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Chapter 5

The Labor Market 

for College Coaches

 There is no question we are overpaid. 

– Lute Olsen, basketball coach at the University of Arizona

You don’t lose your job as a coach because you don’t meet educational objectives. You lose your job because you don’t win. 

– Floyd Keith, executive director of the Black Coaches Association

Fifty thousand people don’t come to watch an English class.

– Paul “Bear” Bryant, football coach at the University of Alabama

[T]he determination of a coach’s value to a school has fundamentally defied normal business analysis … the bottom line right now is that there is no real way to objectively look at [coach’s salaries and compensation].” 

– Rick Horrow, sports consultant

How much do you think MLB managers would be paid if every major league team was exempt from taxes, was supported by million-dollar operating subsidies from both a university and a state budget and the players’ salaries were constrained by law to be no higher that $40,000 annually … 

– Andrew Zimbalist, sports economist

5.1  Introduction
Why do some college coaches earn so much money? In this chapter we ask two related questions: why is the average salary is so high and why are some salaries much higher than others? You will learn how coaching compensation is determined and what the value of a coach is to a school. As you will soon see, the answer to the question is not so simple. This chapter will not make you an expert on compensation for college coaches, but it will give you some insight into the issue.

Two important and obvious influences are the market structure of the NCAA and coaching productivity (e.g., winning percentage). As you already know, the NCAA cartel generates significant monopsonistic and monopolistic rents. Some of these rents are captured by the coaches. Also, as in any sport, coaches who win more games usually earn more money than those who do not. But other factors must be considered as well, notably winner-take-all labor markets, risk aversion, the winner’s curse, ratcheting, and old boy networks. Let’s explore how all of these elements combine to determine a coach’s compensation. 

5.2  Trends in Compensation

In January 2004, the Louisiana State University Tigers defeated the Oklahoma Sooners in the Sugar Bowl to share a Bowl Championship Series (BCS) national championship with the University of Southern California. LSU’s head coach, Nick Saban, was earning $1.2 million annually but his contract specified that if LSU won a BCS championship he was to be paid $1 more than the highest paid college coach. Coincidentally, that coach was his Sugar Bowl adversary, Oklahoma coach Bob Stoops, who was earning $2.4 million. Shortly after the Sugar Bowl, Saban received a seven-year contract extension valued at $18.45 million. Despite the substantial pay increase, Saban left LSU to take the head coaching job with the NFL’s Miami Dolphins. Bob Stoops is still Oklahoma’s coach and his contract was renegotiated to include a $3 million bonus if he remains through the 2008 season (“Three million reasons,” 2005). His yearly compensation is now nearly $3.5 million.

Saban and Stoops are not the only college coaches who earn big salaries. Table 5.1 provides reported compensation information for DI-A football coaches earning more than $1.5 million in 2006, including their salary (base, deferred, housing allowance, etc.), other income (including shoe and apparel contracts, TV and radio shows, and camps), and the maximum possible bonus for meeting performance targets (conference championship, bowl appearances, coaching awards, academic and/or player conduct goals). These big compensation packages are not a recent development in college sports. In 1982, Texas A&M offered a salary of $375,000 (the equivalent of $760,738 in 2005) to Jackie Sherrill to be the Aggies’ football coach (Frank and Cook, 1995, p. 79). Table 5.2 lists the compensation for head basketball coaches at selected DI institutions. 

Table 5.1  Annual Compensation for Football Coaches at DI Institutions in 2006 (in thousands)

	Coach
	School
	Total

Income
	Salary
	Other

Income
	Max

bonus

	Bob Stoops
	Oklahoma
	$3,450
	$950
	$2,500
	$745

	Kirk Ferentz
	Iowa
	2,840
	2,840
	0
	1,000

	Pete Carroll
	USC
	2,782
	2,782
	0
	0

	Mack Brown
	Texas
	2,664
	1.084
	1,580
	325

	Tommy Tuberville
	Auburn
	2,231
	235
	1,996
	716

	Phillip Fulmer
	Tennessee
	2,050
	325
	1,725
	250

	Jim Tressel
	Ohio State
	2,013
	890
	1,123
	375

	Dennis Franchione
	Texas A&M
	2,012
	512
	1,508
	350

	Frank Beamer
	Virginia Tech
	2,008
	1,893
	115
	408

	Larry Coker
	Miami
	1,800
	N/A
	N/A
	N/A

	Al Groh
	Virginia
	1,785
	252
	1,533
	940

	Mike Shula
	Alabama
	1,767
	412
	1,355
	875

	Bobby Petrino
	Louisville
	1,743
	810
	941
	767

	Mark Richt
	Georgia
	1,713
	270
	1,443
	400

	Bobby Bowden
	Florida State
	1,692
	352
	1,340
	273

	Ralph Friedgen
	Maryland
	1,692
	253
	1,439
	550

	Bill Callahan
	Nebraska
	1,690
	1,690
	0
	114

	Mike Leach
	Texas Tech
	1,600
	300
	1,300
	375

	John Smith
	Michigan State
	1,546
	646
	900
	375

	Urban Meyer
	Florida
	1,525
	492
	1,033
	454

	Jeff Tedford
	California
	1,505
	167
	1,338
	350

	Mark Mangino
	Kansas
	1,501
	220
	1,228
	425


Note: Private institutions are not required to report financial information, including salaries. This is why coaches such as Joe Paterno at Penn State and Charlie Weis at Notre Dame do not appear in this table.

Source: Upton & Wieberg (2006) 

Table 5.2 Annual Compensation for Basketball Coaches at DI Institutions in 2006 (estimated, in thousands). Italics for women’s basketball coaches

Coach
School
Compensation


Mike Krzyzewski
Duke
$3,000

Tubby Smith 
Kentucky
1,900

Billy Donovan 
Florida
1,700

Tom Izzo
Michigan State
1,600

Jim Calhoun
Connecticut
1,520

Roy Williams
North Carolina
1,400

Rick Barnes
Texas
1,300

John Calipari
Memphis
1,200

Pat Summitt
Tennessee
1,125

Tom Crean
Marquette
1,100

Bruce Pearl 
Tennessee
1,100

Bill Self
Kansas
1,000

Kelvin Sampson
Oklahoma
1,000

Mark Gottfried
Alabama
1,000

Geno Auriemma
Connecticut
975

Sources: Various, including Adams (2006). 
Two clarifications before we proceed. Economists recognize that looking at a person’s wage or salary can be misleading if it excludes other valuable benefits like health and life insurance, retirement, and vacation pay. Throughout this chapter, unless otherwise noted, we will use the term compensation rather than salary because compensation includes not just salary but all benefits, including such perquisites as membership at a private golf club. 

Also, it is important to understand that most coaches receive income from more than one source. Typically, a coach receives a base salary from the university and supplementary income. Some of the additional income may come from the university but it is also supplied by outside sources, typically boosters and businesses. This supplementary income is often significantly larger than the base salary. For example, when Bob Stoops was paid $2.4 million annually, only $285,304 was paid by the university (including a base salary of $200,000). Purdue football coach Joe Tiller earns more than $1 million a year of which just $280,437 is paid by the university (his base salary of $218,000 was once characterized by Purdue’s athletic director as “irrelevant”).

