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Government subsidies to sports and
cultural businesses are usually bad economics,

says C.D. Howe Institute study

Toronto, March 5, 2002 — The economic benefits of having sports or cultural businesses in
a community are not nearly as large as their proponents usually argue, says a C.D. Howe
Institute Commentary published today. And since the benefits are small, concludes the study,
proponents of government funding for stadiums and teams must find something other
than economics to justify their positions.

The study, “Bread and Circuses: The Local Benefits of Sports and Cultural Businesses,”
was prepared by John Palmer of the University of Western Ontario. Palmer explains that
spending on sports and cultural events is often simply diverted from other community
activities: to the extent this is true, the local spinoffs can be very small. If there is little new
spending on sports or cultural events, says Palmer, there isn’t much of a “multiplier effect,”
and new job creation is minimal. And many of the jobs that are created come at the
expense of other jobs and businesses.

The reason local spinoffs tend to be small is that much of the income generated by new
spending on professional sports is taxed away by higher-level governments or supports the
purchase of goods and services produced outside the region. If local governments subsidize
teams or events and much of the spending goes outside the region, the net impact on the
community can easily be negative and the economic case for subsidies fails entirely.

But, Palmer points out, lobbyists for sports and culture funding, thwarted by the logic
and evidence against the Keynesian “multiplier” argument, routinely shift from simple
economics to the broader nonpecuniary case:  the argument that having more sports and
culture in a community improves the ambience, morale, civic pride, and the desirability of
living there.

The problem with this “major league city” case is that it is almost impossible to
evaluate, Palmer says. To the extent that it has merit, however, the effect should be visible
as an increased demand for residential housing in the community. Major league towns
should have higher prices for comparable residential properties, and in towns such as
Stratford and Niagara-on-the-Lake, Ontario, which host internationally recognized theater
festivals, the increased demand does show up in the form of higher real estate prices. But
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whether major league sports franchises or regional cultural events cause the same increase
in demand is less clear — the increased demand does not show up in, for example, the
housing data for Green Bay, Wisconsin, home to a major league football franchise.

Palmer concludes that the economic benefit of subsidizing sports or cultural activities is
usually small and might even be negative in some instances. Job creation is minimal. And,
typically, but with some notable exceptions, the nonpecuniary and other benefits have little
impact on real estate values in the community, suggesting that the community-building
argument for stadium funding, for example, is not reflected in an increased demand to live
in those communities. Given the small size of these benefits, proponents of government
funding for such activities must look elsewhere for their justification.

John P. Palmer is Associate Professor of Economics at the University of Western Ontario
and past president of the Canadian Law and Economics Association. One of the courses  he
teaches is “The Economics of Sports.” He has done play-by-play broadcasts of professional
baseball games for several seasons; he is also an artist, conducts the Blyth Festival Orchestra,
and participates in community theater.

This study is the latest in a special C.D. Howe Institute Commentary series entitled
“The Urban Papers.” Previous papers in the series are “Municipal Finance in a New Fiscal
Environment,” by Harry Kitchen (November 2000); “Local Government Amalgamations:
Discredited Nineteenth-Century Ideals Alive in the Twenty-First,” by Robert L. Bish
(March 2001); and “Municipal Finance and the Pattern of Urban Growth,” by Enid Slack
(February 2002). The coordinator for the series is the Institute’s Senior Policy Analyst, Finn
Poschmann.

C.D. Howe Institute / Institut C.D. Howe Communiqué / 2

The C.D. Howe Institute is Canada’s leading independent, nonpartisan, nonprofit economic policy
research institution. Its individual and corporate members are drawn from business, labor, agriculture,
universities, and the professions.

For further information, contact:                                 Marie Hubbs (media relations), C.D. Howe Institute
phone: (416) 865-1904; fax: (416) 865-1866;

e-mail: cdhowe@cdhowe.org; Internet: www.cdhowe.org

“Bread and Circuses: The Local Benefits of Sports and Cultural Businesses, C.D. Howe Institute
Commentary 161, by John P. Palmer (March 2002). 18 pp.; $10.00 (prepaid, plus postage & handling and
GST — please contact the Institute for details). ISBN 0-88806-545-0.

Copies are available from: Renouf Publishing Company Limited, 5369 Canotek Road, Ottawa, Ontario
K1J 9J3 (store: 71½ Sparks Street, Ottawa, Ontario); or directly from the C.D. Howe Institute, 125 Adelaide
Street East, Toronto, Ontario M5C 1L7. The full text of this publication is also available from the
Institute’s Internet website at www.cdhowe.org.

* * * * *



C.D. Howe Institute
Institut C.D. Howe

COMMUNIQUÉ
À diffuser le mardi 5 mars 2002 à 10 h

Selon une étude de l'Institut C.D. Howe,
les subventions d'État aux entreprises sportives
et culturelles ne sont généralement pas justifiées

au plan économique

Toronto, le 5 mars 2002 — Les avantages économiques qu’offrent les entreprises sportives
ou culturelles au sein d’une collectivité ne sont pas aussi grands que l’avancent
généralement leurs promoteurs. C’est du moins ce qui ressort d’un Commentaire de l’Institut
C.D. Howe publié aujourd’hui. L’étude conclut qu’étant donné que les avantages sont
modestes, les promoteurs du financement gouvernemental des stades et des équipes ont
intérêt à invoquer des raisons autres qu’économiques pour justifier leur position.

Intitulée « Bread and Circuses: The Local Benefits of Sports and Cultural Businesses »
(« Du pain et des jeux : les avantages des entreprises sportives et culturelles à l’échelle
locale »), l’étude est rédigée par John Palmer de l’Université Western Ontario. L’auteur
explique que les sommes consacrées aux activités sportives et culturelles sont tout
simplement détournées d’autres activités communautaires : et même dans la mesure où
cette prémisse tiendrait, les retombées économiques à l’échelle locale sont très modestes. Si
l’on constate peu de nouvelles dépenses consacrées aux activités sportives et culturelles,
soutient Pr Palmer, il y a peu d’« effet multiplicateur » et la création de nouveaux emplois
est minime. Et bien des emplois qui sont créés le sont au prix d’autres emplois et entreprises.

La raison pour laquelle les retombées à l’échelle locale sont généralement modestes est
qu’une grande partie des recettes qui découlent des nouvelles dépenses consacrées aux
sports professionnels sont imposées par les échelons gouvernementaux supérieurs ou
appuient l’achat de biens et de services à l’extérieur de la région. Lorsque les administrations
locales parrainent des équipes ou des activités et qu’une grande partie des dépenses sont
faites en dehors de la région, les répercussions nettes sur la collectivité peuvent facilement
être négatives et les arguments économiques en faveur des subventions manquent alors
totalement leur objectif.

Mais, comme l’indique Pr Palmer, les lobbyistes du financement des sports et de la
culture, qui sont contrecarrés par la logique et les preuves de l’argument keynésien

www.cdhowe.org



d’« effet multiplicateur », passent généralement du simple aspect économique à l’argument
non pécuniaire plus global suivant : celui selon lequel les sports et la culture au sein d’une
collectivité en améliorent l’atmosphère et le moral, et accroissent la fierté civique et l’intérêt
de vivre dans un tel endroit.

