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Executive Summary

Like the 1931 federal Davis-Bacon Act, legislation in 41 states has required that the "prevailing" wage
be paid on state-government-funded construction projects. Betwee 1979 to 1988, however, nine states
repealed their prevailing wage laws. (Nine states never had such alaw.) The remaining 32 states have
retained prevailing wages. These variationsin state experience provide useful information with which
to consider probabl e effectsof additional state repeal sor the proposed repeal of Davis-Bacon. Thisstudy
found that state repeals of prevailing wage laws had several effects.

First, in Utah, whose experience was examined most closely, the state budget has not benefited
from repeal of the prevailing wage law. The repeal helped drive down construction earnings and as a
result, the state has lost substantial income tax and sales tax revenues. In the decade before the 1981
repeal in Utah, construction worker earnings averaged about 125 percent of average non-agricultural
earnings. By 1993, construction worker earnings had fallen to 103 percent of the average earnings for
Utah workers. This declinein earningsis aresult of both lower wages and a subsequent shift to aless-
skilled construction labor force.

Second, also in Utah, the size of total cost overruns on state road construction has tripled in the
decade since repeal in comparison to the previous decade. The shift to a less-skilled labor force —
lowering labor productivity along with wages — and the greater frequency of cost overruns have
lessened any possible savings in public works construction costs associated with the repeal.

Third, looking at all the states, and controlling for a general downward trend in real construction
earnings, variations in state unemployment rates, and regional differencesin wages, repeals have cost
construction workersinthe nine statesat least $1,477 per year in earnings, on average (in 1994 dollars).
The costs may eventually be higher asthe effects of the more recent repeal s mature, driving wages and
training down further.

Fourth, controlling for ageneral downward trend in the amount of construction training, variations
in state unemployment rates, and regional differencesin training availability, the nine staterepealshave
reduced construction training in those states by 40 percent.

Fifth, minority representation in construction training programshasfallen even faster than havethe
training programsin repeal states. Until the various state repeal s, minority apprenticeship participation
mirrored theminority percentage of each state’'spopul ation. After repeal, minoritiesbecamesignificantly
under-represented in construction apprenticeship programs.

Sixth, occupational injuriesin construction rose by 15 percent where state prevailing wage laws
were repeal ed.

Based on these findings, we conclude that, if the federal Davis-Bacon Act were repeal ed:

® Federal income tax collections would fall by at least $1 billion per year in real terms every year
for the foreseeable future. Thisisbecause construction wage levelswould decline across all states
and - based on the experience of the ninerepeal states- construction employment levelswould not
rise enough to offset this revenue loss. The figure for lost tax revenues may well be higher. If the
experience of the nine states that never had a prevailing wage law is

6 Davis-Bacon Repeal Effects



indicative, lost tax revenuesfrom arepeal of Davis-Bacon could riseto $2 billion per year. Whether
thelossesare $1 billion or $2 billion, the government cannot count on making them up with itscost
savings as a purchaser of construction. The government will not break even.

Therewould be 76,000 additional wor kplaceinjuriesin construction annually, with 30,000 of them
seriousand thusrequiring time off fromwork to recover. Asaresult, more than 675,000 work days
would belost each year in construction. This could lead to additional workers compensation costs
of about $3 billion per year, of which $300 million would be passed on to the federal government
as increased costs on public works.

Utah’ sexperience suggeststhat repeal of Davis-Bacon would generate a period of significant cost
overrunsand theincreased use of expensive change orders. Although we cannot measure the exact
costsof such practices, it isgenerally accepted that change orders add substantially to construction
costs.

Davis-Bacon Repeal Effects
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|. The History of Prevailing Wage Laws in the United States

InFebruary 1891, Samuel Gompers, president of the American Federation of Labor, visited Topeka,
Kansas, to speak on what thelocal newspaper called "the great topic of labor.” Tenyearsearlier, the
AFL — at itsown creation— had laid out |egislative aimsthat included the eight-hour work day, the
elimination of child labor, free public schooling, compulsory schooling laws, the elimination of
convict labor, and prevailing wages on public works. These proposals were based on a belief that
the American labor market should consist of highly skilled workers earning decent wages, withtime
for family, and with children free to earn an education. In pursuit of these aims, Gompers' political
strategy in Kansas allied him with the Republican Party.

Onthemorning of Gompers'sarrival, the Alliance Party, known to history asthe Populist Party,
withdrew an earlier invitation for him to speak in the hall of the state House of Representatives,
which the party controlled. Gompers, who represented 900,000 workers, had fallen out of favor with
the populists, reportedly because of hisbelief that the trade unions should not form a political party
with the Alliance." The Republicans, who controlled the K ansas Senate, invited Gompers to speak
there, and he did.

Gomperswasin Kansasto focuson the eight-hour day. Like other Americans, Kansansin 1891
typically worked six days per week, ten to twelve hours per day. In the older trades and crafts, such
as carriage making and saddle making, where the work pace was slow and under the workers
direction, the long work day wastolerable. In the newer factories producing shoes, textiles, and the
like; in the mines; and in the urban putting-out systems in needlework, six-day weeks and twelve-
hour days were grueling. The AFL had made its prime objective a shortened work day and work
week with aslittle cut in pay as possible. In his Topeka speech, Gompers declared:

Our banner floats high to the breeze and on that banner float isinscribed, "Eight hourswork, eight
hours rest and eight hours for mental and moral improvement."?

At that time, when therewere noincome supplement programsfor the poor, low-income parents
worked and had to send their children to work to make ends meet. This practice was later referred
to by a North Carolina newspaper editor as "eating the seed corn." Each generation of poor
condemned its offspring to poverty because the children grew up asilliterate as their parents. The
prevalence of cheap child labor, which accounted for 5 percent of the manufacturing labor forcein
1890 and a larger proportion of service sector workers, kept wages down and forced adult workers
to put in the long hours to make ends meet. Gompers wanted regulation to force employers and the
poor to adopt a strategy, however painful in the short run, of a high-wage, high-skilled growth path
where children were in school and workers had the skills to justify wages that would allow for a
family life. Gompers said,

The Federation endorsesthetotal abolition of child labor under 14 years of age; an eight hour law
for al laborers and mechanics employed by the government directly through contractors engaged
on public work, and its rigid enforcement; protection of life and limb of workmen employed in
factories, shops and mines; ...the extension of suffrage as well as equal work for equal pay to
women....The Federation favors measures, not parties.®



Although it was not clear at the time whether government could require private sector
employersto honor the eight-hour day, government could set an example, Gompersbelieved. Instate
after state, he pleaded for the eight-hour day for government workers and private sector workers
employed on public works. Gompers also pleaded for workers to be paid the "current” daily wage
so they could afford the reduced work time. Government was being asked to set agood examplefor
the private sector, to show that arefreshed labor force could produce in eight hours what afatigued
and bedraggled labor force turned out in ten or twelve hours. The prevailing wage law initsinfancy
wasan attempt to obtain shorter working hoursfor all labor. The AFL paid attention to public works,
however, because government at all levels was a magjor purchaser of construction. The AFL said
government should not try to save money by eroding the wages of its citizens.

With similar logic, the AFL called for an end to convict labor. Many states employed convicts
to pay for their keep. Convicts built roads on chain gangs, operated farms, made textiles, and sewed
garments. Convict-made goods were sold, forcing down prices and the wages of working free
citizens.

Thus, prevailing wage law legidlation, at its birth, was embedded in an overarching intent to
shorten the grueling working day for all labor, to compel the working poor to make ends meet in
some fashion other than by sending their children into the factories, to compel children into schools
so that they might become better workers and better citizens, to compel employers to adopt
techniquesthat profited on the employment of skilled adult workersrather than unskilled child labor,
to present government as an exemplar of good management by establishing the eight-hour day in
government employment and on public works, and to abolish the practice of government saving tax
dollars by grinding down wages on public works or through convict labor. It is not
surprising, then, that the first prevailing wage law passed in the United States — in Kansas — was
part of an eight-hour-day law.

Passage of State Prevailing Wage L aws

The Kansas Eight-Hour law. Kansas established the first prevailing wage law in 1891. In
January 1890, the Kansas Bureau of Labor and Industrial Statistics, in preparation for its Sixth
Annual Report, distributed aquestionnaire to each trade union and the Knights of Labor Assembly.
In response to a question about needed | egislation, the Molder’'s Union of Parsons, Kansas, replied
that hewanted "alaw...against theletting of contractsfor Statework to unfair employers."* Thisplea
for the state to let out contracts fairly appears to be one of the first reports leading up to the
enactment of a prevailing wage law.

In February 1891, the Second Annual Convention of the Kansas State Federation of Labor, in
Topeka, approved a bill concerning state-paid wages. That month, the bill, which included the
prevailing wage section, called "for an Eight Hour Law" and was brought forth by Mr. Avery of the
Typographical Union No.121, Topeka. The bill stated,

That in no case shall any officer, board, or commission, doing or performing any service or
furnishing any suppliesto the State of Kansas under the provisions of the act be allowed to reduce
the daily wages paid to employees engaged with him (or them) in performing such service or
furnishing such supplies, on account of the reduction of hours provided for inthe act. That in all
cases such daily wages shall remain at the minimum rate which was in such cases paid and
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received prior to the passage of the act.®

Theeight-hour bill wasoneof four |abor-related billspending in thelegislature: theweekly pay
bill, the child-1abor bill, and the bill to make thefirst Monday in September a holiday, which would
become known as Labor Day. In addition, that year the Kansas State Federation of Labor approved
aresolution calling "for the abolition of convict labor when in competition with free labor."®

The eight-hour bill, Senate Bill 151, failed in the Kansas senate March 6, 1891, with the
prevailing wage section removed. But by March 10, when the prevailing wage section was put back
in, the bill became law. Thisfirst prevailing wage law stated,

That not less than the current rate of per diem wagesin the locality where the work is performed
shall be paid to laborers, workmen, mechanics and other persons so employed by or on behalf of
the state of Kansas....”

At first, however, the law was not enforced.? Not until 1900, did the Kansas Bureau of Labor
and Industrial Statisticsreport enforcement: "there were hundreds of complaints that were attended
to by correspondence, and good results obtained."®.

Prevailing wagelawsin other states. New Y ork wasthe second state to pass aprevailing wage
law. New Y ork’s eight-hour law (Chapter385) was amended in 1894 by Chapter 622 to include a
prevailing wage law for those employed on public works. Asin Kansas, however, there were many
violations.™ Lawssimilar to thosein Kansasand New Y ork were passed in Oklahoma (1909), | daho
(1911), Arizona (1912), New Jersey (1913), Massachusetts (1914), and Nebraska (1923) (seetable
1.1). Theselawsestablished aprecedent for the creation of thefederal Davis-Bacon prevailing wage
law.

Passage of The Davis-Bacon Act

Three federal laws primarily affect prevailing wages in the United States: the Davis-Bacon Act of
1931 which appliesto construction, the Walsh-Healey Public Contracts Act of 1936 which covers
employersin manufacturing and supply industries, and the Service Contract Act of 1965 (known as
the O'Hara-McNamara Service Act), covering suppliers of persona and business services. These
laws attempt to neutralize the effects of government purchases on wage determination in the private
sector. The Davis-Bacon Act isthe most significant of the three laws.

Its objective is to prevent the federal government from affecting local wages and construction
conditions; Davis-Bacon disalows the government from pushing down wages in competitive
bidding. The government has always been amajor purchaser of construction services. As such, the
government holds the potential to use its bargaining power to force down wage rates.

Davis-Bacon Repeal Effects 3



Table 1.1 Prevailing Wage L aws, by State

States having Year
prevailing wage laws passed States without prevailing wage laws

Alaska 1931 Georgia
Arkansas 1955 lowa
Cdlifornia 1931 Mississippi
Connecticut 1935 North Carolina
Delaware 1962 North Dakota
District of Columbia 1931 South Carolina
Hawaii 1955 South Dakota
Illinois 1931 Vermont
Indiana 1935 Virginia
Kentucky 1940
Maine 1933
Maryland 1945
Massachusetts 1914 States that repesled Z:jed Y ear ealof
Michigan 1965 prevailing wage laws P e
Minnesota 1973
Missouri 1957
Montana 1931 Alabama 1941 1980
Nebraska 1923 Arizona 1912 1984
Nevada 1937 Colorado 1933 1985
New Jersey 1913 Florida 1933 1979
New Mexico 1937 Idaho 1911 1985
New York 1894 Kansas 1891 1987
Ohio 1931 Louisiana 1968 1988
Oklahoma 1909 New Hampshi re 1941 1985
Oregon 1959 Utah 1933 1981
Pennsylvania 1961
Rhode Island 1935
Tennessee 1953
Texas 1933
Washington 1945
West Virginia 1933
Wisconsin 1931
Wyoming 1967

Note: The District of Columbiaislisted here, but not included in the count of states.

Source: Statelawsand corrected version of Armand J. Thieblot, Jr., Prevailing Wage Legidation: The Davis-Bacon Act,
Sate "Little Davis-Bacon Acts," The Walsh-Healey Act, and The Service Contract Act. Philadelphia: The Wharton
School, 1986, p.140.

For four years before the 1931 passage of the Davis-Bacon Act, 14 bills were introduced in
Congressto establish prevailing wagesin construction. Robert L. Baconin 1927 introduced thefirst
bill proposing a prevailing wage for construction, H.R. 17069. The member of Congress justified
his measure as follows:
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The Government is engaged in building in my district a Veteran's Bureau hospital. Bids were
asked for. Several New Y ork contractors bid, and in their bids, of course, they had to take into
consideration the highlabor standardsprevailinginthe State of New Y ork...Thebid, however, was
let to afirm from Alabamawho had brought some thousand non-union laborers from Alabama
into Long Island, N.Y.; into my district. They were herded onto this job, they were housed in
shacks, they were paid avery low wage, and thework proceeded...It seemed to methat the federal
Government should not engage in construction work in any state and undermine the labor
conditions and the labor wages paid in that State...The least the federal Government can do is
comply with the local standards of wages and labor prevailing in the locality where the building
construction is to take place.™*

Hearingsfor afederal prevailing wage law began in 1927 and continued in 1928 and 1930, but no
bill was passed. On March 3, 1931, Bacon's original proposal, which he had reintroduced as H.R.
16619, was signed into law by President Hoover."

The Davis-Bacon Act required payment of prevailing wageson federally financed construction
projects. The law essentially ruled out bidding on construction worker wages on federally financed
construction. The original language was vague, however, and prevailing wages generally were not
determined before the acceptance of bids. In 1935, President Roosevelt signed clarifying
amendmentsto the act, which becamethe basis of the current Davis-Bacon Act. The National Labor
Relations Act of 1935 gave the Secretary of Labor authority to set the prevailing wage.

In 1935, Roosevelt’'s Secretary of Labor, Francis Perkins, established the original rules for
determining the Davis-Bacon prevailing rates. The prevailing wage was said to be the wage paid to
the mgjority, if amajority existed; if not, the 30-percent rule was used. The 30-percent rule means
if 30 percent of the workersin an area are paid the same rate, that rate becomes the prevailing rate
there. The 30-percent rule often resulted in the union wage being the prevailing wage. If the 30-
percent rule did not apply, because at least 30 percent of the workers in a given occupation in the
local labor market did not receive the same wage rate, the average wage rate was paid to workers
doing the same job. The prevailing wage was determined this way for 50 years.

In 1985, President Reagan changed administration of Davis-Bacon, creating the50-percent rule.
The revised regulation reduces the influence of the negotiated union wagein most areas (see page
9, below).

The Tenth Amendment to the Constitution restricts the ability of the federal government to
dictate contract termsfor the states. Thus, work funded entirely by state or local governmentsis not
covered by Davis-Bacon. Each state, county, or city can establish its own prevailing wage — if it
choosesto do so — through legislation. In 1994, 29 percent of al county-level federal Davis-Bacon
prevailing wage rates were taken from union contracts, 48 percent used average wages, and the
remaining 23 percent of counties used a mix of union and average wages, depending on the
occupation.

Davis-Bacon Repeal Effects 5



Repeals of Some State Prevailing Wage L aws

Kansas had passed thefirst prevailing wage law in 1891 and, by 1969, 41 states and the District of
Columbiahad prevailing wage laws. Several cities also passed local prevailing wage laws affecting
construction. However, stategovernmentsbegan experiencing fiscal crisesinthelate 1970s. 1n 1978,
California voters passed Proposition 13, restricting state expenditures, and the Labor Law Reform
Bill failed in Congress. In this political context, many state legislatures believed that, to save tax
dollars, government should useitsbargaining power to lower construction costs, evenif the probable
effect of thisaction would be thelowering of construction wage rates and a possible effect might be
the lowering of quality in the construction industry.

More than 51 bills have been introduced in 23 state legislatures to repeal or curtail so-called
little Davis-Bacon legidlation.** Alabama, Arizona, Colorado, Florida, Idaho, New Hampshire,
Kansas, Louisiana, and Utah have repealed their prevailing wage laws.

