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In professional rugby the right mix of centralization and decentralization must be found, with both coordination from the rugby union and autonomy for the provincial teams.  Too much central control could undermine the credibility of the playing-field competition; too little could allow competitive imbalances to arise.  For competitive balance there must be some rules on the movement of players among teams; but these rules should not put an undue burden on the players. 

1.  Introduction

As rugby in New Zealand became professional, the relationships between the players, the teams, and the administration were restructured.  As with any kind of organization, the key question in structuring professional rugby is:  what is the right degree of centralization?  Organizations exist to provide coordination.  But central control weakens individual responsibility, so muted incentives are the cost of coordination.  Rugby must find the right balance between control and incentives.  In one sense, as I shall argue, coordination of the teams is needed for the "product" to be high quality.  In another, too much central control could destroy the "product." 


The tension between central control and team-level autonomy is an echo of the past.  In its early days New Zealand rugby was run by the independent provinces, with no overarching control.  The need for some coordination was soon felt, however, and in 1892 the provinces joined to form the New Zealand Rugby Football Union (NZRFU), to provide benefits that the provinces, acting separately, could not themselves provide:  setting interprovincial match schedules, arranging international series, organizing refereeing, and unifying the rules.  According to the minutes of a meeting in which a national body was mooted, E. D. Hoben, who went on to found the NZRFU, said that "his attention had been first drawn to the need for a central Union by the haphazard manner in which Inter-Provincial fixtures were arranged, often disorganizing local fixtures at the last moment, and resulting in loss to the [provincial] Unions."  (Swan, 1948, p.112.)  The era of professional rugby is rediscovering what Hoben observed over a hundred years ago.  Rugby needs some central coordination--but not too much.


Using as a framework the economics of organization (McMillan, 1992; Milgrom and Roberts, 1992) I shall examine the economics of professional rugby, focusing on the relationships between the NZRFU, the provincial teams, and the players.  Coordinated policies to maintain a competitive balance are needed.  I compare the NZRFU’s policies with those of professional sports overseas, and discuss the ramifications of the NZRFU’s player-transfer rules for the players’ incomes and for anti-monopoly law.

2.  The Need for Decentralization

Decentralized control of teams is essential for the integrity of any sporting competition.  Distrust of the games' results could arise if all the teams were controlled by a single authority.  It is not enough for teams to be independent in their playing-field decisions; the fans must see them to be independent.  In US baseball in the 1890s, public confidence was damaged when teams supposedly competing with each other on the playing field were owned by the same people.  The National Hockey League had similar problems in the 1940s and 1950s.  To maintain the faith of their fans, all major US sports leagues now forbid cross-ownership of teams (Fort and Quirk, 1995; Quirk and Fort, 1992, p.310).
  Teams must be independent for the sporting competition to be credible.  Under a monolithic structure, rugby could come to resemble professional wrestling.


The abortive World Rugby Corporation (WRC), which hastened the arrival of professionalism before self-destructing, would probably have suffered, had it got off the ground, from a lack of autonomy of the individual teams.  According to a brochure it issued in April 1995, "The WRC will be the controlling body of the world organisation for professional rugby.  It will initially own all the commercial rights and entitlements to the WRC and its franchised areas."  A role for the traditional national and provincial authorities was conceded, but merely as "a feeder system for professional rugby."  The competition would be organized into three "conferences" of ten WRC-owned teams each.  Players would be contracted exclusively to the WRC.
  Ultimate control, in other words, would be held by WRC and its proposed backer, the Australian media tycoon Kerry Packer.  It is questionable whether such a centralized structure would have generated playing-field competition that spectators found credible.  


Kerry Packer's professional cricket league of the 1970s, World Series Cricket (WSC), had a similar structure to that envisaged for WRC.  WSC gave cricket a much-needed shake-up:  the traditional nationally-based cricket bodies responded to WSC by raising players' earnings and coopting the innovations WSC had made to how the game was played.  After the cricket authorities had incorporated these improvements, two seasons after the first WSC game, Packer agreed to fold WSC, in exchange for the broadcasting rights to Australian cricket (Barry, 1993, Ch.9).  Packer might have started WSC not for its own sake but merely as a bargaining ploy, to force the cricket authorities to award him the television rights.  But if the WSC form of organization were the most efficient for cricket, it would probably have continued to exist, under the direction of either Packer or someone else.  To judge from his actions, Packer decided that the traditional structure of cricket organization was the more productive, for he preferred part of the profits from nationally-based cricket (in the form of the broadcasting revenues) to all of the profits from his own form of cricket.  In any contest between organizations, it is usually the most efficient organizational form that survives.  WSC failed the market test of survival, and it seems likely that WRC would have similarly succumbed.

Originally formed as a voluntary alliance of the provinces, the NZRFU has continued to be run in a decentralized way.  NZRFU executives are elected by the provincial unions, which in turn are associations of autonomous clubs.  There seems little risk of New Zealand rugby becoming too centralized.  Rather, professionalization raises the question of the appropriate limits to teams' autonomy.

3.  The Need for Central Coordination

Healthy rugby competition requires a reasonably even distribution of player talent, so that there is a competitive balance among the teams.  As former All Black
 Mike Brewer says, "Obviously, to attract live, and television, audiences, and sponsors, the national competition must be competitive, with exciting, close games the norm, not the exception" (Gifford, 1995, p.182).  But in rugby, as in any professional sports league, the teams in large-population regions often bid away the best players.  Player talent tends to become increasingly unevenly distributed.  The rich teams get richer.  Typical comments on competitive imbalance came after Auckland easily won the final of the 1996 National Provincial Championship.  Mac McCallion, coach of the losing side Counties, said that "Auckland can pay their players more than any other union,” so “no other team in New Zealand can compete on reasonable terms now."  A newspaper editorial predicted declining interest in rugby:  "Auckland is simply playing a standard of rugby no other provincial side can match and the results are so predictable that the games are not worth watching because the results are a foregone conclusion."
  Competitive balance is unlikely to be achieved without some limits on player movements.  A free market for players’ services would not work well, for several reasons.  


