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Introduction

Economic impact studies relating to professona sports have proliferated in recent times. Those
familiar with the sportsindustry understand that the avalanche of impact studiesis not without purpose.
Many of these reports have been commissioned to rationdize the use of public funds for building sports
infrastructure. A recent study noted that by 2005 virtudly al mgor league professona baseball,
basketbal, football and hockey teams will play in stadiums or arenas built after 1990 at a cost to the
public of more than $14 hillion (Siegfried and Zimbdist). Taxpayers have to be convinced that the
investment in professond sportsis prudent. Other sports interests have emulated the behavior of the
magor professiona sports, and the opening of the public purse for the mgor professionad sports has
triggered a deluge of requests for funds for commercid sports for everything from loca golf tournaments
to horse racing tracks. All the supplicants sound the common theme that public subsidies for
professona sports should not be thought of as an expenditure but rather as an investment that will return
amultiple of every dollar spent by the host community.

In many ways sports subsidies represent a classic contemporary public finance issue. Scholars
have raised questions regarding the efficiency and equity of such investments, and consderable attention
has been devoted to the billions in infrastiructure invesments in mgjor league baseball, basketball,

football, and hockey. Despite this atention, to a substantial extent scholars have neglected public



investments in that sport which by some measures has the grestest popular following, auto racing. The
purpose of thisreport isto partidly fill that void through offering an assessment of the economic impact
of the Daytona 500, one of the premier auto racesin the United States, on the loca and regiond

economiesin Horida.

Auto Racing Statistics and Review of the Literature

If attendance at dl auto racing venues in the United States was compiled, it may well exceed the
number of spectators for any other professiona sport in the United States. To corroborate this
assertion congder the atistics for atendance in the four mgor professona sports and the mgor auto

racing eventsto include NASCAR recorded in Table 1 below.



TABLE 1

Attendance Statisticsfor Selected Professional Sportsin the U.S. in 1997-98

Sport/ Magor League | Nationd Nationa Nationa Magor Auto
Satigic Basebd| Basketbal Football Hockey Racing Series
(MLB) Association League (NFL) | League Including
(NBA) (NHL) Nationa
1998 Regular 1998 Regular Association
Seasor? 1997-98 Season’ 1997-98 for Stock Car
Regular Regular Auto Racing
Seasor? Seasor’ (NASCAR)®
Tota 70.59 20.37 15.36 17.25 17.08
Attendance
(Millions)
Number of 2,403 1,189 240 1,066 235
Events
Average 29,376 17,135 64,020 16,182 70,825
Attendance
Sources:

2URL: http://Amww.sportserver.com/newsroom/sports/bbo/1998/mib/mlb/stat/weeklyattend.html

b URL: http:/mww.nba.com/history/attendance list.html

€ URL: http://nfl.com/randf/chron98.html

4 URL: http://mww.forbes.com/tool /tool box/sports/asp/ Teamval uations.asp

€ URL: http://Mmmww.goodyear.com/us/racing/98attend.html

The information recorded in Table 1 indicates that on average auto racing crowds are larger

than those for sports that most would identify as the most popular in the United States. In fact, if one

considers the NASCAR Wington Cup Series, attendance at the Series 33 eventsin 1998 averaged

190,940 or nearly three times that of an average NFL game.




The economic impact of any porting event depends on its ability to stimulate new spending in
the community, and, al else equd, the greater the number of spectators attracted from outside the area,
the greater the increase in net new spending an event will generate. Boogters for the auto racing industry
contend that a magor leegue auto raceway can induce hundreds of millions of dollarsin economic
impact. For example, arecent study concluded that Raceway Associates Motorsports Park will bring
$320 million in economic activity to the City of Joliet and Will County in lllinois during the congtruction
phase of the project and the first year-and-a-haf of its operation (Raceway Associates, 2000). The
same study estimated that the operation of the track will contribute more than $100 million annualy to
the Joliet economy. The estimated economic impact for thistrack critically depends on its ability to
attract 110,000 single-day trip visitors who spend an average of $25 per day, and 100,000 overnight

visitors who would spend $95.16 per day for the two days on average the study claims they would stay.

