The State of Thoroughbred Horse Racing in the United States: An Economic
Analysis and the Path to Industry Stability

The sport of thoroughbred horse racing was once the most popular sport in the United States.
Although large events like the Kentucky Derby and the Belmont Stakes still capture popular
interest, the sport has on most days been reduced to a niche market, albeit with a highly
interested core audience. In this research paper, we study recent macroeconomic trends as well as
microeconomic decisions that have shaped the sport’s economic structure. The paper’s primary
objective is to take a snapshot of the current state of the sport based on 2022 data, and to provide
analysis by comparing this data with the same data from the past 20 years, beginning in 2003. By
examining these data points and applying simple economic principles (e.g., supply and demand,
perfect competition vs. oligopoly/monopolistic markets), we aim to identify and understand the
sport’s prevailing secular trends and gain insights into its current economic dynamic.

At the heart of our examination is rooting all of our findings and narratives in as much data as
possible, leveraging access to an extensive database of information that has remained largely
unexplored until now. Surprisingly, despite the sport's rich history and widespread popularity,
this kind of comprehensive economic analysis has rarely been attempted. Limited access to this
data and the fractured nature of stakeholder ownership and involvement within the sport, namely
racetrack operators and thoroughbred owners, are two of the main reasons why the state of the
sport has so rarely been assessed and altered.

We’d like to hope that the information provided within may lead the sport to support more
rational decision-making. With that in mind, a quick preview of our findings would suggest:
1. The Great Recession accelerated what had previously been a slow but steady

decline in participation. Trends in every category deepened significantly !

2. We found surprising strength in two areas - bloodstock prices and per capita purse
distribution.

3. Signs of strength are primarily based on supply/demand dynamics coupled with
increased alternative (casino) revenue funding purse accounts.

4. Since the Great Recession, owner value proposition has improved due to the
combination of less competition and increased purse sizes.

! Interestingly, the shock of Covid-19 in 2020 has seemingly had little impact as there has been a
V-shaped recovery from that event.



5. Despite improved economic value costs remain high and non-pecuniary benefits
appear to be declining.

6. Industry-wide trainer earning inequality has not changed over the past 20 years,
and the existing inequality is not uncharacteristic for a sport of its nature.

7. Professionalization of trainers in the sport and the flight to quality by owners
choosing their trainers during the broad industry decline, has fueled inequality
among the top trainers.

8. Racetracks that prioritize racing (often in a not-for-profit model), and the
capitalist nature of Kentucky's breeding market serve as models in the industry of
success and give insight on potential resolutions for the sport.

Based on our research findings, it becomes evident that horse racing shares economic
characteristics common to various other industries. The breeding sector underwent a significant
reorganization in response to the impact of the Great Recession. Albeit smaller in volume, it is a
functioning market, managing to grow steadily over the past decade, exemplifying a truly
competitive market in action. Ownership has benefited from support of purses on a per-capita
basis due to the alternative revenue at the racetrack. While this has increased viability for
remaining owners, it has not sparked the required changes and innovations at the racetrack level
to ensure each facility's sustainable operation. Thus, despite positive developments in certain
areas, there remain challenges to address in achieving overall industry stability and progress.
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Broad Secular Participation Decline Accelerated by Great Recession.

Thoroughbred horse racing saw over $12 billion dollars wagered in 2022 alone. Total purses
distributed reached the highest mark ever at $1.25 billion. With record wagering and prize
money being awarded, it appears that the industry is thriving; however, this is not exactly the
case as the participation in horse racing in the US has significantly decreased in the past 20

years.

The biggest change that the industry has seen is the decline in the three major participation
groups in the sport: horses, trainers and owners. Over the past 20 years, there has been a decrease
0f 39.08% in total horses that raced, a decrease of 54.99% in total trainers that had at least one
horse start, and a decrease of 42.22% in the number of owners who owned at least one horse.

Year Horses Owner Interests® Trainers
2003 67,941 34,750 8,293
2022 41,387 20,080 3,732
% Change -39.08% -42.22% -54.99%

Figure 1 helps visualize the role of the Great Recession in accelerating the participation decline,
graphing the percentage change of horses, owners, and trainers from their 2003 total, to show
how the trends for each group paralleled each other over the years and that they all decreased at a
very similar rate. From 2003 to 2008, the total horses within the sport decreased by 1,200 at a
rate of 240 per year. The next five years, from 2008-2013, following the recession, the total
horses in the sport decreased by 12,851 at a rate of 2,570 horses per year, which is a 1000%
increase from pre-recession. This rate of decline continued until 2021, when the decrease in
horses slowed down for the first time following the Covid-19 pandemic, where from 2020-2022,
the sport has lost 462 horses per year, much less than the pre-pandemic rate. Furthermore, the
decline in owners parallels this trend. From 2003-2008, the total owners in the sport fell by 1,266
at a rate of 253 per year. From 2008-2013, 6,753 owners left the sport, at a rate of 1,350 per year,
which is a 530% increase from the decline prior to the recession. From the depths of the
pandemic, ownership increased by 86 owners per year, representing a V-shaped recovery from
Covid-19’s impact on the industry. The participation of trainers in the industry is similar in the
sense that they have seen a significant decline; their significant exit from the industry started in

2 We are well aware that the nature of thoroughbred ownership has changed over the last two decades.
The proliferation of minority interest investment clubs and the trend of multiple ownership make this
number difficult to accurately assess, but it is still clear that there are fewer distinct ownership interests.



2004 and persists today: 4,521 trainers left the sport from 2004-2022 at a rate of 251 trainers per
year, with the most trainers (407) leaving after 2004.

Fig. 1: The Percentage Decrease of Horses, Owners, and Trainers Based on 2003 Totals
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The impact of the Recession of 2008 on participation is clear - it accelerated the declines among
horses and owners, and although trainers were already leaving the industry at a significant rate

prior to the recession, trainers were still impacted by the economic crisis as they rely on owners
to give them their horses. As a result of the participation in the industry significantly falling, the
amount of races and starts suffered as well.

The total number of races decreased by 37% from 2003-2022, and the total number of starts
decreased by 45% in the same time period.

Year Races Starts
2003 53,500 444,730
2022 33,453 243,112
% Change -37.47% -45.33%




We graphed the percentage change of races and starts from the 2003 number together similarly
to Figure 1 to show how their trends also paralleled each other over the years. In Figure 2, both
races and starts saw minimal change from 2003 to 2004. From 2004 to 2008, the number of races
decreased at a rate of 870 races per year. From 2008 to 2013, the decline accelerated to 1,396
races a year and persisted at a similar rate until 2020. The number of starts mirrored the trends of
the races and from 2004 to 2008, total starts decreased at a rate of 8,621. This rate accelerated to
14,213 starts per year from 2008 to 2013 and persisted at a similar rate until 2020. Both races
and starts were hit hard by the Covid-19 pandemic and saw significant decreases in their totals in
2020. However, both made a V-shaped recovery in 2021 and have seen small decreases in 2022.

