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Abstract: The different institutions of the National Football League and Major League Baseball produce different incentives for gathering private information about players. This paper examines how differing institutions like revenue sharing agreements, labor market structure, and rules regarding player signings affect the incentive to invest in the discovery of private information about players. This paper demonstrates that MLB teams have greater incentive to collect private information about potential players.
At first glance the structures of Major League Baseball and the National Football League appear to be very similar. They appear to be involved in the same business practices and to have roughly similar business strategies. Teams are interested in winning games. Games are won primarily by having better players than other teams. All teams then have the same interest of acquiring the best players. However, teams generally do not have unlimited resources and cannot afford to hire the players that are already established as the best in the industry. Consequently the signing of amateur players is of extremely high importance when attempting to improve a team’s talent level without spending too much money. As a result, teams have a keen interest in discovering information about potential players before those players are signed. Surprisingly even though the NFL and MLB are interested in discovering very similar information about very similar resources (players), MLB and the NFL have remarkably different ways of going about a very similar task. The NFL evaluates players based almost entirely on NCAA statistics, and holds an organized scouting event to judge objectively the physical abilities of potential NFL players. In contrast MLB has minor leagues that are operated and financed by individual teams, and a global scouting system designed to ferret out information about potential MLB players before that knowledge is widely held. All things considered, MLB teams spend much more money than NFL teams in the effort to gain private information about potential players. This paper asserts that this occurs because MLB teams have potentially much more to gain from the holding of such knowledge.

Professional sports are a multi billion dollar industry. Major League Baseball (MLB) revenues as of 2001 were in excess of 3.5 billion dollars (USA Today 2001). In 2002 the National Football League (NFL) team revenues totaled 4.96 billion dollars. (Ozanian 2003). Despite revenue sharing programs in MLB and the NFL, there remains a large income disparity among teams. In 2002, revenue for the Washington Redskins was 227 million dollars, compared with the league low 126 million dollars by the Arizona Cardinals (Ozanian 2003). The 2001 Yankees posted operating revenues of 242 million dollars, while the Montreal Expos reported only 34 million in revenues (USA Today 2001).
 MLB team revenues are comprised of essentially three components: ticket receipts, broadcast fees, and revenue from parking and concession sales (Scully 1989). Ticket sales and concessions revenue are both dependent on game attendance. Game attendance is a function of many factors, the most important to this paper being number of star players on the team, the team’s pennant hopes, and winning percentage (Scully 1989). Winning percentage and audience rating is also a determinant of broadcast fees, which are commonly based on the audience rating of broadcasts from the previous season (Scully 1989). Logically, winning percentage is related to the quality of players and coaches on the team. Thus, teams interested in increasing revenues have a strong incentive to fill their rosters
 with high quality players. However, teams are interested not only in increasing revenue, but also profits. In an effort to maximize profits, it is in the interest of teams to sign high quality players at low cost, or in other words, in order to maximize profits teams should look to sign players that are undervalued. That is, in order for teams to maximize profits, they are compelled to be efficient in signing players by signing players that will perform as well as a comparable player, but can be signed for less money, or get better performing players for the same amount of money. In this case efficiency is the ability to achieve the most wins with the lowest possible player salaries (Einolf, 2004)
. 
 In contrast to the MLB revenue structure, revenue for NFL teams is mainly comprised of revenue from national television broadcast rights, which are set up by the main NFL office. The NFL negotiates the rights league wide and then splits the revenues equally among all teams. Ticket receipts are also split rather equally, with 60% going to the home team, and 40% going to the visiting team, however, luxury box and private seat revenues are not shared. How these revenue sharing agreements affect the incentives and strategy of information acquisition will become clearer later in this paper; however it can be noted that, since revenues are split much more evenly in the NFL, MLB teams generally have a greater incentive to sign high quality players because winning percentage has a much greater effect on team revenue. 
Teams in both MLB and the NFL have a basic need to sign new players to their rosters in order to replace players that retire or become injured. However, there is also the desire to sign new players to the roster that are somehow undervalued in order to increase profits. Due to the fact that minimum and average player salaries rise with league tenure, the main supply of skilled low wage (undervalued) players is prospects, or potential players that have yet to play in the NFL or MLB. Teams that are best able to scout and evaluate the ability of these prospects to play at a high professional level can expect to increase team revenues and profits through the signing of future high quality players before the skill of those players is known to other teams, that is, while he is still undervalued. The ability of teams to gain private information on players through scouting, and the ability to draft and sign those players, is of paramount importance in the interest of increasing winning percentage and team profits. Another source of undervalued players is the free agent market. Granted there are many overvalued free agents as well, however teams that are able to evaluate the true value of free agents effectively will be able to sign the undervalued players and avoid the overvalued players, which will then tend to increase profits.
 This paper focuses on the acquisition of first year players through free agency and the draft and the ability of teams to utilize private information to gain advantages in drafting and free agent signings in an attempt to answer the question: Do MLB or NFL institutions provide greater incentive for the acquisition of private information? Are the potential rewards of discovering private information about prospects more lucrative for MLB or NFL teams, and how does that difference shape the scouting strategy of teams in MLB and the NFL?
Drafting and Free Agency:
In order to advance any of the arguments of this paper is it essential to have a basic understanding of the terms draft and free agency, and how the differences in the rules of the NFL and MLB change the incentives to gather private information.
MLB Draft:
  
