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What are “prevailing wage” laws?





Prevailing wage laws require government contractors to pay their workers in accord with hourly rates adopted for similar private sector work.  Individual state statutes covering state and municipal construction projects have a long history.  Beginning with Kansas in 1891, seven states enacted statutes for public construction by the early 1920s.   State legislation, along with the 1931 federal Davis-Bacon Act, reflected the first efforts to create wage and hour standards subsequently applied in the private sector.  





The debate over whether prevailing wage laws should be repealed began in earnest during the 1970s.  Florida exempted school construction in 1975 and was the first state to repeal its statute in 1979.  During the next decade, eight other states repealed their laws as well.  In 1995, the Indiana legislature rewrote the state statute, substantially limiting its applicability.�  Portrayed as a tax relief measure,  the 1995 reform created expectations for significant public construction cost reductions, with annual savings estimates ranging from 150 to 300 million dollars.�





Does empirical research support this claim?  Most studies assume wage rates are the greatest cost impact of prevailing wage laws. Rising costs are said to result from the adoption of union wage rates in areas where they would not otherwise exist.  This wage importation would be particularly acute in rural areas.�  Critics of the prevailing wage concept consider the matter of cost to be well settled. Senator Phil Gramm of Texas, indicated that repeal of the federal wage law would save a significant amount of money. "No independent, reputable authority in this nation questions that," he said.�   





A wage analysis developed in 1970 was a primary econometric model framing the current policy debate.�   Gould and Bittlingmayer hypothesized that prevailing wage laws make government demand for construction relatively inelastic (unresponsive) with respect to wages. Restricting the ability to reject bids from high-wage contractors decreased government bargaining power and caused an excess demand for union labor, they said. They concluded the federal prevailing wage statute, "constitutes a rather easily identifiable example of special-interest legislation." 





Under the excess demand theory, union workers held too many jobs in Indiana construction markets.  A shift to the non-union sector was a major goal of the 1995 reform effort.�    Not surprisingly, union workers in Indiana were opposed to prevailing wage reform.   In March, 1995, 25,000 supporters of the prevailing wage law rallied in Indianapolis and marched to the Statehouse.  Organized by the Indiana AFL-CIO and the Indiana State Building and Construction Trades Council, the rally was one of the largest political protests in the state’s history.  





The policy debate was not a simple union versus non-union issue.   The arguments concerned basic market definitions and the application of prevailing wage standards.  Supporters claimed the 1995 changes would conflict with the Indiana statute’s purpose.  They contended the statute was deliberate in restricting downward wage bargaining that otherwise would be necessary to win a public contract.  This would prevent wage distortions by holding governments accountable for public purchases of construction services.  Rather than a subsidy, supporters insisted the prevailing wage law applied to union members because they were the majority of workers in public construction markets.   If markets demanded union workers to begin with, wage determinations set at levels lower than union rates would increase the destabilizing effects of government purchasing power.  





The research literature is far from unanimous in declaring a cost savings from prevailing wage repeal.�  





Many studies contain significant methodological flaws in estimating cost variables and calculating potential benefits. Inadequate sample size is a predominant problem.�  





Studies conducted after laws were repealed found public construction costs increasing over time.�  





It is difficult to compare costs on different public construction projects.   Construction involves considerable handicraft production and projects tend to be dissimilar due to variations in architectural specifications and engineering requirements.  Following the suspension of Davis-Bacon in 1971, cost reductions were negligible when the same projects were rebid without prevailing wage requirements.� 


 


Savings estimates assume a direct substitution of lower-paid for higher-paid workers in public construction labor markets.   Skilled workers contribute a large majority of the labor hours on a typical project.�  If pay rates reflect skill differentials, replacing current job holders with new workers results in potential productivity losses.  





There is no evidence to suggest the Indiana law encourages the importation of urban union wage rates into non-urban areas.�  





The labor component of construction costs is relatively small.  Most estimates of cost savings fail to account for the proportional value of labor in the production process.�   Using available  estimates, a 300 million dollar savings in public construction would require wage reductions approaching 48 percent. 





Instabilities in construction labor markets have a non-negligible cost impact. Large wage reductions may not be feasible due to contractor difficulties attracting and retaining skilled labor.� 








Project Data Summary 





There was much speculation about public construction labor markets in Indiana but little data available in 1995.  This research study was undertaken to remove some of this speculation and provide information to help policymakers produce the lowest possible public construction expenditures in Indiana.   Information from a large sample of public construction projects was collected and analyzed.  The report provides detailed information about what the market looks like.  It describes how much is spent and on what types of projects, where theses projects are built and who does the work.  





State or municipal agencies about to undertake a construction project make a formal request to the Indiana Department of Labor Bureau of Employment Standards for a wage determination hearing.   There were 2,457 requests for a prevailing wage determination in calendar year 1995.  Table 1 shows the distribution of these requests by county.  The most active counties were Marion, St. Joseph, Lake and Allen Counties.  The top 10 counties accounted for 54 percent of all requests.  





The data on prevailing wage determination requests provide the most complete estimate of state and municipal construction activity but do not include systematic cost information.�   To obtain this, our study included project cost information drawn from F.W Dodge and Construction Market Data, Inc. covering 39 counties in central Indiana.  Awarding agencies were surveyed and asked to provide project information to supplement this data.  Information from this survey covers projects in 38 additional counties.  





The study tracked projects in fiscal years 1994-1995 and 1995-1996.  This is the July through June period immediately preceding, and then following, the effective date of the change in the state prevailing wage law. In 1994-1995, data were obtained for 926 projects,  668 in central Indiana and another 258 in the remainder of the state.  In 1995-1996  data were obtained for 901 projects, 727 in central Indiana and 174 in the remainder of the state.





Overall, the total dollar volume of public construction spending was $665.8 million in the sample for fiscal year 1995-1996.  The mean project size in the sample was $852 thousand.  There is a separate breakout of data from central Indiana, where there is more complete sampling.   The data from central Indiana show a rise in the total spending and in project size between 1994-95 and 1995-96.





The study assumes that market competition for public construction is the critical variable affected by the state prevailing wage statute.  It analyzes changes that occurred after the statute’s revisions took effect July 1, 1995.   The report documents market competition between the union and non-union sectors.  The major findings were:


 


The demand for public construction is unstable, with considerable year to year fluctuation.  There is great volatility both in type of work performed and in the amount of activity in a given county. 





Most public construction work is performed by union contractors.  





The data do not support a claim that union wage rates are imported into rural counties.





After the new statute took effect, non-union contractors did a greater proportion of work on projects costing over $150,000, the new threshold for application of the statute.  





Market competition did not change after the new statute took effect.  On projects costing less than $150,000, where the statute no longer applied, non-union contractors did not increase market share.  





Bidding activity between union contractors was the predominant form of market competition.  In bidding between union and non-union contractors, union contractors won about as often as non-union contractors.   \





The margin between winning and next lowest bids for public construction projects was not affected by the change in the Indiana statute.  





There is no evidence that cost savings occurred after the 1995 law took effect.





There is great mobility in construction work.  For purposes of establishing prevailing wage rates, definitions for public construction labor markets must cover a wide geographic area.  
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