Florida. Florida, which passeditsprevailing wagelaw in 1933, wasthefirst statetorepeal. The
statute was repealed over the veto of the governor in 1979.* One of the most populous counties,
Broward, established itsown local prevailing wage law and several citiesin Broward passed similar
laws.®®

Alabama. Alabama was the next state to repeal, in 1980."° After Alabamals repeal, the entire
South from Virginia to Mississippi, except Tennessee, was without state prevailing wage law.
Unsuccessful attempts were madein 1983 and 1984 to reinstate the 1968 Alabama laws. However,
prevailing wagelawsexist at thelocal level, such asonein Mobilefor city-sponsored construction.™

Utah. Utah's prevailingwage law had been passed in 1933. Eventually, prevailing rates were
set by hearings held in three districts that were created for this purpose. In addition to covering
construction, the Utah statute established prevailing rates for piece work.

The first indications of intent to repeal the Utah law were heard from the local chapter of the
national Associated Builders and Contractors (ABC) in 1978. (The ABC, nationally and in Utah,
sought to represent the interests of non-union contractors.) The Utah ABC outlined its strategy in
aletter to other state ABC chaptersin 1978:

It isour hopethat the major argument in favor of repeal would be based on tax savingsand unnecessary
government spending, rather than a union versus non-union argument. *#

The ABC lobbying effort became public during the Utah legidative session in 1979. The
sponsor of the Utah repeal, Republican Representative S. Garth Jones wrote in the Deseret News:

The prevailing wage rate is substantially the union pay scale. In 1933 the law was designed to
place money into a depressed economy, to increase wages to get the economy moving. The law
doesthe same thing today. But today, the economy is not depressed; inflation is the problem and
the cost of government is too high. Repealing the prevailing wage will allow the free enterprise
system to establish thewagesof tradesmen at asubstantial savingsto thetaxpayers. Theprevailing
wagelaw isinflationary. Additionally, theprevailing wageratediscourages non-union contractors
from bidding public contracts. It encourages union contractorsto bid public contracts. The effect
isto force peoplelooking for work to go to union contractors. The law isinconsistent with Utah's
Right to Work law.(Feb. 23, 1979)
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Thefirst bill to repeal the statute was introduced in 1979, only to be vetoed by Democratic
Governor Scott Matheson. In 1981, repeal billswereintroduced in 14 states. Only in Utah did repeal
succeed that year and it succeeded only after a second veto from Matheson.*

The bill was approved on amost straight party lines — Republicans favoring repeal and
Democratsopposed. The Salt Lake City Tribune noted that only one Republican representative, who
called himself alifelong Republican and union member, voted against repeal and broke away from
party lines.®

When Matheson vetoed the bill in 1981, he said, "I’'m convinced that repeal of thislaw is not
in the best interests of working people in the trades whose skills are essential for a vigorous
construction industry."# Nonethel ess, the Senate overrode the veto 21-7 and the repeal took effect
2 months | ater.

Thosein favor of the repeal maintained that the prevailing wage law was inflationary and pro-
union. Republican C. McClain (Mac) Haddow sponsored the 1981 repeal bill. He said, "thelaw is
outmoded and ispreserved only asatool to extend union control. Thelaw iscontrary to Utah’sright-
to-work philosophy...."*

Roger Evershed, president of the Associated Builders and Contractors, predicted a 10 to 15
percent savings on public works projects with repeal

Arizona. The next state to repeal was Arizonain 1984.%* Arizonas statute began as an eight-
hour work day in 1912 and, by 1930, became a prevailing wage law. In acourt test, the statute was
found unconstitutional in September 1979.” In November 1984, voters repealed the statute in a
ballot initiative, Proposition 300. Provisions of the ballot initiative prevented communities from
implementing local prevailing wage statutes.®

I daho. Idaho’s prevailing wage law wasfirst enacted in 1911 as an eight-hour law. The statute
was extensively amended until 1965; efforts to repeal it began in 1979. The legislature failed to
overrideseveral vetoesbut did repeal thelaw in 1985.%” At the sametime, overtime pay requirements
for more than eight hours of work were repealed.®

Colorado. Colorado also repealed its prevailing wage law in 1985.% Attempts for repeal began
inthelate 1970s, but it was not until after the governor had vetoed the bill several timesthat the veto
was overridden and the repeal passed. Nevertheless, since 1985 at |east one municipality, Pueblo,
established its own prevailing wage rate for local construction.®

New Hampshire. New Hampshire joined Colorado and Idaho in 1985 when it, too, repealed.*
Although legidlators began in 1979 to try to repeal the prevailing wage law, they did not succeed
until 1985. Influenced by reports of inflated costs on aschool construction job, both houses passed
repeal without the signature of Governor John Sununu.*

Kansas and Louisiana. Kansas, the first to have a state prevailing wage law, repealed it in
1987.% Louisiana followed in 1988 with repeal over theinitial veto of the governor.®

Effortsto Repeal Other Prevailing Wage L aws

The Massachusetts ballot initiative. In Massachusetts, in 1988, thousands of union members,
already active in the presidential election, worked with community groups to help defeat a ballot
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initiative that would have repealed the state’'s 1914 prevailing wage law. The effort to block repeal
in Massachusetts appears al so to have slowed effortsto repeal other state prevailing wage laws until
the midterm elections of 1994. Massachusetts Question 2, the repeal initiative and the hottest issue
on the ballot that year, was defeated 58 to 42 percent on November 8.5

The Massachusetts law requires contractors to pay employees on state-financed projects a
predetermined wage. Prevailing wage rates are most often based on collective bargaining
agreements, which vary by trade and geographical jurisdiction.®

In 1988, the Associated Builders and Contractors (ABC) and Citizens for Limited Taxation
formed a coalition that spearheaded the repeal effort, with a signature drive run by the "Fair Wage
Committee.” In March, a report by the Massachusetts Foundation for Economic Research, The
Peculiar Prevailing Wage Law, presented the public rationale for a repeal of the state law.*” The
report stated that the many attempts to modify the prevailing wage law were defeated before
reaching the governor’s desk.* Using confidential datacollected from aconstruction contractor, the
authors estimated that the prevailing wage law increased construction costs by 14 percent through
higher wage costs. Thereport concluded that, "in 1987, the prevailing wage law cost M assachusetts
at least $212 million dollars."*

In August, in response to the report by the Foundation for Economic Research, the Regional
Information Group of Data Resources Inc. presented a contrasting view. Data Resources said the
earlier report had used insufficient data and oversimplified analyses.” Data Resources maintained
that arepeal in 1990 would result in a"total wage loss of $196 million and a net employment loss
of 600." Data Resources concluded that although there would be nominal tax savingswith arepeal,
the overall impact would be to increase unemployment and lower living standards.*

By the end of a hard-fought campaign, community support included the Catholic Church; the
Jewish Labor Committee; the Massachusetts Nurses Association; the National Women'’s Political
Caucus, and the National Organization for Women.*

A similar effort in 1994 to repeal by initiative failed on the Oregon ballot. The battleground has
shifted back to state legislatures and the U.S. Congress.

Effortsto Repeal Davis-Bacon

Theonset of state effortsto repeal prevailing wage laws coincided with U.S. Senate hearingsin 1979
to repeal Davis-Bacon. During the first hearings, Davis-Bacon proponents defended the law with
these points:

1. The act prevents the disruption of local wage and construction market conditions by the
introduction of federally financed construction.

2. The act protects the prevailing living standards of construction workers by discouraging
cutthroat competition by construction contractors.

3. The act provides equality of opportunity for contractors who are free to bid on the basis of
skill, efficiency, and knowledge, rather than on their ability to slash labor standards.
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4. The act helps maintain the high quality of the construction labor force and equal employment
opportunity in the construction trades by encouraging use of bona fide training programs on
federally funded construction.”

Advocates of repeal of Davis-Bacon said:

1. The act has inflated construction costs.

2. The act costs the federal government huge amounts of money.

3. The act is poorly administered.

4. The act is biased toward union contractors and hurts non-union contractors.

5. The act has caused wage inflation.

6. The act discriminates against minorities, because they are disproportionately represented
among the low-skilled labor force.

7. The free-market system is suppressed.

Although the Davis-Bacon Act was not repealed in 1979, the Reagan administration changed
theway the law isadministered afew yearslater. The administration in 1985 altered the 30 percent
rule. Until then, the Department of Labor used themodal — most common — wageto determinethe
prevailing wagefor an occupation in alocal 1abor market, if the modal wage to the penny accounted
for more than 30 percent of all wages for that group.* If the modal wage accounted for fewer than
30 percent of all wages, the mean (average) wage was declared the prevailing wage.

The Reagan administration rai sed the threshol d to 50 percent beforethemodal could be declared
the prevailing wage. Union wages tend to be the modal wage and they tend to be above the mean or
averagewage for an occupation. So the Reagan administrative change had the effect of lowering the
prevailingwagein areaswhereunionswereweak. Given construction unionizationrateshavefallen
from around 80 percent of the construction labor forcein the 1940sto around 60 percent in the 1960s
to around 25 percent in the 1980s, the impact of the Reagan administrative changes were
substantial .

Some of the competing claimsfor and against Davis-Bacon can be tested against the experience of
the states — those that have repealed state prevailing wage laws, as well as those that continue to
have such laws, and states that have never legislated a prevailing wage. This study examines the
contentions of Davis-Bacon proponents that prevailing wage laws prevent the disruption of local
wage and construction labor markets and that prevailing wage laws protect living standards and
discourage cutthroat competition. This study examines, as well, the contention of Davis-Bacon
opponents that the law costs government considerable sums of money and discriminates against
women and minority construction workers. The study also raisestwo new questions. First, what are
theeffectsof prevailing wagelawson training and human capital formationin construction? Second,
what effects do these laws have on the safety and health of construction workers?
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I1. The Economic Effects of Davis-Bacon Repeals

Cutthroat Bidding

Assoon asthelaw wasrepeal ed, someof these non-union people[ contractors] that had been doing
small work around town suddenly just took off, and the union people[contractors] like ourselves,
our market share decreased.

- President, a union construction company, Salt Lake City, 1993

[Our] company has consisted of my father and my grandfather and me from about 1963. [We are
a double-breasted company.] Company A is a union [general] contractor that hires merit shop
companies with no regard to union affiliation. Company B isanon-union merit shop company....
Our industry became very competitive during the mid-eighties, alot of people are chasing the
same type of work.

- General contractor, double-breasted company, Salt Lake City, 1993

WEe' vebeeninbusinessfor 51 years. Beforethat my great-grandfather ran aconstruction company
and so we've always done construction. Right now we're doing mostly mechanical, and we do
utilities, Mountain Fuel, water lines, sewer lines, AT& T jobs. We've built homes. We've built gol f
courses. We've built apartment buildings. In the last probably about eight years [since the mid-
1980s] there'salot more small companies- littletiny, you know, dad and histhree boys. We can't
compete against them. We have too much overhead to do that and you get small start-up
companies, they're willing to work for nothing for awhile and you know they’ll go out there for
two years and just take these jobs dirt cheap. Sometimesthey can't finish. They’ll go brokein the
middle but still, we don’t want to work for nothing. We'd just rather lock the gate and wait.
- Office manager, union construction company, Salt Lake City, 1993

When Utah repealed its prevailing wage law in 1981, the structure of the construction industry
changed dramatically. The most obvious effect was the decline of union membership and union
contractors. But thiswas only the most obvious effect. Underlying the decline of union contractors
wastherise of the small contractor and increasing turnover of contracting firmsin the business. The
industrial organization of the industry changed, with an increased reliance on subcontractors.

Comparing the 12 years prior to repeal to 10 years after repeal, the share of total construction
employment accounted for by thetypically bigger and more capital-intensive general contractorsand
heavy and highway contractorsfell, while the share of total employment accounted for by specialty
subcontractors rose (fig. 2.1).

Withtheentry into the market of morecontractorsand smaller contractors, competitive pressure
to win bids heated up. This pushed wages down. An operating engineer familiar with the bidding
wars stimulated by Utah's prevailing wage law repeal tells how the bidding affected labor.
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Figure 2.1 The mix of construction employment in Utah by contractor type, before and after the
repeal of the state' s prevailing wage law.
Source: Utah LMI Annual Report, Table5.

After the repeal of the state’s prevailing wage law, the distribution of employment
shifted among types of contractorsin Utah. In the decade before the 1981 repeal a
higher percentage of construction employees worked for general contractors and
heavy-and-highway contractors. These aretypically larger firms. After therepeal, a
higher percentage of employees worked for specialty contractors, which tend to be
smaller firms.
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When they repealed Utah's law, a lot of companies went out of business because of the
cutthroat competition. A lot of companiesjust bought jobs so they could have acash flow to make
payments on their equipment. The design engineerswould tell the contractor that let’s say thejob
was going to cost amillion dollars. The contractor would still go in there anyway and low-ball the
bid. Then they would turn around to their workers and make their wages fit whatever they had to
be to fit the low-ball bid.

The general contractors did alot of bid shopping after the prevailing wage law was repeal ed.
The general contractor would get a bid from the subcontractor of say $50,000 and then hewould
low-ball the bid. Then, when the general got thejob hewould go back to the subcontractor and say
yeah I've got thejob but you've got to cut your bid to $40,000 to have thisjob I've got and the sub
would go back to the workers and say OK we've got this job but now I've got to cut your wages.

See costs of materials and supplies and equipment were stable. The price of bricks and the
asphalt didn't go down just because you got thisjob. So the workers had to make up the difference
for al this low-ball bidding. So basically the employer got their money off the backs of the
worker. Whether it was to make money or just to break even, wages had to fall.

- Operating engineer, Bountiful, Utah, 1994

But wages were not the only factor to feel the strain of an overheated bidding process.
Government purchasers of construction services were now exposed to practices of low-balling bids
and over-running costs. Average annual cost overruns for the Utah Department of Transportation
prior to the law’s repeal was 2 percent of initial accepted bid (fig. 2.2). Since the repeal, however,
overrun costs haverisen to 7.3 percent of theinitial bid. Thisrisein overrun costs has come despite
the introduction of computers as atool for contractors in preparing their bids.

The cause of these increased overrun costs is the post-repeal tendency for contractors to take
more risks in the bidding process under the pressure of increased competition (fig. 2.3). When the
state calls for bids on a project, the state engineer prepares an initial estimate of the project’s cost.
In the decade prior to the repea of Utah's prevailing wage law, winning bids averaged 91 percent
of the state engineer’s estimate. After the repeal, winning bids have been, on average, 89 percent of
the state engineer’s estimate. Although contractors are apparently shaving their bids to win state
contracts, these lower estimates have not proved to be awindfall for the state.

Instead, after Utah's prevailing wage law repeal, final construction costs have been running at
95 percent of the state engineer’s initial estimate. This amounts to 6 percentage points above the
accepted bids. Prior to Utah'srepeal, final costs were running 93 percent of the engineer’s estimate,
only two points higher than initial accepted bid prices.

This does not necessarily mean that the pre-repeal construction was ultimately cheaper for the
state, but it does mean that the relationship between accepted bid price and actual costs was more
certain and that contractors promised less before Utah's repeal, but delivered more relative to the
state engineer’s cost estimates’®
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Figure 2.2 Average cost overruns as a per centage of accepted bids on Utah road construction,
before and after repeal of the state prevailing wage law

Cost overrunson the construction of Utah roads averaged 2 percent over accepted
bidsin the decade before Utah’srepeal of itsprevailing wage law. In the decade
after repeal, average cost overrunsroseto 7.3 percent over the accepted bid.
Change order s associated with cost overruns are one of the more expensive
components of construction costs.
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Figure 2.3 Theratio of accepted bidsand final cost to the Utah state engineer’s estimate of road
construction project cost, before and after repeal of the state's prevailing wage law

After the Utah repeal of its prevailing wage law, competition among contractors
heated up and contractors shaved their bidsto win contracts. In the decade
before the state repeal, accepted bids aver aged 91 per cent of the state engineer’s
estimated project cost on road construction. After repeal, accepted bidsfell, on
aver age, to 89 percent of the state engineer’s estimates. However, this cutthroat
bidding did not cut final project costs as a percentage of the state engineer’s
estimates. In the decade prior to therepeal of Utah’s prevailing wage law, final
costs averaged 93 percent of the state engineer’s project cost estimate. In the
decade after the repeal, because of atripling of cost overruns, thefinal project
costs averaged 95 percent of the state engineer’s estimate.
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A Lossof Earningsfor All Construction Workers

Heightened competition after Utah’s repeal has not only created uncertainty in the bidding process,
but has aso lowered Utah construction wages across the board. A union plumber describes this:

After Utah repealed itslittle Davis-Bacon law | was working on ajob as aunion plumber.
The electricians on the job were non-union. At that time there was terrific pressure on
wages and, as | remember, the IBEW [International Brotherhood of Electrical Workers]
took abigwage cut - something like $3 - from $16 to $13. Anyway, the day after theunion
electricians took that cut, the contractor came on the job and told these non-union guys
they would have to take a $3 cut too. There was alot of animosity around that but they
took the cut anyway. They had to. Our union held off two years before we had to do the
samething the electricians did, and when we took our cut the non-union plumbers wages
fell right along with ours.
- Union plumber, Salt 1ake City, 1994

Utah repealed its prevailing wage law just as the economy was falling into the 1982 recession.
Thus, the effects of the repeal initially were tangled up with the effects of the recession. However,
some of the nine statesthat have repealed their prevailing wage laws did so in good times and some
in bad times. A comparison across states can somewhat disentangle effects of the business cycle
from effects of arepeal.