The economic impact estimate for the speedway in Joliet is consstent with estimates for amilar
szefacilities. The estimated economic impact of the Homestead-Miami Speedway (60,000 seets) and
the Cdifornia Speedway (80,000 seats) is $100 and $125 million, respectively (ESPN Network,

1999).

The fact that Raceway Associates Motorsports Park has only 75,000 fixed seats qudifiesit asa
modestly sized facility compared to othersin the United States. The Indiangpolis Motor Speedway is
theworld slargest facility with more than 250,000 permanent seats, but there are other auto race
tracks throughout the United States that have twice the permanent seating capacity of the Speedway in

Joliet. For example Daytona has atotd of 160,000 grandstand seats and the Texas Motor Speedway
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features seating for more than 150,000 fans including seeting for 13,192 in 194 skyboxes (ESPN
Network, 1999). In addition, infield parking at most raceways can accommodate thousands more race
day fans.

Tracks have proliferated in recent years, and there are plans to build more. There are now 37
fadlitieswhich hos NASCAR stop three circuits -- the NASCAR Winston Cup Series, NASCAR
Busch Series Grand Nationa Divison, and NASCAR Craftsman Truck Series. At least five of these
tracks have been newly completed snce 1995, and virtudly dl of the older tracks have undergone
expanson and renovation since that time. Large new facilities are under congruction in the Kansas City,
Chicago, and Memphis metropolitan aress.

In order to attract people from outside the area, the speedways being constructed require state
of the art amenities. The addition of executive suites and luxury condominiums at tracks such asthe
Texas Motor Speedway and the Atlanta Motor Speedway has raised the amenities bar, and as
communities across the country begin to subsdize the congtruction of these facilities in the hope of
gdimulating their economies, pressure will be exerted on other speedway communities to provide
comparable facilities a sgnificant public expense. A pattern is being established that pardlds
developmentsin other professiona sportsinfrastructure in the United States” The efficacy of such
investments depends on the ability of peedways to generate the economic activity promised by

boosters. We propose to help public officids assess the merits of investing in speedways through

In February 1999, the Charlotte Motor Speedway changed its name to Lowe s Motor
Speedway making it the first mgor track to sell corporate naming rights. Of course, the sde of naming
rights for NBA/NHL arenas and MLB/NFL stadiums has become dmost universal.



examining the economic impact of the Daytona Internationa Speedway.

We have chosen to analyze Daytonafor severd reasons. First, Daytona publicists assert that
their speedway isthehomeof TheWorld s Greatest Race -- the Daytona 500 which according to
Daytona boosters attracts an estimated 250,000 fans, the largest audience in motorsports.
Furthermore, Daytona representatives boast that their 480-acre motorsports complex hosts the most
diverse schedule of racing on the globe making it in their words,  the World Center of Racing (Daytona
International Speedway, 1999). Daytona, therefore, can provide a benchmark against which other
estimates on the economic impact of motor speedway's can be measured.

Second, there is monthly data available for severd years on taxable sdesfor dl countiesin
Forida This data can be used to andyze the economic performance of the county in which Daytonais
located relative to contiguous counties in Florida that are bounded on the East by the Atlantic Ocean.
Once the effects of tourism, nationa and regiona economic influences, and other factorsthat explain
county economic development in Florida are accounted for, then the impact of the Daytona 500 on the
county can be estimated. This estimate in turn can be used to filter the claims by proponents of
subsdiesfor auto racing facilities. Before providing these estimates, there are important theoretica
issues that must be considered, and they are the subject of the next section of the paper.

Third, the location of the Daytona 500, Volusa County, isardativey smdl county, and the
impact of amgor sporting event ismore likely to have a gatigticdly sgnificant impact than an event that

takes place in alarge metropolitan area such as Indianapolis where the Indianapolis 500 is run.



