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In 1999, Premiership Rugby introduced a salary cap 
into the top rugby union league in England. The cap 
is currently set at £7 million — no team can spend 

more than this amount on players’ wages per year 
without facing sanctions. For example, the league 
imposed a fine of £6,239.50 on Harlequins Rugby Club 
for exceeding the limit by £12,479 in 2017–18.

In April 2019, another investigation began 
into payments made by Saracens Rugby Club. On 
5 November 2019, Premiership Rugby made the 
following statement:

The decision of the independent panel is that 
Saracens Rugby Club failed to disclose payments 
to players in each of the seasons 2016–17, 2017–
18 and 2018–19. In addition, the club is found to 
have exceeded the ceiling for payments to senior 
players in each of the three seasons.

The club now has to pay a fine of £5.36 million and 
accept a 35-point reduction for breaking the salary cap 
rules.

Regulating pay
Regulations in labour markets typically place limits 
on the minimum amount employers must pay their 
employees. For example, from April 2019 UK law 

stipulates that employers must pay workers aged 18–20 
a minimum of £6.15 per hour while 21–24 year olds 
must be paid £7.70 per hour.

Rather than a minimum, a salary cap places a limit 
on the maximum amount employers can pay their 
workers. Real-world examples of this type of regulation 
are very unusual.

Team sports
However, there is one sector of the economy where 
their use has been widespread over many years — 
professional team sports. For example, the Football 
Association used to place a limit on the amount a club 
could pay an individual player. This maximum wage 
was originally set at £4 per week in 1901, and had risen 
to £20 per week before it was abolished in 1961.

Modern salary caps in professional sports leagues 
typically place limits on the size of a team’s total wage 
bill rather than the amount payable to an individual 
player. For example, for the 2019–20 season, teams 
in the NFL (America’s football league) cannot spend 
more than $188.2 million on players’ salaries. Perhaps 
it would be more accurate to refer to these policies as a 
cap on payrolls rather than on salaries.

Teams in the Premiership Rugby league cannot 
spend more than £7 million per season although the 
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Salary caps in 
professional team sports
What exactly is a salary cap and what is the economic rationale for its use in 
rugby union and many other professional team sports? Jon Guest investigates
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Questions
1 Draw a diagram to illustrate the impact of a 

minimum wage and a maximum wage on a 
perfectly competitive labour market.

2 Which other professional team sports use 
salary caps? Have teams in these sports made 
payments that exceed the cap?

3 What policies other than a salary cap could a 
league use to maintain competitive balance?

Weblinks

BBC coverage of Harlequins’ overspending fine: 
www.tinyurl.com/u5mhvkp

Premiership Rugby report on salary cap in the sport: 
www.tinyurl.com/w7nuul7

Guardian story on salary cap breaches in rugby: 
www.tinyurl.com/r3fhdhq
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salaries of two players are exempt from the restrictions 
— clubs can choose two players whose pay is not 
included in any salary cap calculations.

Why cap salaries?
Why are salary caps so widely used in this sector? What 
makes professional team sports different from other 
industries that do not use these types of labour market 
policies?

Assume a firm in a traditionally oligopolistic market 
weakens the position of its competitors by investing in 
highly productive factor inputs. For example, Apple 
employs all the most talented mobile phone handset 
designers in the world. This would strengthen Apple’s 
competitive position while weakening that of its rivals, 
such as Samsung and Huawei. Apple’s profits would 
rise while those of its competitors would fall.

Imagine a similar situation in a professional team 
sport. For example, an owner of a rugby club like 
Saracens invests large amounts of money employing 
all the most talented players available. This makes 
the results of individual matches and the overall 
competition much more one-sided and predictable. 
Saracens will win most of their games and the 
premiership title.

Will this increase Saracen’s revenue and profit? If part 
of the enjoyment of watching sport is the unpredictable 
nature of a close contest, then increasing dominance 
by one team may lead some fans to lose interest. Their 
willingness to pay to watch games in the stadium or on 
television may fall. This would have a negative impact 
on the revenues of all clubs.

Levelling the playing field?
Unregulated leagues may have an inherent tendency 
to become competitively imbalanced with the most 
talented players concentrated in a few of the bigger 
and richer clubs. This provides a rationale for the 
governing bodies of the sport to introduce labour 
market restrictions. For example, two objectives given 
by Premiership Rugby for the salary cap are to:
• provide a level playing field for the clubs
• ensure a competitive Premiership Rugby 

competition

One potential problem with a salary cap is that 
teams with richer owners may attempt to circumvent 
the rules by paying players in a less transparent manner. 
To address this issue Premiership Rugby identifies a 
long list of types of player payments that are included 
in salary cap calculations. These include:
• child support/maintenance and school fees
• accommodation and holiday costs
• payment for off-field activities for or on behalf of 

the club
• relocation allowances
• image rights payments

In the case of Saracens, the owner of the club made 
a series of co-investments in businesses and properties 
with some of the leading players. Premiership Rugby 
concluded that these were effectively undisclosed 
payments to the players. By making these payments, 
Saracens are judged to have exceeded the cap and so 
face the sanctions.
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