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ABSTRACT
Hosting the World Cup, the world’ s second largest sporting event, is a potentidly expensve
affar. The co-hogts of the 2002 games, Japan and South Korea, spent a combined $4 billion building
new facilities or refurbishing old facilities in preparation for the event. An ex post anayss of the 1994
World Cup held in the United States suggests that the economic impact of the event cannot justify this
magnitude of expenditures and that host cities experienced cumulative losses of $5.5 to $9.3 hillion as
opposed to ex ante estimates of a$4 billion gain touted by event boosters. Potentia hosts should

congder with care whether the award of the World Cup is an honor or a burden.
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I. INTRODUCTION

The World Cup and the Olympic Games qudify as mega-events. Nation states compete as
vigoroudy to host these events as the ahletes who participate in them. Why? A variety of reasons
explain the quest to host these events, but no reason gppears more compelling than the promise of an
economic windfal. Doesthe World Cup provide a boost to the host nation’s economy that judtifies the
ubgtantia costs and risks? The purpose of this paper is to shed some light on this subject using the
experience of the United Statesin 1994.

First played in 1930, the World Cup competition determines the best soccer team in the world.
The Cup ishdld every four years on the years opposite of the Olympics, presumably to avoid direct
competition with the Olympic Games for both players and fans. The tournament currently consists of
teams representing 32 nations who qudify for the Cup finds through regiona competitions with each
region being awarded a specific number of spaces based on the number and qudity of nationa teamsin
thearea. For the 2002 Cup, atotal of 193 nations competed in 777 quaifying matches for the 32 spots
inthefinds. (FIFA, 2002)

The Federation Internationale de Footba | Association (FIFA), the governing body for soccer
worldwide, determines the site of the World Cup. Until 1994, the tournament aternated between
Europe and Latin America, the traditional powerhouses of soccer. Motivated by a desire to promote
the sport and to capitaize on surging soccer popularity esewhere in the world, FIFA has recently
designated host countries outside Europe and Latin America. 1n 1994, the United States hosted the
tournament. While the event returned to atraditiona soccer nation in 1998, France, in 2002 Japan and
South Korea were designated as co-hosts for the Cup.

The intense competition to host the World Cup inevitably leads to second guessing FIFA’s
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designee. What criteriadoes FIFA employ in making its sdlections? Some would question FIFA’s
srategy to use the World Cup to open or expand markets for the sport which explains the selection of
the United States and Japan, arguably the world' s two most affluent countries but without notable
soccer traditions. Many soccer purists would eschew the commercid imperative, and would continue
to award the World Cup to countries whose on-the-field performance merits such an honor. Based on
a performance criterion, the United States had certainly not earned the right to host the 1994 event
since, a the time of the 1988 decision to award the World Cup to the USA, the country had not
qudified for the finds snce 1950. These competing points of view forged a compromise of sortsin the
decison to have co-hogts for the 2002 Cup. Those intent on promoting soccer viewed Japan asa
viable candidate more for its economic might and soccer potentid rather than its distinction in the sport.

South Korea, on the other hand, had achieved some soccer prominence as indicated by the fact that it
had qudlified for three straight Cup Finds. Indeed South Korea has been recognized as the dominant
team among East Adan countries while Japan had qudified for the World Cup finds only once. Criticd
to understanding FIFA’s decison making on host citiesis afinancid redlity. FIFA finances its operation
amog entirely through the promotion of tournaments like the World Cup, and it would be surprisng if it
did not select a venue that maximized the organization’s profit.

The most controversd FIFA decison on Site, perhaps, came in July 2000 with the award of the

2006 World Cup to Germany. In the wake of the earlier groundbreaking decisons of the United States
and the Asan nations, agroundswell of support had emerged for awarding the event to an African
nation. Supporters of the African application made or could make three compelling arguments: (1)
Africahad never hosted the games previoudy; (2) the African Footbal Confederation had the largest

number of members among any of the regionsin FIFA; (3) African nations had become increasingly
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competitive on the world soccer stage. Nigeria, for example, upset both Argentinaand Brazl on its
way to winning the gold medd in the 1996 Olympic Games, and African teams have routinely won
world youth championships.

In the final round of voting, the 24 members of the venue sdlection committee chose among five
findigs England, Germany, Morocco, South Africa, and Brazil. In a series of preliminary votes, South
Africaand Germany emerged as the African and European choices, respectively. Brazil withdrew its
bid in an apparent “under-the-table’ ded in which the South American confederation alegedly agreed
to support the African bid in exchange for an African pledge to support a Brazilian bid in 2010. (BBC,
2000) Inthefinal vote between South Africaand Germany, the eleven votes of the North and South
American and African confederations went to South Africa. On the other side, the eight European and
four Asan confederation votes supported Germany. The Asian confederation vote for Germany can be
explained by the ongoing strife between it and FIFA’s president, Joseph “ Sepp” Blatter, who
supported the South African bid. Blatter had won eection to his position in 1998 by pledging his
support for an African World Cup bid, and while having no forma vote, he would make the fina
decisoninthecase of atie

The Oceania Football Confederation (OFC) cast the deciding vote. The OFC represents
Audtrdia, New Zedand, and the tiny idand nations of Polynesaand Melanesa. The OFC's pivotd
roleisironic for at least three reasons: (1) it had but a single vote on the committee; (2) it did not have a
sngle guaranteed dot in the World Cup finds; and (3) it had only qudified ateam for the World Cup
finds twice in the Sixteen previous tournaments. The OFC had directed that its delegate, New Zeaander
Charles Dempsey, vote for the South African bid once England had been diminated from consideration.