Theoretical |1ssues

There are sandard techniques for estimating economic impact that have evolved over time, but
in generd represent an gpplication of standard macroeconomic theory. Technicaly speaking, an
expenditure or incomes gpproach could be used to estimate the economic impact. The expenditure
approach requires as afirst step estimates of direct expenditures attributable to the event or project.
These firgt-round, or direct expenditure, changes are then used to estimate indirect expenditures through
theuseof a multiplier.  Briefly, multipliers are thought to exist because one person s spending
becomes income for others who in turn spend a portion of that new income creating income for ill
others, and so on. Theindirect spending converges to some amount because only afraction of any
income increment recelved as a consegquence of someone s spending is spent again. In other words,
some of the money leaks from this system through savings, taxation, or money spent outside the host
economy (imports). Using this technique, if amistake is made in estimating direct expenditures, those
errors are compounded in estimating indirect expenditures. The secret to generating credible economic
impact estimates using the expenditure approach isto estimate precisely direct expenditures.

A precise measure of changesin direct expendituresis fraught with difficulties. Mot prominent
among them relates to accurately assessing the extent to which spending in conjunction with the event or
project would have occurred in the absence of the event. For example, if an estimate was sought on the

impact of professond sport on aloca economy, condderation would have to be given to the fact that



gpending on sports may well merdy subgtitute for spending that would occur on something esein the
absence of professond sport. Therefore, if the fans are primarily indigenous to the community, sport
may not provide much impact because its avallability in acommunity may serve primarily to redlocate
leisure gpending while leaving spending overdl fundamentdly intact. This digtinction between gross and
net spending has been cited by economists as a chief reason why professional sports does not seem to
contribute as much to metropolitan economies as boosters claim (Baade, 1996). One of the attributes
of an event that has nationd gpped isthat gross and net spending changes induced by the event are
more likely to converge. Thisis S0 because gpending a a nationdly significant event is more likely to be
categorized as export soending since most of it is undertaken arguably by people from outside the
community. Skilled researchers will often eliminate the spending undertaken by locd resdentsat a
ggnificant event because it islikely to be inconsequentid relative to thet consumption which is
undertaken by those foreign to the host community.

Eliminating the spending by residents of the community would &t first blush gppear to diminate a
potentidly sgnificant source of biasin estimating direct expenditures. Surveys on expenditures by those
attending the event, complete with a question on place of residence, would gppear to be a
sraightforward way of estimating direct expenditures in amanner that is statisticaly acceptable.
However, while surveys may well provide indght on spending behavior for those patronizing the evert,
such atechnique offers no data on changes in spending by residents not atending the event. It is
conceivable that some resdents may dramaticaly change their spending during an event s play given
their desire to avoid the congestion at least in the venue(s) environs. In generd, afundamenta

shortcoming of economic impact studies is not with information on spending for those who are included



in adirect expenditure survey, but rather with the lack of information on the spending behavior for those
who are not.

Auto racing requires sgnificant space and generates significant noise. As a consequence, many
of the speedways are located a substantia distance from population centers where land isrelaively
chegp and distance mutes the noise. These redlities temper the economic impact a speedway inducesin
that they are not geographicaly positioned to maximize interaction with a community s economy. Of
course, the isolation of speedways minimizes the extent to which resdents dter their behavior to avoid
the congestion and chaos characterigtic of highly attended race events.

A second potentidly significant source of biasin economic impact studies relaesto leakages
from the circular flow of spending. For example, if the host economy is at or very near full employment,
it may be that the labor essentid to conducting the event resdes in other communities where thereisa
labor surplus or unemployment.? To the extent that thisis true, then the indirect spending that constitutes
the multiplier effect must be adjusted to reflect this leakage of income and subsequent spending.

Labor isnot the only factor of production that may repatriate income. If hotels experience
higher than normd occupancy rates during a mega-event, then the question must be raised about the

fraction of increased earnings that remain in the community if the hotel is anationally owned chain.® In

2 The stadium congtruction accident at Miller Park in Milwaukee on July 14, 1999 illustrates this
point. A crane collgpsed killing three ironworkers and serioudy injuring the crane operator. Of these
four people, only two of them resided in the Milwaukee MSA. Thethird steeworker was from
Kimberly, Wisconsin, and the crane operator was from Houston, Texas.

