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HAVE WE SEEN THE LAST OF BASEBALL’S LABOR WARS?

by

Paul D. Staudohar


Private employers in the United States have rarely accepted unions and collective bargaining.  This is largely a matter of philosophical approach to labor that emphasizes management’s prerogatives in directing the operation of the business.  It is a different outlook from that prevailing in public employment in the U.S. and for many of the world’s employers. e.g., in Europe, Japan, Canada, Australia.  In these workplaces unions are generally recognized as partners in determining the outcome of working conditions and in moving the organization forward in relatively harmonious fashion.

Baseball owners have traditionally been associated with union avoidance and opposition.  This unwillingness to acknowledge a legitimate role for the players’ association created high levels of hostility over the establishment of pay, benefits, and work rules.  Although the National Labor Relations Act provides unions with the right to bargain collectively over these issues, owners grudgingly came to the negotiation table and did their best to frustrate union ambitions at every turn.  The owners felt that the privileges of rank and wealth vouchsafed them the right to manipulate outcomes in their favor.  They viewed themselves as the masters of the game, the lords of baseball, how-ever inconsistent those notions may have been with modern social reality.

The philosophical approach of baseball owners was not really different from that of most employers in U.S. private industry.  But what intensified the bargaining relation-ship were some other factors.  One is that so much more money was at stake.  Baseball is far smaller than industries like telecommunications, electronics, or automobiles, but the rewards to individual employers and employees are much greater.  Average player salaries in professional sports far exceed any other industry.  Another key difference is the “fishbowl” nature of negotiations, where fans and the media are constantly pressing 
for information about what is happening.  Also, there is a marked disparity in team economics, with rich clubs in New York City having revenues that far surpass those in smaller markets like Milwaukee and Minnesota.  These disparities have often led to disputes among owners about revenue sharing that have complicated negotiations with the union.

Players’ unions have been in existence in baseball since 1885, when John Montgomery Ward established the Brotherhood of Professional Base Ball Players.  This union, as well as others formed in 1900, 1912, and 1946, failed in the face of owner resis-tance and domination.  Apart from specific money issues like pensions and minimum salaries, these unions were intent on giving players the freedom to move from one team to another in the labor market.  But the long standing reserve clause in player contracts bound players to their team and required dealing with a single employer in a monopsony that kept salaries low.

This inequitable arrangement was finally broken by the Major League Baseball Players Association (MLBPA) in the mid-1970s in a ruling by Arbitrator Peter Seitz involving players Andy Messersmith and Dave McNally.  This breakthrough led to a collective bargaining agreement specifying that players could achieve free agency status after completion of six seasons in the major leagues, a condition that continues to the present day.  Despite the establishment of rules allowing free agency, MLB owners mounted fierce opposition to continuation of the rules and in seeking to limit their application.

The other major bone of contention between owners and players was salary arbitration.  Salary arbitration was first used for the 1974 season and has been continued in agreements ever since.  This is a “final-offer” type of arbitration in which each side makes a last best offer and then the arbitrator picks one salary offer or the other.  The arbitration award covers only a single season.  To be eligible for salary arbitration players initially needed at least two years of major league experience.  Over the years the eligi-bility requirement has fluctuated between two and three years of service, and is 2.7 years today.

Emphasis on Conflict

Until 2002 there were eight consecutive work stoppages in baseball.  Three of these stoppages involved free agency (1976, 1980, and 1981) and two were over salary arbitration (1985, 1990).  Of the total of eight work stoppages, five were strikes and three were lockouts.

In collective bargaining each side seeks to utilize its power to best effect in order to put pressure on the other side to accede to its demands.  The strikes by players have usually been called in mid-to-late season, causing maximum damage to owners from attendance and television revenue loss, at a time when players have already received a sizeable portion of their pay.  Lockouts, on the other hand, have typically been imposed by the owners before or early in the season to put pressure on players who have received little if any of their pay.

These conflicts emphasize the opposing goals of labor and management.  The union’s goals include maximizing the economic welfare of all players by formulating favorable rules for individual salary negotiations with teams.  Directly benefiting players are features such as increases in minimum salaries and raising levels of owner pension contributions.  Of even greater importance is establishment of so-called freedom issues allowing for free agency and salary arbitration.  The owners’ main goal is maximizing revenues and controlling costs under the constraints of the market.  This has meant seeking to chip away or weaken freedom benefits previously won by the union.