In terms of supplementary income, it is common for coaches to receive media deals such as television and radio shows, opportunities for speaking engagements and motivational seminars, an expense account for entertainment, use of one or more vehicles, use of private aircraft, a clothing allowance, complementary tickets, a percentage of ticket revenues, summer camps (sports skills clinics for kids), performance bonus clauses (e.g., if the team qualifies for post-season championships), as well as discounts at clothing stores, restaurants, and other businesses near campus. The university may also provide the coach with a university-owned residence, assist in the financing of a house, or provide a housing allowance.
  

Many coaches sign exclusive commercial endorsement contracts with companies like Nike or Adidas or Reebok, from which they receive cash, stock, and apparel. University of Connecticut basketball coaches Jim Calhoun and Geno Auriemma earn base salaries of $1.5 million and $975,000 respectively, but also have endorsement deals worth an estimated $250,000-500,000 with Nike.
 Coach K reportedly earns $1.5 million from Nike, a sum that is about the same as his salary and benefits from Duke. We discuss these commercial ties in more detail in Chapters 6 and 7.

Finally, if a coach is fired he may get a golden parachute — a severance payment. Such payments are increasingly common. The University of Cincinnati paid $3 million to recently fired basketball coach Bob Huggins, and the University of Colorado paid a similar amount to Gary Barnett, who resigned in December 2005 from a scandal-ridden football program. University of Tennessee basketball coach Buzz Peterson got $1.4 million after his team failed to qualify for the 2005 NCAA men’s tournament and Pete Gillen picked up $2 million from the University of Virginia for the same reason. If the head football coaches at Auburn, Iowa, Texas, and West Virginia are fired their contracts specify that they will each receive payouts in the range of $2.7 to $3.5 million.

Table 5.3 shows average salaries for coaches in different DI sports; football and men’s basketball coaches are clearly at the top of the pyramid compared to their peers. As we indicated in Chapter 2, because our focus is on the so-called “revenue sports,” our main interest is the compensation received by individuals like Bob Stoops or Jim Calhoun, not the coaches of the “non-revenue” sports. Not every head coach is paid the big bucks of course. Also, in many sports there are several assistant coaches. Pay for these assistants varies widely across sports as well  (Table 5.4 shows average assistant coaching salaries in different DI-A sports). 

Table 5.3  Average Salaries for Head Coaches by Sport at Selected DI Institutions in 2003
Sport
Men’s Teams
Women’s Teams
Baseball
$67,500
N/A

Basketball
211,600
$118,300

Fencing
16,900
19,600

Field Hockey
N/A
47,300

Football
285,500
N/A

Golf
33,000
32,700

Gymnastics
64,800
61,500

Ice Hockey
119,100
59,000

Lacrosse
54,900
41,700

Rifle
8,400
10,900

Rowing
43,800
43,500

Skiing
27,500
26,400

Soccer
48,500
46,200

Softball
N/A
46,400

Squash
26,300
26,300

Swimming & Diving
37,100
37,700

Synchronized Swimming
N/A
37,600

Tennis
31,800
30,900

Track & Field
34,600
35,800

Volleyball
55,600
53,400

Water Polo
33,200
31,200

Wrestling
55,800
N/A

Others
24,800
23,900

Source: Bray (2004, p. 20)
Table 5.4  Average Salaries for Assistant Coaches by Sport at Selected DI Institutions in 2003
Sport
Men’s Teams
Women’s Teams
Baseball
$26,105
N/A

Basketball
51,900
$42,964

Fencing
6,857
7,231

Field Hockey
N/A
17,750

Football
62,267
N/A

Golf
12,091
13,300

Gymnastics
24,667
31,312

Ice Hockey
45,850
28,706

Lacrosse
20,647
16,188

Rifle
7,400
13,000

Rowing
17,294
19,737

Skiing
12,000
11,421

Soccer
15,438
19,625

Softball
N/A
20,625

Squash
14,700
14,700

Swimming & Diving
12,739
13,571

Synchronized Swimming
N/A
23,500

Tennis
13,000
11,636

Track & Field
14,208
14,708

Volleyball
24,467
25,800

Water Polo
17,272
14,182

Wrestling
24,351
N/A

Others
4,852
13,667

Average
$40,866
$23,492

Source: Bray (2004, p. 21)

It is common for a college coach to be the most highly paid employee on campus, earning more than the president, other administrators, and tenured full professors. For example, Bob Stoops’ last contract paid him about 25 times the amount earned by a full professor at Oklahoma. Phil Fulmer’s $2.5 million package at the University of Tennessee is estimated to exceed the total salaries for all faculty in the university’s History and English departments. The University of Georgia’s Mark Richt earns at least $2 million while the average professor there gets $92,000. Table 5.5 shows that of the ten highest paid employees at the University of Arkansas, six are involved in athletics.

Table 5.5  Salaries for Top 10 Employees at the University of Arkansas, 2005-2006



Salary + Other

Name 
Title
Compensation
Houston Nutt
Head Football Coach
$1,039,644

Stanley Heath III
Head Men’s Basketball Coach
752,343

Reggie Herring
Football Defensive Coordinator
300,000

Vijay Varadan
Distinguished Professor
287,000

David Van Horn 
Baseball Coach
285,000

Susanne Gardner 
Head Women’s Basketball Coach
278,000

Frank Broyles 
Athletic Director
276,280

John White, Jr. 
Chancellor
265,000

Dan Worrell 
Dean, Business
254,000

Ashok Saxena
Dean, Engineering
247,072

Source: Moritz (n.d.)
Again, these trends are not recent. In 1985 the University of Wyoming hired Dennis Erickson to coach the football team at a salary of $80,000, more than Wyoming’s governor, attorney general, and state Supreme Court justices (Sperber, 1990, pp. 175-176).

At many institutions coaches are considered to be members of the faculty or campus administrators. Why then should they be paid more than the highest paid faculty member or administrator? Is the coach more important than an award winning, and world-renowned chemistry professor? Is the coach worth more than the president of the university?

Assistant coaches at many DI institutions are also well compensated, especially if they are in the football or basketball program. For example, at Kansas in 2002, the nine assistant football coaches earned an average of about $104,000 a year, almost $20,000 more than the average full professor received (Mayer, 2002). Georgia pays its nine assistant football coaches an average of $138,271, a total of $1.25 million annually. And the assistants to Bob Stoops, Oklahoma’s three million dollar man, earn between $170,000 and $255,000.

5.2  Is a Coach a CEO?

A college coach’s compensation is closer to that of a coach in professional sports or a corporate CEO, not a university administrator or faculty member. When signing Saban to his new contract in 2004, the Chancellor of the LSU system, Mark Emmert, justified Saban’s new contract by comparing him to a CEO, “it’s no different than a corporation … it’s a business. You have to make tough calls sometimes.” Aside from this rather candid acknowledgement that college sports may be more about the revenues that come from a winning sports program than academics (a theme we revisit in the next chapter), is Chancellor Emmert right? Is a college coach the equivalent of a CEO? And if so, should he or she be paid like a CEO? 