The MLB draft is how most new players enter MLB. The draft is held annually in June. During the draft teams take turns in selecting new players for their teams. Rules about who can be drafted are fairly complex but the rules that have the most impact in shaping incentives are as follows : US, Canadian, Mexican and Puerto Rican players who have not signed a major or minor league contract are eligible the draft.. Teams are not allowed to draft high school students while the students are still eligible for high school athletics. Also, college players are ineligible for the draft until they have either completed their junior season, have reached 21 years of age, or have dropped out of school and remained out for 60 days. A player who has draft eligibility, but who has not been selected by any team becomes a free agent and may be signed by any team. Teams pick in reverse order of win-loss record. The team with the worst record picks first, the team with the best record picks last. The MLB draft usually lasts around 40 rounds. Once a player has been drafted the major league team that has drafted him has exclusive rights to contract negotiations with him. There are numerous and complicated rules regarding additional player drafts and rules regarding how long a team can retain rights to a player that they have drafted. The rules that most generally affect teams’ abilities to retain players that they have drafted are as follows: If the player does not sign a contract with the team he has been drafted by, he can re-enter the next draft in the next year. Once a player is signed by a team the team can keep exclusive rights to the player by signing him to a minor league contract. After three minor league seasons, a team must either sign the player to the major league roster of 40 players or allow other teams the chance to sign the player in what is called the rule 5 draft. The rule 5 draft allows other teams the chance to sign minor league players to their major league roster for the sum of $50,000. After a player has been signed to the major league roster, he may be sent back down to the minor leagues on “optional assignment” during three seasons. After the third season a player has been sent back down, he must “clear waivers” which basically means that other teams will have the opportunity to sign him. These additional rules are important to the development of incentives for MLB scouting because they allow teams to hold on to players that they have invested time and money in scouting.
MLB Free Agency:
 
Players that have played for six seasons and who are not under contract are free agents. In addition, any player that was not selected in the draft is a free agent. Also any player who has served 3 seasons in the minor leagues and is not signed to the 40 man major league roster or re-drafted via the rule 5 drafts can petition to become a minor league free agent. Players from Latin America, except for Mexico and Puerto Rico, are considered free agents and may be signed by any team. Any of these free agents can sign with any team they wish. The presence of this Latin American labor market is very important because the lack of public information about those players effectively lowers the cost to MLB teams of gaining private information about them.
NFL Draft: 