In the conflict model, owners and players view themselves as adversaries.  They adopt the viewpoint that their interests do not coincide.  Negotiations are perceived as win-lose deals in which the smarter and tougher opponent prevails.  The more the players achieve, the less is left over for the owners.  While the owners want to hang on to as much of their wealth as possible, the players want to earn as much money as they can during their relatively short careers.  The union has never wanted to limit owner revenues; it just wants a bigger share of the pie.

What the parties largely ignored during the long period of conflict was ways that they might have cooperated to expand the game and make the potential revenues larger for both sides.  Instead, the conflict slowed revenue streams by shutting down the game to the detriment of attendance, television monies, and licensing fees.
2002 Negotiations

The owners’ principal proposals in 2002 involved the luxury tax and revenue sharing.1  The luxury tax was agreed to in 1995 negotiations and was implemented from 1997-99.  It is a tax that penalizes clubs with high payrolls by imposing a surcharge above a certain amount.  Taxes charged are then distributed among poorer clubs in the league.  The idea is to place a constraint on high payrolls but stop short of being a salary cap, because there is no limit on how much clubs can pay their players.  Commissioner Bud Selig proposed a luxury tax of 50 percent on payrolls in excess of $98 million (up from 34 percent on $58.9 million in 1999).


Under the previous agreement owners contributed about 20 percent of their local revenues (e.g., from television, attendance, concessions) into a revenue-sharing pool which was disproportionately distributed to low-revenue clubs.  The Commissioner’s Blue Ribbon Panel had recommended in 2000 that owners increase their revenue-sharing contributions from 20 percent to as much as 50 percent.2  The chief union negotiator, MLBPA executive director Donald Fehr, initially rejected the owners’ luxury tax pro-posal without making a counteroffer, and expressed a willingness to accept an increase in revenue sharing to only 22 percent.


 Another key issue raised in 2002 negotiations was testing and punishment of players for using performance-enhancing and illegal drugs.  The drug issue had exploded in 2002 as a result of a revelation by former player Ken Caminiti that he had used steroids when he won the Most Valuable Player Award in 1996 and that at least half of the big-league players used them as well.3  The union’s initial position was that drug testing was an invasion of player privacy and it would not be accepted under any circum-stances.  Its hard-line stance was not popular with the public, and media pressure ulti-mately caused the union to agree to steroid testing (but not other performance-enhancing or illegal drugs like cocaine) on a trial basis in 2003.

In a well-calculated maneuver, Commissioner Selig announced in March 2002 that there would be no lockout during the season.  This was not really a meaningful gesture because it is doubtful that the owners would have exercised this option in any event, but it conveyed the notion that if there was a work stoppage it would have to come from the players in the form of a strike.  Selig thus scored some public relations points by shifting the onus over to the union.  He also prophesied gloom and doom on baseball’s finances unless changes were made.

As negotiations continued, hardly any progress was made on the luxury tax and revenue sharing issues, and it appeared almost certain that the union would announce a strike for late August or early September.  Although the union delayed the announce-ment, it eventually declared August 20 as a strike deadline.  This announcement stimu-lated negotiations because it placed a limit on the time remaining to work out a deal.  
But given the past track record of baseball negotiations, most fans expected the worst.

But then, mirabile visu, the clouds parted and the sides reached agreement, averting a strike that few really wanted.  The principal result was that about a billion dollars in revenue was scheduled to be redistributed from richer to poorer teams over the life of the four-year agreement.  All teams agreed to contribute 34 percent of their local revenues to a pool to be divided among all teams.  The luxury tax threshold rose to $117 million in 2003, $120 million in 2004, $128 million in 2005, and $136 million in 2006, with the tax ranging from 17.5 to 40 percent depending on the number of times the team exceeds the threshold.

Like nearly all collective bargaining agreements this one was reached only after significant compromises by both sides.  It did not solve all of baseball’s problems—there remained substantial revenue disparities among franchises, and the issue of performance-enhancing drugs would result in dramatic disclosures and further changes in testing and penalties.  But the parties went far toward improving the game’s economic health and, most importantly, demonstrated that this could be accomplished without a work stoppage.
Rationale for Settlement

We have seen how the parties reached agreement in 2002.  This section explores why it happened.4  There appears to be seven main reasons explaining why baseball avoided a work stoppage in 2002.

