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Keys to the 
Lockout
Examining the strategy of labour disputes in 
professional sports.

By Andrew Chan and Kiva Dickinson

October 5, 2005 was one of the most significant nights in National 
Hockey League history. With 15 games and all 30 teams on the 

schedule, a puck dropped in Boston to mark the first NHL game 
played in 16 months. The 16 month hiatus made history; the NHL 
became the first major professional sports league to cancel an entire 
season due to a labour dispute, and despite the excitement in the 
air, there was no guarantee that the NHL would ever recover. 

A lockout is the greatest fear amongst team owners in the Big 4 
professional leagues (NHL, NFL, MLB, NBA). The MLB strike in 
1994 and the NBA lockout in 1999 took the sports out of the spotlight 
and highlighted the image of greedy players and owners that is so 
hated by fans. It is these two labour disputes that drive the owners’ 
misconception of lockouts. Owners view each of the Big 4 leagues 
as strong substitutes for each other in the fierce competition for 
fans. It is widely held that there is nothing worse for a league’s 
brand than a lockout. History shows that these leagues recover 

and often flourish due to the financial agreements that play in their 
favor. Lockouts are ultimately not the threat they appear to be. 
By re-evaluating their strategic position, owners will discover the 
inherent power that they hold over the players union.

2011 NBA Lockout

On July 1, 2011, the NBA entered a 161-day lockout, losing two 
months of its regular season. During collective bargaining 
agreement (CBA) negotiations, owners claimed teams were losing 
money and proposed changes to revenue sharing with players 
and the salary cap structure. Before the lockout, players were paid 
from a pool consisting of approximately 57% of total NBA revenue. 
Owners, however, wanted to shrink the pool to 39%, which would 
have drastically cut salaries.

On December 8, 2011, an agreement was reached between team 
owners and the NBA Players Association. The new CBA would be 
10 years long, with a mutual opt-out option after six years. While 
the league did not reach its target of 39%, the players’ revenue 
share was reduced by 6%. This resulted in approximately $3 billion 
of salary savings for owners over the next six years. Perhaps even 
more significantly, when the lockout ended, the fans came back. In 
the first month of the season, ESPN, the largest sports network in 
the United States, saw its NBA ratings jump 31% from the previous 
year, while TNT’s NBA ratings were up 70% and NBA TV’s ratings 
were up 68%. Not only did the NBA materially reduce expenses, 
it also grew its brand during a period of extreme vulnerability to 
drive top line growth.
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Small Name Players
Examples: Jerryd Bayless, Clarke MacArthur

Big Name Players
Examples: LeBron James, Sidney Crosby

Big Market Owners
Examples: LA Lakers, Dallas Cowboys

Small Market Owners
Examples: Cleveland Cavaliers, Nashville Predators
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2011 NFL Lockout

The NFL entered into a labour dispute in March 2011. The rookie 
wage scale was one of the biggest topics of discussion over the last 
decade as agents found innovative methods such as option bonuses 
to inflate rookie contracts. In the negotiations, owners argued it 
was financially unsound to sign rookies to larger contracts than 
proven veterans. A deal was struck at the end of July between the 
league and the NFL Players’ Association. The rookie wage scale 
was drastically changed with a limit placed on the total amount 
of money given to rookies. This was 
expected to cut top rookie contracts 
by over 50%, with expected savings 
of $25 million in 2012, $50 million in 
2013, and $100 million in 2014. 

The NHL’s Recovery

Many people thought the NHL would 
never recover. While the return of 
the most loyal fans was assured, the 
NHL risked losing the “casual” fan, 
a crucial category that represented the majority of the league’s 
growth prospects. This risk looked like a very real possibility when 
ESPN chose not to renew its five-year, $120 million contract with 
the league. 

The NHL survived. Its recovery can be traced to an unprecedented 
level of bargaining power during the lockout. New limits on 
expenses, combined with a major re-branding effort on the part 
of the league, resulted in the most profitable years the league has 

ever experienced. The league is on pace to surpass $2.9 billion in 
revenue for the 2011/2012 season, continuing the trend of record 
revenues post-lockout. When ESPN finally returned with a new 
TV offer in 2011, the NHL turned it down in favor of a 10-year, $2 
billion contract with NBC.   

A Common Theme?

Instinctively, like every major negotiation or labour dispute, the 
aftermath leads to a discussion of winners and losers. At first, it 

might seem as if the union holds a 
lot of power in the relationship. The 
labour market in the Big 4 creates 
a unique situation: the players are 
irreplaceable. The next best alternative 
would be the use of replacement 
players, who could not possibly 
achieve the level of marketability 
and commercial potential as the likes 
of Lebron James or Sidney Crosby, 
despite the contrary message of a 
certain Keanu Reeves film. Why is it 

then that in the most recent labour disputes, the owners could be 
considered the “winners” in all three?