Determining the basis for CEO compensation is a complex issue that has been subject to numerous studies by economists and others. The main contribution of this literature is to show which measures of firm performance have the most impact on CEO compensation. Common measures include costs, revenues, profit, market share and stock price. This research stresses incentive-compatibility, finding the right combination of rewards that will minimize the potential for moral hazard and maximize the probability that the actions of the CEO are in the best interest of the company’s stakeholders in the short and long run. Recent scandals involving executives from Enron, Tyco, and WorldCom remind us of the debate about whether it is necessary to pay CEOs millions in annual compensation to get them to perform and how to hold them accountable.
Coaching compensation is also the subject of considerable criticism; but unlike research on CEO pay, there are virtually no studies that answer the question “what determines how much coaches are paid?” Consequently, given the absence of empirical evidence, our approach in the remainder of the chapter will be theoretical rather than empirical. Our hunch is that this research vacuum will begin to be filled soon; as more interest in coaches’ salaries and benefits develops, sports economists and other researchers will address the issue and within a few years (perhaps before the next edition of this book) we will gain better understanding of each component that contributes to a coach’s overall compensation

Is the comparison between CEOs and college coaches appropriate? Perhaps not. CEOs are employed by for-profit corporations that are subject to a variety of federal rules and regulations. For example, their accounting is subject to the scrutiny of outside auditors and the Internal Revenue Service and they also issue stocks and bonds, and publish financial reports in accordance with the Securities and Exchange Commission’s requirements and Generally Accepted Accounting Principles (GAAP). If they engage in anti-competitive business practices — like colluding with other firms — they will be prosecuted under federal antitrust laws. The CEOs, and the firms they lead, must compete in labor markets to attract qualified and productive employees, and they must pay the firm’s employees a market-based wage or salary or risk losing them. The CEO and her firm face the discipline of the marketplace. If they are not responsive to consumer wants, are slow to adapt to changes in the market, or run the company inefficiently (e.g., by having excessive production costs), the firm may face bankruptcy, a takeover or merger, and the CEO may become unemployed. Even the largest corporations — like General Motors and United Airlines — are not immune from market forces.  

In contrast, college coaches are employed by non-profit educational institutions that do not pay taxes. Universities do not issue stock and have considerable discretion in how they choose to publish financial information. In particular, there are no generally accepted accounting practices that athletic departments must follow. A university, and its athletic department, can be prosecuted under federal antitrust law, but this rarely occurs. The government has investigated the NCAA in the past but the NCAA’s status as a not-for-profit educational organization tends to protect it from vigorous scrutiny by the feds. It is true that coaches must compete for athletic talent but remember that they do not pay student-athletes a market-based wage or salary. Since the athletes are not paid, the monopsonistic rents captured by athletic departments can be directed to other expenditures, notably facilities and salaries. As we discuss below, coaches are not immune from being fired and some universities face the discipline of the marketplace. However, public universities receive subsidies directly from state legislatures, and both public and private institutions benefit from the subsidies made available to students in the form of government loans and grants. In other words, unlike corporations, athletic departments frequently have soft budget constraints; this makes it more likely that they can exceed their budgets without being penalized. Finally, considerable compensation received by coaches, is not paid by the university directly but by boosters and businesses. 

A second reason why the comparison between CEOs and college coaches may not be appropriate is that while the revenues generated by a DI-A athletic department may be in the tens of millions, these revenues pale in comparison to the financial flows in the average corporation. Bob Marcum, the Athletic Director at the University of Massachusetts from 1993-2002, said “[f]or [a CEO to make] $250,000 in the business world, he’d have to generate $60 million to $70 million in sales” (Zimbalist, 1999, p. 74). According to NCAA financial information, in 2003 the average DI-A school earned about $13 million in football revenue and $4.2 million from basketball (Fulks, 2005, p. 32). Not only are these numbers well below the $60-70 million figure mentioned by Marcum, but most DI-A basketball and football coaches are paid substantially more than $250,000. The salaries paid to football coaches comprise a much greater percentage of revenues than do CEO salaries. In 2001, the salaries paid to 22 highest paid football coaches consumed approximately 5.6% of total football revenues (Witosky, 2002). This percentage will, of course vary from school to school. In 2006, Ohio State coach Jim Tressel’s earnings were about 4% of total football revenue. Mack Brown at Texas and Tommy Tuberville of Auburn earned around 5% while Kirk Ferentz of Iowa was just shy of 10%. 
5.3  What Determines a Coach’s Salary?

Imagine that you are the president of your university or the athletic director, and you are in the process of hiring a head basketball or football coach. What are your expectations for the coach? Do you want a coach with considerable experience, a high lifetime winning percentage, someone who has frequently qualified for post-season championships? Do you want a coach who will increase graduation rates, helps student-athletes increase their GPAs, and will cultivate good sportsmanship and good citizenship among his players? Do you want a coach who has an impeccable record as an ethical and moral person, who has no (or few) NCAA violations? Do you want a coach who will maximize attendance at home games, who who will generate increased undergraduate applications and admissions? Do you want a coach who is a good salesman, someone who can “sweet-talk” the alumni, the boosters, and the media? Or, perhaps, would you like all of the above? 

In the previous paragraph we asked a normative question: “what should coaches be paid to do?” Now let’s turn to a positive question: “what are coaches paid to do?” As we saw in Chapter 3, economists believe a main influence on salary is employee productivity. If Chef Suzy is more productive than Chef Pierre, and the labor market for chefs is competitive, she should earn a higher salary than he does. The same logic should apply to college coaches. If winning percentage is used as the indicator of productivity, coaches with a greater lifetime winning percentage should earn more. But what about other factors that may contribute to a winning record, such as strength of team schedule and recruiting? Should those factors be included? And what about the other considerations we mentioned like graduation rate, team GPA, television appearances or college applications – where do they fit in?

An economist would translate this series of questions into a mathematical representation: 

Yi = f(X1, X2, X3, … XN)
5.1
Equation 5.1 simply states that a coach’s salary (Y represents the dependent variable) is a function of (determined by) a set of independent/explanatory variables (the Xs). The variables on the right side of the equation‑the explanatory variables‑might include winning percentage, strength of schedule, team quality (e.g., how many players were high school All-Americans), number of games televised nationally, attendance, team grade point average, and any other factors believed to determine salary. The data should include recent data (like the winning percentage during the previous season) but also past data reflecting a coach’s lifetime experience. Once the data is collected, a statistical technique known as regression analysis can be used to determine which independent variables are most influential in determining coaches’ salaries.

If we were asked to explain the basis of compensation for coaches in professional sports like the NFL or NBA, our answer would be simple: winning. Professional coaches are paid to win. The easiest way to lose your job in the coaching profession is when your team has a losing record. Most of the coaches who were fired after the 2004 season had losing records and several lost their jobs after three to four years.

As noted previously, in college sports there are potentially many more determinants of a coach’s compensation besides winning. We suspect that at many schools in Division II and III these other factors play a crucial role in both job retention and compensation. In Divisions II and III, keeping their job may be what coaches value most highly, and things like graduation rates and good team sportsmanship may have greater influences than whether the team had a record of 5-7, or 7-5. After all, nowhere in the NCAA by-laws does it state that winning should be the primary consideration in university athletics!