Fig. 2: The Percentage of Races and Starts Over Time Starting in 2003
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While the decline in industry-wide participation, races, and starts existed prior to 2008 - all
trends were accelerated by the Great Recession. The landscape of horseracing has changed a lot
over the past 20 years as it has lost close to half its existing participants and 37% of its total
races. The industry had been on a downward trend even before 2003, and although the decline
may have slowed in the last few years, the trend does not appear to be coming to a stop soon. For
any sport, a decrease of such magnitude in participation and product should be addressed. As the
number of races, owners, and trainers continues to decrease across the country, the survival of
horse racing is threatened.

Despite this harsh reality, there are certain areas of notable strength and market adjustment
exhibiting that the sport is not dead: it is just in need of resolutions and improvements to allow
for a sustainable future.



Considering Broad Declines, Surprising Strength on a Per-Capita Basis.

Over the last 20 years, the levels of purse distribution have declined less quickly than the vast
declines in participation. Consequently, for those who continue to participate or are new to the
sport, there is a promising strength when evaluating the total purse money available on a per-race
or a per-start basis.

To start, we will look at how the total purses available have changed. There is a nominal increase
in the total purse distribution; the real (inflation-adjusted) number gives a more accurate
representation of how purse distribution has changed. From 2003 to 2022, the purse distribution
decreased by about $350 million. This 24% decrease is not as significant as the declines in
participation as referenced above, suggesting that there are other factors in play that have
impacted the total purse distribution in a positive way.

Year Nominal Total Purse Distribution Real Total Purse’®
Distribution
2003 $998,022,936 $1,645,452,347
2022 $1,250,127,270 $1,250,127,270
% Change -24.03%

It is important to acknowledge that the decrease in total races has a direct impact on the total
purse distribution. To account for this, we looked at the purse distributions on a per-capita basis
of purse per race and purse per start to more effectively show how the purse sizes have changed
over time. These per-capita metrics show surprising strength within the industry, as both have
increased significantly since 2003.

Year Nominal Purse Real Purse per Nominal Purse Real Purse per
Per Race Race per Start Start

2003 $18,654 $30,756 $2,244 $3,700

2022 $37,370 $37,370 $5,142 $5,142

% Change

3 Inflation numbers are derived from the Consumer Price Index (CPI) which is a commonly used measure
to quantify changes in the general price level of goods and services in an economy over time.




Figures 3 and 4 show how purse per race and purse per start change from 2003 to 2022. Both the
nominal and real numbers are graphed; in our analysis we will focus on the real per-capita
numbers. In both graphs, the same trend is evident, where both metrics are relatively constant
until 2010, when they start the positive trend that persists to the present day. From 2010 to 2022,
the purse per race has increased on average of $674/race per year, while the purse per start has
increased by $130/start per year. Both metrics were impacted by the pandemic in 2020; however,
as the graphs show, they both had a V-shaped recovery and continued on their growth trend.

Fig. 3: Nominal vs Real Purse Per Race 2003-2022
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Fig. 4: Nominal vs Real Purse per Start 2003-2022
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Despite the decline in participation industry-wide, the existing participants have seen positive
change and growth within the sport in terms of money available per race and start. The total
purse distribution was not significantly impacted by the Great Recession in contrast to
participation, so why is this the case?

Purse Distribution Growth Fueled by Alternative (Casino) Revenue

The rise of casino gaming (primarily slot machines) at racetracks and the consistent
gambling interest on horse racing are the two main reasons that there has been growth within the
purse money available per race and per start. Racetracks once received a majority of their purse
money from the wagering on races. Over the past 20 years, aside from the decline in
participation, the industry has undergone another big shift, which is the rise of casino influence
on racetracks. Legislation in many states allows for legalized casino style gambling at racetracks
in the state, which in turn brings in additional revenue for the track owners, track operations, and
the horsemen’s purse account. The casino gambling at racetracks largely consists of slot
machines, a percentage of which goes into the total purse distribution at the racetrack, thus
increasing the money available to win per race. The legislation has been passed in different states
at different times, and we selected six tracks* to exemplify the impact the slot machines have had
on the total purses.

The six race tracks and the dates that their casino gaming went online are shown on this timeline:

Fair Grounds

In 2007, the track added slot
machines, and a year later, it
opened a new slots facility that
accommodates up to 700 of the
newest games on the market.
The facility is open year round
for slots and simulcast horse
racing.

Agueduct
Resorts World New York City
is part of the Aqueduct
Racetrack complex. It was
proposed in the late 2000s
and opened in late 2011. The
casino features a wide array

of video slot machines.

River Downs racetrack was
renamed Belterra Park and
opened in 2014. Belterra Park
was turned into a racino and had
1,600 video slot machines when

it opened in 2014.

T | o | o

Oaklawn Park

In 2005, voters approved

“games of skill” at the track,

and a casino was built

alongside Oaklawn to house

slot machines, blackjack,

poker, and roulette games.

In December 2009 the Parx
casino opened. Parx opened
with 3,300 slot machines. On
July 18, 2010, the casino
began operating table
games. Parx has 188 tables,
offering games including

blackjack, and roulette.

Kentucky Downs
On September 1, 2011,
Kentucky Downs introduced
Instant Racing, a hybrid
between slot machines and
parimutuel wagering, where
bettors play at a terminal
using historical racing data

and video.

4 The decision to include these six specific tracks was based on a combination of factors including the
significance of these tracks within the context of the study, their representation of diverse perspectives or
data points, and the constraints of available space.



In the years immediately following the introduction of slot machines and other casino games, the
racetracks experienced growth in their ratio of total purse distribution to total handle. The reason
that this metric works most effectively to illustrate the impact of the alternative revenue on
purses at each track is that traditionally, the purses offered were based on the total handle at the
track. With alternative revenue impacting the purse size, the ratio of total purses to total handle
would increase because the total handle doesn't account for the casino revenue added to the total
purses. One feature we do not have access to in this report is the business model of the racetrack,
either individually or in aggregate, which would be beneficial in identifying the exact impact the
casino revenue had on purse size. We recognize that this is a crude statistic, that it doesn't
differentiate between import vs. export handle, and that it doesn’t consider the other factors that
might go into the purse distribution at a track.

