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Introduction

Major lLeague Baseball's reentry draft was instituted under the Basic
Agreement of 1976. This contract marked the end of a roughly ten-year
period of increasing dispute between baseball owners and playersl, and the
beginning of a significant modification in the labor market arrangements
that governéd the sport. Prior to the 1977 season, 'the reserve clause left
players' mobility, and thus bargaining strength, entirely to the discretion
of the team with which they had signed as rookies. Revision of the reserve
clause under the 1976 Agreement created a competitive auction market for
the services of veteran players. To the public eye, the important conse-
guences of this reentry market have appeared twofold: 1) escalating player
salaries; and 2) player reallocations, possibly to the detriment of competi-
tive balance.

That the free agent market has produced some extraordinary player
contracts 1s not surprising, perhaps not to baseball fans, and certainly
not to economists. For more than twenty-five years the economic literature
has been unswerving in its judagment that the original reserve clause was a
potent source of monopsony power for owners.2 As such, the recent era of
"staggering" free agent contracts largely represents the redistribution of
Ricardian rents that were previously garnered by owners under the reserve
clause but now accrue to players since the 1976 Agreement. This process of
rent redistribution is firmly supported by recent empirical studies.3

In contrast, the related issue of free agency and league balance seems
less clear. The belief of the Commissioner, some owners, aﬁd many fans has
been that the reentry draft will in time lessen competition. Advocates of
the reserve clause often claim that larger urban areas, ‘Hue to their

greater revenue base, are better positioned to offer lucrative free agent



contracts. The implications are increasing disparity in relative team
performance, and the likely dissolution of marginal teams in the long run.
Economic theory, on the other hand, almost uniformly rejects this popular
argument.4 The theory views the original reserve clause as a mechanism
which permanently assigns the property rights of players to owners. In the
absence of recontracting, the Qriginal reserve® clause could assure
convergence to equal team strength due to the reverse-order rookie draft
procedure. However, without restrictions on player-cash transactions,
there was nothing in the original reserve system implying that player
allocations, and thus team balance, should differ from that of a
competitive  labor market. Less technically stated, when George
Steinbrenner wanted Dave Winfield to play for the Yankees, it was
immaterial from a competitive standpoint whether millions of dollars had to
be paid to San Diego or directly to Dave Winfield. It is in this sense
that the revision of the reserve system implies rent redistribution, from
the Padres to Winfield in this case, but not necessarily a different
distributior of talent.

While the cconomic literature lays a solid theoretical foundation for
this conclusion, tests of the model's prediction are rare.5 To date,
empirical verification has been precluded by the short historical time
frame of the post free-agent period. However, the conclusion of the 1983
season marks seven years of baseball under the free-agent :egime. Further,
this time span 1is roughly comparable to 1969-1976, another unique
structural period in baseball defined by the introduction of four league
divisions yet predating the reentry draft. For this reason, we would argue
that relevant intertemporal comparisons can now be drawn between these
periods to test whether Jeague balance has in fact remained urnaffected by

free agent activity.



This paper prescents the results of several statistical tests comparing
competition in the pre- and post-free-agent eras. These tests include
classical as well as non-parametric technigues and we appl& them with two
distinct concepts of competitive balance in mind. One measure of competi-
tion, and certainly this is the fans' concern, is on-field performance.
Therefore, 6ne series of tests examines team winniné percentages and league
standings. Our second measure of competition focuses on team revenue-shares
in the industry. The rationale here is simply that name-players, over and
above their contribution to team performance, can be a turnstyle draw and
thus an asset to a profit-maximizing firm. This revenue perspective is
useful because it cpens up a wide menu of traditional market-structure
measures by which to assess changes in competition. It is also problematic,
nowever, because very few teams disclose financial information. This data
limitation recuires that annual team revenues be estimated ior the 1969-1983
period. Though merely facilitating to the broader purpose of this paper,
we believe that.the revenue results, and the estimation prccedure contained
therein, are themselves notakble.

