Sports Marketing in an Economic Quagmire
Abstract

The downturn in the global economy has had a profound impact on marketers that have attempted to maintain their viability in hopes of capitalizing upon the inevitable recovery. While much of the press’s focus has been directed towards the automotive and banking industries, the reality is that only a handful of industries have been able to escape the wrath of the current economic quagmire. The sports marketing industry is no exception.  There are two broad thrusts in the sports marketing industry: the marketing of sports products and marketing through sports.  The following discussion identifies the response of marketers in each category to the pressures exerted on them by the ongoing economic downturn and implications for some stakeholders.  

Marketing through Sports: The Response to Economic Pressures
There are two categories of strategies reflecting the various initiatives germane to creating a sports marketing platform in an effort to sell nonsports products: strategies based on the traditional marketing mix and those based upon sponsorship of a sports entity (Fullerton and Merz, 2008).  Just as the recession is a global phenomenon, so to is its impact on sports marketers utilizing either or both of these strategic platforms. Whether the focus is on traditional strategies or those based on sponsorship of a sports entity, the economy has exacted a toll in the huge American sports industry and equally around the world’s largest sport markets. 
The most common approach for using the traditional marketing mix to create a sports platform to sell nonsports products is one that uses sports-based advertising. While this can be done by incorporating a sports theme within the creative components, it is most commonly achieved by placing advertisements – themed or unthemed – on the broadcasts of select sports events. Perhaps the most compelling evidence of contraction was associated with the 2009 Super Bowl. At first blush, the evidence appears somewhat paradoxical. The $3,000,000 cost of thirty seconds of advertising time represented an increase of approximately 11 percent over the rate for the 2008 game. Thus, it appeared to have suffered little. Yet that same 2009 game was referred to by some observers as the Recession Bowl (Anonymous, 2009a). The basis for this assertion was the reality that many Super Bowl mainstays chose to forego the expense associated with a Super Bowl ad in favor of pursuing other alternative communication vehicles. Consider the fact that General Motors, McDonald’s, FedEx, Target, Victoria’s Secret, and Blockbuster all opted out. Perhaps this reluctance can be attributed – at least in part – to attention being paid to the results of a survey that indicated public sentiment had moved more towards a sense that marketers should cut their Super Bowl budget so as to implement a pricing strategy that would allow the “savings” to be passed along to the consumers (Farfan, 2009). Interestingly, Miller Beer paid $100,000 for one second of airtime and had its spokesman yell “High Life” in an effort to create a marketing buzz. Judging from that buzz, it appears that Miller Beer attained a better ROI than did many of those who purchased a full 30 second slot.  