One reason is the efforts of the Blue Ribbon Panel.  This panel of distinguished persons was appointed by Commissioner Selig to study the economics of baseball.  The panel concluded that MLB was facing potential ruin, because the growing financial disparity between clubs was making the sport less competitive.  Few things are as crucial to a sports league as competitive balance, which refers technically to the dispersion of winning percentages among clubs.  Achieving competitive balance means that all clubs have a realistic chance of reaching the playoffs.  This has been a problem for baseball, because revenue disparity among teams has meant that low-payroll clubs have little chance of postseason play.

The Blue Ribbon Panel recommended two changes to give the sport more competitive balance:  substantial increases to both revenue sharing and the luxury tax.  
Its recommendations established numerical targets that served as a basis for negotiations.  For instance, the panel proposed that the luxury tax be imposed on team payrolls above $84 million and that the tax rate rise to 50 percent.  These numbers were not adopted in the agreement but they nonetheless were important objectives established by an authori-tative panel and served as criteria for the negotiations.

A second reason is that a work stoppage made little sense.  The owners recog-nized this when they eschewed the use of a lockout as a bargaining weapon.  A lockout 
at the onset of the 2002 season would have antagonized fans still irritated by the lengthy gap in the 1994-95 season, which resulted in the cancellation of the playoffs and World Series.  Arguing against either a lockout or a strike was that both sides had too much to lose.  Besides lost revenues by the owners and forgone salaries by the players, another work stoppage would have seriously compromised the allure of the sport to its fans, especially in light of the 1994-95 fiasco.

A third reason why no work stoppage occurred is that there was greater solidarity within the ranks of owners and players.  In the previous eight negotiations the owners were plagued by dissension among themselves.  Owners of high-revenue teams like the Los Angeles Dodgers want to keep their money, whereas low-revenue clubs like the Kansas City Royals demand greater sharing of the wealth in the league so they can com-pete better for player talent.  Intraorganizational conflict has been less a problem for the union because it has done a good job of communicating with players to convince them 
of the importance of organizational solidarity.

In 2002 things were different for the owners, who gave Selig more authority 
than any previous commissioner, so there was no doubt as to who was in charge.  Also, 
Selig imposed a gag order that fined owners a million dollars for popping off in the media.  Perhaps the owners came to realize the admonition in Walt Kelly’s “Pogo” cartoon:  “We have met the enemy and he is us.”  Owner solidarity, coupled with player unanimity, made it easier for the negotiators at the bargaining table to go about their business.  When consensus was needed on either side, it was more forthcoming.

Reason four is that there were no truly difficult issues on the table.  In the past, rules for free agency, salary arbitration, and a possible salary cap hampered negotiations.  These issues are potential deal breakers because radical change is vigorously protested.  But these battles had already been fought.

Besides, there was momentum toward compromise because the big issues of revenue sharing and the luxury tax had been introduced in the prior agreement.  As a result, the debate was essentially over numbers rather than philosophical wrangling over radical change to the structural aspects of the agreement.

A fifth reason is that a new legal environment helped avoid a strike.  For one thing, the National Labor Relations Board (NLRB) was less likely to help the players in the event of a strike.  In the 1994-95 dispute, the players got a favorable ruling from a President Clinton-appointed NLRB which led to a federal court injunction that ended the strike in the union’s favor.  However, the 2002 NLRB, influenced by promanagement appointments by President Bush, was less likely to side with the union.  Another change was the Curt Flood Act of 1998, which modified MLB’s antitrust exemption for purposes of labor relations.  Jointly sponsored by MLB and the union, the ostensible objective of this law is to prevent work stoppages or reduce their impact.

A sixth reason for no work stoppage in 2002 was an improvement in the attitudes of negotiators.  The Achilles’ heel of baseball bargaining has been the lack of trust, res-pect, and cooperation between the chief negotiators.  This time the negotiators found a 
way to resist the acrimony of the past.  Credit here is especially due to Don Fehr for the union and Rob Manfred for the owners who put aside the hard-line tactics of the past.

