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In early 2000, there was only one book on the market that dealt with sport !nance. It was 
felt by many that additional books were needed in this area of sport management. #e !rst edi-
tion of this book contained 20 chapters divided into six parts. #ere were three authors for that 
edition: Dr. #omas H. Sawyer, Indiana State University; Dr. Julia Ann Hypes, Morehead State 
University; and Dr. Michael G. Hypes, Morehead State University.

#e second edition has 26 chapters divided into six parts. #is edition added two new au-
thors, Dr. Tonya L. Sawyer who received her Master of Science in Sport Management and Ph.D. 
in Curriculum and Instruction with an emphasis in Sport Management from Indiana State Uni-
versity; and Dr. Darrell L. Johnson, Chairperson, Department of Sport Management, Grace 
College.

Part I,  Foundations of Sport Finance, has two chapters that have been revised and en-
hanced: Chapter 1, #e ABCs of Economics, and Chapter 2, Organizing the Sport Organization. 
Chapter 3 was added to this section, entitled Business Structures, and it describes the various 
business structures that are used by organizations to organize themselves legally.

Part II, Financial Accountability and Planning, has three chapters that were revised and en-
hanced: Chapter 5, Financial Accountability and Analysis; Chapter 6, Financial Planning; and 
Chapter 7, Purchasing and Inventory Management. Additionally one new chapter was added to 
this section, Chapter 4, Budgets and Financial Management, which covers in detail the various 
types of budgets available to the sport manager and describes the steps in developing a solid 
!nancial plan.

Part III, Financial Development, has four chapters that have been revised and enhanced: 
Chapter 8, Understanding the Revenue Streams; Chapter 9, Commercial/Corporate Sponsor-
ships; Chapter 10, Licensing and Branding;  and Chapter 11, #e Franchise Game.

Part IV, Sales Operations,  has four chapters that have been revised and enhanced: Chapter 
12, Ticket Sales and Box O$ce Operations; Chapter 13, Retail and Sales Operations; Chapter 
14, Customer Retention: A Key to Financial Stability; and Chapter 15, Outsourcing Services. 
#is section had one new chapter added, Chapter 16, #e ABCs of Marketing, which provides 
a detailed review of marketing principles.

Part V, Fund-Raising, has !ve chapters that have been revised and enhanced: Chapter 17,  
Fundamentals of Fund-Raising; Chapter 18, #e ABCs of Committees; Chapter 19, Grants-
manship; Chapter 20, A$liated Fund-Raising Organizations; and Chapter 21, Volunteers: #e 
Soldiers in Fund-Raising.

Part VI,  Financial Challenges and Risk Management,  originally had two chapters that have 
been revised and enhanced: Chapter 23, Insurance; and Chapter 24, Risk Management and Tax-
ation. New chapters were added; Chapter 22, Financial Challenges Facing Sport Organizations, 
and Chapter 25, Technology’s Impact of Recreation and Sport Organizations.

Finally, the 2nd edition will have available to instructors the following:
• A sample course syllabus
• Instructor manual
• Test bank of nearly 400 questions
• PowerPoints™ for each chapter
• Appendices
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#is book started out as a team project to develop a standard format for information to be 
covered in an undergraduate sport !nance course that would meet all the standards established 
by the National Association for Sport and Physical Education (NASPE), North American So-
ciety for Sport Management (NASSM), and the Council on Sport Management Accreditation 
(COSMA). A&er a number of years in developing the course materials, it was obvious that the 
team should convert the basic work into a sport !nance textbook. #is book is now in its second 
edition. 

At this time, I would like to acknowledge the e*orts of my coauthors, Dr. Michael Hypes 
(Morehead State University), Julia Ann Hypes (Morehead State University), Tonya L. Sawyer 
(Indiana State University), and Darrell L. Johnson (Grace College). #ey were integral parts 
in the development and writing of this textbook. Without their e*orts and expertise this book 
would have never seen the light of day. #ey have been members of the sport management pro-
fessoriate for over 20 years.

