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ECONOMICS OF THE CARTEL

The National Collegiate Athletic Association (NCAA) is the organizing body of a
cartel comprising over 1,100 colleges and universities (NCAA, 2014a). Over the
past 25 years, university presidents have largely taken over the administration of
the NCAA (Igel & Boland, 2011).
fees To understand the economics of college sports requires
o an analysis of the market power of the NCAA and its member
schools. In essence, market power is the capacity to increase
the market price over the marginal costs. In other words, firms
with significant market power become “price makers,” because
they set the price. In contrast, firms in a competitive market
act as “price takers,” because they must take the price arrived
at by the competitive market. In general, market power leads
to socially undesirable results as price increases and quantity
decreases. In economic terms, this would be called inefficiency
or deadweight loss, resultant from excessive market power.
The NCAA member schools enjoy market power by con-
trolling a large portion of the market. College sports, excluding junior colleges,
are controlled by three distinct organizations: (1) the NCAA, (2) the National As-
sociation of Intercollegiate Athletics (NAIA), and (3) the United States Collegiate
Athletic Association (USCAA). The NCAA claims 460,000 college athletes (NCAA,
2014a). The NAIA has 65,000 collegiate athletes (“About the NAIA,” 2016). The
USCAA probably has around 14,000 athletes. Thus, the NCAA controls 85 percent
of the shares, with the NAIA and the USCAA controlling 12 percent and 3 percent,

This chapter includes revised versions of excerpts from a larger body of work: Robble Lemons,
‘Amateurism and College Athietics” (Economics Honors Thesls, Stanford University, 2014).
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respectively., Because the NCAA doesn't control the entire market, it cannot be
described as a monopoly, but since they control 85 percent of the market, the
NCAA schools can be described as having monopoly power. As the NCAA sells the
product of college sports entertainment to various buyers, especially television
networks, it acts as a monopolist, from the Greek “single seller.” In his memoir
entitled Unsportsmanlike Conduct, Walter Byers, the famed, first, full-time exec-
utive director of the NCAA, proclaimed, “Amateurlsm is not a moral issue; itisan
economic camouflage for monopoly practice” (Huma & Staurowsky, 2012, p. 8).

The NCAA also behaves as a monopsonist (Greek for “one” and “purchasing
food”). In contrast to a monopoly, where there is only one seller, monopsony de-
scribes a situation where there is a single buyer of a particular good or service ina
given market. As the NCAA member schools acquire college athletes through the
recruitment and scholarship process, they are effectively a single buyer of ath-
letes. Any attempt to monopolize or monopsonize is illegal in the United States,
according to section 2 of the Sherman Antitrust Act of 1890,

How do the NCAA member schools gain monopoly and monopsony power?
The NCAA serves as a catalyst to foster collusion. Put another way, the NCAA
operates as a collusive monopsony when “purchasing” athletes and a collusive
monopoly when selling college sports. From an economic perspective, the NCAA
promotes explicit collusion, because its members openly cooperate to make
mutually beneficial pricing and production decisions. In many ways, the NCAA
functions like OPEC (Organization of Petroleum Exporting Countries), as both
collude, price-fix, and manipulate production (Nocera, 2011).

Judge Richard A. Posner, of the US Court of Appeals for the Seventh Circuit
in Chicago and a leading antitrust scholar, agrees that the NCAA behaves mon-
opsonistically. He says, “Although cartels, including monopsonistic ones, are
generally deemed to be illegal per se under American antitrust law, the NCAA's
monopsonistic behavior has thus far not been successfully challenged” (Posner,
2011, p. 1). Posner posits that colleges and the NCAA have avoided legal sanc-
tions for their monopsonistic behavior for two reasons: 1) collegiate athletes are
students, and their educational mission would be corrupted by compensation;
2) colleges and the NCAA are nonprofit institutions. Ironically, if colleges paid
athletes, the schools would be engaged in a business unrelated to their academic
mission and no longer immune from taxation.

