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Topic [002]: Varying Market Sizes and the Formation of ‘Superteams’ 

As it currently stands, basketball is among the most popular sports in the world, with the 

National Basketball Association (NBA) perennially ranking among the top professional sports 

leagues in the world by aggregate revenue. Over the course of the last few decades, the NBA has 

seen an unparalleled rise in revenue and has made a concerted effort towards expanding viewership 

overseas to Europe and China. In the 2017-18 season, the thirty NBA teams combined to generate a 

staggering $7.4 billion USD in revenue, while the salary cap for the 2018-19 season stands at 

approximately $101.9 million.  An in-depth analysis of the NBA’s current business model and the 1

flaws associated with it bring to light problems in the form of gaping financial and skill disparities 

between small and large market teams. This in turn has led to the formation of ‘superteams’. The 

1 Nath, T. The NBA’s Business Model. Investopedia. June 22, 2018. 
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imbalance across the league largely stems from the business model currently in place, which includes 

lucrative television deals, licensing agreements, and the use of a soft salary cap.  

 

Revenue Sharing: 

The vast majority of revenue generated by the NBA and its various subsidiaries are classified 

as Basketball Related Income (BRI); this includes broadcasting rights, advertising, concessions and 

ticket purchases, and merchandising rights from jersey and apparel sales. Given that BRI plays a role 

in contributing to calculating the salary cap, revenue sharing is omitted from BRI so as to prevent 

disproportionate advantages towards large market teams. A high revenue generating team, such as 

the Los Angeles Lakers or New York Knicks, would drive up the salary cap, effectively forcing 

smaller market teams to spend exorbitant amounts of money in order to retain players.  Such a 2

business model would be unsustainable and would inevitably result in further economic disparity 

amongst franchises.  

The goal of revenue sharing in the NBA is to address the gaping disparity and inequitable 

talent distribution between small and large market franchises. Through revenue sharing, all teams 

pool together their annual revenue and subsequently redistribute it from high grossing teams to low 

grossing teams. As a result, each team is to receive an allocation of revenue equal to the salary cap 

for that year. For example, a high-revenue team could contribute fifty percent of its total aggregate 

revenue, excluding certain select expenses, for a total of $70 million to be placed into the pool. A 

low-revenue team, however, may only be able to contribute $45 million. After allocating the average 

2 Ibid. 
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team payroll of $58 million to both teams, the low-revenue team would receive $13 million in 

revenue sharing to account for the difference between its pooled revenue and the league’s average 

payroll. The high-revenue team, on the other hand, would contribute $12 million, thereby adding 

financial balance between small and large market teams.  3

The revenue structure currently in place requires small market teams to generate revenue 

equal to at least 70% of the league wide average in total team revenue in order to receive full 

revenue-sharing benefits, and large market teams to generate 130% of the league average.  The new 4

sharing structure is an attempt to account for 

intangible factors which favour certain franchises, 

such as the prestige and pedigree associated with the 

Boston Celtics.  

 

Drawbacks of Revenue Sharing: 

In spite of the implementation of a new 

revenue structure, which aims to increase parity 

between franchises through the sharing of revenue, 

nine teams netted a revenue loss last season, even 

after accounting for these payments. The nine teams 

that lost money, by the league’s accounting for net 

3 Pearce, A. NBA Revenue Sharing: Small-Market Teams to Benefit from New Sharing Structure. Bleacher Report. January 
25, 2012. 
4 Lombardo, J. Inside NBA's revenue sharing. Sports Business Journal. January 23, 2012.  
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income, were the Atlanta Hawks, Brooklyn Nets, Cleveland Cavaliers, Detroit Pistons, Memphis 

Grizzlies, Milwaukee Bucks, Orlando Magic, San Antonio Spurs and Washington Wizards - as can 

be seen in the figure above, the majority of these teams are small market franchises.  5

The Lakers, who finished the 2016-17 NBA season with just 26 wins, netted a profit of $115 

million, even after sharing approximately $49 million with other teams as part of its revenue-sharing 

cheque. This largely stems from its local media rights deal with Time Warner, valued at $149 million. 

The Grizzlies on the other hand, who made the playoffs in the Western Conference for the seventh 

consecutive year, lost nearly $40 million that same season and earned a league-low $9.4 million in 

local media rights. In total, the ten highest grossing teams in the league transferred approximately 

$201 million in revenue-sharing to fifteen other teams.  6

In spite of the NBA’s new lucrative television deal, the league’s revenue disparity remains 

larger than ever. The salary cap tends to fluctuate in accordance with overall league revenue, which 

remained around $60 million for several years. With the addition of the new television deal with 

ESPN and Turner Sports, the salary cap skyrocketed to over $94 million, resulting in a stark increase 

in player salaries. The salary cap for the 2018-19 season was set at a staggering $101.9 million, which 

poses potential problems for small market teams.  