A final reason, which may be the most important of all, is that no one really had the stomach for a strike.  The 1994-95 strike lasted 232 days—at the time the longest ever in professional team sports.  It wiped out the last six weeks of the 1994 season, the entire postseason, and delayed the start of the 1995 season.  Another Armageddon would have dealt a devastating blow to the game.  Enough was enough.  Timing was helpful too.  With the dark cloud of the one-year anniversary of September 11, 2001, looming on the horizon, a strike started during that period would have cast owners and players as selfish, unpatriotic villains.
Other Sports


There appears to be a kind of imitation factor operating in professional team sports.  That is, what happens in one sport is apt to happen in another, and this is more than just a coincidence.  Baseball has often been the pioneering sport when it comes to innovation and change in labor relations.  Besides having the first players’ union, it was the first sport to have a strong, confrontational labor leader in Marvin Miller.  It was the first to have grievance arbitration.  Baseball made the big breakthrough on free agency.  It was the first to have a major work stoppage that interrupted the regular season.  Its pension system has always been foremost.

Of course, not all innovations have started with baseball.  Football was the first 
to hold a player draft and to certify player agents.  Basketball had the first collective bargaining agreement, drug control program, and salary cap.  Hockey inaugurated the use of salary arbitration.  Today, the four major team sports collective bargaining agreements have many common features, and the labor-management models are quite similar.

Given this similarity, is it likely that the trend toward peaceful coexistence 
between labor and management will be reinforcing among sports?  It is clear that work stoppages followed this path.  The first major work stoppages occurred in baseball, then in football, followed by hockey, and finally basketball.  The last major work stoppage was the 2004-05 lockout in hockey which became the first sport to lose an entire season, setting records for most games lost (1,230) due to a work stoppage and the longest-lasting shutdown (310) days in sports history.

Since the hockey lockout there have been new or extended collective bargaining agreements reached in baseball, basketball, and football without any serious threat of a work stoppage.  These are all multiyear agreements during which strikes and lockouts rarely occur.   Only when these agreements expire is there a possibility of a job action.  For baseball, this occasion arises after the current agreement expires in 2011.  For the foreseeable future and even after these agreements expire, there seems to be a low probability of shutting down a sport as a result of a labor dispute.  The parties simply have too much to lose and too little to gain.  They have “been there and done that.”  The cycle of conflict seems to have run its course, with the disastrous hockey lockout putting an exclamation point on the need for labor peace.
Drug Control

Baseball fans are all too familiar with the scandal over steroids and other performance-enhancing drugs.  From the original revelations by Ken Caminiti, to the book by former player Jose Canseco, to the Bay Area Laboratory Cooperative (BALCO), to the books about Barry Bonds, to the Mitchell Report in 2007, there has been a steady stream of developments that have roiled the sport.  Public attention has shifted from events on the field to what is going on behind the scenes in the players’ lives.  Which players are “clean” and which are not has become a lively topic.

This controversy has pervaded the game and the way people think about it.  
So what effect is there on the end of the labor wars in baseball?  More than anything, Canseco’s book sparked an investigation by the U.S. Congress.5  The 2002 collective bargaining agreement had provided for random steroid testing on a trial basis for 2003. 
 If five percent of the players tested positive, then random testing would occur in 2004-05.  When 5-7 percent of the survey samples came up positive, the program moved forward.  The penalties, however, were ridiculously light, requiring a player to test positive five times before getting a one-year suspension.  Although the parties negotiated a revised program that provided banishment for a fifth offense, this was still absurdly light weight.

Congress proposed to change all this.  Following Congressional hearings shown on national television in 2005, bills were introduced that would punish a first offender with a two-year ban from the game and a lifetime ban for a second violation.  These threats motivated the league and players to come up with a “three violations and you’re out” program, which had been originally proposed by Selig, with a 50-game suspension for the first offense.

During the Congressional hearings and after, the union and the league worked together to head off more stringent regulation by Congress.  This cooperation was virtually unprecedented.  There had been joint efforts made to get the Curt Flood Act passed but the parties had never worked so closely together for a common purpose.  They needed each other.  For the first time in their tumultuous relationship there was a genuine threat of government regulation that would remove the ability to influence a key part of the destiny of the union and MLB.  Moreover, this threat is not going to go away, because the problem of performance-enhancing drugs is expected to linger for a long time.  Once the genie gets out of the bottle it can’t be conveniently gotten back in.