The paper is crgenized as follows. Section I describes the estimation
of team revenues. Section II discusses methodological issues. Section IIX
outlines the indices of competition we apply to team revenues and presents
the empirical results comparing the pre- and post-free-agent periods.
Similarly, Section IV discusses tests and results for team field perfor-

mance. A summary and concluding remarks appear in Section IV,



I. Team Revenue Estimation

The keystone of our estimation procedure is an industry study done by
Markham & Teplitz (1981). This description of baseball's financial
structure forms the basis of our team revenue model, but more importantly,
the study contains detailed financial data for the 1974-1980 seasons.
Though these annual data are aggregated to brotect team confidentiality,
they provide a useful base for several parameter estimates as well as a
cross—check.for some of our revenue res#lts. Following Markham & Teplitz,
our team revenue model is specified:

REVENUE = (AREV, BREV, CREV, PREV) (1)
where AREV is receipts from attendance, BREV is broadcasting revenue, CREV
is concession revenue net of expenses, and PREV is receipts attributable to
post-season play. Consider each in turn.

The algorithm for obtainipg. attendance revenue 1is conceptually
straight-forward--each team receives a sharerf its home and road gates. A
team's revenue thus depends upon its home and road attendance (HATT & RATT),
average ticket sales price (TKP) across stadiums, and the league proporticns

for gate splits. Formally, HOME and ROAD revenues are estimated as:

HCME. . = (SPLIT.) (HATT.. * TKP,.) (2)
13 ] 1j ij _

R = (1-8p [ JOME, . T, . TT, .

:\OADi. (1 ,.LITj)t L (homkj) (RATTlJ / L RA le)] (3)

k=zi 1=k

where i,k, and 1 represent 1-12 teams and j denotes the American or National
League. While the home revenue equation follows from a factual definition,
road revenues could only be approximated indirectly. This is done by

éividing each team's revenue pool for visitors [(l-SPLITj)(HOMEkj)] among



the remaining teams in the league proportionately by their road attendance

(RATT, ./ I 'RATT..].
ij

13
1=k

All of the variables shown in equations (2) and (3)'are readily avail-
able with the exception of teams' average ticket sales p:ice.6 The diffi-
culty in obfaining this parame&er is that, even though stadium configurations
by listed ticket price are known or each year, the average sales price
neeé¢ not be a simple weighted average. Such an average would only be
accurate if teams sold the same proportion of every seating type. Generally,
the weighted average understates the actual average price because a greater
proportiocr of the hicher-priced bex seats tend to be filled at sub-capaciéy
attendance. Tc account for this fact, our estimated average sales prices
are computed under the assumétion that the best 30 percent of a stadium's
seats sell at a rate 15 percent higher than the team's season attendance
rate. For example, 1if season attendance for a team represents G0 percent
of seating capacity, 69 percent of the better seats would be filled as
compared to roughly 56 percent of the cheaper seats.8

Broadcasting revenue (BREV) 1is comprised of a local and a network
cemponent. Network contracts covering Game-of-the-Veex, Monday-Night
Easeball, the All-Star Game, ané all rost season play are negotiated
through the Coxmissioner's 0ffice and are held in the Major League Central
Fund. After deducting the expenses of the Commissioners Office, the Fund
is distributed between the players' pension fund and the clubs.9 Local
television ard radio contracts are drawn independently by each team and
there is no revenue sharing condition, either with plavers or between
clubs. The values of all local rights ané the network broadcasting contract

. . . . 10
are repcrted in an annual feature article of Broadcasting Magazine.



Concession revenue (CKEV) is extrapolated from a trend line fitted to
real per-capita concession revenue for the 1974-1980 period. The estimat~
ing cauation for team concessions is then obtained as:

REV, = [HATT, PCREV, .
C it [ lt] [pC Vlt] (4)
where FCREV 1is the predicted per-capita concession value of the trend

regression in nominal dollars, i reflects 1-24 teams, and t goes from

1969-1983.11

Post-season revenue (PREV) is comprised of attendarce and concession
receipts frcm the two League Championship series and the World Series.
Post-season concessions are obtained in the same marner as the regular
scason estimates except the per-capita concession values used@ in the trend
regression are calculated from post-season financial and attendance data.
Post-season attendance revenue is also obtained in a manrer similar to the
regular season estimates but is more accurate for two reasons. First,
since the Ieague Championship and Vorld Series games are generally.sold
out, a simple weighted average ticket price is appropriate in figuring
total gates receipts. Second, there are strict formulas for d&istributing
post-scason .revenue to the participating clubs. These formulas were
providéd to us by the Commissioner's Office.12

Estimation of ecquation (1) for each team in each year vields a reasonable
approximation of the revenue picture in baseball since 1969. Though
obviously imperfect for the reasons.noted above, various comparisons of our
revenue estimates with Markham & Teplitz's stuﬂy suggest that we are well
within a tolerable margin of error. A statistical summary of the team

revenue results appears in an Appendix for the interested fan.



