 



Chapter 3 : Conclusion 

In 1976 the players' union and the major league 

owners negotiated a collective bargaining agreement that 

eliminated the reserve system.^" The labor market now 

is fairly free; the minor institutional restrictions do 

not keep players from receiving competitive wage bids 

from different clubs. Some consequences of the free 

labor market have been profound. In other ways, the 

industry seems to be proceeding with a placid sameness. 

This chapter uses baseball's experience of the last two 

years to help draw conclusions about the analysis offered 

in Chapters One and Two. It must be remembered that 

baseball has had a free labor market for little more than 

two years so these conclusions can only honestly claim 

credence for this short time period. In time this analysis 

might become antiquated. 

The market for veteran baseball players has been 

conducted in two arenas since 1976. The more spectacu¬ 

lar aspect of the free market occurs in November and 

December when players enter the competitive market and 

receive contract offers from various clubs. To enter this 

market players must first meet certain eligibility re¬ 

quirements agreed upon by the owners and the players 

union, most of which involve the length of a player's 
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career. Players that meet these requirements must have 

completed their contractual obligations to their former 

club.^ 

Once the eligible player's contract has expired, he 

is a free agent and enters a draft pool of all other free *• 

agents. Players are then drafted by interested teams. The 

player can negotiate only with his former team and with 

those teams by which he has been drafted. Once a player 

has been drafted by twelve teams he cannot be selected 

by anyone else. Each team can draft as many eligible 
3 

entrants as it likes. Once the drafting procedure has been 

completed, teams begin offering contract bids to the players 

they have drafted. Most players sign a contract by the 

first of the year. This market for free agent players 

handled 25 players in 1976, 89 in 1977 (45 of whom were 

not drafted by anyone^-), and 43 in 1978.^ The free agent 

market has received a great deal of attention from fans 

and media and has often been as spectacular and unpre¬ 

dictable as the events that unfold on the playing field. 

The other aspect of major league baseball's labor 

market features negotiations between the player and his 

current ball club. The negotiation arena is peopled 

only by the player and the club's representative. The 

player does not hear offers from other teams. Until 1976 

this was baseball's only atmosphere for salary talks. 
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During the reserve clause's reign the club had a decided 

advantage in these wage dealings because if the player 

did not like the team's offer, he did not have the oppor¬ 

tunity to receive other bids. Now these one-to-one nego¬ 

tiations are haunted by the invisible presence of other 

teams, which might tender the player a higher salary. 

A player unsatisfied by his team’s offers now has the 

option of entering the free agent market upon expiration 

of his current contract. The prospect of competition is 

a powerful bargaining lever for the player. The owner 

wants to sign the player before he enters the free agent 

market, where the player might sign with another team. 

This possibility of losing a player often induces the 

owner to offer a salary that will be competitive with 

other teamss' bids. 

It seems that generally salaries in this market 

are roughly equivalent to salaries in the free agent 

market for the same caliber of labor. Philadelphia and 
£ 

Los Angeles had baseball's largest total payrolls in 1977 

and neither of these teams made great payments to players 

acquired on the free agent market. On the assumption 

that wages over the long-run in these two markets are 

approximately equal for players of equal ability, this 

chapter will deal primarily with salary figures for free 

agents in analyzing the overall level of wages in baseball's 

new labor market. Salary payments to free agents are 
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made public more frequently than are salaries of other 

players. 

The effects of competition on baseball's labor market 

have been breathtaking. No one seems to know what the 

average baseball salary was before the market changes 

occurred. Sports Illustrated reports that the 1977 average 

salary was $76,000the 1976 average salary was probably 

around $50,000. As recently as 1973 the average yearly 
O 

payment was $33,500. During the 1976 season, before 

free agency, the top individual salary was probably about 

$250,000 for Henry Aaron and Dick Allen. In 1977 two 

players earned $600,000. Eleven free agents received 

salaries in 1977 that topped the 1976 earnings of Aaron 
Q 

and Allen. These eleven had an average salary of $335,285. 

