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First, let me say that receiving this award was completely unexpected. Given my
great surprise when Stan Brassie informed me, I was immediately overwhelmed
with a rush of conflicting thoughts. My very initial reaction, “Me? Why me, when
there are many qualified members so much more deserving than me?” led to, “Oh
my, am I that old?” which led finally to the realization: “Oh my goodness, now
I've got to give a speech!” Well, here I am, flattered but a bit overwhelmed. I'm
obviously greatly appreciative of the honor NASSM has bestowed upon me, espe-
cially given the great admiration I have for all of those recipients that have pre-
ceded me.

And, of course, I must first thank Earle Zeigler, for whom this honor is so
appropriately named. I am so very pleased that you are here this evening. Before I
present my lecture, I'd like to share this special moment with some people who
have largely defined my professional life for the past 15 or 20 years. I have had the
great fortune to be partnered for more than 30 years with my wife, Lin, who, be-
cause of work conflicts, couldn’t be here tonight. As my primary sounding board
and editor, she will play a prominent role this evening, as always, even in her
absence. | have also had the great pleasure of serving as the advisor to a wonderful
group of Ph.D. students (21 to be exact!) who are all now productive members of
faculties on four different continents. They have brought me so much joy and are a
great source of pride. If I am to have any kind of legacy, it will be through their
contributions. I'm pleased that several of these former students could be with me
this evening,

I thought long and hard about tonight’s presentation topic. In the end, I used
two framing criteria. One. keep it short. When [ heard someone mention that there
was a 3-hour open bar prior to the banquet, I thought for all our sakes, something
along the lines of the Gettysburg Address would be appropriate. And two, talk on
a topic I know something about. That narrowed my options dramatically. So after
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seriously considering a few possibilities, I decided to focus on a topic I've spent a
lot of time thinking and writing about: the current reality of professional sports in
North America. In my judgment, the Golden Era is over. In fact, “big league™
sports have been on the decline for years. The owners and managers of these orga-
nizations face a much more difficult future than most realize or are willing to
admit. I'd like to talk about some of these issues and what they might mean to
those of us charged with the responsibility of preparing the next generation of
students to enter the sports industry.

I recognize that professional sports is just one facet of what is now estimated
o be a $350 billion managed sports industry (The Nation, 1998). But it is cer-
tainly, a prominent segment. I was surprised to find that 31% of the graduates from
the Ohio State University Sport Management program are working in some capac-
ity in professional sports. I believe that many of the issues I'll touch on transcend
major league sports and are relevant to many collegiate and amateur sport organi-
zations as well.

Some Personal History

First, let me take you back a bit—actually, about four decades. I'd like to put the
current economic reality of professional sport into an historical context—mine!
When I was a young boy, my father took me to my first major sporting event.
Along with my mom and older brother, we went to see the San Francisco 49ers at
old Kezar Stadium, where the seagulls outnumbered paying spectators. In fact, |
even saved the program—it cost 25¢—of that 1957 game between the 49ers and
what was then the Chicago Cardinals. You can imagine my thrill at seeing heroes
like Y.A. Tittle, Joe the Jet Perry, John Henry Johnson, and Hugh McElhenney.
The media called them “The Million Dollar Backfield,” even though in fact, they
were not paid nearly that much! I wonder what they’d be worth today. Sadly, no
one team could afford to have all four of these Hall of Famers on their roster.
Using one of today’s favorite expressions, my dad would surely have said,
“fo’ gedda bout it” if faced with the choice of taking my mom, my brother, and I to
a game in today’s market. Table 1 shows the striking economic differences be-
tween the NFL of 1957 and 1997. In 1957, according to the National Football
League Player's Association, the average player was paid $15,000 per season. In

Table 1 The Changing Economics of the NFL

Variable 1957 1997

Average player salary $15.000 $785.000
TV revenue $85.000 $41,500,000
Start-up costs $250,000 $500.000,000

Cost to family of four (FCI) $12.50 $257.00
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contrast, last season players on average made $785,000. With the new national
television contract in which the NFL receives $17.6 billion from ABC, CBS, ESPN,
and Fox over the next 8 years, salaries for the 1998 season are projected to exceed
on average $1 million. In 1957, the 49ers realized $85.000 from a local broadcast
agreement with KPIX and Falstaff Beer. Next year, their share from the NFL's new
television deal will be an estimated $73 million.

Vic Morabito, the original owner of the 49ers, spent lavishly, reputedly in-
vesting $250,000 to buy and outfit the team in the mid-1950s. You may have seen
recently that the expansion fee alone for the new Cleveland Browns team is pro-
Jjected to reach $500 million. That’s just for the “privilege” of buying the team and
doesn’t include costs associated with players’ salaries and franchise operation costs.
It cost my dad $12.50 for the entire experience, including tickets and concessions
for the entire family. There was no parking available! Contrast that with the 1997
Fan Cost Index (the FCI is published regularly by Team Marketing Report) which
estimated that a family of four would have spent an average of $257 last season for
tickets, concessions, parking, and souvenirs to attend a 49ers game at 3 Com Park.

