Journal of the Korea Academia-Industrial https://doi.org/10.5762/KAIS.2022.23.10.546
cooperation Society ISSN 1975-4701 / eISSN 2288-4688
Vol. 23, No. 10 pp. 546-554, 2022

FZLBOT ASLSAFY HASH
L AFY gBAMS A9 I
,

=S

'SIRBUATY, 2HUTE ERICABHA ZHsH

0

Market Inefficiencies in the KBO League Players’ Labor Market
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Abstract The KBO(Korea Baseball Organization) League has implemented strict regulations on foreign
players for various baseball leagues. The primary purpose of the KBO regulations on foreign players is
to protect and develop the skills of domestic players. This trade restriction has resulted in a unique
players' labor market. There is a huge salary gap between domestic players and foreign players. Korean
free-agent players get huge salaries, while foreign free-agent players get competitive salaries. This is
mainly due to a quota on imports and a salary cap on foreign players. This paper focuses on the strict
regulations of foreign players in the KBO players' labor market and empirically analyzes the market
efficiency. Panel data models were set up by collecting the annual data on salaries and player
performance between 2017 and 2021. Using econometric regression analysis, we empirically estimated
the magnitude of the performance-salary relationship gap between domestic FA players and foreign
players. The regression models revealed that domestic free-agent players got more than 9-times the
salaries of foreign players in a single WAR(Wins Above Replacement) measurement unit. The
KBO-imposed trade restriction that limits the number of foreign players and total salaries has resulted
in poor conduct and performance in the KBO League. It is advised that the current strict restrictions
implemented by the KBO League on foreign players should be relaxed, up to the level of the Japan NPB
League regulation. This will help in the overall improvement and enhance the market efficiency of the KBO
League. Furthermore, it is projected that the performance of Korean players will be greatly improved.
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Table 1. Restrictions on Foreign Players

Types of USA Japan Taiwan Korea
Restrictions MLB NPB CPBL KBO
Number of No Limit | No Limit | No Limit 3

Players

40-Man 0 Limie 5 3 3

Roster
25-Man
Roster No Limit 4 2 3

(Lineups)

Farm Yes Yes No No

System

Rooki-e .| No Limit No Limit No Limit 1 million
Salary Limit Dollars
Total Salary No Limit No Limit No Limit 4 million

Cap Dollars
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Table 2. Definition of Variables

Variables Definition
SALARY Annual Salary
WAR Wins Above Replacement

Dummy Variable

FOREIGN
Foreign Players =1; Otherwise =0
Dummy Variable

DOMESTIC
Domestic FA Players= 1; Otherwise = 0

2oz 39 H4o] Fojoh AEHo] s AmE
W, SALARYE 98-S, WARE diAlAlsy] &7
TE Yehfs, FOREIGNS 9<%l A5 Yelhfis o
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2 Uehgon WARS 4 -2.18, Ao 8.76& A
Aol7h ZA vrebdet. A 24 AzolA 2=l Ada=

Table 5. Regressions of Salary on WAR
(OLS: Ordinary Least Squares)

ok 15.7%0111], q‘]“'—"{-?lFA/\\_% Q-]f 26%% f(]-Z]é]—jJ_ %E]' bl Pitchers Batters
Vari
ariables Domestic Foreign Domestic Foreign
Table 3. Descriptive Statistics 7.927 7.94m 6.56™ 6.71
5 P Constant | (1051 | (12020 | (10.95) (8.90)
. . ) Standard 2.33% 0.34* 2.55%* 0.50**
Variables Max Min Mean Deviation WAR 6.76) (1.8 10.88) 2.41)
SALARY 27 1 431 419 orumber of | 103 144 209 76
WAR 8.76 -2.18 1.66 1.98
FOREIGN 1 0 0.157 0.364 R-squared 0.312 0.023 0.364 0.073
DOMESTIC 1 0 0.260 0.439 w5 (0.01, ** p €0.05, * p <0.1.
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Table 4. Comparison of Average Salary-Performance
Between Domestic FA Players and Foreign
Players (Averages)

Salary-Performance Domestic FA Foreign Players
Salary
(100 Million Won) 5.69 6.68
WAR 142 3.28
Salary/WAR
(100 Million Won) 4.01 2.04
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Figures in () are t-values.

Table 6. Comparison of Salary-Performance Between
Domestic FA Players and Foreign Players

(OLS)
Pitchers Batters
Variables
Domestic Foreign Domestic Foreign

Value of

1 WAR i

(100 Million | #33 0.34 255 0.50
Won)
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SALARY, = B, + B, WAR; +e,
where SALARY denotes

denotes wins above replacement.
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SALARYit = 0 + B1FOREIGN+B2DOMESTIC
+ B3WARit + B4FOREIGN x WARit
+ BA5DOMESTIC x WARit
+ Error Term @)
where SALARY denotes player's annual salary,
WAR denotes wins above replacement, FOREIGN
and DOMESTIC denote foreign and domestic

player dummy variables, respectively.
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Table 7. Regressions of Salary (Panel Data Model)

Panel Data Model
. Correlated
Variables Pooled OLS Random Effects Random Effects
Model

Model

Constant 1.68** 2,39 1.87"*

onstan (10.18) (11.96) (10.07)

FOREICN (10.75) (10.76) (8.69)

2,420 1.58%** 1.68%*

DOMESTIC (8.03) (5.91) (7.03)

0.55%* 0.13* 0.17%

WAR (7.12) (1.80) 2.98)

FOREIGN -0.24* -0.08 0.22

XWAR (-1.73) (-0.63) (1.41)

DOMESTIC 0.96*** 0.67*** 2.01%

x WAR (7.38) (6.26) (10.08)

R-squared 0.4664
W55 ¢0.01, ** p <0.05, * p <0.1.

Figures in () are t-values.
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