Players are eligible for the NFL draft after they are three college football seasons removed from high school graduation. That is not to say that the athlete must have played in three seasons of college football, merely that the player must have been out of high school for three years. The obvious difference from the MLB draft is that high school aged players are not eligible for the NFL draft. Most college players cannot be drafted until they have completed their junior season of college football. Also different from the MLB draft, it the rule that once a college player declares himself eligible for the NFL draft, he automatically loses his amateur status and cannot return to play college football, regardless of if he was drafted or signed by a team. This provides a disincentive for college football players to leave the NCAA early, and allows NFL teams to continue to evaluate the player at no cost while he is in college. That is, the NCAA provides very good information about the potential value of players, at no cost to the NFL. Like the MLB draft, the NFL draft lets teams choose players in reverse order of the previous season’s win-loss record. The team that drafts a player has exclusive rights to contract negotiations with that player. If a player is drafted but does not sign with the team he is drafted by, he may re-enter the draft in the following year. If a player is not selected in the draft by any team, he is considered a free agent and may be signed by any team.
NFL Free agency:
 Any NFL eligible player who is not under contract is a free agent and can be signed by any team so long as they do not exceed the roster limits or salary cap.
Talent Evaluation:

Now that it is clear how teams acquire new players, it is important to understand how they decide which players to sign. Evaluating the ability of sports prospects is intrinsically difficult. The idea is to estimate how good someone will be at something before they do it. Basically talent evaluation is an information discovery problem; teams have a desire for accurate information about players true abilities, however this information is difficult and often costly to obtain. The more accurate the information a team has about a player before they sign him, the less risk is assumed by that signing, much in the same way that having reliable information about a used car will decrease the likelihood of getting a bad deal.  Essentially the teams want to have some predictor of a player’s future performance in the major leagues; this performance will be measured primarily by statistics. There are generally two routes to this prediction. The first is to measure a player’s athletic ability through a series of physical tests of speed, strength, endurance etc. The second attempts to measure a player’s likely future performance at the game, given his past performance (statistics). Both of these routes have substantial drawbacks. The problem with the first route is the question of skill at the game. A prospect may exhibit phenomenal athleticism, but may lack some immeasurable skills that are needed to succeed at playing the game. The success of an athlete in his sport of preference is determined in no small part by factors that are immeasurable outside of the game. Among these skills are the often mentioned “field vision”
, and “playing speed”
.  In addition to intangibles such as those, there is the question of sport specific actions that cannot be tested outside the sport itself. While one athlete may be physically superior to another, in raw physical ability, this does not necessarily mean that the better athlete will be better able to hit a curve ball for example, or to catch a football while running full speed in pads These all add up the fact that there are factors other than measurable physical performance that contribute to a players overall skill and mastery of the game. Take for example Jerry Rice. Jerry Rice holds all of the major receiving records in the NFL and is widely regarded as the best wide receiver ever to play the game. Jerry Rice possessed fairly poor measurable physical skills for his position. He was not very fast or large for a wide receiver. The skills that made him dominant are not directly measurable. 
The fact that many skills are observable only during the game can lead to the conclusion that previous game performance should be a better measure of an athlete’s potential future performance, the second route of estimation. The problem with the second route is the fickle nature of statistics. Statistics are generally a measure of how good a player is against his competition. The shortcoming of this method of evaluation lies in the possibility that a player’s true ability can be hidden by the relative skill of his competition. For this reason a player’s future performance cannot be judged on his past amateur statistics either, due to the possibility that the lack of skill of prospect’s competition has made the prospect look better or worse than he actually is. Basically the better the competition a player’s statistics are compiled against the more relevant they become, and the better indicator of future performance at the professional level. However, sometimes even when a player shows very good statistics at a high amateur level such as an NCAA football player from a strong athletic conference, his amateur statistics are at times not a good measure of his future professional performance due to a lack of pure athleticism or some non sport specific intangible such as work ethic or discipline. Take for example, the much maligned Brian Bosworth. Brian played football for the University of Oklahoma in the mid eighties, and was regarded as one of the best linebackers in the history of college football. His collegiate statistics misrepresented his professional potential however. Brian’s professional performance was dismal at best. . 