With the aid of the sta* at Sagamore Publishing this book has entered the marketplace. #e 
editorial assistance and support has been great. I greatly appreciate their patience and willing-
ness to work with the authors and myself. #ey are a great, author-friendly publishing operation.

All writers know how important it is to have a second set of critical eyes to read a man-
uscript. My second set of eyes is for this edition has been Dr. Tonya L. Sawyer. Without her 
expertise, this book would not be as reader-friendly as it has become.
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Sport is big business! As the world of sport continues to grow, there is a great need for the 
sport manager to have a working knowledge of business practices and !nancial management. 
#e sport manager must assume a proactive role in dealing with the !nancial aspects of their 
organizations. #e challenges of !nancing small and large sport organizations are daunting in 
the uncertain economy sport managers face today.

An entrepreneurial approach is absolutely necessary to be a successful sport manager.  #e 
development and !nancing of new programs, facilities, and revenue streams is essential for the 
organization to be successful.  Customers, clients and spectators demand quality service at sport 
venues. #e task of all sport managers is to provide an enjoyable sport experience for everyone.

Financing the Sport Enterprise, second edition, is an exceptional text for the sport manage-
ment curriculum. #e students are introduced to the basic concepts of economics, !nancial 
planning and management, sales, fund-raising, and !nancial risk management. #e focus on 
the !nancial aspects of sport makes this book the perfect !t for the sport management curric-
ulum. #e practical approach and sport-speci!c examples make the book a good text for the 
sport management major.

Having used the !rst edition of this book for several years in my Sport Business and Finance 
class, I can attest to the versatility and adaptability of the book in the classroom.  I am looking 
forward to incorporating the new features of the second edition. #e second edition includes 
new chapters on topics including business structures, budget and !nancial management, strat-
egy for corporate spending,  ABCs of marketing, and !nancial challenges facing sport orga-
nizations, which add more breadth and diversity to the text.  #e expanded treatments of the 
original chapters add to the overall utility of this edition. 

I would give my fullest endorsement for the inclusion of this text in the sport management 
program at any size college or university. Having known the authors of the text for many years 
and working with them on various committees and initiatives through the American Alliance 
for Health, Physical Education, Recreation and Dance and the American Association for Physi-
cal Activity and Recreation, I know them to be quality researchers and writers. #ey have done 
a great job bringing together a comprehensive text that is easy to read and easy to incorporate 
into a sport management classroom.

Professor of Sport Management
Chairperson, Department of Sport Management
Grace College
Winona Lake, Indiana
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NAS Fellow; AAHPERD Honor Fellow 
Professor Emeritus of Kinesiology, Recreation, and Sport

Indiana State University

Dr. Sawyer is a 45-year veteran of higher education. He began as an instructor of health and 
physical education, has been a director of recreational sports, department head, department 
chair, associate athletic director, director of articulation and transfer, director of a college pris-
on education program, executive director of regional education centers, and an interim dean 
of continuing education and is ending his career, by choice, as a full professor teaching sport 
management theory to undergraduate and graduate students. He has written over 193 peer-re-
viewed articles for notable professional journals, made over 250 state, regional, national, and in-
ternational presentations, and written 10 professional books and over 32 chapters in other pub-
lications. Further, he has served as a state AHPERD president (Indiana), district vice president 
(Midwest), association president (AAALF), chaired numerous district and national commit-
tees, editor of the Indiana AHPERD journal and newsletter, chaired the JOPERD Editorial and 
Policy Boards, and is a member of the AAHPERD BOG. He has been an AAHPERD member 
since 1964 (47 years). Dr. Sawyer has also been active in the community, serving as a volunteer 
for the American Red Cross in four communities in four di*erent states since 1964. He has been 
a !rst aid, CPR, and water safety instructor (over 30 years), a chapter board member (o* and on 
for 30 years, chapter chairperson (o* and on for eight years), chair of a state consortium (three 
years), chair of numerous regional committees, and currently serves as chair of the Great Lakes 
Region, Service Area 5, Resource Council. Finally, Dr. Sawyer has received numerous awards 
for his leadership and service to the American Red Cross, YMCA, a regional alcohol and drug 
consortium, Council on Facilities and Equipment, Indiana AHPERD, American Association 
for Active Lifestyles and Fitness, American Alliance for Health, Physical Education, Recreation, 
and Dance, and Indiana State University. Further, he has received Caleb Mills Outstanding 
Teaching Award, Faculty Distinguished Service Award, and Distinguished Research and Ser-
vice Award from Indiana State University and the Howard Richardson’s Outstanding Teacher/
Scholar Award from the School of Health and Human Performance at Indiana State University.