Whatever a government might save in construction expenses from the repeal of a prevailing
wage law, the saving has to be balanced against the loss of other revenues. The lower wages paid
on government-financed construction have a ripple effect, lowering wages throughout the local
construction industry. Construction workersin states that have a prevailing wage law have ahigher
average annual income than construction workers in states that have repealed a law; and those
workers, in turn, earn more, on average, than do construction workers in states that have never had
a prevailing wage law (fig. 2.4). That pattern may be explainable, however, for more than one
reason. Statesthat havedifferent prevailing wagelaw policiesmay have higher or lower construction
earnings for reasons unrelated to the wage law. For instance, repeal states might also be low-wage
statesin general.

It may thus be more useful to isolate earnings datafor repeal statesonly - before and after (fig.
2.5). Average annual construction-worker earnings in the nine states that repealed their prevailing
wage laws from 1979 through 1988 show a drop of $1,835 from $24,317, or about 7.5 percent in
wages, adjusted for inflation and denominated in 1991 dollars, or $2,016 in 1994 dollars. The nine
states are not heavily unionized and afall of this magnitude cannot be accounted for simply by afall
of union wages to the non-union level.

In recent years, the average construction unionization rate in the nine states that repealed their
state prevailing wage laws has been around 13 percent of the construction labor force.”” With this
level of union coverage, for afall in the union wageto account for all of thefall inthe average wage,
at the outset of therepeal, union workerswould have had to have been earning 60 percent more than
non-unionworkers.* Unionwagedifferential stypically arearound 10 to 20 percent abovenon-union
wages. Because union wages are not sufficiently high and union coverage not sufficiently wide to
account for all thefall in construction wagesin theserepeal states, we know that non-union workers
have had to absorb some share of this average earnings decline.
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If one assumesthat the union differential is 20 percent above the non-union wage and, after the
repeal, the union wage falls to the non-union wage, both wage rates will haveto fall even further to
attain an overall 7.5 percent cut in earnings. Assuming that the union wage would fall to the non-
union rate and then they would both fall together, the union wage would have to fall by 21 percent
and the non-union rate would have to fall by 5 percent to obtain an overall fall of 7.5 percent.”® In
fact, only rarely does the union rate fall entirely to the non-union wage. A reasonable assumption
would be that the union rate prior to arepeal was 20 percent above the non-union rate and after the
repeal fell to 10 percent above the non-union rate. Given a7.5 percent overall fall in earnings and
a 13 percent union membership rate, union wages would have to fall 14 percent and non-union
wages would have to fall 6.3 percent to obtain an overall fall of 7.5 percent. In other words, while
the union rate would have to fall twice as much as the non-union rate, the non-union sector of
construction workers would have to absorb much of the average percentage wage cut. The effects
of state repeals of prevailing wage laws are isolated neither to union workers nor to government-
financed construction.® They generate across-the-board cuts in the earnings of al construction
workers.

A Loss of State Tax Revenues

The tax revenue losses that result from lower construction wage levels are surprisingly large.
Whatever the source of this earnings decline among construction workers, stateswith income taxes
havelost tax revenuesasaresult of thisdeclineintaxableincomeamong construction workers. And,
because this lost income means lost purchasing power, states that have repealed their prevailing
wage laws have aso lost some sales tax revenues. On average, construction workers account for 5
to 6 percent of astate’'slabor force. In Utah in 1991, individuals earning $20,000 to $30,000 paid a
marginal stateincometax rate of about 7 percent. Taking the 31,528 construction workersemployed
in Utah in 1991 and an average per capita decline in income of $1,835, the total loss of annual
income from the Utah construction industry in Utah in 1991 because Utah's 1981 repeal could be
calculated as $58 million ($1,835 times 31,528). Given amargina tax rate of 7 percent, 1991 lost
state income tax revenues might amount to $4 million (in 1991 dollars) (table 2.1). Assuming a
marginal propensity to consume on sales-taxable items from changes in income of 80 percent and
asalestax rate of 6.25 percent, lost state salestax revenues from thisloss of income amount to $2.9
million in 1991.>* Adding these two losses and bringing them to 1995 values using the consumer
priceindex yields an estimated loss of $8.2 million in state taxesin Utah in 1991 evaluated in 1995
dollars.

The figure of $8.2 million in lost tax revenues may be an overestimate for four reasons,
however. Firgt, if wages fall and labor becomes cheaper, contractors might hire more workers. So
wemust consider possibleincreasesin total income of construction workersresulting from possible
increases in total construction employment after a fall in wages. Second, real wages have been
falling inthe United States generally, including the construction industry. Some of the lower wages
after state repeals may simply reflect along-term declinein real wagesthat would have taken place
anyway. Third, annual earningsin construction are sensitive to unemployment. Earningsrise when
unemployment falls and fall when unemployment increases. Because
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Figure 2.4 A comparison of annual construction earnings, by status of prevailing wage law
Source: USDOL Employment and Earnings, 1975-91.

Figure 2.4 groups states into three categories (from left toright). Thefirst bar, on
theleft, shows aver age annual incomein 1991 dollarsfor construction workersin
all statesand yearswhere a state prevailing wage law was enforced. Thisincludes
repeal states prior torepeal. The second bar shows the average annual earnings
of construction workersin repeal states after repeal. Thethird bar represents
average annual earningsfor construction workersthroughout 1975 to 1991 in all
statesthat never had a prevailing wage law. These data provideinitial evidence
that repealing or never having a prevailing wage law lower s construction income
not only on public works but acrossthe entire state construction industry.
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Figure 2.5 A comparison of construction earningsin ninerepeal statesonly, before and after
repeals (in 1991 dollars)

In the nine states that repealed their prevailing wage laws between 1979 and 1988,
average annual income fell after therepeals (calculated in constant 1991 dollars).
Thisfact does not control for other factorsthat might have been driving down
wages, but it isprima facie evidence that the repealsforced lower earnings not
just on public wor ks but across the construction labor market.
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Table2.1 A simple estimate of Utah tax revenueslost in 1991 asaresult of the 1981 state

prevailing wage law repeal
_______________________________________________________________________________________________________________________________________|]

Individual construction income prior to repeal (1991 dollars) $24,317
Individual construction income after repeal $22,482
(1991 dallars)

Lost income due to repeal (1991 dollars) $1,835
1991 Utah construction employment 31,528
Total lost income in construction (1991 dollars) $57,853,880
Lost Utah income tax $4,049,772
Lost Utah sales tax $2,776,986
Total lost tax revenues $6,826,758
Total lost tax revenuesin 1995 dollars $8,192,109

The average annual construction earningsin 1991 dollarsfor ninerepeal statesin
theyearsafter 1975 and befor e each state’ srepeal was $24,317. In the years after
each repeal up to 1991, the aver age construction earningsfell to $22,482. Utah
construction employment in 1991 was 31,528 wor ker s and multiplying these by an
annual loss of income of $1,835 yields a total lost income in Utah construction of
$57.8 million. Based on Utah’sincometax rate of slightly over 7 percent and a
salestax rate of slightly over 6 percent and a marginal propensity to consume
taxable items of 80 percent, total lost state tax revenues were $6.8 million. In 1995
dollars, thisis $8.2 million.
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unemployment varies by state and year, some of the difference in earnings might be because of
variations in the unemployment rate. Last, construction wages vary by region for reasons that are
not directly due to the presence or absence of prevailing wage laws. These regional differencesin
earnings, unemployment, and long-term trends in wages can be accounted for by using linear
regression analysis.

Regression Analysis of the Decline of Construction Worker Earnings

Using linear regression analysis, this section uses U.S. Department of Labor employment and
earnings data for construction workers broken down by states for 1975-91 to re-estimate the
construction earningslossresulting from staterepeal sof prevailing wagelaws. Theanalysiscontrols
for long-term trendsin wages, variations in unemployment, and variation in wages by region of the
country, and then focuses on the effect of (1) never having had aprevailing wage law, (2) repealing
aprevailing wage law, and (3) raising the threshold for implementing a state prevailing wage law
to contracts worth $500,000 or more.

U.S. Department of Labor employment and earnings data provide detailed information on
annual construction earnings broken down by year, state, and type of construction contractor.>® For
1975-91, there are 27,778 separate observations. The inclusion in these data of information about
prevailing-wage law status by state and year and trandlation of all money valuesinto 1991 dollars
(using the consumer priceindex) allowsustotest for (1) theeffect that never having had aprevailing
wage law has on per capita construction earnings, (2) the effect on individual earnings of repealing
a state prevailing wage law, and (3) the effect on individual earnings of raising the threshold for
applying a prevailing wage law.

In this test, we control for regional differences in construction earnings, secular trends in
earnings,> cyclical variationsin earningsasaresult of variationsin unemployment, and differences
in earnings by detailed contractor type.>

The data used for this test include average earnings across all states, years, and construction
trades — $26,645 per year in 1991 dollars (table 2.2).> States that never had a prevailing wage law
account for 15.6 percent of al the observations. States that repealed their laws account for 10.5
percent of all observations after repeal and 7.8 percent of all observations beforethey repealed their
laws, for acombined total of 18.3 percent. States that had and retained their prevailing wage laws
between 1975 and 1991 account for the remaining 66.1 percent of all observations in the data set.
Maryland and Oklahoma, the states with prevailing wage laws but with threshold level s of projects
costing $500,000 or more, account for 4 percent of all observations. State-by-state unemployment
rates in this period averaged 6.76 percent annually.

The results of this regression model estimating the effects of state repeals on construction
earningsare statistically significant and the overall model has agoodness of fit of 73 percent, which
meansthat 73 percent of the overall variation in annual earningsin the data set are explained by the
model. The results may be read as follows (see table 2.3).

Beginwith aconstant amount of annual earnings of $33,005. (Thisisastarting point cal culated
by the regression model and istypically called the"constant.") Then select astate and ayear. In any
state for any year we know the status of prevailing wage laws for construction. We use Utah as an
example in column (3). Utah once had a prevailing wage law, but, by 1991, that law had been
repealed. Furthermore, 1991 was 17 years after the beginning of the data set
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Source: U.S. Bureau of Labor Statistics, Office of Earnings and Employment Statistics.

Table 2.2 A description of the data used in regression model of earnings decline

22

Observations
Average Earnings

Variables

Percent of all observations by
region

South
Midwest
Atlantic
Mountain
Corn Belt
Pacific
New England
Hawaii
Alaska
Other control variables

Average state unemployment
rate

Percentage of states with
threshold for applying state
law of more than $500,000

Legal variables

Percentage of all states that
arerepea states

Percentage of all states that
never had state law

27,778
$26,645

Percentage of
data

29.9%
13.9%
10.5%
10.5%
10.3%
8.8%
8.2%
1.1%
0.4%

6.76%

4.3%

18.3%

15.6%
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Table 2.3 A regression estimate of the effects of state repeals on construction annual ear nings,
controlling for regional differencesin earnings, and secular and cyclical trendsin earnings

Regression Model Examples for 1991
Variables and Coefficients (in 1991 Dallars)
Utah Maryland Georgia
(1) 2 ©) ) ©)
Starting Point: $33,005 $33,005 $33,005 $33,005
Regional Control Variables:
Alaska $15,628
Hawaii $7,982
Midwest $4,768
Pacific $4,638
Atlantic $4,617 $4,617
New England $1,545
Corn Belt $1,010
Mountain -$79 -$79
South -$2,360 -$2,360
Trend Control Variables:
Secular Trend -$225 -$3,829 -$3,829 -$3,829
Unemployment -$30,231 -$1,481 -$1,784 -$1,512
Focuson Legal Variables:
Never Had Law -$2,960 -$2,960
Repeal -$1,350 -$1,350
Threshold $500,000 -$1,174 -$1,174
Predicted Income: $26,266 $30,836 $22,345

Table 2.3: Controlling for regional differencesin construction annual earnings,
and secular trendsand cyclical variationsin earnings, repealsin 9 states lowered
construction earnings by $1,350 annually in 1991 dollars. Having a threshold of

$500,000 for applying the state law had almost the same effect as arepeal but this

is based on the experience of only two states. Never having had state prevailing
wage laws has almost double the negative effect on ear nings compar ed to having
recently repealed thelaw. Thissuggeststhat the negative effects of repeals on

earnings may not have fully matured by 1991, the end of our data series.
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andthus, thetimevariableisset at 17 and Utah isin the mountain statesregion. Set all other regional
variablesto zero and multiply the mountain states control coefficient by 1. Multiply the secular trend
control variable by 17 because this is the seventeenth year of the data set. Multiply the
unemployment control by 4.9% because that was the unemployment rate in Utah in 1991. Set the
"never had law" variableto zero because Utah did have aprevailing wage law up to 1981 and set the
threshold variableto zero, becausein 1991 Utah did not have a prevailing wage law (and even when
it did, the threshold was below $500,000). Now, set the repeal variableto 1 and multiply it timesthe
repeal coefficient. Thus, the model now predicts Utah's 1991 construction income to be $26,266.
That is $33,005 (the starting point) minus $79 (lower wages in the mountain states) minus $3,829
(secular down trend in real wages) minus $1,481 (associated with unemployment) minus $1,350
(because of Utah's prevailing-wage law repeal). The same exercise yields a predicted income of
$30,836 for Marylandin 1991 and $22,345 for Georgiain 1991. Changetheyear and/or the state and
themode! predictions change. The R? statistic of 73 percent indicatesthat themode fitsthe datawell
and that the predicted values are close to the actual earnings in the various states for the various
years.”®

Controlling for all these variables, the model estimates that the effect of the repeal of the nine
state prevailing wagelawswasanegative $1,350 annual hit on construction earnings. Given average
annual earnings of $26,645, this means a decline in earnings of 5.1 percent. Thisisalow estimate
of arepeal’s effect on earnings. The effect of a repeal may accumulate with time. The states that
never had prevailing wage laws in construction have lower construction wages — after controlling
for regional differencesin wages and differencesin unemployment rates. The model estimatesthat,
in the nine repeal states, construction earnings are $2,960 less than in other states, controlling for
other factors. Thisisan 11 percent reduction in construction earnings associated with never having
had a prevailing wage law. The ssimple procedure in the previous section which compares
construction earnings in repeal states before and after repeal s estimates the repeal effect to have a
7.5 percent negative effect on earnings. Thus, the range of estimated effectsvariesfrom 5.1 percent
to 7.5 percent to an 11 percent decline in construction earnings associated with the repeal or
absence of prevailing wage laws.>’

I ncreased Employment Associated with Lower Wages

As construction labor becomes cheaper, contractors may alter their crew mix to use more workers
who are unskilled. Have the nine state repeals of prevailing wage laws generated higher levels of
employment? Construction employment varies markedly with seasonal and cyclical trends in the
economy. These employment swings can hide the effect of more jobs generated by falling wages.
For instance, Utah repealed its prevailing wage law just as the construction economy was going into
recession. Onthe surface, it looked like the repeal and wage cuts did not generate more construction
employment. Multivariatelinear regression analysiscan control for these variationsand pick out the
potentially hidden effect of arepeal, controlling for other factors.

Table 2.4 presents the results of a generalized least-squares regression test of the hypothesis
that, as construction earnings fal, all other things being equal, construction employment will rise.
Themodel controlsfor variationsin unemployment, secular trendsin employment construction, and
any nonwage effect on employment associated with the repeal of a state prevailing wage law. The
focusvariableinthe model isaverage annual earningsin construction and the hypothesisisthat the
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relationship between earnings and employment should be negative. As earnings go down,
employment might well go up. The regression model also includes control (dummy) variables for
each stateand each detailed industry classification (four-digit SIC; such as, plumbersand pipefitters,
SIC 1711). Thus, the model predicts construction employment in specific states, years, and each
construction subclassification, such as plumbing and pipe fitting. In the data set for 1975-91, the
average employment in a four-digit subclassification is 3,540 construction workers. The
unemployment rate, not surprisingly, negatively affectsconstruction employment and thereisasmall
but statistically significant upward trend in employment. The effect of prevailing wage rate repeals
on employment is negative, but this variable is not statistically significant which means the true
direct effect of repeals on employment is zero.

However, the indirect effect of state repeals on employment working through lower earnings
is not zero. The effect of earnings on employment is as theoretically expected. As earnings fall,
employment increases and thisestimated effect isstatistically significant. Fromthisrelationship, we
can estimate the indirect effect of state prevailing wage laws on employment through the repeals
effects on earnings.