Figure 5 graphs each of these tracks together to illustrate the impact of casino gaming on their
ratio of total purse to total handle. The Y-axis represents the percentage of total purse/total
handle, and the X axis represents each year. Each box represents each of the six racetracks. The
vertical red, dotted lines signify the year that the casino gaming went online at each
corresponding track. Immediately following the opening of the casinos, each track saw an
increase in the percentage of total purse/total handle, which signifies the impact of the casino
revenue on purse size.

Fig. 5: Percentage of Total Purse Handle to Total Handle at 6 Tracks from 2003-2022
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Although this is not a perfect metric to identify how alternative revenue has impacted the purse
distribution at the racetracks, it works as a quantifiable way to see the impact that casino gaming
is having on tracks, which in turn impacts the sport. This increase in revenue available to the
tracks allows them to distribute more money in their races, which is one reason why the per-
capita purse distribution numbers are rising. Although it is a positive trend within the industry
that purses are increasing, the numbers are being propped up by the casino revenue, which
reveals that there have not been any resolutions put in place by tracks or by the industry to
combat the decline in participation in the sport. Coincidentally, this alternative revenue stream
has been available to tracks in the same time period as the downward trend of participation
within the sport. There has not been an adjustment in the industry to remedy the decline in races
and account for the decline in participation, and although casino revenue has been able to
provide some relief to the total purses distributed industry wide, the necessity for a solution still
exists.

A positive sign of adjustment within the industry is in response to the recession within the
bloodstock markets.

Resilience in the Bloodstock Markets

As the economy in general and horse racing in particular emerged from the Great Recession, one
area of clear strength has been the increasing value of bloodstock at all levels. We have looked at
sales prices across the three main categories of horses being offered at auction: weanlings,
yearlings, and two-year-olds. The average auction prices of all three groups have all increased
over the past 20 years.’ The real (inflation-adjusted) average price of bloodstock in the market
increased by a little over $14,500 in the past 20 years, despite the industry's decline.

Year Nominal Average Sale Price Real Average Sale Price
2003 $44,603 $73,537
2022 $88,310 $88,310

% Change

Figure 6 graphs the nominal and real aggregated average price of bloodstock over the past 20
years and shows two interesting trends: The average prices have increased since 2003, and
though the bloodstock market was heavily impacted by the Great Recession, it has recovered to

® https://www.bloodhorse.com/horse-racing/thoroughbred-sales/state-of-
the-market
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pre-recession prices. From 2003 to 2007, the average prices increased at a rate of $2,900 per
year. During the recession, the market was hit hard, and sale prices decreased from 2007 to 2010
at a rate of $9,036 per year. Starting in 2010, the market started to recover, and over the next 12
years, prices grew at a rate of $2,523 per year, with the average price peaking in 2019 at
$95,140, the highest average price ever for this market.

Fig. 6: Nominal vs Real Average Sale Price 2003-2022
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In addition to the increase in average price in the market, the real median price also increased,
especially in the years following the Great Recession. Figure 7 graphs both the nominal and real
median price of bloodstock and shows that the median price was impacted by the Great
Recession. The median price of horses sold at auction fell by $6,393 from 2007 to 2009,
highlighting the significant impact of the recession on the market. That indicator, recovered to its
pre-recession mark quickly and has continued to increase. The median price began rising starting
in 2009 and rose to $30,000 in 2022, a 48% increase since it fell to its lowest level in 2009. This
upward trend in the median price indicates that a wide range of bloodstock assets, not only just
the high-end ones, have experienced value appreciation.

Fig. 7: Nominal Vs Real Median Price 2003-2022
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The data presented in Figures 6 and 7 clearly illustrate the resilience and strength of the
bloodstock market over the past 20 years, particularly in the face of the Great Recession. Despite
facing significant challenges during the economic downturn, the market bounced back and has
even surpassed its pre-recession levels. The average price of a horse was $88,310 in 2022,
showing the significant investor interest within the market and illustrating that the decline in
participation in the industry has not impacted the demand for valuable horses. Furthermore, the
rise in the median price indicates a strong and thriving market in which a wide range of
bloodstock assets experienced value appreciation. The resilience and growth of the bloodstock
market is surprising in the context of the broad participation decline in the industry, but the
explanation for why the market adjusted is explainable through the nature of a capitalistic free
market.

Supply and Demand Dynamics Explain Bloodstock Market Strength

The Great Recession not only accelerated the decrease in participation across the sport, but also
caused a severe supply shock within the total foal crop starting in 2008. This supply shock to the
foal crop impacted the total horses that were available at auction, causing the prices of the horses
at auction to increase. The bloodstock market was in equilibrium prior to the recession, and
through the supply decreasing faster than the demand, the price in the market adjusted over the
years, leading to a higher equilibrium price.

The total foal crop decreased significantly from 2003 to 2021°. Nationally, the industry has lost
about half its total production in just 19 years. Kentucky is the only state that has been able to
maintain its production, while production in the other top-producing states has been crushed.

Year Total Horses National Foal Crop
Sold

2003 19,184 33,976

2021 14,025 17,494

% Change 26.9% -48.52%

Figures 8 and 9 graph the total foal crop and horses sold from 2003 to 2022, and both graphs
show the same trend: a shock to the total supply of horses in 2008 due to the Great Recession.

62021 is the most current year for which comprehensive, non-estimated Foal Crop data is available.
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The number of horses foaled continued to decrease at a rapid rate of 3,226 horses per year from
2008 to 2011. The total foal crop stabilized after 2011 and started a slower decline in 2017 of
794 horses per year until 2021. Similar to the foal crop, the total horses sold also experienced the
shock from the recession, losing 1,576 horses per year from 2008 to 2012. Since 2012 the total
horses sold has stabilized and hasn't experienced the recent negative trend that exists in the foal
crop.

Fig. 8: Foal Crop 2003-2022 Fig. 9: Horses Sold 2003-2022
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As noted in the section above, the bloodstock market has shown growth coming out of the
recession with both average and median prices increasing. Through basic economic principles,
the market reacted to the supply shock and adjusted to a new higher equilibrium price. This
equilibrium price shift in the bloodstock market demonstrates how market forces adapt and
respond to changes in supply and demand. As the supply of horses eligible to be auctioned
decreased due to the lower foal crop, breeders and sellers found themselves with fewer horses.
Notably, the demand for these horses remained relatively constant, or in some cases, may even
have increased. This combination of reduced supply and stable demand led to an upward
pressure on prices. Furthermore, the rise of prices in the bloodstock market highlights the
strength within the industry in its response to economic fluctuations. Despite facing challenges
during the recession, the demand for high-quality bloodstock remained steadfast, leading to
sustained price growth. The rising median prices since 2010 indicate not only the market's
strength but also the sustained interest from buyers seeking valuable bloodstock assets.