I1. Methodological Considerations

In formulating statistical tests, two historical facts had .important
methodological implications for our study. The first is that 1977, in
addition to being the first season of free agent services, was an expansion
year in the American League. The addition of Seattle and Toronto is
troublesome because it represents a second contemporaneous shock to the
competitive environment. This shcck is especially nettlesome because the
competitive impact of new firms in baseball is ambiguous. While more
participants in an industry generally suggests greater competition,
expansion clubs tend to be "cellar-dwellers" for an indeterminate length of
time. Thereiore, the ;nfluence oi the expansion teams has been netted out.
Mechanically, this 1is done by igroring wins and losses against the
expansion clubs and recalculating ;he American League winning percentages
from 1977-1983. Though the need for this adjustment is regrettable, our
examinatidn 0f the revised standirgs confirms our suspicion that conducting
the analysis with expansion teams would have unduly attributed
noncorpetitive effects to free -agency.

A cseconté event falling within the free agency period is the 1961
rlayer strike. The important implication here is not simply that a full
third of the regular season was lost, but more critically, there was not
the uniformity of opposition across teams which a full-season schedule
purposafully assures. In short, the team standings for 1981 are
incommensurate with other seasons. For this reason, we dropped 1981 from
statistical tests conducted with team winning percentages. Regarding
revenue tests, however, we would argue that 1981 remains a viable datum.

All of the revenue tests focus on shares rather than totals. Although the



shortened season clearly implies lower total revenues per club, it doeé not
follow that relative shares are predictably affected.

Ir a statistical vein, the question arises that the data for our
empirical tests may represent the population, rather than a sample drawn
from a larger pcpulation. JTf one defines the universe as those twenty-four
teams since the leagues were split into four divisions, thenA our data
represent the populations for pre- and post-free agency. Statisticgl tests
of significance are irrelevant in this case. The issue is simply whether
the magnitude of the observed differences denote substantial change. To
the contrary, one might consider the data as two samples; one representing
the several decades over which the original reserve system cdeveloped prior
to the 1976 Agreement, the other representing the period of free agency
extending well into the future. Underx this interpretation, the periods
1969-1976 and 1977-1983 are appropriate because of a certain homogeﬁeity,
but issues of statistical significance are relevant. We conduct
significance test on our results for those readers inclined to the latter

interpretation.
ITI. Revenue Test and Results

Industrial organization theory offers a number of summary measures of
market structure. For purposecs of comparing baseball's pre- and post-free
agent periods, we calculate six concentration indices: 1) four-firm
concentration ratio, 2) marginal concentration ratio, 3) Gini coefficient,
4) entropy index, 5) Herfindahl index, and 6) numbers eguivalent index. All
of these indices emphasize to varying cegrees the number and/or relative

size of firms in an industry. The specification and brief interpretation
Y Ip



of cach index is rrescented in Table 1, although the unfamiliar reader may
wish to consult any of several good summary discussions of concentration
neasules,

The resuits for these indices are reported in Table 2. In texrms of
format, several aspects of the table are noteworthy. First, results are
presented for the Major Leagﬁes, and individually for the Bmerican and
Yational Lecagues. These distinctions are drawn to allow for the fact that
the American League has shown greater £free agent activity. Second, for
purposes of meaningful comparisons, we present the values for each index
representing the extremes of'perfect equality and inecuality. Third, two
rairs of results are reported for each index -- "annual average" statistics
versus “period" statistics. These pairs reflect two distinct conceptual
approaches ip calculating a given index. In the former, an index value is
computed fcr each year and then averaged over the period. in the latter,
each team's average market share for the period is computed, and then those
sihhares are used in a single index calculation. Using the Herfindahl Index
as an examgle, the distinction between the annual average versus period

approach is formelly expressed:

t [n 2
E: L (REV,./TREV.)
. ij j

Anrual Average = i=1 (5)
j=1
t
Mt
n £ (REV../TREV.)
Period = § [i=1 "7 J (6)
i=1 t

where i denotes a team, j is a year, n is the number of teams, and t is the

number of vears in either the pre-~ or post-free agent period. The



Table 1: Concenlration Indices Based on Team Revenue

Irdex

Specification

Interpretation

Four-Firm

Concentration»

Ratio (CR4)

Marginal
Concentration
Ratio (CRM)

Gini
Coefficient

Entropy
Incdex (3)

Herfindahl
Index (H)

Numbers
Eqguivalent
Index (M}

Simple summation of the -
market shares of the four
largest firms.