Le problème que pose cet argument à l’endroit des villes qui abritent des ligues
majeures, c’est qu’il est presque impossible d’en évaluer l’efficacité, soutient l’auteur.
Cependant, dans la mesure où il a du mérite, on devrait pouvoir en constater visiblement
les effets sous la forme d’une demande accrue de logements résidentiels au sein de cette
collectivité. Les villes des ligues majeures devraient donc attirer des prix plus élevés pour
des biens résidentiels comparables, et dans les villes comme Stratford et Niagara-on-the-
Lake (Ontario), qui accueillent des festivals de théâtre de réputation internationale, la
demande accrue devrait se traduire par des prix de l’immobilier plus élevés. Mais que des
concessions sportives de ligue majeure ou des activités culturelles régionales produisent la
même demande accrue est moins clair — cette demande accrue ne se manifeste pas, par
exemple, dans les données sur le logement de Green Bay (Wisconsin), où est établie une
concession de ligue majeure de football américain.

En conclusion, Pr Palmer estime que les avantages économiques qu’offre la subvention
des activités sportives ou culturelles sont généralement modestes et pourraient même, dans
certains cas, être négatifs. De plus, la création d’emplois est minime. Typiquement, sauf
quelques exceptions notables, les avantages non pécuniaires et autres ont peu de
répercussions sur la valeur des biens réels de la collectivité, ce qui laisse entendre que les
arguments appuyant le financement des stades parce qu’ils favorisent le développement
communautaire ne se concrétisent pas sous la forme d’un nombre accru de gens qui
veulent s’établir dans ces collectivités. Vu l’ampleur modeste des avantages, les promoteurs
du financement gouvernemental de telles activités devraient aller chercher ailleurs leur
justification.

John P. Palmer est professeur agrégé de sciences économiques à l’Université Western
Ontario et ancien président de la Canadian Law and Economics Association. L’un des
cours qu’il enseigne est intitulé « L’économique des sports ». Pendant plusieurs saisons de
base-ball professionnel, il a fait une description intégrale des rencontres; également artiste,
il est chef d’orchestre du Blyth Festival Orchestra et participe au théâtre communautaire.

Cette étude est la plus récente d’une série spéciale de Commentaires de l’Institut
C.D. Howe, intitulée « Les cahiers de l’urbanisation ». Dans cette même série, ont déjà été
publiés « Municipal Finance in a New Fiscal Environment », par Harry Kitchen (novembre
2000),  « Les fusions des administrations locales : des idéaux discrédités du XIXe siècle sont
encore défendus au XXIe siècle », par Robert L. Bish (mars 2001) et « Municipal Finance
and the Pattern of Urban Growth » par Enid Slack (février 2002). La série est coordonnée
par Finn Poschmann, analyste de politique principal de l’Institut.
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In this issue...

A comprehensive look at the potential benefits from spending on sports and
cultural businesses, which finds that they are typically quite small.

The Urban Papers

The Local Benefits of
Sports and Cultural Businesses
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The Study in Brief

The benefits of having sports or cultural businesses in a community are not nearly as large as their
proponents argue. One way to analyze those benefits is to look at the multiplier effects of spending on
sports and culture. It is important, however, to look at new spending on sports or cultural events; if such
spending is simply diverted from other spending in the community, there will be no multiplier effect.
Also, it is often the case that much spending in a local economy tends to be for goods and services
produced outside that economy.

The upshot is that the multipliers for spending on sports and culture tend to be small, and might
even be zero or negative in some cases. Because the multipliers are low, new job creation is minimal.
And many of the jobs that are created come at the expense of jobs and business in other locales.

A second type of benefit involves nonpecuniary benefits: the argument that having more sports and
culture in a community improves the ambience, morale, civic pride, and desirability of living in it. The
problem with this argument is that it is difficult to evaluate. To the extent that it has merit, however, the
effect should be an increased demand for residential housing in the community. In towns such as
Stratford and Niagara-on-the-Lake, Ontario, which host internationally recognized theater festivals, this
increased demand shows up in the form of higher real estate values. Whether major league sports
franchises or regional cultural events cause the same increase in demand is less clear — the increased
demand does not show up in, for example, the housing data for Green Bay, Wisconsin, home to a major
league football franchise.

The Author of This Issue

John P. Palmer is Associate Professor of Economics at the University of Western Ontario and past president
of the Canadian Law and Economics Association. One of the courses Professor Palmer teaches is “The
Economics of Sports.” He has done play-by-play broadcasts of professional baseball games for several
seasons; he is also an artist, conducts the Blyth Festival Orchestra, and participates in community theater.
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Government funding for sporting and cultural events is an important
issue for municipal, provincial, and federal decisionmakers. The Olympic
Games, the Canada Summer Games, the Special Olympics, the Can-Am
Police-Fire Games, and WrestleMania are just a few of the special sporting

events for which local groups vie for financial support from their municipal — and
often higher levels of — governments. In addition, nearly all professional sports
teams seek some form of financial assistance from the various levels of government,
often in the form of stadium construction costs. Add to these demands on the public
purse the pleadings from theater groups, symphony orchestras, ballet and opera
companies, art galleries, and others in the culture business, and the amount of
funding support sought is sizable.

Before politicians at any level authorize subsidies for sports and cultural
businesses, they need to know the benefits their community can expect to receive.
A careful study of this question is especially important these days in light of the
considerable attention that focused on Toronto’s bid to host the 2008 Olympic
Summer Games. Similar arguments and counterarguments will surely arise as the
threatened departure of the Expos baseball franchise from Montreal is debated, as
well as for future sporting and cultural events.

Invariably, the arguments justifying municipal or other support for sports and
culture are posed in two forms. The first type of argument deals with economic
spinoffs in one way or another; according to this argument, if government provides
support for a particular sporting or cultural business, that support will generate
large benefits for the rest of the economy. The second type of argument deals less
with the dollars and cents of economic spinoffs and more with abstract notions of
what might or might not be good for the community; this argument talks about the
intrinsic value of being known as “a big league city” or a city that provides cultural
opportunities for its residents.

This Commentary focuses primarily on the first type of argument, economic
spinoffs, and deals with the second type, nonpecuniary benefits, in the last section.
It looks at economic spinoffs from the perspectives of multiplier analysis and the
impact on real estate values. As for the nonpecuniary benefits argument, although
economists cannot assign dollar amounts to ethereal values, they can raise questions
about how much citizens are paying — or are being asked to pay — to pursue
those values. And it is certainly a mistake to look only at the expected size of the
benefits without taking a closer look at who receives the benefits, a topic addressed
later in the Commentary.

Spinoffs

Serious questions must be raised about the extent to which the majority of residents
benefit from government support of sports and cultural businesses. Indeed, recent
studies of some of the issues have indicated that the benefits from such economic
activity are usually much smaller than their proponents typically argue — in fact,
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the “benefits” may even be negative.1 At the same time, however, some similar
studies also indicate that the benefits might be substantially greater than zero. Some
types of business clearly create much wider-ranging spinoffs than others. One of
the goals of this Commentary is to identify the instances in which the arguments
involving spinoffs make economic sense and those in which they do not.

I have always been skeptical of claims that the spinoff effects from sports and
cultural businesses are large (see, for example, Palmer 2000). Most such arguments
seem to be based more on what economists call “rent seeking” than on solid
economic analysis, meaning that these arguments tend to be put forward by
individuals and groups who stand to benefit directly from having governments
support such businesses. The beneficiaries of government support for sports and
culture typically include the higher-income individuals who attend such events
and who would have to pay more for their tickets or settle for lower-quality events
if governments did not support them.2 Other examples of beneficiaries are the
participants (athletes, actors, musicians, and so on), who all benefit directly from
having governments spend money to increase the demand for their services. These
distributional issues are important and are discussed later. First, however, I consider
the question of how big these spinoffs might be.