Associate Professor of Sport Management
Morehead State University

Dr. Hypes is an associate professor in the School of Business Administration in the College of 
Business and Public A*airs at Morehead State University in Morehead, Kentucky, where she 
teaches undergraduate and graduate courses in sport management. Dr. Hypes has held posi-
tions as a sports information director and an administrative assistant for athletic facilities, game 
operations, and budgeting. She serves as the coordinator for the undergraduate internships and 
as the sport management assessment coordinator.  She has presented at the state, regional, na-
tional and international levels. She earned a bachelor of science in mass communications from 
Middle Tennessee State University, a master of sport science from the U.S. Sports Academy, and 
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a Ph.D. in curriculum and instruction from Indiana State University.  Dr. Hypes also served as 
president of the American Association for Physical Activity and Recreation (AAPAR) for 2010-
2012.

Associate Professor of Sport Management
Morehead State University

Dr. Hypes is an associate professor of sport management in the School of Business Administra-
tion in the College of Business and Public A*airs at Morehead State University in Morehead, 
Kentucky, where he teaches graduate and undergraduate courses.  He has served as chair for 
the Council for Facilities and Equipment, vice-president for the Indiana Center for Sport Ed-
ucation, Inc., assistant editor of the Indiana AHPERD Journal, assistant editor of the Journal of 
Legal Aspects of Sport, director of higher education for Indiana AHPERD, chair of the JOPERD 
Editorial Board, chair of the AAPAR Publications Committee, management division represen-
tative for AAPAR, cabinet member for AAPAR, and various other leadership positions in pro-
fessional organizations.  He has completed numerous presentations and articles for publication 
at the state, national, and international levels. Dr. Hypes received his bachelor of science and 
master of arts degrees in physical education from Appalachian State University and a doctor of 
arts from Middle Tennessee State University.

Compliance Coordinator
Indiana State University

Dr. Sawyer received her bachelor of science degree (2003) in elementary education from Saint 
Mary-of-the Woods College, a master of science in recreation and sport management (2009) 
with a concentration in sport management, and a Ph.D. in curriculum and instruction with 
an emphasis in sport management from Indiana State University. She currently works in the 
Department of Intercollegiate Athletics as the NCAA Compliance Coordinator. Dr. Sawyer 
has serves as an adjunct faculty member in the Department of Kinesiology, Recreation, and 
Sport, as well as Athletic Academics. Dr. Sawyer has given over 10 presentations at profession-
al conferences and authored 18 articles found in professional journals concentrating on sport 
management. She is an active community member, volunteering with the local American Red 
Cross and United Way. Further, she was awarded the Young Professional Award by the Indiana 
Alliance for Health, Physical Education, Recreation, and Dance. 
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Professor of Sport Management
Chairperson, Department of Sport Management
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Darrell Johnson earned his Ed.D. in physical education at #e University of Alabama.  Dr. John-
son completed his B.S. at Grace College, and his M.A at Kent State University. He has taught at 
Grace College for 28 years and currently serves as chair of the Sport Management Department.  
He previously taught, coached, and was athletic director on the high school and collegiate levels.  
He also has experience in event management and merchandizing in the golf industry. Dr. John-
son has published in the Sport Behavior Journal, Journal of Sport Administration, and the Journal 
of Physical Education, Recreation, and Dance.  He has served on state and national committees.  
He was president of the Indiana Association for Health, Physical Education, Recreation, and 
Dance in 1994. Dr. Johnson has been very active in volunteering at major sporting events, hav-
ing worked at Super Bowl XLVI, NCAA Men’s and Women’s Final Fours, #e Memorial Golf 
Tourney, and #e President’s Cup.