Sponsorship-based strategies have borne the brunt of the impact of the economic environment in which they are operating as marketers of nonsports products have begun to shy away from the sports domain. Sponsorship spending in the United States had hummed along experiencing double digit growth rates for an extended period. However, the projected growth rate for the USA in 2009 is only 2.2 percent, the smallest projected increase in the 24 year history of the measure (IEG, 2009b). This follows a year in which expenditures failed to reach the levels forecasted by the International Events Group. The projected growth rate for 2008 was 12.6 percent, but the actual metric used to assess this activity documented a slightly lower growth rate of 11.5 percent (IEG, 2009a). Further exacerbating this situation is the IEG’s projection that of the six sponsorship categories, sports will be hit the hardest in 2009 (IEG, 2009b). Regardless of the sponsorship category, more troubling evidence highlights a significant change in spending by sponsors, namely the level of spending on collateral support designed to leverage a sponsorship. After a period of sustained growth that was punctuated by an all time high ratio in leverage-to-sponsorship fees of 1.91-to-1.00 in 2007, the comparable figure shown in the 2008 study dropped to $1.51 (Andrews, 2008). So while sponsorship expenditures are expected to make modest gains, this is more than offset by the corresponding reduction in expenditures designed to support those sponsorships. Of concern is the fact that this short-term tactic may reduce the likelihood of any sponsorship achieving its stated objectives, a reality that will likely lead to greater reluctance to renew expiring sponsorship contracts.
Beyond the statistics just cited, there is ample anecdotal evidence to support the premise that sponsorship-based strategies have lost some of their luster in the United States. NASCAR has long been recognized as the preeminent benefactor of sponsorship dollars. Yet the inception of the 2009 season saw 12 of the 42 full-time drivers operating without a primary sponsor. This represents a $200 million shortfall from what would normally be paid to these sports entities. The disparity among drivers has led NASCAR to consider some form of revenue sharing whereby the wealthier teams are required to subsidize their poorer counterparts. The Ganassi and Earnhardt teams merged, in part, due to difficulty in securing sponsorship dollars. NASCAR’s tribulations lead to a Forbes magazine cover story with the ubiquitous headline of “NASCAR: Why Its Business Model is a Wreck” (Gage, 2009). Overall, the projected sponsorship revenue paid to NASCAR entities is expected to be $3.3 billion, a decline of 5.7% from 2008.  This decrease represents the first year-to-year decline since the measure started in 1985. Also troubling is the fact that it is not just the automotive sector that is in a state of retreat. Other sponsors that have either totally withdrawn or dramatically cut their sponsorship commitments are Domino’s, Kodak, and Sears (Craftsman). The Professional Golfers Association has experienced similar fallout as two longstanding tournament sponsors have indicated that their contracts that expire in 2009 will not be renewed for 2010 and beyond. Perhaps not surprisingly, both sponsors are in the financial services industry. US Bank is terminating its relationship with the tournament in Milwaukee while FBR has opted to end its relationship with the tournament in Phoenix.
The economic crisis has caused considerable pressure to be placed on Citigroup in regard to their $400 million naming rights deal with the new home stadium of the New York Mets. Treasury Secretary Geithner and Senators Kucinich and Poe attempted to force the financial organization to terminate the sponsorship before it even started (Anonymous, 2009b). In fact, there were some attempts to introduce legislation making it illegal for financial organizations that have received TARP funds to enter into new sponsorship agreements with sports properties. 

A few noteworthy sponsorships have been terminated, but by choice rather than legislative mandate. In the United States, these include Buick’s contract with Tiger Woods, General Motors and the USOC, Cadillac and the Masters Golf Tournament, and AT&T’s sponsorship of the Tour de Georgia. Undoubtedly, many sponsorships have fallen victim to the perception that they do not represent the best investment that today’s marketers can make. Interestingly, some properties have begun to explore potential relationships with marketers of alcoholic beverages and organizations involved in legal gambling. Also of note is a belief that some marketers may well seek emerging sponsorship opportunities as the cost of rights fees falls. One example of this phenomenon is the recent report that falling sponsorship prices have led Lola to consider re-entering Formula One racing in 2010 (Anonymous, 2009d).
The preceding discussion might lead one to believe that the decline is confined to the United States. Such an assumption would be unequivocally wrong. Over the past few years, the strongest growth has taken place in the Asia Pacific region. Driven by the Beijing Olympics, the region witnessed a robust growth rate of 25 percent (IEG, 2008). However, for 2009, sponsorship expenditures within that region are projected to grow by only 7.4 percent (IEG, 2009b). Further evidence from Australia provides some additional insight into the reasons for lower growth projections for the region in 2009.
A recent report on the state of sponsorship in Australia indicated that 27 percent of the sponsors had terminated agreements due to the ongoing financial crisis. Another 48 percent had put new sponsorship contracts on hold with fully 15 percent indicating that the hold is for a minimum of 12 months. While long-term and major contracts do not appear to be in jeopardy, the potential impact of mid-range and smaller deals could be devastating to some sports properties (Sherlock, 2009). Of note is the fact that as the 2009 Australian Football League season approached, three of the teams were still without major sponsors.
Of significant note regarding the previously booming Asian sport market is a recent report which indicates that approximately 70 per cent of sponsors across the Asian region plan to cut their sponsorship budgets as a result of the global financial crisis (Asia Sponsorship News, 2009). Over half the sponsors in Asia expect a decrease in their overall sponsorship budget of between 10 to 24 percent with an alarming 14 percent expecting to move out of sponsorship altogether within the next year. 
Other international examples document the global decline. AIG is terminating its kit sponsorship for Manchester United. Vodafone has opted to end its $6 million per year sponsorship of the England Cricket Board thus ending its relationship with the English National Cricket Team. ING spent $86 million last year sponsoring F1 properties. With its larger-scale involvement, Honda committed $450 million to F1 last year. Both of these sponsorships are destined for the history books.  