Germany led by a single vote when the time came for Dempsey to cast hisvote. A vote for South
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Africawould have produced atie with the tie-breaking vote going to President Blatter (who would
support South Africa) while avote for Germany would secure their bid. Dempsey broke with his
confederation and abstained from voting, leaving the vote 12-11 in favor of Germany.

Allegations were made that Dempsey faced degth threats and persona bribery in order to
secure his“vote” (BBC, 2000). Dempsey resigned in the face of criticism from soccer federationsin
Oceania as well as pressure from the New Zedand government itself.

Thisbrief history of World Cup ste selection highlights the political nature of the process.
Countries pursue the event, at least in part, because of the powerful economic impact boosters clam it
will have on the country fortunate enough to host it. The theoretica basisfor claims of substantia

economic impact is evaluated in the next section of the paper.

[l. REVIEW OF “MEGA-EVENT” ECONOMIC IMPACT STUDIES

Hosting the World Cup brings significant costs and potentialy large benefits. On the cost Side,
FIFA requires that the host country provide at least 8 and preferably ten modern stadiums capable of
seating 40,000 to 60,000 spectators. For the 2002 event in Japan and South Korea, each offered to
provide ten separate stadiums. As neither country had alarge existing infrastructure for soccer, South
Korea built ten new stadiums at acost of nearly $2 hillion, and Japan built seven new stadiums and
refurbished three others et acogt of a least $4 hillion. Thetota investment for new infrastructure in
Japan “is unknown but some anaysts peg the expenditure at more than 750 billion yen ($5.6 billion).”
(Sloan, 2002) The operating costs of a mega-event are aso enormous and are growing. In the wake
of terrorist incidents at the 1972 and 2000 Olympics and on September 11, 2001 in the United States,

Security arrangements alone can run into the hundreds of millions of dollars. Greece will reportedly
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spend up to $1 billion on security for the 2004 Olympics. Can the economic impact of an event, even
onethe size of the World Cup, compensate the host nation for the substantid infrastructure and
operating costs?

Past and present prospective economic impact anayses prepared by event boosters have
predicted economic windfals from hogting the World Cup. The 1994 World Cup Organizing
Committee in the United States, for example, predicted that “as many as one million internationd vistors
will travel to the United Statesin conjunction with the World Cup, making the event one of the most
ggnificant tourig attractionsin American history. The 1994 World Cup economic impact could
conservatively exceed four billion dollarsin the United States.” (Goodman and Stern, 1994) South
Africabid for the 2006 World Cup was based, in part, on the promise that it would bolster the
economy by approximately $6 billion and creste as many as 129,000 new jobs (Khoza, 2000). The
largest estimates to date have been provided by the co-hosts of the 2002 World Cup. A study by the
Dentsu Indtitute for Human Studies estimated a $24.8 billion impact for Japan and a $8.9 billion impact
for South Korea. As a percentage of total national income, these figures represent 0.6 and 2.2 percent
of the total Japanese and South Korean economies, respectively (Finer, 2002).

The promise of subgtantial economic impact provides ajudtification for public subsdies for
mega-event infrastructure. Promoters of subsidies for mega- events throughout the world argue that the
expenditures should properly be trested as investments that generate positive economic returns, that is
to say yields that exceed those generated by the next-best, dternative use of those funds.

Claims that sports mega-events provide a substantia boost to the economy of the host city,
region, and country have been strongly criticized by some scholars. In assessing the impact of the

American Footbal Championship, the Super Bowl, Philip Porter disputed claims by the Nationa
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Football League (NFL) that the contest provided substantial economic impact. In fact, Porter claimed
a proper measurement of the Super Bowl!’ s economic impact would show the event had no impact.
Porter (1999) observed,

Investigator bias, data measurement error, changing production relationships,

diminishing returns to both scae and variable inputs, and capacity congraints anywhere

aong the chain of sdesrdations lead to lower multipliers. Crowding out and price

increases by input suppliersin response to higher levels of demand and the tendency of

suppliersto lower pricesto stimulate sales when demand is weak lead to overestimates

of net new sales due to the event. These characteristics aone would suggest that the

edimated impact of the mega- gporting event will be lower than impact analys's predicts.

When there are perfect complements to the event, like hotel rooms for visitors, with

capacity congtraints or whose suppliers raise prices in the face of increased demand,

impacts are reduced to zero.”

Baade and Matheson (2000) challenged an NFL claim that as aresult of the 1999 Super Bowl
in Miami, taxable sdesin South Horida increased by more than $670 million dollars. Their study of
taxable sales datain the region concluded that the NFL has exaggerated the impact of the Miami Super

Bowl by gpproximately afactor of ten usng assumptions that favored identifying a strong economic

impact.

[1l. THEORETICAL ISSUES
The exaggeration of benefits induced by a sports mega-event may occur for several reasons.

Fird, theincrease in direct spending attributable to the games may be a*“gross’ as opposed to a*“ net”
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measure. Some subsidy advocates estimate direct spending by smply summing al recelpts associated
with the event. The fact that the gross-spending approach fails to account for decreased spending
directly attributable to the event represents amagjor theoretica and practica shortcoming. Surveyson
expenditures by those attending the event, complete with a question on place of residence, would
appear to be a draightforward way of estimating direct expendituresin a manner thet is satistically
acceptable. However, while such surveys may well provide acceptable spending estimates for those
patronizing the event, they do not reved changesin spending by residents not attending the event. Itis
concelvable that some local residents or potentid visitors may dramaticaly change their spending given
their desire to avoid the congestion at least in the venue(s) environs. A fundamenta shortcoming of
typical economic impact sudies, in generd, pertains not to information on spending by those included in
adirect expenditure survey, but rather to the lack of information on the spending behavior for those who
are not.