Contributor

Assistant Professor of Sport Management
Department of Kinesiology, Recreation, and Sport
Indiana State University

Dr. Witkemper has written and had published numerous scholarly articles in state, regional, and 
national professional journals. He has made numerous presentations at state, regional, and na-
tional professional meetings. He specializes in organizational behavior and leadership research 
with a focus on leadership characterizations and generational behaviors. Other areas of interest 
include social media and emerging technology in sports.
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Foundations of  Financing

the Sport Enterprise

PART I





1
Thomas H. Sawyer

Professor Emeritus, Indiana State University

Tonya L. Sawyer
Indiana State University

Introduction

Once you have registered for this class, purchased this book, and began lea!ng (or scroll-
ing) through its pages, you made a choice that cost you something—your time and money. 
#ere were other ways you could have spent your time and money, but the fact that you selected 
this class and the professor chose to require this book kept you from experiencing those other 
alternatives at this moment in your life. Even now you must decide whether to continue reading 
this chapter or put the book aside and do something else. If you are still reading, it is natural to 
ask why? Your answer might be that it is raining and there is nothing better to do. Hopefully, it is 
because you value your time reading this chapter more highly than you value alternatives such 
as watching TV, playing a computer game, going out on a date, sleeping, or studying for another 
subject. Otherwise, why would you continue reading as you are? And what about the cost (your 
time) that you are now incurring as a result of your decision to continue reading? It is a value 
you place on the most attractive of the many alternatives you now face. It is a cost because it is 
something that you must forgo in order to do what you are doing. 

#e scenario above describes what is done on a regular basis when one decides how to 
allocate resources. It is the underlying foundation of !nancial planning. It is simple economics 
at work.

Every for-pro!t and nonpro!t recreation and sport manager needs to understand basic 
elements of economics. Economics is the foundation for business management. Without a clear 
understanding of basic economic principles, the future manager will risk making poor business 
decisions for the organization he/she is charged to manage.

The Elements of a Basic Economic Challenge

#e above example contains all of the essential elements of any economic challenge that 
will be faced by any sport manager. #ere are scarce resources—time and money—and many 
alternative uses of those resources. #is creates a challenge of choice—an economic challenge.  
#e decision to utilize resources for a particular project, forego the opportunity of using them 
for another project. #e project not chosen is the cost—the opportunity cost—of making the 
decision that was made.

The ABCs of  Economics
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If recreation and sport managers had an open checkbook, then !nancial management 
would be easy. #e challenge all !nancial managers face is how to allocate revenues among all 
possible competing uses. #e reality is that decisions need to be made and the sport manager 
must learn how to manage scarce resources.  Scarcity of resources is a common economic prob-
lem worldwide. #at is why short- and long-term strategies and plans must be developed.

 

The ABCs of Economics

What is economics? Why do we have money? What determines the cost of the products we 
buy? Economics is the study of the market system. It is the study of how people make choices 
about what they buy, what they produce, and how our market system works. #is chapter will 
clarify some of these mysteries with simple, common-sense answers. A$er reading it, you will 
have a better idea of what makes the economy tick.

The Science of Economics

Cleaver (2013) suggests economics is the foundation for making sound !nancial decisions 
and developing solid !nancial plans and strategies. #e recreation and sport manager needs to 
understand the science of economics in order to be successful. No recreation or sport organiza-
tion can survive and grow without sound !nancial decision making in place.

Scarcity

People want many things in life; o$en the more they have, the more they want. When a 
desire is ful!lled, another desire replaces it. Desires are in!nite, but the resources to ful!ll these 
desires are limited. #ere are not enough resources to give everyone everything that they want. 

