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EXECUTIVE SUMMARY

The purpose of this study is to examine the determinants of wagering and related revenue and
profitability at a parimutuel racetrack-racebook. Prior to 1983, racetrack patrons at all racetracks in the
United States were presented with a single product, live racing. The only exception to this was the
occasional opportunity (in some states) to wager on the simulcast of a single race of national
importance. In 1983, wagering on entire days of races simulcast from other in-state racetrack locations
(ITW) was permitted at racetracks in New Jersey. Since that time, the ability of a racetrack patron to
wager on simulcast opportunities has been expanded greatly so that today, in all but one state which offer
parimutuel horse racing, racetrack patrons are offered a wide variety of simulcast betting opportunities in
addition to live racing. To recognize this transition from live race wagering to live and simulcast
wagering at racetrack locations, a new term is introduced, the racetrack-racebook. A racetrack-racebook
is a racetrack location which offers its patrons the opportunity to wager on a variety of parimutuel
products including live (on-track) horse racing and a wide variety of races simulcast to that racetrack
from both in-state and out-of-state racetracks. The portfolio of wagering opportunities offered to
racetrack-racebook patrons is similar to that offered by a casino racebook in Las Vegas, Nevada or
Atlantic City, New Jersey, to its patrons. The major difference is that live racing is not offered in the
casino locations. One of the decisions that racetrack-racebook managers must make is to choose from
that from a portfolio of live and simulcast races that combination of products which results in the greatest
revenue and profit. As revenue and profit are directly related to wagering, understanding the
determinants of wagering (handle) demand is crucial to the decision making process. In this study the

factors which influence consumer choice among competing parimutuel horse race wagering products at a

single location, a parimutuel racetrack-racebook, are examined

The subject of this study is the Garden State Park racetrack-racebook. During the 1995 sample period,
Garden State Park, a New Jersey thoroughbred racetrack, offered its patrons the opportunity to wager on
races from 53 racetracks (including its own live races) located in various states throughout the United
States. In order to obtain sufficient variation to separate the effects of individual variables on wagering,
these 53 racetracks were aggregated into 15 racetrack groups. Several distinct characteristics of the races
being offered were considered in forming these groups. These factors included: (1) breed of racing,
thoroughbred or harness, (2) type of racing, live or simulcast and (3) host track location. Accordingly,
the 53 racetracks were first divided into two broad categories, ohe for those conducting thoroughbred and
the other for those conducting harness racing. Within each of these categories, the racetracks were

further classified into three sub-categories: (1) live races (conducted at Garden State Park racetrack), 2)
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races simulcast from other host racetracks in New Jersey, (3) races simulcast from host racetracks
located in states outside of New Jersey. Some of these sub-categbries consisted of a single racetrack in a

given state and others consisted of more than one racetrack located in a single state or in a group of

contiguous states.

Demand characteristics for each race offered by each racetrack, for each day that its program was offered
at Garden State Park, were obtained from two national data bases, one for thoroughbred (KIII Data
Services, Inc.), and one for harness racing (United States Trotting Association Data Base). The size of
the national data bases for the 53 racetracks used to construct the final 15 demand models is summarized

in the following table:

Data Base Summary Statistics, Tracks Offered By Garden State Racetrack-Racebook 1995

Thoroughbred Harness Total
Number Of Horses (Starters) 242,419 154,754 397,173
Number Of Races 29,522 ' 19,185 - 48,707
Number Of Days 2,986 1,609 4,595
Number Of Tracks 38 15 53
Number Of States 15 8 23
Number Of Demand Models 9 6 15

Separate demand equations were estimated for 9 thoroughbred, and 6 harness, racetrack groups using
standard regression analysis. All of the regression equations were statistically significant. For each
subject racetrack group demand equation, both the own- (subject racetrack group) and cross- (competing
racetrack group) effects of the included demand variables were estimated. Both the own- and cross-
effef:ts of: (1) number of races, (2) average field size, (3) average takeout rate, and (4) average purse size
were, in most instances, found to be statistically significant and they exhibited the expected effect on
wagering demand. In particular, signs of the own-effect coefficients imply that an increase in number of
races, average field size or average purse size or a decrease in takeout rate for a sul_)ject racetrack group
would increase wagering on races from this group. The signs of the cross-effect coefficients imply that
an increase in ngmber of races, average field size or purse size or decrease in takeout rate for competing
racetrack groups would decrease wagering on races from the subject racetrack group. As expected, this

indicates that competing racetrack groups act as substitutes for a subject racetrack group.

To better understand the strengths of wagering responses to changes in these variables, both the own- and
cross-elasticities of wagering were computed for each variable. Wagering elasticity with respect to a

variable can be interpreted as the percent change in wagering resulting from a one percent change in that
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variable. For example, a takeout rate elasticity of, say -1.50, would indicate that an increase of 1% in the
takeout rate results in a 1.5% decline in wagering. In this case, the change in wagering is in the opposite
direction of the change in the takeout rate indicated by the negative sign of the elasticity. As another
example, a number-of-races elasticity of 0.50 indicates that an increase of 1% in the number of races
results in a 0.5% increase in wagering. In this case, the change in wagering is in the same direction of the
change in number of races as indicated by the positive sign of the elasticity. Estimated elasticities were

found to vary considerably across racetrack group and among demand variables.

Median own-takeout rate elasticity was found to be -2.30 indicating that Wagering is strongly responsive
to takeout rate changes. This is consistent with prior findings in the literature. Median elasticities with
respect to number of races and field size were found to be 0.64 and 0.58, respectively. There are no prior
studies by which to gauge the magnitudes of these elasticities but it seems wagering is moderately
responsive to changes in number of races and field size. Finally, median purse elasticity was found to be
0.06 which is considerably lower than elasticity with respect to takeout rate, number of races or field
size. This elasticity is quite small and it suggests, for instance, that wagering at the racetrack-racebook
would increase by a very small 6% if average purses were doubled. With the exception of the median
cross-race elasticity of -0.41, the remaining cross-elasticities were, in general, statistically insignificant
or small relative to their corresponding own-elasticities. This suggests that competing racetrack groups

are moderate substitutes for the subject racetrack group.

The remaining estimation results pertain to two sets of control variables, (1) the presence of live racing at
Garden State Park or the presence of intra-state (ITW) simulcast races in a competing racetrack group
. and(2) the presence of special stakes races such as the Kentucky Derby. In general, on days when live
thoroughbred racing was conducted at Garden State Park, it was not found to have a significant effect on
simulcast races taken from other racetracks. Similarly, on days when live harness racing was conducted

at Garden State Park it was not, in general, found to have a significant effect on simulcast races taken

from other racetracks.

In contrast to live racing, the presence of New Jersey ITW thoroughbred or harness racing was generally
found to have a significant effect on wagering on races from a number of full-card subject thoroughbred

and harness racetrack groups as shown in the following table.

Page iii University of Louisville
Department Of Equine Administration