Surmation of the market
shares of fifth through
eighth largest firms.

Ratio of the area between
a Lorenz curve and a dia-
gonal line to the area
Lelow the diagonal.

n

E= LD, 109{ 1]
. 1l —
1=1 pi

where p., = 1 team's share
and n ="number of teams.

= 1 team's share
number of teams.

where
and n

n'o
e

I

1/H

Indicates percentage of the
market held by four largest
firms. Index value rises

with greater concentration.

Indicates percentage of the
market held by second four

largest firms. Index value
rises with concentration.

Peflects degree of market
share inequality without
regard to number of firms.
Index rises from 0 to 1
with greater inequality.

Weights larger shares more
heavily by taking the natural
log of the firm's share. The
index rises nonlinearly from
0 with greater equality.

Also weights larger share,
but more heavily than the

E index. H rises from 0O

to 1 with greater inequality.

The number of equal-sized
firms that would render a A
given H value. For example,
perfect equality in either
league implies H = 0.083 and
N = 12,
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conceptual importance of examining both results is thgt the period approach
adjusts for charges in tecam rank- between years while the annual-average
basis does not. A priori, if team revenue ranks change substantially
across years, we expect the period-based indices to reflect greater eguality.
OCn the other hahd, roughly equal values under each method suggest team
ranks are relatively stable. TFinally, note that t-statistics for difference
tests are reported for the annual-average results. However, also recall
our prior discussion regarding the appropriateness of t-tests if one is
dealing with populations rather than samples.

Careful examination of the findings in Table 2 suggest one general,
though at this point tentative, conclusion. Within each population, the
indices consistently show a less eguitable distribution of league revenue
in the post-free-agent period. However, considering the magnitude of
changes involved, this first impression should be qualified somewhat. For
example, observe that for the Major Leagues as a whole, the changes are
neither large nor, in the case of annual-average indices, statistically
significant._ Examining the leagues separately, however, does suggest that
the American League revenue pie has been significantly redistributed toward
greater inegquality since free agency. Though preliminary, it is noteworthy
that the results for the American League, the more active iree agent
league, tend to contradict the economic model's prediction of no change in
competitive balance.

Though a p:ovocati&e initial perspective, the revenue redistribution
revealed in Table 2 intimates, rather than tests, a direct relationship
between free agent activity by teams and shifting market shares. To
address this issue, we have constrﬁcted indices of free agent activity by

team from a comprehensive tracking of player movements through the reentry
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fevenue Concentration l1ndices Before and After Free Agency

R
U

CR4 CRM Gini F H N
MAJOR LEAGUES
Lquality 16.67 16.67 0.000 3.178 0.042 24.00
Inegquality 100.00 0.00 1.000 0.000 1.000 1.00
Annual Ave.
1969-76 26,37 19.50 0.173 3.129 0.046 21.71
1677-83 26.95 19.72 0.186 3.122 0.047 21.46
(t-value) (-0.64) (-0.55) (-1.48) (1.17) (-G.92) (0.93)
Pericod
1062-76 25.09 18.72 0.146 3.144 0.045 22.36
1977-863 26.04 19.06 0.164 3.135 0.046 21.95
AMERICAN LEAGUE
Equality 33.33 33.33 0.000 2.485 0.083 12.00
Inequality 100.00 0.00 1.000 0.000 1.000 1.00
Annual nwve.
1969-76 41.79 31.75 0.117 2.461 0.088 11.42
1977-83 45.53 31.76 0.176 2.433 0.092 10.84
(t=valuc) (=2.91%) {(=0.02) (~4.32%) (3.99*) (=2.70%) (3.75%*)
Pericd
1969-7¢6 40.61 30.97 0.091 2.091 0.086 11.66
1977-83 44.16 32.27 0.157 2.444 0.091 11.03
NATIONAL LEAGUE
Equality 33.33 33.33 0.000 2.485 0.083 12.00
Inequality 100.00 0.00 1.000 0.000 1.000 1.00
Apnual Ave.
1969-76 46.12 29.84 0.179 2,432 0.092 10.84
1977-83 47,62 29,24 0.190 2,425 0.094 10.65
(t-value) (-1.06) (1.41) (-0.78) (0.78) (-0.92) (0.93)
Period
1969-76 44,47 31.17 0.149% 2.450 0.089 11.20
1977-83 46.01 22.72 0.165 2.440 0.091 10.94