First, a rugby team, viewed in economic terms as a producer, is peculiar.  A team, by itself, produces no output.  The output of rugby teams is a game or a competition series, which can be produced only by cooperation among the teams.  The output is produced jointly.  Spectator interest is highest when the competition is reasonably even.  The quality of the output depends on the playing strengths of all the teams, not just one.
  Each team has mixed motives in the market for player services.  It wants to get the best players for itself; but it also values an overall competitive balance.  A team acquiring a lot of stars increases its share of the pie, by raising its chances of winning; but it shrinks the total size of the pie, by unbalancing the competition.  Competitive balance is a public good, and individual teams have inadequate incentives to provide the public good.  Because the benefits of an even competition are shared by all the teams, a team bidding for a star will take too little account of its effects on the overall evenness of the competition.  Player mobility, if unrestricted, will be excessive, leading to an uneven competition.  The teams cannot generate the shared benefit of competitive balance by themselves.  Some coordination from the NZRFU is needed.


A second cause of competitive imbalance is a tendency for excessive competition, with some players' salaries being bid up above their worth.  What it means to be a team, in economic terms, is that synergies exist among the players.  As one of the greatest All Black captains, Brian Lochore, puts it:  "I know it's a naive view, but, in an ideal world, all the top rugby players would get the same amount of money because it's a total team game and one [player] can't exist without the other" (Veysey, Caffell, and Palenski, 1996, pp.266-267).  Synergies mean a star makes his teammates better players.  Conversely, adding a new star improves the team by more than the star's own contribution, this improvement reflecting the skills not only of the new player but also of the players already there.  That a player's performance depends on his teammates' abilities is not news.  This was why, long before rugby became professional, ambitious young players seeking All Black selection migrated from weak to strong provinces.  Even when rugby was amateur, therefore, the competition became unbalanced.  Professional rugby adds a new twist to the player synergies.  In a bidding war among teams, the offered salary will reflect the improvement in the team that would follow the signing of that player.  But this could mean bidding that player's salary too high (as shown by Woodruff (1980) and Whitney (1993).  The team's improvement would come not only from the new player but also, synergistically, from the teammates already there.  The bid reflects not only the player's own contribution but also that of his prospective teammates.  (Another way of making the point is to notice that there are increasing returns to player talent.  With increasing returns, marginal products add up to more than the output, so inputs cannot be paid their marginal value products.)
  Competitive imbalances could progressively worsen, for the synergies would result in good teams placing a higher value on acquiring new players than weaker teams.  Unrestricted competition for players, then, could result in some players' salaries, those who are mobile, being driven too high.  Only the richest teams would be able to afford the best players, and competitive imbalances would result.


Apart from competitive balance, another reason for restricting player transfers is that excessive player turnover might be costly in itself.  If part of the fans’ enjoyment of the games comes through familiarity with their home team’s players, then excessive player turnover will reduce spectator interest.
 


Beyond spectator interest, yet another aspect to an even provincial competition is its effects on the All Black team.  Balancing the provincial competition might either strengthen or weaken the All Blacks.  In an uneven competition, most of the All Blacks would play together in a few provincial teams, to the benefit of their teamwork.  An uneven competition, however, could cause players to develop bad playing habits, since games that are won easily do not induce players to build their skills or to innovate tactically.  Two common observations about New Zealand rugby support each side of this question.  On the one hand, All Black teams usually play better on tour than at home, showing the value of constantly playing together.  On the other hand, the intensity of rugby competition in New Zealand at both club and provincial levels is held to explain the All Blacks' longstanding dominance in international rugby.  Brian Lochore has argued that a more even competition would “hone players’ mental and physical skills through subjecting them to the more searching test posed by strong opponents.”
  Given the importance in rugby of innovative tactical thinking--rugby writer Spiro Zavos (1995, p.68) says one of the All Blacks’ secrets is "the team's pragmatic inventiveness to the problems rugby poses as a game"--the continual pressure on players and coaches from a balanced competition would seem to be what is most needed for All Black success.


The need for competitive balance, then, means an unrestricted free market in players is not in rugby's interest, nor in the wider public interest.  Some restrictions are warranted:  to promote the shared benefit of even competition, to prevent excessive competition for players, to ensure player stability, and to strengthen the All Black team.  The delicate issue is deciding how best to implement restrictions.  What sort of restrictions will actually work?  Will the restrictions achieve the right amount of player mobility?  Can undesirable side-effects be avoided?

4.  Competitive Balance in Professional Sports

Observers of professional sports overseas conclude almost unanimously that "the need to establish a degree of competitive balance on the field that is acceptable to fans" is a "perennial problem" for sports leagues.  The attempts of the major US professional sports leagues to maintain competitive balance, however, show it has no simple solution.  The policies adopted--the reserve clause, the rookie draft, salary caps, and revenue sharing--have often failed to achieve competitive balance.  Moreover, the policies have not necessarily been benign, often reducing the players’ incomes.
  


The reserve clause, introduced by baseball in 1880 to try to maintain competitive balance--and also to hold down players' salaries--bound the player to the team for his entire career.  If the club owning the player sold him to another club, that club received the remaining lifetime rights to the player.  This did generate monetary transfers from strong clubs to weak, thereby subsidizing the weaker teams.  And it limited players' salaries.  But rich teams still bought any players they wanted, so the reserve clause did not induce balanced competition:  the evidence (Fort and Quirk, 1995; Hylan, Lege, and Treglia, 1996; Depken, 1996) shows no increase in the unevenness of baseball teams after the reserve clause’s 1976 abolition.  In English soccer, an equivalent to a reserve clause operated until 1977-78:  a player was effectively tied to his club until it permitted him to move (Carmichael and Thomas, 1993; Greenwood, 1995).  In Australian rules football, also, a player used to be unable transfer without his club’s agreement, and this restraint apparently failed to bring sporting equality (Dabschek, 1975).