 

 

 

5 Windhorst B. et Lowe Z. A confidential report shows nearly half the NBA lost money last season. Now what? 
ESPN.com. September 19, 2017.  
6 Ibid. 



Southern Ontario Model United Nations Assembly XLVII 
National Basketball Association: Varying Market Sizes and the Formation of ‘Superteams’ 

 
Nationally Televised Games: 

In February 2016, ESPN formally announced a nine-year, $24 billion media rights deal with 

ESPN and Turner Sports, beginning in the 2016-17 season and running through the 2024-25 season. 

This deal represented a 180 percent increase from the prior deal signed in 2007, with the NBA 

netting $2.6 billion annually in comparison to the $930 million from the initial deal.  Live sports 7

have managed to remain largely immune to the gradual decline observed in television ratings over 

the last several years, which largely stems from shifts in consumer preferences towards internet 

streaming.  

This new lucrative television deal has resulted in a large increase in nationally televised 

games, and currently, 164 of the possible 1,230 

regular season games (which accounts for 

approximately 13.3 percent of total games) are to 

be nationally televised.  Unfortunately, this poses 8

a number of potential issues, as the schedule 

disproportionally favours large market teams, such 

as the Lakers, Knicks, and Bulls, instead of 

rewarding high-seeded and successful teams. In 

the 2013-14 season for example, both the Knicks and Lakers were on national television for a league 

record 25 games, in spite of both teams having missed the playoffs that year. That same year, playoff 

7 Prada, M. NBA to announce 9-year, $24 billion TV deal with ESPN, Turner. SBNation. October 5, 2014.  
8 Draper, K. What The NBA's Insane New TV Deal Means For The League And For You. Deadspin. October 6, 2014. 
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teams Toronto and Washington combined for just a single nationally televised game. In the case of 

Lebron James, the Cleveland Cavaliers saw a decrease of 25 nationally televised games following his 

departure to the Los Angeles Lakers, which subsequently saw a boost from 23 nationally televised 

games to a league-record 43 this season.  9

 

Licensing Agreements and Sponsorships: 

In June 2015, the NBA formally announced its decision to end its partnership with Adidas 

and signed an eight-year, $1 billion contract with Nike, which represented a 245% annual increase 

from its previous deal. This, in combination with the estimated $861 million in revenue from 

corporate sponsors and brands, has proven to be very lucrative for the league.  10

Sponsorship spending on the league and its 30 teams rose 31 percent to $1.12 billion in the 

2017-2018 season, according to IEG/ESP 

research. However, these sponsorship 

opportunities disproportionately benefit large 

market teams, as can be seen in the figure to 

the right. While teams such as the Golden 

State Warriors are set to receive as much as 

$20 million per year for their placement of a 

9 Walder, C. LeBron's Lakers lead NBA with 43 national TV games in 2018-19. The Score. July 2018.  
10 Nath, T. Investopedia. 2018.  
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two inch patch promoting Japanese electronic commerce company Rakuten Inc, certain small 

market teams such as Washington and Indiana have yet to add any corporate jersey sponsors at all.  11

Salary Cap: 

The NBA salary cap refers to the limit to the total amount of money that teams are allowed 

to pay their players, as defined by the league’s Collective Bargaining Agreement (CBA), in order to 

control costs and encourage parity. Unlike the majority of other professional sports leagues, the 

NBA has a soft salary cap, which allows for teams to spend beyond the salary cap under the 

provision that they have reduced privileges in free agency. A luxury tax payment is required of teams 

whose payroll exceeds a certain tax level, as determined by a complicated formula; teams exceeding 

this level are punished by being forced to pay bracket-based amounts for each dollar by which their 

payroll exceeds the tax level. For the 2018-19 NBA season, the salary cap was set at $101.9 million 

and the luxury tax level was set at $123.7 million. There is also a minimum payroll in which teams 

must spend up to 90% of the quoted salary cap.  12

The luxury tax system is an attempt to promote payroll parity across the league. Tax receipts 

are split between the league’s revenue sharing programme and payments to non-tax paying teams. 