Multiplier Effects of
Spending on Sports and Culture

One common way in which the spinoff argument is presented involves economic
multipliers. In its most basic form, the multiplier argument holds that if there is
$1,000 worth of new spending in an economy, whoever receives that $1,000 will
re-spend most of it — say, 90 percent, or $900. Then, whoever receives the $900 will
also re-spend about 90 percent of that, or $810; and whoever receives the $810 will
re-spend 90 percent of that, and so on. After adding up all the re-spent amounts, the
total amount of new spending in the economy as a result of the initial injection of
$1,000 would be $10,000.3 This result, while extreme and based on a number of
hidden assumptions, relies on what is known as the “simple Keynesian multiplier.”

The purported benefit from having a large multiplier attached to higher
government spending on sports and culture (or anything else, for that matter) is
that the large increase in economic activity makes people better off. Production
grows, jobs increase, and incomes rise. The textbook concept of simple Keynesian
multipliers has been discredited for macroeconomic use because it ignores price
fluctuations, interest rate changes, and exchange rate variations; it also implicitly
assumes that there are unemployed resources that will easily become used and
usable (without raising costs!) as economic activity increases.

Ignoring the effects of most of these variables makes sense when studying local
economies, and so simple Keynesian multipliers still have some relevance, if used
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1 For an estimate of the negative impact that a new stadium would have on the local economy, see
Talalay and Kleindienst (2001).

2 For a recent discussion of the transfer from all taxpayers to the wealthier ones, see Siegfried and
Peterson (2000).

3 The formula for adding up an infinite series of the form 1 + a + a2 + a3 + a4 +… , where a < 1, is
1/(1 – a). In the example, a = 0.9, so the sum would be $1,000 � 1/(1 – 0.9), or $1,000 � 10.
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properly, in the case of local economies. Prices tend to remain constant for short
periods, and even in the long run, price changes are usually the result of phenomena
over which local governments have little, if any, control. It is also reasonable to
assume that interest rates and exchange rates are determined outside, or exogenous
to, the local economy. Consequently, a simple Keynesian multiplier that takes imports
and taxes into account has potentially valuable applicability for local economies.4

Taking into account the amount of money re-spent — but on goods and
services imported into the local economy — is very important for proper multiplier
analysis. In a local setting, imports refers to anything brought into the local
economy from outside it, possibly from a nearby municipality or even from
another neighborhood within the municipality, depending on just what is meant
by the local economy. As an extreme example, an injection of $1,000 into the local
economy would not set off the Keynesian multiplier at all if the recipient of that
money spent the entire amount in some community outside the local economy. In
fact, the net effect would be negative if the $1,000 injection came from a tax burden
that would not otherwise have been imposed on local residents.

Taking imports into consideration is especially important from the perspective
of a provincial or federal government if all the benefits in one local economy are
achieved at the expense of the economies of other localities. If the benefits that
Montreal, for example, receives from spending on sporting or cultural events come
at the expense of the economy of Quebec City, the net benefits to the province or to
Canada could well be zero or even negative.5

In addition, to avoid overstating the size of the multiplier, one must include the
marginal rate of taxation. If the recipient of the injection of $1,000 must pay, say, half
that amount in taxes and then spends 90 percent of what is left, the spending in the
second round would be only $450, not $900. And if the recipient of the $450 is also
subject to a 50 percent marginal rate of taxation, the extra spending in the third round
of spending would amount to only $202.50. If these and all subsequent rounds of
spending were added up, they would amount to only $1,818.18, not $10,000. The
multiplier would not be 10, as in the initial example, but only a little more than 1.8.

A major problem with applying multiplier analysis to local economies is that
proponents of government support for any activity ignore the fundamental question
of opportunity costs, or what might have been done with the government funding
if their pet project had not been funded. Sometimes government spending on one
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4 Whether it is possible to increase economic activity without raising costs is, however, a much
thornier question. If local multipliers are, in fact, large for some types of injections into the local
spending stream, it makes sense that the increased economic activity will raise costs. After all,
one of the basic problems of economics is scarcity, and one can only expect that increased
economic activity will create more demand for scarce inputs, thus driving up their prices. And
while some inputs may be underemployed, mobile, or readily produced with little increase in
costs, other inputs, such as land, will almost surely increase in value (and hence opportunity cost)
as economic activity increases. This issue is dealt with at length in the second portion of this
Commentary.

5 The vying for grants by different localities involves the use of scarce resources. If only one area
benefits, the overall net benefit would most likely be less than zero. This type of rent-seeking
activity is the result of what economists refer to as a negative-sum game. A reasonable analogy is
the purchase of lottery tickets: those who purchase tickets and win come out ahead, but, overall,
purchasers lose money.

If the benefits that
Montreal receives
from spending on
sporting or cultural
events come at the
expense of the
economy of Quebec
City, the net benefits
to the province or to
Canada could well be
zero or even negative.



project simply means there will be less government spending on other projects,
and the multiplier effect will, on balance, be zero.6 Alternatively, government
spending on a project might take place at the expense of higher taxes and lower
disposable incomes for the local residents; again, the multiplier in such a case
might be small, zero, or possibly even negative.

Finally, to be valid, multiplier analysis must be applied only to new spending,
not just to spending that is diverted from one local expenditure to a different one.
In the case of sports and cultural businesses, much of the spending by local residents
is simply diverted from one form of entertainment to another; to the extent this
transfer of local spending takes place between activities, no new spending is induced
by the cultural or sports business. Rather, for a multiplier effect to occur, the new
spending must come from outside the community or from savings. For example,
money that is spent on attending a ballet rather than an opera represents no new
spending in the local economy, and so the multiplier would not apply to it.7

Likewise, if money spent on meals while attending a sporting or cultural event
would have been spent anyway on meals at other restaurants in the area at roughly
same time, it would be inappropriate to consider this amount as “new” spending
within the local economy. New spending comes from customers who live outside the
local area or from those who would not otherwise have patronized local restaurants
had they not attended the event.8 New spending can also come from donations,
grants, or subsidies from individuals, taxpayers, or corporations from outside the
local area.9 It follows, then, that spending in restaurants by someone who would
otherwise not be spending anything in the local economy should be regarded as
new spending within the local economy.

When local multipliers are estimated, not only must both the transfer of spending
in the community and the effects of imports be taken into account, but a distinction
must be made between supporters’ (rent seekers’) optimistic projections on the one
hand and careful analysis on the other. Although some supporters of local government
subsidies of sports have estimated multipliers as high as seven, numerous studies
have found the multipliers to be near zero or possibly even negative.10
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6 The issue of opportunity costs lies at the heart of any economic analysis. Resources that are used
for one activity must be drawn away from other activities. This realization often affects policy
decisions, as, for example, the governor of Florida indicated when he recently questioned whether
state funding for education might be more important than funding for a new stadium for a
professional sports team.

7 Alternatively, the multiplier could be applied to the expansion in the economy due to the new
spending on the ballet, but then it should also be applied to the contraction in the economy due
to the decreased spending on the opera. Typically, these two effects cancel each other out (I explore
exceptions later in the paper).

8 If the spending in economy A is merely diverted from economy B, then economy B will experience
a multiplier contraction while economy A experiences a multiplier expansion. If both economies
are in the same municipality (or province or country), the net effect of the diverted spending
would be roughly zero, when aggregated across both economies.

9 Even in these cases, however, one must allow for offsetting effects: government or corporate grants
to, say, musical groups in Toronto may come at the expense of grants to other organizations in the
area. And grants are not without costs: often, taxes will go up or corporate dividends will go down,
to some extent reducing disposable incomes, even at the local level.