The rookie draft in American football operates by reverse order of finish:  the team doing worst in the competition gets the first choice of rookies.  By restricting the market for rookies, this limits rookies' salaries.  Like the reserve clause, it seems to have had little effect on competitive balance (Fort and Quirk, 1995).  Rich clubs buy the best players, regardless of where they are drafted initially.


Salary caps are in principle a promising way of achieving balanced competition.  Basketball introduced in a salary cap policy in 1980. The league offered to pay the players a fixed percentage of total league revenues in salaries; in exchange the players agreed to a salary cap.  Minimum and maximum team spending on salaries is specified.  The salary cap is generally viewed as having had some success, and the National Football League copied it in 1993.  A problem with a salary cap is that it is not hard to evade.  The salary cap has not equalized spending on salaries in basketball, for example.  In 1993 when the official team cap was $15.1 million, actual salaries varied between $14.3 million (Dallas) and $23.7 million (Cleveland).  This variation occurred because of exemptions:  for example, teams may match outside salary offers for players already under contract.  The true variation, however, is probably much larger than published salaries indicate, because of creative accounting, deferred payments, and unreported payments.  The salary cap seems to have had a limited effect competitive balance in basketball (Fort and Quirk, 1995).  A salary cap can work, but only if it is enforced.


Revenue sharing among teams is probably the most effective source of competitive balance, provided it is done comprehensively.  In the US redistribution occurs via gate and television revenues, but usually in relatively small amounts.  In baseball the visiting team gets 20% of gate, the home team 80% in the American League; and 5% and 95% in the National League.  In basketball and ice hockey gate takings are not shared with the visiting team, though as noted basketball has league-wide sharing of revenues with players.  National television revenues are shared equally among the teams in the major US sports, but local television revenues are not shared.  In American football alone has there been serious revenue sharing:  the gate takings are divided 60/40 between home team and visitor.  Together with salary caps, revenue sharing has allowed the Green Bay Packers, for example, who play in the smallest city of all football teams, to be successful.  Revenue sharing accounted for 63% of Green Bay's receipts in 1995.


Major League Baseball's owners and players agreed in November 1996 to a five-year revenue-sharing plan which transfers money from the 13 wealthiest to the 13 weakest teams ($40 million in 1996, rising to $70 million in 2000, with the richest team, the New York Yankees, contributing $5.7 million to the pool in 1996, and the poorest, the Montreal Expos, receiving $5.1 million).  In an attempt to put a drag on player salaries, some of the revenue to be shared comes from a new so-called "luxury tax" of 35% to be paid by the five teams with the largest payrolls, if their payroll exceeds a threshold ($51 million in 1997).  This plan is aimed at what the New York Times called baseball's evolution "into a land of haves and have-nots, in which big-market teams routinely outbid weaker teams for star players."
  It remains to be seen whether it will fail through rich teams using creative accounting to circumvent the tax on high payrolls. 


Major League Soccer (MLS), set up in 1996, is an experiment in the design of a US sports league.  A predecessor, the North American Soccer League, collapsed in 1985 after the New York Cosmos spent a fortune acquiring players such as Pele and thereby created a disparity in team strengths.  To solve the competitive-balance problem, and to avoid antitrust lawsuits, MLS is formally structured as a single entity.  Investors operate, but do not own, the teams.  Each investor pays $5 million for a share in the league, which gives them the right to operate one team.  Half of all revenues from local television, ticket sales, and sponsorships are shared equally among all teams, and all national-television revenues are shared equally.  Each team is permitted four international-calibre players; other players are assigned in a draft.  There is a salary cap of $1.3 million, and players sign contracts with MLS, not individual clubs.
  The MLS structure might be too centralized to be successful; it is too early to judge.  


In US sports, then, the reserve clause and the rookie draft have redistributed money between strong clubs, weak clubs, and players, but have done little to balance the competition.  While salary caps and revenue sharing are potentially effective ways of achieving even competition, salary caps are often evaded, and only limited revenue redistribution has been done in most US sports.  The US policies have succeeded only partially.  No perfect solution to the problem of competitive balance exists.  

5.  The NZRFU Transfer Rules and Players’ Incomes


New Zealand rugby has used two kinds of policies to induce even games.  One is the tiering of the provincial competition into three divisions, with end-of-season promotion and relegation based on performance.  The other is revenue redistribution, which is in principle an effective way of promoting a balanced competition (see Atkinson, Stanley, and Tschirhart, 1988).  In the provincial semifinals and finals the host team retains 40% of the net gate takings, with 30% going to the visiting team and 30% to the NZRFU, though in regular-season provincial games the host team retains all the gate takings.  The NZRFU receives the television revenues.  Some of the NZRFU's earnings from broadcasts and gate takings (which totaled over $40 million in 1996) then go to the provinces as earmarked grants.   The possibilities for revenue sharing appear not to have been exhausted, however.  If competitive imbalances persist, further mechanisms to distribute revenue to small provinces will warrant investigation.


A new set of policies intended to maintain a competitive balance was introduced in 1996, when the NZRFU issued regulations governing the transfer of players among provincial teams (NZRFU, 1996).  The number of players a team may acquire in a year is capped at five; of these five, at most one may be a current All Black and two may be former All Blacks or Super 12 players.  Also, maximum transfer fees the acquiring team may pay to the player's current team are specified.  These maximal fees are finely graded into 15 player categories (see Table 1), from $125,000 for an All Black designated by the NZRFU as a star down to $2,000 for a third-division development player. 


The NZRFU’s regulations on player transfers were opposed by the newly formed Rugby Union Players Association.  In professional sports overseas, restrictions on player movements, especially the defunct rules in US baseball, English soccer, and Australian rules football under which a team owned the rights to a player, have held down players' incomes.
  Will the NZRFU's regulations similarly harm the players?  