It is worth considering here that the pressure to cut back on sport sponsorship and marketing using sport stems from both fiscal necessity and in response to consumer opinion and pressure. The inherent value of using sport to market non-sport products comes from the brand alliance that can be formed between the two. Marketers and sponsors align their companies and brands with sport teams, celebrities, and/or events in order to cut through clutter, increase brand personality, positively influence consumer’s perceptions and increase collective brand equity (Keller, 1993; Smith, 2004). All of these benefits rely on consumer based judgments of the relevance and desirability of the brand alliance. Echoing the findings of the aforementioned Super Bowl survey where consumers would prefer that marketers ‘save’ their sport advertising spending (Farfan, 2009), a consumer survey in America recently holds a somber message for those seeking advantages using sports brand alliance. A random sample of 1005 American consumers, aged 18-65 in the last week of February 2009 showed that corporate humility and fiscal conservatism are clearly now appealing qualities; a majority of respondents agreed they are thinking more about wasteful corporate spending now than ever before (74%), that there should be restrictions on sponsorship spending for companies receiving federal assistance (69%), that it is more important than ever for companies to appear "Humble" (64%), and that they are impressed when hearing of a company cutting back on corporate hospitality (64%). Of particular note is that the majority (62%) would like to see less spending on sports sponsorships for companies experiencing any financial difficulties, and particularly by those accepting federal assistance (68%) (Performance Research, 2009).
Whether one is exploring the United States or the rest of the world, it is evident that the economic conditions have resulted in a reassessment of sponsorship investments as a matter of financial necessity and as a response to consumer opinion. Beyond the strategies associated with marketing nonsports products via a sports platform, the marketers of sports products have likewise had to re-evaluate their strategies and change their marketing tactics in response to economic pressures from multiple stakeholders. 
Marketing of Sports Products: The Industry’s Response

As our focus shifts to the marketing of sports product, it is important to consider how target market and marketing mix decisions have been influenced by the state of the economy. Truly no aspect of marketing strategy has escaped unscathed. Furthermore, the newswires are replete with examples of sports organizations that have reduced the size of their work force. Sports stalwarts including NASCAR and the NFL have recently implemented such reductions – as has the USOC. On March 20, 2009, Nike announced plans to reduce their workforce by some 1,400 employees. The fact that brands such as these are impacted in such a meaningful way is testament to the debilitating inertia emanating from the economic downturn.