* The difference in means is significant at the 99 percent level.
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craft since 1976. The indices are obtained by ranking players acquired and
lost in the reentry draft within three categories: superstar (A), everyday
player (R), or spot player (C}. -The resulting indices reflect cumulative
activity in the free ageﬁt market through the 1983 season. We consider
separately each team's cumulative gains, losses, and net changes by player
classification. A summary of these measures of free agent activity appears
ir Table 3.

To examine more theoroughly the impact cof free agency in the revenue
picture, Spearman rank correlations are performed. Specifically, our
activity indices are tested for rank correlation with a team's change in

avela

0

8

e revenue-rank between the pre- and post-free agent period. A
positive coefficient for acquisitions and net changes indicates that teams
which have acguired the most free agents, gross or net, have improved their
revenue ranks most dramatically. Similarly, if there is a relationship
between free-agent activity and revenue gains, a negative coefficient would
be anticipateéd for player losses. The results are presented in Table 4.
Generally, the implications of the rank correlations are rather striking,
though not recessarily startling. Note the strong positive and significant
correlations for both cumulative “"A" plaver acguisitions and net "A" player
changes, while the influence of all other types of acquisitions appears to
be innccuous. It is especially interesting that "A" player losses do not
significantly affect reverue rank. Several explanations suggest themselves
for these asymmetric revenue implications of superstar transactions. One
possibility is that teams shop by position. They enter the free agent
draft to fill a need and certainly would not allow themnselves to lose a
superstar unless they already had a viable backup. Alternatively, the very
infusion of new superstar blood may generate much more fan excitement than

is lost by the transfer of a superstar with whom the fans have become

jaded.



Table 2:

Summary of rree Agent Activity Indices

Std.
Mean Dev. Min, Max. Sum
AMERICAN LEAGUE
Cumulative "A" player acquisitions 1.58 2.39 0 7 1°
Cumulative "B" player acquisitions 3.08 2.19 0 7 37
Cumulative "C" plaver acquisitions 2.17 1.40 C 5 26
Cumulative "A" player losses 1.33 1.61 C 5 16
Cunulative "B" player losses 3.67 2.06 1 7 44
Cumulative "C" plaver losses 2.2 1.91 0 5 27
Cumulative net "A" player change 0.25 3.16 -5 6 3
Cumulative net "B" plaver change -0.58 3.34 -6 6 -7
Cumulative net "C" player change -0.08 2.15 -4 3 -1
NATICKAT L.EAGUE

Cumulative "A" player acquisitions 0.67 0.98 0 3 8
Curulative "B" player acquisitions 3.50 1.73 1 7 42
Cumulative "C" player accuisitions 1.00 0.60 0 2 12
Cumulative "A" player losses 0.92 1.¢G 0 3 11
Cumulative "BR" player losses 2.75 2,45 0 8 33
Cumulative "C" player losses 1.00 l.21 0 4 1
Cumulative net "A" player change -0.25 1.54 -3 2 -3
Cumulative net "B" player change 0.75 2.53 -3 4 9
Cumulative net "C" player change 0.00 1.13 -3 1 0
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Table 4: Spearmap Rank Correlations between Change in Revenue
Ranking and Various Indices of Free Agent Activity

Cumulative "A" player acquisitions 0.45909**
Cumulative "B" player acquisitions 0.20728
Cumulative "C" player accuisitions 0.20313
Cumulative "A" player losses -0.03253
Cumulative "B" player losses 0.16323
Cumulative "C" player losses -0.08554
Cumulative net "A" player change 0.37580*%*
Cumulative net "B" player change -0.0074¢
Curulative net "C" player change 0.33077%

* SGignificant at the 395 percent level.
** Significant at the 99 percent level.

IV. Field Performance Test and Results

Though certainly correlated, reverue shares are nct necessarily a one-
to-one marping of field performance. Therefore, in addition to the revenue
picture presented ebove, it is appropriate to examine how free agent acqui-
sitions influerce competitive balance. Our £irst premise is that, if
ieague balance is affected, one likely manifestatior will be greater
inequality, or more accurately,lgreater dispersion in team standings. To
test for this possibility, we present F-statistics and Gini coefficients
based on league and division- standings in the pre- and post-free agent
periods.'

