Econ 324, Midterm Exam, Spring 2004

Answer each question to the best of your ability.  There are 8 questions including the two problems on the other side of this paper.
Short Questions (8 points each)  
Note:   Be brief in this section and don't waste your time.  

1.  a)  What effect would an increase in parking prices from $10 to $20 have on the demand for tickets to see the Atlanta Braves?  State your answer and draw a diagram.  

b)  Explain how this would differ (mechanically, i.e. how the graph differs) from an increase in the ticket price of a similar amount.

2.  There are more leagues and more teams in professional sports in the U.S. than 50 years ago.  Name two economic factors which can account for this.  

3.  Explain why team owners are fond of Personal Seat Licenses.  Use a graph to illustrate & discuss briefly.

4.  *** (not discussed Fall 04) What is the significance of Spencer Haywood v. NBA (1971)?
5.  Horse racing and boxing were once two of the big three sports in the U.S.  They are now a blip on the radar screen.  How do these sports differ from more popular sports today?  Provide an economic explanation for the rise of alternative forms of sport and the fall of racing and boxing.
Essay (12 points)
Write a short essay -- two paragraphs or so – without going into unnecessary detail.

6.  What was decided in Federal League v. NL (1922), and what were some of the consequences of the case?

Problems (24 points each)
7.  Suppose the supply curve for NBA basketball players is vertical for wages in excess of $100k per year (their opportunity costs).  Assume the demand for players intersects the supply on the vertical section of the supply curve at $2.1m per year.  In the absence of labor market restrictions, $2.1m is the wage paid to the average player.  There are roughly 360 NBA players.

a)  Depict this situation on a graph, and label your graph carefully.

b)  Explain how labor market restrictions could reduce the rents (or surplus) received by players, and calculate the gain to an owner of a team with 12 players if he could reduce wages to the players' opportunity costs.  For the league as a whole, what area of the graph does this correspond to?

Assess the following propositions:

c)  Player wages have no impact on who plays and who doesn't play pro basketball.
d)  Now suppose that wages might affect choices made by pro quality basketball players.  How would increases in the wage rate well beyond the opportunity costs of ballplayers affect their behavior?

8.  Suppose the demand for tickets to Comet's games is given by the equation 

P = 40 - .01Q.

a)  Write down the equation for the MR curve.

b)  Depict demand and marginal revenue in a diagram.  Label it carefully.

c)  Assume MC = 0, and that stadium capacity is unconstrained.  What is the profit maximizing sales and price of tickets?  Show all of your work.

d)  Suppose that stadium capacity was constrained, and is 1000 seats less than your answer in part c).  Recalculate the new profit-maximizing price, and draw this situation on a new diagram.

e)  Suppose the Comets spend more on players, and hence acquire a more talented team that is capable of contending for a league championship.  What would a profit maximizing owner do to ticket prices?  Why?  Explain carefully, in the context of the model you are working with in this question. 