The restriction on the number of players acquired is one part of the transfer regulations.  This rule might do what it is intended to do, constrain a rich team wanting to buy several stars.  But simple arithmetic suggests it will probably not unduly restrict a player who wants to move.  With 27 provincial teams, in principle 135 players could move in a year.  The restrictions also apply within specific player categories, however, in addition to the overall five-player restriction.  For example, a team may acquire at most one current, established, or star All Black in a year.  This category includes players who played in at least one test match in the current season; typically there would be 20 to 30 such players.  If current All Blacks consider playing only in, say, the nine first-division teams and the top two second-division teams, 11 would be permitted to move in a year.  This probably exceeds the number wanting to move, so should not be an onerous restraint on players.  In the first year of operation of the transfer rules, 27 players transferred:  just 20% of the maximum possible under the rules.  The transfers included only one currrent All Black, Mark Allen, and one former All Black, Steve Bachop.  Only one province bought its maximum of five new players; interestingly, this was not a top province, but Southland, newly promoted to the first division.
  The rules on the number of players who may be acquired, therefore, appear not to have limited transfers. 


The other part of the transfer regulations is the schedule of limits on transfer fees (shown in Table 1).  These prescribe an upper bound on how much the acquiring team may pay to the player's current team.  The actual transfer fee is negotiated by the two teams:  it could be anything between zero and the NZRFU-specified maximum.  If the two teams fail to agree on the transfer fee and the player wants to move, then the selling team must permit the player to move in exchange for the maximum fee.  If the acquiring team is unwilling to pay the maximum fee and the selling team is will not accept any less, the transfer does not occur. 


The amount of bargaining power endowed on the selling team by the transfer-fee limit depends on the level of the fee limit.  If the NZRFU has set an extremely high maximum fee--higher than the player’s value to the acquiring team--then the team has strong bargaining power, since it has the ability to veto the transfer.  A high fee limit, in other words, effectively grants a team ownership of its players.  With a low limit, on the other hand, the team has little bargaining power; in this case, the upper bound on transfer fees protects the players.  The acquiring team is willing to pay a certain sum to get a particular player.  This sum is to be split between the player and his current team.  The less money going to the current team in the form of a transfer fee, the more is left to be paid to the player.  The cap on the transfer fee, if not set unduly high, limits the fraction of the player's value that is paid to his team rather than the player himself.  The transfer-fee limit could harm players, therefore, or it could protect them.  It depends on its height relative to a player’s economic worth.  The transfer regulations cannot be assessed in the abstract, but only by an empirical judgement about the size of the transfer-fee limits the NZRFU has set.  The focus of any debate about the transfer regulations should not be on the regulations per se but on the numbers.  To ensure teams are not given too much bargaining power over players, the transfer-fee limit for any specific category of player should be a fraction of a typical player’s annual earnings from his provincial team:  as a very rough rule of thumb, no more than a half, say, of the average provincial pay of players in that category.  


The responsibility for player salaries lies partly with the NZRFU and partly with the provinces.  In 1996 each All Black negotiated a contract with the NZRFU.  Players in the five New Zealand teams in the Super 12 competition, which involves as well regional teams from Australia and South Africa, received a fixed payment from the NZRFU.  Provincial teams, playing in the national championship, paid their players separately.  Because the players' pay levels have not been made public, it is difficult to assess the NZRFU transfer-fee schedule, but we can try to make a judgement with the limited data available.  The Commerce Commission was told that each All Black earned between $180,000 and $250,000 under his 1996 NZRFU contract for playing at three levels, All Black, Super 12, and provincial.  Some press reports have, perhaps speculatively, put the range higher, with Jonah Lomu, for example, reportedly earning $500,000 per year from his NZRFU contract (plus a lot more from his advertising deals).
  The provinces paid their players relatively small amounts:  sometimes a match fee with a win bonus, sometimes an end-of-season payment based on a share of the gate or sponsorship takings.  A provincial team's season consists of only eight regular-season games, plus at most two play-off games.  It is a player's provincial earnings alone that are relevant for assessing the transfer fees, for the acquiring province pays the fee.  If it is correct that an All Black's provincial pay is a small fraction of the reported $180,000 to $250,000 total pay, then the $50,000 maximum transfer fee for a current All Black seems too high:  it probably does give provincial teams too much bargaining power vis-a-vis players by giving the teams a veto on transfers.


Bargaining breakdowns might result from the transfer-fee limits.  The negotiation incentives induced by the transfer fees could thwart agreement on a transfer, even when the player would be worth more to the acquiring team than to his own team.  An impasse need not indicate irrational behaviour, but could be an unintended consequence of the teams’ bargaining tactics (see McMillan, 1992, pp.62-66).  An example of this appears to have occurred in early 1997 over the veteran prop Richard Loe, whose team, Canterbury, demanded the maximum transfer fee (for a former All Black) of $40,000.  Southland, the team wanting Loe, declined to pay so high a fee, so the transfer was blocked.  Loe had not been selected for the Canterbury squad, which suggests he was worth more to Southland than to Canterbury.  If so, some possible transfer price must have existed under which his moving would have made the player and both teams better off.  The failure to trade probably harmed all three parties.  Loe complained, with some justice, "If I’m surplus to their requirements, it’s fairly difficult for me to see how they can have their maximum transfer fee on me."
  If such bargaining breakdowns were to become common, it would suggest that the NZRFU has set the transfer-fee limits too high. 


