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Professional Team Sport – US Vs UK Model Report - BMSM6007


1. Purpose of report-
The purpose of this report will be to critically evaluate the Professional Team Sport environment and establish the differences between the US and the UK model. In addition to this, the report will consider the following themes: Club ownership, League Structure, Merchandising and sponsorship, and TV Broadcasting rights. As a consequence of evaluating these themes the report will consider if the relationship between the US and the UK is getting closer or more distant.  

2. Background of report-

Ratten (2011) put forward that sport as a business means different things to different people depending on the context and country. In addition to this, Gerrard (2003) notes that professional sports leagues are complex entities with very different ownership, organisational, and governance structures. To reinforce this but more specifically, Wilson and Plumley (2017) notes that there are noticeably key differences between the North American model of professional sports and the UK model. The authors point to the notion that the North American model of professional team sports to be closer to the profit maximisation end of a continuum with the UK model more closely linked to the utility maximisation end. As a result, it actively illustrates how key themes such as league structure, club ownership and sponsorships can differ. Consequently, Ratten (2011) suggests that the process of internationalization for professional sports leagues continues and the management ideas from other models are taken into consideration to try to improve their own. A prime example of this is the Tottenham Hotspur Stadium as Andrews (2019) notes that the Spurs Stadium is the first football stadium to incorporate two pitches that will cater to the English and American Variety. 





3. Club Ownership

Hu and Izumida (2008) propose that ownership structure is considered an important tool for corporate governance to resolve any conflict of interests between shareholders and managers. Foster, O’Reilly, and Dávila (2020) put forward that there are dramatic differences that exist across countries and across sports in revenues per club. Depending on the sport and the country the club is located in is a massive factor for club ownership as particular sports may not be popular in all countries. For example, Ice Hockey (NHL), American Football (NFL) and Basketball (NBA) is massive in America whereas it is not in the UK. Additionally, the ownership of a club alongside the league they are in will set the direction on weather the club will try to achieve profit maximisation or utility maximisation. 

Wilson, Plumley, and Ramchandani (2013) put forward that in both UK and the USA, professional club ownership are joint ventures that can be viewed as a single entity or cartel. Clubs are separately owned with discretion to set prices, market the games, and adopt strategies to compete with other clubs. Historically, Dietl & Duschl (2012) and Andreff (2011) put forward that club ownership in the UK were member associations (No residual claimants) with the main objective being win maximisation, whereas in the US most clubs are privately owned with the main objective being profit maximisation. To reinforce this, Nauright and Ramfjord (2010) note that while the histories of professional sport between the UK and the US have been very different, in recent times similarities have increased greatly. Furthermore, (Késenne and Jeanrenaud, 1999) state that “The most important difference between the USA and Europe is that American clubs are business-type companies seeking to make profits, whereas the only aim of most European clubs so far is to be successful on the field." The authors mention that club ownership of a professional sports team in the UK tend to have lost money and were more philanthropic in nature but in recent times there has been a dramatic increase in the number of foreign-owned clubs especially in the Premier League in England. Consequently, club ownership of a professional sport in the US is more business-like and try operating more profitably. As a result, this actively illustrates that club ownership in the UK is gradually trying to shift to a recognizable American style business model with the amount of money generated by leading football clubs and marketing strategies that have been adopted to generate revenue. Nauright and Ramfjord (2010) provide a great example to reinforce this as they note that two of the big four clubs in the Premier league Liverpool and Manchester United are owned by Americans. Further reinforcement of this statement is that (Pope and Nauright, 2016, p.303) state that “it is clear that the trend is toward a globalised business model that began in North America and is sweeping the world as investors seek to maximise profits in diversified sport, entertainment, leisure media and property portfolios”. 

In addition to all that has been noted, Foster, O’Reilly, and Dávila (2020) put forward that club ownership for the UK and the US model relate to the eight p’s of club ownership motives and these are performance, profit, platform, pre-emptive, purpose, profile, power, and passion. Each of these motives are substantial factors for club ownership however some motives are considered more important dependent on the model and club owned. For example, in recent years the New York Knicks (NBA) have a low emphasis on investing to build championship winning team whereas Sky Sport (2022) put forward that Manchester United (Premier League) have spent £1.3 Billion on players in hopes of better performance. On top of this, Pittz et al. (2020) put forward that because of the dominant US model in professional sports even the most poorly managed franchises are extremely profitable while reducing the risks of investment. 

Although the franchises in the US model are owned by different people as a result of the league structure all franchises work together by supporting the weakest competitors. Wilson, Plumley, and Ramchandani (2013) note that the league structure allows other clubs do this by providing the opportunity to have the best performing rookie during the draft system. On the other hand, the authors note that the UK model is riskier in terms of club ownership because of the league structure and the importance of winning is more vital. Foster, O’Reilly, and Dávila (2020) note that performance is a vital factor in the UK model as it enhances the other key motives such as profitability, profile, and power. A prime example to highlight the importance is getting relegated from the Premier League to the Championship will result in less profit and viewership because they are not in the best league anymore.
 


