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DO YOU REMEMBER?

If you have read the Wall Street Journal from March 12th to March 16th you should be able to answer the following questions based upon important articles relating to economics. The reference at the end of the answer tells you the date and page number where you can find the article that provides the basis for the question. 
1. According to economists surveyed by the Wall Street Journal, by how much will President Bush’s tax-cut package boost GDP during 2001? Click for answer.
2. How have multinational pharmaceutical companies responded to Cipla’s offer to provide their patented AIDS at discount prices to the international organization, Doctors Without Borders?  Click for answer.
3. What does the February Employment Report by the Bureau of Labor Statistics suggest about the state of the U.S. economy? Click for answer.
4. What are the risks to OPEC of their raising prices? Click for answer.
5. How has the slowing of the U.S. economy changed the dynamics of dot-orgs vs dot-coms? Click for answer.
6. What is going on in the state of Washington that would contribute to a nation-wide recession?  Click for answer. 
7. The NASDAQ is down more than 60 percent from its high in March 2000 and the Dow is down more than 20 percent from its high.  Based on historic price-earnings ratio, are stocks now under or overvalued?   Click for answer.
8. What happened to household net worth in 2000? Click for answer.
9. How are lay offs in today’s economy different from layoffs during the early 1990s?  Click for answer.
10. Why has the U.S. government banned import of animals and some animal products from Europe? Click for answer.
11. What is the “Diesel Debate” in the Northeast all about? Click for answer.
12. How is a slowing economy both an argument for and against Bush’s tax cut plan? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. Most economists believe that Bush’s tax cut will have very little effect on the economy during 2001, perhaps only a couple tenths of a percentage point.   (See “Tax-Cut Talk Is Big; Relief Would Be Small” March 12, page A1.)
2. They have lowered their AIDS drug prices.  (See “Behind Cipla’s Offer of Cheap AIDS Drugs: Potent Mix of Motives,” March 12, page A21)
3. The unemployment rate remained at 4.2 percent. Nonfarm payrolls rose by 135,000.  This suggests that the economy may have “stabilized well short of recession.” For the full report, go to http://www.stats.bls.gov. (See “Jobs Data Offer Encouraging Signs on Recession” March 12, page A2.)
4. The risk is losing market share.  Non-OPEC production has risen as a result of previous OPEC price increases. (See “OPEC Move to Cut Output Carries Risk” March 12, A2) 
5. Dot-coms, which depend on venture capital, are having difficulty surviving because capital is drying up.  Dot-orgs, however, depend on grants, which are less cyclical.  Some Dot-orgs are now buying Dot-coms. (See “Dot-Com Decline Turns Into Lift For the Dot-Orgs” March 12, page B1)
6. Sharply rising energy prices are expected to cut disposable income by as much as $1.7 billion a year. The resulting drop in consumer spending would be magnified throughout the state economy into a greater decline in production. (See “Power Crisis May Stifle Washington State” March 13, page A2.)
7. They are still overvalued from the perspective of historic p-e ratios.  (See “The Really Bad News About the Market: Stocks Are Still Pricey” March 13, page A1.)

8. Household net worth fell 2 percent in 2000 according to the Flow of Funds report by the Federal Reserve bank.  Go to http://www.federalreserve.gov for the full report. (See “Household Net Worth lost 2% in 2000 as More Assets Are Tied to Stock Market” March 13, page A2.)
9. Companies are trying to lay off their employees much more gently because the labor market is still tight.  They may need to rehire these same employees later and their reputation as an employer is important for future hires. (See “The Kinder, Gentler Way to Lay Off Employees” March 13, page B1.)
10. The U.S. is trying to keep the recent outbreak of foot-and-mouth disease from spreading to U.S. animals.  (See “Disease Spurs Ban of European Imports” March 14, page A3.)
11. Energy officials have suggested that they pay consumers to reduce demand for public power.  One way commercial consumers would do this is to use diesel generators, which emit pollutants.  (See “Energy-Crisis Policy Debated in Northeast” March 15, page A2)
12. It is an argument for the tax plan to the extent that the plan increases consumer spending and boosts economic growth. It is an argument against the plan to the extent that economic weakness will likely reduce future U.S. budget surpluses. (See “Market Slump Helps Sell Tax Cuts Now, But Weakness Could Erode Surpluses” March 15, page A2)
Return to Questions 
Pro Sports Suffer as Scalpers,
Web Sites Give Away Tickets

By SAM WALKER 
Staff Reporter of THE WALL STREET JOURNAL
Robert Schildt was walking by Madison Square Garden last December when, just for laughs, he asked a ticket scalper how much it would cost to get into that evening's sold-out New York Knicks game. He figured he'd have to pay double, maybe triple the face value.

