Arbitration Wrap-up – 2010

By Bill Gilbert and Tim Darley

During the 2010 baseball offseason, a total of 235 players were distinctly affected by the arbitration process, which has been a means for determining player salaries since 1974.   Currently, this process is available to two classifications of players.  The first being players with 3 to 6 years of major league service (“MLS”), plus the top 17%, based on service time, of players with at least two years of MLS (provided the player has accrued a minimum of 86 days of MLS).  These players are all still under “team control,” in that their rights are reserved by their current club.  A total of 164 team controlled players were eligible for arbitration during 2010. 

Arbitration is also available to players who are eligible for free agency.  When a player accrues the necessary 6 years of MLS, he may file for free agency.  Upon filing, his former club may offer to proceed with the player into the arbitration process.  Typically, this offer is only extended to pending free agents who qualify their prior team for draft pick compensation.  Draft pick compensation is available if the departing player qualifies as a Type A player (the top 20% of similarly positioned players) or Type B player (the second 20% of similarly positioned players).  Free agent Type A players who decline arbitration can net their former club two draft picks, a compensatory pick at the end of the first round, and a high draft pick from the team player’s new organization.  Free agent Type B players net their former club only a compensatory pick.  


The process works similarly for both sets of players and in both cases requires the consent of both parties.  If a pending free agent declines arbitration, he enters the free agent market.  Of the 23 free agents who were offered arbitration, only three accepted.  Those three, Colorado’s Rafael Betancourt, Minnesota’s Carl Pavano, and Atlanta’s Rafael Soriano, all eventually avoided an arbitration hearing by agreeing to a contract with their club.  
The arbitration process is designed to promote a settlement at a salary in line with that of other players with comparable performance and service time.  Players eligible for arbitration for the first time receive a large increase in salary since they have no leverage in their pre-arbitration years when their salaries are under control of the clubs.  Players who have been through the process before also generally receive salary increases depending on their performance in the preceding year.  

Of the 164 team controlled players, the club agreed to pursue the arbitration process in 125 cases.  The remaining 39 players were not offered a contract by their former club and immediately became free agents.  While a number of factors influence a team’s decision to non-tender a player, the most important factor, especially in these uncertain economic times, is the salary increases which arbitration often affords.  Included amongst these “non-tenders” were:

· Chien Ming Wang, a two time 19 game winner for the Yankees
· Kelly Johnson, who started over 300 games for the Braves in the last 3 years

· Garrett Atkins, who hit .291 and averaged just under 20 homers and 100 RBI’s in his five full seasons with the Rockies

· Jack Cust, who led the AL in walks and was 6th in homers in 2008

Those players were among the 14 non-tendered players who were able to sign a major league deal for 2010.  Twelve of those had been through the arbitration process before, but only one player, Matt Capps, was able to negotiate a contract with a salary increase of more than $300k.  Additionally, none of the 14 players were able to negotiate a multi-year contract.  The chart below shows the 14 players with their current and former teams and salaries:
	Player
	‘09 Team
	‘09 Salary
	’10 Team
	’10 Salary
	% Diff.