Possible employment effects may be calculated for variouslevels of earnings decline. In table
2.5 column (1) presents hypothetical earningsdeclinesand, in column (2), theresultsfrom table 2.4
areused to cal culate apredicted increase in the construction industry when it isanalyzed at the detail
of 4-digit SIC codes (such as plumbers and pipefitters, SIC 1711). Asaverage annual construction
earningsfall from alossof $500 to aloss of $3,000, employment in given SIC industry groupsrises
from 24 new workers to 118 new workers.*® Given an average employment size of a4-digit-SIC
industry group of 3,540, these hypothetical increasesin employment translated in percentage terms
to an increase of from 0.7 percent when earnings fall by $500 to an employment increase of 4.0
percent when earnings in construction fall by $3,000.

The Net Effect of Repeals on Gover nment Budgets

Theoverall effect of state repeals of prevailing wage laws on state expendituresin construction and
state tax revenues will depend on the amounts of government cost savings from such arepeal and
lost tax revenues from a repeal. Government construction cost savings will depend on three
guestions: how much lower are wage costs after a repeal, how much lower is worker productivity
at lower wages, and how much construction work does the government purchase? L ost tax revenues
will depend on (1) themarginal incometax ratefor construction workersearning $20,000 to $40,000
per year, (2) the sales tax rate, (3) the margina propensity to consume taxable commodities for
construction workers earning $20,000 to $40,000 per year, (4) lost per-capita construction income
associated with arepeal, and (5) gained construction employment associated with a repeal. (The
$20,000 to $40,000 range encompasses most construction workers.)

Previous estimates of construction cost savings associated with a hypothetical repeal of the
federal Davis-Bacon Act range from 1 to 11 percent.” The Congressional Budget Office favors an
estimate of a1.5 percent cost savings associated with the wage effect plusa0.2 percent cost savings
because of paperwork associated with Davis-Bacon.* The savings may be higher or lower.
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Table 2.4 Effects of wages on employment, controlling for state differencesin employment,
differencesin the size of SIC groupings, the direct effects of repeals, and secular and cyclical

trends
.|

€3] 2

Starting point: 5,500 workersin each SIC group in state
Unemployment rate Subtract 211 workers for each percentage-
point rise in unemployment
Secular trend Add 31 workers for each additional year
Repeal Subtract 170 workers (not statistically
significant)
Average Earnings Subtract 47.1 workers per $1,000 increase in
earnings
Number of Observations 27,778
Avg. Employment
in SIC Group 3,540
by State and Y ear

Note: Anexampleof afour-digit SIC (Standard Industrial Classification) groupisplumbersand pipe
fitters, SIC 1711.

Controlling for state differencesin construction employment, differencesin the
size of four-digit SIC groups (such as plumbing versus electrical), secular trends,
and cyclical variationsin employment in each state- and the direct effect of
repeals on employment — afall in earningsresulting from afall in wagesraises
employment in construction. For an average-size SIC group of 3,540 workers, a

26 Davis-Bacon Repeal Effects



Table 2.5 Effects of construction ear nings decline on employment for an aver age-sized detailed

standard industrial classification of 3,540 workersper state
_______________________________________________________________________________________________________________________________________|]

Various Predicted Risein Percentage Rise
Hypothetical Employment Because of In Employment
Earnings A Fall in Annual Because of aFall
Declines Construction Earnings in Earnings
(€3] (2 ©)

-$500 24 0.7%
-$1,000 47 1.3%
-$1,500 71 2.0%
-$2,000 94 2.7%
-$2,500 118 3.3%

Asrepealsforceafall in construction wages and ear nings, construction
employment rises. Themodel in table 2.4 indicates that a $500 fall in earnings
resultsin a 0.7 percent rise in employment. An average annual $3,000 drop in
earningswould result in a 4 percent risein employment. Thisisan "inelastic"
demand for labor - the percentagethat ear nings declinesis substantially higher
than theresulting per centage rise in employment (for the 4-digit SIC group).
This meansthat even though employment rises when wagesfall, therisein
employment isrelatively small compared to thefall in wages. Consequently,
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Theeffect in Utah. Inthissection, wewill simply accept al ranges of hypothetical or estimated
savings rates from 1 to 11 percent in order to examine our model of lost tax revenues asit applies
to Utah (seetable 2.6).

Rows 1 through 10 of table 2.6 provide half of theinformation needed to cal cul ate the net effect
on Utah's budget balances associated with the repeal of Utah's prevailing wage law in construction.
Row 2 shows the level of employment in construction in Utah for 1987 to 1993. Taking from our
regression model the value of lost income associated with arepeal of astate prevailing wage law (-
$1,350) and trandl ating that into 1994 dollars, using the consumer priceindex (-$1,477), wemultiply
thislost incometimesthelevel of construction employment in Utah for each year. Thislost income
associated with arepeal, denominated in 1994 dollars, is shown in row 3. Row 4 shows the gained
amount of employment associated with afall in construction wagesand earningsbecause of arepeal .
Row 5 shows average construction worker incomein each year (in 1994 dollars). Row 6 showsthe
gained income dueto additional workersshown inrow 4 multiplied by average construction worker
incomeinrow 5. Row 7 reports the difference between GROSS lost income due to lower earnings
and gained income due to lower wages. This net lost income is the source of the lost income tax
revenues reported in row 8.

Utah'sincome tax rate isflat at 7.2 percent above modest exemptions and deductions. Utah's
salestax rate is 6.25 percent. For construction workers, it is conservative to assume an 80 percent
margina propensity to consume localy on items subject to sales tax. This means that as a
construction worker’s income rises by $1,000, that worker will spend $800 on local commaodities
subject to state sales taxes. This allows for 20 percent of additional income to go to savings or
purchases not subject to sales taxes. (Food purchases are subject to sales taxes in Utah.) Row 9
reportslost salestax revenues asaresult of net lost income reported in row 7. Row 10 combines|ost
income and sales tax revenues.

Rows 12 and 13 report in 1994 dollars the value of building and road construction in Utah not
covered by the federal Davis-Bacon Act. Roughly 20 percent of road work in Utah is not covered
by the federal prevailing wage law. Rows 16 through 21 calculate, again in 1994 dollars,
hypothetical levelsof construction cost savings associated with Utah’srepeal of its prevailing wage
law. These hypothetical savings range from 1 to 11 percent of total construction costs. Rows 23 to
28 subtract lost tax revenues from construction cost savings for the various hypothetical levels of
cost savings.

Rows 23 to 28 show that in Utah, at total construction cost savings of below 3 percent, the
repeal of the state’s prevailing wage law tended to increase state finance deficits. The loss in tax
revenuesassociated withlost constructionworker earningsexceeded likely gainsin construction cost
savings. At and above 5 percent in total construction cost savings, the repeal helped tip the balance
of state financesinto the surplus. Using the Congressional Budget Office’s estimate of a1.5 percent
increasein construction cost savingsplus0.2 percent in paperwork, the state of Utah would havelost
more in tax revenues than it gained in construction cost savings every year since it repealed its
prevailing wage law in 1981.

Thelikely effect of a Davis-Bacon repeal on federal budgets. For constructionworkersearning
$20,000 to $40,000, federal margina income tax rates range from 16 to 28 percent. There are no
widely significant federal sales taxes. With these changes in mind, and using federal data for
construction employment, we can use the above model to estimate the tax revenue effects of arepeal
of Davis-Bacon (table 2.7).
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Table 2.6 Therelation of hypothetical construction-cost savingsto tax revenues

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Year 1987 1988 1989 1990 1991 1992 1993
Employment 26676 24981 25868 27836 31528 34902 39715
Lost Income ($39,397,044) ($36,893,746) ($38,203,731) ($41,110,216) ($46,562,828) $(51,545,795) ($58,653,981)
Gained 478 447 463 498 564 625 711
Employment
Income $26,206 $26,329 $25,940 $25,213 $25,166 $23,933 $23,041
Gained $12,513,453 $11,773,180 $12,011,379 $12,562,530 $14,202,408 $14,952,327 $16,379,981
Income
Net Lost ($26,883,591) ($25,120,566) ($26,192,352) ($28,547,686) ($32,360,421) ($36,593,468) ($42,274,000)
Income
Lost Income ($1,881,851) ($1,758,440) ($1,833,465) ($1,998,338) ($2,265,229) ($2,561,543) ($2,959,180)
Tax
Lost Sales ($1,344,180) ($1,256,028) ($1,309,618) ($1,427,384) ($1,618,021) ($1,829,673) ($2,113,700)
Taxes
Total Lost ($3,226,031) ($3,014,468) ($3,143,082) ($3,425,722) ($3,883,250) ($4,391,216) ($5,072,880)
Taxes
Value of State-Financed Construction
Buildings $94,436,620 $78,089,603 $93,725,806 $78,661,056 $87,518,355 $108,325,018 $118,790,378
Roads $21,117,077 $9,824,176 $17,183,065 $11,970,161 $27,677,680 $14,337,135 $13,824,742
Total $115,553,697 $87,913,779 $110,908,871 $90,631,217 $115,196,035 $122,662,153 $132,615,120
Hypothetical Savings in Construction Costs
1% $1,155,537 $879,138 $1,109,089 $906,312 $1,151,960 $1,226,622 $1,326,151
3% $3,466,611 $2,637,413 $3,327,266 $2,718,936 $3,455,881 $3,679,865 $3,978,454
5% $5,777,685 $4,395,689 $5,545,444 $4,531,561 $5,759,802 $6,133,108 $6,630,756
% $8,088,759 $6,153,964 $7,763,621 $6,344,185 $8,063,722 $8,586,351 $9,283,058
9% $10,399,833 $7,912,240 $9,981,798 $8,156,809 $10,367,643 $11,039,594 $11,935,361
11% $12,710,907 $9,670,516 $12,199,976 $9,969,434 $12,671,564 $13,492,837 $14,587,663
Net Gain (or Loss) in Tax Revenues
1% ($2,070,494) ($2,135,330) ($2,033,994) ($2,519,410) ($2,731,290) ($3,164,595) ($3,746,729)
3% $240,580 ($377,055) $184,184 ($706,786) ($427,369) ($711,352) ($1,094,426)
5% $2,551,654 $1,381,221 $2,402,361 $1,105,839 $1,876,551 $1,741,891 $1,557,876
7% $4,862,728 $3,139,497 $4,620,539 $2,918,463 $4,180,472 $4,195,134 $4,210,178
9% $7,173,802 $4,897,772 $6,838,716 $4,731,087 $6,484,393 $6,648,378 $6,862,481
11% $9,484,876 $6,656,048 $9,056,894 $6,543,712 $8,788,313 $9,101,621 $9,514,783
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Table 2.7 Projected effect of arepeal of Davis-Bacon on the federal budget

1 Employment 6,000,000
2 L ost Income (Employment*$1,477) $8,862,000,000
3 Gained Employment 107,400

(Employment*1.0179)

4 Avg. Incomein 1994 $27,373
5 Gained Income from New Employment $2,939,829,040
6 Net L ost Income $5,922,170,960

7 Lost Income Tax at Various Marginal Income Tax Rates

8 16% Marginal Rate $947,547,354
9 20% Marginal Rate $1,184,434,192
10 28% Marginal Rate $1,658,207,869
11 Value of Federal Construction $11,528,571,429

12 Hypothetical Savingsin Construction

13 1% $115,285,714
14 3% $345,857,143
15 5% $576,428,571
16 7% $807,000,000
17 9% $1,037,571,429
18 11% $1,268,142,857
19 Net Gain (L oss) in Budget 16% Marginal Rate 20% Marginal Rate 28% Marginal Rate
20 1% ($832,261,639) ($1,069,148,478) ($1,542,922,154)
21 3% ($601,690,211) ($838,577,049) ($1,312,350,726)
22 5% ($371,118,782) ($608,005,621) ($1,081,779,297)
23 7% ($140,547,354) ($377,434,192) ($851,207,869)
24 9% $90,024,075 ($146,862,763) ($620,636,440)
25 11% $320,595,504 $83,708,665 ($390,065,012)

With an employment level of 6 million construction workers and an average annual
earning of $27,000, the lost income from lower wages exceeds the gained income
from increased employment. Thisresultsin differing values of lost income tax
revenues depending on the assumed marginal tax rate. With avaluefor federal
construction of $11.5 billion, the hypothetical savings on construction from arepeal
depends on the assumed cost-savingsrate. At a marginal incometax rate of 16

per cent, net budgetary savings from arepeal occur only with construction cost
savingsrates above 5 percent. At a 20 percent marginal tax rate, net budgetary
savings from arepeal occur only with construction cost savingsrates above 9
percent. At a 28 percent marginal tax rate, net budgetary savings from arepeal
never occur within the range of cost savings between 1 and 11 percent. In short, a
repeal of the Davis-Bacon Act will hurt the federal budget deficit.
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There are approximately 6 million construction workersin the United States.®* Table 2.7, row
2 shows what would have been the loss in income that these construction workers would have
experienced given the 1994 value (-$1,477) of our regression estimate of the effect of state repeals
on construction income. Row 3 presents an estimate of increased national construction employment
associated with lower wages. Row 4 presents average annual income for construction workersin
1994. Row 5 multiplies gained employment in row 3 times average income in row 4 to obtain the
increase in total construction workers' income associated with a hypothetical repeal of the Davis-
Bacon Act. Row 6 subtracts gained workers income from new employment from lost income as a
result of lower wagesto yield net lost worker income resulting from a hypothetical repeal. Rows 8
through 10 present lost income tax revenues due to net lost income at three marginal tax rates of 16,
20 and 28 percent. In fiscal year 1990-91, the federal government spent $10.491 billion on
construction.®” Row 11 presents this sum in 1994 dollars. Rows 13 through 18 present levels of
hypothetical savingsin construction costs associated with arepeal of Davis-Bacon. Recall that the
Congressional Budget Office estimatestotal the savingsto be 1.7 percent, but others have presented
savings estimates between 0.5 percent and 11 percent. Rows 20 through 25 present the net effect on
the federal budget of hypothetical construction cost savings at various projected rates minus tax
revenue losses at various marginal tax rates. Rows 20 through 25 show that only at very low
marginal tax ratesand very high construction cost savingsrates doesthefederal budget benefit from
arepeal of Davis-Bacon. At amarginal tax rate of 20 percent and a construction cost savings rate
of 3 percent, the federal budget |oses $838 million annually in 1994 dollars based on the 1991 level
of federal government expenditures on construction.

Summary

In Utah, the repeal of the state prevailing wage law led to an overheated bidding process which
added uncertainty to the cost of state construction. In the decade before the repeal, cost overrunson
state-financed road construction averaged 2 percent of accepted bids. In the decade after the repeal,
average road construction cost overruns rose to 7 percent of the accepted bid. A closer inspection
of the data showed that, after repeal, contractors tended to present bids at alower percentage of the
state engineer’s estimate of project costs but that, after change orders, the projects ended up costing
the state a higher percentage of the state engineer’s project cost estimate than in the decade prior to
repeal. After the Utah repeal, contractors shaved their bids to get state jobs and more than made up
for low-ball bids with subsequent change orders. This caused the increased cost overruns.

An econometric analysis controlling for variations in regional differences in construction
earnings, variationsin unemployment rates, and general trendsin real earnings showed that the nine
state repeals’ effects on earnings was aloss of $1,477 in 1994 dollars. Econometric modeling also
showed that construction employment rose in repeal states after repeal by about 1.7 percent. This
employment increase appeared controlling for variationsin unemployment and long-term trendsin
construction employment growth.

Thus, in assessing the budget effect of repeals of prevailing wage laws, we are able to do two
things. First, balancing the overall loss of construction worker income resulting from lower average
earnings against the overall gain in construction worker income resulting from higher construction
employment, we are able to estimate the change in overall construction worker income and
consequently the change in government tax revenues resulting from these repeals. Second, taking
avery wide range of hypothetical construction cost savings, we are able to estimate the net gain or
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loss to government budgets associated with repeals.

In Utah, given its structure of income and sal es taxes, the state budget would benefit from its
repeal of the prevailing wage law if construction cost savings were at or above 3 percent. At the
Congressional Budget Office estimate of a 1.7 percent construction cost savings (including
paperwork costs), the state of Utah’s budget has annually lost money as aresult of the repeal every
year sincetherepeal. Whether the state budget has gained or lost from it repeal isan open question.
Itiscertain that Utah construction workers havelost income, not only on public works employment
but across the construction labor market.

At the federa level, construction cost savings must be substantially higher to generate any
budget benefit from arepeal of the Davis-Bacon Act because of thefederal incometax structure. At
the more conservative estimate of 3 percent construction cost savingswith a20 percent marginal tax
rate and the 1991 level of federal construction spending (in 1994 dollars), the federal government
would lose $838 million per year by repealing the Davis-Bacon Act.

Thejustification often given for repealing the Davis-Bacon Act isthat arepeal would help cut
the federal deficit. That isincorrect. A repea of Davis-Bacon would help raise the federal budget
deficit. Thisis because the purpose and effect of arepeal isto lower the cost of wages on federally
funded construction projects. But lower wagesand earningswill not beisolated to federally financed
public works. Earnings would decline across the entire construction labor market and the
government would lose more in income tax revenues than it will gain in construction cost savings.

