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Chapter 3

The Labor Market 

for College Athletes 

Athletes should be able to pursue a professional career in football or basketball without having to pretend they are also students.”

– Andrew Zimbalist, sports economist

My concern is a giant chunk of a fairly large culture is drunk with a risky obsession of one pursuit. See, the ripple effect is a killer when the rock skips through the wrong pond. The local newspaper and [ESPN’s] SportsCenter can’t chronicle all the dudes who bail on everything else, including reading and writing, by the age of 16 because their mammas and their cousins, most of whom have their hands out, tell them they can make the NBA. It’s worse than playing the lottery. 

– Michael Wilbon, sports columnist

… nearly a third of present and former professional football players … said they had accepted illicit payments while in college, and more than half said they saw nothing wrong with the practice. 

– The Knight Foundation

3.1  Introduction

In Chapters 1 and 2 you learned that the NCAA provides public goods to its members. Its initial purpose was to deal with the problem of violence in football, something that each school was unwilling to do on its own. Each school had an incentive to free ride on other schools that adopted less violent tactics, since playing a more violent style than your opponent increased the chance of winning. It took a third party to impose new rules on all the schools, and all schools benefited from renewed fan interest. The NCAA later adopted limits on payments to athletes and was granted the authority by its members to enforce those rules. While we acknowledge that the NCAA benefits its members, we also know that the NCAA is a cartel and that cartels cause economic harm to society as a whole. Now we come to a crossroads; if the NCAA produces both benefits and costs, what is the net result? Do the benefits outweigh the costs, or is it the opposite? To help you decide for yourself we need to delve deeper into the kind of harm the NCAA creates, not only for consumers of college athletics but for the athletes themselves.

In this chapter and the next we will focus on two ways that the NCAA cartel harms college athletes. First, in some sports — notably football and men’s basketball — the revenue the athletes generate for colleges and universities are significantly greater than any compensation they receive. College sports is unlike other industries because its primary labor inputs — the athletes — are not paid a salary. Second, the education provided to them can be of poor quality and many college athletes never graduate. In some circumstances this is because the student–athlete is not prepared for the rigors of an undergraduate education. But often these students fail in their pursuit of an undergraduate education because the athletic department considers the student’s athletic performance to be the first priority, with academics a distant second. For many students, the combination of these two factors creates a situation in which they earn little in the way of compensation for their athletic performance, never graduate, and are not talented enough to play professional sports. What future is in store for them?

We begin this chapter by studying different types of labor markets in order to understand how the NCAA and its member institutions are able to take economic advantage of student-athletes. We compare four possible labor markets: a competitive market with many buyers and sellers, a market with a single seller, a market with a single buyer, and a market with one buyer and one seller. We provide real-world examples of each type of labor market and see which one best describes the market for college athletes. In the next chapter we consider ways in which student-athletes are short-changed in terms of their education as opposed to salary.
3.2  Labor Markets

A competitive labor market consists of many buyers and sellers. Potential buyers are the employers and sellers potential employees. How much employers are willing to pay, and how much employees want to be paid, determines the prevailing wage or salary as well as the number of people employed. Because there are many college athletes and many colleges and universities, our first impression of the college sports labor market is that it is competitive (see Figure 3.1). Every year, thousands of high school seniors and junior college students offer their athletic skills to a university in return for some financial assistance (tuition, room and board, books) and the promise of an education. Naturally, each athlete prefers more compensation to less. The universities, acting as buyers, want to attract the best athletes possible. Since there are many schools, each competes against the others and the compensation offered to the best athletes will be higher than that for the lower-quality players. Because there are many schools, a high school or junior college athlete — let’s call her Jennifer — will often be recruited by several schools and she must decide which school — USC or Notre Dame, for example — offers her the greatest reward for her services. If Jennifer is already playing collegiate sports at USC she may decide to remain there or transfer to an institution like Notre Dame if it offers her a better deal.

Figure 3.1  A Competitive Labor Market for College Athletes
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Adapted from illustration by Daniel Rascher.

Unfortunately, our first impression is incorrect. Even though there are many schools competing for athletes, there is an overall limit to the amount a student can receive, a full grant–in–aid (more commonly known as a “full ride” scholarship) that covers tuition, books, and a stipend for housing, meals and other living expenses. The NCAA limits the “maximum institutional financial aid” an athlete may receive during the academic year (Bylaw 15.01.7). This maximum amount differs from institution to institution and varies by sport. 

The NCAA’s  limitation on the amount of financial aid a student can receive is price fixing. Because colleges and universities cannot freely compete on the price they offer to prospective athletes, individuals like Jennifer must take into consideration other factors; for example, the reputation of the school’s athletic program, the quality of the athletics facilities, the academic reputation of the school, the variety of majors the school offers, how far away the school is from her home town, the quantity and quality of the amenities offered in the college community, and climate.

If USC offers, or Jennifer accepts, any monetary or non–monetary compensation above and beyond the approved scholarship amount, the university and she are in violation of NCAA rules and may be punished (Bylaw 15.1 states, “A student–athlete shall not be eligible to participate in intercollegiate athletics if he or she receives financial aid that exceeds the value of a full grant in aid …”). Because NCAA regulations prohibit universities from competing on price, the labor market for athletes is much different than the market for, say, accountants (where there are no limits on how much they can be paid). An accountant who earns income above and beyond her primary job, is awarded a bonus, or works part–time at another job, will not be penalized. The accountant can golf with clients and associates, go to dinner with them, and accept gifts and discounts on goods and services from businesses she patronizes. A student-athlete can do virtually none of these things. Furthermore, if an accountant decides to quit her job at Microsoft to accept a position at Procter & Gamble, she is free to do so.
 But if Jennifer decides to transfer from USC to Notre Dame she will be penalized by losing a year of eligibility. But we are getting ahead of ourselves. Before we explore the environment surrounding student-athletes like Jennifer we need to establish an appropriate basis of comparison as our starting point: a competitive labor market in which employers are free to bid for employees and employees are not restricted from offering their services to the highest bidder.

Fast fact. On August 17, 2004 the NCAA ruled against Jeremy Bloom’s request that he be allowed to accept endorsement money. Bloom, a wide receiver on the University of Colorado’s football team, is a world champion freestyle skier who competed in the 2006 Winter Olympics in Turin, Italy. While Bloom receives some financial support from the U.S. Ski Team, he claimed that it was not sufficient to allow him to train adequately. Bloom accepted endorsement money from the apparel company Under Armour and from Bollé Sunglasses to support his skiing, a sport in which he does not compete at Colorado. The NCAA nevertheless argued that in accepting such endorsements Bloom was no longer eligible to play football for the Buffaloes. Bloom was selected by the Philadelphia Eagles in the fifth round of the 2006 NFL draft.

3.2.1  A competitive labor market 

As previously indicated, one attribute of a competitive labor market is the presence of many buyers and sellers. A good example of such a market is the market for restaurant chefs; in most cities there are quite a few restaurants as well as numerous trained chefs. Each restaurant (acting as a buyer) will hire a chef only if the value of what the chef produces — once all other input costs are taken into consideration — is greater than the cost of hiring the chef (the wage or salary). For example, Chef Suzy can make $800 of cheesecakes and other desserts each week for the Cheesecake Factory, and the cost of the ingredients is $300. Her employer should be willing to pay her up to $500 in wages per week. The restaurant would prefer to pay her less of course, but it must take into consideration the fact that other restaurants are competing for Suzy’s services. If the Olive Garden offers Suzy a higher wage than she receives at the Cheesecake Factory, she will switch jobs. Similarly, while Suzy prefers to earn the highest possible wage, she realizes there are many other chefs in the market. If she demands a wage of $1000 from restaurants she may find herself unemployed if other chefs are willing to work for a lower wage. 

The process just described can be illustrated using the concepts of demand and supply. Figure 3.2 shows the demand and supply for chefs.
 The price for chefs (the wage or salary) is measured on the vertical (Y) axis with the quantity of chefs measured on the horizontal (X) axis. The demand line represents the value of chefs to their potential employers, the restaurants. This value, or willingness to pay, is based on the expected monetary benefit to the restaurant from hiring a chef — what economists refer to as marginal revenue product (MRP). If the desserts that Suzy can produce each week would sell for $500 more than the cost of the ingredients, that amount represents her MRP to the Cheesecake Factory. 

It should not surprise you that the demand line for chefs is downward sloping. What happens if the price for chefs, the wage, falls from $500 to $300? Intuition suggests that quantity demanded will increase as price falls (in Figure 3.2a, from 5,000 to 7,000). If the price of gasoline or bananas falls, people will choose to buy more gas or more bananas. Labor is no different; if the wage for chefs falls, restaurants will hire more chefs (there is an increase in quantity demanded). As indicated in the preceding paragraphs, MRP determines the maximum amount a restaurant will be willing to pay an employee; because of this, the demand line for labor can be interpreted as representing the MRP of each chef hired. 

Figure 3.2  Labor Demand and Supply Curves
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Since we know the demand line has a negative slope, as more chefs are hired (as quantity demanded increases) MRP decreases. For reasons of diminishing marginal productivity not every chef hired is equally productive. The first chef hired might be able to produce $500 worth of desserts each week while the second is only able to produce $400, and the third $300 Why is second chef less productive? Suzy is already making the favorite desserts, so new chef will have to make something less popular and profitable. Suzy is already using the ovens, so new chef will get less cooking time. The demand line not only shows us the MRP for each of the chefs in the market but it tell us that MRP differs from chef to chef.