4. League structure

Nussbaum (2016) proposes that professional sports leagues are structured in two fundamentally different ways. As a result, in North America they have structured their leagues to be closed which causes higher entry barriers to enter the league. In addition to this, David, Tonja, and Sag (2013) note that North American sports leagues are cartels as they control entry of teams, then collaborate to maximize effective rent-seeking, stave off competition, and keep prices high. This links back to club ownership in the US model of professional sport leagues as it briefly mentions how all the teams in the league work together to ensure profit maximization. In addition to this, Andreff and Staudohar (2000) note that North American sports leagues operate under salary caps, share television revenue equally and compete almost exclusively in domestically structured leagues. As a result of the main motive being profit maximization and the league structure being closed it poses as a structural barrier to competition. 

Nussbaum (2016), and David, Tonja & Sag (2013) put forward that the league monopiles make new entry extremely difficult and provide these franchises with extraordinary leverage over cities to negotiate for ever greater financial support. As it is a closed league the entry to it is decided on the approval of current members and as a result if teams want to join, they must be willing to invest for the long term and ensure their motives are the same as the rest of the franchises. To reinforce this, (Nauright and Ramfjord, 2010, p.430) state that “Professional sports leagues in North America now command hundreds of millions of dollars in up-front fees to join their leagues when they do occasionally expand”.  Wilson, Plumley, & Ramchandani (2013), Nauright & Ramfjord (2010) and Alexander & Kern (2004) put forward that during negotiations for new teams to join or for someone to buy a professional sports team in the North American League team relocation can occur so they can extract the maximum revenues in tax-free support from local and state governments eager to play in the ‘big league’ while building new stadiums for team owners. Alexander & Kern (2004) provide a great example by noting when Bud Adams relocated the Houston Oilers to become the Tennessee Titans (NFL), or when the New Jersey Nets relocated to Brooklyn to become the Brooklyn Nets (NBA). This actively illustrates how profit maximisation effects the decisions that the owners of these franchises make as it can be imagined that they felt that these decisions would enhance the value of their franchises.

With all this in mind, in terms of the actual league structure that involves the teams playing competitively against each other, Wilson, Plumley, & Ramchandani (2013), Andreff (2011) and Noll (2003) put forward that in all North American professional sporting leagues a round-robin determines which teams qualify for a post-season tournament and the seeding in a single-elimination playoff. Whoever wins the post season tournament wins the championship for the year and they will have to repeat this cycle next year and defend their title. Furthermore, Andreff and Staudohar (2000) note that in the North American leagues, there is no international competition only domestic however the 4 main sports (Basketball, Hockey, American Football and Baseball) want to globalise their sport. With this in mind, Nauright and Ramfjord (2010) and Andreff (2011) note that as there are no prospects for promotion or relegation professional franchises in North America have relied on a greater need for competitive balance to ensure healthy competition and they ensure this happens by using the draft system they have created. To reinforce this, Buraimo and Simmons (2015) note that within North American sport leagues, the use of player drafts, salary caps, luxury taxes, and revenue sharing are aimed at maintaining competitive balance.

On the other side, Nussbaum (2016) and Andreff (2011) proposes that the UK model have structured their leagues to be open leagues which means theoretically any team can get promoted throughout the lower leagues and get to the best league in that sport. To reinforce this, David, Tonja, and Sag (2013) put forward that the UK model involves the earning your place into leagues via a system known as promotion and relegation. As a result of this system throughout all leagues there is healthy competition and a competitive balance as each team has earnt their place in the league they are in. Foster, O’Reilly, and Dávila (2020) note that the UK model demotes the worst performing teams in one competitive tier to the next lower tier at season's end, simultaneously promoting a corresponding number of top teams from the division below. On top of this, in every league in the UK model all teams play each throughout the year playing home and away and the team who have earnt the most points wins the league. As a result of the fluidity of teams being promoted and relegated at the end of every season Nussbaum (2016) notes that it creates an outcome uncertainty and makes the leagues extremely competitive and more exciting for fans to watch. 