Other noteworthy outcomes involved sports marketers’ decisions to delete products from their assortments. The Major Indoor Soccer League disbanded effective with the 2009 season. Five of these MISL teams have partnered to form the XSL, and the league is seeking to expand for the 2010 season. The Arena Football League likewise ceased its operations as of 2009. As of now, it is anticipated that the AFL will return in 2010; however, that return appears to be somewhat contingent upon a lower salary cap being accepted by the players. Despite its relationship with the NBA, the WNBA’s Houston Comets abruptly ceased operations as of 2009. The WUSA which hoped to capitalize on the popularity of women’s soccer after the USA’s 1999 World Cup championship went into hiatus several years ago. We continued to hear of a planned reemergence, but the economic conditions made it difficult to acquire sponsorship dollars, so the plans continued to be on hold. Today, we are about to witness the birth of the Women’s Professional Soccer (WPS) League – one of the few new products to face the economic challenge head on. One final example neither looks at spectator sports nor involves the dropping of a product entirely. Golf for Women magazine, an offshoot of Golf Digest, has abandoned its print format in favor of online delivery. This strategy is similar to what we are witnessing in the newspaper industry in general.
The strategic choice to trim product lines or adapt offerings shows mature business acumen, however there are some sports that have been eliminated from major sports markets due to financial pressures and mismanagement in highly competitive times. In fact, those who were already minor players in the total sport market are in danger of becoming extinct in times of recession. The National Basketball League in Australia has been plagued by financial and marketing woes for a decade but the current financial crisis threatens to kill the professional league in Australia altogether. The professional NBL has been disbanded and a redesigned league managed to scrape together only 9 applications from potential clubs with the three biggest sporting markets, Sydney, Brisbane and Melbourne not willing or able to support teams. As a consequence, the 2009 season may not go ahead at all and at best once professional players will be relegated to semi-professional status with huge cuts in salary and benefits. 

The next variable to examine is pricing. Aggressive pricing that would have been frowned upon only three years ago has become commonplace across the globe. Fully 25 percent of the season ticket holders in England’s premier league indicated that they are considering cancelling. Wembley of the FA has cut individual ticket prices by as much as 25 percent. Furthermore, they increased the size of their “family enclosure” by 60 percent and discounted those tickets substantially. In the US, NASCAR is using discounted pricing to help attract fans. While this is commonplace for non-Sprint Cup events, even major Cup races such as the Daytona 500 have resorted to this strategy. At the 2009 race, some $90 tickets were reduced to $55. In the NHL, the Tampa Bay Lightning have advertised 2009-10 season tickets at prices 30 percent lower than those charged for the 2008-09 season. The venerable Detroit Red Wings and the successful Detroit Pistons have both seen their streak of sell-outs end. As a result, both engaged in reduced pricing strategies. For example, the Pistons have advertised a “Girls’ Night Out” plan that bundles tickets with other ancillary products at a discounted price. The Red Wings are promoting 2009-10 season tickets at prices 10 percent lower than those for the 2008-09 season. In that same hard-hit Detroit market, MLB’s Tigers are offering new ticket bundles at $22; tickets as low as $5; parking for $5; and a value meal for $5. As recently as a year ago, such aggressive discounting would have been out of the question. In New York, both MLB teams opened new stadia with great fanfare and greatly inflated ticket prices.  With premium ticket prices at the New Yankee Stadium exceeding $2,600 per seat per game, demand has been much below expectations.  According to an article in the New York Times, “the empty seats are a fresh sign that the teams might have miscalculated how much fans and corporations were willing to spend, especially during a deep recession.” Meanwhile, the Mets have been auctioning off their unsold inventory of premium seats – one game at a time (Belson, 2009).  
An excellent comprehensive example of aggressive pricing is the NBA. League-wide, we have witnessed a stepped up discounting strategy.  Interestingly, the NBA has referred to it as a stealth strategy – they want to use discounting to attract patrons without screaming it from the rafters. The concern is that any overt discounting would anger those fans who paid full price. Specific strategies that are being used include more bundling in an effort to project bargain pricing.  Variable pricing is also being used; while teams extract the full ticket price for premium games, discounts are offered as a way to attract fans to less attractive games that perhaps feature an inferior opponent or poor timing. The Chicago Bulls offer “distressed inventory” at steeply discounted prices. To them, distressed inventory is represented by unsold tickets for that day’s game. It is better to have some revenue than an empty seat. The NBA requires that each team offer a minimum of 500 seats at prices at or below $10 for every game.  The reality is that during the 2008-09 season, most teams sold between 1,000 and 2,000 tickets at this price level for each game.  In fact, the Miami Heat offered 500 tickets per game at a price of $5.  The San Antonio Spurs decided to sell mini-packages as a way of reducing the alienation of full-paying spectators.  Instead of selling the fan a ticket to one game for $10, the package was for three games for $30.  Although the net result was the same; the quantity discount was viewed as justification for the discount. Across the league, efforts to attract groups using discounted prices grew in importance.  More comps were provided to employees.  These free tickets could be used by the employees or passed along to others.  The bottom line is that the complimentary tickets put fans in the seats.
Much of the discounting was implemented via the secondary ticket market.  Rather than selling discounted tickets at the arena box office, the teams used a broker such as Ticketmaster to move excess inventory.  Consequently, the discounted could be attributed to an entity other than the team itself.  Such is the basis for stealth pricing.
Regardless of the source of the discounted tickets, these heavily discounted pricing strategies could have positive short term atmospheric and cash flow influences but at the longer term expense of decreasing the ‘value’ of the sport experience itself. Classical conditioning theory (Neal, Quester and Hawkins, 2007)  tells us that if consumers are repeatedly offered discount price tickets that they will eventually equate these prices to the real ‘value’ of the ticket and will not respond favorably to increased ticket prices in the future. During the recession of the early 1980’s the ‘value’ of home delivered pizza was irreversibly changed as price wars ensured that consumers would never pay full price again. Sports marketers should head some warning here and consider the brand value and positioning of their events and competitions. 