 Traditionally MLB has relied on the first mentioned approach for evaluating talent, while the NFL has favored a statistical approach. However there is evidence that both the NFL and MLB are beginning to diversify their methods, with the NFL drafting college players who have had little playing time, but possess certain favored physical attributes, and MLB teams now drafting more college players based on their accumulated college statistics. (Lewis 2002, Hendricks, DeBrock, and Koenker 2003). Because of this we will evaluate the role that each evaluation method has played and currently plays in the evaluation of talent in both sports.

Because the ability of professional teams to accurately evaluate the true potential of a player is in large part dependent on the level of competition that a player faces (the higher the skill of the competition the more accurate the information), or else on the teams’ ability to differentiate between statistics that are inflated by poor competition and those that will show through despite sub standard competition. There is an understandable desire of professional teams to see prospects play against each other.

Professional teams do get to see prospects play against each other, but they do so in different ways. The NFL is fortunate enough to have the NCAA pit NFL prospects against one another. Actually the NFL has a hand in maintaining this situation by the institution of the aforementioned NFL draft rule that bans players from being drafted until their graduating class is three years removed from high school. The NFL states that the reason for this rule is to protect the health of physically immature athletes who would not be ready for the NFL. However, it is easy to see that as long as this rule is in effect, NFL hopefuls are effectively forced to play college football in the NCAA in order to continue to play competitive organized football and have a chance at becoming professionals. The result of this is that NFL hopefuls play three years of football against the other potential NFL players.. This period of highly competitive amateur play is extremely valuable to the NFL in that it offers highly significant statistics at no cost to the NFL
. The NFL consequently drafts the majority of its players on the basis of their NCAA statistics (Hendricks, DeBrock, Koenker, 2003). If the NFL allowed high school aged players to be drafted, NFl teams would be forced to evaluate the potential of high school players. As it is now the NFL can avoid those costs because the NCAA teams assume the cost of that evaluation, in addition the NFL teams reap the benefits of less risky, (thus higher expected value) draft choices as a result of the added information about players based on their NCAA performance.