While the transfer-fee limits might be high enough that the provincial teams can veto movement of their players to other provinces, they cannot veto moves overseas.  A further consideration in evaluating the NZRFU transfer regulations is the international job market for rugby players.  This market is increasingly active, as clubs in Japan, Italy, France, and elsewhere bid for players.  English clubs in 1996-97 hired, among many others, Francois Pienaar from South Africa, Michael Lynagh from Australia, Philippe Sella from France, Pat Lam from Western Samoa, Dan Lyle from the USA, and Federico Mendez from Argentina.  The English clubs are recruiting overseas so actively that the coach of the England team, Jack Rowell, has called for restrictions on the number of imported players per club, fearing that the development of English players could be stunted.
  The worldwide rugby job market has gone high-tech, with an Internet service based in Wales called the Rugby Network offering, for a fee, to match players with clubs in any rugby-playing country (it can be found at www.jjpayne.co.uk).  The international job market interacts with the NZRFU transfer regulations in two ways.  First, high transfer fees might induce some players to go overseas, thereby harming New Zealand rugby.  Second, the very existence of the international market could limit the effect of the transfer fees even on the players who stay in New Zealand.  Just a few players looking overseas might be enough to influence wage-setting in New Zealand.  An NZRFU rule that players who play outside New Zealand are ineligible for All Black selection will prevent many from leaving.  Young players who have not yet attained All Black status or former All Blacks, however, might be tempted by big-money offers from overseas.  If provincial teams attempt to keep those players by raising their pay, then other player's pay also will tend to be pushed upwards, for there will be pressures to maintain parity.  New Zealand earnings will be then driven up somewhat toward overseas levels.
  Regardless of any transfer regulations the NZRFU sets, the international job market will put a floor on players' earnings in New Zealand.


In summary, then, restrictions on player transfers are warranted in principle, though it appears that the NZRFU has set the transfer-fee limits too high.  Whether they are in fact too high will be better evaluated after the rugby job market has equilibrated and there are meaningful data on players' provincial earnings.

6.  The NZRFU Transfer Rules and Anti-Monopoly Law

Anti-monopoly policy rests on the idea that free competition is the best way of keeping quality high and prices low; hence restraints on competition among firms are prohibited.  When the NZRFU, as a precaution, asked the Commerce Commission to rule on the legality (with respect to the Commerce Act of 1986) of its proposed player-transfer regulations, the Commission's preliminary decision was to disallow them:  "The cap on player numbers prevents competing unions acquiring player services and the cap on transfer fees is a form of price fixing" (Commerce Commission, 1996a).  In reasoning in this way, the Commission was invoking an analogy between teams and firms.  Teams, like firms, compete against each other.  If teams are like firms, then it is against the public interest if they undermine their competition by fixing prices.  Rugby teams, however, differ fundamentally from firms.  Ordinary firms are in competition to sell their products.  With rugby teams, the product is the competition.  


Unlike firms, rugby teams do not have a profit incentive to eliminate their competition.  An ordinary firm wants its competitors to be weaker than itself, the weaker the better.  A rugby team wants its competitors to be viable.  Teams want to be better than their opposition, but not by too much (as argued above), for large disparities in playing strengths destroy spectator interest.  A team will generate more attendance when it is slightly better than the opposition than when it is so much better that its games are boringly predictable.  I suggest, following Neale (1964) and Roberts (1984, 1991), that teams should not be thought of as being like firms, for to do so is to set the industry/firm analogy at the wrong level.  The Commerce Commission, in making its preliminary ruling of price-fixing, was thinking of the teams as firms, which together make up the rugby industry.  I suggest that New Zealand rugby as a whole should be thought of as being like a single firm.  The individual teams are like the divisions of this multidivisional "firm."  The NZRFU, not an individual team, is the natural unit of economic organization.  As Mike Brewer says (Gifford, 1995, p.181), "the NZRFU is a manufacturer of a product."


Whether the NZRFU is better viewed as a firm or an industry is more than mere semantics.  Deals inside firms are different from deals between firms.  It is not a restraint of trade if, for example, two divisions in the same firm agree not to compete for customers.  If it is correct to view the NZRFU as the "firm," then regulations governing transactions among the teams, the sub-units of the "firm," do not constitute improper trade restraints.  Given that the NZRFU is analogous to a firm, its regulations governing transactions among the teams do not not raise monopoly-policy concerns. 


It might be objected that individual teams maintain their own accounts and retain their own revenues, and so to that extent behave like separate firms; but this does not overturn the analogy between teams and divisions.  Modern decentralized corporations operate with multiple profit centres.  The divisions have considerable autonomy and separate accounting.  Internal transfer prices keep track of transactions between divisions.  These internal prices are set by the firm, and often differ from the market prices ruling outside.  A useful comparison for the NZRFU is with a multinational firm, such as Unilever, which is organized into region-based divisions.  Since the divisions are defined by geography, they duplicate each others' manufacturing functions.  They keep their own profit accounts and make their own pricing and hiring decisions.  Unilever’s corporate headquarters coordinate the divisions' activities and set the firm's overall strategic direction.  For the geographic partition to work, Unilever’s divisions work under rules which, were they separate firms, would be regarded as restraints on trade:  they may not sell in each other's territory, and they may not bid away each other's employees.


Since individual teams want the other teams to be viable, they differ from firms, which want their competitors to be weak.  This is the point at which the analogy between teams and firms breaks down; but the analogy between teams and divisions holds.  Divisions within a firm want the other divisions to be strong.  A firm can operate by itself, without the cooperation of its competitors.  A division of a larger corporation, by contrast, needs the other divisions in order to do its work.  A team cannot play a game by itself, and it cannot produce a championship series without the cooperation of all of the other teams.
  In other words, a single team cannot produce any product without the cooperation of the other teams.  In a sporting sense rugby teams compete; but in an economic sense they necessarily behave cooperatively, in jointly producing their output.  


A fundamental question in economics, first asked by Coase (1937), is:  what are the boundaries of a firm?  Which transactions should take place via the market--that is, as price-based deals between independent entities--and which inside a firm?  Why do the units of a firm join together into a single entity rather than dealing with each via the marketplace?  The units that make up a firm are interdependent.  A firm can be viewed as a device for deliberately taking certain transactions out of the marketplace.  Many kinds of interdependencies can be handled well by market transactions; but some cannot.  If the interdependencies between the units cannot be fully encompassed by the market, then it is efficient for the units to combine into single firm.  The whole is more than the sum of the parts.
  Firms are firms, rather than independently contracting separate entities, because they provide efficiency via some central coordination.   