Our third variable is promotion. With declining attendance in some markets, reductions in ticket prices are insufficient in the quest to fill arenas. Promotion has intensified, much of it focusing on reduced prices. Furthermore, we are seeing more resources devoted to local media such as newspapers and outdoor advertising. Cross promotion has intensified. For instance, one of the unsold dasher board slots at the Detroit Red Wings arena now promotes the Detroit Tigers. Sports marketers aren’t spending more on advertising, but they are trying to spend it more wisely. With customer retention of paramount importance, more promotional dollars are being devoted to relationship marketing efforts. Finally, more premium giveaways and game-day promotions are being used to entice fans to the arena. Consider MLB’s Los Angeles Dodgers. In 2005, the team used 31 such promotions; by 2008, that number had increased to 42 (Fullerton, 2010). In 2009, that number further swelled to include 60 of the team’s 81 home dates (Anonymous, 2009c).
The final variable of our marketing mix is distribution. In a climate of record competition for consumer’s sport dollar spend, clubs of all levels and codes are being forced to make major strategic changes in the bid to stay alive. National Rugby League Clubs in Australia are faced with three-way financial pressure from dwindling crowds, lack of demand for corporate hospitality and the financial wows of major sponsors. The financially troubled Cronulla Sharks are reportedly losing $25,000 per game from playing at their home stadium due to lack of attendance. They will ask permission from the NRL this season to move some of their home games to a nearby, larger community in the hope of growing their supporter base (ABC News, 2009a).