32 Davis-Bacon Repeal Effects



[11. The Effect of State Repeals of Prevailing Wage L aws
on Training and Minority Participation in Training

This chapter presents a case study of the effects of therepeal in 1981 of Utah'’s prevailing wage law
on unionization, construction earnings, and training. The Utah repeal accelerated the declinein the
union share of the state’s construction labor market, drove down average construction wagesin the
state, and decreased union apprenticeship training for construction. No public or private source has
offset the decline in training. In response to the decline in union membership and training,
contractors have reduced turnover in order to retain skilled workers and to minimize screening and
training costs. In response not only to the decline in construction wages but also to the coincident
declinein health and pension benefits, however, experienced construction workersareleaving their
trades for careers in other industries. Thus, while construction firm turnover is on the decline,
turnover in the industry is on the rise.®®

This chapter examines also whether the Utah experience in training can be generalized to the
eight other statesthat haverepealed their prevailingwagelawsin construction. TheU.S. Department
of Labor Bureau of Apprenticeship Training keeps state-by-state records on registered union and
non-union apprenticeship programs in construction. These records suggest that what happened in
Utah istypical of what has happened in other states after repeal of their prevailing wage laws. The
ratio of apprenticestojourneymenin constructionishigher in statesthat retain their prevailing wage
laws compared with statesthat never had such alaw. Therate of apprenticeship training in statesthat
repealed their prevailing wage laws was substantially higher before the repeal compared with after
the repeal. This remains true even when one controlsfor regional differencesin training rates, the
effect of unemployment, and long-term trends in training.

There are not many minority workers in Utah in construction, but nationally there are.
("Minority" hererefersto nonwhites, male and female.) Some have argued that prevailing wage law
repealswill open job opportunitiesfor unskilled minority workersand lower the unemployment rate
of minorities, relative to whites. However, thereisno evidence to support thisclaim. Black-white
unemployment ratios rose in repeal states after repeals. Black-white unemployment ratios tend to
be dightly higher in states that have never had prevailing wage laws compared to states that have
retained their laws. While repealing prevailing wage laws probably has not caused black-white
unemployment ratiosto go up, there is no evidence to suggest that arepeal of the Davis-Bacon Act
would cause black-white unemployment ratios to decline.

The repeal of prevailing wage laws has especially hurt the training of minorities. There are
proportionately more minorities trained as construction apprentices in states that retain their
prevailing wage laws compared with states that have never had such laws. In repeal states, the
proportion of minoritiestrained in construction apprenti ceship programsdeclines substantially after
the repeals. This remains true after controlling for regiona differences in relative training rates,
unemployment, and long-term trends in minority training which are independent of state repeal s of
prevailing wage laws.

The decline in minority participation in construction apprenticeships after repeal istied to a
declinein unionization. Union apprenticeship programstend to belarge. A pprenticeship coordinators
move apprenticesfrom contractor to contractor in order to broaden the experiences of the apprentice.
Typically, because non-union apprenticeship programstie the apprentice to one contractor, the non-
union programs tend to be small, single-firm programs, as opposed to larger,

33 Davis-Bacon Repeal Effects



joint programs. At the same time, affirmative action regulation of apprenticeship programs applies
only to programs having five or more apprentices. With therepeal of prevailing wage laws, not only
doesformal apprenticeship training decline, but a so remaining apprentices are found more oftenin
smaller apprenticeship programs. Thus, one effect of staterepealsof prevailing wagelawshasbeen
to move more apprenticeship training out from under the oversight of affirmative action regulation.
The result has been a substantial decline in minority participation in the remaining apprenticeship
training.

The Effect of Repeal on Construction Unions and Wages

When Utah repealed its prevailing wage law in construction, wages became afocus of competition
between contractors bidding on state jobs. Many union contractors went non-union or double-
breasted (with union and non-union subsidiaries) to match or beat the lower wages of non-union
contractors, and other union contractors lost market share.

Because construction employment wasfalling, many union memberswent non-unionwiththeir
traditional employers to stay employed. The vice president of a large industrial and commercial
general contracting firm in Utah noted that, after the repeal,

There were alot of union workers that carried their card in their shoe. They worked open shop
until aunion job came available. A lot of folksall of asudden started to find homes over there[in
the open shop] and never came back (personal interview, May 15, 1993).

Consequently, in the short-run, at least, contractors that remained union did not have a
significant labor productivity advantage over many of the newly non-union contractors. This
effectively forced remaining union contractors out of much of the construction market.

With the decline of union contractors, Utah construction union membershipfell (fig. 3.1).% The
decline in membership was accelerated by the 1982 recession. Union membership appeared to
recover from therecession, but many dues-paying memberswereworking open shop. With the onset
of the next downturn in Utah construction in 1986, union membership began to fall steadily. These
dataare consistent with the story that union members working in the open shop eventually found a
home there and quit paying their union dues.

With the repeal of the prevailing wage law and the resulting decline in unionization in Utah,
averagewagesin construction fell relative to the average Utah wage (fig. 3.2). Construction wages,
which had ranged from 120 to 125 percent of the average Utah wage before the construction boom
of the 1970s, exceeded 130 percent during the boom. When construction employment growth
stopped inthelate 1970s, construction wagesfell back toward the high end of their normal premium
over average Utah wages. But with the repeal of the prevailing wage law, construction wages fell
toanew lower range of 110 to 115 percent of the average wage in Utah. Thisisan across-the-board
decline in construction wages and not isolated to union earnings nor the earnings of construction
labor on public works. This relative decline in construction earnings in Utah is consistent with the
overall decline in construction wages following repeal (chapter 11).

The data for Utah actually underestimate the effect of Utah’s repeal on construction workers
earnings, in part because the data do not include the change in value of benefits.

Davis-Bacon Repeal Effects 34



5500

Law Repealed in 1981
51000 S e ™ 5

N

al

o

o
l

4000+

1982 Recession

Numbers of Construction Union Members

1G] 00 R e B R
30004 Union Members "Carry Their | |\ |
Cards in Their Shoes"
122 (00 Rty RRELCEEELLEERRILEEEELEED © SUERRRRLLED
\T Eventually, Members"Find | |/ |
2000 a Home in the Open Shop"
1500I\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\

1977 1979 1981 1983 1985 1987 1989
Quarterly Membership Totals

Figure 3.1 Union member ship in construction in Utah, 1977-89
Source: Utah State Building and Construction Trades duesrecords.

Union member ship began to decline with the prevailing wage law repeal and the
onset of the 1982 recession. Member ship recover ed somewhat in 1983 but not as
fast asoverall construction employment. With the 1985 downturn in Utah
construction employment, union member ship began a steady declineto lessthan
half its late-1970s peak.

35 Davis-Bacon Repeal Effects



135% 40
Employment Stagnates

-35
130%-

T
W
o

125%-

120%-+-1-

T
N
o

Percent of Utah Median Wage

115%-

-15

N
(6)]
(Thousands)
Average Monthly Construction Employment

llo%l\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\10
50 55 60 65 70 75 80 \85\90

Law Repealed

—#— Wages @% UT Median —#— Construction Employ

Figure 3.2 Construction wages as a per centage of the Utah median wage and Utah construction
employment
Source: Utah Job Security, Division of Labor Market I nformation, Annual Report, table5.

Construction employment (measured in thousands on the right-hand Y-axis) in
Utah grew rapidly in the 1970s, but growth stopped in the 1980s and cyclical
fluctuations became mor e pronounced. Wages (measur ed as a per centage of the
median Utah wage) ranged between 120 and 125% of the Utah median wage prior
to the construction boom of the 1970s. These construction ear ningsrose above
130% of Utah’s median wage income during the boom. Asthe boom ended,
construction wages moved down to their normal range. With therepeal of Utah’s
prevailing wage law in 1981, wages plummeted.
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Typicaly, unionized construction workers receive better health and pension benefits than do non-
unionized workers. Lower benefits, particularly health and pension benefits, contribute to the
increase in overal labor turnover in and out of the construction industry in Utah. This increased
occupational turnover, we will see, led to ayounger, lesstrained, and less experienced |abor force.

The Relation between Repeals and Black Unemployment

It has been argued that the Davis-Bacon Act was passed, in part, to restrict southern blacks from
northern construction job opportunities. It isfurther claimed that the current high and rising ratio
of black unemployment rates relative to white unemployment ratesis partly due to restrictions that
prevailing wage laws impose on the ability of unskilled black labor to compete with better skilled
white labor. From these beliefs, it is argued that arepeal of the Davis-Bacon Act would

lower black unemployment rel ativeto whiteunempl oyment by opening up jobsfor less-skilled black
labor.®

These arguments are not directly supported by the available evidence. Black unemployment
rates are separately collected for only five of the nine states that have repealed their state prevailing
wage laws. Arizona, |daho, New Hampshire, and Utah do not have large-enough black populations
to generate meaningful unemployment statistics. However, Alabama, Colorado, Florida, Kansas, and
Louisiana do have sufficient black populations to test the above argument. The ratio of black-to-
white unemployment for five repeal states can be shown using state unemployment rates for white
and blacks and white males and black males (fig. 3.3). In all cases, black unemployment rates are
more than twice the rate of white unemployment. Before the repeal of state prevailing wage laws,
however, the mal e black-to-white unempl oyment ratio and the overall black-to-white unemployment
ratio were both less than their corresponding ratios after these states repeal ed their prevailing wage
laws.

This does not mean that the repeal's caused the black-to-white unemployment ratios to rise.
Black-to-white unemployment ratios wererising acrossthe country inthe 1980sin repeal statesand
elsewhere. The rise in the black-to-white unemployment ratios simply reflects this time trend.®®

By comparing the states that retain their prevailing wage laws with those states that never had
prevailing wage laws, we can eliminate the effect of time trends in black-to-white unemployment
ratios. The black-to-white unemployment ratio and the mal e black-to-white unemployment ratio are
both lower for states with prevailing wage laws compared to states without prevailing wage laws —
averaging unemployment rates across states and years from 1974 to 1992 (fig.3.4).” The male
unemployment ratios in figure 3.4 are almost the same and statistically they are not different.

Intermsof employment, rather than unemployment, in 1990 14 percent of all personsemployed
in construction were minorities (here defined as nonwhites plus hispanics). Inthe 32 states which
had prevailing wage laws, 14 percent of all construction workerswere minority workers, and in the
9 states that had never had prevailing wage laws plus the 9 states which had repealed their laws, 14
percent of all construction workers were minority workers. In all states, minorities were under-
represented in construction. The average minority population in states which had prevailing wage
laws was 20 percent and the average minority population in states without prevailing wage lawsin
1990 was 19 percent.®® Thus, minoritieswere under-represented in both state groupings. However,
there is little here to suggest that repealing prevailing wage laws would ameliorate this under-
representation. The construction employment prospectsof minoritiesarequitesimilar in both states
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with and without prevailing wage laws regulating public construction.
Thesedatado not support the proposition that arepeal of the Davis-Bacon Act would ameliorate
in any significant way the relative unemployment of blacks to whites.
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Figure 3.3 Theratio of black-white unemployment in fiverepeal states before and after repeals
Source: USDOL Geographical Profile of Employment and Unemployment 1974-92.

Fiverepeal states— Alabama, Colorado, Florida, Kansas, and L ouisiana — have
sufficient black populationsto report a separate black unemployment rateand a
black male unemployment rate. In thesefive states, in the decade prior to repeals,
theratio of black to white unemployment rateswas 2.43. After repeals, theratio
roseto 2.61 which means black unemployment was even higher in relation to
white unemployment. For males, the black-to-white unemployment ratio was 2.28
before repeals and 2.60 after repeals. Theseratios are based on unemployment
ratesfor the entire state not simply construction. If repealsopened job
opportunitiesfor blacks, the effect is hidden. Black-white unemployment ratios
rose throughout the 1980s and theriseis not due directly to therepeals.
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Source: USDOL Geographical Profile of Employment and Unemployment 1974-92.

Comparing the black-to-white unemployment ratio in states that retained their
state prevailing wage laws throughout the last 25 year swith theratio in those
statesthat never had state prevailing wage laws eliminates the effect of a strong
timetrend that shows up in before-and-after analysis. The male black-to-white
unemployment ratio is dightly higher in the statesthat never had prevailing wage
laws compared with statesthat retained theirs. The differenceisnot statistically
significant. The overall black-to-white unemployment ratio is significantly
greater in the statesthat never had a prevailing wage law, but thisis because of
female unemployment differentials, which are unlikely to be significantly affected

by construction employment patterns.

Davis-Bacon Repeal Effects




A Declinein Training

With the decline in union membership and in relative wages, training for construction in union
apprenticeshipsand through vocational schools, declined in Utah. Union apprenticeshipsaretied to
the availability of union jobs. For instance, unionized plumbers and pipefittersin Utah, the United
Association of Journeymen and A pprentices of the Plumbing and Pipe Fitting Industry of the United
States and Canada, historically have attempted to maintain apprenticeship rates at 10 to 15 percent
of the number of union journeymen plumbersin the state (fig. 3.5). As employment boomed in the
1970s, however, the union could not meet the demand for journeymen from union contractors.
Consequently, the union increased apprenticeship rates to a peak of 25 percent in 1975. The boom
persisted, but the backlog had been remedied. So the union lowered its apprenticeship rate back to
normal rangesby 1978. Employment during the construction boom peaked in 1979 and membership
in the plumbers and pipefitters’ union peaked in 1981.

With the repeal of the Utah prevailing wage law, the union dropped its apprenticeship rate to
10 percent, a historical low. Union membership fell dightly in 1982 and began a steeper declinein
1983. Faced with these sustained declinesin membership, the union cut its apprenticeship rate even
lower in 1986 and thereafter. Unions hit harder by declinesin membership have scaled back their
apprenticeship programs further. The carpenters’ union, Utah locals 184 and 1498 of the United
Brotherhood of Carpenters and Joiners of America, which graduated seventy in a class in 1977,
graduated five in 1992. The Utah International Union of Bricklayers and Allied Craftsmen
suspended its apprenticeship program altogether.

The decline in union apprenticeship training in Utah has not been offset by a rise in other
sources of training. Because the repeal of Utah's prevailing wage law was motivated by a desire to
limit state expenditures, state legislators were not eager to raise funding for state-sponsored
vocational training.

Although thenumber of vocational graduatesin construction grew inthe 1970s, theconstruction
labor force grew more rapidly. Thus, while the 1970s was the heyday of vocational training at Salt
Lake Community College, vocational graduates as a percentage of the construction labor force had
already begun to decline.®®

The steady decline in state-supported vocational training as a percentage of the construction
labor force through good times and bad supports the notion that the state has ssimply tried to get out
of the business of vocational training in construction. The fall in union membership and wages has
made construction alessattractive career. At the sametime, unionsarelessableto train construction
workers. As unions are weakened and community colleges drift toward academic offerings, the
capacity to respond smoothly to an upsurgein construction jobsisundercut. And federally sponsored
Job Corps vocational training is not in a position to fill in the gap.

Federal revenues pay for Job Corpstraining in Utah at the Weber Basin and Clearfield centers.
Federal funding in real terms for these centers has not expanded, but the Weber Basin Job Corps
Center, which draws predominantly from the Utah population, has significantly cut its construction
worker training throughout the 1980s. This center committed itself to changing from
an all-male student population in 1980 to 50 percent female by 1990. To accommodate this switch,
training for traditionally male occupations such as construction, have been scaled back

41 Davis-Bacon Repeal Effects



35% 1300
Membership Peaksin 1981

G0 T -1200
25041 Above Normal L1100
Training Rate

---------------------------------------- ~11000

------------------------------------- -900

-800

Apprentices as a % of Journeymen
Number of Union Journeymen Plumbers

-700

Below Normal Training Rate

OO//U rrrrrrTrrrrrTrrTr 1T 1T T 1T T 1T T 1T T T T T T T T T T TT 600
1961 1971 1981 1991

—=— Plumbers-number —#— Apprentices-percent

Figure 3.5 Apprentice plumber s as a per centage of journeymen plumbersin Utah, 1961 to 1991
Sour ce: Utah plumbers and pipefitterslocals membership records.

The plumbers union in Utah has historically attempted to train apprenticesat a
rate of 10 to 15 percent of their journeymen members. Asemployment boomed in
the 1970s, the union could not meet journeyman demand and consequently
expanded apprenticeship training rapidly. Asthe numbersof journeymen grew to
meet demand, apprenticeship training was reduced to normal rates. But with the
repeal of the state prevailing wage law in 1981, union member ship declined and
apprenticeship training rates wer e cut to all-time lows.
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to accommodate new offeringsin traditionally female occupations, such as office management and
clerical work. Cement masonry and heavy-equipment trai ning have been eliminated, and instruction
in carpentry, painting, and brick laying has been cut in half.

The Clearfield Center has graduated approximately 100 construction trainees per year sincethe
early 1970s. Fewer Clearfield graduates go into the Utah labor market, compared with Weber Basin
graduates, because most of Clearfield’s students are from out of state. Perhaps 10 percent of
Clearfield’ sgraduates go into the Utah | abor market, but this percentage risesduring periodsof local
labor shortage. It is estimated, however, that at most only 25 percent of Clearfield’'s graduates will
stay in Utah.