Another example of demand staying constant while the supply significantly dropping comes
through looking at the total horses claimed in claiming races’ from 2003 to 2022. In 2003 there
were 13,422 horses claimed and in 2022 there were 13,077 horses claimed. In the same time

" In a claiming race, each horse in the race is entered with a specific price tag, which represents the
amount of money for which the horse can be claimed, or purchased, by a new owner. This price is known
as the "claiming price."
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frame the amount of claiming starts has decreased from 304,052 in 2003 to 134,472 in 2022. The
claiming starts represent the supply of total starts by a horse that has been available to be
claimed, which is down, while the demand for those horses has remained the same. As a result,
this leads to a more robust claiming game that is evidenced in Figure 10 which shows that the
percentage of horses claimed per claiming start has risen from 4.41% in 2003 to 9.71% 2022. In
2009 it hit a low of 2.88% at the depths of the recession. Since 2009, it's been on a significant
increase which accelerated following Covid-19 towards its peak in 2022. It is unclear why
claiming accelerated following the Covid shutdowns; likely, the overall increase in claiming has
likely been driven by the alternative wagering dollars that have been poured into claiming races
at tracks - causing it to be more incentivizing as an owner to participate in claiming a horse.

Fig. 10: Percentage of Horses Claimed per Claiming Start 2003-2022
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As ownership in the bloodstock market becomes more attractive, stakeholders are keenly
observing how the industry evolves and adapts to changing economic conditions. As a result of
the market's positive response to the supply shock, the interest in ownership in the industry is
notable; however, the bloodstock market only deals with buying and selling horses, not all the
costs that go along with maintaining an active racehorse.

Owner Value Proposition Has Increased Since Great Recession
The decision to become a thoroughbred owner is often one that is influenced by many factors,

both pecuniary and non-pecuniary; ultimately, buying a horse is an investment. As any
investment entails, there is the potential for loss and for gain, and within horse racing, there are
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not many owners who are profiting from their investment. That is where the non-pecuniary side
of being an owner comes in, as the enjoyment and entertainment from having a horse that races
play a major role in the decision to be an owner. The non-pecuniary side is not as easily
quantifiable as costs or winnings, so we will focus mainly on how the pecuniary side has
changed over time. Since the Great Recession, the ownership value proposition has increased in
two main ways: more owners today are breaking even or making a profit than in the past 20
years, and the value of owning a successful horse has increased as well.

Something that has not yet been addressed in this paper is the cost of owning a horse. These
costs are what make it so hard to profit as an owner in this sport. Estimating the costs that the
owner of a racehorse encounters is no small task. Thankfully, one of the leading racing
operations in the country was kind enough to provide us with some numbers to analyze training
costs. The data they provided us allows for a good estimate of the average costs to an owner in a
year of training for a 3- to 4-year-old horse.

Using the averages from all the cost categories and multiplying them by the average days a horse
is in training, and then adding farming costs, predicted jockey fees, and stable fees, we estimated
that the average earnings by a horse required for its owner to break even on costs for one year
around $66,500. It is important to note that this value was obtained by assuming a 10% jockey
fee taken off the top of a horse’s earnings. We are aware that jockey fees fluctuate by track and
by the finishing position of the horse, but for the sake of simplicity, we set this value to 10% to
develop our earnings estimate. This explains why in the following cost table represents a small
profit for a mythical owner, even though we describe the number $66,500 as the value required
to break even. This is a result of calculation estimates and the use of averages in the development
of this value. Despite this, there is still a powerful message to be extracted from the following

information.
Gross Horse Earnings $66,500.00
Trainer/Stable % $7,980.00
Jockey Fee $6,650.00
Training Costs $50,0050
Net Profit to Owner® $1,820.00

8The Net Profit presented above signifies the amount that the owner ultimately retains. It is
important to note that the term "break even" pertains to the $66,500 threshold, which signifies the point at
which earnings cover all associated expenses, including Trainer/Stable percentage, Jockey Fee, and
Training Costs.



16

Total Cost $50,050.00
Training Cost $26,400.00
Blacksmith $1,250.00
Vet $5,900.00
Stall Rental $1,400.00
Transportation $5,000.00
Farm Costs $3,500.00
Additional Maintenance, Care, etc. $6,600.00

The cost table shows that when accounting for all the costs and fees that come with owning a
horse, a horse must make more than $66,500 in a year to profit. The $66,500 was what a horse
had to earn in 2022, so we deflated all of the associated 2022 cost numbers for each year going
back to 2003 and calculated the amount each year that a horse would need to win to break even
or profit in that specific year.” We then looked at how many horses won more than the cost
number for each respective year. For example, in 2003, a horse had to win more than $41,810 for
the owner to profit, and 5,189 horses that year did so, which was 7.6% of the total horses that
raced. Figure 11 graphs the percentage of horses that at least broke even in each year from 2003
to 2022, and it reveals that there is a positive trend of a higher percentage of horses meeting the
break-even threshold over time. From 2007 to 2010, the number of horses breaking even fell
from 8% to 5%, a significant drop that came around the time of the recession. Following the
recession, the percentage increased from 5% to 11.3% in 2022. The other significant drop that
shows up is during Covid-19; however, the percentage of horses to break even or make a profit
experienced a quick rebound the next year, paralleling many of the other numbers we have
looked at in this paper.

*To analyze historical trends, we meticulously adjusted all related costs for each year, dating
back to 2003, in light of 2022's monetary value. This approach allowed us to compute the requisite
winnings for each specific year to attain a breakeven point or yield a profit. While this methodology entails
a series of assumptions, it serves as a valuable tool for discerning potential changes over time.
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Fig. 11: Percentage of Horses Breaking Even 2003-2022

12%

B

S
R

<
®

8%

7% [

Percentage of Horses that Break Even

6%

50?003 20‘08 y 20‘1 3 20I1 8 2022

The reason that more horses are profitable today than in the past is a combination of two factors
discussed previously in this paper. There are fewer horses racing, which is an effect of the
decrease in the supply of foal crop, and there is a higher amount of money available due to the
alternative revenue provided through the casinos at the tracks. Both factors play into the ability
for a higher percentage of horses to break even, because there is less competition and more
money to be made per horse or start in the races. This provides a incentive to becoming an
owner, as you have a better chance of your horse making money, or on the flip side, you have
less of a chance as an owner to lose a lot of money. Furthermore, the increase in purse per capita
available is also being reflected by owners driving the prices up in the bloodstock market.
Through participation declining because of the Great Recession, new and existing owners have
benefitted from the current state of racing as the casino revenue has rewarded them and allowed
for more owners to profit in the sport.