That first crop of twenty-four free agents who entered 

the market following the 1976 season received total 

salary commitments of $25 million. The top sixteen 

free agents received 1977 salary payments that averaged 

$281,834.10 

In 1977, 89 players entered the draft. Many of 

these were marginal players who had spent much of their 

careers in the minor leagues, and as a result, only 44 

players were drafted. Of these, only 12 were high 

caliber players. The smaller supply of good players 

perhaps enhanced each player's market value, for these 
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12 players received total contractual commitments of 

$22.5 million. With so few star players available, 

bidding was intensified for the few players that were 

on the market. Their average annual salary is $318,166.^ 

The 1978 draft included 43 players. Only four or five 

were exceptional prospects ; most of the better players 

in this draft were older, and teams were leery of signing 

high-priced, multi-year contracts with players nearing 

the end of their careers. Pete Rose enjoyed something 

of a monopoly in this year's market. Rose was the only 

real offensive star on the market, and he was the only 

player who could draw fans that would come just to see him 

play. Several clubs needed a player with Rose's capabilities 

and no one could sell them except Rose. The teams entered 

into a bidding war that made Rose the highest-paid player 

in baseball history. He signed with the Philadelphia 

Phillies for four years at $800,000 a year.^ 

It is obvious that players today are receiving much 

more of their marginal revenue product than the 127, to 

157, that Scully estimated for most players in 1968 and 

1969 The average major league salary has probably 

doubled in nominal terms since the end of the reserve 

system; this has been the major change in baseball's labor 

market since 1976. Salaries of star players have risen 

approximately to-the marginal revenue product levels that 
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were discussed in Chapter One. Scully, Noll, and Davenport 

all estimated marginal revenue product of several hundred 

thousand dollars for star players. It must be also 

remembered that the demand for tickets has been rising in 

the last few years, so players' marginal revenue products *• 

have also increased. 

Players who are now receiving $300,000 to $800,000 

a year were getting $50,000 to $200,000 in 1976. The star 

players are certainly receiving a large share of their 

marginal revenue product that was previously going to the 

clubs as a monopsony rent. It does not seem that the 

increased cost of players is driving anyone out of 

baseball. Although salaries have doubled, most teams 

(15 of 26) took record profits in 1977.^ Part of 

baseball's profitability in the last two seasons may 

be attributed to the interest generated by free agents 

moving to new ball teams. The conclusion is that few 

teams ever needed to receive a monopsony rent on their 

players' value in order to stay in business. The labor 

market now is, for the most part, competitive, and many 

players are getting a wage near their marginal revenue 

product. Of course, only the last player hired in any 

homogeneous labor market will receive the full value of 

his marginal revenue product. Those players hired before 

the last laborer have a marginal revenue product that 
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exceeds their wage, but they are willing to play for a 

wage even less than the wage they actually receive. See 

Chapter One's analysis of the monopsony labor market. 

Another labor market effect of the reserve rule's 

demise is the improvement of opportunities for marginal 

and journeymen players. These players were previously 

restricted from moving to a club that would give them 

the chance to play. These players are in fairly large 

supply, so it would not be unusual for a team to be 

so well stocked at one position that a talented jouneyman 

never got to play. With another club a journeyman might 

be able to play more, have a higher marginal revenue pro¬ 

duct, and develop and improve his skills. These players 

can now enter the free agent market where they might 

be hired by teams who need their particular skills. 

The free agent market has helped many of these players 

find an opportunity to play. The 1978 draft of 43 players 

was comprised almost completely of journeymen players. 

Unfortunately, salary figures for journeymen players 

are usually not published in the press, so little is 

known about how the fall of the reserve system has 

affected salaries of journeymen players. 

Baseball's experience of the past two seasons, then, 

seems to verify the analysis of Chapter One. The reserve 

rule did suppress player salaries dramatically, and also 
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restricted players opportunities for developing and 

demonstrating their skills. The reserve rule has 

also been an important element in the industry's product 

market. In Chapter Two the theory of the reserve rule's 

effects on the product market was explained, and several *• 

factors were discussed that would reduce the effects 

that are predicted in the theory. The effects that the 

free labor market has actually had on teams' product 

markets will now be examined. 

The theory says that in an open labor market, big-city 

teams will recognize the enormous profit potential of 

operating a winning team in a large city. Seeking maximum 

profits, they will buy the best players on the open market 

and build a dynasty. Given the present revenue-sharing 

policies, small-city teams will then generally field 

inferior teams that might eventually go out of business. 