#e concept of scarcity is one of the most important concepts in economics.  If resources 
existed to ful!ll every desire, everyone would have everything they want; but  life is not like 
that. #ere are limited resources and decisions must be made about how to use those resources.

What Are the Scarce Resources?

Angel and Fischer (2014) indicate there are three common categories of resources: land, 
labor, and capital. Economists (Cleaver, 2013; Mastrianna, 2012; Sowell, 2014) refer to them as 
factors of production. Angel and Fischer (2014), Drucker (2006), Mandel (2011), and Wyant 
(2013) provide the following descriptions of each below:

 
• Land includes many forms: farmland, parkland, and open space, according to Mandel 

(2011). It also includes water, air, mineral, and fossil fuel resources.  Finally, land is used as 
a receptacle for the deposit of waste materials.

• Labor is a three-prong resource: time, muscle power, and brainpower. Peter Drucker (2006) 
indicates the most important worker group in society today and in the future is the “knowl-
edge workers.” Since the 1960s, Drucker has outlined three key themes relating to the labor 
force: (1) the primacy of knowledge and the knowledge worker, (2) the importance of hard-
to-!nd information outside the organization, and (3) the need to fully use talents of older 
workers (p. 123).

• Capital is the produced resource, according to Wyant (2013). It refers to those produced 
factors of production (e.g., factory buildings, o%ce buildings, machinery, equipment, roads, 
and bridges used in the production and/or distribution of goods and services). #e capital 
stock consists of the sum total of those produced resources. Investment is the process of 
adding to the stock of capital.
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If you apply the above de!nitions to a collegiate or professional team, it would be as fol-
lows: the land is the land that the stadium, practice facilities and o#ces, and parking areas sit 
upon. $e capital is the stadium, practice facilities and o#ces, and parking areas. $e produced 
resources are the wins and losses of the team. $e labor is considered the coaches, players, and 
management sta%. $e capital stock is the win/loss record of the team. $e investment is the 
process of improving the win/loss record of the team.

Another factor of production is entrepreneurship. An entrepreneur is someone who puts all 
the factors of production together to make a good or service. Without any entrepreneurship, no 
good or service would be produced.

Scarcity and the Decisions That Are Made
Since resources are scarce, it is critically important to use them strategically and wisely. 

In the American economy, resources are divided between the private sector and government 
(public sector). However, Drucker (2006) strongly suggests that managers need to keep a close 
view on global activities. $erefore, the sport manager needs to understand that in centrally 
controlled economic systems (e.g., European and Asian economies) government plays a major 
decision-making role.

$ere are four key components in economic decision making: what goods and services will 
be produced, how are they produced, for whom are they produced, and how extensively will re-
sources be used.  What goods and services are to be produced by the organization that will blend 
into the economy is a very important decision to be made by the organization. $is is a funda-
mental decision and requires substantial knowledge of the economy past, present, and future.

Determining how to produce the goods and services is critical as well. A decision needs to 
be made about which resources are to be used in the production of the goods and services.

Prior to selecting the goods and services to be produced, decision makers will have already 
determined who will use the products and services. $ey also knew how to best engage these 
parties in the purchase of these products and services.

$e !nal decision to be made focuses on how extensively the resources should be used. 
Whether some of the resources will remain idle or whether they will be fully employed for the 
production of the products and services is to be considered.

Opportunity Costs
Since there are more desires than resources to ful!ll them, the manager must choose one 

desire to ful!ll over another. $e opportunity cost of the decision is what you had to give up to 
get what you wanted. As a personal example, you may want a new stereo system and you also 
want a television set, but you do not have the money to buy both. If you choose to buy the stereo, 
the television set was the opportunity cost of that decision. You might decide to go out to dinner 
instead of going to movie. You might choose to stay up late studying for a !nal at the cost of 
some sleep. In each example, a choice was made—something was sacri!ced—there was a cost, 
and not necessarily a monetary cost.