Now let us turn to the supply side of the labor market. We know that there are many people who are willing and able to work as chefs. But we also know that not every person is identical (we have different opportunity costs); some people are willing to work for lower wages while others require higher wages to induce them to provide their services. For example, Suzy and Pierre might both be trained chefs but Suzy might have other more highly valued alternative uses of her time than Pierre does; as a result, it will take a higher wage to induce Suzy to work as a chef than Pierre. In the context of labor supply we refer to a person’s opportunity cost as their reservation wage, the minimum amount someone must be paid to get them to work. People with a higher opportunity cost will have a higher reservation wage, and people with lower costs will have a lower reservation wage. In our example, Pierre may be willing to work for $300 per week while Suzy will only work if she gets $500. 

Suppose there are ten chefs offering their services. Chef #1’s reservation wage is $100, Chef #2’s is $200, Pierre’s is $300, Chef #4 is $400, Suzy is $500 … Chef #10, $1,000. Let’s graph this information from the lowest reservation wage to the highest. Figure 3.2b shows the result — an upward sloping supply line for chefs. What else does the supply line tell us? In order to convince more chefs to provide their labor services the market wage must increase. From now on, we will refer to this cost of attracting additional chefs away from their next most highly valued job as the marginal cost (MC).

The interaction between many buyers and sellers (demand and supply) determines the prevailing (equilibrium) wage and quantity of chefs hired. Our hypothetical example in Figure 3.3a shows that the equilibrium wage (w*) for chefs is $500 per week and the equilibrium quantity is 5,000 chefs employed (Q*). Since we interpret the demand line as MRP and the supply line as MC, at the point of their intersection (Point A) MRP and MC are equal. Point A is where the additional revenue generated by one more chef is equal to the additional cost required to induce the chef work. No more chefs will be hired; if one more chef than Q* was hired, the cost of hiring that person would exceed that person’s contribution in terms of meals produced. Why would restaurants hire a person for a wage of w* when the value of that chef’s output is less than w*? If the number of chefs hired is less than Q*, it makes sense to add chefs as long as the additional benefit is greater than the added cost.

Figure 3.3  Equilibrium in a Competitive Labor Market and MCL for an Individual Employer
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Because there are many restaurants and many chefs, each restaurant may hire as many chefs as it wants at the prevailing equilibrium wage without causing the wage to rise. This is because each restaurant is such a small part of the market; if an individual Olive Garden decides to add chefs it can do so without creating a bidding frenzy among all its competitors. In the language of economics we say that the supply of labor to each restaurant is perfectly elastic at the equilibrium wage. Figure 3.3b shows this situation in which each individual restaurant is a price taker, meaning it has no influence over the equilibrium wage. Note that the scale used on the Q axis is different for the typical restaurant (0 to 10 chefs) than for the entire market (0 to 10,000). If we used the same scale, you would need a strong magnifier to see the graph for an individual restaurant.

As you may remember from introductory economics, the equilibrium price or quantity (or both) will change if the market demand or supply lines (or both) shift to the left (decrease) or to the right (increase). Table 3.1 summarizes how the equilibrium price and quantity change when there are shifts in demand and/or supply.

Table 3.1  Change in Equilibrium from Shifts in Supply and/or Demand

	Shifts
	Change in Equilibrium

	Demand
	Supply
	Price
	Quantity

	Increase
	—
	Increase
	Increase

	Decrease
	—
	Decrease
	Decrease

	—
	Increase
	Decrease
	Increase

	—
	Decrease
	Increase
	Decrease

	Increase
	Increase
	Uncertain
	Increase

	Decrease
	Decrease
	Uncertain
	Decrease

	Increase
	Decrease
	Increase
	Uncertain

	Decrease
	Increase
	Decrease
	Uncertain


Suppose you saw me buying a Big Gulp at a 7-11 store for $1.49 - what could you conclude? After some careful thought you would probably reach two obvious conclusions: I was willing to pay at least $1.49 for my drink and the store was willing to sell me a drink for $1.49. In other words, the drink I purchased must have been worth at least $1.49 for me. Otherwise, why did I buy it? Similarly, the cost to 7-11 of selling the drink must have been less than $1.49 or else they would not have sold it to me. Both 7-11 and I benefited from the transaction.

How can we describe the overall benefits to buyers and sellers in the labor market for chefs? What is the gain to chefs from selling their services to restaurants? What is the gain to restaurants from hiring chefs? The gain to restaurants is the difference between the amount they would be willing to pay chefs (MRP) and the amount they actually pay (w*). If a restaurant was willing to pay Suzy $700 per week but she is paid the prevailing market wage of $500, the restaurant gets a gain of $200 per week when it employs Suzy. This difference is called consumer surplus (recall that it is the restaurants who are the consumers of labor). Similarly, if Suzy was willing to work for $400 but is paid $500, she is better off by $100 every week she works. We call her gain producer surplus (because she is the producer of her own labor). Producer and consumer surplus are extremely important economic concepts; if neither sellers nor buyers benefited from trading with one another, if consumer and producer surplus did not exist, the motivation for trade among individuals would not exist. 

Consumer and producer surplus are represented in Figure 3.4. Consumer surplus is the upper shaded triangle, area CAB; for every chef hired from 0 to Q*, the restaurants’ willingness to pay (MRP) exceeds the equilibrium wage, w*. Producer surplus is the lower shaded triangle, BAE, because every chef from 0 to Q* gets paid a wage, w*, which exceeds their reservation wage (MC). Calculating the total surplus for both groups is easy if you remember your high school geometry. In this example CS and PS both equal $1,250,000 (see if you can verify this). We refer to consumer and producer surplus added together (area CAE) as the total gains to trade in the marketplace. In our example the gains to trade equal $2,500,000. In a competitive market with no restrictions on price or quantity, gains to trade will be maximized.

Figure 3.4  Consumer and Producer Surplus in a Competitive Labor Market
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Fast fact. Something akin to a free market in college athletes existed prior to and following WWII. The best players attracted bids from schools and — like any supplier of a productive resource — they went where the wage was highest. These wage offers were made not on the basis of need or academic merit but solely on athletic skill. One example was the running back Buddy Young, who returned from the Navy to find that 25 different schools were competing for his services (he ended up at Illinois). Part of the reason for such vigorous competition was due to demographics. The number of colleges with football teams grew rapidly from 220 in 1945 to 650 in 1946 because of the influx of veterans returning from the war (Sperber, 1998, p. 169)!

3.2.2  A labor market with one seller
What happens if there is only a single seller, a monopolist supplier, in the labor market? Labor markets typically become monopolized when a labor union is formed. There are many labor markets in which unions exist; for example, teachers, airline pilots, actors and songwriters, firefighters, and steelworkers. Labor unions, like the United Steelworkers of America, exist to accomplish two broad objectives for their members: better working conditions and greater monetary compensation. Our discussion focuses on the second objective.

Imagine that you are the only manufacturer and seller of LeBron James Cleveland Cavalier replica basketball jerseys. What is the easiest way for you to make the most money possible producing these jerseys? Limit their availability, the supply. Suppose the demand line in Figure 3.2a is for basketball jerseys and not chefs. What happens if only a few jerseys are made available? As we know from elementary economics, greater scarcity of any good or service — whether it is chefs, jerseys, bananas, Super Bowl tickets, or gasoline — will result in higher prices. 

But what about the market for chefs? If you are the only chef in a city you can demand a very high wage from restaurants since there are no other chefs with whom you must compete. In most circumstances this is an unlikely scenario; chances are there are many chefs in any given city and the equilibrium wage will be close to w*. But what if you form a labor union with the other chefs and threaten to withhold all labor services unless restaurants increase wages? Restaurants may then have no choice but to hire chefs from the union at wages greater than w*. In order for your union to be successful it must restrict the supply of labor and ensure that restaurants do not hire a chef unless she belongs to the union. If your union is successful, the wage will rise above w* and the quantity of chefs supplied will fall below Q*. 

Figure 3.5  Monopoly Labor Market
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Let’s assume that the union is able to establish a new equilibrium at Point G, with a wage of w' and Q' chefs supplied (as shown in Figure 3.5). From this graph we see three obvious differences between a monopolized labor market and a competitive one: wages increase from w* ($500) to w' ($666.7), there is a reduction in chefs employed from Q* to Q' (from 5,000 to 3,333), and the gains to trade decrease. New producer surplus is area HGFE ($1,666,666.7) and new consumer surplus is CGH ($555,444.5). Note that the total gains to trade are smaller than they were in a competitive market. This reduction — which economists refer to as the deadweight loss — corresponds to area GAF ($277,888.9). The presence of a labor union means that restaurants are worse off than before, chefs who are still employed are better off, and those chefs who are no longer employed (1,667 chefs) are clearly worse off. To express this slightly differently, if you refer to Table 3.2 you see that while consumer surplus has fallen by $694,555.5 (from $1,250,000 to $555,444.5), producer surplus has only risen by $416,666.7 (from $1,250,000 to $1,666,666.7). This is the usual result of a monopoly, the amount the beneficiaries (in this case, the chefs who remain employed) gain is less than the amount lost by others (restaurants and unemployed chefs).