Chapter Two submits that the strength of the pop¬ 

ulation effect is reduced by several factors that all 

revolve around the wealth of franchise owners and their 

various objective functions that diverge from the path of 

profit-maximization. A number of factors mitigate against 

the big-city owners' willingness and ability to dominate 

play. Many wealthy owners of small-city franchises are 

probably willing to forgo some profits if they can acquire 

more sporting thrills from having a winning team. Other 

small cities may have a team whose owner might use his 
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wealth to build a dominant team. In a small city 

domination would eventually have a negative effect on 

profits, but a wealthy owner might be willing to sacrifice 

some profits. Other small-city teams may recognize 

the short-term profitability of winning and seek to 

increase profits by buying talent on the open market. It 

is conceivable that team competitive balance might be 

improved by the free labor market, since players are 

now available to rich, small-city owners. 

The actual workings of the free agent market are 

rather complex. There are some conclustions to be reached, 

however, if the experience of the last two years is care¬ 

fully examined. It appears that one big-city team, the 

New York Yankees, is trying to use the free agent markey 

to build a dynasty. The Yankees have been extremely 

proftable in the last two seasons in, which they have 

acquired four free agents at a total commitment of 

$7.8 million. In November of 1978 the Yankees acquired 

two more high-salaried free agents. It is not clear 

whether the Yankees are seeking dominance for the purpose 

of maximizing profits, or whether the Yankee owner is max¬ 

imizing the psychic income from victory. The Yankees' 

1978 profits probably exceeded their 1976 profits, so for 

now the Yankees' attempts at dominance have been profitable; 

but according to Hunt and Lewis the Yankees will soon reach 
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a level of dominance at which profits will start to decline. 

The Yankees had a top team before the fall of the 

reserve clause. They won the American League Champion¬ 

ship in 1976. They have won the pennant and the World 

Series in the last two years with the help of their free *' 

agents. The Yankees have also lost several players as a 

result of the free labor market, and it is not entirely 

clear that the Yankees are a better team now than they were 

in 1976. It seems that the Yankees' playing success in 

the last two years is mostly due to the fact that they 

had a good team before the free farket, and they have 

maintained their 1976 level of proficiency. The Yankees 

have been the most active team in the free agent market, 

have paid the highest salaries, and so it seems that the 

Yankees are, for whatever reason, trying to establish 

a dominance over their playing rivals. This is exactly 

the result that the theory predicts. The theory predicts 

that the big-city team, furthermore, will succeed in 

establishing dominance; it is not clear that the Yankees 

have done this. Since the Yankees first entered the 

free agent market the club has had a more difficult 

time winning its division title each year. Part of the 

Yankees' difficulties within their division arise from the 

fact that two of their divisional rivals, Boston and 

Milwaukee, have also enhanced their rosters with free 
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agents. It is not possible to say that the Yankees have 

used the free market to increase their dominance in their 

own division. 

Two factors hindering the Yankees' efforts to dominate 

play have been the ravages of luck and the diseconomies 

of scale that Rottenberg describes. When the Yankees 

began stocking their roster with expensive free agents, 

many experts predicted that the Yankees would be a devas¬ 

tating team. Instead the Yankees have barely won their 

last two divisional crowns, and their free agents have 

often been of little use. Other free agent acquisitions 

have created excesses of talent at certain positions, so 

expensive players have not been able to play at all. 

The Yankees also lost two good players to other clubs in 

the free agent market. When everything is considered, it 

is not at all clear that the Yankees have benefitted much 

from all of their buying. 

Some big-city teams like the Los Angeles Dodgers, 

the New York Mets, the Chicago White Sox and the Detroit 

Tigers have not spent freely on the open market. The Mets, 

the White Sox and the Tigers have all had mediocre teams 

in big cities and according to the theory they could 

have realized big returns from building winning teams with 

free agents. None of these teams, however, has gone after 

the star players that could make their teams profitable 

winners. The reticence of these big-city teams to employ 
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expensive talent defies the standard sports economic theory. 

These teams are perhaps leery of the risks involved with 

hiring expensive players. It is also possible that the 

ownership of these teams have not yet adjusted to the 

new conditions in baseball's labor market. 