Quantifying the non-pecuniary side of ownership is difficult, but one metric we used to do so
was how frequently horses run. The more times a horse runs, the more entertainment and
enjoyment an owner would get from the horse. We found that in the past 20 years, horses have
been making fewer starts while they have been having more timed workouts. Figure 12 shows
the starts per horse decreasing from 6.5 in 2003 to 5.8 in 2022, while the workouts per horse
increased from 7.3 in 2003 to 9.5 in 2022.
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Fig. 12: Starts/Horse vs Works/Horse 2003-2022
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In the context of purses increasing on a per capita basis, these trends suggest that owners are
deciding to race their horses less frequently and work them more as a strategic move based on
economic decisions. With the increase in purse sizes due to casino revenue, owners are able to be
more selective about when and where they race their horses. Furthermore, we are not quite sure
why the horses are spending more time on work outs than racing, but there are three potential
explanations, and the answer could very well be a combination of each. First, the trainers of the
horses could be concerned about their winning percentage causing them to try and be more
prepared rather than maximizing the number of races for the owner. Next, it could be because of
the “bounce theory”!® which theorizes that horses perform better after extended periods of rest
between races. Lastly, horses may be working out more and racing less due to the increased
purse sizes that allow for an owner to cover their expenses off winning only a few races, leading

to their horses racing less and having the ability to prioritize certain races over others.

Considering both the increase in the horses that are profiting today with the ability for owners to
be more selective in which races they enter; it appears that the value proposition has improved
for owners who survived or entered the industry coming out of the recession. As owners look to
maximize both their economic and non-pecuniary incentives in total money and total races won,
a big decision that can impact both factors lies with which trainer/s owners decide to entrust their
horses. There is a broad scope of trainers that exist within the sport, and similar to any other
competitive profession in life, some are better at what they do than others, which means they

1% The “Bounce Theory” refers to a phenomenon where a horse, following an exceptionally strong
performance, experiences a regression in its subsequent race. This regression is commonly referred to as
a "bounce," which signifies a reaction to the physical and exertional strain placed on the horse during the
extraordinary effort. This theory, although unproven, causes trainers or owners to keep their horses from
racing again for an extended period of time.
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train horses that win more races causing them to be a more appealing choice to a prospective
owner.

Trainer Numbers Decline, Not All Groups Are Affected Equally

As mentioned in section 1, the total number of trainers has decreased since 2003 from 8,293 to
3,723. This is an alarming statistic, as the industry has seen over 50% of its trainers leave in just
20 years. What type of trainers are leaving the industry, and what is fueling the mass exodus?

We separated trainers into three groups based on the number of discrete horses the trainer trains
in each respective calendar year. The thresholds for each group that we set are 1-10 discrete
horses, 11-40 discrete horses, and more than 40 discrete horses trained by a single trainer. The 1-
10-horse trainers will be referred to as “micro-trainer,” the groups of 11-40 will be referred to as
“midsize trainers,” and the group that trains more than 40 discrete horses will be referred to as
“large-scale trainers.” All groups have experienced declines since 2003; the micro-trainer and
midsize trainers have been impacted the most. Here are the numbers.

Year Micro-trainer Midsize Large-Scale
2003 5,667 2,131 495

2022 2,297 1,076 359

% Change -59.47% -49.51% -27.48%

Figure 13 graphs each trainer subgroup together and shows how the number in each group has
declined from 2003 to 2022. Most striking is the vast number of micro-trainer trainers that have
left the industry since 2003, as well as the fact that every subgroup has decreased continually
since 2003.
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Figure. 13: Micro-trainer, Midsize, Large-Scale Trainer Counts 2003-2022
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All trainer groups have experienced declines, but it is evident that the micro-trainers and midsize
trainers have been hit the hardest. The headcount of trainers lost in the micro-trainer group is
striking, as over 3,000 micro-trainers left the industry in the past 20 years. Furthermore, over
1,000 midsize and over 100 large-scale trainers have exited as well, which leaves a major mark
on the makeup of the industry. The mass exit in trainers can be attributed simply to the smaller
racing footprint of the industry that was outlined in section one; there are fewer races, horses,
and owners, so as a result, there will be fewer trainers. When considering why micro-trainers are
being impacted the most, we can look to the trend towards larger training stables that has been
taking place over the past 20 years as well. To quantify this trend, we look at the average horse
per trainer, a number that experienced a secular increasing trend from an average of 8.2 horses
per trainer in 2003 to 11.1 in 2022.

Fig. 14: Horses per Trainer 2003-2022
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The trend of owners choosing to train their horses at larger stables that is seen through individual
trainers having more and more horses exhibits a flight to quality by the owners, as the decision to
choose a trainer with a larger operation and more horses is perceived as a safer bet. Owners want
their horses to be in the hands of experienced professionals who can handle multiple horses
efficiently, provide better facilities, and offer a more structured training program. This trend has
led to a concentration of horses in the hands of fewer, larger-scale trainers, which has impacted
the micro-trainer and midsize trainers the most.The micro-trainer trainers, who typically operate
smaller-scale operations and have fewer resources, are finding it increasingly challenging to
compete in the professionalized landscape of the industry. With owners preferring trainers with
more horses, the micro-trainers are losing out on potential clients and struggling to maintain a
sustainable business. Many of them may have decided to exit the industry altogether due to the
diminishing demand for their services. Large-scale trainers seem to the owners to be better
equipped to succeed. Their already established reputation, infrastructure, and experience in
handling a larger number of horses make them more appealing to owners looking for a sense of
security and success.

This trend towards larger stables and a flight to quality!! that is having a big impact on the
micro-trainer trainers in the sport is further proven through looking at a subgroup of trainers that
are known as “super trainers,” and in this paper, we will classify super trainers as trainers who
have 80 or more horses in their stable. Figure 15 shows that the number of super trainers has
stayed relatively constant in the midst of the declines of every other trainer group. In 2003 there
were 123 super trainers, and in 2022 there were 114.