Typically, cartels make agreements concerning prices, outputs, market areas,
the use/construction of productive capacity, and advertising expenditures (Koch,
1973). The enterprise of college sports differs significantly from other cartel-
driven industries; therefore, the cartel of NCAA member colleges functions dif-
ferently from typical cartels. The NCAA functions as the head of a cartel in the
following ways: (1) it fixes the compensation of college athletes; (2) it controls the
supply of athletes; (3) it distributes profits in a fashion that satisfies its members;
(4) it protects cartel rents; and (5) it enforces rules on athletes and member col-
leges (Miller, 2013).




34 NCAA AND INSTITUTION POLICIES AND PRINCIPLES

THE NCAA FIXES THE COMPENSATION
OF COLLEGE ATHLETES

The NCAA requires that collegiate athletes must compete without salary to main-
tain their amateur status. Any compromise to this amateur status disqualifies the
athlete from all future collegiate competition. According to the NCAA, “No stu-
dent shall represent a college or university in any intercollegiate game or contest
... who has at any time received, either directly or indirectly, money, or any other
consideration” (NCAA, 2013a, p. 1).

Amateurism mandates that athletic scholarships represent the sole remuner-
ation to college athletes (Zola, 2013). Colleges cannot award to a college athlete
financial aid that exceeds the “cost of attendance” (the amount calculated by a
campus financial aid office, using federal regulations that include transporta-
tion and other expenses in addition to tuition and fees, room and board, and
books) or the full “grant-in-aid” limit (defined by the NCAA as tuition and fees,
room and board, and required textbooks), whichever is lower (Murray & Burton,
2003). These athletes are strictly prohibited from receiving compensation for
non-athletic services that might be understood to reflect on their athletic ability.
Inessence, this represents a twofold restriction on player remuneration: (1) it caps
the total amount of compensation; and (2) it restricts the form of remuneration,
because scholarships can only purchase academic units.

College athletes differ from other scholarship students, who can use their
talents to earn extra money while in school. For example, music students can play
concerts and get paid, and science students can work in laboratories for a salary
(Wharton, 2013). No similar options are made available to college athletes.

The NCAA effectively creates a price ceiling (compensation ceiling) for
student-athletes by the limitations of their scholarships and by limitations on
other compensation that student- athletes could receive. Price ceilings typically
result in economic inefficiency, including deadweight loss. In figure 3.1, notice the
disparity between the college (consumer) surplus and college athlete (producer)
surplus, suggesting a significant advantage for the colleges from the price ceiling.

Beyond setting a price ceiling on scholarship compensation, the NCAA
further fixes the compensation of college athletes by fixing their commercial
rights at zero (O’Bannon, 2009). The NCAA accomplishes this by completely
controlling the exposure of athletes in perpetuity. In essence, the NCAA controls
if and when these college athletes will be exposed and retains all profits related
to this exposure.
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Student-Athlete Compensation

[ d
Number of Student-Athletes

a = Equilibrium Compensation

b = Athletic Scholarship Value

¢ = Number of Student-Athletes Supplied

d = Number of Student-Athletes Demanded
Deadweight Loss
College surplus

M student-Athlete Surplus

Figure 3.1. Comparison of College (Consumer) Surplus and
College Athlete (Producer) Surplus

THE NCAA CONTROLS THE SUPPLY
OF COLLEGE ATHLETES

Figure 3.1 also demonstrates that a price ceiling lowers the quantity of inputs,
meaning fewer college students have the opportunity to participate in college
sports. Thus, the price ceiling limits opportunities for potential college athletes,
with too many talented/qualified athletes chasing too few athletic scholarships. If
the NCAA allowed a progressively larger supply of athletes and events, the price
of the events would decline. Therefore, the NCAA must control the quantity of
athletes and competitions.

The NCAA limits the number of college athletes by limiting the number of
scholarships per sport per college. In Division I basketball, each school is allowed
just 13 scholarships. Football Bowl Subdivision (FBS) schools can award 85 foot-

ball players with athletic scholarships.