% |t is not atogether clear whether occupancy rates increase during mega-events. It may be that
the most popular convention cities, those most likely to host the Olympic Games, would experience high
occupancy even if they are not successful in hosting them. Evidence, however, suggests that room rates
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short, to assess the impact of large sporting events, baance of payments theory should be utilized. That
isto say, to what extent does the event give rise to dollar inflows and outflows that would not occur in
its absence. Since the input-output models used in the most sophigticated ex ante analyses are based
on fixed relationships between inputs and outputs, such modds do not account for the subtleties of full
employment and capita ownership noted here. As aconsequence, it isnot clear if economic impact
estimates based on them are biased up or down.

The potentid shortcomings for caculating the multiplier values described above gppliesto the
uncustomized versions of the most recent U.S. Department of Commerce s Regiond [nput-Output
System (RIMS I1) which isapopular tool used by forecasters. Even when the models used to forecast
are customized, the possibility remains that essentiad pieces of information are ignored and the forecast
may miss the mark as a consequence. The modds congtructed by Regional Economic Models, Inc.
(REMI) to their credit specify an endogenous labor sector which gives more accurate readings on the
employment and wage implicationsof an  event, but the accuracy of the REMI projection depends on
the quaity of the modd that predicts the future of the regiona economy in the abbsence of an event
(control forecast) and the economy s futureif the event occurs (alternative forecast). Theevent s
impact is estimated as the difference between the control and dternative forecasts. An ex post andyss
differs from the REMI gpproach in that it looks at the economic landscepe of alocdity or aregion

before and after an event, and attributes the difference in important economic indicators to the event.

increase subgtantialy during the Olympics and the Super Bowl, but questions regarding the fina
destination of those additiona earnings remain.

10



The key to the success of this gpproach isto isolate the event from other changes that may be occurring
samultaneoudy and that may exert asgnificant impact on the loca economy.

As an dterndive to estimating the change in expenditures and associated changes in economic
activity, those who provide goods and services directly in accommodating the event could be asked
how their activity has been dtered by the event. In summarizing the efficacy of this technique Davidson
opined:

The biggest problem with this producer gpproach is that these business managers must

be able to estimate how much extra spending was caused by the sport event. This

requires that each proprietor have amode of what would have happened during that

time period had the sport event not taken place. Thisis an extreme requirement which

severdy limits this technique (Davidson, 1999).

An expenditure approach to projecting the economic impact of mgor auto racing events such as

Daytonais not likely to yied the most accurate estimates.

The Model

Estimating the economic impact of an event such as the Daytona 500 requires isolating it from
other factors that do influence the community s economy. For example, the Daytona 500 takes place
in February at the height of the tourist season, and factors that influence tourism will affect the Volusa
economy separate from the race. Since Volusia County is a bordered on the East by the Atlantic
Ocean, some of the crowd that travelsto Daytonato view the race would do so even if the race did not

occur. Theimpact estimate would be exaggerated if we attributed dl the additiona economic activity in
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February to the 500. One way to identify the incremental economic impact attributable to the race isto
compare the conduct of the VVolusia economy relative to other Florida counties that are comparable
coadtal tourist destinations.

In addition, the FHorida economy exhibits diginctive cydicad economic behavior. A modd that
purports to isolate the effect of the Daytona 500 should account for Florida s unique pattern of
economic growth. Thusin estimating the effect of the Daytona 500, fluctuations in the economy
datewide from February to February have to be incorporated into the model.* Statewide changesin
population, redl disposable income, and inflation al have to be accounted for in explaining Daytona s
economic growth from February to February.

In order to isolate the effects of statewide or national economic conditions from the economic
effects of the Daytona 500, we caculate the ratio of taxable sdlesin Volusa County to the totdl taxable
sdesinthedae Factors such as population growth, inflation, and the business cycle are likely to effect
Volusa County in asmilar manner to the rest of the Sate leaving the ratio unchanged. A locd event
such as the Daytona 500 will increase the taxable sdlesin Volusa County relative to the rest of the State,
increasing the ratio. By comparing the county to state ratio in February compared to the rest of the
year, an increase in taxable saes can be inferred.