10 See, for example, KPMG (1996). Some of the best-known work countering such inadequate
estimates is Baade (1996). See also Keating (1999).
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Refining Multiplier Analysis

Multiplier analysis depends crucially on the assumptions about the size of the
underlying variables. As I hope to make clear in this section, different sporting and
cultural events generate different multipliers because of the way the initial spending
affects the economy and because of the different sources of the new spending. This
section begins with a refinement of some of the best work done to date. I then apply
these refinements to minor league sports and regional cultural events — activities
that are rarely considered systematically.

Siegfried and Zimbalist (2000) explore what might be considered a reasonable
range for a multiplier applied to major league sports teams. Their multiplier
incorporates the high marginal tax rates most owners and players face in major
league sports. It also accounts for the fact that much of the second-round spending
occurs for goods and services produced outside the community. In algebraic form,
Siegfried and Zimbalist’s local multiplier is a standard one:

multiplier = 1/[1 – MPC(1 – MPI)(1 – t)] ,

where MPC is the average marginal propensity to consume in the community, MPI
is the marginal propensity to import goods produced outside the community, and t
is the marginal rate of taxation (MRT). As one can see from inserting numbers into
the formula for the multiplier, if MPC is 0.9 and if imports and taxes are ignored
(or if MPI and t are set equal to zero), this multiplier can be as large as 10, as it was
in my initial example. But once imports and taxes are taken into account, the size
of the multiplier becomes much smaller.

The marginal propensity to consume — the portion of additional income that
will be spent for consumption — is a basic concept used in all multiplier analyses.
The concept requires only a slight extension for application to major league sports
and cultural activities. In major league baseball, the players are paid very large sums
of money. They and the team owners typically are among the highest income earners
and can take advantage of many tax-reducing savings programs. Furthermore, much
of their spending is on goods or services produced outside the local area. Hence,
one might expect the multiplier for major league sports spending to be small.

In the cases of minor league sports and cultural activities other than the very
popular, players and performers have much lower incomes. Accordingly, they are
likely to have a much higher MPC, a lower marginal rate of taxation (MRT), and a
lower MPI. Hence, the multipliers for these activities, by comparison with those for
major league sports, will be noticeably larger. For all groups, however, the second
and subsequent rounds of spending will fall much more in line with the community
averages than the first round, even though the initial impacts are likely to be quite
different.

Siegfried and Zimbalist (2000) estimate that, for major league sports, the MPC
is roughly two-thirds, the MPI is about one-half, and the MRT is 0.4, which suggests
a major league sports multiplier of about 1.25, which is considerably smaller than
that estimated by many consulting reports commissioned in support of government
subsidies to major league sports (the authors’ paper contains a long list of examples).
Of course, there is considerable margin for error in these estimates. In particular,
the MPC is likely higher and the MPI a bit lower for second and subsequent rounds
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of spending. At the same time, it seems
unlikely that most major league sports players
spend even a third of their additional income
in the local community, so Siegfried and
Zimbalist’s numbers may be good, albeit rough,
approximations.

Although new spending on a major sports
or cultural event has an impact on the economy,
much of a community’s spending on any leisure
activity is simply diverted from what people
might have spent on some other leisure activity
within that community. Some people might
decide to rent fewer videos when they attend
the theater; others might spend less at local
nightclubs or church euchre tournaments. The
possibilities for substitution are abundant. And
if spending on other local activities has a
higher local multiplier than spending on a
major sporting or cultural event, the net impact
of having a major sporting or cultural business
located in the city could even be negative.

To see the full effects of the various
multipliers, consider the examples in Tables 1

and 2. The data in column 2 of Table 1 are taken directly from Siegfried and
Zimbalist (2000). Starting with revenue of approximately $85 million, they consider
the case in which roughly $25 million is the result of “new” spending (primarily by
tourists and outside sponsors) and the other $60 million is diverted from other local
businesses. They further estimate that only half of the $25 million of “new” spending
is spent on locally produced goods and services. Assuming a multiplier of 1.5, this
means that new spending on major league baseball has an impact of about $15.625
million on the local economy. But the story does not end there.

Because $60 million is diverted from other local spending, with different
multipliers, Siegfried and Zimbalist also examine the net effect of this diversion
on the local economy. They posit that for this diverted spending the appropriate
MPC would be 0.8, the MPI 0.35, and the MRT 0.35. These numbers yield a local
multiplier of 1.51 for other local entertainment spending.11 The result is that a
negative net multiplier with a value of –0.26 is applied to all diverted spending.
Applying this multiplier to the $60 million of diverted spending leads to a negative
impact on the local economy, which almost completely offsets the positive impact.
And if higher MPCs or lower MPIs and MRTs were used in the calculations, the
overall net impact could quite plausibly be negative.

I am not altogether happy with these estimates for several reasons. First, I see
no reason for the multipliers for local spending to be so different between baseball

11 It is not altogether clear why the multipliers should be different after the first or second round
of spending. Once the portion of the money spent locally by baseball players or team owners or
at a nightclub or euchre tournament is re-spent, the average MPC, MPI, and MRT should be
roughly the same, regardless of where the initial spending took place.

Table 1: The Impact of Major League Baseball
on a Local Economy

Estimates by
Siegfried and

Zimbalist
Alternative
Estimates

Revenues ($ millions) 85 85

Amount of revenue
that is new spending ($ millions) 25 25

Amount of new spending
that is local value added ($ millions) 12.5 12.5

Multiplier 1.25 1.51

Impact of spending ($ millions) 15.625 18.875

Amount of revenue diverted from
other local spending ($ millions) 60 60

Diverted revenue lost to the local Included in 9
economy (1st round) ($ millions) multiplier

calculation

Multiplier applied to
other local spending 1.51 1.51

Net multiplier applied to
diverted local spending –0.26 0

Impact of diverted spending ($ millions) –15.60 –13.59

Net impact on local economy ($ millions) 0.025 5.285

Sources: Siegfried and Zimbalist 2000, 107–108; author’s calculations.



and other local spending after the second round of spending. Second, it is unreasonable
to ignore the fact that money diverted from other forms of local entertainment
spending to professional sports would have a draining effect on the local economy,
especially to the extent that owners and players spend their incomes outside the
local economy. And third, it seems plausible to me that, in some situations and in
some localities, the net impact on a local economy could be much larger — say, in
the cases of the Olympic Games wherever they are held, or Green Bay, Wisconsin,
home of the National Football League (NFL) Packers, or the Stratford and Shaw
Festivals in Ontario, where tourism, not diverted local spending, accounts for a
very large portion of the revenue for the business. In the next few paragraphs, I
examine the first two of these adjustments to Siegfried and Zimbalist’s numbers;
I then consider the third adjustment.

When Siegfried and Zimbalist whittle down the $85 million in revenue to the
point that only $12.5 million is new spending on local economic activity, they have
already taken into account the fact that team owners and players have very high
MTRs and MPIs, and comparatively low MPCs. These facts should not be included
in the multiplier the authors apply to the $12.5 million in new local spending. That
money goes to local producers and is likely to have the same multiplier as any other
spending within the local community. It seems inappropriate to use different
multipliers for different spending when there are no overwhelming differences.

A better approach is to assume that, once the different spending practices of
team owners and players are accounted for, the local multiplier should be roughly
the same both for the re-spending by local businesses of their dollars and for the
diverted spending from other local businesses. And since this multiplier should not
be wildly different from community averages, it makes sense to assume an MPC of
0.8, an MPI of 0.35, and an MRT of 0.35, the numbers Siegfried and Zimbalist use
for calculating the multiplier to be applied to diverted local spending. These revised
numbers are shown in the last column of Table 1.