Failure to account for the difference between gross and net spending has been cited by
economigts as a chief reason why sports events or teams do not contribute as much to metropolitan
economies as boogters claim (Baade, 1996). However, in the case of an international soccer
tournament, avery large proportion of al attendees come from other countries, and their spending
qudifies as export spending. Furthermore, the host country’ s residents who do not attend probably do
not reduce their expenditures in the country, even if they avoid temporarily the cities or neighborhoods
of the sadiums. Thus one might that direct expenditure by nonresidents who attend events
approximates net impact. Unfortunately, thiswill not be true if some nonresdents, who might have
vidited the country, decide not to do so because of congestion and high prices during the event’ s period.

Recent evidence assessing the economic impact of the Summer Olympicsin 2000 in Sydney,
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Audrdiaindicate the “subgtitution effect” may be substantial even in cases where the event has a clear
international character. An Arthur Andersen (2000) survey on hotel activity in Sydney and other capita
cities prior to and during the Olympic Games concluded,

As expected, survey resultsindicate the vast mgority of Sydney hotels peaking a near

100% occupancies during the Games period from September 16-30. This represents

an increase of 49% in occupancy levelsreative to the firgt half of September. In

contragt, other capitd cities experienced significant demand shortfdls for the same

period. For example, occupancies in Mebourne and Brisbane plummeted by 19% and

17% in the second half of September relative to the period from 1-15 September.

Overdl, with the exception of Sydney and Addade, dl hotd marketsin Audrdia

experienced a decline in occupancy in September 2000 relative to September 1999

despite the Olympic Games, as reported in the Hotel Industry Benchmark Survey.

Hoteliers indicate that while international demand was strong..., domestic leisure travel

traditionally taking place during the September school holiday period was displaced to

Sydney for the Olympics.

The Anderson report indicates the importance of the substitution effect, and compels
condderation of which, if any, governmenta entities should be involved in subsdizing sports mega-
events. Sydney’s gains may well have come at the expense of other Audrdian cities, and if the federa
government subsdizes the games there must be arationae for enriching Sydney at the expense of
Adeaide and other regiond cities.

A second reason economic impact may be exaggerated relates to what economists refer to as

the “multiplier,” the notion that direct spending increases induce additiona rounds of spending due to
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increased incomes that occur as aresult of additiond spending. If errors are made in assessing direct
spending, those errors are compounded in calculating indirect spending through standard multiplier
andyss. Furthermore, correct multiplier anadysisincludes dl “leskages’ from the circular flow of
payments and uses multipliers that are gppropriate to the event industry. Leskages may be significant
depending on the state of the economy. If the host economy isa or very near full employment, for
example, it may be that the labor essentia to conducting the event residesin other communities where
unemployment or alabor surplus exigts. To the extent that thisis true, then the indirect spending that
conditutes 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 normal 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 isanationdly owned chain. In
short, to assess the impact of mega-events, a baance of payments gpproach should be utilized. That is
to say, to what extent does the event give rise to money 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 models do not account for the subtleties of full
employment and capital ownership noted here.

As an dterndtive 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
(1999) opined:

The biggest problem with this producer approach isthat these business managers must be
10



able to estimate how much “extra’ spending was caused by the sport event. This requires that
each proprietor haveamode of what would have happened during that time period had the
gport event not taken place. This is an extreme requirement, which severdy limits this
technique.
While many potentid criticisms of ex ante economic andyssexis, the red question is whether
the estimates of the economic impact of the 1994 World Cup hosted by the United States conform to
ex post esimates of the economic impact this events on its host cities? In the next section of the paper,

the mode that is used to develop ex post estimates is detailed.

IV. THE MODEL

Ex ante models may not provide credible estimates on the economic impact of a mega-event
for thereasons cited. An ex post modd may be useful in providing afilter through which the promises
made by event boosters can be strained. A mega-event’simpact is likdly to be smdl rdaive to the
overdl economy, and the primary chalenge for those doing a post-event audit involves isolating the
event'simpact. Thisisnot atrivid task, and those who seek ingght into the question of economic
impact should be cognizant of the challenges and deficiencies common to both ex ante and ex post
anayses.

Several approaches are possible in congructing amodd to estimate the impact an event has had
on acity, and are suggested by past scholarly work. Mills and McDonad (1992) provide an extensive
summary of models that have been used to explain metropolitan economic growth. Growth theories
seek to explain growth through changes in key economic variablesin the short-run (export base and

neoclassca modds) or the identification of long-term devel opments that affect metropolitan economies
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in hypothetica ways (product cycle, cumulative causation, and disequilibrium dynamic adjusment
models).

Our task is not to replicate explanations of metropolitan economic growth, but to use past work
to hep identify how much growth in economic activity in U.S. cities hosting Cup maiches s attributable
to the event. To this end we have sdlected explanatory variables from existing modd s to predict
economic activity in the abbsence of the World Cup. Estimating the economic impact of the Cup
involves comparing the projected level of economic activity without the event to the actud levels of
economic activity that occurred in cities hosting matches. The success of this gpproach depends on our
ability to identify variables that account for the variation in growth in economic activity in host cities.

In modeling those factors that are unique to individud cities, it is hepful to identify some
conceptud deficiencies characterizing the demand side of ex ante and ex post models that exaggerated
economic impact estimates. Many prospective economic impact studies, particularly older ones, fall to
distinguish between gross and net spending changes. In ex post sudies, fallure to control for the city’s
own secular growth path could embellish an estimate of the contribution of the World Cup. Ex ante
dudies even in very sophisticated forms are based usudly on the premise that important economic
rel ationships remain unchanged.