As noted above, tourism has a significant impact on the economy of Volusa County. Therefore

* It should be noted that the taxable sales data reported for Florida is lagged one month. The
Daytona 500 in 1999 occurred on February 14, and the relevant statistic would be March to March
reported taxable sales.
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we have also repeated the process by caculating the ratio of taxable sdesin Volusa County to the
taxable salesin ahandful of sdlected coastal resort countiesin Florida

Since the dataiis compiled monthly by county, it is not possible to separate the impact of the
500 from other events that occurred at the Daytona International Speedway during the month of
February. For example during February 2000, there are eight other racing events scheduled at the
Daytona International Speedway in addition to the 500 including four other NASCAR races (Daytona
International Speedway, 1999). Our estimate on the economic impact of the Daytona 500, therefore, is
properly construed as the impact of events hosted by the Speedway during the month of February.

It should be noted that if mgor auto races took place at Daytona year-round, then this method
could not be used to estimate the effects of the Daytona 500 since Volusa County would exhibited high
taxable sdes in every month. However, taxable sdesin Volusa County during the rest of the year are
not likely sgnificantly impacted by the Speedway since only one other mgor racing event, the Peps 400
in duly, takes place a Daytona. Excluding the month of July from our caculations does little to affect our

results.

Results

Between June, 1996 and August, 1999 taxable sdlesin Volusia County averaged 2.04% of
total Florida taxable sdes in the months excluding February and roughly 2.41% of total statewide
taxable sdesin February. If the entire 0.37% increase in the percentage of taxable sdesis attributable

to events at the Daytona International Speedway, the Speedway is responsible for aroughly $65 million
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increase in taxable sdes on average. Smilarly, Volusa County averaged 6.68% of tota taxable sdesfor
coadta resort counties in the months excluding February and 7.35% of taxable sdlesin February. This
0.67% increase trand ates into roughly an average $40 million increase in taxable sdes as aresult of the
Daytona 500.

To help demongtrate how not accounting for statewide and coastal factors can distort the
economic impact of the Daytona International Speedway on Daytona, resultsin Table 2 are reported on
the increase in taxable salesin total, increases in taxable sales not attributable to statewide variations,

and not attributable to coastd county variations.

TABLE 2

Increasein Taxable Salesfor Volusa County

Statigtic/Y ear 1997 1998 1999

Incressein Taxable $89,108,976 $79,553,077 $104,464,095
Sales -- Total

Increase Not $63,634,070 $56,919,918 $72,124,460
Attributable to
Statewide Variations

Increase Not $44,434,920 $31,716,558 $49,147,718
Attributable to Coastal
County Vaiations®

#The counties that were used to cdculate this satistic included: Brevard, Broward, Charlotte, Flagler,
Indian River, Lee, Manatee, Martin, PAlm Beach, St. John s, St. Lucie, Sarasota, and Volusa
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The information recorded in Table 2 suggests at least two noteworthy things. Firdt, if oneis not
careful to congder the impact of nationwide, statewide or regiond influences on economic activity, the
impact of a sportsfacility or an event may well be exaggerated. Smply stated increases in economic
activity are attributed to the facility or event that were in redity induced by other factors. In the case of
the Daytona Internationa Speedway, a Smple comparison of taxable statistics would indicate an impact
more than two times what a more refined but gill crude cal culation would suggest.

Second, the Daytona International Speedway is not likely to contribute more than $50 million to
the local economy during the month of February. The atistics in row three should be viewed as upper
bound estimates since they do not account for the leakages that were discussed above. Furthermore, if
indirect expenditures are estimated through applying a multiplier to direct expenditures, then fallure to
account for leakages in caculating direct expenditures smply compounds the economic impact eimate

errors.

Increases in taxable sales do not equate with economic impact for severd reasons. Firs, with
regard to products sold a the event from souvenirs to beer, the key isto identify the extent to which the
local economy contributes to vaue added. The smaller and less diverse the host community economy is,
the lessthe fraction of aproduct svdueislocaly creasted. While Daytona Beach istechnicdly
congdered a metropolitan area, the population is spread out throughout the county so that only 65,000
of the county s423,000 residents actudly live within the city of Daytona Beach, the largest city in the
county. Based on the amdl sze of the county and particularly the cities within the county, it is

reasonable to conclude that the county does nat, in fact, have a particularly diverse economy.
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Second, consolidetion on the supply sde of the racing industry very likely diminishes the local
economic impact of racing events. Every mgor sports event conveys an impression of sgnificant
economic activity. The crowds are large and the commercid activity is heated. Impressions can be
mideading. While money is unquestionably flowing into the community, the key is how much of the
money spent remains within the area to be spent again. It is not inaccurate to describe racing facilities as
centers where spectators foreign to the community spend money that is appropriated by those on the
supply side of auto racing who are a'so non-residents. Gate and other venue recel pts contribute to the
purse which is distributed to a Sgnificant degree among the drivers and track owners who are very likely
non residents of the specific neighborhood, city, and county in which the racetrack is located.