Table 3.2  Effect of Labor Market Structure on Consumers and Producers

	Labor Market

Structure
	Consumer Surplus (CS)
	Producer

Surplus (PS)
	Gains to Trade

(GTT = CS+PS)
	Deadweight Loss (DWL)

	Competitive
	$1,250,000
	$1,250,000
	$2,500,000
	$0

	Monopoly
	$555,444
	$1,666,667
	$2,222,111
	$277,889

	Monopsony
	$1,666,667
	$555,444
	$2,222,111
	$277,889

	Bilateral 

Monopoly
	$555,444 to $1,666,667
	$555,44 to $1,666,667
	$2,222,111
	$277,889


Fast fact. Some student-athletes at UCLA have formed a player’s union, the Collegiate Athletes Coalition. For more information about this organization and its activities visit their web site (www.cacnow.org).

3.2.3  A labor market with one buyer
A third type of labor market is when there is only one buyer. This is known as a monopsony. Examples include “company towns” in mining regions of the Ohio River Valley and the Australian outback where there is just one employer, or markets in which the government is the only buyer (e.g., for national defense). To understand how a monopsony operates, let’s assume all the restaurants join forces to pay chefs a wage lower than w*. 

The fact that the supply line of labor is upward sloping implies that if the monopsony decides to hire more chefs, it must increase wages. Because the restaurants are acting as a single buyer, there is an interesting cost implication, one best understood by referring to Table 3.3. Columns A & B describe the supply line by showing how many chefs offer their services depending on the wage. A higher wage results in an increase in quantity hired. Total labor cost is the product of the wage rate and the number of chefs supplied (this is listed in Column C). To determine the right number of chefs to hire, the important cost information for the monopsony is not total cost but the marginal (additional) cost of hiring chefs. This marginal cost of hiring labor, or MCL for short, is simply the difference in total costs when one more chef is hired (MCL information is listed in Column D). For example, when the restaurant monopsony employs a total of 100 chefs and then hires one more (the 101st), its total costs rise by $0.30 (from $30.00 to $30.30) —  $0.30 is the marginal cost to the restaurant monopsony of chef 101. To determine the most profitable number of chefs to hire, the monopsony compares the value of what the chefs produce to the cost of hiring chefs. The monopsony will hire chefs until the cost of the last chef hired is equal to MRP. The MRP data is provided in Column E of Table 3.3. 

Table 3.3  Revenue and Costs for a Monopsonist Employer

A
B
C
D
E
Qsupply
Wage
TC
MCL
MRP
999
$99.90
$99,800.10
$199.70
$900.10
1000
$100.00
$100,000.00
$199.90
$900.00
1001
$100.10
$100,200.10
$200.10
$899.90
1999
$199.90
$399,600.10
$399.70
$800.10
2000
$200.00
$400,000.00
$399.90
$800.00
2001
$200.10
$400,400.10
$400.10
$799.90
2999
$299.90
$899,400.10
$599.70
$700.10
3000
$300.00
$900,000.00
$599.90
$700.00
3001
$300.10
$900,600.10
$600.10
$699.90
3333
$333.30
$1,110,888.90
$666.50
$666.70
3334
$333.40
$1,111,555.60
$666.70
$666.60
3335
$333.50
$1,112,222.50
$666.90
$666.50
3999
$399.90
$1,599,200.10
$799.70
$600.10
4000
$400.00
$1,600,000.00
$799.90
$600.00
4001
$400.10
$1,600,800.10
$800.10
$599.90
4999
$499.90
$2,499,000.10
$999.70
$500.10
5000
$500.00
$2,500,000.00
$999.90
$500.00
5001
$500.10
$2,501,000.10
$1,000.10
$499.90
The monopsony outcome is depicted in Figure 3.6. To make it easier to compare the monopsony outcome to the competitive labor market and the labor union examples, we assume MRP and the supply lines are unchanged. New information, the marginal cost of labor (MCL), is included and we will assume that the MCL line intersects the MRP line at Point G. The monopsony will hire 3,333 chefs because that is where MRP=MCL. Note that while MRP equals $666.7, the wage paid (Column B) to chefs will only be $333.3. Compared to the competitive labor market outcome, 1,667 fewer chefs are hired and the wage is lower. This result bears repeating. While the MRP for the last chef hired equals $666.7, the monopsony is only required to pay the wage based on the supply line (the reservation wage). This difference ($666.7-333.3), called monopsonistic rent, benefits restaurants at the expense of chefs. Put yourself in the shoes of Chef Suzy when the restaurants have formed a monopsony. She will find herself in one of two situations: either she loses her job (she is one of the 1,667 unemployed chefs) or she is employed at a wage of $333.3 per week, $166.7 less than what she received when the labor market was competitive. Does either possibility seem fair to you? 

Figure 3.6  Monopsony Labor Market
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Using consumer and producer surplus, we can see how the restaurant monopsony benefits to the detriment of chefs like Suzy. Consumer surplus is area CGFJ ($1,666,666.7), producer surplus is JFE ($555,444.5), and deadweight loss is GAF ($277,888.9). Unlike the monopoly outcome, restaurants are now better off at a cost to chefs (there is still a reduction in gains to trade). Again, to express this in a slightly different manner, if you refer to Table 3.2 you see that while consumer surplus has increased by $416,666.7 (from $1,250,000 to ($1,666,666.7), producer surplus has fallen by $694,555.5 (from $1,250,000 to $555,444.5). The amount the beneficiaries (in this case, the restaurants) gain is less than the amount lost by others (the chefs).

Take a moment to review Table 3.2, which lists consumer and producer surplus, the gains to trade, and deadweight loss for each of the three labor market models we just covered. Does it make sense who benefits and who does not when the labor market is not competitive?

3.2.4  A labor market with one buyer and one seller
The final type of labor market is called a bilateral monopoly and it consists of a single buyer and a single seller. Professional sports leagues like the National Football League are good examples of bilateral monopolies. The team owners act like a monopsonist while the players’ union (the NFL Players Association) functions as a monopolist. A similar situation would exist if college athletes formed a union to negotiate with the NCAA (see Figure 3.7). 

Figure 3.7  A Bilateral Monopoly Labor Market for College Athletes
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Adapted from illustration by Daniel Rascher.

If there is a bilateral monopoly in the market for chefs, the number of chefs employed will be lower than in a competitive market because that is in the individual best interests of both the monopsonist and the monopolist. Referring to our example in Figure 3.8, we observe the optimal quantity for both the monopolist and the monopsonist is 3,333 chefs, so this will be the level of employment.
 However, we cannot predict what the prevailing wage rate and quantity hired will be. The restaurants will try to drive wages down to $333.3 while the chefs’ union will bargain for a wage of $666.7. The actual wage rate established will be the result of negotiations between the monopsonist and the union. If one party is more powerful or a better negotiator, the wage will tend to be close to their preferred outcome. One interesting possibility is that the two groups agree to “split the difference” and set a wage of $500, which is the competitive wage rate (but not the competitive quantity, Q*)! Because there are many possible equilibrium wage rates in a bilateral monopoly, we cannot determine consumer and producer surplus until we know what wage and quantity were agreed to. However, we do know the total amount and that the deadweight loss of GAF ($278,222.2) will persist (Table 3.2).

Figure 3.8  Bilateral Monopoly Labor Market
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Now that we understand each of the four types of labor markets, let’s ask which market best represents intercollegiate sports? The market for college athletes resembles that of a monopsony (see Figure 3.9). Despite the fact that there are hundreds of colleges and universities competing with one another to attract athletes, the restrictions placed on them by the NCAA are designed to ensure that the institutions do not compete on price. Consequently, the economic contribution of a college athlete (her MRP) to a school is commonly well in excess of her compensation. This difference is captured by the NCAA and its member institutions in the form of a kind of profit called monopsonistic rent. Just imagine if you and your fellow restaurant owners were able to pay chefs a wage far below their economic value to you — imagine all the extra profits you would have! 

Figure 3.9  A Monopsony Labor Market for College Athletes
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Adapted from illustration by Daniel Rascher.

If Jennifer learns that USC values her soccer skills at $100,000 each year but is providing her with a scholarship worth only $25,000 per year, what are her options? She can remain at USC, transfer to another school like Notre Dame, or stop playing sports entirely. Because of NCAA rules, if she transfers to Notre Dame her scholarship will still remain capped well below her economic contribution (her MRP of $100,000). And, to make matters worse, her transfer will cost her a year of eligibility. Her remaining option — stop playing collegiate sports entirely — is the equivalent of becoming unemployed.

The question of the fairness of monopsonistic exploitation requires us to ask: from whose perspective? While we will continue to use Jennifer as one of our examples of a hypothetical student-athlete, we must clarify that the labor market monopsony model best describes the NCAA’s revenue-generating sports — primarily men’s basketball and football. While other student-athletes may potentially be exploited by the NCAA and its member institutions, at present it is basketball and football players who are the main victims.

Clearly, some athletes are beneficiaries of the NCAA cartel. We should recognize that scholarship athletes in low revenue sports such as men’s wrestling and women’s lacrosse are, in all likelihood, receiving compensation close to their MRP or above it. We doubt these athletes are the ones who have an incentive to complain about NCAA practices since they are being subsidized, in whole or in part, by the monopsonistic rents generated by basketball and football but captured and redistributed by the NCAA and the Athletic Departments of its member institutions.