Fig. 15: Total Super Trainers 2003-2022
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" The “flight to quality” is not just a flight to the best trainers win percentage wise, but a flight to the ones
with the best resources and trainers who are well capitalized.
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Over the past 20 years, new and existing owners have made the choice to have their horses
trained by the top trainers, and this decision has paid off, which is why it is continuing to happen
and making it harder to be a micro-trainer in today's racing landscape. Looking at Figure 16,
which shows the earning percentage share of the super trainers, the super trainers have increased
their share of total winnings from 27% to 41%.

Fig. 16: Super Trainers Earning % of Total $ Available 2003-2022
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This shows that 114 trainers are making 41% of the total available money, which is staggering
when this share of trainers makes up 3% of the total trainers. From an owner’s perspective, it
makes sense to go with the trainers who are winning more and making more money. A common
misconception that people hold about the industry is that inequality of revenue distribution is the
leading driver in this exodus; however, this is not the case. The inequality that exists and persists
because of owners' flight to quality comes in the form of the top trainers. When looking at the
industry, trainer earnings inequality has not changed much, and a similar distribution is one seen
in many similar sports.
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Trainer Earnings Inequality Isn’t New
Its Distribution Parallels Other Sports and Industries

A common critique and misconception of the current landscape regards the earning inequality
among the trainers in the sport and how it has gotten less fair in recent years. A sentiment is held
that the top trainers are winning most of the prize money available and that this is a new problem
within the sport. Although this is true that earnings inequality exists within the sport, it is not
something new nor is it unique to horse racing. In fact, the same distribution of earnings exists in
other sports as well as in the business world. Below are three graphs, each showing the top
earners in their respective fields in 2022. In Figure 17, the top earners in each category are
graphed, with earnings on the x-axis, and their place in the top earners indexed on the y-axis.

Fig. 17: Top Trainers, NFL Players and Fortune Companies 2022 Earnings Distribution'
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The distribution that is seen in each of these graphs is known as a power law distribution. A
power law distribution is a statistical phenomenon that is observed across many different aspects
of life. Also known as a Pareto distribution, it is a type of heavy-tailed probability distribution
that exhibits a long tail, meaning that there is a significant number of relatively small earners and
a small number of extremely high earners. Power law distributions are also observed in things
like probabilities of natural disasters, economic downturns, and pandemics. Across horse racing,
the NFL, and top companies, the same distribution is observed, meaning that horse racing is not
unique in that its top participants earn most of the money. This distribution persists further within
trainer earnings when looking at a smaller group of the top earning trainers within the sport.

12 Trainer Earnings are the gross trainer earnings of all trainers in 2022, the NFL Salaries are based on
salary earnings in 2022 and the company earnings are the reported profit numbers from US companies.



24

Fig. 18: Top 100, 50, and 25 Trainer Earnings Distribution'?
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As you look at Figure 18 the distribution of smaller and smaller groups within the top trainers,
the same power law distribution persists among even trainers who are earning the most. The
pattern that emerges is one of a fractal nature. Fractals in mathematics are patterns that exhibit
self-similarity across different scales and in the context of trainer earnings, this fractal nature of
the distribution represents similar inequality across all groups. The wealth inequality that exists
among the top 500 trainers parallels the inequality among the top 100 trainers, which is just how
the distributions play out. While this earning inequality is often viewed as a novel problem in the
sport causing the exodus of trainers, however, this is not the case as it is a characteristic that has
existed as far back as we can measure and is seen in other sports and the business world.

A problem that does exist is that Horse racing does not have a national or league office to
enforce regulations that would help curb the inequality and make it more fair for all trainers in
terms of earnings. Other sports deal with this inequality through collective bargaining and
artificial means to promote competition such as a salary cap or the draft. Imagine a world of NFL
economics without a salary cap, and the levels of inequality would be far greater. Horse Racing
is not centrally managed, and it would be functionally difficult to implement these sorts of
strategies. As a result, trainer earnings have remained relatively consistent over the past 20 years
in the sport.

To quantify how trainer earnings inequality has changed from 2003 to 2022, we adopted the Gini
Coefficient as a statistical measure. Originally developed to assess income inequality in
populations, the Gini Coefficient provides a means to quantify the extent to which the
distribution of income or wealth deviates from perfect equality. It ranges from 0 to 1, where 0
signifies perfect equality (all individuals possess the same income or wealth), and 1 indicates
maximum inequality (one individual possesses all the income or wealth while others possess
none).

'3 Gross Trainer Earnings
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In our analysis, we applied this mathematical model to the population of trainers in racing,
utilizing their gross yearly earnings as the basis for measurement. Figure 19 shows how the Gini
coefficient of all the trainers in the U.S. has changed over time, which will help visualize how
inequality within trainer earnings has changed industry wide.

Fig. 19: Gini Coefficient for Trainer Earnings in USA from 2003-2022
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The Gini Coefficient stays consistent over time, suggesting that the earning inequality has not
changed among trainers in the past 20 years. In fact, it has actually gotten slightly more equal, at
0.83 in 2003 and at 0.8 in 2022. Although 0.8 represents a very unequal earning distribution, that
is the nature of how horse racing trainer earnings are in the current state of the industry.

We do see an increase in inequality among trainer earnings within the earnings of the Top 500
Trainers by total earnings. The Gini Coefficient has increased from 0.39 in 2003 to 0.49 in 2022.

Fig. 20: Gini Coefficient of Top 500 Trainers 2003-2022 G.C: .39 (2003) G.C: .49 (2022)
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Figure 20 shows how the Gini Coefficient increased over the years, and the two graphs on the
right are known as the Lorenz Curves for the years 2003 and 2022. The Lorenz Curve is a
graphical representation of income or wealth distribution within a population, with the diagonal
line across the middle representing perfect equality. In 2003, we see a higher percentage of blue
compared to 2022, which depicts the increase in inequality among the top 500 trainer earnings
since 2003. This data backs up the argument that the sport is becoming more unfair within the
top 500 trainers; but it does not support the idea that in 2022 the sport is less fair than it was in
2003 in terms of the earnings by trainers. The nuance comes within the idea that the inequality is
fueling the exodus of trainers; however, the earning inequality that has changed in the past 20
years is within the top trainers in the sport, and whether you are the second-highest earning
trainer or the 500th, you are not going to leave the sport regardless of how much more the top
earning trainer makes because you are making a living regardless. It would make sense that
inequality is what is driving trainers out if over time the inequality of the entire trainer's earnings
distribution had increased, but it has been constant in the past 20 years and mirrors other sports
and industries, specifically golf.

Horse Racing: Unique But Not Alone

Horse racing is often placed in a separate category from other sports, by both its participants and
its fans. Horse Racing is a unique sport in the context of the involvement of animals as well as
not having a centralized league office and even though it may not seem like it, it is very similar
to some other well-known sports. Through quantitative and qualitative comparisons, we will
demonstrate how horse racing is not an outlier in the sports world.