To corroborate the nationd rather than loca character of the supply side of the racing industry,
congder the fact that many of the tracks are increasingly owned by large corporations. Three mgor
corporations, Speedway Motorsports, Inc., International Speedway Racing (1SC), and Dover Downs
Entertainment, own 21 of the 37 tracks used for NASCAR stop three circuitsincluding 17 of the 21
magor tracks used for Winston Cup events.

Speedway Motorsports Inc., which istraded on the New Y ork Stock Exchange (symbol:
TRK), ownsthe Atlanta Motor Speedway (Hampton, GA), Bristol Motor Speedway (Bristal, TN),
Lowe s Speedway (Harrisburg, NC), Las Vegas Motor Speedway (Las Vegas, NV), Sears Point
Raceway (Sonoma, CA), and the Texas Motor Speedway (Fort Worth, TX) (Speedway Motorsports,
Inc., 1999).

A recent trend towards consolidation in the auto racing industry is evident. The Daytona

International Speedway, the subject of this study, is one of severd sgnificant raceways owned by 1SC

16



which trades on the NASDAQ (symbol: ISCA). 1n 1995 ISC completed the Homestead-Miami
Speedway and purchased the Phoenix International Raceway two years later. In 1999, 1SC purchased
Penske Motorsports, Inc. (PM1), the owner of four other large racetracks.

A review of sdected consolidated financia data provided by PMI provides further evidence of
consolidation prior to its acquisition by ISC. In 1993, PMI reported totd attendance of 414,937 at the
racing eventsit hogted at its angle facility, the Michigan Speedway. By 1997 attendance at PMI hosted
events increased more than 250 percent to 1,083,206.> That significant increase is atributable in large
part to PMI sacquigtion of the Nazareth Speedway (near Allentown, PA) and the North Carolina
Speedway and its congtruction of the California Speedway. During the 1993-97 period, PMI stotal
assts increased from 36.41 million to 291.77 million, while stockholder equity increased from 13.47
million to 190.69 million (Penske Motorsports, Inc., 1998).

Nationa owned and internationdly traded corporations are likely repatriate a Sizable portion of
receipts to the corporate headquarters. Repatriated profits and winnings leak from the host
community s economy and contribute to a divergence between taxable sadles and economic impact. A
portion of taxable sales generates income for labor and other resources that service the event and a
portion of these resources may not be local. Wages are earned by avariety of guest workers from
members of the pit crews to souvenir vendors. Thereisaportion of this work force that followsthe
racing circuit. These migrant workers may well take a portion of their earnings with them.

Since aportion of the auto racing industry is nationd in character, to the extent that they

displace localy owned and operated entertainment and leisure industry dternatives, nationd events

® Totd PMI events more than doubled from eight to seventeen over the period 1993 to 1997.
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likely create greater leakages dollar for dollar than do locally owned entertainment businesses. Of
course, the infusion of outside spending relating to the event, spending by outside spectators and
televison crews for example, increase taxable sales and economic impact. A precise measure of
taxable salesincreases and economic impact, however, would account for direct and indirect spending
diverted from localy owned entertainment alternatives. This diverson can occur ether becauise resdents
dter their normd pattern of consumption during the event, they may even leave the community to avoid
the crowds and associated congestion, or because spending is now directed at commercia entities that
exhibit a greater propendty to direct their spending outside the community. A compelling argument can
be made for the fact that the nationd sports industry mulltiplier is smdler than the multiplier characteridtic
of localy owned commercid activity crowded out by the nationd entity. A smilar argument can be
made for the impact of subgtituting anationd chain store such as WaMart for localy owned retailers,

which explains the increasing locd resstance to the establishment of alarge nationd retail chain.