The supply of college athletes is also controlled by the five-year eligibility
rule, NCAA Bylaw 14.2.1 (NCAA, 2014b, p. 3). This rule mandates that college ath-
letes only have five years of athletic eligibility to complete their four-year college
athletic career. Simply put, they have just five years to play four seasons.




A

*SI2QUIDW [91IBD
191]10 12A0 3FLIUBAPE dfRjUn e ures 0l Surkn 10j syuage aarsnyjod st aorjod 1snuwt
VYN 211 ‘210j21ay ], ‘ainsodxa eipau pue ‘a8nsald ‘eNU2A21 SNOPUALLDI SFULIQ
uoiduIeyd [EUONEU PIUMOII SUldaq PUe ‘SSaUPBW UYdIBW Ul Suipaasons ‘sawed
[M0Q [[2q100] 01 PAIIAUL BUIAq 'SI[11 SOUIYUOD Suruury ‘sawed [[eqleyseq s,uatl
10 [[2Q100] UM 01 1BAYD SINISIDAIUN :UOTYSE] JUIIBPIP ¥ U [2148D 3L3 183D 01 An
AqeardA1 s1equuatl VYVON 91U, '$1500 uoponpoid asea1dap 01 Aurenb Suuamor 10
sares aroxdut 01 a0ud ayy Supamol Aq (2112 At 183D 01 A1 Aewr unly e ‘[21Bd
[ea1dAl © U "S3[Nd §,[2148D A1} WOl Ae1s Aewu s[ooyds YYON Mol pueisiapun 0l
jueazrodu s111 ‘0FUa][eyd PUOdas §,13[F1S SaW0DIAA0 YVON U1 MO1| pueisiapun
o0, *ANIQEIS [11ED 01 182111 J0(Ew a1 s1uasalda Suneayd 181 swie 191818
-safuaj[eyo §,12130S JO 151Y 91[1 9W0IIIA0 S4BT 01 SWAAS [PIIEI VVIN 21 ‘snyL
“UONNQUISIP aNUIAII— L] STONUIIU0D ISOW A[BL[1 Aqensie
10 SNSUASUOD B Payoeal aARY 0] W3S S[00LIS 13qUIdL YVON 341 1811 9pBUl SEM
utod 3y 'uoN3s 2A0qE Y1 U] *(F96T 12181S) Swial paaide ayl woij pakens asey
oym asolp1 ysiund pue s1uafe aaisny[od s1f 221jod 01 A[qE 3q 1SN [211ED 3 )
plUE ‘SULI2] SI UO STISUSSU0D ¥ [OaI 01 A[qE 2 IS [911BI U3 (T) :3W0DIIA0 1SN
S[2111D [MJ$$300NS 181 SaFU[[BD 0M] PAQHISIP 121818 281090 a1eaIne| [2QON

S3IHITT100 HIFGWIN ANV STLITHLY
NO S31NY S32U04NA YVIN FHL

"z d‘e10T
JUVYON 01 VIVN 9ULL,) VYON 213 Butuiof siaquia SUIKa M ‘pauld3p A[Ipeals
sey diysiaquiawu SYIVN 341 ‘S0£61-pi a1 ur Aed jo sjaaa] IIT UOISIAIQ PUE II
UOISIAI(] PAULIOJ YVON 211 90UIS I2AT "WIIA 1X3U SYYON 213 3q Aewl YIVN YL
(9007 *uyed) T8ET UT (MVIV) UBLLIOA, 10] SO1II[UYIY 21[F[[02131U] JO UONEIIO0SSY
al[1 paTRUILIL[® VYON U1 MOY I9PISU0d J1auund "(Z107 ‘eiied) uonrsod rarwaid
11 01U] JUSWIEBLLINOI [[BQISYSEq VDN 211 Sulleaa[a ‘1961 JO [BPUEds Funeayo (LIN)
JUBWERLINOJ, [UOTIRIIAU] [EUONEN a1 P21}0[dXa S124¢ 131[EA\ MOT] 19PISU0D "S[EAN
{enuatod Aue dn pamo[[ems SeY YYDN JU.L, "[9118D B JO Peay 3Ll Se SUoRoUun et
101EDIPUT JOYIOUE Juasaldal s1Ua1 191182 109701d 01 YVON 241 AqQ uae1SU0IoE AL

