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ABSTRACT

In this paper | show that the 1995 and 1999 collective bargaining agreements (CBAS) in the Nationa
Basketbal Association (NBA) greetly increased the cogts of staying in school, especidly for
prospective superstars. Since the 1995 agreement, the ingtitution of below market price maximum
sdariesfor first round draft picksin their first four seasons in the league (rookie scae contracts) has
reduced their compensation by half relaive to veteran first round picks. In addition, maximum saaries
that are dependent on the number of seasonsin the NBA were ingtituted as part of the 1999 CBA.
Eager to complete their rookie scale contracts as early as possible, the number of college freshman and
high school seniors declaring for the NBA draft has increased 2,000 percent since the period prior to
the 1995 agreement.
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How the NBA Turned a Trickle of Underclassmen L eaving School Early into a Flood
1. Introduction

The increase in number of young players entering the Nationd Basketbal Association (NBA)
has been nothing short of extraordinary, resulting in cals for reform from both the Nationa Collegiate
Athletic Association (NCAA) and the NBA (Wiecks, 2001). In the twenty NBA drafts prior to the
1996 draft, atotd of seven college freshmen and high school seniors declared themsdlves digible for the
NBA. Inthe@aght drafts snce that time, 61 such players declared themselves digible — an increase of
more than 2,000 percent. Only about half of these 54 players were drafted in the first round with a
ggnificant fraction of the remaining hdf never playing more than a handful of gamesinthe NBA. The
conventiona wisdom attributes this flood of young playersinto the NBA to the success of Kevin
Garnett and Kobe Bryant, two of the first players who entered the NBA straight from high school
(Mandel, 2000; Nielson, 2001; and Hoffman, 2003).

However, the conventiona wisdom largely ignores the fact than in the last two collective
bargaining agreements, the NBA has dramaticaly increased the cost of staying in school (more than $15
million per year of school for some players). Such an unintended consequence is a common outcome of
these collective bargaining agreements. | describe how in response to risng sdary cods, especidly for
less experienced players, the NBA ingtituted sdary controls for players with less experience and high
productivity. These sdlary controlsin turn dramaticaly increased the incentives for playersto enter the
NBA before finishing (or even garting) college, thereby opening the floodgate of young players entering

the NBA. Thisisthe dassc story of unintended consequences that result in a“cure’ of an economic



problem, in this case aform of price control, possibly being worse than the original disease’

The implementation of these sdlary controls occurred as aresult of a collective bargaining
process between the NBA owners and the union that represents the NBA players, the Nationa
Basketball Players Association (NBPA). The costs of these salary controls have tended to be borne by
two groups of players who have very little representation (high productivity players) or no
representation (future NBA players) inthe NBPA. Thus, this paper may shed light on the behavior of
other unions with high incomes or strong bargaining positions, such as pilots or autoworkers? In
addition, these increasesin playersleaving early for the NBA may affect more than just the NBA and its
players. Firg of dl, loang many of their best young playersto the NBA lowers the quality of the top
college basketbdl programs and this has resulted in cdls for reform (Vitale, 2001 and ESPN.com,
2002). Second, to the extent that college no longer is seen as aprerequisite for an NBA caresr, it may
affect the educationa aspirations of large numbers of youth (Oriand, 1995 and Berkowitz et a, 1997).

The focus of this paper is describing the precise way in which various aspects of these collective
agreements have combined to create grester incentives (1) for teamsto select younger players earlier in
the draft and (2) for younger playersto enter the NBA earlier. After describing the surge in young
players entering the NBA, | first outline the NBA collective bargaining process and how it has resulted
in agreater number of labor market distortions in more recent collective bargaining agreements. Next, |
describe team incentives for drafting younger versus older players, and then | detail the incentives for
young players. | conclude by examining recent proposds to stem the flow of young playersinto the

NBA, indluding imposing an age limit.

! See Friedman et a (1981) and Rockoff (1988) for a description of the unintended consequences of other forms of
price contols, such as rent controls and price controls on gasoline or wages.