The PGA Tour consists of the top 215 to 220 golfers in the world. It is a volatile and cut-throat
association, with a consistent stream of new, young emerging talent due to a low barrier of entry
(all you need to play is a set of clubs).!* New talent coming in is not the sole difficulty of the
tour. Golfers who are in the PGA but do not end the year in the top 125 golfers in the FedEx Cup
standings lose their card for the tour and are often replaced by new golfers the next year. To
move up the rankings a golfer needs to win, or finish in the top 10 consistently.

This is difficult enough as it is, but it doesn’t stop there. Even though there are 220 golfers on the
tour, most tournaments only accept 132 to 156 golfers per event. These events tend to take the
already top tier golfers because they bring in more money for the tournament. These are the best
220 golfers in the world, but the bottom 70 of the best are often suffocated out of the tour by
nature of the sport and the business around it.

14 “|_ow barrier of entry” is in the context of ownership and a low barrier compared to ownership in other
major sports leagues, for example an NFL owner. In golf, you are your own owner, and take home a
majority of the prize money, similar to being an owner of a thoroughbred.



27

This should sound familiar. There are tens of thousands of racehorses in the U.S. The economic
barrier to entry, although an expensive investment, is still low for owners, and new, young
trainers emerge each year. Even though there are tens of thousands of horses, the same few
thousand are the ones racing consistently on the big stage with the big purses. A top percentage
of the trainers dominate the industry, and even at smaller tracks, a few trainers will dominate. If
your horse has not found its way into the top percentage, the cost of training and maintenance
will quickly catch up, burying the owner in bills and making it hard to stay in the sport. Even
smaller trainers at the biggest tracks will struggle to get an opportunity to win. It is easy to get
into the sport with a low barrier to entry, but to remain is difficult, and parallels the idea of it
being hard for a golfer to stay a professional.

Qualitatively, the PGA and horse racing are not so unalike. Quantitatively, they are also similar.
We used a Gini score earlier in the paper to demonstrate the competitiveness of earnings in horse
racing. We are going to look at that again, but this time comparing all the trainers and their
earnings, with all the golfers on the PGA Tour and their earnings.

Fig. 21: Gini Coefficient Comparison for Trainer Earnings and PGA Tour Golfers in from 2003-
2022
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In the figure above, the Gini scores for trainer earnings and PGA golfer earnings over the last 20
years are displayed. There are a couple of valuable points to gather from this. The first is that
both golf and training horses appear to be rather skewed markets. Both are unequal, far above
0.5. Both are also on a slight downward trend, suggesting that they are both becoming a bit more
economically fair.

Golf Trainer Earnings

Looking at the Lorenz curves for each category in 2022 provides even more insight into the
similarity of the sports. Although horse racing is slightly less equal than the PGA, the Lorenz
curves take an almost identical shape, with a small share of about 30% of the population taking
in the vast majority of the available income. This is solidified by looking at the power law plots
for these two categories.

Fig. 22: PGA Golfers Earnings Distribution vs. Top 500 Trainer Earnings Distribution
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The trainer and golfer earnings both form a perfect power law distribution. This is often
described as the 80-20 rule: 20% of the population owns 80% of the earnings. We have shown
how horse racing matches up with other sports and businesses earlier in the paper, and here is yet
another example of the similarity in this detailed analysis.

Horse racing is a unique sport as it does not have many similarities to popular sports in the
country, but so is golf, and despite being unique, they are both sports that have similar issues that
must be overcome to participate. Neither is easy to stay in, especially if you are not in the top
percent. It is hard to win, hard to profit, and hard to compete, but that is exactly what makes
them both sports in the first place.

Tier I Tracks and Kentucky's Breeding Market Model Industry Success

The current secular decline in participation in the industry threatens its ability to survive and
thrive in the future. However, hope for a sustainable future still exists in the sport through two
main examples. The top tracks grouped by purse per race offered and the ability for Kentucky’s
breeding market to endure the Great Recession serve as models of success and hope for the
industry in the future.

We looked at the purse per race numbers by track aggregated over every year from 2003 to 2022,
and the numbers had distinct breaks that separated the tracks into three groups: tier I tracks, tier
IT tracks, and tier III tracks. The table below shows the average purse per race for each of the
tracks aggregated over the past 20 years.

Tier I Average Purse per Race Tier 11 Average Purse per Race
Kentucky Downs $106,923 Aqueduct Racetrack $49,617
Saratoga Race Course $87,358 Oaklawn Park $41,852
Keeneland Racetrack $86,636 Pimlico Race Course $39,761
Belmont Park $71,539 Monmouth Park $39,729
Del Mar Fairgrounds $66,987 Gulfstream Park $37,758
Churchill Downs $62,794 Fair Grounds $33,519
Santa Anita Park $60,469 Tier Ill Tracks $11,100

We then graphed all of the tracks together based on their purse per race numbers, and the
distribution of the graph ended up being a power law distribution, showing the inequality
amongst tracks across the industry. Figure 23 shows that a majority of the tracks fall into the tier
IIT category and that the purse-per-race offerings of tier II and tier I tracks are significantly
higher than the rest of the tracks in the industry. The lines on the graph represent the breaks
within the tracks’ purse numbers that led to the grouping system we used.
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Fig. 23: Track Tier Ranking Based on Distribution of Purse Per Race!’
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Similarly, to the trainer earnings, the tracks also exhibit inequality, as only a few tracks are
thriving in the industry, a conclusion evident through the tracks’ ability to offer such a significant
amount of money per race. Both tier I and tier II tracks are doing well today and have been doing
well; but their motives as industry players are different for the most part. The tier I racetracks all
prioritize horse racing and operate off of a not-for-profit model, focusing on the pure essence of
racing itself. They have managed to establish themselves as the healthiest and most profitable
examples of horse racing in today's industry. These tracks stand as beacons of how the sport can

flourish when the primary focus remains on enhancing the racing experience rather than casino
revenues.

In contrast, the tier II and many racetracks, characterized by the incorporation of major casinos
into their facilities, often experience challenges such as intense competition and regulatory
limitations. While these tracks can offer higher purse sizes due to the revenue generated from
their casinos, this financial gain may not reflect the necessary innovation needed to ensure the
future prosperity of horse racing as a thriving sport. The reliance on casino revenue can divert
attention from the core sport offering of horse racing, potentially hindering the sport's growth
trajectory. Instead of placing undue emphasis solely on financial gains, a more holistic approach
that addresses concerns would serve as a foundation for the sport's long-term success.