Even without union pressure, it is possible that a shortage of skilled construction workersin
Utah will raise wages and induce anew generation of young peopleto enter construction vocational
training for theindustry. Nonethel ess Utah isnow in abuilding boom - when wageswould normally
rise— and annual earningsin construction relative to annual earningsfor all Utahns continuetofall.
In 1993, the most recent year for which data are available, the construction earnings premium fell
to ahistoric new low of 103 percent of the average annual earningsfor al non-agricultural workers
in Utah.”

Utah is now in a building boom, one that has come quickly. High-quality training programs,
which take time to create, are not in place to meet the demand. This adds an additional |ag to the
usual time it takes to train a skilled laborer. Utah's current boom has relied partly on using a less-
skilled labor force (which partly accounts for the lower construction earnings premium) and partly
ontravelersfrom California, whichiscurrently in aconstruction lull. Whether the Utah construction
industry canrely, inthelong run, on training systemsfor construction workersin Californiaremains
to be seen. A pick-up in Californiaconstruction would quickly bleed away the skilled workers Utah
isnow attracting. Thisisone difference between state repeal s of prevailing wage laws and afederal
repeal of the Davis-Bacon Act. If construction cyclesare not synchronized, itisat least possible, if
a state is lucky, for one state to freely ride on the training systems of another state. A repeal of
Davis-Bacon would create a nationwide decline in training. Under such a circumstance freeriding
on the training of another area would not be an option.

Market Responses. Training, Turnover, and Careers

The market in Utah has not successfully made up for the decline in union and state-sponsored
training. At the national level, the non-union Associated Builders and Contractors (ABC) has
attempted to replicate the union system of bargaining for hourly contributions to atraining fund. It
isdifficult, however, to induce ABC's member contractors to include general training costsin their
bids. Each contractor fears that his competitors will not include training costs. Thus, in an attempt
to be the low-cost bidder, ABC contractors often refrain from including training costs despite the
ABC initiative. Consequently, very little ABC training has occurred in Utah.

In Utah, non-union apprenticeship programs operate, however, in the licensed trades of
electriciansand plumbers. In 1992, therewere 846 non-union licensed apprenticeelectriciansin Utah
and 2,068 non-union journeymen. Thus, there are 4 apprenticesfor every 10 journeymen in the non-
union sector. In contrast, therewere 123 apprenticesand 607 journeymen in theunion sector in 1992,
or 2 apprentices for every 10 journeymen. In the non-union sector, apprentices begin at around $6
per hour with no benefits. Over afour-year period, the state mandates that the apprentice wagerise
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to 80 percent of ajourneyman’s pay. In the union sector, apprentices begin at $7 per hour with an
additional $3 in benefits. Their wages rise to $14 per hour plus $3 in benefits over five years. Non-
union apprentices are sponsored by a particular contractor that oversees on-the-job training, and
these apprenticestake classwork at aparticipating community college. Union apprenticeswork under
the direction of an apprenticeship coordinator, rotate among employersfor on-the-job training, and
take classes at community colleges and union apprenticeship centers. Roughly 90 to 95 percent of
the union apprentices complete their programs and graduate to journeymen status, while only 15 to
20 percent of the non-union apprentices graduate. Given these rates, in four years, out of 846 non-
union apprentices, we should expect 125 to 170 journeymen to be graduated. In five yearsin the
union sector, out of 123 apprentices, 110 to 115 apprentices would graduate to journeymen
electrician. Thus, while the non-union sector accounts for more than 85 percent of all electrician
apprentices, it accounts for about 60 percent of journeymen graduates.

Economictheory isconsi stent with this pattern wherein non-union apprenticesare paid lessand
graduate at a lower rate than union apprentices. Economic theory posits that in the absence of
marketwideinstitutions or government subsidies, individual workerswill haveto pay for their own
on-the-job training when the skillslearned are general to an industry and not specific and unigue to
the activities of a particular firm. The worker-learner pays for training by accepting awagethat is
lower than the value to the firm of that worker’s marginal product. By working for less than the
worker’s worth to the employer, the worker pays the employer for on-the-job training. That
beginning non-union electrical apprentices earn $6 per hour while union apprentices earn $10 per
hour (including benefits) is consistent with the theoretical proposition that non-union apprentices
pay for their own training by taking adiscounted wage bel ow their marginal valueto the contractor.

Because the employer does not pay much for non-union training, the theory suggests that the
employer has no stake in theworker’straining. If theworker |eaves, the employer does not lose any
investment in the worker’s human capital. So, the employer will tolerate high levels of turnover.
Because the worker isreceiving lessthan what the worker can earn in other jobs with no on-the-job
training, the worker may be tempted to exit jobs with training when current personal budget needs
become pressing. So, on both the employer sideand theworker side, turnover istolerated in the non-
union sector. Thisview is consistent with the higher turnover rates among non-union apprentices,
but other factorsal so contributeto theroughly 70 percentage point differential in non-unionto union
graduation rates.

Becausethe non-unionemployer pricesnew handsat discounted wagesthat shield theemployer
from investing in the human capital of new workers, the employer does not screen new workers
extensively to forestall subsequent turnover. The employer’s failure to preselect new workers for
aptitudes and attitudes consistent with a long-term attachment to construction work adds to the
turnover among non-union construction apprentices. In contrast, the joint apprenticeship boards of
unions and union contractors do considerable preselection for aptitude and attitude before letting a
candidate into an apprenticeship program. This is because the union contractors and unions will
invest in the union apprentices’ training.*

I'n the non-union sector, workers may also |eave apprenticeshipsif it becomes apparent that the
employer offering training at a discounted wage is not delivering on that training promise to train.
Because employers are able to discount wages of apprentices below their current worth to the
employer, it is tempting to engage in bait-and-switch tactics whereby training is promised but not
delivered. By saving on training costs, the employer can earn an additional profit from employing
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green hands at discounted wages. In the union sector, because employers and union journeymen
invest in the training of the apprentices, bait-and-switch tactics are less attractive. Because the
apprentices wage is not discounted as much below what they could earn el sewhere, the apprentices
are not as tempted to leave. Thus, the non-union sector must begin training five apprentices to
graduate one journeyman, while the ratio in the union sector is close to one to one.

While non-union contractors tolerate high levels of turnover among apprentices, with the
decline in training and union membership, non-union Utah contractors have sought to reduce the
turnover among trained journeymen. There has been a long-term decline in labor turnover in
construction (fig. 3.6). Thislong-term decline can be explained with apooled, cross-sectional, time-
series linear regression model, as can the differences in turnover rates in Utah by contractor type
from 1956 to 1991 (table 3.1). Not surprisingly, thismodel shows that turnover was higher in years
in which variations in monthly construction employment were great. It also shows that contractors
with larger crewstolerated proportionately more turnover. Contractors employing more-expensive
labor sought to reduce turnover. When union membership was ahigh percentage of the construction
labor force, turnover was higher ssmply because contractors|osing one good worker could turn to
the hiring hall for a reasonable substitute at little additional cost. When vocational schools were
graduating a large number of construction-trained students relative to the Utah construction labor
market, contractors tolerated more turnover because the market had proportionately more trained
substitutes. The numbers of union membership and vocational graduates have been on the decline,
however. Thus, thisregression model showsthat, over time, contractorshaveresponded by reducing
the turnover among journeymen .

Although turnover at the firm level has been on the decline, workers may be entering and
leaving construction at higher rates than 20 years ago. In 1970, Utah construction workers, on
average, were 42 yearsold.” By 1990, before the recent construction boom had begun in Utah, the
age had fallen to 33 years.” Much of this decline may be due to the construction expansion in the
1970s, which brought in anew generation of younger workers. But the decline in age may also be
aresult of both the decline in health and retirement benefits and the decline in relative wages
associated with the decline in unions. Although non-union contractors increasingly are providing
health and retirement benefits, especially to their key people, the health benefits tend to be more
expensive for a given level of care and the retirement 401K plans lack the insurance component
associated with union-defined benefit plans.

National Trendsin Registered Apprenticeship Training

The U.S. Department of Labor, Bureau of Apprenticeship Training, monitors registered
apprenticeship programs- union and non-union - in the construction industry. Data are available
for 1975-78 and 1987-90. Not all states have reported to the Bureau of Apprenticeship Training for
all years during these periods. Nonethel ess, 29 states did report registered construction apprentices
for every one of those years. The states included 6 states that eventually repealed

45 Davis-Bacon Repeal Effects



Turnover to the Firm

40//U T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T

50 55 60 65 70 75 80 85 90
YEARS

—#— All Employment —®— Contract Const. —#*— Building
—5— Heavy & Hwy —— Specidty

Figure 3.6 Turnover in Utah’s construction industry compar ed with all employment statewide
Source: Utah Job Security, Division of Labor Market Information Annual Report, table 5.

Asthe number of trained journeymen in Union hiring halls declinesand the
number of non-union jour neymen declines, firmsrespond by reducing firm
turnover. Later, t will be shown that while firm turnover in Utah construction is
declining, career turnover ison therise.
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Table 3.1. Linear regression moded of turnover ratein construction in Utah.
Source: Utah Job Security, Annual Report, Table 5.

Dependent variable = firm turnover in construction®

Actud Standardized
Variable Coefficient Coefficient
Union Members 1.76 24
New V ocational
Graduates 2.45 .20
Real Wage -.076 -.62
Seasonality 212 15
Workers per
Contractor .052 .40
(Constant) -1.88

# The actual variable is In(turnover/(1-turnover)) to meet the technical
requirement in linear regressions of having an unbounded dependent variable.
® All independent variables are statistically significant at the 1% level.

¢ As a percent of the construction labor force.

Adjusted R Square = .24
Number of Cases = 351

Time Period = 1956 to 1991
Contractor Type=4digit SIC

Contractorsin Utah tolerate higher labor turnover when union member ship isa
high per centage of the labor force, and when new vocational school graduatesare
plentiful. Turnover ismore common in yearswhen monthly employment
fluctuatesalot. Contractorsare morewilling to tolerate turnover among lower
paid wor kersand contractorswith larger work crews must accept higher levels of
turnover. Standardized coefficientsindicate that worker skill and crew size have
the largest impact on variationsin employer turnover rates while both the
availability of union membersand new vocational graduates have larger effects
than seasonal fluctuationsin employment.
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their prevailing wage laws, 4 states that never had prevailing wage laws, and 19 states that retained
astate prevailing wage law throughout the period. These 29 states can be divided into the categories
"repeal,” "never-had," and "retained-law," for comparison (figs. 3.7 and 3.8). No state had repealed
its prevailing wage law by 1978. By the end of the first quarter of 1987, al nine repeal states had
passed their repeal s except Louisianawhich repealed in 1988. The datafor 1987 are for the summer
of 1987, after Kansas had repealed in that year.™

Inthe"before" period, statesthat had prevailing wagelaws- thosethat retained such alaw and
thosethat had not yet repealed theirs- typically trained ahigher percentage of registered apprentices
than the states that never had a prevailing wage law. For unknown reasons, the year 1976 is an
exception to this pattern. During this pre-repeal period, the states that would eventually repeal their
laws had as high or higher training rates compared with the states that kept their [aws throughout the
period. By 1987, training rates had fallen for al states, but they had fallen least in states that had
retained their prevailing wage laws. By 1989, the statesthat had repealed their prevailing wagelaws
had training rates aslow asthe statesthat never had prevailing wagelaws. Thisisclear evidencethat
repealing state prevailing wage laws lowers formal apprenticeship training.

A simpleanalysis can help isolate the effect on training of repealing state prevailing wage laws
fromagenera downward trend in construction apprenticeship training. Apprenticeshiptraining rates
for states that repeal their prevailing wage laws in the late 1970s and 1980s are presented as a
percentage of the training rates of states that retained their prevailing wage laws (table 3.2, col. 2).
Throughout the 1970s, before repeals, the repeal states had training rates that were at or above the
averagetraining ratesfor statesthat had and would keep their prevailing wagelaws. After therepeals
inthe late 1980s, the repeal states had training rates that fell to aslittle as 63 percent of thetraining
rates of states that kept their prevailing wage laws. By 1990, the repeal states had relative training
rates that were as low as the states that never had prevailing wage laws. Thus, while training in
construction hasbeenfalling for all states, thefall for repeal stateshasbeen the most precipitousand
- setting timetrends aside- therepeal states matched the training rates of the retaining states prior
to repea and fell to the rates of states never having had prevailing wage laws after the repeal.”

Unlike the simple analysis just presented, however, amultiple linear regression anaysis can
control for other factors, such as differencesin state unemployment rates or regional differencesin
training (table 3.3). The dependent variablein the analysisisatransformation of thetraining ratefor
each state, where the training rate is calculated as registered apprentices as a percentage of all
construction employees in a state and year. For technical reasons associated with the assumptions
of linear regression analysis, the actual dependent variableisthe natural log of the oddsratio of the
training rate where the odds ratio is calculated as (the percent trained) divided by (one minus the
percent trained).”

Intheregression model, regional differencesintraining ratesare controlled for with theregions
corresponding to standard Bureau of Labor Statistics regional categorizations. Unemployment
differencesare controlled for by state and year. The dataare for the years 1975-78 and 1987-90. The
focus variable is REPEAL, a dummy variable equalling 1 once a state repeals its prevailing wage
law. A second focus variableis NEVERHAD which equals zero for all states except for those nine
states that never had a state prevailing wage law in construction. For those states, NEVERHAD
equals 1. There are 297 observations in the data set. California,
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Figure 3.7 Apprenticeship training rates, by state groups, before and after repeals
Source: U.S. Department of Labor, Bureaus of Labor Statistics and Apprenticeship Training.

Thisfigure shows apprentices as a percentage of all construction workersin 29
states grouped by state treatment of prevailing wage law. In the four yearsbefore
therepeal of state prevailing wage laws, statesthat would eventually repeal their
laws had high apprenticeship training rates. Statesthat would retain their
prevailing wage laws also had high training rates. Except in 1976, states that
never had prevailing wage lawsin construction had relatively low training rates.
In all state groupings, training ratesin the late 1980s wer e lower than training
ratesin thelate 1970s. However, after the several state repeals, those states that
retained their prevailing wage laws had relatively higher training rates. Those
statesthat repealed their prevailing wage laws eventually had training ratesthat
matched the states that had never had prevailing wage laws.
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Figure 3.8 Apprenticeship training rates, by state
Source: U.S. Department of Labor Bureausof Labor Statistics and Apprenticeship Training.

States are grouped hereinto four categories, repeal states before and after their
repeals of prevailing wage laws, statesthat retained their prevailing wage laws,
and statesthat never had prevailing wage laws. This simple pattern shows that
repealing or not having prevailing wage laws reduces formal training in
construction. (Part of this before-and-after pictureisdueto an overall downward
trend in registered apprenticeship ratesin construction overtime.) Repealshurt
apprenticeship training because repeals hurt unions. Non-union construction
contractorsdo lesstraining and less formal, high quality training.
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Delaware, the District of Columbia, Hawaii, and Rhode | sland are omitted from the analysisbecause
they did not report to the Bureau of Apprenticeship Training of the U.S. Department of Labor during
the second period of our analysis. The mode! is a good fit of the data with an adjusted R? of 45
percent, and all variables are statistically significant.

Thefocusvariable in the regression analysis REPEAL - amarker for states that repealed their
prevailing wage laws- isnegative. Thismeansthat - controlling for unemployment, timetrendsand
regional differencesintraining-when statesrepeal their prevailing wage laws, thetraining rate goes
down. At themean training ratefor theentire dataset of 3.7 percent, thismodel indicatesthat repeals
drovedowntraining ratesto around 2.1 percent. TheNEVERHAD variable, marking statesthat have
never had a prevailing wage law, is aso negative and statistically significant but smaller than the
REPEAL variable. Thisis because of a close correlation (about 40 percent) between never having
had a prevailing wage law and being a southern state. This means the analysis could not fully
distinguish between the hypothesis that training ratesin the South were low because many of these
states never had prevailing wage laws and the hypothesis that other reasons associated with being
asouthern state caused training ratesto below. The REPEAL effect was easier to pick up compared
to the NEVERHAD effect, simply because the repea states presented information about their
training rates before and after each state repealed its prevailing wage law.

Thus, looking at training rates from a variety of measures and methods of analysis, it is clear
that state repeal s of prevailing wage laws have significantly lowered formal, organized, and quality
training of construction workers. The effect is to lower training rates by about 40 percent.

When apprenticeship training fallsasaresult of repeals of state prevailing wage laws, minority
participation in apprenticeship programsfallseven farther (fig. 3.9). Minoritiescompriseamost 20
percent of all construction apprentices in the repeal states in the years before repeal of state
prevailing wage laws. In the same states, after repeal of their prevailing wage laws, minority
participation in apprenticeship programs falls to just under 13 percent of all apprentices. While
construction apprenticeship training is falling in these states by around 40 percent, the share of
minoritiesin this downsized training also falls by about 36 percent. One reason for the declinein
minority training is the decline in union training.