Given the number and variety of variables found in regiond growth modds and the inconsstency
of findings with regard to coefficient Sze and sgnificance, criticisms of any sngle modd could logicaly
focus on the problems posed by omitted variables. Any critic, of course, can claim that a particular
regression suffers from omitted-variable bias, but it isfar more chdlenging to specify the modd so asto
remedy the problem. In explaining regiond or metropolitan growth patterns, at least some of the

omitted variable problem can be addressed through a careful specification of the independent variables.
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As noted above, representing relevant variables as deviations from city norms, leaves the scholar a
more manageable task, namdy that of identifying those factors that explain city growth after accounting
for theimpact of those forces that generaly have affected regiona or national MSA growth. Itis
important, for example, to modd the fact that relocating a business could occur as a consequence of
wages increasing in the MSA under study or adower rate of wage growth in other MSAs. What
mattersis not the absolute level of wagesin city i, but city i’ swage relative to that of its competitors.

The purpose of ex ante sudiesisto provide a measure of the net benefits a project or event is
likely to yield. To our knowledge there is no progpective mode that has the capacity for measuring the
net benefits of a project relative to the next best dternative use of those funds. If one assumesthat the
best use of funds has always occurred prior to a mega-event, then the growth path observed for acity
can be construed as optima. If this optima growth path, identified by the city’s secular growth trend,
decreases after the mega-event occurs, then the evidence does not support the hypothesisthat a
publicly subsdized mega-event put those public moniesto the best use. Our modd is designed to
predict changes in income attributable to the World Cup in host citiesin 1994 based on historical data
between 1970 and 2000. Equation (1) represents the model used to predict changes in income for host
cities.

DYi= by + b,§ 2Xt+ b, Dyl + b,

L E';ol Yia/N

i=1

+b,Wi+ b, Ti+ b, TR+ b,0/+ ¢ @)

For each time period t, ;' isthe redl income and DY;' is the changein redl income (GDP) in the

ith metropolitan statistical area (MSA), n isthe number of citiesin the sample, W' is the nomina wages
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in the ith MSA as a percentage of the average for dl ditiesin the sample, T;' isthe state and locdl taxes
in theith MSA as a percentage of the average for dl citiesin the sample, TR! is an annua trend variable,
and &' isthe stochestic error. Q' isadummy variable that represents the effects of the oil booms of the
1970s and the subsequent oil bust of the 1980s upon host economies that cannot be explained by other
variablesin the modd. The cohort of cities used in the sample includes seventy-three metropolitan areas
that represent the largest MSAs in the United States by population over the time period 1970-2000.
The data used are described more fully in Appendix 1.

For the purposes of thisandyss, the functiond formislinear in dl the variablesincluded in
equation (1). The eguation was estimated for 13 different metropolitan areas representing the 9 host
cities. For two hogt sites, Stanford Stadium in Palo Alto, and the Cotton Bowl in Ddlas, the calculations
were performed on two local MSAs since two MSAs werein close proximity to the host venue. At
Giants Stadiumsin New Jersey, three local MSAswere examined. Not every variable specified in
equation (1) emerged as Satidticdly sgnificant for every city. The decision of whether to include an
independent variable known to be agood predictor in generd but failing to be satisticdly sgnificant ina
particular city’s caseislargdy an arbitrary one. Theincluson of theoreticaly vauable variables that are
idiosyncraticdly inggnificant will improve some messures of fit such as R-squared but may reduce other
measures such as adjusted R-squared or the standard error of the estimate. Since the purpose of
equation (1) isto produce predictive rather than explanatory results, variables were included in the
regression equation as long as they improved predictive success. Table 1 presents the regression results
for dl cities with the combination of variables that minimizes the sandard error of the estimate (SEE).
For most cities, autocorrelation was identified as a sgnificant problem, and, therefore, the Cochrane-

Orcutt method was used for cities where its use again reduced the SEE.
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As mentioned previoudy, rather than specifying dl the variables that may explain metropolitan
growth, we attempted to smplify the task by including only the independent varigbles that are common
to citiesin generd and theith MSA in particular. In effect we have devised a structure that attempts to
identify the extent to which the deviations from the growth of ditiesin generd (SDY; /n, ) and city i’s
secular growth DY, are attributable to deviations in certain costs of production (wages and taxes) or
demand-sde variables (rdative income levels, wages, and taxes).

Rdative values wages and tax burdens are dl expected to help explain acity’ sgrowth rate in
income asiit deviates from the sample norm and its own secular growth path. As mentioned above, past
research has not produced consistency with respect to the signs and significance of these independent
vaiables. Itisnot at adl clear, for example, whether high levels of relative wages lead to higher or lower
income growth. A smilar Stuation existis with relative levels of taxation. Asaconsequence, a priori
expectations are uncertain with regard to the signs of the coefficients. That should not be construed as
an absence of theory about key economic relationships. As noted earlier, the modelsinclude those
variables that previous scholarly work found important.

V. RESULTS

The model identified in Table 1 for each city is used to estimate income growth for each city for
each year that data are available, 1970-2000. The predicted income growth is then compared to the
actua income growth that each MSA experienced in 1994. Using the difference between actud and
predicted growth compared with the Sze of the host city’ s economy, adollar value estimate of this
difference can be determined. If it isassumed that any difference between actua and predicted income
can be accounted for by the presence of the World Cup, this method alows for adollar estimate of the

impact of the 1994 World Cup on hogt cities.
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Table 2 shows the 1994 nomina income, predicted growth, estimated growth, the difference
between predicted and actua growth (the residua), the standardized residud, and the dollar vaue of the
difference in growth for each hogt city. The standardized resduas for each city are caculated by taking
the difference between the actua and the predicted growth rates and dividing by the corresponding SEE
from Table 1. For example, the actua income (GDP) growth rate for Boston in 1994 was 2.556
percent while the modd predicted only a2.459 percent increase in income corresponding to aresidud
of 0.097 percent and a standardized residual of 0.101. Based on Boston's $155.7 hillion economy,
this 0.097 percent difference corresponds to an economy that produced income $151 million in excess
of what would have expected during 1994 if the city had not hosted the Cup. The $151 million can be
interpreted as the contribution of the World Cup matches to the Boston economy. In total, the model
estimates that the average host city experienced areduction inincome of $712 million rdaiveto
predictions.