While it is easy to think of the union as being represented by its 
stars, with 15-year careers and annual salaries over $10 million, the 
union is actually in place to protect the majority. The average career 
of an NFL or NHL player, as of 2012, is only three years. More 
importantly, most players play less than three years in the league. 
While Peyton Manning can afford to sacrifice a year of salary, for 

•	 Maintaining a profitable and sustainable business model 
for their teams over the long run

•	 Willing to wait and extend the lockout as their primary 
objective is to create a CBA that will save them money 

•	 If they are currently losing money, they have nothing to 
lose from shutting down for a year

•	 Not as affected financially by lockout because they have 
endorsement deals and large savings to tide them over

•	 Still want to get back to playing as careers are still 
limited to approximately 10-15 years  

•	 Also lose the most money from a locked out season
•	 Negotiation does have benefits for them in the future 

so they are willing to hold out to avoid drastic salary 
reductions

•	 Primary interest is to play as soon as possible because 
average career is three years

•	 Lockouts significantly affect their day-to-day lives as they 
have large debt obligations (car loans/mortgages)

•	 May have to look for other financial alternatives (e.g. 
Delonte West working at Home Depot)

•	 Their careers will likely not be long enough for the 
negotiation benefit to offset lost salary during the lockout

•	 Primary concern is maintaining a team that is profitable 
in the long run

•	 Willing to wait but also have more to lose than smaller 
market teams due to opportunity cost of foregone 
profits

•	 In the long term, locking out is in their interest for 
savings and the need for sustainability of the league

Negotiating Power Dynamics
Understanding the Parties within Each Side

The lockout should not be feared. 
From the right perspective, that of 
a united collection of businesses, 
lockouts are an opportunity to 
leverage the power that the owners 
unknowingly hold. 
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the average player this represents over 33% of his career earnings 
in professional sports and a vast majority of his future wealth.

At the root of the issue lies the fact that neither party is a homogenous 
group. The union consists of both big-time stars and small-name 
players, while the league includes owners in both large and small 
markets. The success of each side depends on its ability to find 
common interest within its diverse membership. For the owners, 
this means an understanding that while the lockout represents 
a significant opportunity cost for big market owners, the league 
cannot exist without a sustainable business model for small market 
teams. With that understanding, the deep-pocketed league can 
create a united front that can wait out the union in negotiations. At 
the same time, the players union has less common interests. Small-
name players have only three years to recoup their forgone salary 
during the lockout. Meanwhile, given the long-term ownership of 
a professional sports team, owners have years to turn the forgone 
profits of a lockout into an NPV positive investment. At the end of 
the day, the only common interest within the players union is to 
end the lockout and return to playing as soon as possible.

How to Take Advantage

It is rare to find a business that benefits from shutting down for a 
year, so it makes sense that league owners fear locking out their 
players. At this point, however, as the owners approach negotiations 
they have the benefit of learning from precedent. Precedent shows 
that owners should not be worried about the fans coming back 
after a lockout, but rather what can escalate over the life of a CBA. 
In the NFL, rookie contracts ballooned to outrageous levels, which 
could not be corrected until the expiration of the CBA. In the NBA, 
salary structures left small market teams unable to re-sign their star 
players, which needed a 161-day lockout to fix. In the NHL, player 
contracts had reached a point where two-thirds of the league could 
not turn a profit until a salary cap was instated.

In virtually every business negotiation there will be a diversity 
of interests within each side, and true victories can only stem 
from a united front. Sometimes that can come with a natural 
understanding of the situation, but often it requires a re-evaluation 
of the stakeholders and the balance of power. In the context of 
sports, that means proving to big-market owners that the long-
term sustainability of the league is more valuable than next year’s 
revenues. It also means convincing owners that care more about 
the sport than the business. It is well known that Dallas Mavericks 
owner Mark Cuban would much rather beat Lebron James on the 
court than in a boardroom.

With a united front, the owners hold all of the power, a fact they 
have yet to realize. They fear that the fans will flee to other sports, 
but the Big 4 are not perfect substitutes, and history has shown 
that the fan support post-dispute is even stronger. They fear the 
players may flock to other professional leagues, but the Big 4 have 
successfully monopolized the North American market for their 
respective sports. They fear that TV contracts will not return, but 
live sports are the most valuable asset in TV, as the one recurring 
avenue immune to the PVR. Finally, they fear the opportunity 

cost of an un-played season, but a long-term view, coupled with 
successful negotiations, shows that a lockout can be worthwhile.

The lockout should not be feared. From the right perspective, that 
of a united collection of businesses, lockouts are an opportunity to 
leverage the power that the owners unknowingly hold. In a fixed-
cost business, where player salaries are a major expense, forcing 
down $1 of salary leads to a $1 increase in profit. The negotiation 
of a CBA is the best time to achieve this in a scalable way; signing 
long-term CBAs simply makes this opportunity less frequent. By 
creating shorter CBAs, owners can better manage their costs by 
renegotiating salary issues with the player unions. 

After NHL commissioner Gary Bettman presents the Stanley Cup 
in June 2012, his focus will shift towards renegotiating the first 
CBA since the one that ended the lockout. This time, rather than 
following in the footsteps of the NFL and NBA, the NHL owners 
must avoid a 10-year CBA in favor of a shorter one. The negotiating 
table has been a successful arena for team owners. They should not 
be afraid to go there more often.
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