2. Patternsof NBA Entry by Young Players

Table 1 shows the number of non-college seniors declaring and being sdected in the first round
of the draft during the 1976 through 2003 drafts. The 1996 draft immediately following the 1995
collective bargaining agreement unleashed the period when underclassmen and high school players
darted entering the NBA in large numbers. Prior to the 1996 draft, juniors declaring for the NBA draft
were not uncommon (about eight per year over the previous twenty year period), while the number of
sophomores was relatively smal (about two per year). The number of college freshman and high school
seniors was vanishingly small with just seven declaring themsalves digible for the NBA in the twenty
years leading up to the 1996 draft.

And then the floodgates opened. In the 1996 though 1998 drafts, more than twice as many juniors
declared per year (relative to the previous ten drafts), nearly three times as many sophomore declared,
and the number of college freshmen and high school seniors declaring increased more than ten-fold.
The 1999 collective bargaining agreement further eroded the sdlaries of firgt round picks during their first
four years and created other sdlary condraints that encouraged early entry for prospective superstars.
The result was a 57 percent increase in the number of college sophomores, college freshmen, and high
school seniors declaring for the draft, while the number of juniors declaring fell by amost 30 percent.
Moreover, of the 63 college freshman and high school seniors declaring for the draft between 1996 and
2003, dmog haf were not sdlected in the first round with many of these players never making it into the
NBA. Findly, foregn players under age 22 are declaring themsdves digible for the NBA in increasing
numbers with on average about 46 percent of the eight foreign early entries being selected in the first

round.

2 Rosenbaum (2003a) discusses the collective bargaining process in more detail.



3. NBA Collective Bargaining Agreements and the Increase of Labor Market Distortions

The labor market for player talent in the NBA is characterized by an incredibly complex web of
sday condraints — congraints that sem from avariety of forces. Understanding these forcesis
important, because they are responsible for changing the incentives for playersto enter the NBA before
completing college. To begin with, asin most professond sports leagues, teams operate as a cartel,
henceforth referred to asthe League.® The League seeks to maximize prafits through limiting output (in
this case the number of teams) and through reducing costs in markets in which it exercises market
power (such asin the market for player talent).”

However, the League dso faces market imperfections that are rare outsde professional sports
leagues. As described by Rosen and Sanderson (2001), wins (or championships) are an important
product produced by teams, but league-wide the number of winsisfixed. Thus, an invesment in
winning made by one team generates negetive externdities (losses) for other teams. A second but
related consderation for the League is competitive balance. Part of the attraction of sporting eventsis
that each contest is an daborate “resolution of uncertainty.” Ye, if “rich” teams from large markets are
able to make investments that remove dmogt dl of this uncertainty, then the demand for the NBA
product may decling, in particular if the removal of this uncertainty becomes a multi-year proposition for
someteams. Because of the negative externdities associated with winning and concerns about

competitive balance, most professiona sports leagues, including the NBA, have ingtituted regulations

% Yet, unlike many cartels, the collusive behavior of teamsislargely limited to formal agreements entered into with
their respective unions. Outside of these agreements with their unions, collusive behavior between teamsgenerally
is prohibited and has resulted in expensive lawsuitsin basebal | (Scully, 1989).

* Another manifestation of this market power is the League’ s ability to secure public funding for the construction of
arenas.



restricting spending on player tdent for high-poending teams (sdary caps) or have ingtituted tariffs for
gpending over a certain amount (luxury taxes) or both (asin the NBA). In addition, the League has
often sought to make it easier for teamsto retain their own playersin free agency, perhaps due to
players team-specific human capitd.

Prior to the formation of the NBPA, the League exercised sgnificant control over player
compensation. Players were alocated to teamsin adraft based upon the reverse order of team
performance and exclugive rights to those players remained with the drafting team until that player was
traded, sold, or waived. The formation of arival league, the American Basketbal Association (ABA),
in 1967-68 introduced competition for player taent inthe NBA, resulting in adramatic increasein
sdaries. After the ABA folded in 1976, the NBPA negotiated for a very limited form of free agency for
veterans. Since that time, free agency redtrictions for veterans have been relaxed, but in their place a
variety of salary congtraints have been introduced.