The theory is also contradicted by several other 

circumstances of the free agent market. Other big-city 

franchises have attempted to win pennants through buying 

on the free agent market, but they have as yet failed to 

attain their goals. Boston and California (located in the 

Los Angeles area) have both invested heavily in free 

agents, yet neither team has captured a divisional title 

in the past two seasons. Boston's efforts have been 

profitable, but California has reportedly lost money 

in the past two seasons.^ They have purchased four free 

agents, and all of the misfortunes that Rottenberg mentions 

have worked against the Angels. The inherent uncertainty 

of sports often seems to be the strongest safeguard against 

playing dominance. 

Other elements of the free agent market also negate 

the prophecies of the literature. Many small-city 

teams have vigorously participated in the high-priced 

player auctions of the last two years. Franchises 

located in Atlanta, San Diego, Dallas-Fort Worth, Mil¬ 

waukee, Cleveland and Montreal have signed 14 of the 28 
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best players in the free agent drafts of 1976 and 1977. 

Free agents have helped to improve the playing performances 

of San Diego, Texas, Milwaukee, and Montreal. Before 

1976, owners seeking the profits and/or thrills of winning 

could not buy players that would improve their teams, 

since the recontracting market has not worked effectively. 

Now such players are on the open market and rich owners 

can buy them, effecting an improvement in baseball's 

competitive balance. 

American League teams have purchased most of the free 

agents, so teams in that league have cancelled out one 

another's attempts to dominate play. Texas.Chicago and 

California have all been active in the free agent market, 

but since they all play in the same division they cannot 

all reach happy conclusions in their attempts to mono- 

lize divisional titles. In the other division, the 

Yankees and Boston have nearly played to a standstill. 

The close competition between New York and Boston has 

added to the profits of these two wealthy teams. 

The only teams that seem incapable of competing 

for star players in the free market are those teams whose 

owners do not have great wealth outside of baseball. 

Minnesota's owner does not have the personal fortune to 

risk expensive purchases. The Chicago White Sox have 

the population to make free agent purchases profitable, 

but their owner is under-capitalized and cannot afford 

big cash outlays for star players. Owners in Baltimore 
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and Oakland also do not have fortunes comparable to their 

brethren, and their financing problems are complicated 

by small populations. These four relatively underfinanced 

teams have also been the teams that have lost the most 

players in the free agent market. 

The case-by-case study of so many diverse objectives 

and consequences in the owners' approach to the free market 

demonstrates that rich owners will pursue any number of 

courses. The individual owner's wealth and particular 

objective function determine his course, and the success 

of his actions depends, quite literally, on how the 

ball bounces. No simple pattern of big-city dominance 

for the sake of profit-maximization emerges from baseball's 

free agent experience. 

Attempts at dominance by teams like the New York 

Yankees, the Boston Red Sox, the Texas Rangers, and the 

California Angels have been thwarted by the vagaries of 

baseball luck, by intrinsic obstacles to dominance, and 

by the efforts of other teams to improve their teams 

with free agents. This reading of baseball's free agent 

adventure supports Chapter Two's qualifications to the 

economic theory of the labor market-product market inter¬ 

action. The economic literature makes a telling point 

in stressing the possibility that big-city clubs might 

dominate play. The point of this thesis is that big-city 

dominance will be hindered by a number of factors. 
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These factors have been outlined in Chapter Two, and 

analyzed in this chapter in terms of the actual free 

market experience. It is the conclusion of this thesis 

that it is by no means a certainty that the free market 

will lead to long-term dominance by one team. The only 

clubs which might have real difficulty competing on the 

field are those teams controlled by underfinanced owners. 

It is even possible that the free labor market might 

improve baseball's competitive balance, since teams now 

have a marketplace that offers quality players. This 

chapter's conclusions about the labor market effects of 

the passing of the reserve system support tha theory 

contained in the economic literature. Player salaries 

have increased, as the players now receive a large portion 

of their own marginal revenue product that had previ¬ 

ously been captured by the owners as monopsonistic rent. 

Another major labor market alteration occurs in the 

improved opportunities that journeymen players have in 

pursuing their careers. 