SLNIY 1314VYI S1I3108d VVON 3HL

*ssa001d UONNQLISIP SYVON 211 1sulede saoueadls
s1iqnd pagy 2ARY SINISIPAIUN OU PUE [21IED YYON U1 2ABI] 01 PaUaIRalyl ALy
$]001[25 OU SE '$$2001d UOHINQLNSIP 3L JO SULIAI B YIIM PILSTIES 9q ISTILL S[O0YIS
12QUIAUT 3Y] ‘P, “PAIedTd o0 Sweas $59001d UONNQIISIP-8NUIASL A1 PUOIIS
JUAWELINO] YYON aU1 10J sayienb weal atp J1 Ajje1oadsa ‘[[eqiayseq agaqod ul
[nyssaoons aq 01 sAed 11 ‘1811 “1eald awo2aq suod Jo a(dnod ¥ *aA0qE A1 WO

1318YD YVON JHL ONV WSIHNIALYINY

GETOZ 'YVYON ‘824103 "ET-ZTOZ 'UOANGIASI 8NUBABY YYON "Z'E 2indig

000 i $ =

‘a6’ P 'LLFPT 1004

Ec_wjﬂﬂ_ﬁ wvow—ﬂw?w i JatlaiRyly oo
nnquisig A3y €1-7107 ey Sjuein aluaRjuo)

%l>
000°£€0°LS
Joddng,
[eyuawaddng

%EL
000044295
diysiosuods

sjiodg

%6€
000'60E'881%
puny jleqiaseg

%92
000'6ES'SZLS
PIy-ut-siuein

%651
000'F15'€LS
BIURISISSY JUIPNIS

(2107 ‘YaIws) aouaiajuo) 15 S1g S1110] (71 x $90'6ETS)
896'S£8°C$ PaILIaURE A1IsIaAUN a1 ‘TIOZ 01 900T W01 ‘SI0JAIANLL, *(ZIOT “YIIWS)
FO9°'6ETS UMOM SEM 1TUN DLIRT Lo ‘TIQZ UL ,'SIIUN awes, 71 IN0noauuon ases
SIUL 's1BdA 9AY snotaald ayl 1940 SAWELS USWEUING] USADS PUR TIOZ ur sawes
JUIWEUINO01 3AY Ul pake[d oy ‘SanSN}H INdN23UL0Y JO AUSIDAIUN A1 AQ pajeIa
-U95 ANUIASI JUSWELITO) A1 IDPISU0D ‘a[dLexa Ue S (UBaLl 1811 S30p 18U (1 'd
‘BFI0T 'VVON) ,005'SPe$ Afrewixoidde aq [[1m 11un [[BqIaNSE] IR ‘€10Z-ZI0F U]
**+ poutad seak-x1s ulfjol swes ay 1aA0 uonedpNIR JUSWRUING] 11311 U0 paseq
AIELS 3IUN [[NJ © aAl@da1 suonminsul juapuadspu] ‘pouad Sujjjor 1eak-xis e 1aao
sdrysuordurey [jeqiayseq s,ua [ UOISIAIJ 01 PAANQLISIP aq 01 SAaU0W sapraoad,,
puny sty ((ep1oz ‘'¥VON) puny [[eqiayseq,, syl 01ul $208 (Painquusip anuaAdl
[£101 JO 1u01ad 6g) uonnqsip 1sa81e| S YYON a1 ‘S21eIISUOWAP 7'¢ aINdy sy
*$283[[09 J2qIUALI 01 SUINIAI PR1I3[[0D 3NUARI [[8 JO 1U2213d 96 1L SWIRD VYN
9L "S[00YDS Iaquuistu a1 01 paAnqrisip s1 anuaaal SuUIeal ay) [[8 ‘PeaLIaA0
$11 S19A00 YYON 243 1oy (1 d ‘T10Z ‘uewSiag) JUaWEUINO] [[BqI{SEq S Uatl
VWVON 311 10] S3[es 123011 pue S1yS11 BIpatu 211 Wolj SaWod YYIN 211 01Ul SMo[]
1B anuaaal a1 jo 1uadiad Arpuipn,, ‘s yew Juapisaid yyON 01 Suipiod
-JB "pue ‘SIamala UoI[[Iw OFT 1sow e sainided ssaupew Y2IEW “JUSWELINO] [[Bq
-19SBQ S,UIW I WOJ SIUIOD dNUIAIT SILI JO 3NQ a1 ‘A11jeat u] “(I€T0T ‘VVIN)
000970 F8¥F$ PA[EI01 INUIAI WYON 2U[1 ‘T84 [001dS £1-Z10T Y1 U] "2NUIAL IS0
211 SUIAI2021 SIAQISW [NJSSIINS ISOW 1 YIm ‘dIysIaquuattl a1 01 paInqUisip
aq (1M 9NUAAI VYIN 911 1811 10adxa staquiatu YYON U3 ‘[21ed Aue (1M sy