The dtatistics recorded in Table 2 suggest two things worth noting. First, the dollar differences
recorded in fina column vary subgtantialy with some cities such as Chicago exhibiting income gains well
in excess of reasonable booster predictions, and other cities showing alarge negative impact. Second,
the World Cup had an overdl negative impact on the U.S. economy of $9.3 hillion. While these
numbers may be biased downward due to poor economic performance by the two largest host cities,
nevertheess this estimate stands in stark contrast to the increase projected by the boosters of the event
of “conservatively” $4 hillion.

The magnitude of the variation of the estimates at first blush gppears high. Some host cities
(Chicago) exhibited nearly a billion dollars in increased economic activity while others (Los Angeles,

New Y ork, and San Francisco) experienced billions of dollars in reduced economic impact. The
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explandion for thisrange of estimatesis Smply that the models do not explain dl the variaion in

estimated income, and, therefore, not dl the variation can be attributable to the World Cup. 1n short,
there are omitted variables. While the modd fit satigtics for the individud city regressons display
moderately high R-squared numbers, the standard error of the estimate for the typica city is above one
percent meaning that one would expected the mode s to predict actua economic growth for the citiesin
question within one percentage point less than about two-thirds of the time. For the citiesin question, a
one percent error trandates into a $300 million difference for the smdlest cities such as Orlando and
Fort Worth and over a $2 billion difference for the largest metropolitan areas of New Y ork City,
Chicago, and Los Angeles. Given the size of these large, diverse economies, the effect of even alarge
event with hundreds of millions of dollars of potentid impact is likely to be obscured by naturd,
unexplained variationsin the economy. Indeed, the standardized residual does not approach satistical
ggnificance in any of the hogt cities

Whileit is unlikdly that the models for any individud city will capture the effects of even alarge
event, one would expect that across alarge number of cities, any event that produces alarge impact
would emerge on average as Satisticdly sgnificant. Using the seemingly unrelated regressions approach,
one can compare the standardized resduals for the thirteen cities during the World Cup year with
resduas being normaly disiributed with a stlandard deviation of 1. A test on the null hypothesis that the
average standard residual is greater than zero provides a p-vaue of 6.3 percent. In other words, if the
Cup redly had a pogitive effect on the thirteen host cities, then the sample results had only a 6.3 percent
probability of occurring.

It should be noted thet the seemingly unrelated regressions gpproach can only be used if thereis

no corrdation between the resdudsin the different cities. If the modd s for the individud cities each
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systematically over- or under-predict economic growth in aparticular year for some reason, then the
individual resduals could not be compared in thisway. An analyss of variance test for the resduas
from the thirteen cities, however, falsto rgject the null hypothesis that the average residud for the cities
isthe same in every year and equd to zero.

The seemingly unreated regresson andysis can be carried one step further. Since the presence
of the World Cup is not included in making predictions about the economic growth in a particular city, if
the World Cup has a sgnificant positive on host economies as the boosters suggest, then the
appropriate hypothesis test would not be whether the average standardized residud is grester than zero
(meaning smply that the event had a positive economic impact) but whether the average standardized
resdud is grester than some figure that essentiadly represents a combination of the Sze of projected
impact in comparison to the size of the hogt city (meaning that the event had a positive economic impact
of some designated magnitude.)

Table 3 records various estimates that combine reasonable estimates predicted by boosters for
the World Cup and those predicted by the moddl. The estimates for the booster impact on particular
cities were obtained through multiplying the total economic impact of $4 billion for the United States,
which is what tournament officids claimed, by theindividud city’s share (out of 52) of total matches
hosted in 1994. (Alternatively, one could multiply by the individua city’s share of totd atendance). In
venues where two or more MSAs were designated as hogt cities, the economic impact was evenly split
between the MSAs. For example, areasonable booster prediction for Boston based on a$4 billion
nationa economic impact for the U.S. hogting the 1994 World Cup is $461.5 million based on Boston
hosting 6 of the 52 matches. The modd indicates that Boston exhibited an increase in income of $155.7

million over that predicted for Boston during 1994 if it had not hosted matches. The difference of
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$305.8 million represents the contribution of the World Cup matches to the Boston economy below
that of boosters estimates. While the modd predicts that Boston should have grown 2.459 percent in
1994 compared with 2.5561 percent actua growth, if abooster estimate of $461.5 million is accurate,
the prediction for Boston’s economic growth would have been 2.755 percent. Using these new
predicted growth rates that include booster growth projections, new standardized residuals can be
caculated. A new test on the null hypothesis that the average standard resdud is grester than zero
provides a p-value of 0.76 percent. In other words, had the Cup had the positive effect asserted by the
boosters on the thirteen host cities, the actual growth rates experienced by the sample would have had
only a0.76 percent probability of occurring. Furthermore, economic impact a which the mean
standard residua equals zero is—$5.52 hillion.

The World Cup contribution to predicted growth (and hence the standardized residual) can be
adjusted by assuming an economic impact larger or smdler than the booster’s claims of $4 billion. The
resulting p-vaues shown are shown in Table 4.