These sdlary condraints have not affected dl players equdly, and the players who have
benefited most are those most heavily represented in the NBPA. The NBPA is comprised of dl active
players and each player has onevote. In particular, it should be noted that low sdlary playersare an
important voting block inthe NBPA. 1n 2002-03 about 23 percent of players earned the minimum
sday and the lowest-paid third of players received only six percent of the total player sdaries. Onthe
other hand, the highest-paid ten percent of players received 36 percent of total player sdaries.

While an argument can be made that high sdary players are underrepresented at the negotiating
table, there can be no doubt that future NBA players are underrepresented, since future players do not
have asngle League or NBPA vote. Consequently, while collective bargaining between the League

and NBPA has resulted in greater freedom in free agency among veterans, especially among low and



middle sdary veterans, players drafted in the first round face unprecedented restrictions in thelr rights
to negotiate their initia contracts. These restrictions are a direct result of the 1995 and 1999 collective
bargaining agreements.

Prior to these agreements, the NBA in 1983 had been the first sports league to inditute asdary
cap, which redtricts teams from spending over a certain specified amount (usudly afunction of projected
league revenue). However, the NBA’s sdary cap has dways been a*“ soft cap” with numerous
exceptions, which alowed teamsto re-sign their own players at any sdary (the “Bird” exception) and
alowed various exceptions for middie and lower sdary players. These exceptions resulted in average
sdariesincreasing by 250 percent between 1987-88 (prior to the previous agreement) and 1994-95,
while the salary cap (afunction of projected league revenue) only increased by 160 percent (Staudohar,
1998). Moreover, with large rookie contracts being signed by Glenn Robinson ($80 million over 11
years) and Jason Kidd ($65 million over 8 years), there was a consensus among owners that player
sdaries were out of control, especialy for rookies.

After tumultuous negotiations, the 1995 collective bargaining agreement granted veteran players
greater free agency rights and increased the share of tota revenue going to the players. However, there
was one group of players who were worse off after this agreement — future rookies. Rookies drafted in
the first round of the 1995 draft were restricted to Signing three-year guaranteed “rookie sca€’
contracts with below market maximum salaries. These rookie scale contracts resulted in the first round
draft picksin 1995 being paid 15 percent less (adjusting for inflation but not for NBA sdary growth)

than first round draft picksin 1994 in their respective rookie seasons. In their second seasons, they



were paid about 23 percent less, while the deficit increased to 39 percent in their third seasors.” After
their third seasons, these first round draft picks were eigible for restricted free agency, i.e. the players
teams retained the right to match offers made by other teams (the right of first refusdl).

The 1995 agreement alowed the League to re-open negotiationsif the players share of
revenue was greater than 51.8 percent, and their share shot up to 57 percent in 1997-98. After a
lockout by the League that resulted in nearly half of the 1998-99 season being log, the League gained
magor concessions from the playersin the form of an escrow system (that taxed players up to 10
percent of their sdlary and benefitsif tota player compensation was greeter than 55 percent of revenue)
and a luxury tax systlem (that taxed teams a dollar for every dollar they were over a certain threshold if
total player compensation was greater than 61.1 percent of revenue).®

Y e, even with these concessions, low and middle income veterans stood to benefit from the
agreement with higher minimum salaries, especidly for older veterans (indluding League subsdization of
some of these sdaries and anew sdary cap exception for “mid-leve” players. The playersthat pad the
highest price for this agreement were a group of players that has very few votesin the union — high
sday and future players. These new provisons, provisonsthat greetly affected the returnsto leaving
school early, were the following.

(& Maximum sdaiesfor individud players (afirst in professond sports history) — The maximum sday
for the first season of anew contract could be no more than 25 percent of the salary cap leve for
players with lessthan 7 years of NBA experience, no more than 30 percent of the salary cap leve

for playerswith 7 to 9 years of NBA experience, and no more than 35 percent for players with 10
years or more of NBA experience.’