Footnotes 

Introduction 

1. New York Times, 10 March 1976, p. 29., col. 5. 

2. Ralph Andreano, No Joy in Mudville, (Cambridge, 
Mass.: Shenkman Publishing Co.,"T964), pp. 102-03. 

3. Lance E. Davis, "Self-Regulation in Baseball, 1909- 
1971", in Government and the Sports Business, ed. Roger G. 
Noll, (Washington, D.C.: The Brookings Institution, 1974), 
p. 355n. 

4. Ray Kennedy and Nancy Williamson, "Money in Sports", 
Sports Illustrated, 17 July 1978, p. 58. 

Chapter 1 

1. Simon Rottenberg, "The Baseball Players' Labor 
Market", The Journal of Political Economy, 64 (1956), p. 244. 

2. Roger G. Noll, "The U.S. Team Sports Industry: An 
Introduction", in Government and the Sports Business, ed., 
Roger Noll, (Washington, D.C.: The Brookings Institution, 
1974), pp. 3-5. 

3. Gerald W. Scully, "Pay and Performance in Major 
League Baseball", American Economic Review, 64 (1974), p. 916 

4. Michael E. Canes, "The Social Benefits of Restric¬ 
tions on Team Quality", Government and the Sports Business, 
ed., Roger G. Noll, (Washington, D.C.: The Brookings Insti- 
tution, 1974), p. 81. 

5. Andreano, p. 102-03. 

6. Andreano, p. 54. 

7. Andreano, p. 102-03. 

8. Andreano, p. 103. 

9. Andreano, p. 103. 

10. Davis, pp. 349-350. 

11. Rottenberg, p. 243. 

12. Davis, p. 359. 

13. Steven R. Rivkin, "Sports Leagues and the Federal 



93 

Antitrust Laws", Government and the Sports Business, ed., Roger 
G. Noll, (Washington, D.C.: the Brookings Institution, 1974), 
pp. 387-88. 

14. Official Baseball Guide--1976, (St. Louis: The 
Sporting News Publishing Co., 1976), p. 285. 

15. G.N. Ross, "The Determination of Bonuses in 
Professional Sports", The American Economist, 19 (1975), 
pp. 43, 46. 

16. New York Times, 24 Dec. 1975, p. 1, col. 5. 

17. Noll, pp. 4-5. 

18. Davis, pp. 465-66. 

19. Noll, p. 4. 

20. Walter Nicholson, Microeconomic Theory, (Hins¬ 
dale, 111.: The Dryden Press, Inc., 1972), p. 355. 

21. David S. Davenport, "Collusive Competition in 
Major League Baseball", American Economist, 13 (1969), 
pp. 13-16. 

22. Rottenberg, pp. 252-54. 

23. James G. Scoville, "Labor Relations in Sports", 
Government and the Sports Business, ed., Roger G. Noll, 
(Washington, D.C.: The Brookings Institution, 1974), 
pp. 186-92. 

24. Scoville, pp. 186-92. 

25. Scoville, pp. 186-92. 

26. Scoville, pp. 186-92. 

2 7. Scoville, pp. 186-92. 

• 

0
0
 

C
M
 Scoville, pp. 186-92. 

29. Scoville, pp. 186-92. 

30. Scoville, pp. 186-92. 

31. Scoville, pp. 186-92. 

32. Scoville, pp. 186-92. 

33. Scoville, pp. 186-92. 

34. Scoville, pp. 186-92. 



94 

35. Scully, p. 916. 

36. Roger G. Noll, "Attendance and Pricing", 
Government and the Sports Business, ed., Roger G. Noll, 
(Washington, D.C.: The Brookings Institution, 1974), 
pp. 124-24. 

37. Davenport, pp. 17-18. 

38. Official Baseball Guide--1973, 1974. 

39. Scully, p. 932. 

40. The World Almanac--1964, 1965, (New York 
Newspaper Enterprises, Inc., 1964, 1965) • 

41. Official Baseball Guide--1973, 1974. 

42. Davenport, pp. 17-18. 

43. Scully, pp. 915-930. 

44. Noll, "Attendance and Pricing" , p. 123. 

45. Scully, p. 922. 

46. Davenport, pp. 17-18. 

47. Scully, p. 922. 

48. Scully, pp. 926-929. 

49. Scully, pp. 928-929. 

50. Rottenberg, pp. 253-54. 

51. Scully, p. 930. 

52. Houston Post, 10 June - 12 June 1977. 

53. Houston Post, 10 June - 12 June 1978. 

54. New York Times, 11 June 1976, IV, p. 15, 

55. Rottenberg, pp. 253-254. 

Chapter 2 

1. Official Baseball Guide—1976, p. 70. 

2. James Quirk and Mohamed El Hodiri, "The Economic 
Theory of a Professional Sport League", Government and the 
Sports Business, ed., Roger G. Noll, (Washington, D.C.: 
The Brookings Institution, 1974), pp. 42-43. 