Major League Baseball, in contrast, allows the drafting and signing of younger players. The MLB draft prohibits signing of high school students while the player is eligible to play high school sports (Guevara and Fidler 2002) However, it appears that the real constraint on MLB signings is the 17 year old rule, which prohibits teams from signing players younger than 17
. . MLB teams thus are forced to speculate more than NFL teams, and to draft at least some players straight out of high school for fear that the marquis players would be snatched up by other teams.  It should be noted that MLB teams are faced with the substantial cost of discovering information about these high school players.  Even though MLB teams draft players they know little about, the teams would still like to see how these drafted players perform against high quality opponents, the MLB solution to this problem is the minor leagues. When a player is signed to a minor league contract, the MLB team that owns the rights to the player then has the advantage of being able to evaluate the player from his statistics in the there, where he plays against players of hopefully better skill than during his high school or college career. After this more relevant statistics have been complied the MLB team can then chose to offer the player a more expensive major league contract with less risk than if the team had signed the player to a major league contract straight out of high school.. 
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Recently MLB teams have taken to using the services of the NCAA in the same way that the NFL does. The practice of drafting mostly NCAA baseball players, based on statistics compiled while playing in the NCAA was pioneered by Billy Beane of the Oakland A’s. As described by Michael Lewis in his book “Moneyball”, Beane lead a series of extremely successful MLB drafts by the Oakland A’s with his then innovative use of college baseball statistics especially slugging percentage (slugging percentage is the total number of bases divided by the total number of at bats) and on base percentage (the number of times a player reaches base divided by the number of plate appearances) in determining the true offensive value of prospects. The most valuable part of Beane’s system  is the knowledge that what has traditionally been valued in hitters, namely batting average and home runs, are really not the most productive offensive statistics, rather, that what is most important is the ability to not get out (on base percentage). Economically this is significant because Beane discovered that on base percentage was especially undervalued in the baseball labor market, which allowed Beane to assemble surprisingly potent offensive teams at a very low cost. Beane discovered and exploited inefficiency in the baseball labor market (Lewis 2002). 
 The traditional approach to MLB scouting, based on raw athletic ability, also outlined in “Moneyball” involved developing a network of scouts to go watch the players in person and make guesses of potential based largely on the player’s physical condition and scout’s evaluation of the five “tools” of the player. The five physical “tools’ that were and are sought in prospects are speed, hitting for average, hitting for power, arm strength, and defensive ability. Notice that none of the “Moneyball” abilities are listed here. Actually there has been statistical analysis that hints that defensive ability, arm strength, and speed are not nearly as important in terms of helping a team win games as on base percentage and slugging percentage (Lewis 2002). This is not to say necessarily that players possessing the five tools do not also possess “moneyball”
 characteristics or that they are somehow mutually exclusive, rather it shows that the abilities that really help a team win are often misjudged. 
In terms of evaluating the raw athletic ability of its prospects, the NFL also has an advantage over MLB. While MLB has scouts canvassing the globe in search of five tool players, the NFL holds the “scouting combine”. The scouting combine is an invitation only event in which players who are likely to be drafted are invited to perform workouts for NFL scouts and the media. In these workouts the players perform a variety of tests in order to rate their physical NFL potential. Athletes are made to do several tests of speed, agility, and strength, and even take a type of IQ test that rates the athletes’ ability to solve problems and absorb new information. In addition to this the player’s official height and weight is recorded and players are interviewed and put through physical health exams by the NFL teams. Again the NFL has an advantage in the gathering of information about player’s athleticism because the NFL holds an official event to do this, so the results are much more consistent and dependable, and the costs for discovering this information are much lower. Recently the NFL has started to place increasing importance on a player’s combine performance for draft considerations. Players who perform extremely well in the scouting combine can expect to be drafted higher than previously anticipated, even if they did not see significant playing time in college or did not have extremely impressive college statistics. Conversely, a player who performs very poorly in the combine can expect to have a lower than anticipated draft position despite a stellar college career. Paradoxically, while MLB seems to be moving away from drafting and signing players based on pure athleticism, the NFL seems to be going more in that direction each year (Hendricks, DeBrock, Koenker 2003). 
Labor Market:
The increasing utilization of the NCAA as tool for player evaluation by MLB in combination with the fact that US residents are subject to MLB draft has caused much of the potential for acquisition of private information to evaporate. This happens because the supply of public information about players (NCAA stats) increases, reducing the opportunity for the acquisition of private information, adding to the reduction of incentive to gather private information is the fact that a player that a team has invested in discovering information about could be drafted by another team. This trend has lead to increased importance of foreign baseball players, especially Latin American players, in the attempt to acquire private information. 
In 2002 over twenty five percent of Major League players were foreign born. Nearly ninety percent of those players were from Latin America. This percentage is likely to increase, given that at the start of the 2002 MLB season nearly 50 percent of newly signed minor league players were foreigners, and 80 percent of these foreign players came from Venezuela or the Dominican Republic. All MLB teams operate training facilities in the Dominican Republic in order to evaluate, scout, and develop Latin American players, and nearly all have similar facilities operating in Venezuela. (Guevara and Fidler 2002)
Latin American baseball players provide a new and unique opportunity for savvy MLB teams to acquire and exploit private information. To begin with, there is little public information about Latin American players. The statistics from Latin American teams are not as commonly available as those from American high school, college, or summer league teams. The general lack of public information leads to the opportunity to gain private information much more easily than in the US,. Coupled with the ability to discover private information, is the increased ability to exploit that information about Latin American players, thus increasing the expected benefit from holding private information. Because Latin American players, (other than Puerto Rican and Mexican players), are free agents and not subject to the MLB draft, teams are free to sign these players as they wish and gain exclusive rights to the players that are discovered. In addition, because of the dire economic conditions in many Latin American countries, MLB teams are able to sign those players at a fraction of the price that US players of equal ability would demand. The average signing bonus of a first round MLB draft pick is 1.3 million dollars. In contrast the average signing bonus of Latin American players is around five to eight thousand dollars. The relative inexpensiveness of Latin American baseball talent leads to mass signings of Latin American prospects in a process that Guevara and Fidler term “boatloading” (Guevara and Fidler 2002). Basically because players are so inexpensive to sign, it is profitable for teams to sign a lot of players at very young ages for a small amount of money, and then attempt to develop those players. Even if the number of these players who end up making it to MLB is very small, it can still be profitable because a MLB team can literally sign hundreds of players for the price of one first round pick in the US amateur draft. The success rate of the Latin American players does not have to be very high to make this a profitable strategy. The emergence of this labor market has increased the ability and incentive for MLB teams to gather private information about prospects. Because there is little foreign interest in American football, the NFL does not enjoy such an asset.
Revenue Sharing:   