SYIFINAN SL1I STI4SILVS LVHL NOIHSVH
V¥ NI SLI40dd S3LNgIyLSId YVON JHL

S3TdIONIYd ANV S310170d NOILNLILSNI ONY YYON 9E




38 NCAA AND INSTITUTION POLICIES AND PRINCIPLES

Cartel behavior remains economically attractive as long as the expected cost
of violating the agreement (rules viclations) remains greater than the expected
benefits from remaining in the cartel (additional revenue) (DeSchriver & Stotlar,
1996). With the establishment of the Committee on Infractions in 1951, the NCAA
had a means of policing and punishing noncompliant members. Understand that
this committee has no legal authority to either police or punish any university, yet
the NCAA member schools voluntarily abide by NCAA rules, even when the pun-
mm_.. ment seems excessive. As a stark example consider the so-called death penalty
imposed on Southern Methodist University in 1987 (Stahl, 2012).

Attorney Ian Ayres has argued that cartels can be identified by the pattern by
which they punish alleged cartel members (Ayres, 1987). With that in mind, let’s
examine how the NCAA punishes its members. In other words, let’s evaluate the
rationale of the major infractions cited by the NCAA.

As table 3.1 demonstrates, the NCAA penalizes member schools most often
for violations involving amateurism. Amateurism violations include outside com-
nm:.mm:on. inappropriate employment, improper accommodations, impermissi-
ble inducements and entertainment, travel expenses, and so on. Even though the
Zm._?b owes its creation to safety concerns in college football a century ago, it now
mm__m. to police safety issues. Safety issues may include length/intensity of practice
equipment maintenance, water breaks, avoidance of hyperthermia, _.oE_ﬁ.S‘.
play guidelines after injury, and so on.

NCAA Major Infraction Cases (March 5, 1990-July 21, moumu‘

Safety Academic Recruiting Amateurism
0 11 21 24

Source: NCAA (2013b).

WHY DO UNIVERSITIES OBEY Zn.n_.Dh REGULATIONS?

Earlier in this chapter, it was brought out that the NCAA has no legal authority to
regulate college sports. So why do universities capitulate to NCAA regulations? As
already mentioned, the colleges benefit in multiple ways by the authority <nm.ﬂmﬁ_
in the NCAA. It appears that there are five reasonable answers: (1) the NCAA or-
mm.:m.k.am the cartel of college sports; (2) the NCAA obscures the school’s academic
mission with its athletic enterprises; (3) the NCAA employs a sophisticated and
manipulative strategy that results in naive, young athletes surrendering their
m:mnﬂ:_ rights in perpetuity for the benefit of universities; (4) the NCAA _uwcﬂmﬁm

_wm member colleges from the medical consequences inherent to sports competi-

tion; and (5) the NCAA shields the universities from the absurdity of amateurism.
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.I..m ACADEMIC EXPERIENCE OF THE COLLEGE ATHLETE

For students who would have attended college even without an athletic scholar-
ship, the athletic scholarship offers no added value, except if the athlete gained
acceptance to a higher-tiered college because of his or her athletic talents (Taha,
2011). For students who would not have attended college without an athletic
scholarship, the indirect scholarship value represents the difference between the
present value of their lifetime earnings as college graduates and the present value
of their lifetime earnings if they had not graduated from college (Taha, 2011).
This value should be considered in the range of hundreds of thousands of dollars
(Taha, 2011). For college athletes who do not graduate, there isa modest, at best,
increase in lifetime earnings capacity (Taha, 2011).