The sports multiplier from anationa event theoretically would be equd to:

Equation (1) M™° = 1/1-bt+bt,+ m

where,
MNS = gports multiplier from an event that is nationd in character;
b = margind propengty to consume (Mpc);

t, = tax rate®

® The federd, marginal tax rate for race track owners and driversis likely to be the highest
persona income rate, 39.6 percent, plusthe Medicare tax of 1.45 percent for atotal marginal tax rate
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m = margind propendty to import.

For the sake of illudtration, if we assume avduefor b, t, and m of .9, .4, and .5, respectively,
the sports multiplier is gpproximately 1.04.7 The vaue of the multiplier is directly related to the vaue of
b and inversely related to the values of t and m. Since the mgority of track revenues are gppropriated
by high income racetrack owners and drivers, tis likely higher than it would be for entertainment
businesses owned and operated by loca entrepreneurs.

The local economic impact from amgor sports event would then be calculated as the difference
between the local vaue added from the nationa sports event times the nationa sports multiplier minus
locd vaue added from localy owned and operated entertainment businesses times the loca
entertainment multiplier.

Equation (2) Economic Impact = VANSx MM VAR9E x MEF where

VAM = |ocd vaue added from the national sports activity;

VA®E = |ocdl vaue added from locally owned entertainment activity:;

M"E = multiplier from locally owned entertainment activity.

of 41.05 percent.

7 This portion of the paper borrows heavily from the work of Baade (1996) and Siegfried and Zimbalist (1999)
previously cited in this paper.

19



20



For the sake of illugtration, if MM = .5 M"%F and if VAF = .5 VA™S, then the economic
impact from the nationa sports event is zero. It is reasonable to expect that the value added of a mgor
gports event is larger than the value added of digplaced loca economic activity smply becauseit is likely
that anationa event induces a substantia inflow of money as a consegquence of the spending by
gpectators residing outsde the community.

At least one recent study commissioned by the racing industry specified that more than 50
percent (110,000/210,000) of the spectators at an auto racing event were there for the day of the event
only (Brickyard, 1999). If the Sngle day spectators were dl resdents of the metropolis, thenit is
concaivable that VA is equal to only 50 percent of VAN, If we further assume that the locad and
nationa sports multipliers are the same (we have dready indicated that the locd multiplier islikely to be
larger than the multiplier from anationa sports event), then assuming dl ese equd, the economic impact
from the nationad sports event would be approximatdy haf the vaue estimated if the crowded out
localy owned entertainment activity isignored. If one hdf of the vaue of taxable sdes lesks from the
economy the estimated economic impact must be reduced by 50 percent once again. Therefore, it is
conceivable with these reasonabl e specifications to conclude that the economic impact is one-fourth or

less those estimates provided in some studies commissioned by the racing indudtry.

Conclusons and Policy Implications
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The exaggeration of the economic impact of sporting events in sudies commissioned by the
gportsindustry is ubiquitous. It could be argued that the use of these economic andyses by auto racing
promoters represents harmless attempts to promote their sport as an equa to the MLB, NBA, NFL,
and NHL, but to the extent that these inflated estimates are used to justify public expenditures on
gpeedways, careful economic congderation of these clams must be made. While higtoricdly
private individuals and firms have paid for the consgtruction of racetracks around the country, the recent
trend has been toward larger and more expensve facilities. As the costs of amenitiesrise, so too will the
temptation to ask for public subsdiesto pay for these additions. When some communities begin to
subsidize speedways, then greater pressure will be exerted on cities that host peedways or seek one to
open the public purse.

Our analysis of the Daytona 500 indicates that for the month of February, the month during
which the Daytona 500 is run, the Daytona International Speedway induces an increase in taxable sales
for Volushia County of $41.77 million dollars on average for the past three years (1997-99). Taxable
sales and economic impact are not synonymous, however, and there is ample reason to suspect that
economic impact is ggnificantly less than the increase in taxable sdles. The economic impact for an
event that has the capacity to attract spectators from outsde the community depends on a myriad of
variablestha determine changes in net spending and the size of the multiplier. Citieswould be well
advised to carefully evaduate booster claims that speedways give a high-octane boost to the loca

economy.
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