The conclusion is that an important reason why the labor wars in baseball are 
not likely to resume is the need to cooperate on drug control.  Congress, the media, and the public have been up in arms over the use of performance-enhancing drugs.  There is an old adage that “politics makes strange bedfellows.”  This applies to baseball because the drug brouhaha has driven MLB and the MLBPA into each other’s arms, as they seek to fend off change imposed from the outside.  Selig and Fehr have had to negotiate changes in the drug control program, and accommodation is necessary to get positive results.  A strike or lockout over these negotiations is unthinkable.
Prospects

Attendance at MLB games is at an all-time high.  Network television revenues 
are at record levels.  Several new sources of revenue have emerged:  the Internet, inter-national marketing, and satellite television and radio.  MLB is enjoying extraordinary financial health, with revenue of $6 billion in 2007 compared with $3.6 million in 2001.6  This wealth is being shared with the players.  Average salaries rose to $2.82 million in 2007 and are expected to exceed $3 million in 2008.7

The economic success of MLB is a crucial factor militating against a future work stoppage.  Table 1 shows the increase in baseball revenue from 1994, when the last work stoppage occurred, through 2006 when the current collective bargaining agreement was reached.  During this period revenues rose from $1.24 billion to $5.8 billion, a 450 percent increase.

Table 1

MLB Revenue, 1994, 2006

(In millions)








1994


2004
National broadcasts




52


935

Domestic merchandising and licensing

93


207

International merchandising and licensing

18


105

MLB.com





  0


317

Other national revenuea



35


  34

Ticket sales




          513

         1,933

Local broadcasts



          248

            837

Other local revenueb



          284

         1,212

Total gross operating revenue

           1.24 billion
            5.58 billion

aIncludes All-Star game revenue, royalty payments from minor leagues, miscellaneous
  items

bIncludes luxury seating, sponsorships, advertisements

Sources:  Major League Baseball and Los Angeles Times, November 13, 2007, p. D1


The 2006 collective bargaining agreement was reached with little controversy between the parties or publicity in the media.   Regarding drugs, it was agreed to continue the “three strikes and you’re out policy” until 2011.  Under this program, a first offense for use of performance-enhancing drugs causes a 50-game suspension, a second offense results in a 100-game suspension, and three-time violators are banned for life.8

Also, the new agreement provides for an increase in the luxury tax threshold, which will rise to $178 million by 2011.  Minimum player salaries increase to $400,000 
by 2009.  Teams that fail to sign their first-or second-round draft pick will receive the same pick in the next draft.  But aside from a few other minor changes, nearly all of 
the previous agreement was continued.9

As a result of the new five-year agreement running through 2011, 16 years will have passed without a work stoppage.  This is in sharp contrast to the period from 1972 until 2002 when lockouts and strikes marred every negotiation, and appears to signal an end to baseball’s labor wars.


Increased revenue sharing has narrowed the financial and talent gaps between teams.   Small market clubs have more resources than ever to compete for free agents.  This has resulted in an improvement in competitive balance, with more clubs having a realistic chance of reaching the playoffs than ever before.  With all this prosperity, who 
in his right mind would want to foul it up?


Moreover, the economic future of the sport looks bright.  There are relatively undeveloped opportunities for further growth in the game in international markets.  
In 2006 the first World Baseball Classic was staged in which teams from 16 countries played games over 18 days in the U.S., Japan, and Puerto Rico.  This World Cup-style tournament was won by Japan.  Although U.S. television ratings from the games were disappointing, the target audience was more in emerging baseball markets like Asia, Europe, and Central America.  Sale of television rights and licensed products to foreign countries would develop vast new markets and sources of revenue.  The National Basketball Association is far ahead of other sports in international marketing, but 
MLB has great potential to be highly successful as well.

In order to maintain baseball’s domestic prosperity as well as capitalize on 
the promise of international ventures, it is necessary for owners and players to continue 
to avoid the conflict model of the past.  Viewing themselves as adversaries and as a threat 
to each other’s prosperity has resulted in work stoppages that have worked to no one’s advantage.  In the 2002 and 2006 negotiations, baseball labor and management recog-nized their conflicting interests, but accepted the fact that each side had legitimate objectives which would require compromise to achieve.

Baseball is moving away from the conflict model toward a cooperative approach in which the interests of labor and management are joined.  Both sides seem to have come to the realization that tests of strength can only lead to lost games and disappointed fans.  Owners and players are more concerned now with the overall health of the sport than with winning a battle at the collective bargaining table.  If each party is convinced that the other attaches high priority to improvement in operations and success of the sport, it is easier to avoid conflict.

Unfortunate as the scandal over performance-enhancing drugs has been, it brought labor and management together to engage in joint problem solving that avoided government interference in the sport.  This incident demonstrated that if both sides work together in an atmosphere of trust and respect, they can help create a larger overall economic pie to divide up, in a win-win situation.
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