® Increases in these maximum salaries for later draft years were ten percent or less. These increases were
considerably smaller than average salary growth for veterans, resulting in declines in the relative value of these
rookie scal e contracts over time.

® See Rosenbaum (2003b) for more detail on the luxury tax.

"This provision did not apply to players with existing contracts. Also, playerswith existing high salary contracts



(b) Maximum contract lengths and sdary increases — Players Sgning with their own team were limited
to seven-year contracts with annua increases of 12.5 percent of the vaue of the first year of the
contract. Players signing with other teams were limited to six-year contracts with annua increases
of 10 percent of the value of the first year of the contract. (In the prior agreement, annual increases
were limited to 20 percent of the vaue of the first year of the contract with the same rules gpplying
to players who signed with their own or other teams))

(c) Four-year rookie scale contracts — Players drafted in the first round were restricted to signing three-
year guaranteed “rookie scal€’ contracts with below market maximum sdaries with afourth year at
the team’ s option (again with a below market price maximum sdary) and fifth year redtricted free

8

agency.

Aswill be discussed in the next section, it is the combination of these three provisions that has resulted
in the return to leaving school early risng dramaticaly since the 1999 agreement, especidly for players

who are likely to be congtrained by maximum salaries once they complete their rookie scale contracts.

4. Modeling Team Incentivesfor Drafting Young Players

In order to understand how these collective bargaining agreements have affected the decisons
of playersto leave school for the NBA, it isimportant consider how they affect both the incentives of
teams and players. Team incentives matter, because compensation during the first four years of players
careersisdetermined dmogt entirely by where these players are selected in the draft. Thus, if incentives
result in teams being more likely to select players with less college experience (even at the expense of
lower productivity), thenthe return to leaving school early increases.

Equation (4.1) models the draft selection decison of teams. Teams seek to maximize the

were eligible for five percent increasesin their future contracts, even if this exceeded the maximum salary. 1n 2002-03,
the saary cap level was at $40.271 million, so the maximum salary for players with less than seven years of NBA
experience was just over $10 million.

8 Rosenbaum (2003a) shows that these rookie scale contracts have resulted in first round draft picks being paid about
half of what they would have been paid in the absence of these salary restrictions.



expected profit (p) derived from a given draft selection by sdlecting players whose expected margind

product (MP) most exceedstheir sdlaries (SAL).

(41) Ep) =E[ (MP.—SAL)+a § (MP.—SALY]

s5

Note, however, that the expected profit derived from post-rookie scale contracts occur with probability
a, which captures the possibility that ateam may be unsuccessful in re-signing its own player.®

At firgt glance, (4.1) appearsto be afairly standard profit maximization problem, but the
idiosyncrasies of the NBA labor market result in some unique festures. For example, in recent years,
the salary cap has created alabor market where at most only a couple of teams (including the player’s
current team due to the “Bird” exception) can offer a high productivity or “star” player a contract worth
more than the average sdlary. Due to other salary cap exceptions, the slary cap does not fully
congtrain teams above the sdlary cap from offering below average salary contracts. In the free agent
season prior to the 2002-03 season, every team was above the salary cap, implying that teams had
nearly complete monopsony power over star players, but not over non-star players.™® Thus, for most
teams the largest profit opportunities come from drafting or trading for players before they become star

players. Then once they become star players, teams can use their monopsony power to increase their

® This simple model abstracts away from other considerations, such as that (a) teams reserve the right to trade players
and (b) the fourth year of the rookie scale contracts for first round draft selectionsisateam option. Itishard to
imagine how the right to trade would play amajor rolein the decision to select a player with greater or lesser college
experience. However, the fourth year team option reduces the risk in selecting a player with highly uncertain future
marginal productivity. The option to cut their losses after three years may make teams more likely to select players
with less college experience, since these players likely face a more uncertain productivity stream. Onefinal pointis
that marginal productivity encompasses more than just a player’s statistical achievements. Complementarities with
other players, team differences in revenue production, and fan preferences for certain players are also part of marginal
productivity. For that reason a given player’s marginal productivity may differ greatly between teams.