Infigure 3.9, the share of minoritiesin apprenticeship training appears the same for states that
retain their prevailing wage laws and states that never had such laws, but thisis an illusion. Many
of the states that have never adopted prevailing wage laws are in the South where there is a high
percentage of minoritiesin the overall state population (fig. 3.10). We account for that factor with
theratio of theminority percentagein construction apprenticeship programs, divided by theminority
percentagein the state population. Thisratiois 100 percent if thetwo percentagesareequal. Wecall
thisthe "minority reflection percentage” because it measures whether minoritiesin apprenticeships
reflect minorities in the state population.

In the repeal states before repeal, the minority reflection percentage was 107 percent, which
means that the construction apprenticeship programs dlightly over-represented minorities. After
repeal, minority representation in apprenticeshipsfell to 85 percent of minority representationin the
state population. In the states that retained their prevailing wage laws throughout the period under
review, minority representation in apprenti ceshipsjust about mirrored minority representationinthe
state population (aratio of 102 percent). But, in states that never

51 Davis-Bacon Repeal Effects



Table3.2 Trainingratesin repeal and never-had states as a per centage of training ratesin states
which retained their wage laws

Repeal States
States Never
Having Had
Law
) &) (©)
1975 106% 85%
1976 112% 109%
1977 100% 86%
1978 97% 81%
1987 87% 74%
1988 68% 52%
1989 70% 70%
1990 63% 60%

Except in 1976, the statesthat never had prevailing wage laws have training rates
which fall from 86 percent of thetraining rates of states which retain their
prevailing wage laws to 60 per cent of thetraining rates of stateswhich retain
their law. Repeal statesmirror thetraining ratesof retaining states prior to their
repeals. After the several repeals of state prevailing wage laws --from 1979 to
1988-- the averagetraining ratein repeal statesfallsto 63 percent of thetraining
ratesin statesretaining their law. Thisisa smpleway of viewing theroughly 40
percent drop in registered construction apprenticeship training caused by state
repeals of their prevailing wage laws.
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Table3.3 Trainingratesin repeal and never-had states as a per centage of training ratesin states
that retained their wage laws, 1975-78 and 1987-90
Source: USDOL, BLSand BAT.

Dependent Variable= Log of the Odds Ratio of the Percent Apprentices

Effect on
Independent Variables Percent Trained
Region 1 -1.11
Region 2 -0.99
Region 3 -0.77
Region 4 -0.81
Region 5 -1.18
Region 6 -1.10
Region 7 -0.53
Region 8 -0.55
Time trend -0.02
State unemployment rate 0.04
Marker for states never
having had law (NEVERHAD) -0.13
Marker for states once they
repealed their law (REPEAL) -0.44
Constant -0.78

------------------------------------------------------------------- Adjusted R square =.45
Number of Cases =297
Years =1975-78 and 1987-90

All variables are statistically significant at the 1% level
except the marker for states never having had a prevailing
wage law. That variableis signifcant at the 10% level.

Region 1: CT MANHRI VT ME  Region 2: NY NJDC PA DE MD

Region 3: WI IL IN OH Ml Region 4: ND SD MO MN KSIA NE

Region5: WV VA NCSCGA FL  Region 6: TX OK NM AZ
ASMSLA ARTN KY
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Figure 3.9 Minorities as a per centage of all construction apprentices by state groups
Source: U.S. Department of Labor Bureaus of Labor Statistics and Apprenticeship Training.

In repeal states, before repeal of their prevailing wage laws in construction,
minority participation in registered apprenticeship programs averaged 19.4

per cent of all apprentices. After therepeals, minority participation fell to 12.5

per cent of all apprentices. The n=28 and n=66 refer to the number of state-year
observationsin each group. Statesthat kept their prevailing wage laws and states
that never had prevailing wage laws had roughly the samerate of minority
participation throughout 1975-78 and 1987-90. On aver age, however, populations
of the statesthat never had prevailing wage laws had higher proportions of

minorities.
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Figure 3.10 Ratio of the percentage of minoritiesin construction divided by the per centage of
minoritiesin the state population, by state groups
Source: U.S. Department of Labor, BAT and BLS.

Thisfigure presentstheratio of the percentage of minoritiesin construction
apprenticeships divided by the per centage of minoritiesin the state population.
Thisratio allows usto measure whether minories are under-represented in
construction apprenticeship programs. A ratio of 100% would show that the
proportion of minority apprenticeshipsin each group of states exactly reflectsthe
minority as part of the state population. Minority participation in construction
apprenticeships mirrored the state population in repeal statesprior torepeal. In
fact, minoritieswere dightly over-represented at 107 percent. In statesthat
retained their prevailing wage laws throughout the period (1975-78 and 1987-90),
minorities again were very dlightly over-represented at 102 percent. In repeal
states, after therepeals, in contrast, minority participation in apprenticeshipsfell
to levelsthat seriously under-represented minorities (85 percent) and resembled
the under -representation characteristic throughout the preiod of statesthat never
had prevailing wage laws (83 per cent). Non-union apprenticeship programstend
to be small and do not fall within the oversight of affirmative action guidelines—
which may be why therepeals have led to an under-representation of minorities
in apprenticeships.
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had prevailing wage laws, minority representation rates averaged 83 percent throughout the period.
Thus, both repealing states prior to repeal and "retaining” states throughout the period had minority
participation in construction apprenticeships that mirrored the state population. In contrast, both
repealing states after the repeal and states which never had prevailing wage laws had substantially
under-represented minority participation in construction apprenticeships.

Summary

Employment in construction is inherently unstable, because the industry fluctuates cyclically and
seasonally - and firms expand and contract their employment asthey win and lose job bids. Unions
have acted likeaflywheel in theindustry, creating career workerswhen there were only casual jobs.
Unions did this by facilitating the movement of journeymen from employer to employer and
minimizing the employers’ transaction and screening costs for the training. Unions also lowered
training turnover by providing a mechanism whereby employers and journeymen could rationally
invest in the human capital of apprentices. Thisraised the wages of apprentices so they would stay
with training and induced the union and employers to promote the passage of apprentices to
journeymen in order to preserve their investment. Unions also encouraged the career attachment of
trained journeymen by providing relatively high wages and additional wagesin the form of health
and retirement insurance, which areincreasingly attractivetoworkersasthey age. By creating career
jobs in a casual labor market, unions created the institutions needed to make human capital
investment arational market activity.

With the decline of unionsin Utah, the formation and preservation of human capital skillshave
become less-rational. Self-investment by apprentices becomes more precarious as the differential
between the apprentices’ wage and alternative wagesin other industries widens. It simply becomes
more reasonable for apprentices to leave construction if unforeseen personal budget problems
emerge. The high turnover among non-union apprentices representsin the aggregate aconsiderable
loss of human capital to the construction industry, even though it is not aloss the employer or the
state pays for directly. With the lowering of construction wages, it becomes reasonable for young
construction workers to limit the amount of human capital they invest in themselves. With the
worker’ slower stakein construction skillsand with the disappearance of wagesin theform of health
and old-ageinsurance, it becomes morereasonabl efor journeymen construction workersto abandon
the construction field when they start families. Thisrepresents an additional loss of built-up human
capital.

Contractors in Utah have attempted to minimize the effect of this increased skill volatility
within theindustry by encouraging firm attachment. Still, despiteinitiatives, such as profit-sharing,
401K plans, and health insurance, designed to attach key workers to a firm, construction turnover
remains well above the average for the Utah labor market. In short, union decline has meant the
decline of the career worker within Utah construction, a diminution in incentives to invest in
construction skills, and an increased loss of accumulated human capital as apprentices and
journeymen leavethetrades. Although theloss of human capital and career jobsin thisindustry does
not appear as a private cost on the ledgers of any contractor, the industry and society at large pay a
pricefor thelossof financially secure occupationsin construction. Not only isquality intheindustry
put at risk when human capital stocks are allowed to dwindle, but the quality of socia life is
imperiled when we dismantle the institutions that generate stable jobs out of unstable working
conditions.
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Thisinstability is mirrored in the continuing decline of construction wages in Utah. Despite a
return to boom times in Utah construction, construction worker earnings continueto fall relativeto
averageannual earningsin the state. Utah’s construction boom has had to piggy-back on thetraining
of California construction workers. Whether Utah can continue this free ride is uncertain. What is
certain isthat thereis no free ride from the effects of afederal repeal of Davis-Bacon. Experience
from state repeal s indicates that formal apprenticeship training in construction will fall by about 40
percentif Davis-Baconisrepealed. If stateexperiencesarepredictive, thiswill hurt minority workers
most. In states that repealed their prevailing wage laws, minority participation in apprenticeship
programs fell from reflecting each state’'s minority population to significantly under-representing
minorities. Thispattern isconsistent with statesthat have never had prevailing wagelaws. Although
states that retain their prevailing wage laws have minority participation in apprenticeships that
reflects their state populations, states that have never had prevailing wage laws have minority
participation rates that are only about 80 percent of the ratesin which minorities are present in the
state population.

From chapter 11, we have seen that a repeal of the Davis-Bacon Act will lower construction
wagesand earnings. That finding is consistent with the case study of Utah presented in this chapter.
We have also seen that arepeal will significantly reducetraining in construction. It may well be that
as the stock of human capital falls in construction and as the jobs market becomes casual and
turbulent, more minority workerswill obtain jobs. But they will not obtain training as they do now
inthe statesthat retain their prevailing wage laws and they will not be entering into occupations that
offer amiddle-class income with benefits.
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V. Construction Safety Put at Risk

Construction isdangerouswork. Infact, it isthe nation’s most dangerousindustry. According to the
U.S. Bureau of Labor Statistics:

® More than 900 construction workers are killed each year — 3 to 5 per workday.
® 510,500 work-related injuries and illnesses occur annually — almost 2,000 cases per day.”’
® 204,800 casesinvolvelost work days, for atotal of 4.6 million dayslost fromwork per year.

A recitation of the hazards associated with construction work, however, cannot ignore the
substantial variability of accidents and their consequences across job sites and institutional
environments. Accidents and injuries are the product of acomplex interaction between worker and
environment, and injurieswill be either fostered or limited, depending on how well thisinteraction
promotes safety. This chapter focuses on the effect of the repeal of state prevailing wage laws on
injuriesin construction. The focus on safety rather than overall health, at thisjuncture, is strictly a
concession to the paucity of reliable data on illnesses related to construction.

Why might the repeal of a state prevailing wage law affect the safety record in construction?
How does the presence or absence of such a law alter the important interaction of worker and
environment? Certain parameters are key to theincidence of injury. For instance, construction work
Is more dangerous when workers are untrained and inexperienced. Stresses associated with alack
of job security, the pace of work, and the possible avenues for grievance all feed into the critical
interaction of work and environment on any job site.

In Utah, following the 1981 repeal of the state’' s prevailing wage law, trainingdeclined as the
construction labor market was going into recession (see chapter 111). The lack of training and
widespread use of inexperienced workers began to surface as the construction economy rebounded.
One experienced pipe fitter recalls of that era:

Contractors were using inexperienced people with no training. They had no training program to
beginwith, they werehiring people off the street with no experiencein thetrade. What they would
do is everyone that got hired on one project that did not have a history or work experience on a
construction job, they had to wear ared sticker on their hard hat. They had to wear that for 30
days. Well everywhereyouwouldlooked therewerered stickerseverywhere. | estimatethat about
40 or 50% of the people had one on their hat. They called them "hamburger kids."

— Pipefitter, Salt Lake City, 1994

Lack of training and inexperience are not the only sources of work injuries. In Utah there was
agreater sense of job insecurity after the repeal of the state’s prevailing wage law and the related
declineinunionwork. Without union security, ex-union workerswith training and experiencefound
themsel vestaking chancesthey would not havetaken prior to therepeal . One union worker who was
forced to take work in the open shop recalls:

I got hurt in 1986. There was agreat deal of pushing to get the job done. | was working with an
older man that came out of retirement. He was about 70 years old. We were waiting for a cherry-
picker to move some pipe. We were waiting for a couple of hours, because they laid off some
operators. After two hours of waiting, two hours of superintendents eyeballing us, | went and
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walked under the piece of pipe, which weighed 253 Ibs. | carried it over to the structure, but |
didn’t see because the snow was covering a hole in the ground. | stepped in it, it was about 14
inches deep and 2 feet across. | pulled musclesin my back, pulled some discsin my back. What
| was thinking of at the time was, | can't afford to lose this job. All these guys walking by me
looking at me, | thought we better get this pipe in there some way. | was nervous, | should not
have doneit but | did.

— Union pipefitter, Salt Lake City, 1994

Why Prevailing Wage Repeals L ead to Increased Injury Rates

We can postul ate, based on studies of safety and health in the construction industry, why repeal of
the state prevailing wage laws is associated with increases in injury rates. Take asthefirst premise
these telling facts:

® Therate of injuries "decreases substantially as length of service increases.

® | arge, experienced employersin construction haveinjury ratesthat are 80% bel ow small-to-

medium-size contractors.

Repeals of state prevailing wage laws have altered construction labor markets in those states
in several ways that affect job site safety:

1. The bidding process has become cutthroat.

2. Workers are less likely to make a career of construction work.

3. Even as experienced workers are leaving the industry in increasing numbers, apprenticeship

training has declined.

n78

Cutthroat competitivenessin contracting. In Utah, therepeal of the state’'sprevailing wagelaw
led to aburgeoning of start-up contractorswith limited track records (chapter 11). These new entrants
joined existing contractorsin aheated bidding processfor state contractsthat resulted in lower bids,
but ultimately higher costs, asapercentage of the state engineer’s estimate of the job cost. Cutthroat
competitiveness, in other words, resulted in increased cost overruns. Inexperience at thefirm level,
small size, and cost pressures al contribute to compromised safety on the job.

Because of their relative inexperience, new firms tend to face greater on-site coordination
problems than firms with longer track records. Such problems can add to costs, but also directly
endanger safety. Problemsin coordination, perhaps related to delivery of materials and equipment,
or in scheduling work with subcontractors, lead to greater uncertainty with respect to the
construction schedule. Uncertainty is a breeder of safety risk, as workers can less easily anticipate
and plan for the daily contingencies of work.

New entrantsin the industry also are generally smaller in size than established firms. Smaller
firms have worse safety records than larger firms, in part because of greater laxity of enforcement
of safety rules and the relative absence of formal safety programs.

Of greatest importance, however, isthe firm’s reaction to increased pressure to cut costsin the
faceof intensified competition and cost overruns. Thereisatendency to speed up work and cut back
on safeguards in the face of such pressures.

Workforceturnover. When state prevailing wagelawswererepeal ed, worker turnover increased
significantly, astheindustry found it harder to retain workersfor long-term careers (see chapter 11).
Repeals resulted in a decline in the union share of the construction labor market, driving down
average construction wages in the state and decreasing union apprenticeship training for
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construction. In response to the decline in union membership and training, contractors attempted to
reduce turnover — to retain skilled workers and to minimize screening and training costs. Still, the
decline in wages and in health and pension benefits drove experienced construction workers from
their tradesfor careersin other industries. Thus, while construction firm turnover is on the decline,
turnover in the whole industry ison therise.

Those who now work on federally funded Davis-Bacon projects are more likely to be union
trained because of the demanding nature of these large, civil engineering jobs. They are likely to
know more about new processes and changes in technology, and they are more likely to have
graduated from certified apprenticeship programs.

In statesthat retain their prevailing wage law — compared with those that never had such alaw
or repealed such alaw — the proportion of construction workers receiving training is higher and
injury ratesarelower. A declineinwagesand benefitsleadsto aflood of inexperienced workersinto
theindustry aswell asadeclinein skilled, experienced workers needed to supervise the recruits and
to assure that they work safely.

Declinein the skill base of the construction labor market. Experienceisamajor determinant
of safework performance — and productivity. Training of skilled construction workersis normally
conducted through apprenticeship training programs, most of which are operated by unions and
employers through joint trust funds. An integral part of this training is learning on the job while
properly supervised. In that way, workers learn from experience while on a variety of projects.
Among other things, apprentices are trained to identify and correct ergonomic problems, to detect
physical hazards, and to detect the presence or release of hazardous chemicals. Knowledge about
safety and health hazards, appropriate protective measures, and hazard communication methods are
all important elements that apprenticeship programs provide.

When little Davis-Bacon acts are repealed, training and apprenticeship programs decline and
the skill base of workers erodes (chapter I11). Without employer incentives to continue
apprenticeship programs, knowledge of proper safety and health procedures declines as well.

Summary. The combination of these factors— cutthroat competition, adeclinein training, and
an erosion of career attachmentsto theindustry — affectsthe safety-rel ated skill and experience base
of the construction labor force. Workers become more injury-prone and know |less about the kinds
of risks they are taking. Furthermore, as the workforce becomes less skilled and its wages in
construction decline, workers are forced to take more safety risks to simply make a living.
Furthermore, contractors caught in the competitive speed-up often press their workers to speed up
and take more chances. Workers are put at increased risk in an already hazardous industry.
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A Comparison of Injury Rates

The U.S. Bureau of Labor Statistics annual Occupational Injuries and Iliness Survey reports
accidents by state and year. Construction injuries vary by the type of work being done. We will
analyze these BLS data for plumbers and pipe fitters employed by speciaty contractors in the
Standard Industrial Classification (SIC) 171. This specialty trade hasinjury ratesin the mid-range
of rates for construction and this trade is often employed on public works.