To apply this abstract reasoning to rugby:  two reasons were given above (in Section 3) why transactions between rugby teams, trading players' services, require more coordination than an unfettered market would provide.  One is that the shared benefit of competitive balance would be underprovided; the other is the excessive competition that can be generated by the synergies among players.  These interdependencies mean some coordination of the teams' decisions is required.  Coordination is achieved by incorporating all the teams within a single "firm," the NZRFU.  Just as the divisions of Boeing cooperate to produce an aircraft, the teams, coordinated by the NZRFU, jointly produce their product, the National Provincial Championship.  It is the NZRFU, not the individual teams, that should be seen as the "firm."  The teams' product--the championship series--is not the output of any single team but the joint product of all.


The historical evolution of sports organization shows that coordination improves efficiency, and that the league, not the team, is the natural unit of organization.  New Zealand rugby was run initially by the separate provinces until 1892, as noted above, when the provinces created the NZRFU to provide shared benefits that had been underprovided:  organizing interprovincial and international games, unifying the rules, and so on (Swan, 1948, pp.111-122).  US professional sports evolved similarly.  The first professional teams in baseball and basketball were "barnstormers," like basketball’s Harlem Globetrotters:  they played exhibition games intermittently against each other and against amateur teams.  Initially, therefore, the teams were autonomous.  After about 20 years, however, they relinquished their independence and formed themselves into leagues (baseball in 1871, basketball in 1937).  The formation of the leagues was a response to consumer demands.  The barnstormers, winning easily against much weaker opponents, offered a spectacular exhibition of their players' skills.  But, as Roger Noll puts it, "the history of pro sports makes clear that consumers prefer, and are willing to pay more for, organized championships featuring serious, intense play.  Because the NBL was the first league to provide reasonably balanced competition and stability, its formation in 1937 began the transformation of pro basketball from casual entertainment to a major factor in US sports."
  The history of baseball and basketball shows that the team as a firm is unstable.  The spectators' demands for an organized championship series with even contests are not met by teams run as independent firms.  Economic pressures drive consolidation into a league.


The single-entity argument should not be overstated.  The appropriate analogy for the NZRFU, as noted, is not with a unitary firm but with a multidivisional firm whose divisions have considerable autonomy.  An optimal balance of centralization and decentralization must be found.  The scope of central control, as argued above (in Section 2), must be clearly and strictly limited.  For a successful sporting competition, teams must be independent, and be seen to be independent, in their playing-field decisions.


The NZRFU, viewed as a "firm," is not an unfettered monopoly:  it faces competitive discipline from the sports-entertainment market.  As the Commerce Commission (1996b, p.60) ruled:  "Rugby union makes up only one part of the market for sports entertainment services and therefore, any purpose or effect in relation to rugby union will have only a limited purpose or effect in relation to the broader market."  Mike Brewer makes a similar point (Gifford, 1995, p.188):  "Looking at the broad picture, rugby is fighting for the entertainment dollar, with league, with horse racing, with movies, with computer games, with any number of other sports and diversions that weren't a factor even 10 years ago." 


The view of the sports league as analogous to a firm is controversial; it is rejected by most economists who write on professional sport.  The conventional view is that the league is a cartel, created by collusion among the teams.
  A sports league is a strange cartel, however.  A cartel fixes prices; but it is the member firms, not the cartel, that produce the outputs.  A cartel coordinates its members’ output decisions; each firm limits the amount it produces so as to keep prices and profits high.  Sports teams, by contrast, produce no output by themselves, for a team cannot play a game alone.  No cartel-like issue of limiting each individual team's output arises, for there are no individual outputs.  The output is the sporting competition.  It is the league--the combination of the teams--that produces this output.  If only the league, and not any single team, is capable of producing any output, then it is unhelpful to depict the league as a cartel.


In the end, however, any judgement on whether rules on player movements are improper restraints on trade must rest not on an analogy between sports teams and firms but on an analysis of the effects of the rules on economic efficiency.  If it is accepted, as argued above, that (a) competitive balance is needed for the sporting output to be of high quality, and (b) laissez-faire will not produce a balanced competition, then some restrictions on trade are in principle warranted.  Exactly what kinds of restrictions work, and whether their side-effects are acceptable, can only be judged empirically.


The Commerce Commission, in its December 1996 final judgment, made an empirical evaluation of the costs and benefits of the NZRFU’s transfer regulations.  It reversed its preliminary ruling of price-fixing and approved the regulations, finding that, although they breached certain sections of the Commerce Act, the detriments from the lessening of competition were outweighed by their public benefits.  The commission’s chairman Allan Bollard said, "The commission concluded that the benefits to the public flowing from a more even National Provincial Championship are likely to be of a reasonably significant size, even when calculated conservatively."
   

7.  Reorganizing Rugby in England


In New Zealand professional rugby has been built around the existing hierarchy of club, provincial and national levels.  In England by contrast change, though belated, was radical.  England's experience illustrates the need to balance central coordination against team-level autonomy.  English rugby, according to Huw Richards of the Financial Times, writing in May 1996, "now resembles nothing so much as post-Soviet Union Russia, having shifted almost overnight from the constrictions of a wholly regulated system to having few rules, galloping inflation and a desperately uncertain future."  The lack of coordination from the top gave rise to a "shambles" in Europe's first professional rugby season, "with competitions and fixtures proliferating.  But this was a consequence of the nobody's-in-charge anarchy, with clubs and unions apparently bent on mutually assured destruction."
  The need for less decentralization--for rationalizing the various local, national, and European competitions the clubs were playing in--quickly became evident.  