The gpparent negative impact of the Cup can be explained by the fact that matches are not held
on consecutive days. The “crowding-out” effect due to perceptions relaing to limited hotel rooms and
high hotd prices, rowdy behavior of footbal fans, and peak use of public goods such as highways and
sdewaks may be substantid if the Cup matches take place over a period of weeks as opposed to
days. For example, the high negative impact for New Y ork may be attributable to the fact thet the
World Cup matches diverted convention activity from New Y ork for aperiod of three and a haf weeks
rather than just the seven days on which matches were scheduled. Furthermore, the net effect on the
New Y ork economy of the conventions or other tourists who went e sawhere would depend on the

details relating to the spending patterns of soccer fans versus those of the logt visitors and convention
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attendees. Third, the spending of residents of the host city may be atered to the detriment of the city’s
economy. Residents may not frequent areas in which the event occurs or the fans stay. Fourth, if the
games are televised, some fans may stay ingde to view the games rather than going out as they normaly
might.

Table 4 provides estimates on the probakilities that the Cup will induce various levels of
economic impact. Asthe estimates recorded in Table 4 indicate, the analys's suggests thet it was far
more likely that the event imparted a negative economic impact than of it benefiting the host
communities. Gains of the magnitude indicated by promoters of the World Cup in Japan and South
Koreaare highly remote. Indeed, the first anecdotal evidence of the economic impact of the World
Cup on South Korea and Japan indicates that the true impact will be far below that predicted prior to
the tournament. While the number of European visitors to South Korea was higher than normd, this
incresse was offset by asSimilar Szed decrease in the usud tourists from Jgpan. The total number of
foreign visitors to South Korea during the World Cup in 2002 was estimated at 460,000, afigure
identica to the number of foreign vigitors during the same period in the previous year (Golovnina, 2002).

The substitution and crowding out effects gppear to be quite obvious. “Consumer goods such as TVs
and sporting goods sold well, while some casinos and hotels had drop-offs as regular customers and

business travelers avoided World Cup hasdes.” (USA Today, 2002)

VI. CONCLUSIONSAND POLICY IMPLICATIONS
Cities vigoroudy compete to host sports mega-events because they perceive that doing so will
enhance thelr image and stimulate their economies. Internationd sporting events require substantia

expenditures on infrastructure and security and critically depend, therefore, on public subsidization. The
20



ability of event promoters to secure public funds often depends on convincing a sometimes-skepticd
public that hosting the event generates economic profit. A motive for exaggerating the impact of a
mega-event clearly exists, and that explains the purpose for this assessment of the impact of the 1994
World Cup Soccer tournament hosted by the United States.  With over 3.5 million fans attending
games during the tournament, far and away the most in the event’s history, the 1994 World Cup was
clearly an enormous popular success, and it left event organizers with large profits. The economic
success of the tournament for host cities, however, isfar less clear. The evidence suggeststhat a $4
billion economic impact for the United States projected by Cup boosters probably did not materiaize.
On the contrary, the evidence indicates afar greater likelihood that the World Cup had an overal
negative impact on the average host city and the U.S. economy overall. Theoreticdly, the World Cup
induced reductions in spending that more than offset the gains in spending attributable to the Cup in
1994. Citieswould be well advised to more thoroughly evauate booster promises of afinancid windfal
from hogting a gports mega-event such as the World Cup before committing substantia public resources

to such an event.
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TABLE 1

Regression results for Equation 1. (t-stats in parentheses)

MSA Cons. Avg. Yia1 Income Wages Taxes Time Oil Fit
Bergen- -3574 1085 -1939  -1903 - -2767 0021 - Adj. R*=.8330
Passaic’ (255 (1098) (-225) (-2.09) (-226) (279 SEE = 1.029%
Boston’ -1.778 1045 - -4185 - -2407 0012 - Adj. R?=.8289
(-081) (11.31) (312 (307 (113 SEE = 0.962%
Chicago 3438 9614 - -0732 0682 -3484 - - Adj. R? = .8954
(494  (12.00) (113  (133) (-4.90) SEE =0.79%6%
Dallas’ 2449 9804 - - - -2798 0014  -0151 Adj.R°=.7730
(-268) (847 (-334) (281) (-1.79) SEE=1158%
Detroit 8683 1216 2563  -0.776 4023 -3529  -0041 - Adj. R? = 9110
(478 (699 (344) (565  (301) (-529) (-454) SEE =1.091%
Fort -1.284 1021 2751 00887 - - 0006 00221 Adj.R*=.6957
Worth (-1.84) (745 (2490 (119 (1.80) (4390 SEE=1.300%
Los 10810 1032 -5301  -0715 - - -0052 - Adj. R*=.7831
Angeles’  (255)  (867) (-254)  (-0.78) (-254) SEE = 1.247%
New York -7601 1018 -2488  -4206 2648 - - - Adj. R*=.7374
City’ (-488) (807 (-239) (3690  (187) SEE = 1.265%
Newark 2659 1058 - 02223  -3630 -1411 0021 - Adj. R* = 8581
(-6.39)  (11.26) (-256)  (-364) (-1.83) (631 SEE = 0.905%
Orland0’  -0001 1401 1650 - - - - - Adj. R°=.7638
(-0.16)  (9.50) (1.88) SEE = 1.533%
San -0486 8528 - 3384 - - - - Adj. R? = 6691
Francisco (-527) (5.40) (5.29) SEE=1714%
SanJose  -0647 6904 - 3538 - -2327 - - Adj. R*= 5610
(-414) (2.86) (482 (2.90) SEE = 2513%
Wash., -1401 6534 - - -1111  -0495 0007 - Adj. R*=.7244
DC.’ (-1.00) (6.11) (-190)  (141) (1.04) SEE = 0.958%