By using the monopsony model, we are also able to explain other outcomes, like why there are limitations on roster size for different sports. As we just observed, in a monopsony the number of persons employed is lower than in a competitive labor market (Q < Q*). Absent the cartel powers of the NCAA, each college or university would both expand its team rosters and increase compensation. Not only would more students be athletes but they would be paid more as well.

3.3  Paying College Athletes

Some people argue that a comparison of chef Suzy to student-athlete Jennifer is misleading because Jennifer receives a benefit that Suzy does not — an education. Research suggests that a person earning an undergraduate degree will, on average, earn $108,000 to $496,000 more in lifetime earnings than a person without a degree (Weston, n.d.). Jennifer’s degree will make her better off in the long-run than a person without a degree. In addition, Jennifer may be able to leave college debt-free, unlike the hundreds of thousands of students who finish their undergraduate degree each year owing an average of $16,928 in loans (“Student debt,” 2002). Her athletic scholarship may also allow Jennifer to avoid having to work during the academic year; how many of her peers can afford to do the same? Finally, although the probability is low, her athletic scholarship may open the door to the Olympics and subsequent commercial endorsements, or a rewarding career playing professional sports.

Because the issue of paying athletes is controversial, we will approach this question from two perspectives, the positive and the normative. The positive question of whether athletes can be paid must be addressed before we consider the normative question of whether they should be paid. When we ask the question “can someone be paid” we need to have some idea of how much revenue they generate for their employer. Someone who has a low MRP is unlikely to be paid a high wage or salary while someone who generates a large MRP will earn greater compensation. 

What do we mean by the “economic contribution of a college athlete?” The revenue athletes generate for their schools comes from many sources, including television and radio broadcasting contracts, ticket sales, concessions, souvenirs, advertising, alumni and booster clubs contributions, revenues associated with post-season championship games, and possibly increased enrollments. A player such as Emeka Okafor, who played on the University of Connecticut’s NCAA DI championship team in 2004, helped UConn attract a share of revenues from television networks such as ESPN (which broadcasts regular season games) and from CBS (which holds exclusive rights to “March Madness”). Why did television viewers choose to watch Okafor and his UConn teammates play during the regular season and the championship tournament — was it the coach, the cheerleaders, the color of the uniforms, the antics of the mascot, or the skills of the UConn players that drew viewers’ interest? Whose contribution to the team’s success in 2004 was the greatest — the cheerleaders, the equipment manager, the assistant coaches, or the players?

Over the course of the season, Okafor’s skills, combined with those of his teammates, attracted an average of 13,549 fans to Gampel Pavillion for games during the 2003-04 season. Not only did these fans buy tickets but also concessions and souvenirs. Local merchants and businesses, as well as major corporations, bought advertising in programs, media guides, other team publications, and “signage” in the arena.
 In the final game of the tournament, UConn defeated Georgia Tech decisively in front of 44,468 spectators in San Antonio and approximately 12% of the nation’s television viewers.
 After the game, replicas of Okafor’s jersey went on sale at the UConn bookstore for $60. Husky fans could also buy items such as a championship hat for $19.99, a long-sleeved t-shirt for $26.99, or a DVD for $21.95. Finally, if the Flutie effect holds true (see Box 3.2), Okafor’s contribution to UConn’s budget may continue even after he leaves school.

Box 3.2  The Flutie Effect

The idea that athletic success and admissions are positively correlated is known as the Flutie effect. Doug Flutie gained national attention as the quarterback for Boston College in the mid-1980s when it won a huge last-minute upset against Miami on a nationally broadcast game. Admissions application soared at Boston College the next year and university presidents around the country started asking themselves if they could boost enrollments by plowing more resources into their sports program. We discuss the Flutie effect at greater length in Chapter 6.

How much revenue does a college athlete generate for her institution each year? In Chapter 2 we saw that one particular football player, Marshawn Lynch, contributed an estimated $800,000 in revenue to his school. Economists Robert Brown and Todd Jewell have calculated that a star player on the football team or men’s basketball team at a Division-I institution generates $406,914 and $1,194,469 respectively in MRP per season (Brown and Jewell, 2004). Their research also estimates that a star female basketball player generates $250,000 (Brown and Jewell, 2006). Of course, not every player is a star (in the Brown and Jewell studies a star is defined as a player who is drafted by the NFL or NBA). Nevertheless, it seems safe to say that in his three years as a Husky, Mr. Okafor generated revenues for his institution well in excess of his grant-in-aid.
 To add another example, Baird (2004, 221) mentions that in 2001 the average revenue created by the 100 players on the Ohio State football team was $203,000 per player.

Fast fact. During the four years Patrick Ewing attended Georgetown University (1981-1985), the Hoyas qualified for the NCAA basketball tournament three times and won the 1984 championship. Ewing’s MRP during this period was estimated at $12 million (Fleisher, Goff and Tollison, 1992, pp. 92-93).

Not every intercollegiate sport makes money. Recent information provided by the NCAA (Table 3.4) indicates that of the men’s sports in Division I-A, only basketball, football and ice hockey earn revenues in excess of expenses (Fulks, 2005, p. 37). Revenues for DII and DIII sports are substantially lower. As yet, no women’s sport is even close to being profitable. This means that payments to athletes based on their MRP would result in an inequality because it would depend on the skills of athlete and the popularity, and revenue-generating ability, of their sport. But do not forget that inequality is already present in collegiate sports; the value of an athlete’s grant-in-aid is not constant across sports and gender. Even though the star athletes get a full ride, a benchwarmer on the basketball team or a member of the swimming team might be ecstatic if they each receive a partial scholarship and eat meals at the training table. Furthermore, differences in wages and salaries are a part of everyday life; not every chef or accountant is equally productive, hence they do not earn the same pay. Should college athletes be any different?

Table 3.4: Program Revenues and Expenses by Sport in Division I-A in 2003 (amounts in thousands)


Men’s Programs
Women’s Programs


Number of
Number of

Sport
Revenues
Expenses
Programs
Revenues
Expenses
Programs
Baseball
$367
$760
102
N/A
N/A
N/A
Basketball
4,252
1,949
116
$506
$1,279
115
Fencing
39
133
8
50
165
10
Field Hockey
N/A
N/A
N/A
166
535
24
Football
12,969
7,046
115
N/A
N/A
N/A
Golf
102
251
107
80
263
94
Gymnastics
110
331
17
163
593
46
Ice Hockey
1.522
1,169
12
104
923
4
Lacrosse
270
664
14
176
545
18
Rifle
9
43
10
20
68
14
Rowing
264
472
9
206
682
39
Skiing
52
205
5
50
227
5
Soccer
130
454
57
156
531
111
Softball
N/A
N/A
N/A
151
545
93
Squash
20
80
1
0
0
0
Swimming
120
418
65
132
492
86
Synchronized
N/A
N/A
N/A
55
289
3
Swimming

Tennis
83
285
91
90
317
110
Track & Field/
121
496
108
157
623
114
X-Country

Volleyball
221
416
9
181
597
113
Water Polo
102
287
7
68
312
12
Wrestling
164
460
42
N/A
N/A
N/A
Source: Fulks (2005)
What conclusion, if any, should we draw at this point? Could all college athletes, regardless of gender and sport, be paid their MRP? Certainly. But many — the majority — of student-athletes would get nothing because their MRP is zero. In the cases of low revenue-earning sports like swimming, the value of an athlete’s grant-in-aid exceeds his or her MRP, and these athletes would be harmed by changing the system of compensation from one based on grants-in-aid to payment based on productivity. Before such a change is considered a host of questions must be addressed. Should college sports be financially self-supporting? Should higher revenue sports (men’s basketball and football) subsidize sports that generate little or no revenue?
 The answers depend on whether you and I believe intercollegiate athletics are an integral part of undergraduate education that should be operated without concern for profitability. The answers to these questions are difficult and will likely be much different for the high profile athletic programs in DI institutions and the less revenue-driven programs in DII and DIII. These questions notwithstanding, many DI schools — if they choose to do so — are in the position of being able to pay their football and basketball players a wage that is closer to their MRP. However, unless substantive reforms are enacted in intercollegiate sports, institutions will not share cartel profits — the monopsonistic rents — with their athletes.

As we will see in forthcoming chapters, the monopsonistic rents being captured by universities at the expense of student-athletes are spent in a variety of ways: on Athletic Department personnel salaries, recruiting, supplies, new construction of facilities and maintenance of existing facilities. Paying athletes will not decrease the size of the Athletic Department’s expenditures, it will only redistribute it.
 Instead of paying coaches million dollar salaries, entertaining potential recruits with steak and lobster dinners, and outfitting Athletic Department facilities with leather chairs and sofas, wood paneling, plasma televisions, and plush carpeting, athletes will earn something like a competitive wage for their athletic prowess. If an athlete like Jennifer is dissatisfied with her compensation from USC, she will be free to transfer to a school like Notre Dame that is willing to pay her something closer to her MRP. Again, compare Jennifer’s situation with that of an accountant or chef. If you were Chef Suzy would you prefer living in a world where restaurants freely compete for your services or one in which all the restaurants conspire to keep your wage as low as possible? 