The response? Half-price. "I did a double take," says Mr. Schildt, who paid $30 and has since been back twice for a similar rate. "I never thought a Knicks game could be a cheap night out."

The strange economics of pro sports just got stranger. From pro basketball to baseball, scalpers, ticket brokers and Web users are practically giving away tickets to some games. To the embarrassment of teams, so many people aren't using tickets that scalpers have to sell some of the best seats in the house now at cost -- or in some cases, 60% to 80% below face value. At those prices, scalping isn't even illegal in most cities. "The system is out of whack," says University of Oregon sports-marketing professor Dennis Howard. "It's pretty much absurd to pay full price."

Sound too good to be true? To test the market, we trolled the Web, contacted ticket brokers in newspaper ads and even showed up at games with a wad of bills. Over two months, we got a good sense of the resale prices in two-dozen sports towns. What we found was enough to send a chill down the spine of the sports industry.

Baseball season is just around the corner, for example, but brokers in Seattle aren't expecting any windfalls -- last year, playoff tickets sold for $10 below cost. Professional football's market is the strongest of the bunch, but brokers say premium tickets were plentiful last season. And while Los Angeles Lakers games are still rather pricey, we spent just $20 to see an Orlando Magic game. How good were the seats? First level, center court.

We weren't the only ones doing this. In almost every market, we found savvy fans turning the tables on rising ticket prices. Take Washington Redskins fan Pete Montanino, who has always wanted to sit in the team's posh "club" seats. Last December, with the playoffs on the line, he found something odd at FedEx Field: Scalpers with fists full of these $200 premium seats, and few takers. "That never would have happened three years ago," says Mr. Montanino, who bought two of them for a $100 discount, then watched the New York Giants game from the comfort of a padded leather chair.

Then there's James Wells, a software engineer who doesn't even use scalpers to see Houston Rockets games for big discounts. His technique: Find any corporate types outside the arena and chances are they're sitting on a stack of extra seats from the office. How much do they usually want for a $112 ticket near the floor? "I never pay more than $20," says Mr. Wells. "Most of these guys are just looking for a little beer money."

1. What is the economic decision rule an employee would use whether to sell the tickets?  Would that decision rule change if it was being made by the corporate person who actually purchased the tickets? What role does the ticket price play in the decision?
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All this, of course, is a far cry from the sports market of the roaring '90s. With a strong economy and high-profile stars like Michael Jordan and Mark McGwire driving up the market wherever they went, brokers say they could make a nice living off sports tickets. Teams that had built fancy new stadiums were selling out every game, win or lose, and the frenzy was such that scalpers could get twice the face value for games in big markets.

But the sports industry has hit a pretty steep stump, with attendance growth flattening and TV ratings spiraling (down 23% in pro basketball last year alone). Part of the problem, of course, has been the stumbling economy. But critics say the industry deserves much of the blame: Teams raised prices and sold their best seats to the most fickle kind of fans, wealthy corporate types with plenty of other things to do. Now, a lot of those ticket holders, despite renewing their seats each year, are skipping more games than ever before. Even loyal fans are staying home more often too, fed up with loud music, promotions and extra commercial breaks. "They're getting desensitized," says sports-marketing expert Rick Burton.

2. What factors have contributed to declining prices in the secondary market? 
3. Demonstrate your answer to #2 graphically.
Available on the Web
They're also creating a huge supply of extra tickets. To be sure, our survey did turn up fans paying $300 for lower-level seats at Los Angeles Lakers games. And next month, Opening Day tickets to see the Texas Rangers and America's highest-paid athlete, Alex Rodriguez, won't be cheap, either: Decent seats at the Ballpark in Arlington are already selling on the Web for $80 above face value.

But these were the exceptions, at least according to ticket dealers. "The whole sports market is in trouble," says Jack Berman, a Miami broker who says prices for events like hockey's All-Star Game and last year's NBA finals were down at least 25%. In some cities, brokers say they've simply stopped buying tickets in advance, and just fill orders as they come in. Then there's longtime New England sports broker Alan Zura, who in peak years could sell 4,000 pro basketball tickets at a markup. This season? "I'll be lucky to sell 200," he says.

By far, the cheapest seats can be found on the street, although most fans avoid this option for fear of winding up in handcuffs. But what they don't know is that in many cities, from Seattle to Orlando, it's only illegal to sell tickets above face value, or within a certain distance of the stadium. In Cleveland, where good Indians baseball tickets have been selling for as little as $5, lawmakers recently added a clause in the city's scalping law to allow discount sales. Milwaukee and other cities are weighing similar moves.