Everything Has an Opportunity Cost
Cleaver (2013) and Sowell (2014) suggest there are four basic questions that every economy 

must answer: 

• What should be produced?
• How many should be produced?
• What methods should be used?
• How should the goods and services be distributed?
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Kinds of Economies

According to Mastrianna (2012), there are two kinds of economies: A command economy 
and a market economy. 

• In a command economy, the government would answer all these questions. In a market
economy, the marketplace decides how to answer the four basic questions.

• A market economy would answer these questions by saying that each producer can answer
these questions themselves. A producer can make their own decisions; but these decisions
would be determined by the marketplace. In other words, a producer makes decisions that
will make his product sell and make him money. So the buying public really makes these
decisions by choosing to buy, or not to buy, a product. Here in the United States, we live in
a market economy.

Characteristics of a Market Economy

Angle and Fischer (2014) and Sowell (2014) indicate there are !ve characteristics of a pure 
market economy: economic freedom, economic incentives, competition, private ownership, 
and limited government. #e next sections describe each characteristic (Angel & Fischer, 2014; 
Sowell, 2014).

Economic Freedom

In a market economy, people have the freedom to make their own economic decisions. Peo-
ple have the right to decide what job they work in and their salary. Producers have the freedom 
to produce whatever product or products they wish and at what price to sell them. Everyone 
has the freedom to choose what is in their best interests as long as they don’t interfere with the 
rights of others.

Economic Incentives

While everyone has economic freedom, in practice it doesn’t necessarily mean that people 
can simply do what they want. A producer has the freedom to charge an unreasonably high 
price for an item, but chances are people won’t buy it. #is is an example of an economic incen-
tive. Economic incentives are the consequences, positive or negative, of making an economic 
decision. A positive incentive, such as making a pro!t on an item, encourages a producer to pro-
duce what  consumers want. A negative incentive, such as a drop in pro!ts or a boycott, would 
discourage producers from acting against the public interest.

Competition. #ere is competition in a pure market economy. #is means that there isn’t 
just one producer producing an item for the public. #ere are usually many producers of any 
given item. #is gives consumers a choice in buying something. If they do not like the price or 
quality of a product made by one company, they can buy the product from another company. 
#is encourages the producer to produce a quality product and charge a reasonable price for it. 
If they do not, they will lose business to “the other guy.”

Private ownership. In a market economy, the individual people or companies own the fac-
tors of production that they use to make their product as opposed to the factors of production 
being owned by the government.

Limited government. A pure market economy requires a “limited” government; that is, a 
government that does not have absolute power over its people and plays no role in the econom-
ic decisions of the people. If the government was not limited, it would have control over the 
economy and there would be no economic freedom and the economy would, by de!nition, be a 
command economy rather than a market economy.
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Circular Flow

In a market economy, according to Mastrianna (2012) and Wyant (2013), there are two 
markets: factor and product markets. 

• In the factor market, the people who own the factors of production sell their services to
the companies that produce products. In exchange, the companies give the workers wages,
rent, and interest. In the factor market, the people are the sellers, and the companies are the
buyers. #e people are selling their services to the production !rms.

• In the product market, companies sell the products they have produced to the people who
pay money to the companies for them. #e money is *owing in the opposite direction this
time; people are buying products from the producing !rms.

In this way, money *ows through the economy in a circle. #e money goes from the pro-
ducers to the workers in the form of wages and the money then *ows back to the producers in 
the form of payment for products.

The Law of Demand

#e “Law of Demand” states that when the price of an item goes down, the demand for it 
goes up (Cleaver, 2013; Mandel, 2011). When the price drops, people who could not a+ord the 
item can now buy it, and people who were not willing to buy it before will now buy it at the 
lower price. Further, if the price of an item drops enough, people will buy more of the product 
and even !nd alternate uses for the product.

#e bene!ts a person receives from a product depend on his/her goals. #ese goals are re-
ferred to as demand. #e words tastes, wants, needs, preferences, and usefulness all refer to goals. 
When people’s goals change, the amount of bene!t they gain from the product changes, and this 
will cause them to change the amount of the product they want to buy.