3.4  Early Entry

Early entry is a situation in which a player still has remaining years of eligibility but chooses to opt out of collegiate sports in the hopes of establishing a professional career. Most of the “high profile” cases of early entry — like Carmelo Anthony leaving Syracuse in 2003 — occur in men’s basketball. More recently, an increasing number of football players have been leaving early as well, including the controversial Ohio State running back Maurice Clarett whom we discuss below.
 Current NCAA regulations allow a basketball player to leave if more than one year has elapsed since the player completed high school (in football the rule is three years). 

Critics of early entry are correct when they point out that the odds of success are stacked against a player who chooses to leave college early. According to the NCAA, the probability of a high school student playing college basketball (across all NCAA divisions) is about 2.9% and around 5.8% for football. Playing college basketball or football results in a probability of 1.3% and 2.0% of making it to the NBA and NFL respectively. Overall, the probability of a high school student making it to the pros is 0.03% and 0.09% for basketball and football. The chances of a NCAA athlete playing at least one game professionally in basketball is 1.3%, in football 2.0%, and in baseball 10.5% (NCAA, n.d.).

The odds of making it to the pros also depends on the institution you attended. Players like Oakland Raider Randy Moss, who attended a DI school in West Virginia (Marshall University) may be overlooked by recruiters compared to players at better-known schools like Notre Dame and Florida State. Also, keep in mind that playing professionally is not the same thing as making it all the way to the NBA, NFL, or MLB. Many professional careers end in the minor leagues (and playing a single game at the pro level is far different from enjoying a long career). For most college athletes that turn pro (whether they leave early or not), a common scenario is: get drafted, get cut during training camp, game over (and the end of their dreams). For every success story, there are many washouts who cannot resume their collegiate athletics career (because of NCAA rules) and returning to university is not an option because of financial considerations. 

Fast fact. Randy Moss was originally recruited by Notre Dame but it rescinded his scholarship when he was convicted of battery as a result of a fight in high school. Moss transferred to Florida State but was kicked off the team for smoking marijuana while he was still on probation for battery. He served 30 days in jail before he transferred to Marshall.

The NCAA argues that limitations on leaving early are in the best interests of the student. The NCAA’s position is that restrictions on early entry are designed to protect student-athletes, especially those from disadvantaged households, from falling victim to unscrupulous agents, their own unrealistic expectations, or the greed of the player’s friends and family. The NCAA encourages players interested in a pro career to either finish their degree first, or complete enough coursework so that the degree can easily be finished later. That ensures that when their pro career ends they have a degree to fall back on or be very close to its completion.

You probably will not be surprised to know that economists view early entry a little differently than the critics and the NCAA. To begin with, while there is an opportunity cost of not completing an undergraduate degree, there is also the cost of finishing it. Remember that your opportunity cost is the highest valued alternative you give up when you engage in an action. Every hour you spend in college is an hour you cannot spend doing something else (working, watching television, sleeping, washing your dog). For many of us, if we were not pursuing an undergraduate education we would be working full time. Thus, every hour, week, or month spent at school represents lost earnings. But since we are young, dumb, and unskilled, it probably makes more sense to invest in our education now rather than working at a local restaurant because the future payoff to us, if we finish, will greatly exceed today’s earnings.

This economic perspective explains why Carmelo Anthony left Syracuse after his freshman year to play in the NBA. The opportunity cost to him of remaining at school was too great. Every additional year at Syracuse meant giving up a year’s salary in the NBA (his salary in 2003-04 was $3.2 million).
 At the time Anthony entered the draft he believed he was fully prepared for the rigors of NBA games — any additional time at Syracuse was unlikely to improve his skill level and draft selection. Also, if he chose to remain in college there was always a chance of injury that could jeopardize his professional career. The offer he anticipated getting was too lucrative to pass up (NBA contracts for first round draft picks are guaranteed, that is, they get paid even if injured or spend the season sitting on the bench). The sooner he enters the NBA the sooner he will become a free agent and be able to negotiate potentially even larger contracts. We have every confidence that, if he chooses to do so, Mr. Anthony should be able to afford to return to Syracuse and complete his degree once his professional career comes to an end (if not before; the “Big Aristotle,” Shaquille O’Neal, finished his LSU degree during off-seasons while he played for the Los Angeles Lakers).

Another question that an athlete must consider is whether to attend college at all. Why bother with classes, homework, exams, study hall, etc., when your objective is to turn pro? Current New York Knicks guard Stephon Marbury played only one season at Georgia Tech because, as he candidly observed, it was “just a way to position myself for the … draft” (Zimbalist, 1999, p. 39). It is becoming more common for players to bypass college entirely and enter the NBA draft right out of high school (notable examples are Kobe Bryant, LeBron James, and Sebastian Telfair). If the NCAA is concerned about players leaving college early perhaps it should consider allowing them to renew their collegiate career if they fail as professionals, or pay them a salary closer to their MRP so they can afford to return to school if they wash out of the NBA or NFL.

Fast fact. While Kobe Bryant and LeBron James are the highest profile players to have gone directly from high school to the NBA, they owe a big debt of gratitude to Spencer Haywood. In 1971 Haywood challenged the NBA’s restrictions on high school entry. This resulted in the legal case Haywood v. NBA. On 1 March 1971 the US Supreme Court ruled in Haywood’s favor and opened the door for later players like Kobe and LeBron (Brown, n.d.). 

We must consider the possibility that ADs, the institutions they work for, and the NCAA may not have the best interests of the student-athletes in mind when they attempt to restrict early entry. The case of Maurice Clarett, a talented tailback for the Ohio State Buckeyes, is instructive in this regard. As a freshman in 2002 Clarett ran for over 1200 yards and was a key contributor to the Buckeyes’ 14-0 record. OSU defeated arch-rival Michigan in the last game of the season to win the Big Ten Championship, and beat the University of Miami 31-24 in an exciting double overtime game at the 2003 Fiesta Bowl. As a result of its outstanding season, Ohio State was unanimously selected national champion by the Associated Press, ESPN and BCS polls. In 2003, allegations concerning the value of items reported by Clarett as stolen after a break-in of his automobile, compounded by allegations of improper payments, led OSU to suspend him for his sophomore season. Clarett and his attorneys, unsuccessful at gaining reinstatement, challenged the NCAA’s rules concerning early entry, and petitioned that Clarett be allowed to enter the April 2004 NFL draft. A United States District Court ruled in Clarett’s favor in February, 2004 but a higher court, the Circuit Court of Appeals, delayed the lawsuit. To ensure Clarett would be available for the April NFL draft, his attorneys filed an emergency appeal asking the U.S. Supreme Court to immediately consider the case. One day prior to the draft the Supreme Court rejected the request. Since Clarett retained an agent to help him prepare for the 2004 NFL draft, he lost all remaining years of eligibility and was in limbo until the 2005 NFL draft when he was picked by the Denver Broncos. The Broncos cut him later in the year. In early 2006, he was arrested for armed robbery in Columbus, Ohio. He was found guilty and is serving a seven and one half year sentence at a gated community in Toledo, Ohio.
Another player who requested early entry, the receiver Mike Williams of USC, was turned down by the NCAA. Williams was selected by the Detroit Lions in the 2005 draft and continues to play for the Lions today. Had the Supreme Court found in favor of Clarett and Williams an important precedent would have been established, a precedent that the NCAA (and the NFL) hoped to avoid at all costs.

3.5  Should Student-Athletes be Paid? 

We have established that it would be feasible to pay athletes a competitive wage. We have also concluded that NCAA limits on compensation increase the opportunity cost of remaining in college until graduation, leading to early entry to professional sports. Let us turn now to the question of whether student-athletes should be paid. We believe the answer to this question is unequivocally yes but we acknowledge that a movement away from the current NCAA-driven monopsonistic labor market to something more akin to a free market would profoundly change the landscape of collegiate sports. Instead of discussing those implications now, we postpone them until the final chapter where we consider the issue of reform. Until then, our reasoning is summarized in Box 3.3.

Box 3.3: What are the pros and cons of paying college athletes?

The Pros:

•
The reduction of economic exploitation. Players’ compensation will approach MRP.

•
Greater compensation to players will put them in a more advantageous economic position if they do not graduate.

•
Allowing universities to freely compete for athletes based on a wage will reduce the incentive to cheat.

•
The reduction of cheating will reduce the administrative costs of recruiting, reduce the arms race in athletics facilities, and monitoring and enforcement by the NCAA

•
Paying athletes will result in a significant restructuring in college sports (we discuss this in greater detail in Chapter 9). Some universities will be unable to use sports as a means to attract students.

•
Colleges and universities will be more likely to pursue working relationships with professional sports leagues (e.g., the NFL and NBA) in which the leagues bear some of the player development costs.

•
Discourages early entry.

The Cons:

•
Paying athletes will lead to a decreased interest in college sports. Attendance at sporting events and television viewing will erode.

•
Decreased interest in college sports may lead to declining enrollments and financial difficulties by some colleges and universities.

•
Great inequities in compensation will occur (many athletes will get $0).

•
Paying athletes may require non-revenue producing sports to be eliminated.

•
Less emphasis will be placed on academics than before and graduation rates will decline further. 

•
Paying athletes will create an “us vs. them” environment on campus (students vs. athletes).