In Division I, especially I-A, we assume that coaches are rewarded for winning and little else. How can we justify this assumption given that presently available empirical research on coaching compensation is few and far between (an exception is the research discussed in Box 5.1)? For the moment we must rely on anecdotes and theory. We assume that college coaches are paid, first and foremost, to win. Why? First, winning percentage is an unambiguous measurement because all sports are a zero-sum game. There is a winner, and there is a loser. Measurements of academic performance like GPA and graduation rates are, as we noted in the previous chapter, easily manipulated and subject to considerable interpretation. Winning percentage, on the other hand, is cut and dried.
 

Box 5.1  Managerial Efficiency and Coaching Turnover
One recent study of NCAA DI basketball coaches (Fizel and D’Itri, 2004) examined the extent to which the probability of coaching turnover (i.e., the likelihood a coach would be fired) is determined by winning percentage and managerial (coaching) efficiency. Managerial efficiency was defined by comparing a coach’s winning percentage to that of his peers holding team quality and strength of schedule constant. In other words, two coaches who have teams of the same caliber, and face comparable opponents, should have similar winning percentages. If they do not, the coach with the poorer record is considered to be less efficient. The results of the Fizel and D’Itri study are interesting because they suggest that winning percentage is a much stronger determinant of whether a coach will be retained or fired than his coaching efficiency. For example, suppose the basketball coach at Ball State had a team of average quality which faced many teams of above average quality over the course of a season. Because of the skill of the coach, Ball State posted a winning percentage of 0.600. During the same season the coach of Indiana led his squad to a record of 0.625, clearly a better record than that of Ball State. But suppose the Indiana team was much better than all of the opponents it faced in the course of the season — it was a team of above average quality that played teams of average quality. The coach at Indiana was not as efficient as the coach at Ball State, yet the study suggests the Ball State coach was more likely to be fired than the coach at Indiana.

Second, when you read about coaches who have recently been fired, the justification is almost always “not enough wins” rather than low graduation rates, player arrests by the police, NCAA infractions, or other issues. Here are a couple of recent examples. As head football coach at Nebraska, Frank Solich compiled a career winning percentage of 0.753 (58-19) from 1998-2003. In 2001 his team won the Big 12 championship and played for the national championship. His 2003 team featured 84 players with a 3.0 GPA or better, and won 9 of 12 games to earn a trip to the Alamo Bowl. After the 2003 season he was fired and his athletic director described his performance as “mediocre” (Price, 2004). Solich is now coaching at Ohio University.

Tyrone Willingham left the Stanford football program to become head coach at Notre Dame. In 2002, his first season, the Irish went 10-3 and played in the Gator Bowl. The subsequent two seasons were less successful and overall the Irish won 21 games and lost 15 under his leadership, a disappointing record for the Notre Dame faithful. While Willingham had more than his share of critics, others pointed out that three years was insufficient time to recruit athletes to rebuild the program to its earlier glory. He was well-liked by his players and praised by the Athletic Director Kevin White for the academic success of his players and for running a “clean” program. But that was not enough. White said, “[f]rom Sunday through Friday our football program has exceeded all expectations, in every way” (“AD cites,” 2004). However, “[w]e have not made the progress on the field that we need to make.” Willingham was fired in December 2004. 

Third, when you examine coaching contracts it is common to find a variety of performance-based incentive clauses included (e.g., if the team meets or exceeds a specific graduation rate). But these academic-based payments are trivial compared to bonuses based on winning. For example, Mike Fish (2003) notes that Bob Stoops’ contract with Oklahoma contains ten performance-related bonus clauses ranging from $10,000 (if the team has a graduation rate of 70% or better) to $150,000 (if the team is declared the national champion). Coach Bobby Bowden of Florida State University earns in excess of $2 million a year and qualifies for a $16,000 bonus based on graduation rate. How strong is an incentive that rewards him with a payment equal to 0.8% of his total compensation? Even higher bonuses, such as the $75,000 Iowa’s Kirk Ferentz could earn, are a drop in the bucket compared to his total compensation package. 
Fourth, as we will argue in more detail in the next chapter, athletic department personnel are not the only people fixated on winning, the university administration, alumni, and boosters are as well. Remember the mantra of college sports: winning generates revenues, and revenues generate wins. The administration believes a winning sports program will bring in more revenues and publicity for the school, and reinforce the university’s “brand” image. They may be right. When you think about the University of Florida, Notre Dame, Penn State, or the University of Oregon what is the first thing that pops into your head?

Fifth, and finally, studies of professional sports franchises suggest that the primary determinant of ticket sales is winning percentage. Teams that win more often sell more tickets than teams with worse won-loss records. Given that the average DI athletic department collects one-quarter of its annual revenue from ticket sales, it seems highly plausible that the same direct relationship between winning percentage and ticket sales should apply to college sports. One recent study looked at the decision to renew season tickets for football and concluded that renewal was more likely if the team had a winning record (Pan and Baker, 2005).

Many alums support the expansion of athletics because it increases the prestige of the institution, gives them greater bragging rights, maintains their connection to the university, or reminds them of their carefree days as an undergraduate. It has also been suggested that a successful athletics program increases alumni donations to the university (we examine this claim in Chapter 6). Many boosters, members of the athletics “fan club,” are not graduates of the institution and have neither interest nor a stake in the academic side of the university. Their only interest is sports and the continued success of the university’s athletics program.

5.4  Is the Labor Market for Coaches Competitive?

Pete Carroll, the football coach at the University of Southern California, once suggested the pay received by coaches was merely a matter of “supply and demand” (Drape, 2004). Is the labor market for coaches as competitive as Coach Carroll suggests? Is compensation determined primarily by the interaction between reservation wages and marginal revenue products, or are there distortions in the market that influence, and potentially inflate, compensation packages? To better understand this question, we need to consider what kind of labor market best explains compensation patterns for intercollegiate athletics coaches. 

At first glance, the market for coaches appears to be competitive because there are many buyers and many sellers. And we know that if the labor market is competitive then marginal revenue product and the employees’ reservation wage jointly determine the prevailing market wage. Now take a look at the salaries listed in Tables 5.1 and 5.2. If Coach Bob Stoops, or any of his peers, were precluded from coaching football at a DI-A school, what do you think their next best alternative would be? Would they be working as investment bankers on Wall Street or as a partner in a prestigious law firm, as a CEO of a Fortune 500 firm, a neurosurgeon, or a professor of economics? Probably not; in all likelihood they would remain in the coaching profession — possibly for a DI-AA, DII or DIII football team — but earning less than they are at present. In other words, their current compensation far exceeds their reservation wage. What then accounts for such a wide gap between their compensation and their reservation wage? 

To answer this question you should recall the examples we used in Chapter 3. Why isn’t a typical chef, like Suzy, paid hundreds of thousands of dollars to work at the Cheesecake Factory? Why is the wage that Suzy receives closer to her reservation wage? As you remember from the analysis of a competitive labor market, the presence of many skilled chefs in the market puts downward pressure on the wage as chefs compete with each other for available positions. This interaction among chefs and restaurants is the process that leads to the establishment of the equilibrium wage in the labor market for chefs. 