OLSregresson used in al cases except those noted by *. The Cochrane- Orcutt method was used in
these cases where the dimination of serid correlation improved mode fit as measured by the SEE.
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TABLE 2

World Cup Contribution to Loca Economies

City Income (000s) Predicted Actual Difference  Standardized Income Gains

Growth Growth Residual L osses (000s)
Bergen-Passaic $41,602,614 1.416% 1.783% 0.367% 0.357 $152,756
Boston $155,681,683 2.45% 2.556% 0.097% 0.101 $151,408
Chicago $207,969,580 2.141% 2.619% 0.477% 0.600 $992,690
Dalas $74,674,916 3.972% 4.414% 0.442% 0.382 $330,298
Detroit $110,678,737 4.424% 4.376% -0.048% -0.044 -$52,877
Fort Worth $32,274,643 3.103% 2.524% -0.579% -0.445 -$186,785
Los Angeles $207,226,229 0.815% -0.893% -1.708% -1.370 -$3,540,122
New Y ork $252,696,356 1.799%% 0.414% -1.385% -1.095 -$3,500,223
Newark $57,500,474 1.344% 0.211% -1.133% -1.251 -$651,283
Orlando $28,099,680 4.175% 2.896% -1.279% -0.834 -$359,341
San Francisco $57,231,558 3.030% 1.182% -1.848% -1.078 -$1,057,513
San Jose $46,593,920 3.694% 2.091% -1.603% -0.638 -$746,952
Washington, D.C. $137,623,711 2.882% 2.306% -0.576% -0.601 -$792,794
Average 2.712% 2.037% -0.68% -0.457 -$712,365
Total
th, =-1.649 -$9,260,739
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TABLE 3

World Cup Contribution to Loca Economies including Booster’s Predictions

City Predicted Predicted Predicted Total Actual Diff.
World Boost  World Cup Mode Predicted  Growth
(000s) Growth Growth Growth

Bergen-Passaic $179,487 0.431% 1.416% 1.847% 1783%  -0.062%
Boston $461,538 0.296% 245% 2.755% 2556%  -0.207%
Chicago $384,615 0.185% 2.141% 2.326% 2619% 0.292%
Dalas $230,769 0.309% 3.972% 4.281% 4.414% 0.133%
Detroit $307,692 0.278% 4.424% 4.702% 4376%  -0.326%
Fort Worth $230,769 0.715% 3.103% 3.818% 2524%  -1.294%
LosAngeles $615,385 0.297% 0.815% 1112%  -0893%  -2.005%
New York $179,487 0.071% 1.79% 1.870% 0414%  -1.456%
Newark $179,487 0.312% 1.344% 1.656% 0211%  -1445%
Orlando $384,615 1.369% 4.175% 5.544% 289%6%  -2.648%
San Francisco $230,769 0.403% 3.030% 3433% 1182%  -2251%
San Jose $230,769 0.495% 3.694% 4.190% 2091%  -2.098%
Washington, $334,615 0.27% 2.882% 3.161% 2306%  -0.856%
D.C.

Average $307,692 0.419% 2.712% 3.130%  2.037% -1.094%

Total =
$4,000,000

Standard
Residual

-0.062
-0.207

0.367

0115
-0.299
-0.995
-1.608
-1151
-1.59%
-1.727

-1.314

-0.893

-0.785

th1=2.83
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TABLE 4

Probabilities for Various Leves of Economic Impact Induced by the World Cup

Economic Impact  Probability of such an impact or greater having

occurred
$25 billion 0.00%
$4 billion 0.76%
$3.498 hillion 1.00%
$3 billion 1.31%
$2 hillion 2.26%
$1 billion 3.82%
$475 million 5.00%
$0 6.33%
-$5.520 billion 50.00%
negative 93.67%
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APPENDIX

Table Al: Citiesand years used to estimate model in Table 1.

MSA Name 1969 1969 2000 2000 Wage Data availability
Population Rank Population  Rank

Akron, OH 676,214 59 695,781 77 1972-2000
Albany, NY 797,010 50 876,129 68 1969-2000
Atlanta, GA 1,742,220 16 4,144,774 9 1972-2000
Audin, TX 382,835 88 1,263,559 47 1972-2000
Bdtimore, MD 2,072,804 12 2,557,003 18 1972-2000
Bergen, NJ 1,354,671 26 1,374,345 44 1969-2000
(State data 1969-2000)
Birmingham, AL 718,286 54 922,820 67 1970-2000
(State data 1970-1971)
Boston, MA 5,182,413 4 6,067,510 4 1972-2000
Buffalo, NY 1,344,024 27 1,168,552 52 1969-2000
(Average of cities)
Charlotte, NC 819,691 49 1,508,050 42 1972-2000
Chicago, IL 7,041,834 2 8,289,936 3 1972-2000
Cincinnati, OH 1,431,316 21 1,649,228 34 1969-2000
Cleveland, OH 2,402,527 11 2,250,096 24 1969-2000
Columbus, OH 1,104,257 33 1,544,794 41 1972-2000
Ddlas TX 1,576,589 18 3,541,099 10 1972-2000
Dayton, OH 963,574 42 950,177 65 1969-2000
Denver, CO 1,089,416 34 2,120,775 25 1977-2000
Detroit, Ml 4,476,558 6 4,444,693 7 1976-2000
Fort Lauderdale, FL 595,651 70 1,632,071 36 1969-2000
(State data 1988-2000)
Fort Worth, TX 766,903 51 1,713,122 30 1976-2000
(State data 1976-1983)
Fresno, CA 449,383 79 925,883 66 1969-2000
(State data 1982-1987)
Grand Rapids, Ml 753,936 52 1,091,986 59 1976-2000
Greensboro, NC 829,797 48 1,255,125 48 1972-2000
Greenville, SC 605,084 67 965,407 63 1969-2000
(State data 1969)
Hartford, CT 1,021,033 39 1,150,619 53 1969-2000
Honolulu, HI 603,438 68 875,670 69 1972-2000
Houston, TX 1,872,148 15 4,199,526 8 1972-2000
Indiangpolis, IN 1,229,904 30 1,612,538 37 1989-2000
Jacksonville, FL 610,471 66 1,103,911 57 1972-2000
(State data 1988-2000)
Kansas City, MO 1,365,715 25 1,781,537 28 1972-2000
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LasVegas, NV
Los Angeles, CA