•
There may be increased involvement by professional sports leagues and corporations leading to increased commercialization of college sports.

As we saw in the prior chapters, college sports at the DI level is big business. As we discuss in more detail in Chapter 6, many athletics departments are multi-million dollar enterprises yet, as we know now, their primary producers — the athletes — receive very little of the revenue flow. Knowing that 90% of the NCAA’s revenue comes from television broadcasting contracts reminds us of a point we raised earlier, when you and I attend a college game, or watch one on television, we want to watch talented athletes playing to the best of their ability in an entertaining and competitive contest. Do you tune in to watch the announcers, the referees, the coach, or the band? Are you concerned with an athlete’s GPA, her major, her year in school, or whether she will graduate? Or do you simply want to be entertained by watching good athletes compete against each other. If so, why shouldn’t these people earn a competitive wage?

The athletes themselves are aware that the value of their scholarship pales in comparison to the revenue they generate for the institution. This often leads them to accept “illegal” payments to supplement their scholarship or to engage in academic dishonesty to maintain eligibility (we will elaborate on these academic issues in a moment). Paying athletes a competitive wage, something closer to their MRP, will reduce the incentive to cheat as well as eliminate the hypocrisy of the NCAA and its member institutions claiming that college sports is not about money while they keep millions and millions of dollars each year. To argue that no precedent exists for paying athletes ignores history. As you recall, prior to 1952 athletes could essentially sell their services to the highest bidder; and a quasi-free market in labor existed, just like the market for chefs or accountants or myriad other professions today. 

We recognize that if you counted all the student-athletes who are exploited by the NCAA out of the roughly 150,000 who participate in DI sports (or the 360,000 who play at any NCAA institution) the number is quite small. One might similarly argue that if Chef Suzy and her kitchen colleagues were only exploited by a monopsony in a few selected cities around the United States, then why should we worry, the problem seems trivial. If this were the case, Chef Suzy could move to a city in which the labor market for chefs was competitive. College athletes, in contrast, are trapped by the cartel, they have no other market in which to sell their services. Either you play by the NCAA’s rules or you do not play at all. Does the NCAA’s statement that “student-athletes should be protected from exploitation by professional and commercial enterprises” (NCAA Constitution, Article 2.9) seem hypocritical when it is the NCAA that is the exploiter? And, to make matters worse, the NCAA’s claim that its mission is to ensure that student-athletes receive a solid education is, as we will see in the next section of this chapter, open to dispute. It is not just the star athletes who are affected by the NCAA’s lack of concern for student’s academic performance — it is all of them.

3.6  Common NCAA Violations

Previous section focused on whether athletes should be paid, but even with NCAA rules against payments in excess of aid offered to other students, schools are under economic pressure to lure the best athletes with whatever means they can, including violating NCAA rules. In the previous chapter we discussed why NCAA rules violations are so common and why the NCAA has adopted a policy of selective and limited enforcement. Of the numerous NCAA infractions documented each year, the two most common are extra benefits — when a student-athlete receives something of value which is unavailable to other students — and academic impropriety. We defer discussion of academic violations until the next chapter. 

NCAA Bylaw 16.01.1 states that “[a] student-athlete shall not receive any extra benefit. The NCAA considers any payment of cash or in-kind transfer above and beyond the athletic scholarship to be an extra benefit and a rules violation unless that benefit is freely available to other students not participating in athletics (Bylaw 16.02.3). Many of the violations involving extra benefits are inadvertent and trivial. In official NCAA language, such a violation is considered minor and the punishment usually involves a slap on the hand. The offending student-athlete is typically required to pay an amount equivalent to the benefit and the athletic department must change or clarify its procedures so that similar offenses do not occur again. In Chapter 2 we referred to these kinds of contraventions of the rules as “ham sandwich violations.” The name comes from an actual case involving Nebraska quarterback Eric Crouch. In May 2000, Crouch accepted a plane ride from a friend and ate a ham sandwich during the trip. An anonymous tip led the NCAA to investigate and Crouch was required to pay $22.77 in restitution for his travel and meal, which he donated to charity (McClure, 2000; Steigman, 2000). As we mentioned in Chapter 2, these violations can be interpreted in two very different ways. Either they represent the NCAA’s attempt to play “bad cop” by cracking down on all violations, even those that appear trivial, or they are examples of the illusion of control — a propaganda effort by the NCAA to convince the public that it is vigilant when, in truth, even more serious violations are occurring regularly.

The often substantial gap between an athlete’s MRP and the value of her scholarship explains why universities and the student-athletes have an incentive to break the rules regarding improper benefits and why students-athletes often leave college to enter the professional draft in their sport. By offering talented players unauthorized payments or in-kind transfers, a university may be able to attract and retain better players, players whose contribution on the field will help the team win. And players, especially those from low-income households, may find it difficult to refuse such payments. 

In his book Unpaid Professionals, the economist Andrew Zimbalist (1999, pp. 17-18) described the life of Duke point guard Kenny Blakeney. Even though Blakeney was receiving a full grant-in-aid, and was probably in a more advantageous situation than his counterparts at other schools (see sidebar), he was hardly living a life of luxury. Zimbalist estimated that once rent, utilities, meals outside training table, and incidental expenses were deducted from his monthly scholarship, he was broke at the end of every month (like college students since time immemorial). Yet during Blakeney’s career at Duke the Blue Devils qualified for the NCAA tournament three times and won the championship twice, generating hundreds of thousands of dollars for Duke University and its Athletic Department.
 

Fast fact. In his book Keeping Score: The Economics of Big-Time Sports, Richard G. Sheehan (1996) calculated the implicit wage earned by basketball and football players at different US colleges and universities. The implicit wage was calculated by estimating the value of an athlete’s grant-in-aid divided by the number of hours the typical athlete spends practicing, playing, watching film, lifting weights, etc. He lists the schools with the highest and lowest implicit wages (the best and worse compensation). Graduation rates are included in parentheses. Note the positive correlation between implicit wages and graduation rates; does this result surprise you? If Sheehan’s approach is applied to the estimates of Brown and Jewell., a star football player generates approximately $400 per hour in revenue for his institution while a basketball player generates $1,100 per hour. 

The violations that led the NCAA to suspend the football program at were examples of major violations. In such cases it is highly likely that the participants were aware that they were breaking NCAA rules. The cause of these violations rests with incentives; schools have an incentive to offer extra benefits and student-athletes have an incentive to accept them. If you are the Athletic Director at USC trying to recruit an 18 year-old prep quarterback who has numerous offers from other schools, and who may play a key role in USC winning the PAC-10 and vying for the national championship, do you have an incentive to offer something “under the table?” Absolutely. If you were the quarterback, would you be able to resist enticements like a $1 per year lease on a sport utility vehicle, unlimited complimentary major brand shoes and apparel, or an envelope full of $100 bills? We doubt we would.

One of the most publicized major violations involving extra benefits occurred at the University of Michigan. The men’s basketball team, known as the “Fab Five” (Chris Webber, Juwan Howard, Jalen Rose, Jimmy King, and Ray Jackson) appeared in the NCAA basketball championship in 1992 and 1993, but lost both times, first to Duke and then to North Carolina. Webber accepted money — allegedly a total of $280,000 — from booster Ed Martin on numerous occasions during his time in Ann Arbor and then lied about it court in 2002 when Martin was under investigation for running an illegal gambling operation. In return for Webber’s cooperation in indicting Martin, the charges of perjury were dropped. However, Martin’s involvement with Webber, and several other Wolverines, resulted in the NCAA levying harsh punishments on Michigan, including forfeiture of 113 basketball victories and “erasing” all references to the 1992 and 1993 tournament appearances (Shepardson, 2003). While there is no doubt that Webber’s actions violated NCAA rules, sportswriter Mitch Albom’s book Fab Five contains a passage that may help explain Webber’s actions. Webber and a friend went to fast food restaurant for lunch. After placing his order at the counter, he realized he did not have enough money to pay for the meal so he reduced the size of his order. He commented to his friend “I can’t believe this **** man. I gotta put back food.” Then he pointed to an adjoining store where a replica of his basketball jersey was on display at a price of $75 and said, “how is that fair?” (Albom, 1993, 214-215).

Fast fact. A recent news article by Bachman (2006) indicates that several universities, including the University of Southern California, Oregon, and Kansas are auctioning “game-worn” player jerseys. While the sales are currently resulting in a few thousand dollars, it is another indication of the aggressiveness athletic departments are demonstrating in identifying revenue sources (a point we elaborate in Chapter 6). It also raises questions about whether such sales are further evidence of the economic exploitation of athletes. If an athlete were to sell his used game equipment he would be in violation of NCAA rules (see Jung, 2005).

3.7  Chapter Summary

What have you learned from reading this chapter? Our hope is that you discovered an entirely new perspective on the activities of the NCAA and its member institutions! This perspective is fairly new, developed over the past fifteen years as economists have explored the behavior of the NCAA cartel. We realize that you might not be entirely convinced by this perspective but our intent is not to tell you what to think — only to make you aware of a different way to interpret the actions of the NCAA. Whether you ultimately believe the NCAA is a beneficial or harmful institution — or a combination of both — is a conclusion you must reach on your own. If you are interested in exploring the economic perspective at greater length in the future, please refer to the readings listed in the References and Selected Bibliography below. Now we move on to Chapter 4 in which we explore the relationship between college athletics and academics.