This brings up the overwhelmingly important issue of graduation rates for
athletes. In 2003, Division 1 FBS football programs had a graduation rate of 69.2
percent, where Division I-A basketball programs graduated 66.4 percent of their
athletes (Taha, 2011). At the Big 12 school Oklahoma, the football graduation rate
was calculated at 38 percent by the federal calculation and 47 percent by the
NCAA calculation. (For transfer-out players and those who leave school for the
pros, the federal calculation assesses them as nongraduates, where the NCAA
does not) (Gregory, 2013).

These athletic scholarships do not come without costs to the students. Col-
lege athletes typically have a lower grade point average and class rank than other
college students. Football and men’s basketball players have a history of academic
underperformance compared with nonrevenue athletes and the student body
(Taha, 2011). As would be expected, these revenue-sports athletes probably face
greater time pressures and other distractions than the rest of the student body.

With widespread academic failure and fraud involving college athletes, for
those who actually graduate, what does that diploma represent? If that parch-
ment represents little or no real education, what happens to the NCAA position
that an athletic scholarship is sufficient compensation (Knight Commission on
Intercollegiate Athletics, 2012)? As Billy Hawkins, an associate professor and ath-
lete mentor at the University of Georgia, puts it, “To get a degree is one thing, to
be functional with that degree is totally different” (Ganim, 2014, p. 5).

MEDICAL CONSEQUENCES FOR COLLEGE ATHLETES

In a variety of ways, the NCAA has limited the collegiate athletes’ rights by way of
the label “student-athlete.” This became painfully obvious in the 1950s, when Ray
Dennison died from a traumatic brain injury from college football. Ray’s widow
filed for worker's compensation death benefits (Branch, 2011). The case reached
the Colorado Supreme Court, which ruled that colleges are “not in the foot-
ball business” (Branch, 2011, p. 88). Since the college was not in the business of
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CHAPTER

Title IX’s Gender-Separate
Allowance in the Context
of College Athlete Rights
and Intercollegiate
Athletics Reform

Jennifer Lee Hoffman

In higher education, American colleges and universities survive despite limited
federal oversight or aid, but they prosper because of their ability to sell them-
selves to the public (Smith, 2001). The limited federal intervention

in higher education is a unique feature of US institutions. Inde-

pendence from governmental coordination that makes US higher KEY TERMS
education institutions unique also contributes to the challenges in b Title IX
providing equity in educational settings.

Title IX introduces a federal policy to promote gender equity
in higher education. Passed in 1972, this law has had an enormous
impact across all of education, giving girls and women equal access
to every educational opportunity from admissions to access to math
and science. In every aspect of education, it is against the law to
discriminate or treat women students differently based on their
gender. Where this policy applies to athletics, it allows for gender-
separate athletic opportunities, so long as several criteria are met. This differenti-
ation based on gender requires that whatever the men’s athletics teams have, the
women'’s teams are entitled to as well. Under this gender-separate context of col-
lege sports opportunities, there has been varying success. Some institutions have
gone beyond compliance with the law and offer elite-level at hletic opportunities to
women athletes on par with the most sophisticated football programs. Other insti-
tutions have resisted compliance or struggled to provide equitable resources and
opportunities for all women (National Women's Law Center, n.d., Check it out).

While there is still work to be done to bring participation opportunities and
financial aid in proportion with the overall women'’s student population, in the
context of college athletics reforms, much of the dialogue on Title IX highlights

P Women's sport
» Amateurism

» Commercialization
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