The pature of sports competition lends a particularly intuitive
meaning to both of these measures. First. consider the F-test. Team
cortests are zero-sum games implying that the average winning percentage
for a league or division is necessarily 500. Indeed, this average winning

percentage is a common reference point for fans, asscssing their team's
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performance as the degree to which they are doing better or worse than
average. From a statistical standpéint, greater inequality in team sports
implies greater dispersion around the mean performance of 500.’ Therefore,
a comparison of variance in team standings is one method of detecting a
lessening of competition in the post-free-agent period. The application of

thie Gini coefficient is conceptually similar. Intuitively, perfect eguality

[
£
ko)
| o
[
(4]
n
sl

-hat each teém wins, as well as 1oses,'an eqgual percentage of total
cames pliaved, thus implying a Lerenz curve coincident with the 45° diagonal
ené 2 Gini ccefficient of zero. The Gini is actually just arother measure
cf dispersicn where devietions from the mean are weighted equally.

Table 5 contains the test statistics. The F-test is formulated under
the 1rull hypothesis of no declire in competitive balance. Defining the
F-statistic as the ratio of post- to pre-free agent variances, the critical
valve of F at *the 95 percent significance level is 1.65. Regarding the
nean Gini statistics, thesc are éomputed by the annual average approach to
cecommocate L-tests. Turning to the table, the recader may confirm that the
results uniformly support the null hypothesis of no decline in field
competition between the two periods. These findings are thus consistent
with the predictions of the traditional economic model that the free agent
narket has not reduced competition as measured in terms of greater disper-
sion in leaque standings.

The preceding tests are developed frem the premise that, if the

'
rh

»dra

- e
200 TY

het

t is noncompetitive, the measurable affect will be wipning

ct

ceams increasing their margin of dominance over losers. However, an
equally plausible effect is that free agency influences the order rather
than the dispersion of team standings. To test this hypcthesis, we again

use tne Spearman rank technique and the indices of free agent activity



Table 5: Team Competition lMeasures Before and After Free Agency

std. Div., of Mean Gini
Standings Ccefficient
(F test) (t test)
AMERICAN LEAGUE
1969-76 71.42 0.078
1977-83 75.14 0.082
{(test stat.) (1.11) (~0.5Q)
EAST
1969-76 73.80 0.077
1977-83 68.20 0.066
(test stat.) (0.85) (0.91)
WEST
1969-76 69.18 0.073
197783 . 74.72 0.081
(test stat.) (1.17) (-=0.90)
NATICNAL LEAGUE
1969-76 73.99 0.080
1977-83 62.79 0.070
(test stat.) (0,72) (1.46)
BEAST
1¢G¢-76 ‘ 67.28 0.0867
1977-83 . 66.04 0.069
(test stat.) (0.96) (-0.16)
WEST
1969-76 80.63 0.084
1977-83 60.27 0.062
(test stat.) (0.56) (2.79)

iote:

A one-tailed test was employed where the alternative hypothesis
states that compctition lessened. Had a two-tailed test been used,
ccmpetition in the National League West would have been demonstrated
to increase at the 95% level for both measures.
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~Table 6: Spearman Rank Correlations between Change in Team
Standings and Various Indices of Free Agent Activity
Division League
Cumulative "A" player acquisitions 0.55867** 0.58353*x
Cumulative "B" player acquisitions 0.14086 0.09462
Cumulative "C" player acquisitions 0.03763 -0.04663
Cumulative "A" player losses -0.22067 -0.26117
Cumulative "B" player losses -0.18334 -0.14338
Cumulative "C" player losses -0.36881~* -0.425406%*%*
Cumulative net "A" player change 0.48704%* 0.51999%**
Cumulative net "B" plaver change 0.18382 0.12588
Cumulative net "C" player change 0.48823*~* 0.48656**

developed in Section IIiI. Specifically, we examine the rank correlation
between the activity indices and the change in teams' average order of
finish between the pre- and post-frec agent periods. The results of this

test arc presented in Table 6.