Goals, preferences, or tastes, depend on many factors including the age of people, the 
amount of education they have obtained, and the social customs. Social custom is an important 
determinant of preferences and can account for many di+erences in demand among groups. 

#e relationship between price and the amount of a product people want to buy is what 
economists call the demand curve. #is relationship is inverse or indirect because as price gets 
higher, people want less of a particular product. #is inverse relationship is almost always found 
in studies of particular products. 

#ere are various ways to express the relationship between price and the quantity that peo-
ple will buy. Mathematically, economists say that quantity demanded is a function of price, with 
other factors held constant. 

The Law of Supply

#e relationship between the quantity sellers want to sell during some time period (quan-
tity supplied) and price is what economists call the supply curve, according to Sowell (2014). 
#ough usually the relationship is positive, so that when price increases so does quantity sup-
plied, there are exceptions. 

Supply curves, as well as demand curves, appear much more concrete on an economist’s 
graph than they appear in real markets. Fort (2010) and Mandel (2011) suggest a supply curve 
is mostly potential—what will happen if certain prices are charged, most of which will never be 
charged. From the buyer’s perspective, the supply curve has more meaning as a boundary than 
as a relationship. #e supply curve says that only certain price-quantity pairs will be available to 
buyers—those lying to the le$ of the supply curve.



8 Financing the Sport Enterprise

Equilibrium Price

Angel and Fischer (2014) and Leeds and von Allmen (2013) indicate the equilibrium price 
is the price at which the amount of product demanded is equal to the amount of product sup-
plied; in other words, if the price of a product is set at its equilibrium price, then for each indi-
vidual product produced, there is a buyer for it. Further, they suggest if the price of the product 
is set too high, then there will be more products produced than bought; a surplus of goods 
would occur. If the price is set too low, there would be demand for a higher quantity of product 
than is being produced; a shortage would occur.

According to Cleaver (2013), if a product turned out to suddenly become very popular and 
the total demand were to suddenly increase (that is, more people demand a product at any given 
price), the demand curve would shi$ up and right and the equilibrium price would increase. 
Likewise, if demand decreases, the demand curve would shi$ down and le$ and the equilibrium 
price would decrease.

When a business transaction takes place, there are two parties: (a) the seller who sells the 
product to the buyer, and (b) the buyer who buys the product from the seller. #e transaction 
takes place between the two parties and no one else. Sometimes, however, a third party, some-
one who was not involved in the transaction, is either hurt or helped by the transaction. #is is 
called a “third-party cost” or a “third-party bene!t,” respectively.

An example of a third-party cost would be a pack of cigarettes. #e drug store owner is the 
seller, the smoker is the buyer, and the people who are o+ended by the smoker smoking are the 
third parties, who are hurt by the transaction even though they had nothing to do with it.

A third-party bene!t would be the nicotine patch: #ere’s the seller of the patch, the smok-
er who buys the patch, and the third party who bene!ts is the people who no longer have to 
breathe the contaminated air from the smoker’s cigarette.

Gross Domestic Product

#e Gross Domestic Product is the total value of all goods and services produced in the 
country. In computing the GDP, only the value of the !nal goods and services are included. #is 
means that only the value of the !nal product is included and not all the individual supplies that 
went into making that product. 

Business

In the American business environment, there are market structures that must be recog-
nized and understood as well as di+erent business types that are commonly employed. #e 
sport manager needs to understand the various market structures and business types.

Market Structures

For any given product that is produced, its production market falls into one of four cat-
egories: pure competition, monopolistic competition, oligopoly, and monopoly (Blair, 2011; 
Fort, 2010; Wyant, 2013) (See Table 1.1 for a comparison of each category). #ese categories are 
called the market structures. #e category that a product falls into depends on how many people 
are producing it.
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Managers are always faced with making decisions regarding ticket prices and meeting pay-
rolls. Understanding money and money *ow is important when developing a solid !nancial 
plan for the sport entity. #e sport manager must understand the impact of in*ation on the 
overall !nancial picture for the sport entity.