If Chef Suzy were offered $500,000 to prepare desserts for a restaurant she would be ecstatic because this would be well in excess of her reservation wage. She would be earning, in economic terminology, considerable economic rent. Since those rents tend to be dissipated in a competitive labor market, the presence of significant economic rent suggests the labor market is not competitive. 

How can college coaches earn significant economic rent in a market in which there are many coaches offering their services and many institutions willing to hire them? To answer this question we first return to the monopsonistic market structure of the NCAA and then consider a series of related issues. As you know, the market structure of college sports is a cartel. Cartels result in monopoly profits for the NCAA and its participating colleges and universities. We should expect in a sports cartel, like any professional sports league, the artificial profits will be divided between the league’s administration, the franchise owners, and the employees (the coaches and the players). How the profits are divided is a typically contentious issue, one that lies at the heart of work stoppages and lockouts like those that occurred in the NFL in 1987, in MLB in 1994, in the NBA in 1998, and in the NHL in 2004-2005. The NCAA differs from the pro sports leagues not because there is a lack of cartel profits, but because the primary source of labor — the athletes — get so little. Since the athletes get essentially no slice of the cartel profit pie, that leaves more for the coach, the athletic department, and the university.

If the NCAA’s prohibition on paying athletes was abolished, increased competition for athletes among universities would lead to something closer to a competitive wage or salary. Athletes would get a bigger part of the pie and there would be a reallocation of monopsonistic rents toward the athletes and away from head coaches, and other athletic department expenditures. One consequence of this would be lower average and median salaries for coaches. This does not mean that every coach would earn lower salaries, only that the redistribution of monopsonistic rents would force a downward compression of average and median salaries; a result that coaches would clearly prefer to avoid.

The current market structure of the NCAA, and the presence of significant economic rent, is the most important reason why the salaries of individuals like Bob Stoops and Mike Krzyzewski are so large. But it is not the only reason; let us consider some others.

5.5  Winner-Take-All Labor Markets (The Economics of Superstars)

Universities, especially those attempting to upgrade their athletics program, often compete against one another to hire the “messiah coach,” the person who will transform a losing program, or a relatively unknown program, into a high profile program where winning is the rule not the exception. The “messiah” is typically a person from the coaching community who is perceived to be vastly superior compared to her peers, she is, in other words, a superstar. Superstars exist in many professions: athletes, movie stars, novelists, trial attorneys, CEOs, scientists‑even economists. The labor market for these stars is intriguing.

Imagine a competitive labor market consisting of many buyers and sellers; a market in which all the potential employees (the sellers) have virtually the same amount of talent or productivity. Microeconomic theory suggests the equilibrium wage or salary paid to each person would be nearly identical (the variance in the wage distribution would be small). But what if it turned out that the distribution of wages was skewed in such a manner that a small percentage of those employed earned a disproportionate amount of the total earnings? For example, suppose Chef Suzy, Chef Pierre, and 98 other chefs make delicious cherry-chocolate cheesecakes. Suzy’s dessert is judged by buyers to be slightly superior to those produced by Pierre and the other chefs. If all 100 chefs produce the same number of cheesecakes during a given time period, but Suzy’s are slightly better, we expect Suzy’s wages to exceed everyone else’s by a small amount — say, $550 per week vs. $500. But what if it turns out that Suzy is paid $2200 per week, not $550, even though no one would claim that her cheesecakes are four times better than Pierre’s or those produced by the other chefs. This concentration of earnings among a few (whom we refer to as the superstars) is one part of what economists refer to as a winner-take-all market.
 The other part is that individuals’ earnings are determined by relative not absolute performance. 

Economists define a superstar in this market as “a worker whose compensation level far exceeds those of all of the other workers within the organization even though often his/her skill level is only slightly higher than the next most productive worker; the differential in salary is magnified relative to the differential in productivity” (Benjamin, Gunderson, & Riddell, 2002, p. XX). By absolute standards, Suzy produces the same number of cheesecakes as everyone else (the only difference is that each cheesecake she makes is slightly better). But because she competes in a winner-take-all market, “slightly better” allows her to capture the lion’s share of the earnings. 

We observe winner–take-all markets in many settings, including the film industry. For example, the estimated median earnings of salaried actors in 2002 was $23,470, yet actors such as Tom Cruise or John Travolta command $20 million for a single film appearance. From your perspective, or that of the average movie viewer, are Cruise and Travolta 852 times better actors than someone earning the median salary?
 Is it possible that those on the demand side (the buyers) may consider potential television and film actors to be imperfect substitutes; that is, buyers perceive some sellers (the actors) to be of higher quality then they really are. How these perceptions develop and persist over time is difficult to answer; nevertheless, we will offer one possibility in the next section — risk aversion on the part of buyers. 

Why do winner-take-all markets flourish? One possible answer, clearly applicable to athletic contests like golf and tennis tournaments, is that the prize structure is purposely skewed to begin with; economists refer to this as a rank-order tournament. Thus, the woman who finishes 10th at Wimbledon does not receive a prize 1/10th that of the woman who finished first but rather a prize perhaps 1/50th in size (Figure 5.1 illustrates this).
 Suppose a prize system based on absolute performance was used instead. A person who finished in nth place would receive 1/n of the tournament winnings that the first place finisher does. Would the quality of the competition really be any different?

Figure 5.1  Prize Money Shares by Tournament Rank, 2004 PGA Championship
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Source: http://www.pga.com/pgachampionship/2004/prize_money.html

What can we conclude from the economics of superstars and its application to college coaches? First, as in other professions, there are superstars among the coaching community — Pete Carroll or Mike Krzyzewski — who earn salaries and total compensation packages far beyond those of their peers. Second, it suggests that individuals who have similar levels of productivity may receive substantially different salaries from one another, even if they coach in the same sport. We are not suggesting that the productivity of Coaches Carroll and Krzyzewski is identical to all other coaches, only that it may be perceived to be far greater than it really may be. In practical terms, this means in some cases universities may be paying their coaches far more than necessary to attract a person of comparable experience and talent (keeping in mind that those universities are reaping substantial monopsonistic rents). Third, it reinforces the arms race among universities, a topic we introduced in Chapter 2 and one we return to in the next chapter.

5.6  Risk Aversion

Suppose Coach Mike Bellotti’s contract as the head football coach at the University of Oregon expires. The administrators at the university offer him a new contract at $1,000,000 per annum. But Coach Bellotti, who has a reputation as one of the top coaches in the country, wants to test the waters and see what other schools are willing to offer. Alabama offers him $1.1 million and Oregon counters with $1.2 million. Then the University of Washington offers Bellotti $1.3 million and Oregon responds by tendering $1.4 million. Next, Auburn offers him $1.5 million and Oregon ups its bid to $2 million, at which point Coach Bellotti finally accepts. When does the bidding stop and why does Oregon continue to make increasingly higher counter-offers, especially when there are other talented coaches available?