Louisville, KY
Memphis, TN
Miami, FL

Middlesex, NJ

Milwaukee, WI
Minnegpolis, MN
Monmouth, NJ

Nadhwille, TN
Nassau, NY
New Haven, CT

New Orleans, LA
New York, NY
Newark, NJ

Norfolk, VA
Oakland, CA

Oklahoma City, OK
Orange County, CA

Orlando, FL

Philadelphia, PA
Phoenix, AZ

Pittsburgh, PA
Portland, OR
Providence, RI
Rdegh-Durham, NC
Richmond, VA
Riverside, CA

Rochester, NY
Sacramento, CA

297,628
6,989,910

893,311
848,113
1,249,884

836,616

1,395,326
1,991,610
650,177

689,753
2,516,514
1,527,930

1,134,406
9,024,022
1,988,239

1,076,672
1,606,461

691,473
1,376,796

510,189

4,829,078
1,013,400

2,683,385
1,064,099
839,909
526,723
673,990
1,122,165

1,005,722
737,534

116

B & &

a7

23

13

62

57

19

31

14

36

17

56
24

76

40

37
46
73
60
32

41
53

1,582,679
9,546,597

1,027,058
1,138,484
2,265,208

1,173,533

1,501,615
2,979,245
1,130,698

1,235,818
2,759,245
1,708,336

1,337,171
9,321,820
2,035,127

1,574,204
2,402,553

1,085,282
2,856,493

1,655,966

5,104,291
3,276,392

2,356,275
1,924,591
964,594
1,195,922
999,325
3,280,236

1,098,314
1,638,474

29

39

61
54
23

51
43
13
56
49
16
31
46
26
40
21

60
14

33

12

22
27
64
50
62
11

58
35

1972-2000

1969-2000

(State data 1982-1987)
1972-2000

1972-2000

1969-2000

(State data 1988-2000)
1969-2000

(State data 1969-2000)
1969-2000

1972-2000

1969-2000

(State data 1969-2000)
1972-2000

1969-2000

1969-2000

(Average of cities)
1972-2000

1969-2000

1969-2000

(State data 1969-2000)
1972-2000

(State data 1973-1996)
1969-2000

(State data 1969-1987)
1969-2000

1969-2000

(State data 1982-1987)
1972-2000

(State data 1988-2000)
1972-2000

1972-2000

(State data 1972-1987)
1972-2000

1972-2000

1969-2000

1972-2000

1972-2000

1969-2000

(State data 1982-1987)
1969-2000

1969-2000



St Louis, MO
Sdt Lake City, UT
San Antonio, TX
San Diego, CA
San Francisco, CA
San Jose, CA
Scranton, PA
Sesttle, WA

Syracuse, NY
Tampa, FL

Tulsa, OK
Washington, DC
W. Palm Beach, FL

2,412,381
677,500
892,602

1,340,989

1,482,030

1,033,442
650,418

1,430,592

708,325
1,082,821

519,537
3,150,087
336,706

38

61

22

55
35

74

105

2,606,023
1,337,221
1,599,378
2,824,809
1,731,716
1,683,908

623,543
2,418,121

731,969
2,403,934

804,774
4,948,213
1,136,136

17
45
38
15
29
32
84

19

(State data 1982-1987)
1972-2000
1972-2000
1972-2000
1969-2000
(State data 1982-1987)
1969-2000
(State data 1982-1987)
1972-2000
(State data 1982-1987)
1972-2000
(State data 1983-1984)
1972-2000
(State data 1982-2000)
1969-2000
1972-2000
(State data 1988-2000)
1969-2000
1972-2000
1969-2000
(State data 1988-2000)

Complete data on population and income were available for dl cities from 1969 to 2000. This

implies that data on income growth and income growth lagged one year were available from 1971 to

2000. Data regarding state and loca taxes as a percentage of state GDP were available for dl cities

from 1970 to 2000 and were obtained from the Tax Foundation in Washington, D.C. Wage datafrom

the Bureau of Labor Statistics Current Employment Statistics Survey were avallable for citiesas

described above. When city data were not available, state wage data were used in its place. When

possible, the state wage data was adjusted to reflect differences between existing state wage data and

exigting city wage data. For MSAs that included severd primary cities, the wages of the citieswere

averaged together to create an MSA wage asnoted in Table AL

The“Oil Bust” dummy variable was included for cities highly dependent on oil revenues such as

Ddlas and Fort Worth. For Forth Worth the variable was set a avaue of 1 for boom years, 1974-

1976 and 1979-1981, and at -1 for the bust years, 1985-1988. For Ddlas, the variable was set a a
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vaueof 1forthebust years1985-1988.
Income and population data were obtained from the Regiona Economic Information System a
the University of Virginiawhich derivesits data from the Department of Commerce gatidtics.
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