What's more, other fans are finding decent prices from other sources -- everything from ticket brokers in the newspapers to the Web. One booming place to shop: eBay, which says its sports-ticket auctions have shot up 200% in the last nine months alone. There's also a growing breed of sites like StubHub.com and OpenSeats.com that bring together buyers and sellers. "I thought I'd spend $40 a ticket," says Mike Zauberman, a college student in Indiana who recently logged on to find six Knicks-Pacers tickets. "I paid $10."

4. How does making scalping tickets illegal affect the price of scalped tickets? Why would teams support anti-scalping laws even though allowing ticket scalping might increase attendance?
Already Sold
So what do the leagues have to say about all this? At the moment, not much. David Stern, the commissioner of the National Basketball Association, says he isn't surprised that today's busy ticket holders don't attend every game. Furthermore, leagues say, the scalper market doesn't affect a team's bottom line much because the tickets on the street already have been sold by the box office. "There's always an up and a down," says Mr. Stern.
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Spokesmen for Major League Baseball and the National Football League, meanwhile, point out that their leagues set attendance records last year. They don't keep track of how many people aren't showing up to events. "All I know is that 86% of our games were sold out last year," says the NFL spokesman.

But sports analysts say the industry could be sitting on a time bomb, if leagues can't convince enough fans to renew their season tickets in a down economy. According to polling firm Harris Interactive, the main reason fans don't renew their seats isn't the price or even the team's performance -- but the number of times their tickets go to waste. "There comes a point where you start to wonder, 'What's the value?' " says Phil Williford, a longtime Indiana Pacers fan who's thinking of giving up his fourth-row season tickets. And even in this age of big TV contracts, teams still rely heavily on ticket sales for about 30% to 40% of total revenue, depending on the league.

Ticket Prices Reduced
So teams are already rushing to keep ticket holders happy -- reducing prices, allowing fans to donate unwanted tickets to charity, or even encouraging them to split the cost with partners. Other teams may soon start selling "coupons" good for any game rather than any specific date. Baseball's San Francisco Giants have taken the most drastic step: setting up a Web site where season-ticket holders can scalp their unwanted seats to the general public. In this case, selling above face value is fine with the Giants.

5. How are teams responding to the fact that the supply of tickets to the secondary market is rising and the price of scalped tickets is falling?
In late January, the CBO released its latest projection. Economic growth of 3.0% added $800 billion to the projected surplus, which was good news for Mr. Bush, who sent his tax plan to Congress a week later. "CBO forecasts have had a very big impact on the public debate," says John Cogan, who helped craft Mr. Bush's economic platform.

Democrats grew more defensive. The CBO numbers no longer paint Mr. Bush as profligate, so tax-cut critics emphasize the uncertainty in any forecast. "It's like you're throwing darts when you're dealing with three years," says Sen. Kent Conrad, a North Dakota Democrat. "You can't make commitments based on 10-year forecasts; it lacks wisdom."

For their part, Messrs. Dennis and Peterson will start work in two months on their July forecast, which will probably be released before lawmakers vote on the Bush plan. White House economist Lawrence Lindsey says there is plenty of room for another upward revision. Don't count on it, Mr. Peterson warns; the economy is hard to read. "It's depressing," he says. "But sometimes you get your sense of accomplishment by talking about what you can't do."

But for now, the best deals in sports are going to the fans who have learned to think outside the box office. "The market is trying to send a message to the leagues," says Mr. Howard of the University of Oregon. "I hope they're listening."

Write to Sam Walker at sam.walker@wsj.com
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapter 5 in Colander’s Economics and Microeconomics.

Refer to chapter 4 in Frank and Bernanke’s Economics and Microeconomics.

1. The employee who has been given a ticket to the game must weigh the relevant costs (not going to the game) with the relevant benefits (receiving the scalp price and doing something else with their time).  Depending on the situation at the corporation, an additional cost to the employee might be the possibility of getting caught and not receiving tickets in the future.  The price of the ticket is a sunk cost and doesn’t enter in the decision.  The same decision rule applies to the person who made the decision for the corporation to buy them, but this time the additional cost may be increasing the possibility that his/her employees would find out, which would implicitly encourage them to sell their tickets too. Return to article.
2. A slowing economy and fewer “star” players are two factors that have contributed to the lower prices for resale tickets. Return to article.

3. As the graph shows below, the economic slowdown and the lack of “star” allure shifts the demand for sports tickets to the left, reducing both the price and quantity of tickets sold. 
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 Return to the article
4. An anti-scalping law adds an additional cost to those scalping tickets, pushing the resale cost of tickets up to include the cost of being caught. Allowing tickets to be scalped increases competition for remaining box-office sales, lowering the revenue for teams. Return to article.
5. Teams are responding to the reduced demand for their tickets by lowering price, as would be expected from basic supply/demand analysis.  Return to article.
Return to Top
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