Separate from the differences in the labor markets of MLB and the NFL, the revenue sharing systems of the two leagues seem to provide different incentives for investment in private information to improve winning percentage and increase revenues. Central to this argument are the revenue sources for the NFL and MLB.  NFL television contracts are negotiated on a national level by the NFL league office. The office sells the rights to all of the league games to national television networks and then divides the proceeds equally between all NFL teams (Lee and Chun 2002). MLB divides national television contract revenues in exactly the same way; however this shared revenue from national broadcast revenue is a much smaller portion of MLB team revenues than that of NFL team revenues. For example, in 1998 each NFL team received 73.3 million dollars from national broadcast revenue; in comparison in 2001 MLB teams received just over 24.4 million dollars from MLB national broadcast fees (USA Today 2001). The important difference that affects incentives for information discovery is that on average 65% of NFL team revenues are derived from national broadcast fees (Lee and Chun 2002), whereas these revenues were on average only 21% of total MLB team revenues
. Consider the following revenue equations for the NFL and MLB:
In general: TR= αRw + (1-α)Ro

More specifically:
TRmlb = Rw(effort of scouting,X1,…Xn) + Ro(national broadcast revenue,X1,…Xn) 

TRnfl = Rw(effort of scouting,X1,…Xn) + Ro(national broadcast revenue,X1,…Xn)
Where TR stands for total revenue, Rw is revenue from winning, Ro is other revenue received regardless of winning percentage, and the X’s represent other vectors contributing to revenue from winning and other revenue.
It is important to note that national broadcast revenue is received regardless of a team’s winning percentage in that national broadcast fees are a factor of league popularity; league winning percentage is always .500, meaning that league winning percentage is zero sum; an increase in one team’s winning percentage necessitates an equal decrease in the winning percentage of another team. Thus we can assume that increasing winning percentage has a greater impact on total revenues for MLB than NFL teams because other revenue, in the form of national broadcast revenue, comprises a larger portion of team revenues for the NFL than MLB. This can be represented as:

TR = α x (Winning Percentage) + (1-α)Ro 
As we have stated revenue resulting from winning percentage is a greater share for MLB teams than NFL teams, thus we can conclude that:
 αmlb > αnfl
As we have asserted previously, in order to increase winning percentage, a team must acquire greater information about prospective players. The cost of acquiring this information, through scouting effort, can be represented in a normal U-shaped marginal cost curve. The additional revenue produced from scouting effort comes from the expected increase in player talent levels because of the improved information about prospects. The increased level of talent or ability of team players then will be expected to increase winning percentage. The equilibrium quantity of scouting effort for MLB and NFL teams can thus be represented in a standard marginal revenue curve: 
[image: image2]
The graph shows that given the conditions we have described, the profit maximizing quantity of private information for MLB teams (Qmlb) is greater than that of NFL teams (Qnfl). This demonstrates that as market conditions exist, MLB teams maximize profits by investing a greater amount of money in the acquisition of private information, through scouting effort because the profit maximizing quantity of private information is higher. Or in other words, the total revenue curve for MLB teams has a greater slope at all points than that of NFL teams with regards to scouting effort. Additionally, the slope of the MLB total revenue curve will decrease more slowly than the NFL revenue curve. Mathematically:


Graphically: 

[image: image3]
Important to note in this diagram are the Y intercepts of Ro for both the NFL and MLB. These represent the revenue that a team would receive regardless of winning any games, a large portion of which is national broadcast revenue.
Conclusions:

The quality and amount of public information about NFL prospects far outweighs that of MLB prospects. On average NFL teams make much better decisions on draft day than MLB, as is evidenced by the percentage of draft choices that eventually end up on the playing field.  In general NFL draftees that are drafted in the first few rounds are very likely to make the roster and to eventually play for the team. NFL draft data from 1996 shows that of the 132 players drafted in the first four rounds, only four of those players were not signed by the teams that they were drafted by. Additionally, players drafted in the first two rounds actually end up playing for the team that they were drafted well over 90 percent of the time. This success rate stays in the eighty percent range all the way through the fifth round. (Hendricks, DeBrock, Koenker 2003)  In contrast, MLB teams show a much lower success rate for their drafted players. The highest draft success rate of any group of baseball prospects (elite college players drafted with a team’s first draft pick) is only around 70 percent. The success rate of every other group, especially high school age prospects is substantially lower than this (Spurr 2000). Even by looking at the number of draft choices that MLB teams have (often over forty) when compared with NFL teams (usually around seven), it is possible to assume that MLB teams are less efficient in who they draft. That is, even though NFL rosters (53 players) are larger than MLB rosters (40 players), it takes MLB teams many more draft choices per roster spot to fill those rosters. That is not even counting the new players signed by MLB teams via free agency. This is evidence that the general level of information available about potential MLB draft prospects is not as accurate or complete as the information about NFL draft prospects and that because of this; MLB teams are less efficient in drafting. It is this lack of efficiency in the MLB draft process that creates the added incentive for MLB teams to invest money in scouting player and discovering private information about those players. NFL teams do not have as strong of an incentive because there is such good information about football prospects; the good players are widely known and would likely be drafted by another team. That is, the costs of discovering private information remain high, while the likelihood that that information will lead to the discovery of undervalued players is low. At the same time the potential benefits of increasing winning percentage through efficient signing of high quality players is lower than that of MLB teams due to the presence of strong revenue sharing agreements. MLB teams have stronger incentives to invest in private information discovery because finding undervalued players is much more likely due to existing inefficiencies in the draft process. Adding to this increased incentive is the substantially higher effect of winning percentage on team revenue, than that of NFL teams. In summation the institutions of MLB provide greater incentive for private information discovery than those of the NFL.
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This diagram shows the relative complexity of entry into MLB as compared with the extremely stratified pathway into the NFL. The lines in the MLB diagram represent possible pathways, whereas the arrows on the NFL chart show steps that are in effect, necessary.
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� A roster is sports jargon for the official list of players on a team. Teams are limited in the number of players on their roster and cannot use players who are not on the team roster.


� In addition to the normal revenue sources listed above, MLB installed a limited revenue sharing system in 1995 in which the top six revenue earning teams split revenues with the bottom six revenue earners (Einolf 2004).


�  Field vision is a commonly used term to describe a NFL player’s ability to see things happening around him during the course of play. The skill is very valuable to players because it allows then to notice and react to things more quickly.


� Playing speed is considered different than measured speed. For example, a player who routinely eludes other or catches players who are measured to be faster is said to have playing speed.


� . Note that once a player has declared himself eligible for the NFL draft, he automatically loses his NCAA eligibility regardless of if he is drafted or signed. The NFL benefits from this because players are reluctant to give up their eligibility unless they are fairly certain to be drafted and signed to an expensive contract. This incentive for NCAA players to play out their remaining NCAA eligibility is good for the NFL teams because the teams get to find out more about the player, without any cost, while the player is in the NCAA. 


�. In fact MLB teams often sign Latin American players who have just turned 16. (Guevara and Fidler 2002)


� Statistics that are highly regarded in the book “Moneyball” are often referred to as “moneyball” stats.


� Data was derived from the USA Today article.
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