Contrary to the traditional economic
prediction, free agent acquisitions appear to have played an important role
in improving team performance. For example, observe that the correlation
coefficients for "A" player-gains, cumulative and net, are high and signi-

ficant in both the league and divisional context. it is curious

However,
that "C" player losses and net gains also appear highkly and significantly

correlated with This seems especially . odd

improved field performance.
considering that neitﬁer "C" player-gains nor "B" player transactions in
general eppear to have any impact. In any event, consicdered broadly, the
results suggest. a greater interaction between the free gggent market and

performance than the traditional model predicts.
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V. Summary and Conclusions

This paper has examined the effects of the players' reentry draft on
the competitive structure of Major League Baseball. Viewed from either a
ficld performance or revenue perspective, we find that free agent activity
does track structural shifts in baseball since the 1976 Basic Agreement.
Specifically, revenue shares and changes within league standings are shbwn
to be positively ané significantly correlated with "A" player acquisitions.
Though cur test methodology'abes not allow other explanatory variables to
erter the. analysis, the empirical results are nevertheless strong and
markedly at odds with the traditional ecconomic model's prediction of no
change in conipetitive balance.

In a theoretical context, our results secem to suggest that where the
craditional model breaks down is that the level of cash-player transactions
under the original reserve system was apparently insufficient to bring
about the conmpetitive market result. A strong Jjustification for this
rnossibility has been suggested by Daly and Moore (1981]. They maintain
that cash transactions were incdeed rare prior to the dfaft, a fact they
attribute to a strong implicit anti-raid contract between owners wnich was
facilitated . by the reserve-player rule. However, the revision of the
reserve clause, and the rent redistribution that it has clearly wrought,
has perhaps reduced the benefits of cooperation while raising the costs.
If so, the subtle yet critical effect of a well-organized auction market
for top personnel may have been to strain the limits of an implicit cartel
agreement. Thouch preliminary, our findings clearly indicate that there
are ample performance and revenue incentives to defect from such an implicit
contract in the post-free agent period. In a popular senrse, the defectors

are those owners who have been especially active in the free agent market.
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MNOTES

For a concise historical account of the developments leading up to the
1976 Tasic Agreement, see J. R. Hill & W. Spellman [1983, pp. 1-21].
This point was first discussed by Rottenbery [1956] and given more
formal exposition by El-FHodiri & Quirk [1971]. Crude estimates of the
rate of exploitaticn under the resexrve system were obtained by Scully
[1974].

For cxample, see Cassing & Douglas [1981], Sommer' & Quinton [1982], -
and 11ill & Spellman [1983].

Again, Rottenberg and El-Hodiri & Quirk provide the most comprehensive
treatments of the issue. However, Hunt & Lewis [1976] develop an
intercsting concert of the optimal degree of dominance by a profit-
maximizing tecam. They ccnclude that there are no profit incentives
for o level of team dominance greater than that experienced in major
league baseball between 1965-1974, thus predicting that a2 free agent
markcet would not produce a flurry of recontracting likely to alter
competitive balance. In a different vein, Holahan [1978] presents

a theoretical discussion of the impact of free agency on the marginal
franchise.

To our knowledge, only Daly & Moore [1981] examine the issue of player
reallocation since the reentry draft. Though they cnly examine three
years of free agent activity, they find that roughly two-thirds of the
plavers signed with teams in SMSA regions larger than the team they
left. However, they do not examine any issues related to subsequent
tecam performance.

Home and road attendance is repcrted in the American League Red Book
and the Liational League Green Book. annual ticket prices and stadium
cenfigurations are contained in the Cfficial Baseball Dope Bock. 1In
the americar. League, the home/visitor gate split is 80/20,
respectively. 1In the National League, the gate split is a fixed
amount per turnstyle count on tickets over $1.00. Since 1969, this
distribution has ranged from 38-54 cents per head. lilstorically,
however, the gate split has amounted to a rcughly ©0/10 prercentage
spliv (see Markham & Teplitz, p. 92).

This peint was stressed by several teams' ticket marnacers with whom
we corresponded during our data collection. Across teams, season
atterdance as a percentage of stadium capacity ranged rouchly from
a low 30 to a high of 90 percent.

While attendance revenue figures are not available by team, Markham

& Teplitz (pp. 148, 160) provide total Major League attendance revenue
for each of the vears 1974-1980. We employed a least-~squares tech-
nique for these seven years to estimate the fill-rate parameters.



10.

11.

12.

13.