95 

3. Quirk and El Hodiri, p. 55. 

4. Davenport, pp. 10-11. 

5. Quirk and El Hodiri, p. 55. 

6. Andreano, pp. 79-100. 

7. Andreano, pp. 79-100. 

8. Official Baseball Guide—1974, 1975, 1976, 1977. 

9. Kennedy and Williamson, p. 64. 

10. World Almanac--1978, p. 905. 

11. Ira Horowitz, "Sports and Broadcasting", 
Government and the Sports Business, ed., Roger G. Noll, 
(Washington, D.C.: The Brookings Institution, 1974), p. 287. 

12. Horowitz, p. 287. 

13. Kennedy and Williamson, p. 75. 

14. Estimated from figures by Kennedy and Williamson, 
p. 76. 

15. Joseph W. Hunt, Jr., and Kenneth A. Lewis, 
"Dominance, Recontracting and the Reserve Clause: Major 
League Baseball", American Economic Review, 66 (1976), 
p. 937n. 

16. Kennedy and Williamson, p. 58. 

17. Kennedy and Williamson, p. 58. 

18. Kennedy and Williamson, p. 58. 

19. Kennedy and Williamson, p. 58. 

20. Statement by Commissioner Bowie Kuhn on 
national television. 

21. Noll, "Attendance and Pricing", p. 125. 

22. Kennedy and Williamson, p. 60. 

23. Kennedy and Williamson, p. 58. 

24. Kennedy and Williamson, p. 58. 

25. Kennedy and Williamson, p. 60. 

26i Kennedy and Williamson, p. 68. 



27. World Almanac—1978, p. 905. 

Kennedy and Williamson, p. 58. 28. 

29. Noll, "Attendance and Pricing", pp. 10-29. 

30. Benjamin Okner, "Taxation and Sports Enterpris 
Government and the Sports Business, ed. Roger G. Noll, 
(Washington, D.C: , The Brookings Institution, 1974), 
pp. 159-83. 

31. Kennedy and Williamson, p. 60. 

32. Quirk and El Hodiri, pp. 33-40. 

33. Noll, "Attendance and Pricing", pp. 126-128. 

34. Noll, "Attendance and Pricing", pp. 126-128. 

35. Kennedy and Williamson, p. 82. 

36. Noll, "Attendance and Pricing", pp. 126-128. 

37. World Almanac--1978, p. 905. 

38. World Almanac--1978, p. 905. 

39. Noll, "Attendance and Pricing", p. 123. 

40. Noll, "Attendance and Pricing", pp. 122-123. 

41. Scully, pp. 915-930. 

42. Noll, "Attendance and Pricing", pp. 122-123. 

43. Conversation with Houston Astros' public 
relations office. 

44. World Almanac—1976, 1978. 

45. Noll, "Attendance and Pricing", pp. 127-128. 

46. Canes, pp. 97-99. 

47. Canes, pp. 99-104. 

48. Canes, p. 100. 

49. Noll, "Attendance and Pricing", p. 24. 

50. Canes, p. 100. 

51. Canes, p. 100. 



97 

52. Roger G. Noll, "Alternatives in Sports Policy", 
Government and the Sports Business, ed., Roger G. Noll, 
"Washington, D.C.: The Brookings Institution, 1974), 
p. 416. , 