1 Theimposition of the luxury tax in the 2002-2003 season did, however, raise the net salary costs for new player
contracts for teams with spending above the luxury tax threshold (alittle below the average team salary). This, of
course, would tend to reduce spending for these teams, but the effect was the same for teams re-signing their own
players or signing other teams' players. Thus, the only teamsthat gained any monopsony power due to the luxury



profits. The profit opportunities due to acquiring non-gtar players are much less and likdy mostly due
to team-specific human capitd, since for non-gtar players, profits are usudly bid awvay by market
comptition.

With maximum sdaries and monopsony power over star players, teams are eager to select
players with some probability of becoming astar player, in particular a player whose future productivity
exceeds the post-rookie scae maximum sdary. For example, in Table 2 compare the choices between
two setsof playersthat | refer to as “college players’ and “high school players” College players
complete four years of college and high school players enter the NBA straight from high schoal.
College players are worth $3 million per season over hisfirgt four seasons and $5 million per season
over thar next six seasons.™* High school players are worth $2 million per season over their first four
seasons; over thar next six seasons they have an 80 percent chance of being worth $2 million per
season and a 20 percent chance of being worth $20.33 million per season Also, assume for smplicity
that a (the probability a given player stays with his current team) is equa to 0.75 for both sets of
players, that the average sdary for the rookie scale contract is $3 million per season, and that the
maximum sdary is $10 million per season.

Under this scenario, Table 2 shows that each of these sets of players has an expected margind
productivity of $42 million over the next ten seasons. But assuming that players with productivity below

the average sdary (about $5 million) are paid their margina product in their post-rookie scale contracts,

tax were low-spending teams.

" n reality future productivity would be characterized by adistribution, but for simplicity | am assuming that the
future productivity of college players isknown. Thisassumption, along with the uncertainty assumed for high
school players, isintended to capture the greater uncertainty involved with selecting unproven players with little or
no college experience.

10



the expected profit for college playersis $4 million (al in the firgt four seasons). For high school
players, expected profit is $9.3 million (entirdly in the find six seasons). Thus, teams prefer high school
players despite the fact that during therr first four years, they are less productive than the more
experienced college players. It isthe option vaue due to the higher probability of high schoal players
becoming superstars that makes them more profitable than college players, even though both sets of
players have the same expected margina productivity. Furthermore, with rookie scale contracts set at
about hdf of the margind productivity of these players (as detailed in Rosenbaum, 20034), the League
has largely eiminated the downside risk of sdecting a player with little or no college experience.

Thus, for most teams drafting a future superstar has become an overriding objective, especidly
for early sdectionsin the draft. Hughes (2001) captures this sentiment: “ Still, teams gpparently are
willing to take the gamble on the potentid of the four high schoolers— [Kwame] Brown, [Eddy] Curry,
[Tyson] Chandler and [DeSagana] Diop — rather than the safe pick of [Shane] Battier, the only four-
year college quy in the group, because, as Sonics CEO Waly Waker sad, ‘I think every player is
different, but ateam wantsto try to draft a potentid star.” ” In fact, players who stay in school are at
risk of reveding that they are likely not to become a potential sar, even if they become greet college
players. Hughes (2001) continues with the following: “Left unsad in that satement is the ingnuation that
[college player of the year] Battier isthe player heis, meaning he does not have a grest ded more
growth left. He is asafe pick, to be sure, and might be a nice addition to a team that dready is
established, but heis not going to be the home run player that eventudly might take ateam to atitle
run.”

The large profits to be made from “home run players’ present risks to playerswho stay in

school. An additiona year of schoal likely increases their margina productivity (although maybe no

11



moreso than an NBA season), but it also reduces the variance of the estimate of their projected NBA
margina productivity. Thus even if they meet or slightly exceed expectations, this reduced variance
could sharply reduce the projected probatilities of such players becoming “home run players” perhaps

even resulting in staying in school hurting rather than helping their draft status.