Over the periocd 1975-1977, network broadcasting contracts totaled
$21.7 million. The Commissioner's expenses consumed 10 percent, with
40 percent of the residual allotted to the player pension fund and 60
percent being split equally among the clubs (Markham & Teplitz, p. 45).
In the subsequent years, however, the network contracts have ,soared.
It thus seemed inappropriate to set the Commission's share at a con=-
stant 10 percent. Instcad, the Commission's expenses were allowed to
rise at the annual rate of the GNP deflator and this amount was
allotted out of the netwerk contract with the residual being disbursed
according to the 40/60 rule.

Cross-checking the actual local broadcasting totals reported by
Markham & Teplitz (p. 14€, 160) with those in Brocadcasting Magazine
indicated that local contracts tended to be slightly over-reported.
Comparisons suggested a factoring of 0.88.

This procedure is apparently flawed by the fact that concession
arrangements are known to vary across clubs, For example, Markham

& Teprlitz note that some clubs exchange all or part of their
concession rights for lower stadium rent. This fact implies that
our value for PCREV is bhiased downward because the per capita con-
cession figure is based on baseball attendance, including clubs that
repert no concessieon revenue. Multiplying team attendance by PCREV
will then uncderstate accounting revenue for franchises with full
concession rights and clearly overstate the others. However, this
procedure is really only flawed from an accounting perspective.

We are focusing on rcvernue figures primarily because expenses are
even more zealously guarded. Since we cannot net stadium rent out
of every team's revenue, we believe it appropriate to impute con-
cession revenue to those teams which forsake this revenue source for
better rent arrangements which other tcams do not enjoy.

For the League Championship Series, the two participating clubs in
each leaque split cqually 40 percent of the gate receipts for the
first three games and 100 pexcent of the gate when a fourth or £ifth
game is necessary. In the World Series, the two clubs split 17 per-
cent of the gate for the first four games and 42.5 percent of the gate
in the event of a fifth through seventh game.

See Asch (1983, pp. 125-134) or Scherer (1980, pp. 56-60).



REFLERENCES

1. Asch, P., Industrial Organization and Antitrust Policy, New York,
John Wiley & Sons, 1983.

2. Cassing, J. and k. W, Douglas, "Implications of the Auction
Mechanism in Baseball's Free Agent Draft," Southern Econcmic Journal, July
1981, 47, 110-121.

3. Daly, G. and W. J. Moore, "Externalities, Property Rights, and
the Allocation of Resources in Major League Baseball," Economic Inquiry,
January. 1981, 19, 77-95.

4. Zl-Hodiri, M. and J. Quirk, "An Economic Model of a Professicnal
Sports Leacue," Jcurnal of Political Economy,"” Nov/Dec 1971, 1302-1319.

5. Hill, J. R. and W. Spellmen, "Professional Baseball: The Reserve
Clause anG Salary Structure," Industrial Relations, Winter 1983, 22, 1-19.

6. Fclakan, W. L., "The Long-Run Effects of Abolishing the Baseball
Player Reserve System,” Journal of legal Studies, 1978, 19, 129-137.

7. Bunt, J. W. and K. A. Lewis, "Dominance, Recontracting, and the
Reserve Clause: !ajor League Paseball,” American Economic Review, December
1976, 66, 936-943.

8. Markham, J. W. and-P. V. Teplitz, Paseball Fconomics and Public
Policy, Lexington, MA, Lexingtcn Books, 1981.

9. Rotténbcrq, S., "The Flayers' Labor Market," Journal of Feclitical
Economy, Jurne 1956, 64, 242-258,

e

10. Scherer, F¥. M., Industrial ilarket Structure and Eccpomic
Ferformance, Chicago, Ran Mcially, 1980,

11. Scully, G. W., "Pay and Performance in lMajor League Baseball,"
American Fconomic Review, December 1974, 64, 915-930.

12. Sommers, P. M. and N. Quinton, "Pav and Periormance in Maior
Lezgue Baseball: The Case of the First Family of Free Agents," Journal of
Human Rezcurces, September 1982, 17, 427-435.

13. American lLeague Red Rook, Los Angeles, CA., various editions,
1970-1983.

14. Rroadcasting Hagazine, Washington, D.C., various issues,
Feb/March, 1970-1983.

15. The Official Baseball Dope Bock, St. Louis, MO., various
editicns, 1969-1983.

16. wational League Green Book, Los Angeles, CA., various editions,
1970-1983.




	Assessing the Competitive Effects of Major League Baseball's Reentry Draft
	Recommended Citation

	tmp.1568993476.pdf.ApXvx