The second problem with Siegfried and Zimbalist’s numbers is that diverted
spending is likely to have a negative impact on the local economy, as they say, but
in a different way. If $60 million is diverted from other spending within the local
economy, two questions must be answered in order to calculate the impact of this
diversion on the local economy: What is the initial impact of the diversion? and
What is the appropriate multiplier to apply to that impact?

If the $60 million goes, not to those who would have spent 65 percent of it in the
local economy, as Siegfried and Zimbalist seem to assume with their MPI of 0.35,
but to players and team owners who spend only half the revenues locally, the net
loss of spending in the local economy would be 65 minus 50 percent = 15 percent
of the diverted $60 million, or $9 million. In other words, there would be a net
increase of $9 million in imports due to the diversion of spending from other local
entertainment to major league sports. If one applies the local multiplier of 1.51 to
this lost spending of $9 million, the diverted spending would withdraw a total of
$13.590 million from the local economy, leaving a net impact of only $5.285 million.12
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12 Another way of seeing this point is to look at net new spending in the local economy. Of the
$85 million in revenues, only $12.5 million is spent locally. But because $60 million is diverted
from other local spending and because that diversion leads to a $9 million net increase in imports,
the net amount of new spending is only $3.5 million. Applying the multiplier of 1.51 to that net
injection into the economy leads to a total impact of $5.285 million.
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It is readily apparent that small differences in the numbers used and in the way
they are applied can lead to very large differences in the estimates of the overall
impact of a major league team on a local community. Instead of a $25,000 impact,
the number might more reasonably be estimated at $5 million.13 Such a large
difference highlights the need for care in the numbers chosen for multiplier analysis.

Even $5 million, however, which seems like a lot of money, does not represent a
very large overall impact from a major league franchise with revenues of $85 million,
since the multiplier is small and is applied only to net new injections into the local
spending stream; much of the $85 million is simply diverted from other local
spending. More important, not all of the $5 million in new spending is available to
help pay for municipal bonds or other expenses associated with government support
of the team. The tax benefits to the municipality from having a franchise are typically
quite small. Income taxes are paid to the federal and provincial governments and,
as a portion of new spending, amount to very little that is available directly to
municipal governments. And although the practice of charging extra local taxes
has become widespread in many parts of the United States, it is far less prevalent
in Canada.14 Consequently, even though municipal governments are expected to
help fund new stadia, arenas, or performing arts centers, the extra economic activity
from these venues generates little additional government revenue. In the end, much
of the tax benefit, such as it is, to local governments comes from increased property
values, which I take up later in this Commentary.

At the other extreme, suppose that much of the total revenue is generated from
attendance by customers living outside the local area and from provincial and
federal government grants.15 This scenario might be relevant for events of large
international significance, such as the Olympic Games or a major automobile race.16

In this case, the amount of new spending could easily be a much higher proportion
of total revenue. In addition, spending in restaurants and hotels by visitors who
would not otherwise be in the area should be included.17 Given these considerations,
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13 A reviewer of an earlier draft of this Commentary believes I have been far too positive in my
approach. I admit to trying to avoid appearing too biased against finding a positive number for
the local multiplier, which perhaps explains why I chose the numbers I did. The reviewer suggests
using much higher MPIs and MRTs, which would generate sizable negative multipliers in many
instances. This criticism emphasizes the point that understanding the assumptions about the
numbers used for multiplier analysis is paramount for those studying this issue.

14 For a careful discussion of the tax benefits of a major league sports franchise, see Rappaport and
Wilkerson 2001.

15 Recall once again, however, that this analysis ignores any secondary effects from government
grants. In reality, such grants do not occur in isolation from other fiscal effects: taxes must be
raised, other grants cut, or funds borrowed. Any of these fiscal effects would have an impact, to
some degree, on the local economy.

16 David Laidler, a reviewer of this paper, says that multiplier analysis typically refers to flows of
production and income and is not nearly as relevant for one-shot events such as the Olympic
Games. Nevertheless, because this analysis focuses on the dollar amounts, not just the size of the
multiplier, it is easy to distinguish the cases. For one-shot events, the dollar amount shown in the
tables is relevant and correct. For ongoing events, it might be advisable to calculate the net
present value of the effects and compare that amount with other relevant present values.

17 The impact of hosting the Olympic Games or a major automobile race would not be as large as
these figures suggest, however, if the local economy bumps up against capacity constraints. Once
hotels and other types of accommodation are full, it is difficult for more visitors to inject new
spending into the local economy.
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it is conceivable that as much as $60 million (if
overall revenue totaled $85 million, to keep the
examples comparable) could be new spending,
and very little of the total spending would be
diverted from other local businesses.18 A
comparison of this possibility with that set out
by Siegfried and Zimbalist is presented in Table 2.
As the table shows, in this case the impact on
the local economy would be quite substantial,
regardless of the assumptions about the sizes of
the various components of the local multiplier.

The only difference between Tables 1 and 2
is that Table 1 assumes that most of the revenue
from the business is diverted from other local
spending, whereas Table 2 assumes that most
of the revenue represents new spending from
outside the local economy. Which numbers are
appropriate will vary from case to case.
Attracting a major league sports franchise to a
large metropolitan area is likely to involve
numbers much closer to those Siegfried and
Zimbalist use; however, attracting many out-of-
town and international visitors, as Stratford and
Niagara-on-the-Lake do or as the 2008 Olympic
Summer Games would have done (had Toronto’s
bid been successful), is likely to have much larger
effects than those Siegfried and Zimbalist present.

Clearly, determining the actual impact on a local economy requires considerable
care in the use of the data. It turns out that, in larger metropolitan areas, many of
the visitors who attend major sporting and cultural events are in town for other
reasons, so their spending in hotels and restaurants should not be included as new
spending. Furthermore, it is important to define the geographic size of the local
area carefully. If it is defined to be small, more of the spending will be new spending
by visitors, but the MPI will also be much larger, offsetting this effect (for a detailed
discussion of this problem, see Siegfried and Zimbalist 2000).

The alternative numbers I present are similar to those Siegfried and Zimbalist
use. The main difference is that mine have larger positive net impacts, mainly
because I use more plausible numbers for the second and subsequent rounds of
spending in the local economy.

Multipliers for Minor League Sports
and Regional Cultural Ventures

For minor league sports and regional cultural businesses (such as theater, music, and
dance), the impact of spending on the local economy is likely to be much different
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18 This is all the more likely for such cultural centers as Stratford and Niagara-on-the-Lake (home of
the Shaw Festival), Ontario, where nearly all the spending at the theaters represents new
spending in the community, as does much of the restaurant and hotel spending.

Table 2: Alternative Estimates of the Impact of
Major League Baseball on a Local Economy

Siegfried and
Zimbalist’s
Estimate of
the Size of

the Multiplier

An Alternative
Estimate of
the Size of

the Multiplier

Revenue ($ millions) 85 85

Amount of revenue that is
new spending ($ millions) 70a 70a

Amount of new spending that is
local value added ($ millions) 35 35

Multiplier 1.25 1.51

Impact of spending ($ millions) 43.75 52.85

Amount of revenue diverted from
other local spending ($ millions) 15 15

Diverted revenue lost to the Included in 15% of $15 million
local economy (1st round) multiplier

calculation
= $2.25 million

Multiplier applied to
other local spending 1.51 1.51

Net multiplier applied to
diverted local spending –0.26 0

Impact of diverted
spending ($ millions) –3.90 –3.40

Net impact on
local economy ($ millions) 39.85 49.45

a Assuming $10 million in government grants.