	Anderson, Brian
	Red Sox
	$440k*
	Royals
	$700k
	59%

	Atkins, Garrett
	Rockies
	$7.05 mil.
	Orioles
	$4.5 mil.
	-36%

	Buck, John
	Royals
	$2.9 mil.
	Blue Jays
	$2 mil.
	-31%

	Capps, Matt
	Pirates
	$2.3 mil.
	Nationals
	$3.5 mil.
	52%

	Church, Ryan
	Braves
	$2.8 mil.
	Pirates
	$1.5 mil.
	-46%

	Condrey, Clay
	Phillies
	$650 k
	Twins
	$900k
	38%

	Cust, Jack
	A’s
	$2.8 mil.
	A’s
	$2.65 mil.
	-5%

	Garko, Ryan
	Giants
	$446k*
	Giants
	$550k
	23%

	Gomes, Jonny
	Reds
	$600k**
	Reds
	$800k
	33%

	Gross, Gabe
	Rays
	$1.255 mil.
	A’s
	$750k
	-40%

	Johnson, Kelly
	Braves
	$2.825 mil.
	D’backs
	$2.35 mil.
	-13%

	Langerhans, Ryan
	Mariners
	$505k
	Mariners
	$525k
	4%

	Olsen, Scott
	Nationals
	$2.5 mil.
	Nationals
	$1 mil.
	-60%

	Wang, Chien Ming
	Yankees
	$5.0 mil.
	Nationals
	$2 mil.
	-60%


* 2010 was the first time Anderson and Garko were eligible for arbitration, thus their 2009 salaries were not affected by their market value.
** Gomes was also non-tendered in 2009 after making $1.275 million in 2008.  

Several significant names appeared on the list of players who were only able to find a minor league deal for 2010, including a former All Star (Mike MacDougall), three former first round draft picks (MacDougall, Adam Miller and Lance Broadway) and three pitchers with at least 50 big league starts (Tim Redding, 144; Anthony Reyes, 52; and Seth McClung, 51).
The 125 players who were tendered a contract by their club and the three pending free agents who accepted arbitration formally entered the arbitration process.  During this process, the player is considered under contract and negotiations continue between the player and club.  Players that settle prior to hearings have the option to sign multi-year deals and can include performance bonuses based on playing time and awards bonuses in their contracts.  
The next formal step in the arbitration process occurred on January 20, when the players and clubs exchanged proposed salary figures for the 2010 season.  Before that point, 82 of the 128 players had agreed to contracts with their clubs.  


After exchanging salary figures, the players and clubs proceed to an arbitration hearing during which a panel of three arbitrators decide whether the player’s salary will be the figure offered by the player or by the club.  The arbitrators are not permitted to elect a compromise amount.  Thirty-eight of the 46 players who reached this stage of the process agreed to contract terms before an arbitration hearing.  Possibly the easiest post-salary-exchange negotiation occurred between pitcher Matt Garza and the Tampa Bay Rays, who each proposed an identical salary figure of $3.35 million.  


Of the 120 players who were able to agree to a contract, 101 negotiated one year contracts.  The other 19 arranged for multi-year contracts.  

The salaries of the remaining eight players were determined by arbitration hearings.  Comparatively, only three arbitration hearings were held in 2009 and the last time more than eight hearings were held was in 2001.  This year, the Clubs won 5 of the 8 hearings, improving their overall record to 285-210 since the inception of the arbitration process.  The results of the eight hearings are reflected in the table below:
Player


Club
Player Filing, $k
Club Filing, $k
Winner

---------------    
------    ---------------------        ------------------          -----------

Brian Bruney            WSH         1,850                      1,500                   Club

Sean Burnett            WSH            925                         775                   Club

Corey Hart                MIL           4,800                      4,150                   Player 

Jeff Mathis                LAA          1,300                         700                   Player    

Wandy Rodriguez     HOU         7,000                      5,000                   Club

Cody Ross                FLA          4,450                      4,200                   Player

Ryan Theriot             CHN         3,400                      2,600                   Club

B.J. Upton

 TB
       3,300  

      3,000

 Club

The big winners in the arbitration process this year were mostly pitchers; Tim Lincecum, Justin Verlander, Felix Hernandez, Jonathan Papelbon, Joe Blanton and Huston Street all landed big contracts without going before a panel of arbitrators.  With the exception of Jonathan Papelbon, each player signed a multi-year contract, and generally, the 2010 salary was very near the team’s proposed salary figure.  

Of the cases that were heard, the biggest involved pitcher, Wandy Rodriguez of Houston who filed at $7,000K versus $5,000K filed by the club.  The arbitrators sided with the club.

The 2010 off season was a continuation of a series of relatively quiet arbitration seasons suggesting that the system is effectively achieving benefits for both sides.  Players who lack the service time to qualify for free agency receive salaries that are influenced by their market value and clubs are able to retain the rights to these players through 6 years of major league service before they become eligible for free agency.
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