Additionally, Wilson and Plumley (2017), Wilson, Plumley, & Ramchandani (2013), Andreff (2011) and Garcia-del-Barro & Szymanski (2006) put forward that as a result of the promotion and relegation it links straight back to club ownership and their main motives. The authors also note that within the UK model for professional sport, clubs focus more utility or win maximisation to ensure they are in the best league they can be. Consequently, the better league they place in the better profit, revenue, and happier fan base they will have. In addition to this, Andreff and Staudohar (2000) propose that clubs prioritise win maximisation in the UK model because for the top teams in the European Leagues there is both domestic and international competitions (Champions league or Europa League). To reinforce this, Buraimo and Simmons (2015) argues that competitive balance is not as fair as the US model as they do not have similar schemes such as the draft and revenue sharing. Conseqeultny the authors propose that the reason for this is the overriding principle of free movement of labour. As a result, players can go to any team they please and the biggest teams will offer a higher salary, more competition and brand awareness for the athlete. As a result of this, it could potentially point to the notion that clubs in the UK/European model are trying to globalise their brand around the world to gain a bigger following and to make more revenue. 

With all this in mind, Wilson, Plumley, & Ramchandani (2013), David, Tonja, & Sag (2013), and Dietl & Duschl (2012) propose that because of the lapse of features such as salary caps and revenue sharing in the UK model it can be seen as an attractive investment opportunity, particularly for utility maximisers whose desire for short-term sporting success is funded through the purchase of better players who command higher salaries. Nevertheless, Foster, O’Reilly, and Dávila (2020) argues that because of the relegation structure of the English Premier League and other UK sports there is always constraint as there is uncertain risk which can dramatically shorten the time horizon of management decisions and increase the uncertainty of projected future revenue streams. A recent example of this comes from Sky Sports (2021) as they shared that Newcastle United had the ownership taken over for £300 Million by foreign investors. At this current time this was a risky investment as they were in the relegation zone and could have potentially lost great revenue and support from fans. 

In terms of league structure both the UK and US seem to be comfortable with the way things are being run. However, Foster, O’Reilly, and Dávila (2020), Wilson & Plumley (2017), and Wilson, Plumley, & Ramchandani (2013) argue that because of club take overs the Premier League and European clubs are experiencing by foreign owners, they are trying to globalise the US model onto the UK model. To reinforce this, Macedo, Ferreira Dias and Mourão (2022) note that recent controversy and evidence shows that current structure of football in the whole of Europe has been repeatedly threatened by the creation of a breakaway league that would group together several of the top clubs creating the European Super League (ESL). This actively illustrates that the big teams of football are trying to make their main motive to be closer to the US model as they want to their main motive to be profit maximisation.  

5. Merchandising and sponsorship

Lukinovic, Opacic, and Milojevic (2020), Burel (2020), and Testa & Metter (2017) propose that in recent years, sport has gone through significant changes by becoming one of the most profitable fields of economy. The authors suggest that professional sports gather a huge audience with sport leagues, tournaments and events like the Superbowl or the football world cup and as a result will generate billions of pounds/dollars. An essential factor for revenue generation for professional sports clubs traditionally comes from sponsorships, ticket and registration sales, merchandising, and additional income streams. However, the authors note that in recent times merchandising, sponsorships and TV Broadcasting rights are enormous revenue generators. Additionally, Dietl et al. (2011) note that match-day revenue and broadcasting rights combined account for one-half to three-fourths of total league revenue, and the rest comprises merchandizing, advertising and sponsoring revenue. To reinforce this, Kinney (2006) note that sponsorship of sports clubs or individual athletes involves substantial revenue generation and is a great way to promote and globalise the sport brand and reputation. In addition to this, Dixon, Lee, and Scully (2019) note that commercial sponsorship involves paying a cash or in-kind fee to an activity or club in exchange for having access to the exploitable commercial potential associated with them alongside the athletes that play for them at times. Furthermore, Andreff & Staudohar (2002) and Mason (1999) put forward that both the UK and the US teams and leagues are able to significantly increase revenues through the sales of on-site signage, advertising, and team related sponsorships, while the leagues as a whole engage in long-term partnerships with corporate giants. To engage consumers/fans Batra and Keller (2016) put forward that it is best executed through promotions, events, public relations, direct email, social media, websites, and mobile communication which as a result is a vital part in merchandise selling and sponsorship. 

Burel (2020) and González (2016) note that the US sports industry is a multi-billion-dollar enterprise that impacts and influences the whole globe. The author notes that the US sports industry ranges from merchandising of sports drinks such as Gatorade and Powerade to kits and shoes being made by Nike and Adidas. Consequently, Andreff (2011) proposes due to the US model being a closed league with a cartel of teams, the aim is to maximise the profits and share them across the teams. As a result, revenues obtained from gate receipts, sponsorship and merchandising are also pooled and re-distributed across the teams. In addition to this, Lukinovic, Opacic, and Milojevic (2020) put forward that sport clubs/franchises have even leased the rights of naming sporting objects (Stadiums) to sponsors which includes multi-million deals and this trend emerged from the US and globalized around the world quickly. For example, the Bank of America Stadium is sponsored by the Bank of America or in the UK Leicester City FC stadium is the King Power Stadium, and the sponsor is King Power. 