3.8  Key Terms
	Bilateral monopoly
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Perfectly elastic

Price ceiling

Price control

Price fixing

Producer surplus

Public goods

Quantity demanded

Reservation wage

Supply

Willingness to pay


3.9  Review Questions
1.
In what two ways does the NCAA harm student-athletes? Can you describe three specific examples of each kind of harm?

2.
Why does the NCAA’s limit on compensation to a full rider grant-in-aid act like a price control?

3.
In a competitive labor market, how is the demand schedule determined?

4.
What is marginal revenue product?

5.
In a competitive labor market, how is the supply schedule determined?

6.
How is a union able to set the wage rate above the equilibrium wage?

7.
In a monopsony, how is the wage rate determined? Why is it less than MRP? 

8.
Why is the equilibrium wage indeterminate in a bilateral monopoly?

9.
Which labor market best describes college sports?

10.
The argument that student-athletes should not be paid because they are already compensated in the form of an education is based on what important assumption?

11.
What is early entry? Why are the rules about early entry different for basketball and football than other sports?

12.
Why is it that some observers of sports refer to elite high school and college athletes as “lottery tickets” for their friends and families?

3.10  Applied & Discussion Questions
1.
What is the purpose of collegiate sports in the United States (why do universities have inter-collegiate sports programs)?

2.
Contrast the four labor markets in terms of their respective outcomes.  In which market is the quantity of labor hired greatest? Smallest? Wage? Consumer Surplus? Producer surplus? Deadweight loss?

3.
(Appendix 3.1) Assume the labor market for accountants is competitive. The inverse demand function is P = 500 – Q and the inverse supply function is    P = 140 + Q. Solve for the equilibrium wage and quantity of accountants hired. Calculate the consumer surplus, producer surplus and gains to trade. Show on a graph.

4.
(Appendix 3.1) Now assume that accountants form a labor union and restrict the number of accountants available to work to 120. Assume the demand schedule is unchanged. Calculate the wage, consumer surplus, producer surplus, gains to trade, and deadweight loss. Illustrate with a graph.

5.
(Appendix 3.1) Suppose there was no labor union for accountants but there was only one firm hiring accountants. Can you determine the mathematical expression for the marginal cost of labor schedule?
 How many accountants will be hired and what wage will they receive? At the quantity hired by the monopolist, how much would the monopolist be willing to pay? Calculate consumer surplus, producer surplus, gains to trade, and deadweight loss. Use a graph.

6.
(Appendix 3.1) Assume the labor market for accountants is a bilateral monopoly, using the equations above, draw a graph of the labor market. How many accountants are hired? What is the highest wage possible? What is the lowest wage possible? What is the deadweight loss.
3.11  Assignments/Internet Questions
1.
Using a search engine like Google, type in “NCAA violations” and see how many results are reported. Now type “NCAA major infractions” and “NCAA minor infractions.”
2.
Use Google, or another search engine and the following web site (http://www2.ncaa.org/legislation_and_governance/compliance/

major_infractions.html) to identify a major infraction at a university of your choice. The answer the following questions:

a.
At which university did the violation occur? 

b.
When did the violation occur?

c.
What is the alleged violation?

d.
Who committed the violation (e.g., players, coaches)?  List the names of all parties involved, their sport, position, year in school, and remaining years of eligibility.

e.
Which NCAA bylaw(s) were violated? The Division I manual, which contains all bylaws, is available at www.ncaa.org under Legislation & Governance. 

f.
How were the violation(s) discovered?  Who reported them?

g.
What punishment(s) were imposed?

3.
Repeat question #2 for a minor infraction.
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Appendix 3.1  The Mathematics of the Labor Market

The mathematical formulas for the labor supply and demand functions used in this chapter are Q = 10 P and Q = 10,000 – 10 P, respectively. The supply function is based on the marginal cost of providing the labor (the workers’ opportunity cost of their time, or MC), while demand is based on labor productivity (marginal revenue product, or MRP).

Competitive labor market

The equilibrium in a competitive labor market occurs when the quantity supplied equals the quantity demanded. To find the equilibrium price, simply set the supply and demand functions equal to each other:

10 P = 10,000 – 10 P

20 P = 10,000

     P = 10,000/ 20 = 500

To find the equilibrium quantity, substitute 500 for P in either the supply or demand equation:

Q = 10 P = 10(500) = 5,000

Q = 10,000 – 10 P = 10,000 – 10(500) = 10,000 – 5,000 = 5,000

The competitive equilibrium is Q = 5,000 and P = $500.

Monopoly labor market

A labor union is an example of a monopoly. A monopoly maximizes its profits at the quantity where MR = MC. It will take a bit of work to find the MR and MC functions. Given the supply curve, which solves for quantity based on dollars, we can find the MC curve by inverting it, that is, finding dollars based on quantity. For the supply function Q = 10 P, the inverse function is P = Q/10. Because workers supply their labor until the price just equals their marginal cost, we know that MC = Q/10.

Deriving the MR function requires some calculus. The demand function must also be inverted to get the price as a function of the quantity. The price is then multiplied by the quantity to get total revenue (TR). The derivative of the TR function measures the change in revenue from an extra unit, or MR. If Q = 10,000 – 10 P, then P = 1,000 – Q/10. TR = P Q = (1,000 – Q/10) Q = 1,000 Q – Q2/10. The derivative of this function is TR' = MR = 1,000 – 2Q/10 = 1,000 – Q/5.

The next step is to set MR = MC and solve for Q:

1,000 – Q/5 = Q/10

1,000 = Q/10 + Q/5 = 3Q/10

Q = 10/3(1,000) = 10,000/3, which can be rounded to 3,333

To find the price, substitute the quantity chosen by the labor union into the employers’ demand function:

3,333 = 10,000 – 10 P

10 P = 6,667

P = 6,667/10 = 666.7

A monopoly results in Q = 3,333 and P = $666.7, which has a lower quantity and higher price than the competitive equilibrium. 

Monopsony labor market

A monopsonist employer maximizes its profits at the quantity where MCL = MRP. Again, it will take a bit of work to find these functions. Given the demand curve, which solves for quantity based on dollars, we can find the MRP curve by inverting it. For the demand function Q = 10,000 – 10 P, the inverse function is P = 1,000 – Q/10. Because firms hire workers until the marginal revenue product just equals the price paid, we can conclude that MRP = 1,000 – Q/10.

Finding the MCL curve will require the use of calculus again. The total cost of labor is the price per worker times the quantity of workers employed. Using the inverse supply function P = Q/10, we multiply P times Q. TC = P Q = (Q/10)Q = Q2/10. The derivative of this function is TC' = MC = 2Q/10 = Q/5.

The next step is to set MRP = MCL and solve for Q:

1,000 – Q/10 = Q/5

1,000 = 3Q/10

Q = 10,000/3, which can be rounded to 3,333

To find the price, substitute the quantity chosen by the employers into the workers’ supply function:

3,333 = 10 P

P = 3,333/10 = 333.3

A monopsony results in Q = 3,333 and P = $333.3, which has a lower quantity and lower price than the competitive equilibrium. 

Appendix 3.2  The Early Entry Decision

What factors influence a student-athlete’s decision to turn pro before her collegiate eligibility ends? To answer this question, let’s start with Appendix Figure 3.1. From an economic perspective, any student, athlete or not, will continue to acquire years of education as long as the additional benefits of education exceeds the marginal costs of getting an education. If the marginal costs exceed the marginal benefits, the student is making a mistake — why give up more than you get from it? Not surprisingly, the optimal number of years of education is when the marginal costs and marginal benefits are approximately equal (when MB=MC). Looking at App. Fig. 3.1a, it is easy to see where marginal cost and marginal benefit are equal (at x* years of education, where the cost and benefit of one more year of education both equal y*). Appendix Fig. 3.1b shows the areas of total benefit and total cost at x*. The net gain to society is the difference between the two, which appears as the triangular shaded area without the pattern of vertical lines.

Appendix Figure 3.1  Costs and Benefits of Education
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The marginal cost curve in Appendix Figure 3.1a is upward-sloping, which reflects the fact that the opportunity cost of a year of education is increasing. Each year you stay in college, the higher your annual salary would have been if you had been working instead, assuming that you would get regular raises as your value to an employer increases. The first year out of high school you might earn only $20,000, but after four years of work you might be earning $30,000.  

On the other hand, the marginal benefit of each year of education is decreasing. While your lifetime earnings do increase will more years of education, the earnings difference between someone with a high school degree (x = 12) and someone with an Associate of Arts (x = 14), or AA, degree is likely larger than the difference between a person with an AA and a Bachelor of Arts (x = 16), or BA, degree. Similarly, the difference between going from an AA to a BA is probably larger than going from a BA to an Masters degree (x = 18). Therefore, when we draw the marginal benefit line, we give it a downward slope.

Using Jennifer as our example, let’s say that x* equals 16 years of education. Her plan is to attend USC on a soccer scholarship and earn a bachelor’s degree in Economics. What might convince Jennifer to leave college before her senior year? One possibility is that during her sophomore year a women’s professional soccer league is established in the United States. This will shift her MC curve upward and to the left, causing x* to decrease. If she thinks she will earn $100,000 year playing soccer professionally, it make sense for to leave school early. Even if she only plays a couple of seasons she is better off (and she can then complete her education if she chooses to do so). 