Sources: Siegfried and Zimbalist 2000, 107–108; author’s calculations.



than that for major league sports. One can, for
example, reasonably expect that the MPC is
much higher, perhaps as high as 0.9. People who
receive incomes from these activities have lower
incomes and tend to spend much larger portions
of their incomes in the local community.
Similarly, the MPI might be as low as one-third
and the MRT might even be as low as one-sixth.
Substituting these numbers into the multiplier
equation yields a multiplier of 2, suggesting
that new spending on these activities generates
additional local production of an amount that
is roughly double that of the new spending.
Once again, however, it is inappropriate to use
wildly different numbers for the components of
the multiplier just because the initial impact of
the revenue is different. Once local minor league
players and owners or actors or musicians spend
their income, it all goes into the local spending
stream in approximately the same way.

Table 3 shows two scenarios for the impact
of spending on the local economy when minor
league sports and regional cultural events are

considered. If annual revenue totals $5 million, one can reasonably assume that no
more than $2 million of that amount will be new spending in the local economy;
the rest will be diverted from other local spending. And because the economic
activity is more likely to involve local businesses, one can assume that three-quarters
of the new spending will generate local value added. Finally, one can assume that
the multiplier for new spending is the same as that for diverted spending, and that
the multiplier for what might have been spent on alternatives is also the same. With
these assumptions about the numbers, Table 3 shows that a business with revenue
of $5 million will have a net impact of $3 million on the economy. If one applies a
multiplier of only 1.51, to compare Table 3 with Tables 1 and 2, the net impact will
be only $2.265 million.

Again, as with Tables 1 and 2, the estimates in Table 3 are sensitive to the
underlying assumptions. If the local multiplier is closer to 1.51 — the number
resulting from Siegfried and Zimbalist’s assumptions — and if only half of the new
spending generates local value added, the net impact will be only $1.51 million,
about half the impact presented in Table 3, column 2.

The upshot of these calculations is that, despite the apparent precision of the
numbers, they depend crucially on the underlying assumptions on which they are
based. Siegfried and Zimbalist, while cautious about estimating that the net multiplier
for major league sports may be near zero, seem confident that the economic impact
on local economies is small.19 The alternative estimates presented here do not reject
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Table 3: The Impact of Minor League Sports
and  Regional Cultural Businesses
on the Local Economy

Minor League Sports
and Regional

Cultural Events

Using a
Lower Local
Multiplier

Revenue ($ millions) 5 5

Amount of revenue that is
new spending ($ millions) 2 2

Amount of new spending that is
local value added ($ millions) 1.5 1.5

Multiplier 2.00 1.51

Impact of spending ($ millions) 3.000 2.265

Amount of revenue diverted from
other local spending ($ millions) 3 3

Multiplier applied to
other local spending 2.00 1.51

Net multiplier applied to
diverted local spending 0 0

Impact of diverted spending 0 0

Net impact on
local economy ($ millions) 3.000 2.265

Source: Author’s calculations.

19 Siegfried and Zimbalist are not alone in their conclusions. See, for example, Baade (2000), who
presents a case study of the effects of the Kingdome (now demolished) on its Seattle
neighborhood. He concludes that, although some restaurants and sports stores within a very...



those of Siegfried and Zimbalist, but they do allow for the possibility that the
impact would be large, especially if the amount of new spending by visitors or
through government grants is large and the amount of diversion from other local
spending is small, as might be the case for events such as a one-time WrestleMania
contest or the Olympic Games. The key to understanding the competing claims
must involve careful case-by-case research about the amount of new spending,
especially by visitors from outside the local economy.20

The Importance of Fixed Factors

All too often, proponents of government subsidization of local sports and cultural
businesses pose their arguments in terms of job creation and the reduction of
unemployment (see, for example, Canada 1998). The problem with such arguments
is that they fail to recognize that labor is a highly mobile factor of production. To
the extent that employers hire labor in a competitive market, and to the extent that
labor moves freely from nearby communities (or even more distant ones), the job-
creation argument is bogus. Jobs created by economic activity in one community
are often nothing more than jobs lost elsewhere in the province or country.21

In the long run, the primary beneficiaries of increased economic activity in a
specific community are the owners of fixed, not mobile, factors. As an increase in
economic activity leads to an increase in the demand for labor, more labor moves
to the area. Land, in contrast, is a fixed factor, and an increase in the demand for it
simply raises real estate values. And to the extent that external benefits are captured
and internalized within the community, they become gains for the owners of real
estate in the community. Accordingly, a study of the effects of cultural and sports
businesses on community real estate prices should give a fairly clear idea of the
overall benefits these sorts of activities bring to a community.

Unfortunately, it is virtually impossible to identify the effects of a single type of
business activity on real estate values in a large metropolitan area such as Toronto,
Vancouver, or Montreal. An impact of several million dollars per year could easily
be lost in the error term of an estimation. Fortunately, there are examples of local
areas in which it is possible to study the effects of cultural businesses on the local
economy. Two such examples are Stratford and Niagara-on-the-Lake, Ontario.

C.D. Howe Institute Commentary 11

Note 19 - cont’d.

...small radius of the stadium benefited from its existence, these effects were not felt even four or
five blocks from it. He also points out that the stadium had a negative effect on some other
businesses by causing congestion on game days. See also Noll and Zimbalist (1997).

20 In a discussion on CBC Newsworld’s Face-Off in which I participated in autumn 1996, one
panelist argued that those who spent money on tickets for Winnipeg Jets hockey games would,
once the team left town, spend it at casinos located outside the city, the province, or even the
country. While this argument might contain some grain of truth, the actual size of such effects
must be assessed carefully before one can place much credence in this argument or in the
conclusions to which it leads.

21 This point is very simple, yet it seems to escape many people. Even the writers who find that the
presence of a major league sports franchise creates few new jobs rarely mention it. (See Rappaport
and Wilkerson 2001.)
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Real Estate Values

Stratford and Niagara-on-the Lake, Ontario

If, as I argued above, the long-run benefits accrue primarily to the owners of fixed
factors, especially real estate, the effects of these benefits should show up in the
form of higher property values in the community. Table 4 shows the average
estimated fair market prices of detached bungalows and standard two-storey
homes in the real estate regions of Stratford and Niagara-on-the-Lake and areas
near both these locations. The table shows quite clearly that the two towns, with
their major, internationally acclaimed summer theater seasons, command higher
real estate prices.

Consider Stratford first. The differences in its housing prices are smaller than
those in Niagara-on-the-Lake in part because the prices in the comparison areas are
higher and in part because Stratford has considerable business in its local area in
addition to the Stratford Festival. Moreover, Stratford is larger than Niagara-on-
the-Lake, and so the increased demand for real estate resulting from the theater
festival is spread over more units. In summary, housing prices are approximately
$5,000 to $10,000 higher in Stratford than they would have been without the festival.
With roughly 8,000 houses in Stratford (Financial Post 2001), it appears that the
festival has added between $40 million and $80 million to the value of residential
real estate in the city. At a 7 percent rate of interest, the annual benefit of the
festival to the city’s homeowners is probably between $2.8 million and $5.6 million.

In Niagara-on-the-Lake, the difference in residential real estate prices in the
town versus those in surrounding areas is about $50,000, which is much greater
than in the Stratford case, partly because the town is smaller (fewer houses means
more competition among potential buyers, thus driving up the price) and partly
because prices in the surrounding areas drop off much more rapidly than they do
in the Kitchener-Waterloo area.22 Of that difference in value, one can conservatively
estimate that $30,000 is due to the presence of the Shaw Festival. With about 4,000
houses in the town, it appears that the festival could be worth perhaps $120 million
to local homeowners; again, at an interest rate of 7 percent, this represents an
annual benefit of some $8.4 million.