5. Player Incentivesfor Leaving School Early*

This phenomenon of players draft Satus fdling even if they meet or exceed expectationsin
college isimportant, because improving their draft statusis their primary benefit of staying in school .2
The negative consequences of staying in schoal are many, including (1) the risk of injury or poor play
hurting their draft chances, (2) the opportunity cost of the sdary they would receive in the NBA in their
rookie scale contracts, (3) dday of the receipt of post-rookie scae sdaries, and (4) the delay of the
recapt of maximum sdary increases (important for maximum saary players).

Tables 3 and 4 illugtrate the combined importance of these factors in determining the cost of
staying in school, first for players expecting maximum saary post-rookie scale contractsin Table 3,
and second for players with an average veteran salary in Table 4.° Measuring these costs requires

assumptions about the discount rate, the growth rate of the sdlary cap, future maximum sdaries, future

2 This section, along with the previous section, could benefit from the presentation of statistical evidence to support
the many assumptionsin these two sections. The next draft of the paper will incorporate arich description of how
the rich description of evidence on playing careersin the NBA in order to substantiate these assumptions.

3 Of course, receiving a college education is a benefit of staying in school, but given the very low graduation rates of
basketball players at premiere college programs and the dramatic difference in these players’ earnings potential as
basketball players versus other professions, the value of a college education for most playersislikely to be dwarfed
by other considerations.

1n the 2002-2003 season, greater than 20 percent of first round picks with four or more years of experience earned
the maximum salary.

> 1n the 2002-2003 season, the average salary for all veterans with four or more years of experience was $5.5 million.
Limited to those veterans who were first round picks, the total risesto $6.65 million. Thus, | choose asalary in the

12



maximum salary increases, future rookie scae contracts, and the effect of staying in school on draft

atus.'®

Table 3 suggests that for players who are highly likely to receive maximum sdary post-rookie
scale contracts, staying in school for four years costs them about $66 million dollars (in present dollars),
about 28 percent of their NBA career earnings if they enter the NBA straight from high school. The
foregone earnings during the years spent in college are only 16 percent of these sdlary codts, the bulk of
the costs come from the delay in recaiving maximum salary contracts and maximum salary increases.™’
In fact, staying in school dl four yearsresultsin at least a$2 million lower sdary every year up until age
35. In other words, players who stay in schoal dl four years are till paying for that decison more than
ten years after they leave schoal.

Table 4 shows that for average first round picks, the costs of staying in school are lower.
Saying in schoal dl four years costs these players about $13 million dollars, about 21 percent of their
career NBA earnings if they enter the NBA from high school. However, these players face a greater
risk of not getting selected in the first round of the NBA draft, o that done may persuade them to stay
in school longer. These players pay for staying in school during their time in college and during their
rookie scae contracts. Once these players have finished their rookie scale contracts, their salaries no

longer depend on how many years they attended college, unlike their maximum sdary counterpartsin

middle, $6 million.

18 More specifically, | make the following assumptions. Dollar amounts arein millions of present day dollars,
assuming athree percent discount rate. The salary cap isassumed to rise at athree percent (nomina) rate. Maximum
salary increases are assumed to be a (nominal) ten percent. Assumptions about the rookie scal e contracts and
maximum salaries are assumed to follow the rules set for in the 1999 Collective Bargaining Agreement. Playersare
assumed to be paid their marginal product over the life of agiven contract, unless constrained by maximum salaries or
maximum salary increases. Finally, | assume that staying in school does not affect NBA productivity, but does
improve draft status. Relaxing thislast assumption resultsin the costs of staying in school growing larger.

" For these superstar players, the costs of staying in school are, in essence, the value of the players’ highest salaries

13



Table 3.

Tables 3 and 4 assume that players can improve their draft Satus by staying in schoal, but the
earlier discusson of team incentives suggests that this may not be true. If instead it is assumed that
gtaying in school does not improve draft status, the costs of staying in school four yearsrisesto $73
million for likely superstars and to $19 million for likdly high productivity, non-superstar players.