To help answer these questions, imagine that you are the director or producer of a movie like Master and Commander, a 2003 film about naval conflict between the British and French during the Napoleonic War with production costs of $150 million. As you cast the roles for the film you think to yourself, “is there a large potential audience for a story about the Napoleonic Wars? What if the film is a dud, what happens to my reputation? Will I ever work in Hollywood again?” Two actors come to mind as you think about who could play the role of Capt. Jack Aubrey, a central figure in the story. The first, Mr. James Purefoy, is a handsome and talented Briton who did theater with the Royal Shakespeare Company and has a handful of film and television roles on his resume (including the 2004 film Vanity Fair and the 2005 miniseries Rome). Unfortunately, Mr. Purefoy is not well known in Hollywood. The other actor under consideration is the mercurial Australian, Mr. Russell Crowe. Either candidate would make a convincing Captain Aubrey. If you hire Purefoy his salary is $200,000. If you choose Crowe it is $10 million. Who do you hire? Remember — you are worried about the box office — in the back of your mind you are haunted by the question, what if the movie (which cost $150 million to make) is a dud? 

You probably pick Crowe. Even though he is far more expensive, by hiring him you have purchased an insurance policy. If the movie fails you can tell the studio executives, and the people who financed the film, “but Russell Crowe was in it, if Crowe can’t make the film a success then no one can. Don’t blame me!” But if the movie tanked and you hired the less recognized actor, then your future in Hollywood would be jeopardized.

Driving this kind of over-bidding is risk aversion, situations in which the decisions we make today are based on the possibility that we may face potentially undesirable outcomes in the future. There are many situations in which it is rational to be risk averse and these situations lead us, whenever possible, to try to insure ourselves from those undesirable outcomes. Homeowner’s insurance is a good example. Even though the chances of something bad happening to our houses, like damage from a fire, natural gas explosion or tornado, is quite small, the fear of suffering thousands of dollars in property damage convinces most of us to buy insurance for our home. 

If you are the president, or a top administrator, or the athletic director and your basketball team finishes the season at 5 wins and 25 losses in its first season under a new head coach, do you want to tell the trustees, the alums, the boosters, the media, and the fans “hey, we hired superstar Coach Bigbucks and we still lost” or do you want to say “we hired Coach Incognito because he was the cheapest coach we could find?” Which is your choice?

In the next chapter we examine the arms race going on among universities as they spend more and more money on sports in the belief that a winning athletics program will enhance the status of the university, attract undergraduate students, and generate significant revenues. Part of the arms race is hiring and retaining the coach: the big dog coach with the big dog record of winning and post-season appearances. You have to pay the big dog coach big dog money or else the big dog will be hired by another school (or possibly a pro team).

5.7  The Winner’s Curse 

Have you ever purchased something on eBay only later to regret it because you felt that you paid too much for it? Economists call this the winner’s curse. Here’s an example of the curse: suppose you fill a one gallon clear glass jar with $25 worth of assorted flavors of jellybeans. Then you offer the jar at an auction. Before they bid, each potential buyer will first make an estimate of the value of the contents of the jar. Their estimates will obviously differ from one another’s and, if you knew all of these estimates, you would know the distribution of the estimates. Surprisingly, if many people are bidding, the mean (average) of these estimates would probably be very close to the actual value of the jellybeans, even though the winning bid would be in excess of that value.
 Why does a winning bid above the true value happen? Three factors come to mind. First, the bidders have imperfect information. In lieu of a better way to determine the value of the jellybeans (like counting how many are in the jar), they must make a guess. When information is scarce, each individual’s estimate is likely to differ from the true value of the good being sold. Roughly half of the bidders will guess less than the actual number and half will guess more. Those who guessed the least will drop out as the bidding progresses. The person who guessed the most will be the high bidder. Second, as research in psychology and behavioral economics suggests, most of us tend to be overconfident in our abilities, including the ability to guess the value of a jar full of jellybeans.
 Third, nobody likes to lose, and auctions often lead to us get caught up in the heat of moment and make bids that are too high.

Economists have studied the winner’s curse in a variety of contexts, including oil exploration and corporate mergers and takeovers. But what does it have to do with the labor market for college coaches? The competitive process in which a superstar coach is hired is essentially an auction; numerous bidders (universities) are vying against each other and no one wants to lose. The risk-aversion tendencies we just described contribute to a “win at all costs” mentality that seems to justify higher and higher bids. The process clearly exhibits imperfect information, no single bidder has a crystal ball that will accurately predict the impact the superstar coach will have once he is hired and the additional revenue streams (not to mention publicity) that will flow to the university. Finally, compounding these issues, the college president or administrator who hires the coach is playing with someone else’s money, not her own. Would you make a higher or lower offer on the jar of jellybeans if someone else was paying your bid?

5.8  Ratcheting

In Section 5.1 we mentioned that the contract extension Nick Saban received in 2004 was triggered by a clause in his contract that stated if the LSU Tigers were to win the BCS championship, the contract would be revised so that he received “one dollar more than the highest-paid college coach in the nation.” That person was Bob Stoops, the coach of Oklahoma and the team LSU faced in the 2004 Sugar Bowl (Drape, 2004). Because the Tigers defeated the Sooners, Saban’s annual compensation rose by 40%, from $1.6 to $2.3 million, just above what Stoops was making at the time. This is an excellent example of a phenomenon known as ratcheting.

To understand how ratcheting works, let us return to the film industry for a moment. Suppose Julia Roberts, Meryl Streep and Jennifer Lopez each earned $10 million for their last film and each film was a box office success. This year, Roberts is being considered for a new film about a former college athlete who overcomes formidable odds to earn her Ph.D. and eventually becomes the first woman to win the Nobel Prize in Economics. Her agent bargains successfully with the film’s producers for a salary of $12 million. Roberts accepts the role and the film is a hit. Around the same time, roles in other films are offered to Lopez and Streep. What salary should be offered to those two stars? 

Chances are Lopez and Streep’s agents will use Roberts’ contract as the basis of comparison. They will argue, “If Julia is worth it, why isn’t my client?” Why not indeed? After all, as we saw a few moments ago, the number of superstars is limited (in economics terminology, the market is said to be “thin”). Because there are only a handful of superstars, the number of labor market transactions are few in number and the equilibrium wage is anyone’s guess. When the market is populated by only a few buyers (or, as in this case, sellers) there will be few transactions. The net result will be considerable uncertainty regarding the equilibrium wage, a situation in which the last observed trade — regardless how far it may deviate from the equilibrium wage — becomes the de facto prevailing wage, the benchmark from which negotiations begin.

When Roberts, Lopez and Streep earn $12 million a new benchmark is established, a benchmark difficult to break and one that increases over time. Like a ratchet mechanism, once salaries move upward they tend to become locked in place, even if the movement is triggered by an increase in a single person’s salary. When $2 million plus salaries are awarded to coaching superstars like Saban and Stoops they set a standard. Similarly successful coaches who are only earning $1.5 million suddenly say, à la Miss Piggy “hey, what about moi?” Are you going to let other schools outbid you? Are you going to risk losing Coach? 

Risk aversion and winner-take-all markets contribute to the ratcheting phenomenon. When a coach (or, his agent) negotiates with the university, he will try to convince the administration he is the messiah and cannot be replaced. But because the outcome of negotiations can be costly for the coach or the university it is increasingly common for contractual provisions to specify that a coach receive a salary comparable to his peers. This has a huge ratcheting impact since all it takes is the salary of one coach to increase to trigger a domino effect across the contracts of dozens of other coaches. 