For tier III tracks, many fall under the same category as tier II, with owners who are not as
interested in the sport of horseracing, as they are in casino revenue. Furthermore, many tier II1
tracks suffer from the lack of product oversight as there is no central league office that upholds

'® The 64 tracks chosen for this tier system graph were the most relevant for our analysis. Each track was

open each year from 2003-2022, and their purse-per-race numbers were aggregated each year and then
divided by 20 to get the amount seen on the graph.
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standards or the integrity of the sport. They also suffer from a lack of competition that negatively
impacts the racing product. Without the stimulus of competition, tracks may become complacent
and fail to innovate or improve their facilities, services, and overall race-day experience. Patrons
might lose interest due to the lack of variety and excitement, causing a decline in attendance and
wagering. Additionally, without the need to attract and retain customers, management might
become indifferent to the quality of racing events, which could lead to a decrease in the caliber
of horses and jockeys participating. Ultimately, a lack of competition has created a downward
spiral, negatively impacting the financial health and reputation of the racetracks, and
subsequently threatening the entire sport.

Thus, the tier I tracks should be regarded as models for how horse racing can and should be a
profitable and popular sport in the country, demonstrating sustainable growth rather than decline.
By transcending such challenges, these tracks have proven that a steadfast commitment to the
sport itself yields a premier product, evident through the high-quality graded stakes races that
grace their grounds. Their success exemplifies the potential for horse racing to thrive when
motivated by the love for the sport and a vision for its enduring vitality.

Furthermore, while the recession hit the breeding industry in the nation hard, however Kentucky
was able to weather the storm and maintain its place as the top state for breeding thoroughbreds
in the country. As mentioned earlier in the paper, the recession sparked a decline in the total
number of horses foaled, and this was a result of breeders across the country being unable to
continue their operations. The top, non-Kentucky breeding states lost from 38% (New York) to
82% (Texas) of their total foal crop over the past 20 years.

Year National Kentucky [ Florida California | New York | Texas
Foal Crop

2003 33,976 8,761 4,523 3,867 2,019 1,862

2021 17,494 7,875 1,316 1,305 1,245 328

% Change | -48.52% -10.12% -70.91% -66.26% -38.34% -82.39%

Figure 24 graphs how the total foal crop has changed each year in the states listed above!¢ and
the trends that emerge are that Kentucky stands alone as the only breeding market to have come
out of the recession unscathed relative to other states, and it currently produces a majority of the
total horses that race today. From 2003 to 2008, Kentucky's foal crop grew until the recession
hit. The Kentucky crop was affected by the recession, dropping from its peak of 10,514 horses in
2007 to 7,183 in 2012. Since 2012 the decline has stopped and has started growing again by an
average of 87 horses per year.

16 Kentucky, Florida, California, New York and Texas were the top 5 thoroughbred producing states
based on 2003 totals.
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Fig. 24: State-Wide Total Foal Crop 2003-2022
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Kentucky's breeding industry operates as a dynamic and thriving capitalistic market,
characterized by numerous self-interested participants and relatively low barriers to entry, which
have contributed significantly to its remarkable success. In this market, breeders, trainers, and
horse enthusiasts are driven by individual financial incentives, aiming to produce and promote
top-quality racehorses. With a long-standing tradition of horse racing and an abundance of fertile
land and suitable climate, Kentucky has become a focal point for breeders seeking to capitalize
on the lucrative industry. The low barriers to entry, including access to knowledge and resources,
have enabled even small-scale breeders to participate actively. As a result, the market is highly
competitive, fostering innovation, efficiency, and a relentless pursuit of excellence. The success
that Kentucky’s commercial breeding industry has shown similar to tier I Tracks is a model and
example in the industry of growth that can be analyzed further to be replicated in other states.

Conclusions:

We believe that the evidence presented clearly shows that the sport has witnessed a massive
secular contraction over the last 20 years. This decline in participation was at first gradual, then it
accelerated rapidly during the Great Recession, with an inkling that coming out of Covid-19
crisis, the deceleration in participation may be slowing.

Curiously, the pricing of bloodstock and the economic value proposition for those owners who
remain have shown resilience, even improvement since the Great Recession. Both trends are due
to a mixture of two main ideas: a) the supply of horses diminished more rapidly than demand
diminished, and b) economic support from alternative revenue created better economic value for
those who remained or entered the sport after the Great Recession concluded.



33

While supply and demand factors and alternative revenue support provided the conditions for
potential recovery, there are other issues at work that prevent the recovery from being broad-
based. First, this is a sport with a high-cost structure and non-pecuniary benefits to owners, and
those factors constitute significant risk. Second, this is a sport where money and benefits are
typically distributed in a power law fashion. This uneven distribution of rewards is not new to
horse racing, and, as we show similar to other sports.

While the industry often talks about this issue on an individual trainer level, it's even more
relevant in comparison to racetrack operators. The differences are stark and have been
exacerbated by some simple economic theory. Racetracks operate under state-granted
monopolies, at best oligopolies. The vast majority are owned by casino corporations that are
solely there to harvest the alternate wagering revenues from a site where it was easy to establish
gaming. These are profit-maximizing entities for which horse racing is a necessary cost of doing
business. It should not be lost on us that the best functioning racing venues, tier I racetracks, in
this country are often not-for-profits whose goal is to produce racing content.

A classic strategic mistake that many industries or corporations make is that they internalize the
review and neglect to consider that they are more alike with other industries and at the mercy of
economic trends than they might like to admit. Clearly this is the case in horse racing as we talk
ad-nauseum about internal industry issues like HISA or CAW, which are relatively unimportant
economically, when we really need to examine more fundamental economic factors.

For example, why has the breeding industry returned to health as racetracks continue to close?
Commercial breeding in Kentucky functions as a capitalistic market with many self-interested
participants and low barriers to entry!’. As explained in this paper, comparatively, the economic
conditions (e.g., lack of competition, poor operator motivation) at the racetrack level do not
allow for consolidation, innovation and risk-taking, which are the necessary ingredients for long-
term success.

Simply put, if the sport acted in a more economically rational manner, in the long run, it would
be healthier. Of course, as preeminent economist John Maynard Keynes once said “in the long
run, we are all dead.'®”

" The low barrier to entry is under the assumption that the capital to purchase a horse is there, it is not
saying that anyone in general could buy a horse in the Kentucky market.

'8 The full quote is, “The long run is a misleading guide to current affairs. In the long run we are all dead,’
wrote John Maynard Keynes in his 1923 work, A Tract on Monetary Reform.