Perhaps galvanized by former England captain Will Carling's calling them "old farts," England's administrators, the Rugby Football Union (RFU), battled over television revenues with France, Scotland, Wales, and Ireland, a battle which for a while threatened to destroy the five-nations championship.  Another bitter dispute erupted between the RFU and the leading clubs over the terms for the clubs' releasing of players to play for the England team and over the division of television revenues.  The upshot of this dispute was that a new body, an association of the leading clubs, was set up to run England's domestic competitions (whereas in New Zealand the NZRFU continues to organize both the national team and the domestic competitions).
 


At the level of the clubs, the shake-up in English rugby brought some innovative restructuring.  Some clubs have been bought by millionaire businessmen who then spend freely to acquire international players.  Some have converted themselves into stockmarket-quoted companies.  The Saracens club, for example, has raised £2.5 million (NZ$5.7 million) of risk capital to fund its professional squad, hiring among others the world-record holders for test-match appearances, Philippe Sella, and for test-match points, Michael Lynagh.  One company, Newcastle United Ltd, runs both a rugby team and a soccer team.  A rugby club, Knaresborough, and a rugby league club, Harrogate, have merged, and their players now play both codes.  Unusual player incentives are being tried:  some clubs that have switched to share ownership, such as Wasps, have begun awarding their star players share options, linking their remuneration to the club's future stockmarket price.
  Some of these novel English developments in the internal organization of clubs might fit New Zealand rugby:  but this remains to be seen.
8.  Conclusion


The restructuring of rugby provides a case study in the design of an organization.  The right mix of centralization and decentralization involves both coordination from the NZRFU and autonomy for the provincial teams.  Too much central control could undermine the credibility of the playing-field competition; too little could allow competitive imbalances to arise.  Genuine sporting competition requires some restraints on economic competition.  While competitive balance necessitates restrictions on players and teams, they should be designed so the players do not bear an undue burden.  The balance of control and autonomy is delicate, so the new arrangements will need to be continually fine-tuned.  The structures of New Zealand rugby will continue to evolve.


What professionalization will probably never change, however, is that money is not the only form of compensation in New Zealand rugby.  Former All Black Chris Laidlaw (1973, p.23) wryly notes the adulation the players receive:  "you are known as an All Black and nothing else.  Obituary notices invariably begin 'All Black Dies.'  . . .  Men have been knights, war heroes, business tycoons, scholars, but when they have died, all have been honoured with that very special announcement:  'All Black Dies'."  
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Table 1.  The NZRFU’s Transfer-Fee Regulations

Player Category

Maximum Transfer Fee
All Blacks


Star



$125,000


Established


$75,000


Current


$50,000

Former All Blacks


$40,000

Super 12 Players


$30,000

Provincial Players


1st Division


$20,000


2nd Division


$15,000


3rd Division


$10,000

Provincial Development Players




1st Division


$5,000


2nd Division


$3,000


3rd Division


$2,000

NZ Colts Representatives

$20,000

NZ Under 19 Representatives
$15,000

NZ Schools Representatives
$10,000

Rugby Academy Members
$20,000

Source:  NZRFU (1996).

* Graduate School of International Relations and Pacific Studies, University of California, San Diego.


For comments I thank Clive Granger, Christopher Maxwell, Michael Pickford, Dan Rascher, Alan Trent, Bryce Wilkinson, Christopher Woodruff, and the referees, as well as Fraser Neill of the NZRFU.


�  A sports league which is highly centralized but nevertheless appears to generate true sporting competition is sumo wrestling.  This might be an exception which proves the rule, however, for the Japan Sumo Association, with its cultural and religious roles, is a highly unusual sports league.  Even so, there are periodic rumours of some sumo bouts being rigged (West, 1997).


�  FitzSimons (1996, pp.27-28, 45).  FitzSimons's book gives a fascinating account of the manoeuvring between WRC and the national rugby authorities that led to major changes in world rugby.


�  For the benefit of non-New Zealanders, the national representatives are called the All Blacks.  The term is given varying etymologies.  One is simply that it refers to the players' uniform, which is black.  The alternative is that a English newspaper reporter at an early game wrote that the New Zealand players were "all backs," meaning they were all fast and skilful; a typographical error transposed it into "all blacks."


�  Similarly, former All Black Andy Haden, writing in in 1983, predicted that "outright professionalism would damage New Zealand provincial rugby.  The wealthiest unions would purchase the best players and areas with small populations would become 'feeders' for those with the most money" (Haden, 1983, p.229).  The quotes are from Lindsay Knight, "Widening Gap," The Dominion, October 28, 1996; Glyn Clayton, "Look After Rugby Basics," Christchurch Midweek Mail, October 31, 1996.  


�  US baseball fans like their team to be a little better than the opposition, but do not show up if a win is too likely:  Knowles, Sherony, and Haupert (1992) estimate that attendance increases with the likelihood that the home team will win up to a point, after which it decreases; attendance reaches its maximum when the probability of a home-team win is 0.6.  That a competitive imbalance reduces spectator interest, and that coordinated policies may be needed to correct it, was seen also in English rugby league, which restructured itself in 1973 to reverse a long-term decline in gate takings.  By splitting into two divisions, the league induced more even games, resulting in a marked increase in crowd sizes (Burkitt and Cameron, 1992).


� Data from baseball perhaps consistent with this are in Blecherman and Camerer (1996), who find that free-agent players, who are able to switch teams, are overpaid relative to their estimated value by 50%, whereas non-free-agent players are not overpaid.  In English soccer, according to Carmichael and Thomas (1993), good teams are willing to spend the most to acquire players:  the negotiated transfer fee is significantly higher when the buying club has more playing success.


�  US baseball teams on average lose over a quarter of their players each year.  It has been estimated that player turnover significantly reduces gate and television takings:  a baseball team’s revenue falls by roughly US$500,000 for each player who moves (according to Kahane and Shmanske (1997)).


�  Stated before the Commerce Commission in December 1996 (Commerce Commission, 1996b, p.81).