Before leaving this section, there is another very important point to make. In the absence of
labor market distortions, players would be paid their margina product (or perhaps some constant
fraction of their margind product) and the cost of staying in schoal for al four years would be just the
margind productivity during their yearsin college. For the projected superstars, this cost would be just
$6.8 million (10 percent of the actua cost) and for the projected average players, this cost would be
just $3.2 million (25 percent of the actud cost). In other words, the incentives for playersto leave
school early for the NBA are dmost entirely an unintended consequence of labor market distortions

created by past collective bargaining agreements.

6. Conclusion™

The third paper discusses how recent changesin NBA collective bargaining agreements have greetly
increased the incentives for playersto leave school early, resulting in alarge increase in the number of
players leaving school early for the NBA. Through revenue sharing and complex sets of rules affecting

the labor market for players, NBA officids dirive to constrain costs and maintain (or increase)

during their careersminus any benefits for getting selected earlier in the draft.

'8 This discussion needs to be expanded, and | need to discuss recent proposals to stem the tide of young players
entering the NBA, such asimposing an age limit. | also need to talk more about how the educational choices of these
star NBA players might be affecting the educational choices of amuch larger group of youth who aspire to be NBA
players.

14



comptitive bdance. For example, in the last two collective bargaining agreements, the League and the
Union agreed to below-market-price sdary scdesfor playersin thar firs four years, aswdl as
experience-ecific maximum sdariesfor dl players. While these mechanisms may have been effective
in meeting the League' s other objectives, they dramaticaly increased the incentives for playersto leave
school early for the NBA — an outcome that the NBA Commissioner has repeatedly voiced concerns
about. Such unintended consequences are common outcomes of these collective bargaining agreements

and are agood lesson in the limits of socid planning.
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Tablel
The Growth of Underclassmen Entering the NBA

College Experience
Years Juniors Sophomores  Freshmen  High School Foreign
Average number of players sdected in first round

1976-85 3.7 0.4 0.1 0.0 0.0
1986-95 3.6 14 0.1 0.1 0.1
1996-98 5.7 3.0 1.7 1.3 1.3
1999-03 4.8 5.4 2.2 2.6 38

Average number of players declaring for draft but not selected in first round
1976-85 3.0 0.6 0.1 0.0 0.0
1986-95 6.2 1.3 0.3 0.0 0.2
1996-98 15.0 4.3 13 1.3 1.0
1999-03 9.8 5.8 3.2 1.2 4.4

Notes: These figures do not include players who pulled out of the draft prior to draft day.
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Table2
Expected Profitsby Level of College Experience

Marginal Productivity Salary Team Expected Profit
Seasons Seasons Seasons

Player Prob. | 1-4 | 510 | Total | 14 | 510 | Total | 1-4 | 510 | Total
College 1.00 $3 $5 $42 $2 $5 $38 $1 $0 4
Players
High 0.80 $2 $2 $20 $2 $2 $20 $0 $0 $0
Schoal 0.20 $2 | $203 | $130 | $2 $10 $68 $O | $7.75 | $46.5
Players Totd | $2 | $567 | $42 | $2 | $36 | $37.6 | $0 | $1.55| $9.3

Notes: Because players are assumed to have a 75 percent chance of re-sgning with their own team,
team expected profit in seasons five through ten is equal to 75 percent of the difference between
margind productivity and salary in seasons five through ten.
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Table3
The Costs of Staying in School for Projected Superstars