Ratcheting is also compounded by the frequency of coaching turnover. Between the 2004 and 2005 football seasons, 23 out of the 117 DI-A schools had a new head coach. That is a 20% turnover rate in a single year.
 

5.9  Old Boy Networks

In March 2003, Jim Harrick Sr., head basketball coach at the University of Georgia, was fired because of a scandal involving improper academic and financial benefits (“Lawsuit claims,” 2003). As a result, Georgia was forced to drop out of both the Southeast Conference tournament  and the subsequent NCAA tournament.
 Harrick turned out to be a repeat offender. He ran into trouble at UCLA in 1996 because of allegations concerning false expense reports. He left UCLA for the University of Rhode Island, and then went to Georgia in 1999 before accusations regarding sexual harassment, academic improprieties, and improper benefits to players were made public at Rhode Island. Harrick’s coaching record is impressive (470 wins and 235 losses). It includes 16 NCAA tournament appearances and a 1995 NCAA championship at UCLA. And it is the likely reason Rhode Island, and then Georgia, were willing to turn a blind eye to his dirty laundry.

Why are coaches with a lot of “baggage” almost always able to find jobs in the college coaching ranks? In other professions if an employee committed an equivalent violation that man or woman might find it quite difficult to ever regain employment in a comparable job. But in college sports the “coaching door” keeps revolving. Is it solely because of Harrick’s record as a winning coach? Or is it also because in the culture of collegiate athletics who you know and who you’ve worked with are just as important as your productivity? Is it possible that Harrick’s lengthy career as a college coach was because the coaching community is tight-knit and insular? Before Harrick was hired, did the Athletic Director at Georgia think: I’ve known Jim Harrick Sr. for years. He’s ok, He’s one of us. The NCAA violations at UCLA and Rhode Island? Hey, let he who is without past NCAA violations cast the first stone. All of us have dirty laundry and skeletons in the closet. In fact, I’m not sure I’d hire a coach who has never had an infraction because it means he isn’t trying hard enough to win.

Fast fact. Sometimes character does matter. In 2003 Alabama football coach Mike Price was fired by the university for using a university credit card at a strip club. Price, newly hired, was dismissed before he coached a single game for the Crimson Tide. He was hired in December 2003 by Texas-El Paso.

The idea of “who you know” is an example of the old boy network. According to the American Heritage Dictionary (2000), an old boy network is “an informal, exclusive system of mutual assistance and friendship through which men [or women] belonging to a particular group, such as the alumni of a school, exchange favors and connections, as in politics or business.” Contrary to economic theory, it suggests that individuals may be hired because of favoritism and not productivity. Returning to our example of restaurant chefs, suppose Chefs Suzy and Pierre each apply to work at the Cheesecake Factory; Suzy is more productive than Pierre but Pierre is hired because of the old boy network.

For an old boy network to exist, the employer must be willing to bear a cost in the form of lower productivity from the favored employee. In a competitive industry, firms that consistently favor less productive employees may soon find themselves sacrificing profits and revenues and be in jeopardy of going out of business. Therefore, we expect old boy networks to be uncommon in competitive markets. 

Whether the favored person is truly less productive than the disfavored person is an open question. Economic research suggests that in labor markets where employers are uncertain about the productivity of new hires, they may rely more heavily on informal and subjective information such as “Suzy and Pierre both seem like competent chefs to me. But Pierre and I were fraternity brothers at UCLA and that makes me inclined to prefer him to her.” What is interesting about this research is that those persons hired via the old boy network are often better performers and have lower turnover than those outside the network (Simon & Warner, 1992). Other researchers (e.g., Sperber, 1990, pp. 171-173) take a harsher view of these networks since they are, by definition, discriminatory and the disfavored, at least in coaching community, tend to be females and blacks (we examine gender and race-related issues in collegiate sports in Chapter 8).

5.10  Chapter Summary
In this chapter we considered a fairly simple question: given the growing number of coaches earning in excess of one million dollars a year, how is coaching compensation determined? We saw that there are several explanations including: the market structure of the NCAA (especially the presence of monopsonistic rents), winner-take-all markets, risk aversion, the winner’s curse, ratcheting, and old boy networks. Because of these issues, the labor market for DI-A coaches of revenue sports is not competitive — compensation is not determined solely by supply and demand. Coaching productivity (winning percentage) is also significant although until more research becomes available we cannot tell if other things like graduation rate are also important. We suspect they may be, but are significantly weaker than winning percentage.

What should be done about coaching compensation? University presidents and trustees have some power to rein in salaries and benefits but recall that the largest portion of income comes from sources like boosters’ contributions that may lie outside the control of the administration. Given that university presidents are often advocates for intercollegiate athletics (a theme we develop in the following chapter), it seems doubtful they will take the initiative to address coaching compensation especially if they will face considerable flak from trustees, alums, and boosters. College sports show no signs of losing their popularity, especially among television viewers. As long as these revenues flow to the NCAA and its member institutions, and athletes remain unpaid, coaches — as rational, self-interested individuals — will seek to exploit the financial bonanza available to them. 

Some state legislatures like Iowa’s have attempted — without success — to place limits on coaches’ compensation at public institutions.
 As economists, we are wary of price controls, but we mention such efforts to show the degree of antipathy and frustration among those concerned about spiraling payments to coaches. Ironically, if the NCAA imposed such limits it would certainly find itself under investigation for antitrust violations.

Fast fact. The decision by University of Cincinnati president Nancy Zimpher to fire basketball coach Bob Huggins in August 2005 is noteworthy. Huggins coached the Bearcats for 16 years and compiled a 399-127 record. During that time the team advanced to the NCAA tournament 14 times. But the program was plagued by low graduation rates, NCAA violations, player arrests, and Huggins’ drunk driving conviction. Zimpher, only in her second year as president, has been alternately praised and chastised by the university community for not only firing a successful coach but doing so immediately prior to Cincinnati’s first year as a member of the powerhouse Big East Conference. The long-term consequences of her decision, not only for Cincinnati, but as a potential precedent on other university campuses, remains to be seen.

Finally, before we move into the next chapter, remember Nick Saban? At the end of the 2006 NFL season he left the Miami Dolphins to become head coach at Alabama. The university agreed to make him the highest paid coach in college football, with an eight-year $30 million contract. Two weeks before he agreed to lead the Crimson Tide he was quoted as saying “I’m not going to be the Alabama coach.” 

5.11  Key Terms
	Dependent variable

Generally Accepted Accounting Principles 

Golden parachute

Incentive compatibility
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Old boy networks

Positive-sum game

Rank-order tournament
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Regression analysis

Risk aversion

Soft budget constraint

Superstar

Winner’s curse

Winner-take-all labor market

Zero-sum game




5.12  Review Questions
1.
Why is the average head coach’s salary so high and why are some salaries much higher than others?
2.
Why is market structure a critical determinant of coaching salaries?