Why might Jennifer choose to remain at USC and complete her degree even after a professional women’s league is established? The answer has to do with her perceived benefits. Suppose USC hires a new coach for the women’s’ team, Coach Millinder. Jennifer enjoys playing for the new coach and she thinks his coaching will help her and her teammates to qualify for the NCAA playoffs and possibly win the championship. The chance of winning the championship might be enough to convince Jennifer to stay at USC longer before she turns pro. Graphically, we demonstrate this situation by shifting her marginal benefit line up and to the right, causing x* to increase. If the shift in the MB curve equals the prior shift in MC, with x* will return to 16. What would happen if MB and MC shifted by different amounts? Go back to Table 3.1 and see if you can use it to predict the variety of outcomes that can occur in Jennifer’s cost-benefit decision-making.

Appendix 3.3  Early Entry as a Human Capital Investment Decision
In economist Gary Becker’s Human Capital (1964), he sets up a model for evaluating whether one should invest in their human capital — acquired skills and knowledge — by attending college. The same model can help us understand the early entry decision by college athletes.

In Becker’s model, the typical college-qualified student faces two choices — enter the workforce immediately and begin earning income, or attend college. Completion of a college degree provides one main benefit that is weighed against two costs. The benefit is higher earnings with a college degree than would be attainable with a high school diploma (almost twice as much). The costs come in two forms. Explicit costs are expenses for tuition, room and board, books, etc. that must be paid by the student (ignoring financial aid for the moment). Implicit costs are the forgone earnings — what the student could earn in a full-time job if not attending school full-time.  

How do the benefits and costs compare for a typical student? While the costs of attending college can be significant, they are generally only incurred for a short period (4-5 years). The excess earnings from having a college degree, however, can extend for many years. A person entering the workforce with a college degree at the age of 22 might well work until retirement around age 67. For most who choose to complete their college degree, those excess earnings far outweigh the costs of attending school.

Consider the example of Kara, who is 18 years old. If she enters the labor market now she will earn an average of $40,000 per year over 50 years. If she attends college instead, completing her degree in five years, she will face explicit costs of $10,000 per year (she gets some financial aid), implicit costs of $20,000 per year in forgone earnings (she wouldn’t start out of high school at $40,000/year), and earn an average of $60,000 per year over 45 years of work. If lifetime earnings are her only consideration, should Kara attend college or enter the workforce immediately? If Kara begins work immediately, her lifetime earnings will be $2 million ($40,000 per year x 50 years). If she attends college first, her lifetime earnings, less the cost of attending college, will be $2.55 million ($2.7 million in earnings less $150,000 in explicit and implicit costs).

One complication to this calculation is that $1 today is worth more than $1 in the future. You may already be familiar with the present value of future dollars from an economics or accounting course. We use this concept in Chapter 7, so feel free to skip ahead now if you want more information. If Kara places a high value on dollars today and a low value on future dollars, she is more likely to skip college to start earning $20,000 right away. 

How does the decision differ for the student-athlete with professional sports aspirations and abilities? On the cost side, we would expect the explicit costs to be much lower — high caliber student-athletes are likely to receive full-ride scholarships. Implicit costs, however, may be much higher. If the student-athlete has professional-level ability before completing their degree, the potential earnings they sacrifice may be substantial. Kobe Bryant and Lebron James, for example, would likely have forgone millions of dollars in salary and endorsement earnings had they chosen to attend college before entering the NBA. They may also be present-oriented due to pressure from family members, agents and others to start earning the big money right away.

On the revenue side, earnings in pro sports don’t depend on completion of a college degree, and it is unclear whether there is any premium gained by waiting to enter. In professional sports where there are rookie salary caps and salary scales based on years in the league, delaying entry can mean delaying access to the bigger payoffs that come from free agency (pro sports teams also have monopsonistic power over athletes, though not as much as at the college level). On the other hand, some who enter early find that they’re not quite ready for the pro game. If they are still fortunate enough to join a team, they may earn the minimum salary, sit at the end of the bench, and have their development into a top-caliber athlete delayed from a lack of playing time.

Let’s assume for the moment that there is an earnings boost from playing at the college level, even if they only attend for a couple of years. If the player has a full career they may last, say, 10 years in the league (a few last much longer, but the average careers are shorter for most if not all pro sports — less than five years), the earnings premium would have to be substantial to overcome the forgone earnings of delaying entry into the pros. As explained above, college is worth it for most of us because we have so many years to make up the costs of our education. For professional athletes, and some non-athletes like Bill Gates, the implicit cost of completing a college education is too high to make it worthwhile. For Kara, our hypothetical student, if she only had a few years to make up those costs (if for example she is 50 rather than 18 at the point of considering college), it might not be worth it.

Clearly not every athlete reaches professional-level ability at the same age or point in school. Some, like Kobe and Lebron, don’t need the experience of the college game to prepare them for the pros. Others are ready after two years, and some only reach professional caliber after four years of college ball.

The early entry decision (and any associated calculation) for athletes is complicated further by the risk of injury. For many of us in the workforce, especially professors, our biggest threat is an infected paper cut. While they are painful, they’re generally not career-ending. When an athlete is weighing their earning prospects, they also have to factor in the risk that an injury could end their playing career without notice. That risk prompts some to take the “sure thing” of that first professional contract.

Many decry the early entry of athletes and the education they are forgoing, but when viewed as a human capital investment decision, it is hard to find fault with the reasoning.

Fast fact. Matt Leinart, quarterback for the NFL’s Arizona Cardinals, played college football at USC and won the Heisman Trophy his junior year. Leinart had the option, and was encouraged by some, to enter the NFL draft early and exploit his potential earning power. Leinart opted to play his senior year at USC, and took out an insurance policy to protect himself financially against a career-ending injury. Leinart completed his senior season with USC, but although he was a high draft pick, the consensus is that he would have been drafted higher (and therefore had higher earning potential) had he left USC after his junior year.







� In some occupations, it is common for companies to require their employees to sign do-not-compete agreements. When an employee leaves the company, they are unable to work for a competitor for a proscribed period of time. The rationale is that the employee has acquired valuable inside information that the company does not want to be used against it. This rationale does not apply to college athletes.


� The mathematical equations for our hypothetical demand and supply schedules are included in Appendix 3.1.





� An identical quantity of labor for a monopolist and a monopsonist will not always occur. In this case, it happens because the slopes of the supply and demand curves are the same (but of opposite signs). However, both quantities will always be less than the competitive equilibrium quantity.


� Connecticut’s Athletic Department receives extensive financial support from the business community. A partial list of corporate sponsors on the UConn website (http://www.uconnhuskies.com/MainLinks/CorporateSponsors/corpsponsors.html) includes American Airlines, Coca-Cola, Dunkin’ Donuts, ING Bank, Outback Steakhouse, Pizza Hut, State Farm Insurance, and Cingular Wireless.





� The Nielsen rating was 11.0. One Nielsen point represents 1% of the nation’s households with televisions. The 2004 ratings were the lowest in five years, in part because the game was a lopsided victory for UConn (Martzke, 2004).





� For academic year 2003-04, Connecticut’s website (http://www.bursar.uconn.edu/�forms/Tuition_FeesFY04_Undergrad.html) listed estimated tuition, fees and room and board at $13,710 and $24,494 for in and out-of state students respectively. 





� Here’s a contrarian position on the desirability of using football and basketball to subsidize other sports, “the NCAA takes money from financially poor African-American athletes — Division I football and men's basketball players, who generate millions of dollars for the parent cartel and member institutions every year — and redistributes it to middle and upper-income white students (who have grants-in-aid to play on non-revenue sports teams, which are funded largely by football and basketball receipts and are overwhelmingly non-black in composition). From: Sanderson (2004).


� However, this raises an interesting question: does the introduction of payments to student-athletes shift the demand schedule for collegiate sports to the right or left (does the popularity of college sports among the population increase or decrease)?


� In 2004, 35 players entered the NFL draft early. Only two, Clarett and Williams had been in college less than three years.





� For a detailed presentation of the early entry decision see Appendix 3.2 and Appendix 3.3.





� He also reportedly signed a $90 million endorsement contract with Nike.


� College football programs like Ohio State’s function as minor league franchises for the NFL. Unlike Major League Baseball and the National Hockey League, the NFL makes no financial contribution to college athletics program. The same is true for the NBA. The NFL is free-riding, and has no interest in jeopardizing the status quo. The NFL Player’s Association is also against early entry because it increases competition for roster spots.





� Blakeney graduated from Duke in 1995 with a degree in history and is currently an assistant coach at the University of Delaware.


� Michigan was selling replica basketball jerseys for $75 and shorts for $75. The uniform frequently sold out. There were also Wolverine basketball trading cards which sold for $5.95 per pack. At least 30,000 packs were sold (Albom, 1993, p. 259). Albom also mentions that when Webber was being recruited someone telephoned his father to offer him several hundred thousand dollars if he could convince his son to enroll at Mississippi State (1993, Chapter 8).





� It is: MCL = 140 + 2Q.





� This section is based on a presentation by economist Craig Depken at the University of Texas–Arlington. Access via: http://www.uta.edu/depken/ugrad/sports/section6.pdf












1