This deters owners from spending above the luxury tax figure. If a team’s payroll exceeds this 

threshold, the NBA bills them in incremental amounts (see figure below). This progressive tax 

structure and revenue redistribution programme is an important step that the NBA has taken 

towards promoting comparable payrolls across the league and as a result parity as a whole.  13

11 Heitner, D. Sponsors May Be Pleasantly Surprised With NBA Jersey Patch ROI. Forbes. February 15, 2018.  
12 Ziller, T. The harsher NBA luxury tax penalties are working. SBNation. August 6, 2018. 
13 Ibid. 
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Formation of Superteams:  

As of recent, the predominant narrative surrounding the NBA, more specifically regarding 

the Playoffs at the conclusion of each season, is that the formation of superteams has reduced parity 

across the league. In order to address this argument, we must first properly define the term 

“superteam”. According to NBA.com reporter Steve Aschburner, the following are the 

characteristics of a superteam in the modern NBA:  14

● A team which boasts three or more stars on its roster, any one of whom can anchor a 

franchise on its own;  

● Trades and/or free agency have been used to unite these stars, either in their prime or at 

least substantial success in the form of All-Star appearances, all-NBA selections, or any 

major awards having been won;  

● The team must be a reasonable championship contender, as opposed to a collection of 

players past their prime;  

14 Aschburner, S. NBA Super Teams and the History. NBA.com. August 24, 2017. 
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The most prominent example of a superteam in the modern NBA is the Golden State 

Warriors, who have been successful in winning three of the last four championships and are 

predicted to remain dominant for years to come. While the Warriors developed their championship 

core through the draft and an exhaustive rebuilding process, which eventually culminated in a 

victory in the 2015 NBA Finals over the Cleveland Cavaliers, it was the addition of former MVP 

Kevin Durant in free agency that fans took issue with.  

This issue of lack of parity across the league has led to a decline in television ratings as of 

recent, with Turner Networking Television (TNT) experiencing a 26 percent decrease and ESPN a 6 

percent decrease in viewership this season.  This drop in television ratings can largely be attributed 15

to NBA superstar Lebron James, who recently joined the Western Conference to play alongside a 

developing Lakers roster. Turner Sports began the season with an astounding 42% drop from the 

year prior, from 4.9 million viewers to 2.8 million viewers, where James was matched up against his 

recently traded former teammate, Kyrie Irving. With James playing in the Western Conference, 

earlier Eastern time slots have plummeted substantially, while later time slots have been largely 

successful.  16

This raises the crucial question: “Is the presence of superteams having a positive impact on 

the NBA?” While they generally pose a disproportionate advantage in favour of large market teams, 

the league saw record attendance levels and increased television ratings in the years following the 

arrival of Lebron James in Miami and the addition of Kevin Durant to the Golden State Warriors.  

15 Davis, S. LeBron James' move to the Lakers is having one negative effect on the NBA — it's killing TV ratings. 
Business Insider. November 26, 2018. 
16 Marchand, A. LeBron James’ Lakers move is crippling the NBA’s TV ratings. New York Post. January 17, 2019.  
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The presence of superteams in the NBA has long been debated by fans and media 

personalities alike, with many pointing to Lebron James’ move to the Miami Heat in the 2010 

offseason as a turning point in league history. However, this is not necessarily the case. Over a 

thirteen stretch from 1956 to 1969, the Boston Celtics won eleven NBA championships, while the 

Los Angeles Lakers competed in eight NBA Finals over the course of the 1980s. The impact of this 

inequitable distribution of talent, which is largely concentrated in large market cities, has sparked 

fierce debate; while some argue that the success of the league as of recent is indicative of the fact 

that superteams are beneficial to the league, others contend that the lack of parity and opportunity 

for small market teams that arises from these superteams makes the NBA Playoffs more predictable 

and as a result less enjoyable to watch.  

 

Conclusion: 

In conclusion, a multitude of factors stemming from the NBA’s current business model have 

played a role in the formation of gaping financial and talent disparities between small and large 

market franchises; this in turn has led to the creation of superteams, primarily in large market cities. 

In spite of the success of a certain select few small market teams, most notably the Oklahoma City 

Thunder who managed to compete for a championship in 2012 due to exceptional management, the 

vast majority of small market teams have struggled to keep up with large markets such as New York 

and Los Angeles. A growing trend of small market teams drafting generational talents only to leave 

once their contract has expired has been observed, largely due to the inability of small market 

franchises to attract free agents. One such example would be the case of Anthony Davis with the 
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New Orleans Pelicans, who recently attempted to force a trade to Los Angeles this past February to 

pair himself with Lebron James in an effort to compete for an NBA championship in a large market. 

While the advent of social media has allowed for personal and business brands to thrive in any 

market, the NBA landscape as a whole has been largely shaped by the success of large market 

franchises; with the disparities which currently exist between teams of varying market sizes, this will 

likely remain an issue for years to come.  

 

Pertinent Questions:  

1) What concrete measures should be taken by the NBA to increase parity between franchises 

and ensure equitable circumstances for both small and large market teams alike? 

2) Can small market teams be viable, productive fits within the NBA? 

3) What changes, if any, should be made to the revenue sharing system currently in place?  

4) Are superteams having a positive impact on the NBA? If not, should the NBA take action? 
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