Burel (2020) proposes that the sponsorship and merchandising in the UK model is extremely similar to the US. However, they key difference between them is that the revenue is not shared between all the teams. Wilson, Plumley, and Ramchandani (2013) note that because the UK model is an open league and that clubs value win maximisation it makes them more competitive. As a result, clubs do not revenue share and all sponsorship deals are sperate from each other. Consequently, Wilson, Plumley,& Ramchandani (2013) and Wilson & Plumley (2017) propose that for the UK model the revenue streams fall under three main headings: match-day receipts, broadcasting rights and commercial receipts. With this in mind, the UK model is stuck in a paradox as they want to focus on winning but paying for the best players cost money. Consequently, Wilson, Plumley, & Ramchandani (2013) and Beech (2010) argues that sponsorship is more vital to the UK model as the cost of competition is more expensive. Furthermore, the authors suggest that clubs enhance future sponsorship deals to increase revenue streams and to commit funds to enhance training facilities and talent development as there is no draft system and they must scout players. 

Although sponsorship and merchandising are very similar between both models as in a business pays for the brand and advertisement of the sport team, Wilson, Plumley, & Ramchandani (2013) argues that because of the take over of clubs and the more investment is being made they need the funding/investments/sponsorships by foreign owners to ensure they can keep winning and make profit. This actively illustrates that the UK model is becoming less competitively balanced in the leagues and the big teams who can afford to spend more on better athletes, facilities and resources are more likely to win and then focus more of profitability. As a result, it could indicate that the UK model is becoming closer to the US model.

6. TV broadcasting rights

Smith, Evens, and Iosifidis (2015), Buraimo and Simmons (2015) and Cox (2012) put forward that delivering free-to-air sports broadcasting in the UK and the US presented the idea of the commercialised sports industry. Sport clubs discovered that millions of people across the globe want to watch the best of the best play live on TV as it is considered as a substitute for watching at the stadium. The authors also note that as a result, professional sport is highly valuable in the global industry and clubs/franchises have created TV broadcasting rights into a revenue generator whilst being able to promote their brand across the globe. To reinforce this Hutchins, Li, and Rowe (2019) propose that sports organisations and television broadcasters have built a beneficial relationship that has allowed both to further their commercial interests. Additionally, the sport being played is providing entertainment with uncertain outcome and intensified competition whilst the TV can broadcast the game to whole globe bringing a huge audience watching the sport. 

Evens and Lefever (2011) note that in the US, TV broadcasting rights have multibillion-dollar value because of the contracts and sponsor deals that come alongside them. In addition to this, Smith, Evens, and Iosifidis (2015) note that in the US the migration of sports coverage to pay-TV has been less apparent. Additionally, Hoehn & Lancefield (2003) and Cave & Crandall (2001) propose that in the US there are several sports that act as revenue and audience generators whereas in the UK it is predominately football. As a result, there are many sports and broadcasting rights to sell to US broadcasting channels. Consequently, Eiras, Harmon, and Rossi (2017) note that in the US model the national TV rights are sold collectively by the sports league. In addition to this, Evens and Lefever (2011) note that cooperation of sports on the demand side (joint bids) has been banned in the United States partly for fear that the reduced competition between broadcasters would depress the value of sports broadcasting rights. Furthermore, Buraimo and Simmons (2015) propose that because of the large U.S. market allows television networks both free-to air and pay per view to benefit from economies of scale, while maximizing audience reach may provide sports leagues with higher sponsorship revenue.

Cox (2012) and Evens & Lefever (2011) put forward that the UK’s biggest sport that is broadcasted is football whilst noting that the English Football Association Premier League (PL) has attracted large audiences and with-it large revenues for the rights to broadcast live matches on television. Additionally, (Cox, 2012, p.75) states that “individual clubs are prevented from selling the rights to their own games directly to a broadcaster.” As a result, it can be suggested that the government do not want the Premier League top teams acting as a cartel, restricting output and depriving consumers of the benefits of viewing more football matches in such a way that only pay-TV companies can afford to pay the rights. Feuillet, Scelles, and Durand (2019) suggest that a recent trend in the UK is have more premium live packages to enhance competition and allow more broadcasters to be part of the market. 






7. Conclusion

In conclusion, although there are certain differences between the US and UK professional sports models, there are also many similarities, and this report highlights that both the models are becoming closer in most aspects. To reinforce this, Evens, Iosifidis, and Smith (2013) argues that the UK model is becoming closer to the US profit maximisation model for the reason that a growing number of professional sport clubs have attracted private investors. That being noted, Ratten (2011) suggest that regardless of the theoretical model employed, all professional team sports remain linked to the concepts of uncertainty of outcome, competitive balance and profit and utility maximisation. 
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