53. Horowitz, pp. 302-03. 

54. Horowitz, pp. 299-304. 

55. Kennedy and Williamson, p. 76. 

56. Kennedy and Williamson, p. 76. 

57. Kennedy and Williamson, p. 76. 

58. Kennedy and Williamson, p. 76. 

59. Horowitz, p. 278. 

60. Rottenberg, pp. 255-256. 

61. Rottenberg, pp. 253-256. 

62. Official Baseball Guide—1976, p. 186. 

63. Official Baseball Guide—1978, p. 70. 

64. Quirk and El Hodiri, p. 55. 

65. Davis, pp. 362-263. 

66. Okner, pp. 325-348. 

67. Hunt and Lewis, pp. 936-943. 

68. Hunt and Lewis, pp. 936-943. 

69. Hunt and Lewis, p. 940. 

70. Hunt and Lewis, p. 940. 

71. Kennedy and Williamson, p. 88. 

72. New York Times, 3 Dec. 1976, II, p. 5, 1. 

73. New York Times, 4 Oct. 1976, p. 40, 4. 

74. Noll, "Attendance and Pricing", pp. 124-126. 

75. Kennedy and Williamson, p. 68. 

76. Okner, pp. 159-186. 

77. Okner, p. 164. 



78. Quirk and El Hodiri, pp. 42-43. 

Chapter 3 

1. New York Times, 25 July 1976. 

2. New York Times, 25 July 1976. 

3. New York Times, 25 July 1976. 

4. New York Times, 4 Nov. 1977. 

5. New York Times, 4 Nov. 1978. 

6. Kennedy and Williamson, p. 66. 

7. Kennedy and Williamson, p. 46. 

8. New York Times, 26 Feb. 1973. 

9. Taken from New York Times from Nov. 4 to Dec 
10, 1976. 

10. Taken from New York Times from Nov. 4 to Dec 
10, 1976. 

11. Taken from New York Times from Nov. 5 to Dec 
10, 1976. 

12. New York Times, 5 Dec. 1978. 

13. Scully, pp. 936-40. 

14. Kennedy and Williamson, p. 34. 

15. Kennedy and Williamson, p. 34. 



BIBLIOGRAPHY 

Andreano, Ralph. No Joy in Mudville: The Dilemma of 
Mai or League BasebalTT* Cambridge, Mas s., ScHenkman 
Publishing Co~ 1965. 

Davenport, D.S. "Collusive Competition in Major League 
Baseball: Its Theory and Institutional Development", 
American Economist, Fall 1969, Vol. 13 (2), pp. 6-30. 

Houston Chronicle. Issues of September-December, 1978. 

Houston Post. Issues of September-December, 1978. 

Hunt, J.W. and K.A. Lewis. "Dominance, Recontracting, and 
the Reserve Clause: Major League Baseball", American 
Economic Review, December 1976, Vol. 66 (5), pp. 936- 
9W. 

Kennedy, Ray and Nancy Williamson, "Money in Sports", 
Sports Illustrated, July 17, 1978, Vol. 49, No. 3, 
Chicago ,'111. 

Lowell, C.H. "Collective Bargaining and the Professional 
Team Sport Industry", Law and Contemporary Problems, 
Winter-Spring 1973, Vol! 38 (1), pp. 3-41. 

Neale, Walter. "The Peculiar Economics of Pro Sports", 
Quarterly Journal of Economics, February 1964, Vol. 
78, pp. 1-14. 

New York Times. Issues of 1971-1978. 

Noll, Roger E., Editor. Government and the Sports 
Business, The Brookings Institute, Washington, D.C., 
vnr.— 

Pascal, Anthony H. and Leonard A. Rapping. "The Economics 
of Racial Discrimination in Organized Baseball", in 
Racial Discrimination in Economic Life, Anthony H. 
Rapping, Editor. Lexington, Mass., Heath Publishing 
Co., 1972. 

Quirk, J. "An Economic Analysis of Team Movement in 
Professional Sports", Law and Contemporary Problems, 
Winter-Spring 1973, Vol. 38 (1), pp. 42-66. 

Ross, G.N. "The Determination of Bomuses in Professional 
Sports", American Economist, Fall 1975, Vol. 19 (2), 
pp. 43-46. 

Rottenberg, Simon. "The Baseball Player's Labor Market", 
Journal of Political Economy, 1956, Vol. 64, p. 256. 



100 

Scully, G.W. "Pay and Performance in Major League 
Baseball", American Economic Review, December 1974, 
Vol. 64, pp""”9T5-930~ 