Current Economic Reality

With all this television and gate revenue, you'd think the financial position of the
49ers would be solid. Unfortunately. this is far from reality. Their 1997 before-tax
and depreciation profit margin on $90 million in gross revenues was about 3%. 1
suspect their margins were better in 1957. You and I could do better with an indi-
vidual passbook savings account.

The reality is that a lot of major league teams are currently losing money.
Some facts to consider:

= Net income has steadily declined across all leagues; the average net earning
in 1996-1997 was just 3%.

* 78% of the teams in Major League Baseball and 75% of the teams in the
National Hockey League finished in the red in 1996-1997.

* Since 1993, Major League Baseball has lost money each year, usually be-
tween $200 and $300 million annually.

* The National Football League’s profitability fell 30% in 1996-1997.

As these facts indicate, net income has steadily declined across all leagues with
three fourths of major league baseball teams and 20 of 26 National Hockey League
teams losing money or finishing in the red in 19961997 (Bernstein, 1998; McGraw,
1998). Even the league with the deepest pockets, the NFL, saw a serious plunge in
profits last season (Badenhausen & Nikolov, 1997).

Bringing it down to the micro or team level, the Cleveland Indians are a
troubling example of just how hard it is for even the most successful teams to
make money in the current economic environment. Since the opening of Jacobs
Field, the Cleveland Indians have been one of the most successful teams in all of
professional sport. Over the last two seasons, they have pre-sold over 3 million
tickets, in contrast to most major league clubs, which struggled to sell 50% of their
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inventory. Yet the team claimed, in a recent Securities Exchange Commission fil-
ing, that only their successful appearance in the post-season playoffs allowed them
fo turn a modest profit.

Excerpts from a prospectus filed by the Cleveland Indians with the SEC to
offer $73.6 million public stock sale, stated:

Management believes that the Indians’ local revenue potential has already
been realized, and that future increases in net income, in any, are likely to be
substantially less than in the past five years.

Without the contribution of postseason playoff revenues, the team would
not have produced a profit in 1997.

Out of Whack

How can it be that one of the most successful teams in sport is struggling to make
a profit? The answer is obvious. The salary structure of major league sport has
long been out of control. Costs are growing more rapidly than revenues. Over the
last 5 years, player salaries have increased 123% across all four major professional
leagues (Badenhausen & Nikolov, 1997).

Speaking on the need for restructuring the current labor agreement with NBA
players, Russ Granik, Deputy Commissioner of the NBA, commented, “We have
an economic system we think is out of whack.” That the economics of professional
sport leagues are out of whack comes as no revelation to most of those who own
and (or) operate individual franchises. Owners keep shooting themselves in the
foot. After all, ultimately they are responsible for paying the players’ salaries. Some
owners, like Jerry Reinsdorf of the Chicago Bulls (NBA) and White Sox (MLB),
express their disgust at the current situation. Ironically, Reinsdorf is the owner
who is paying Albert Belle $10 million per season to play for his White Sox. Teams
are engaged in a protracted arms race. Those with more, spend more, driving labor
costs ever-upward. The ante gets larger and larger. The leagues have tried to im-
pose salary constraints, but the NFL and NBA salary caps are so ineffectual, one
could argue that they aggravate, rather than impede, salary inflation.

In paying ballplayers, we are at the mercy of our dumbest competitor.
—Jerry Reinsdorf, Chairman, Chicago White Sox and Bulls

With salaries continuing to spin out of control, most owners have responded
by frantically scrambling to find new revenues. In 1988, William Davidson showed
the way. Davidson, owner of the Detroit Pistons of the NBA, built the Palace at
Auburn Hills. Into this new state-of-the-art arena, Davidson stuffed 180 luxury
suites, which he was able to pre-sell, generating $18 million in annual revenues,
He was the first to demonstrate the tremendous income-generating capability of
“fully loaded” sports venues. Davidson started what I call the palace revolt. See-
ing the tremendous success of the Pistons new arena, every owner wanted his or
her own cash machine. The result has been an unprecedented building boom in the
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1990s. Since 1990, 124 sport stadiums and arenas have been built or renovated.
Total spending for specialized sport venues in this decade is projected to exceed
$16 billion. What makes this figure so impressive is that combined spending on
sports facilities over the previous two decades amounted to $3 billion. In 1998
alone, $2 billion will be spent on sport facility construction, more than was spent
during the entire decade of the 1980s.