These numbers are very rough, but they indicate qualitatively that the Shaw and
Stratford festivals confer large annual benefits on the owners of real estate in the
communities in which they are held. Indeed, these numbers are probably serious
underestimates because they do not include the effects on the value of commercial
real estate. Nevertheless, they indicate that, in these two instances at least — when
so much of the spending on festival activities is new spending coming from outside
the communities — the benefits of these activities to the owners of local real estate
are sizable.
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22 There seems no reason to suppose that the much higher values in Niagara-on-the-Lake are due
significantly to its location on Lake Ontario; the town’s mushrooming bed-and-breakfast industry,
for example, has virtually nothing to do with the lake and everything to do with the Shaw
Festival.

The Shaw and
Stratford festivals
confer large annual
benefits on the
owners of real estate
in the communities
in which they are
held.



Furthermore, if a major cultural event in a
town or city also creates other, indirect
nonpecuniary benefits, more people will be
willing to pay more to live in there. Thus,
looking at real estate values also captures many
of the other benefits to the community that do
not directly show up in multiplier analysis or
job-creation analysis.

Green Bay, Wisconsin

In contrast to the situation of a popular festival
in a small town or city, it is very difficult to
analyze the impact on local real estate of a
major league sports franchise, since nearly all
such teams are located in large metropolitan
areas where many factors influence housing
prices. An exception, however, is Green Bay,
Wisconsin, a relatively small city that hosts the
Packers of the NFL, although the best data
available about housing and real estate prices
there come from the 1990 US census and are
less precise than the data for Canadian cities.

Table 5 shows housing prices, population,
and housing by type in Green Bay and the
neighboring cities of Appleton and Oshkosh,
whose economies, like those of Kitchener,
Waterloo, and St. Catharines, Ontario, are more
diversified than that of the town that hosts the
cultural or sports activity.

The table shows that median housing prices
are similar in both Green Bay Town and Oshkosh
Town, and that the same holds true (though at
a lower level) for the larger metropolitan areas
of both cities, while house prices in Appleton
are in-between the two.

Based on these data, the effects of the Stratford and Shaw festivals in Canada
appear to differ from those of the Packers on Green Bay.23 One big reason for the
difference is that the Packers typically have only eight or nine events each year,
whereas the theater festivals are very active, with multiple performances on
multiple stages on a daily basis for four or five months of the year. This difference
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Table 4: Representative Real Estate Prices in
Stratford and Niagara-on-the-Lake, Ontario,
and Surrounding Areas, 1999–2001

Average Price by
Type of Housing

Real Estate
Area

Detached
Bungalow

Standard
Two-Storey

House

(dollars)

Stratford, Ontario,
and Surrounding Areas

Waterloo-Stratford 165,333 170,500

Waterloo 162,667 159,000

Kitchener 155,833 158,333

Niagara-on-the-Lake, Ontario,
and Surrounding Areas

St. Catharines/ Niagara-on-the-Lake 170,000 150,000

St. Catharines 124,333 110,667

St. Catharines–Fonthill* 121,000 112,500

St. Catharines–Niagara Falls 113,667 101,333

St. Catharines–Welland* 120,500 96,000

Note: Housing prices are as of January 1999, 2000, and 2001, and are
estimates by real estate company employees and affiliates, rather
than actual averages of transaction prices or the result of
sophisticated calculations based on hedonic price indices.
Accordingly, they are, at best, rough estimates. The numbers for
Niagara-on-the-Lake are a particular concern because the same
prices are listed for each of the three years. Also, the data for
bungalows in Stratford seemed quite low prior to 2000 and then
made a very sizable jump upward in 2000, casting some doubt on
the reliability of that series. Thus, questions about the reliability of
these data mean that the ensuing analysis must be considered
indicative, and not as firm as one would like.

Note: Each line represents a different geographic real estate region. For
example, Waterloo-Stratford is a separate geographic region from
Waterloo.

* Data are available only for 2000 and 2001.

Source: Royal LePage.

23 One reader of an earlier draft of this Commentary pointed out that the percentage difference in
house prices between Green Bay Town and Oshkosh Town (or between Green Bay City and
Oshkosh City) is about the same as the percentage difference in bungalow prices between Stratford
and Waterloo. It is unfortunate that more comparable data are not available. At the same time,
however, Green Bay City has prices that are lower than those in Appleton; moreover, the percentage
difference in bungalow prices between Stratford and Waterloo is the lowest of all those observed
involving Stratford or Niagara-on-the-Lake.



is important: Even if more fans attend eight Packers’ games than attend an entire
season in Stratford, entrepreneurs are much more likely to build hotels and
restaurants (and convert private homes into bed-and-breakfasts) if they anticipate a
steady demand over four or five months than if they expect a spurt in demand
only eight times a year. Furthermore, because of the wide variety of plays to see
during a visit to a theater festival, people are much more likely to visit Stratford or
Niagara-on-the-Lake and spend a night or two at a local hotel, motel, or bed-and-
breakfast than they are to spend even one night in Green Bay.24 This sustained
demand over a four- or five-month period for overnight sleeping accommodations
(and additional restaurant meals) is likely to be one of the main forces driving up
real estate values in Stratford and Niagara-on-the-Lake, but leaving housing prices
comparatively unaffected in Green Bay.

Most sports and cultural businesses do not resemble either the Stratford or Shaw
Festival. These two cultural businesses attract substantial amounts of new spending,
both by visitors and in the form of sponsorships, donations, and government grants.
Smaller regional theaters, Toronto theaters, and most major league and minor league
sports businesses do not draw nearly so large a proportion of new spending from
outside the communities, nor are visitors likely to stay as long or spend as much
money for these other events. Consequently, the estimates for the Stratford and
Shaw Festivals are likely at the upper limit of potential benefits brought to
communities from these types of business. Indeed, the data on housing prices for
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Table 5: Housing Types and Prices
in Selected Wisconsin Communities

Green Bay
City

Green Bay
Town

Appleton
City

Oshkosh
City

Oshkosh
Town

Population 96,466 1,292 65,695 55,006 4,655

Total number of units 39,726 575 25,528 21,827 1,512

Housing type

1 unit, detached 21,761 517 16,896 12,753 1,139

1 unit, attached 2,055 1 724 403 12

2–4 units 8,192 15 4,148 4,864 86

5–9 units 2,581 1 1,130 1,124 12

10 or more units 4,446 0 2,303 2,253 31

Mobile homes, other 691 41 327 430 232

Median house price (US $) 55,500 75,000 64,400 53,800 73,700

Source: United States 1991.

24 Stereotypical behavior for an NFL fan involves loading up the SUV with barbecue equipment,
sausages, and beer early in the morning, driving to the game, and having a tailgate party in the
parking lot. This type of behavior adds little or nothing to the local economy beyond what is paid
for the tickets themselves. Stereotypical behavior of a festival theater patron involves spending a
night or two in town, eating in local restaurants, and shopping in the numerous boutiques, all of
which inject new spending into the local economy and add to the demand for local real estate. To
the extent that these stereotypes reflect the differences between Green Bay and Stratford or
Niagara-on-the-Lake, they help account for the differences in the impacts on local economies and
local housing prices.



Green Bay fail to show that having a major league football team in that city has
had a noticeable effect on real estate values there.