Marginal Product

Salaries

L eaving School as

Per centage High School College College

Salary | of Salary | Dollar Senior Sophomore | Senior
Age | Cap Cap Value | (6™ Pick) (3 Pick) | (1% Pick)
18 $40.0 1% $0.4 $2.4 $0.0 $0.0
19 $40.0 2% $0.8 $2.5 $0.0 $0.0
20 $40.0 4% $1.6 $2.6 $3.3 $0.0
21 $40.0 10% $4.0 $3.2 $3.4 $0.0
22 $40.0 25% $10.0 $10.0 $3.6 $4.2
23 $40.0 38% $15.0 $10.7 $.4 $4.4
24 $40.0 50% $20.0 $11.3 $10.0 $4.5
25 $40.0 50% $20.0 $11.9 $10.7 $5.5
26 $40.0 50% $20.0 $12.4 $11.3 $10.0
27 $40.0 50% $20.0 $12.9 $11.9 $10.7
28 $40.0 50% $20.0 $13.4 $12.4 $11.3
29 $40.0 50% $20.0 $14.0 $12.9 $11.9
30 $40.0 50% $20.0 $15.0 $13.4 $12.4
31 $40.0 50% $20.0 $15.8 $14.0 $12.9
32 $40.0 45% $18.0 $16.7 $15.0 $13.4
33 $40.0 40% $16.0 $17.4 $15.8 $14.0
34 $40.0 35% $14.0 $18.1 $16.7 $15.0
35 $40.0 30% $12.0 $18.8 $17.4 $13.0
36 $40.0 25% $10.0 $10.0 $11.1 $10.0
37 $40.0 20% $8.0 $8.0 $8.0 $8.0
38 $40.0 15% $6.0 $6.0 $6.0 $6.0
Total $275.8 $233.1 $201.3 $167.3
Salary cost of freshman and sophomore years $31.7 13.6%
Salary cost of junior and senior years $34.1 16.9%

Notes: Dollar anounts are in millions of present day dollars, assuming a three percent
discount rate. The sdary cap is assumed to rise a athree percent (nomind) rate.
Maximum salary increases are assumed to be a (nomind) ten percent. Assumptions
about the rookie scade contracts and maximum sdaries are assumed to follow the rules
st for in the 1999 Collective Bargaining Agreement. Players are assumed to be paid
their margind product over the life of agiven contract, unless congtrained by maximum
sdaries or maximum sdary increases. Bolded borders are placed around the years for
multi- season contracts.
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Table4
The Costs of Staying in School for Average First Round Picks

Marginal Product

Salaries

L eaving School as

Per centage High School College College

Salary | of Salary | Dollar Senior Sophomore | Senior
Age | Cap Cap Vaue | (18" Pick) | (10™ Pick) | (5" Pick)
18 $40.0 1% $0.4 $1.2 $0.0 $0.0
19 $40.0 1% $0.4 $1.2 $0.0 $0.0
20 $40.0 2% $0.8 $1.3 $1.8 $0.0
21 $40.0 4% $1.6 $1.9 $1.9 $0.0
22 $40.0 8% $3.2 $3.2 $1.9 $2.7
23 $40.0 11% $4.4 $.4 $2.4 $2.9
24 $40.0 15% $6.0 $6.0 $6.0 $3.0
25 $40.0 15% $6.0 $6.0 $6.0 $3.7
26 $40.0 15% $6.0 $6.0 $6.0 $6.0
27 $40.0 15% $6.0 $6.0 $6.0 $6.0
28 $40.0 15% $6.0 $6.0 $6.0 $6.0
29 $40.0 15% $6.0 $6.0 $6.0 $6.0
30 $40.0 15% $6.0 $6.0 $6.0 $6.0
31 $40.0 10% $4.0 $4.0 $4.0 $4.0
32 $40.0 5% $2.0 $2.0 $2.0 $2.0
Total $58.8 $61.1 $56.0 $48.2
Salary cost of freshman and sophomore years $5.1 8.4%
Salary cost of junior and senior years $7.7 13.8%

Notes: Dollar amounts are in millions of present day dollars, assuming athree percent
discount rate. The sdlary cap is assumed to rise a athree percent (nomind) rate.
Maximum salary increases are assumed to be a (nhominal) ten percent. Assumptions
about the rookie scade contracts and maximum sdaries are assumed to follow the rules
st for in the 1999 Collective Bargaining Agreement. Players are assumed to be paid
their margind product over the life of agiven contract, unless congtrained by maximum
sdaries or maximum salary increases. Bolded borders are placed around the years for
multi- season contracts.
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