Public Support Wanes

After an exuberant run of sweetheart stadium deals, public taxpayers’ enthusiasm
for underwriting the cost of these expensive new sport edifices has waned consid-
erably in recent years. In the 1970s and 1980s, taxpayers paid 90% of the construc-
tion costs, but in 1994 and 1995, the public’s contribution dropped to an all-time
low of 46%. Voter resistance to publicly financing new arenas and stadiums has
grown fierce. Just ask stadium proponents in Columbus (Ohio), Pittsburgh, Min-
neapolis, the Triad (Greensboro) area of North Carolina, and most recently, Bir-
mingham (Alabama). Referenda failed in each of these areas within the last 12
months. In each of these cities, voters resoundingly defeated propositions to fi-
nance new sports facilities with tax dollars.

There’s no sound argument for the construction of publicly funded sports
stadiums. Period. End of story. You can look it up.

—From the June 16, 1997, editorial in the Toronto Globe & Mail

Voter resistance comes as no surprise. In the past several years, researchers
have provided overwhelming evidence that these major sports projects do not pro-
vide substantial economic benefits (Rosentraub, 1997). Economists Roger Noll
and Andrew Zimbalist (1997) claim the economic return of professional sports
teams to be equivalent to a large supermarket in terms of job creation and payroll
effects—hardly the engines driving local community development proponents
would have us believe. As the above remark suggests, the media has certainly
taken up this drumbeat.

As a result of taxpayer resistance, teams and their owners have been forced
to dig much deeper into their own pockets to finance new sports facilities—to the
tune of about $120 million on average for projects recently completed or under-
way. The San Francisco Giants horrowed $160 million from a bank to build their
new Pac Bell Ballpark. Abe Pollin, owner of the Washington Wizards, owes $200
million on his new MCI Center Arena. Even where there is public financing in-
volved (as is the case in Dallas, for a new $240 million arena), the team’s share can
still be very substantial (in this case, $100 million).

Three Serious Consequences

The results of this dramatic shift to team or private financing has created serious
repercussions that the sport industry has not yet faced up to. Let’s look at three of
these very troubling consequences.
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1. Staggering Debt Burden for Teams With New Venues

As Michael Ozanian (1997) noted in Forbes magazine, “All 12 teams that have
borrowed heavily to finance new venues have debt-to-worth levels of over 70%: 8
in excess of 100%. . . . The incremental income from new arenas for hockey and
basketball is almost laughable.” Over the past 2 years, almost every team that has
borrowed to finance the construction of a new facility is awash in debt. In fact,
three fourths of these franchises now owe more than they are worth! While owners
built them to be cash cows, they have proven in most cases to throw off modest
amounts of “incremental income,” the amount of money a new venue generates
after debt expenses. Ozanian (1997) estimates that a new arena for basketball and
hockey will at most generate additional incomes of $5.4 million and $7.7 million,
respectively. The debt service owed by the teams is so expensive, there is simply
not much left over. In the context of today’s salaries, an additional $5-7 million
per year—about one fourth of the annual salary of the Minnesota Timberwolves’
Kevin Garnett and about one third of the annual salary of the Colorado Avalanche's
Joe Sackic—is not going to buy much,

The teams that build new facilities are “hocked to the gills,” as CNBC's Don
Dahler described the San Francisco Giants (who have recently taken on $160 mil-
lion in debt to construct their new Pac Bell Park), is a growing concern. Of the 24
venue projects currently underway or on the boards, 17 will require the teams who
occupy them to assume an average of $100 million in debt. It is conceivable that
by the year 2000, as many as 32 teams—approximately one third of all major
league franchises—will be in debt over 50% of their actual value. Does this highly
leveraged situation mean we will see many teams declaring bankruptcy in the near
future? Probably not, but it does mean that teams will be under unrelenting pres-
sure to raise revenues to service their massive debt. As a consequence, fans and
those corporations who use sport to further their business interests will be asked to
spend ever more in order to enjoy access to their favorite teams. (The implications
of teams increasing dependence on fans and companies” willingness to spend more
to view and (or) attend major league sports will be discussed later.)

2. Over Dependence on Luxury Seating

As an increasing number of teams have borrowed in order to finance new sports
venues, they have come to rely on the sale or lease of luxury suites as the primary
source of income to pay off their debt obligations. The money received from leas-
ing luxury suites has been increasingly used as the primary security on construc-
tion financing. Their reliance on suite sales should come as no surprise. Dan Funk
(1997) found that premium seating in sports venues in the U.S. and Canada gener-
ates close to $1 billion annually. However, while most of these suites are leased for
3-, 5-, and 7-year periods, the loans they secure extend for periods of 20-30 years.
The math is pretty simple: Some suites will have to be “resold™ 10 times to cover
the extended debt obligation.

This situation raises some serious what-if questions. Several possible sce-
narios exist, and a team could face any one or a combination of them. First, grow-
ing evidence suggests that an increasing number of markets have more suites



