The results for these three cities should not be surprising. Stratford and
Niagara-on-the-Lake draw large audiences from great distances, many of whom
spend several nights in the area while attending plays. These visitors inject a great
deal of new spending into the local economies. Green Bay, and other cities hosting
major league sports teams, tend to have a much higher proportion of single-day
visitors who inject far less into the local economies.25 Similarly, people are less
likely to visit a city for a prolonged period to attend regional theater or minor
league sporting events.26

In fact, the numbers for major league sports, especially the NFL, indicate virtually
no net impact on the local economies. With numbers like these, it is not surprising
that voters in Minnesota and Washington recently voted against public funding of
stadia; that many Canadians were outraged by suggestions that National Hockey
League teams should receive federal government subsidies; that the Florida Senate
has indicated strong resistance to providing public funding for a new retractable dome
stadium for the Florida Marlins baseball team; or that Los Angeles appears to be
complacent, at best, about having no NFL teams located in its metropolitan area.

Quality of Life

Nevertheless, many politicians and rent seekers continue to argue in favor of
government subsidies for major league sports. However, with growing evidence
that the multipliers and other spin-offs are much smaller than was assumed to be
the case, politicians are now beginning to focus on less pecuniary factors to bolster
their arguments. For example, in a debate about where to locate a stadium in the
Miami, Florida area, Miami mayor Alex Penelas said:

People want Miami to be a world-class community, but they are not willing to
accept what goes along with it....What is going to be the tangible loss if the Marlins
leave South Florida? There may not be many jobs lost, but we would lose
prominent athletes and executives who serve as role models and lend their names
and dollars. There is some economic benefit that is tangible, but I think the stronger
argument is what is intangible and what having the team here means to the
community. (Quoted in Bloom 2001.)

Of course, if culture and role models are the real goals of local politicians, it seems
reasonable that devoting more money to education and the arts would have at
least as much value as subsidizing professional sports.

This quality-of-life argument in favor of hosting a major league sports franchise
is carefully examined in Rappaport and Wilkerson (2001). While the authors are
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25 Cities that host major league baseball teams might do better than others because baseball teams
play nearly every day, making it worthwhile for people to visit the city, spend a night or two, and
see two or three games during their visit.

26 There are exceptions, of course. Minor league sports tournaments typically involve many teams
and many games over several days. The Little League World Series attracts baseball fans from far
and wide to the small town of Williamsport, Pennsylvania, and many stay for several nights.
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unable to determine whether having, or losing, such a franchise has any effect on a
city’s real estate values, they nevertheless conclude that having one does indeed add
to the overall quality of life in a city. Their argument, simply put, is that many cities
— including St. Louis, Cleveland, Baltimore, Houston, and Oakland — that lost
NFL franchises subsequently made considerable efforts, in terms of tax concessions
and promised contributions to new facilities, to attract a replacement. At the same
time, however, many cities that have lost franchises — such as Winnipeg and
Quebec City (hockey), Kansas City, San Diego, and Vancouver (basketball), and
Los Angeles (football) — have not been particularly aggressive in offering pecuniary
incentives to attract a replacement.

One reason Rappaport and Wilkerson’s argument is less than persuasive is that
a city’s attempt to attract a new franchise may be as much the result of increased
rent-seeking efforts as anything else. It is difficult to ascribe any apparent change
in voters’ support for such a move to an epiphanous realization that they had lost
something of value when the original franchise left town. However, the change of
heart might be explained by the economics of group decisionmaking and free riding.
Those who stand to gain rents from retaining an existing franchise or from attracting
a new one have an incentive not to contribute to political and financial support for
it, but to free ride by letting others do the work of retaining an existing franchise
for them. They end up playing a type of prisoner’s dilemma game27 and, in the
process, since they have an incentive not to contribute support, they sometimes
lose both the game and the franchise. Once the franchise is lost, though, some of
these free riders have an increased incentive to support attempts to attract a new
one. If this is the case, Rappaport and Wilkerson’s argument that this increased
support measures quality of life falls flat — the increased support is just the result
of sophisticated coalition building.

In the end, if ethereal, nonpecuniary, quality-of-life values are important to
people in a particular community, these values should make their community a
more pleasant place in which to live, which should, in turn, translate into higher
real estate values. As my earlier analysis indicates, major theatrical festivals do
tend to add to the real estate values of the communities that hold them, and quite
possibly some of this added real estate value is due to increased demand from
people who want to live in such towns. The same cannot be said for communities
with major league sports franchises. Some people may wish to live in such a
community simply because of the presence of such a franchise but, as the data for
Green Bay suggest, there is little evidence that this desire has any impact on real
estate values.
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27 A prisoner’s dilemma refers to the situation where prisoners, arrested under suspicion of having
committed a crime together, are isolated from one another and each has to decide whether to
cooperate with the police and betray his fellow prisoners in exchange for his freedom or say
nothing on the assumption that the other prisoners will do the same. The dilemma resides in the
fact that each prisoner has a choice of only two options but cannot make the better choice without
knowing what the other prisoners will do.
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Who Gets the Goodies?

I should emphasize that the estimated benefits discussed in this Commentary are
only for a local area. To the extent that new spending, in the form of tourism or
government subsidies, comes from other areas within a province or even taxpayers
in other provinces, the benefits in one area are offset by a decline in economic
activity elsewhere. Subsidies to, say, a National Hockey League team in Alberta
may require an offsetting reduction of government spending in the Maritimes;
federal grants to a ballet company in Manitoba may mean an increase in taxes for
everyone in Canada; and funding for the arts in Toronto may require an increase in
government borrowing (or a decrease in the paydown of outstanding government
debt), which will affect the amount of funds available elsewhere and which might
even have an impact on interest rates, thus affecting many people in Canada. From
a purely nationalistic and mercantilist point of view, Canadians do not seem to mind
if benefits accruing to the Canadian economy come at the expense of other countries
— indeed, this attitude made it comparatively easy for many to support Toronto’s
bid for the 2008 Olympic Summer Games. Few people seemed concerned that
Toronto’s gain from tourism would have meant a loss to the countries from which
Olympic visitors would have come. Nevertheless, this concern is understandably
of little practical importance in the global economy, since no matter where the
Games are held they represent a loss to everyone but the host city.

More typically, the economic benefits of cultural and sporting events to a local
community are rarely additions to the gross domestic product of the country as a
whole. In the cases of Stratford and Niagara-on-the-Lake, the international acclaim
of their theater festivals attracts substantial numbers of non-Canadian visitors,
whose spending represents an injection not just into the municipal spending streams
but into the entire economy. In this respect, these events have a persuasive case that
they benefit the Canadian economy and deserve consideration for federal support.

But it is of little comfort to residents of Saskatchewan or northern Ontario to
know that their tax dollars are used to increase economic activity and real estate
values in Stratford or Niagara-on-the Lake. And it is cold comfort to someone
living in rented quarters in Stratford who dislikes theater to know that the festival
plays a role in keeping rents high in the town. In other words, local benefits have
sizable redistributional effects, and they rarely justify substantial subsidies from
governments higher than the local level.

Conclusion

The research for this Commentary leads inexorably to the conclusion that the
benefits from having sporting or cultural activities are not nearly as large as their
proponents argue. The multiplier effects are usually small and might even be
negative in some instances. Job creation is minimal. And, typically, but with some
notable exceptions, the nonpecuniary and other benefits have little impact on real
estate values in the community, suggesting that such benefits fail to induce any
increase in the demand to live in those communities. Given the small size of these
benefits, proponents of government funding for such activities must look
elsewhere for their justification.
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