� The quote is from Fort and Quirk (1995, p.1265); for similar statements, see Scully (1995, p.25) and Cairns, Jennett, and Sloane (1986. p.77).  The account that follows of US policies is mainly based on the very useful Fort-Quirk (1995) article.  


�  The Green Bay Packers, by the way, are structured more like a New Zealand rugby club than most US sports teams.  Rather than being run as a hobby by a rich businessperson, they are community-owned.  Nearly 2,000 people own shares, which generate no dividends and no special ticket privileges.  The team's manager and coach report to a shareholder board.  Green Bay has intensely loyal fans, in part because of this structure.  (Todd Shapera, "A Team That Stays Intimate with Its Followers," Financial Times, October 26, 1996, p.XII.)  On revenue sharing in American football, see Atkinson, Stanley, and Tschirhart (1988).


�  Murray Chass, "Reluctantly, Baseball Owners Approve a Pact with Players," New York Times November 27, 1996, pp. A1, B15; "At Last, Baseball Peace," New York Times, November 28 1996, p.A18.


�  This account of MLS comes from David Leonhardt, "Is Major League Soccer Using It Head," Business Week, January 29, 1996, p.52; Seth Lubove, "Soccer Socialism," Forbes, December 18, 1995, p.259; Rob Evans, "MLS off to a Strong Start, Braces for Times Ahead," Amusement Business, May 15 1996, p.3; Steven Goff, "Major League Soccer Gets a Free Kick Start," Washington Post April 4 1996, p.D1.


�  Rob Fisher, the NZRFU board chairman, has said:  “The board members are aware that unions need more money and we will try to deliver more targeted finance as the NZRFU financial position improves over the next few years.”  (This quote and the $40 million figure come from “Rugby Chairman Provides Assurance,” Southland Times, April 21 1997.)


�  On the players' complaints:  Commerce Commission (1996b); Bob Schumacher, "Players' Association May Take Legal Action," Christchurch Press, December 19 1996.  On harm to players in other sports from mobility restrictions:  Cairns, Jennett, and Sloane (1986, pp.37-49), Dabschek (1975), Scully (1995, Ch.2).


�  "Rugby Transfer Market Heads South," NZRFU website (www.nzrugby.co.nz), April 11, 1997.


�   The Lomu salary number comes from Greg Crowden, "Open Sesame for Jonah Burger," Sydney Morning Herald, May 1 1996. 


�  An illustration of another kind of transfer-fee-induced bargaining breakdown occurred in Wales, when Barry Williams, incidentally also a front-row forward, went on a one-man strike after his club, Neath, refused to release him from his two-year contract unless it received its requested transfer fee (FutureNet News, "Neath Hooker Goes on Strike after Transfer Row," February 7 1997).  The Loe story is in Christchurch Press, "Loe Too Costly for Southland," February 1 1997.


�  Robert Armstrong, “Rowell Fears Another Foreign Invasion,” Irish Times January 9 1997.


�  In Australia, rugby officials have expressed fears of players being bid away by rich European clubs.  "You don't want to be alarmist, but Europe could become a huge threat to us," said Queensland coach John Connolly (Greg Crowden, "European Vultures Circle Local Teams," Sydney Morning Herald September 5 1996).  South African officials became so worried about the exodus of their players that they barred players from leaving South Africa ("South Africa Blocks Overseas Moves," Reuter Information Service, February 11 1997).  This seems unduly Draconian and unfair to the players. 


�  Not just the teams but also the referees.  Greg Smith, coach of the Australian team, complaining about the refereeing in a 1996 test match between Scotland and Australia, said (his use of the word "product" is significant):  "Referees have to have some responsibility for the product. . . It's difficult to produce an attractive product if the man in control keeps stopping [the game]."  (From "Burke Kicks Wallabies to Victory," Reuter Information Service, November 9 1996.)


�  See Milgrom and Roberts (1992, Ch.4) for a general analysis of the costs and benefits of coordinating via the market and prices versus centralized quantity planning within a firm.


�  On baseball's history:  Scully (1995, Ch.1).  On basketball's history:  Noll (1991) (the quote is on p.20).


�  On the league as a cartel see Cairns, Jennett, and Sloane (1986), Fort and Quirk (1995), and Scully (1995).  With the notable exception of the early article of Neale (1964) the case for the league as the firm has been left to be made by lawyers, particularly Roberts (1984, 1991).  That the NZRFU should not be viewed as a cartel was argued in a submission to the Commerce Commission in McMillan (1996).  


� Commerce Commission (1996b).  The quote is from Bob Schumacher, "NZRFU Joy as Transfer System Accepted," Christchurch Press, December 18 1996.  As well as the product market, issues of cartel-like behaviour arise in the labour market:  the NZRFU could potentially act as a monopsonist in the job market for players.  Again, whether this is so is an empirical issue, which was addressed in the previous section. 


�  Huw Richards, "A Primitive Form of Warfare," Financial Times May 4 1996, p. I; Huw Richards, "Eurosceptic Fans Are Conquered," Financial Times November 16 1996, p.XI.


�  On England's separation of club and international governance:  David Hands, "Initial Steps towards Realising Sport's Potential," The Times (UK) October 18 1996; Patrick Haverson, "Clubs to Share £2 Million after TV Dispute," Financial Times November 29 1996; Stuart Barnes, "Clubs Back on Warpath as Goalposts Move," Daily Telegraph January 13 1997.  On the five-nations television battle:  Gerald Davies, "Height of Sporting Madness to Dispose of Such a Gleaming Jewel," The Times (UK) July 15 1996.


�  On Saracens:  The Economist, "An English Case Study," March 8 1997, pp.98-99.  On Newcastle:  Simon Kuper and Chris Tighe, "Newcastle United:  Football Club Announces Spring Flotation," Financial Times December 20 1996.  On the union-league merger:  "English Rival Clubs Merge," Reuter Information Service, December 4 1996.  On players' stock options: Financial Times, November 4 1996, p.13.  