What’s So Wrong With Bartering?

Cleaver (2013) de!nes the process of bartering as trading an item for something in ex-
change. Before there was money, people simply traded things to get what they wanted. #ere 
were many problems with bartering. One of the problems is that you cannot always !nd some-
one who has the item you want who also wants something that you have. In fact, in many cases, 
both parties involved in a trade want the same thing and both have the same item to trade. 
O$en the item you want is scarce, and the items you have to trade are all abundant. If you have 
an abundant item, you cannot trade it for anything since everyone has the item.

Another problem with bartering is that people might have to exchange a valuable item for 
an item of lesser value simply because they need the item and have nothing else to o+er (Cleav-
er, 2013). For example, you may need a book for an economics class and the bookmaker wants 
a new car. #e car is much more valuable than the book, but as you need the book to pass the 
class, you trade the car for the book because you have nothing else to trade.

However, if we have a system of money, you can simply put down money to buy the book. 
You do not have to trade something that is much more valuable than the item you want; you can 
just shell out the amount of money that represents the cost of what you want to buy.

What is Economics Then?

Economics is the study of how scarce resources are allocated among alternative uses (Man-
del, 2011; Sowell, 2014). It is the study of the choices people make with respect to the use of 
scarce resources and how they make their choices. It has, as its fundamental objective, the es-
tablishment of valid generalizations about the principles underlying the choices people make.

Wyant (2013) de!nes macroeconomics (large) as concerned with the behavior of people 
in the aggregate, with the aggregate of consumers, the aggregate of businesspeople, and with 
government overall. 

Market
Number of 

firms

Control over 

price

Type of 

product
Entry Competition

Pure 

competition 
Very large None Standardized Very easy Price-based 

Monopolistic 

competition 
Large Small Differentiated Fairly easy Non-price 

Oligopoly 
Few dominant 

firms 

Fair amount of 

control 

Standardized or 

differentiated 
Difficult 

Non-price 

competition for 

differentiated 

products 

Monopoly One Large One 
Blocked to other 

firms 
Nonexistent

Table 1.1

A Comparison of Four Types of Market Structures
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Mastrianna (2012) de!nes microeconomics (small) as the study of individual market par-
ticipants (the individual consumer, the individual concern) and individual markets (the market 
for oil, the market for cars).

Economies of Scale

An important source of increased e%ciency that o$en accompanies growth and greater 
mechanization is economies of scale. Economies of scale refers to the savings in resources made 
possible by increases in size—the scale—of the stadium or arena (i.e., increased seating, addi-
tion of luxury boxes, addition of club seating). When the scale of the stadium or arena is small, 
the addition of upscale restaurants and advanced technologies may not be pro!table. When the 
stadium or arena is large, such luxury items are pro!table and feasible.

Federal Reserve System

#e Federal Reserve System (Fed) is the nation’s central bank. It is structured like a pyra-
mid. At the top sits the board of governors. Next is the Federal Open Market Committee, the 
monetary policy-making organ, followed by the 12 regional federal reserve banks, and !nally, 
the member and nonmember depository institutions. #e most important function of the Fed 
is to regulate the money supply and ensure an adequate supply of paper currency. Further, it 
performs check-clearing operations for depository institutions, supervises activities of !nancial 
institutions, and acts as a bank for the U.S. Treasury.

Law of Diminishing Returns 

(or the Law of Variable Proportions)

As equal amounts of one input are added to !xed amounts of the other inputs, total output 
will rise but at a diminishing rate. It is at a diminishing rate because one input will have less and 
less of the !xed inputs to work with. #e amount of !xed inputs is reduced as other inputs are 
added, thus reducing the e+ect of the !xed inputs upon the overall return.

Law of Increasing (Opportunity) Costs

If resources are being used fully, the increased production of any one good will necessitate 
the reduced production of some other good(s). #erefore, with the production of any one good, 
resources must be withdrawn from employment elsewhere. #ere is a cost—an opportunity 
cost—to increasing the production of any one good. 
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