On the first day of class we’ll be doing an exercise in model building.  The main purpose is to show you how economic models work and how they can be used to answer important questions.  There is a lot to be learned from this example and so I’d like you to read this write-up of the background problem.  Think about it, and if you’ve got the time, open up your spreadsheet and experiment with some different models.  

The Equibase Dilemma:  License or Sell?

If you can only learn one thing in business school, you should learn how to bet on horses. 

Seriously.   

To make money at the track you must quickly evaluate complex and conflicting information in order to allocate scarce resources in an uncertain environment where thousands of other determined competitors are trying to take your money.   Figure out how to do that and the corner office is yours.

If you really were going to start playing the horses, the first thing you’d need to do is learn how to read “Past Performances” (more commonly known as pp’s).  PP’s are available for every horse running in every race at every track in the country.  They provide detailed information about previous races run by that horse, the horse’s bloodlines and other data relevant to the race.  No serious horse player would bet a nickel without studying the pp’s. (In case you’re curious, I’ve attached an example of the pp’s from a past race at Aquaduct.)

For almost 100 years pp’s were published exclusively in The Daily Racing Form,  essentially a newspaper sold at local newsstands and race tracks. DRF’s business success followed from their ability to integrate two very different activities: (1) collecting and maintaining a data set that had information on nearly every race run by all horses in the country and (2) making that information available to gamblers in a timely and useable form.  For most of its history DRF had no serious competition in this business because no one else had the data base and because no one else had the printing and distribution infrastructure in place to produce what amounted to a nation-wide chain of local newspapers (each day’s edition was tailored to each city).  

As was true of many businesses in the 1980’s and 1990’s, new technology challenged the old established monopoly.  Gamblers still needed pp’s, but they didn’t need to read them printed out in a newspaper—electronic distribution was cheaper and more flexible.  DRF did not adapt well.  They suffered an extended period of financial distress and in 1998 they entered into an agreement with a firm called Equibase.  DRF still publishes the paper, but now Equibase owns the data base and is in charge of collecting all the new data. (Equibase is actually owned by a coalition racing interests, but that’s a whole other story.  For an interesting read, you might look at Betting on Myself, by Steven Crist, who edited and published DRF for part of this time.)   

Equibase now sells the basic data that go into the pp’s to DRF and to several other services who repackage the information and then sell it bettors.  One of the most important of these other customers are racetracks and off-track betting parlors.  For example, at Lone Star Park, you can buy the old-style DRF for $5.00 and get pp’s for Lone Star and several other tracks as well as stories and handicapping advice.  As an alternative you can spend $2.00 for the track program and get just the pp’s for Lone Star and some minimal handicapping advice.  Lone Star gets the data through an agreement with Equibase and then prints the programs locally.  

This business presents a number of interesting questions (in class I’m going to ask if you can think of some of these other puzzlers), but on the first day of class I’d like to consider how Equibase might structure it’s relationship with the local tracks.  While there are probably lots of different ways to sell the data, let’s focus on two.  One system would be for Equibase to charge the tracks a fee for each program sold.   That is, Equibase might say to the track something like “Ok, print up as many of these as you want and charge whatever you like, but pay us $.50 for every one you sell.”  (Notice that this system is much the same way that most manufacturers sell to retailers: the manufacturer sets a wholesale price on each unit of the good it sells, allows the retailer to order as many units as it likes, with the understanding that the retailer will set the final price at which the good is sold to the public.)  An alternative would be for Equibase to charge each track a lump-sum licensing fee, saying something like “Pay us $1000 and you can have the day’s data for your track.  Once the check clears you have our permission to print and sell as many as you like at whatever price you like. “

Our job in class will be to construct a model of these two different distribution methods in hopes of deciding which is superior.  
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