3.
What are some common kinds of income that coaches receive besides their base salary?

4.
What is a “golden parachute?” 

5.
Is the comparison between CEOs and college coaches appropriate? What are some key difference between a coach and a CEO?

6.
How can college coaches earn significant economic rent in a market in which there are many coaches offering their services and many institutions willing to hire them?
7.
What two characteristics define a winner-take-all labor market?

8.
How does risk aversion contribute to higher coaching salaries?

9.
Why are “old boy networks” unlikely to occur in a competitive labor market?

5.13  Discussion Questions
1.
If a coach is not successful — e.g., his winning percentage is low — he may be given a severance payment, “golden parachute.” If a faculty member is not successful — e.g., her teaching performance is poor — she will not be granted a severance payment. Why do coaches get these payments when faculty members do not?

2.
If you were the president of a university what evaluation characteristics would you use to determine whom to hire as your head football coach? If you were the AD which characteristics would you use?

3.
Based on your response to the preceding question, list each characteristic according to its importance. Assign a percentage to each characteristic (make sure the percentages sum to 1.00) 

4.
How much are coaches paid at your school? A good place to start your search is to see if your school’s library has a copy of the annual budget.

5.
What are the pros and cons of “old boy networks?”

6.
How are “old boy networks,” risk aversion, the winner’s curse, ratcheting, and winner-take-all markets related?

7.
If you were a 19 or 20 year old student-athlete, possibly from a disadvantaged background, and you saw your coach getting a big salary, outside income, a house, a car, a golf club membership and various other perquisites, would that make you more or less likely to accept an under-the-table payment from a booster or an agent?
5.14  Internet

1.
Go to the IndyStar database (www2.indystar.com/NCAA_financial_

reports/) and select a university that also appears in Table 5.1. Divide the head coach’s salary from Table 5.1 by football revenue from the database. Repeat for basketball for a school that appears in Table 5.2. 
2.
Contracts for basketball and football coaches in Division I are subject to frequent change. Pick one coach each from Tables 5.1 and 5.2 and search for more recent compensation information.

3.
Are you aware of a highly-paid coach that is not listed in Tables 5.1 or 5.2? Search for recent compensation information.

4.
Using the most recent NCAA Gender Equity Report (www.ncaa.org/library/research/gender_equity_study/index.html), update the information in Tables 5.3 and 5.4.
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� See Zimbalist (2001, 81). Sperber (1990, 177 ff) reports that during the 1980s, basketball coaches Jerry “The Shark” Tarkanian of UNLV received complementary tickets with a face value of $40,000, Maryland’s Charles “Lefty” Driesell grossed $231,000 from a summer camp, and John Thompson of Georgetown had a $200,000 endorsement contract/”shoe deal” with Nike. Football coach Bobby Bowden (Florida State) had a $25,000 expense account (for comparison, the median household income in the United States at that time was about $40,000). For other examples of compensation packages see Fish (2003).


 


� In February 2005, the Governor of the state of Connecticut, M. Jodi Rell, began an investigation into their endorsement deals. Because UConn is a public institution, Coaches Auriemma and Calhoun are state employees. To avoid improprieties such as conflict of interest, most states have severe restrictions on other sources of compensation that state employees may receive. While their may be an ethical issue that needs resolution, it is not clear that any economic impropriety has occurred (see Sampsell-Jones (2005)).





� These kinds of disparities led William Friday, a former president of the University of North Carolina, to comment “[n]ame me a single company where a CEO works with someone who makes fives times more than him” (Drape, 2004).


� But equal productivity across sports does not result in equal coaching compensation because most college sports do not generate revenues in excess of cost. How closely should a coach’s compensation be tied to the revenues generated by the sport? Should a female coach who has a better winning percentage than her male counterpart earn less if her sport produces fewer revenues? We explore gender effects in Chapter 8.





� Measurements relevant to CEO compensation are less clear cut because market competition is frequently a positive-sum game. Unless a company goes bankrupt, or competition is defined very narrowly (like market share), it remains possible for all of the firms in an industry to succeed. Not all of Toyota’s success necessarily comes at the expense of Ford; Ford and Toyota may both experience increased revenues and profits during the same period of time. In addition, tangible measurements like profit or market share do not apply to universities because they are almost entirely non-profit institutions, many of whom are publicly supported through federal and state taxation, and few of whom ever become insolvent. 





� The theory of the market for superstars is presented in Rosen (1981).





� For 2002 median salaries see http://books.mongabay.com/labor/earnings/093.html.





� In their textbook, Leeds and von Allmen (2005, p. 280) use an example from the 2003 PGA Master’s Tournament. The winner, Mike Weir, finished one shot under Len Mattiace but the former earned $1,080,00 in prize money and the latter $648,000. In addition, “the two players who finished 48th and 49th were also just one stroke apart, yet they received $21,000 and $19,000 … .”





� It might. There is evidence that a tournament structured reward system causes participants to increase their effort. See, Ehrenberg and Bognanno’s (1990) analysis of the PGA.





� It may also lead to over-crowding in the labor market: too many sellers enter the market in the hope of becoming one of the handful of superstars. As an example, think about the number of men and women waiting tables in Los Angeles who consider themselves to be actors. See Frank and Cook (1995) for a full discussion.





� O.J. Simpson paid his attorneys an estimated $6 million to defend him from charges of double homicide. His defense team, nicknamed “The Dream Team,” included legal superstars F. Lee Bailey, Alan Dershowitz, and Robert Shapiro. While Simpson was found not guilty of criminal charges, it is interesting to speculate whether he could have achieved the same result at a lower cost, and whether he would have been willing to risk paying less.


� The winner’s curse is discussed in Thaler (1988). For a fascinating discussion about why the mean estimate is often accurate see Surowiecki (2004, Chapter 1). 


� As an example, suppose you asked ten of your friends to rate their driving abilities. How many do you think would say they are “worse than average?” This phenomenon in which “everyone is above average” is often referred to as the “Lake Wobegone effect” (from the NPR program Prairie Home Companion). For further discussion see Belsky and Gilovich (1999, Chapter 6).





� Unfortunately, knowing about the winner’s curse may not be especially helpful. If you seek to avoid becoming the “cursed” winner you must be willing to offer lower bids, bids that will most often ensure you lose, or else not participate in the auction to begin with.





� Sperber (1990, p. 158) argues that many coaches change jobs not because they are fired but due to their interest in a higher-paying or more prestigious position (or leaving before any NCAA violations are discovered). And even if they are not fired, universities will offer lucrative bonuses or annuities to try to keep a coach from jumping ship. While Sperber is correct that many coaches leave to move to a higher position on the coaching pyramid, the emphasis on winning percentage is an even more significant contributor to the frequency of coaching turnover.





� For a description of the major infractions at Georgia see: http://www2.ncaa.org/�legislation_and_governance/compliance/major_infractions.html (click “Major Infractions Database” and then enter University of Georgia in the appropriate field).





� In an article in USA Today, Wieberg (2001) reported that “When Iowa State gave basketball coach Larry Eustachy a $300,000 raise last year, guaranteeing him $900,000 annually, state Rep. Ed Fallon took such umbrage that he introduced legislation to cap coaches' salaries at state institutions at $300,000. Attracting little support, the measure quickly died.”
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