Another major issue in regards to the distribution of sport is an increased emphasis on the media-based audience. The corresponding strategies have been focused on economical access via non-traditional media such as the Internet, mobile technology, and movie theaters. The need to study the sport consumption patterns of upcoming generations is essential for sports marketers who hope to anticipate new product opportunities and remain financially viable. 
The key strategic element in sports marketing is that of target market selection. One noteworthy focus has been on the younger demographic. This includes college students and younger students plus a heightened emphasis on families. The aforementioned growth in the presence and size of “family seating sections” document this increased effort to appeal to families. A recent presentation to sports marketing students by an NHL team’s marketing staff included the statement that “you are our demographic.” Consistent with this assertion is the team’s strategy of releasing tickets on game-day morning that are sold only to students with IDs who come directly to the arena box office. These $10 tickets put potentially long-term fans in the seats; these fans spend money on parking, souvenirs, food, and beverages. Teams have further stressed their relationship marketing efforts directed toward the younger segment. For example, 10 of the 60 aforementioned promotions by the 2009 Dodgers are specifically directed towards kid aged 14 and younger.
On a final strategic note there seems to be a tough lesson for the sport industry emanating from these tumultuous economic times. Sports marketers and managers need to realize that business is business and that the hedonistic characteristics of their core products and services doesn’t preclude them from adhering to strategic business principles, anticipating economic downturns and seeking new and creative business models to protect against market forces. Greg Norman reflected recently that golf tournament prize money should be cut in recognition of the world’s economic problems and out of respect to every citizen and taxpayer who’s suffering dramatically. Norman stated “It seems like on the PGA Tour the players are still playing for a million dollars a week, like they’re recession-proof” (ABC News, 2009b). In another example of the need for business strategy, the Australian Rugby Union (ARU) Board has decided not to stage a bid for the 2015 Rugby World Cup due to the staggering size of the $195 million dollar hosting fee being asked for by the International Rugby Board, and is doubtful about bidding for the 2019 bid both of which will be announced in 2009 (ABC News, 2009c). Despite the hugely successful hosting of the 2003 Rugby World Cup which generated $200 million in ticket sales,  $494 million in additional sales in the Australian economy and additional hundreds of millions of dollars in government revenue, jobs and long term tourism sales (URS Finance & Economics 2004), the ARU said that the IRB did not appreciate the world economic recession and its impact on rugby, nor did they understand that as a public company directors of the ARU are very nervous about a $195 million + contingent liability that would have to be carried on the balance sheet for the next 10 years! It is hard to argue with this reasoning as it is unlikely that any other business would expect such long range commitment given the unpredictable nature of the global economy. 
Tennis is one of the few sports who so far seem immune to the global credit squeeze but it is attributable to more good management than good luck. The International Tennis Federation has substantial reserves to guard against the failure of major sponsors, regularly monitors tournament and sponsor profiles around the world and enjoys being a global sport with diversified revenue. The Women’s Tennis Association in America has implemented a financially responsible model with a revenue-sharing platform with its players, where prize money will increase or decrease based on a three year average. This model aligns with the economic interest of the players and the tournaments who are partners in the joint venture. When the economy for tennis is doing well so are the players but when there is no growth there is nothing to share (ABC News, 2009d). 

The reality that sport can no longer afford to ignore is that the industry is no longer suspended somewhere between amateur and professional, forgiven the mistakes afforded to companies in introduction and growth. Sport business shows classic symptoms of an industry in the maturity stage of the product life cycle with large numbers of competitors, plateauing markets, shrinking margins and tough battles for consumer loyalty through promotion, pricing and distribution. Perhaps the economic crisis is merely amplifying the deficiencies of those sports and sponsors who would have suffered anyway in the competitive stampede that maturing markets bring. 
Overview

It is apparent that both broad thrusts within the sports marketing industry have been dramatically impacted by the ongoing economic slowdown.  At first blush, it might appear that efforts to use a sports platform for the marketing of nonsports products have not been adversely impacted.  However, we have seen some marketers dramatically redirect their marketing dollars into other initiatives. The list of companies that chose not to advertise during the 2009 Super Bowl documents this reallocation. Sponsorship expenditures are expected to grow; however, the growth rate is projected to be the lowest since the measure began in 1985.  More worrisome is the belief that sports will likely be the most adversely impacted of the six sponsorship categories in 2009. There is also evidence that sponsors are spending less on leveraging and seeking to reduce their cash outlays by satisfying more of their financial obligations with value in kind.

The marketing of sports products has also undergone numerous changes.  Foremost among them are more aggressive discount pricing strategies and better targeted promotional efforts. Other initiatives include product deletion, modification, and addition.  Even distribution strategies have been altered. Though the focus of this paper has been on spectator sports, all categories of sports products have been impacted.  As the examples show, the marketer of sports products must strive to integrate the various elements of its marketing strategy so as not to get hopelessly bogged down in the current economic quagmire. 
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