For pipefittersin 1978-91, states that had state prevailing wage laws averaged 13.83 injuries
for every 100 workers employed (fig. 4.1). In addition, in the states that repealed prevailing wage
laws, injury rates for plumbers and pipe fitters before repeal was dightly less (13.54 per 100
workers) than theinjury ratesin other stateswith state prevailing wage laws. By contrast, statesthat
never had state prevailing wage laws had higher injury rates (14.74 per 100 workers) and the repeal
states, after they repealed the prevailing wage laws had the highest injury rates of 15.41 per 100
workers. These increases in injuries resulted in asimilar increase in workdays lost per worker.”

Itispossiblethat injury rates might differ between statesfor reasons other than changesinlegal
status. The union pipe fitter who got hurt in Utah in 1986 dlipped partly because of snowy
conditions. Perhaps factors associated with safety unrelated to repeal coincidentally worsened after
repeal. We controlled for factors such asregional differencesin weather, timetrendsininjury rates,
and the effects of unemployment in a multiple regression analysis of construction injuries among
plumbers. This approach permitted us to isolate the effect on safety of changes strictly associated
with the repeal of state prevailing wage laws.

We modeled injury cases per worker as afunction of geographic regions, the unemployment
rate, atime trend, and the legal status of state prevailing wage laws (table 4.1). Three measures of
injury rates are reported: injury cases per worker (col. 2); seriousinjury cases per worker, defined
as injury cases that required time off from work (col. 3); and the number of lost work days per
worker (col. 4). In al three models, our focus variable, the act of repealing a state prevailing wage,
has a positive coefficient. This means that as the states repealed their prevailing wage laws, injury
rates went up according to all three measures.

In our model, the dependent variables are logged. This allows for a straightforward
interpretation of the repeal variable asa percent increasein injury rates. So, asthese states repeal ed
their laws, the injury case rate went up by 14 percent, the serious injury case rate went up by 15
percent and the work days lost per worker per year went up by 12 percent. All of these findings are
statistically significant.

All other things being equal, states that have never had prevailing wage laws al so have higher
injury ratesfor plumbersand pipefittersin the construction industry. Intermsof injuries per worker
and seriousinjuries per worker, our results indicate that states that never had prevailing wage laws
affecting construction had a statistically significant 5 to 9 percent higher rate compared with states
that have prevailing wage laws.®

The Cost of Injuries

The costs of injuriesin the construction industry are staggering. Of the nation’s $62 billion spent on
workers' compensation, approximately 30% goes for construction-related injuries and illnesses,
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Figure4.1 Injury ratesin construction by status of prevailing wage law
Source: U.S. Department of Labor, Bureau of Labor Statistics.

Injury ratesin construction were relatively low in the ninerepeal statesprior to
repeal (13.54 percent). After thevariousrepeals, injury rates, on average, rose to
15.41 percent. In the 32 statesthat have retained prevailing wage laws, injury
rates have been and remain relatively low. In nine statesthat have never had
state prevailing wage laws, injury rateswere and remain relatively high. The
notation " n" refersto the numbers of state-year observationsin each group. For
instance, there were 230 state-year combinationsfor statesthat had prevailing
wage lawsin 1978-91.
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Table 4.1 Regression model of the effect of staterepealson injury ratesfor plumbersand

pipefitters

Sour ce: USDOL, BLS.

Dependent variable: log of injury rate for plumbers and pipe fitters

(by year and state)
Serious Days
Cases Cases Lost
Per Worker Per Worker Per Worker
@ @) ©) ©)

(Constant) -1.21 -2.16 -6.85
Region 1 -0.39 -0.41 -0.10°
Region 2 -0.27 -0.29 0.14
Region 3 -0.46 -0.70 -0.35
Region 4 -0.40 -0.65 -0.44
Region 5 -0.34 -0.49 -0.29
Region 6 -0.33 -0.40 -0.13
Region 7 -0.32 -0.64 -0.43
Region 8 -0.18 -0.26 -0.25
Time Trend -0.02 0.00 0.01

Unemployment -0.18 -0.19 -0.04
Never Had Law 0.09 0.07 0.05
Repealed Law 0.14 0.15 0.12

Adjusted R? 35% 49% 16%

Observations 350 313 350

" Not statistically significant.

(Regions are standards BL S categories).

In columns (2), (3) and (4), wereport three models of injury rates, thefirst for
injury cases per worker (2), the second for seriousinjuries per worker (3) and the
last for days lost per worker (3). Controlling for regional differencesin injury
rates, general trendsin injuriesover time and variationsin state unemployment
rates, all threetypesof injuriesare higher in statesthat have repealed their
prevailing wage laws and states that never had such laws. In repeal states, injury
rates climb from 12 to 15 percent compared to therates prior to repeals.
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or roughly $20 billion. This, for aconstruction labor force which representsbut 5 to 6 percent of the
whole U.S. labor force. In addition to the direct costs of workers compensation, there are numerous
industry-related indirect costs connected to work-related injuries or deaths. These include job
shutdowns and retraining of workers.

Accordingtothe Construction Industry Institute, "even when the estimates of claimsaredel eted
from cost data, indirect costs still exceed the direct costs."®

Based on the our regression model of the experience of the nine states that repeaed their
prevailing wage laws, we project that national injury rates™ will increase by around 15% if the
Davis-Bacon Act is repealed. What thiswill mean in terms of safety is:

® Therewill be30,000 new casesof lost-timeinjurieseach year, accounting for 675,000 dayslost
from work.

® Workers' compensation costs will increase by about $3 billion per year.

® Because Davis-Bacon construction accounts for approximately 10 percent of all construction,
itisestimated that repeal of the Davis-Bacon Act would increase federal construction costs by
$300 million per year in direct, workers-compensation-related costs alone, and indirect costs
would double thisfigure.

The numbers might prove larger, because a Davis-Bacon repeal in the wake of state repeals may

have alarger impact on the construction industry.

Summary

Theinstitutional context of work iscritical to worker health and safety. State prevailing wage laws,
on the surface, have little to do with worker health and safety. But such repeal has fundamentally
altered an institutional context that was more conducive to workplace safety.

Repeals of state prevailing wage laws, therefore, have had hidden effects. Because the bidding
processbecomesoverheated; because contractors, asagroup, takelessresponsibility for training and
safety; becauseworkersfeel less secure on thejob; and because the workforce becomeslessattached
to and experienced with construction work; construction becomes more dangerous. Safety in an
aready relatively dangerous industry is put at risk by the repeal of prevailing wage laws.
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V. Conclusion

The Effects of the Repeal of Prevailing Wage L aws

Thefederal system of government inthe United Statesissometimescalled "democracy’sworkshop."
The diverse experiences of the 50 states afford a valuable window for assessing the successes and
failures of public policies. Between 1979 and 1988, nine states repealed their prevailing wage laws
regulating the construction of public works. These legislative changes enable us to examine the
before-and-after pictures of the effects of such repeals. Nine other states never had prevailing wage
laws governing public construction, while the remaining thirty-two states retained prevailing wage
laws. These "never-had" states and "retaining” states give us additional perspectives on what it
means to keep or repeal prevailing wage laws.

Legidators are often forced to act on theory; thisis one instance where they can act on facts
and experience. Theexperienceof thelast 20 yearsinthe application and removal of state prevailing
wage laws on public construction offers insight into the prospective effects of further state repeals
or the proposed repeal of the federal Davis-Bacon Act.

The Goals of State Prevailing Wage L aws

Prevailing wage laws were first enacted at the state level. Kansas passed the first prevailing wage
law on public worksin 1891 as part of |egislation mandating the eight-hour work day. Prevailing
wage lawswere central to alarger effort to improve working conditionsfor American citizens. The
notion was that child labor laws should enable children to be in school and the eight-hour work day
should help allow workers time to spend with their families.

The proponents of prevailing wage legislation wanted to prevent the government from using
its purchasing power to undermine the wages of its citizens. It was believed that the government
should set an example, by paying the wages prevailing in alocality for each occupation hired by
government contractors to build public projects.

Before the Great Depression, Arizona, |daho, Kansas, Massachusetts, Nebraska, New Jersey,
New York, and Oklahoma passed prevailing wage laws regulating state building and road
construction. In 1931, Congress passed the Davis-Bacon Act. Soon thereafter, 18 additional states
adopted prevailing wage laws. After World War Il and until 1982, 15 more states passed prevailing
wage laws. All of these laws raised the question: what was meant by a prevailing wage?

The Definition of a Prevailing Wage

Wagesin local |abor markets often have apeculiar distribution. Particularly where there are unions,
but also in other circumstances, the highest wagein alocal labor market is often the most commonly
found wage rate. Even when the highest wage occurs most often, however, it will not bethe average
wage simply because the lower wages — however few or many — for that occupation will bring the
average wage down.

Prevailing wage laws are intended to get the government out of the business of pulling down
wages. The dilemmais that if the state pays the average wage, it will automatically undercut the
most commonly found wage. Alternatively, if government pays the highest wage found, it will
alwaysbe pulling the average wage up. When isthe highest wage sufficiently common that it should
be called the prevailing wage rate, even though it will never be the average wage?
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In the federal law, this dilemma was resolved by athreshold rule. This rule stated that if the
most commonly found wage rate, to the penny, accounted for more than 30 percent of all wagesfor
an occupation in a local labor market, that was the prevailing wage even though it was not the
average wage. On the other hand, if the most commonly found wage rate accounted for lessthan 30
percent of all wages for an occupation in alocal area, the average wage rate prevailed.

In 1985, the Reagan administration revised the rule and raised the threshold to 50 percent.
Today, Davis-Bacon wageratesarethe averageratefor an occupationin alocal labor market except,
in roughly one-third of the cases, where 50 percent of the wagesin that areaare precisely the same.
If more than half of all workersin an occupation in an area make the same wage, that wage rate —
even if it is above the average — is said to prevail. But two-thirds of the time the average wage
prevails.

Modern opposition to prevailing wage lawsis usually founded on one of two objections. Some
people oppose the idea of the government agreeing in advance to pay the average wage rate for
workersin specific occupationsinalocal area. Thiscriticismiscompletely at oddswith the origina
purpose of prevailing wage legislation, which was to prevent the government from hiring labor at
bel ow-standard rates. Other criticsobject to paying aprevailing wagethat isgreater than the average
wagein thelocality. The premise of this second objection haslost agreat deal of itsforcein recent
decades. As a result of the adoption of the 50 percent threshold, and the additiona fact that
unionization in the construction labor market has fallen from 70 percent to about 25 percent in the
last three decades, there are far fewer cases in which the wages rates determined as prevailing are
greater than the average rate.

The Financial Costs of State Repeals

Lower wages for all construction workers. Supporters of Utah's 1981 repeal of its prevailing
wage law recognized that repeal would lower construction wages. They maintained, however, that
the money saved on public works construction justified the government’s indirectly lowering the
wages and earnings of some of its citizens. And, indeed, construction earnings did fall. In Utah,
construction workers, who through the 1950s, 1960s, and 1970s earned 120 to 130 percent of the
average non-agricultural wage in the state, saw their wagesfall steadily after repeal. By 1993, Utah
construction workers were earning only 103 percent of the average annual earningsin Utah, even
though Utah was then experiencing a massive construction boom, in which construction wages
normally go up. This earnings decline affected all Utah construction workers — whether union or
non-union, whether employed on publicly or privately financed projects.

Taking the nine repeal states as awhole, the average annual earnings of construction workers
in these states fell from $24,317 (in 1991 dollars) per year before the repeals to $22,148 after the
repeals. This is simple but compelling evidence that repeals of state prevailing wage laws have
lowered construction wages.

A more complex analysis confirms this general observation. Using multiple linear regression
analysis, weisolated the earnings effects of the state repeal swhile controlling for thebusinesscycle,
regional differencesinwagesand unemployment, and long-term trendsin earningsand empl oyment
that are not associated with repeals of prevailing wage laws. We found that the nine repeals cost
constructionworkersinthose states$1,477 (in 1994 dollars) per worker every year sincestaterepeal .
This was about a 5 percent drop in construction earnings attributable to each state's repeal of its
prevailing wage law on public works.

A dlight increasein construction employment. Proponents of state repeal s maintained that the
lowering of wages would be offset by an increase in construction employment. While high-paid,
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high-skilled workerswould behurt by arepeal, it wasbelieved, low-paid, |ow-skilled workerswoul d
have more job opportunities in construction.

Repeal proponents were right that cheaper construction labor would lead to an increase in
construction employment. Again using regression analysis, we found that the repeal states
experienced al.7 percent increasein construction employment that woul d not have occurred without
these repeal s. This was an unfavorable trade-off from the standpoint of workers, however, as their
wagesfell by 5 percent overall while their employment rose by less than 2 percent. It turned out to
be atough trade-off for government budget-watchers as well.

Lost tax revenues. Asagroup, construction workers|ost income, because their wages dropped
by 5 percent and their total employment rose by lessthan 2 percent. This caused the government to
lose substantial tax revenues. In recent years, the state of Utah has lost $3 million to $5 million
annually in sales tax and income tax revenues because it repealed its prevailing wage law in
construction.

Increased construction cost overruns. Cost overruns are a hidden cost of repealing prevailing
wagelaws. In Utah, cost overrunsresulted from an over-heated bidding processinwhich contractors,
shaved their bidsin an urgent effort to obtain government contracts. After the repeal, winning bids
on state jobs came in lower than ever before, but the final job costs were a higher percentage of
original estimates than ever before (chapter 2, fig. 2.3). Having underbid jobs, contractors and
subcontractors would arrange change orders to get the jobs done or smply walk away from badly
underbid jobs and |eave the state to pick up the pieces. In Utah, cost overruns on the construction
of state roads tripled in the 10 years after repeal, compared with the 10 years before®

Thebottom linefor Utah’sbudget. The Congressional Budget Officeestimatesthat, shouldthe
federal Davis-Bacon Act be repealed, the federal government might save atotal of 1.7 percent on
its construction costs. This savings might even be less.® Using an even more conservative figure of
3 percent to estimate what Utah saved in construction costs by repealing its prevailing wagelaw, we
calculatethat the Utah state budget al most — but not quite— broke even. Balancing construction cost
savings against lost tax revenues, in two of the years since 1987 the Utah budget saved more money
in construction costs than it lost in tax revenues. In five of the years since 1987, the state lost more
in tax revenuesthan it saved in construction costs (fig. 5.1). In either case, the net savings or losses
were small compared with the lost earnings of Utah's citizens (table 2.6, row 3). But construction
workers — and the industry — were to lose more than money when these repeal's were enacted.

Davis-Bacon Repeal Effects 69



(Millions)
8

($1)]
($2)1

($3)1

®4) Lost Taxes Saved Costs Budget Loss '

70

Figure 5.1 Average annual income-tax revenue loss and construction cost savings and net effect
of repeal for Utah, 1987 to 1993, in 1994 dollars
Source: Table 2.6.

On average, the repeal of Utah’s prevailing wage law has cost the state budget
$400,000 per year from 1987 to 1993. Thisfigure hasbeen rising and reached $1
million in 1993. Should the federal prevailing wage law be repealed, the gap
between lost federal tax dollarsand construction cost savingswill be greater.
Thisispartly because a Davis-Bacon repeal would affect more construction and
mor e workers, but also because the federal gover nment income tax rateis higher
than Utah’s. Obvioudly, the higher theincometax rate, the greater the tax
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Other Costs of State Repeals

A less-skilled labor force. Unions and union contractors do the lion’s share of worker training
inthe construction industry. Some very large non-union contractors do their own training, but most
non-union contractors hire out-of-work union-trained construction workers and workers who have
learned a trade on a catch-as-catch-can basis. Most non-union contractors are not big enough to
afford to train and retain their own labor force. Contractors, understandably, are afraid that in the
first slack period, the workers they trained will leave them and work for their competitors. Unions
historically have compensated for this market failure by inducing union contractors to share the
burden of training and to share each other’ s apprentices.

In Utah, therepeal of the prevailing wage law led to adramatic declinein union apprenticeship
programs because the repeal |ed to adramatic declineinlocal construction unions. Having repeal ed
the prevailing wage law, the state was not inclined to pour money intolocal community collegesand
vocational training centers to make up the difference. At first after the repeal in 1981, the Utah
construction economy limped along in the trough of a business cycle so the absence of quality
training systemswas not strongly missed. Non-union contractors hired out-of -work union members
and theolder generation of construction workersprovided arelatively skilled labor forceinthe open
shop of non-union construction.

In the last three years, however, Utah has experienced a massive construction boom. Few
training systems were in place to meet this boom. Utah has filled the gap by relying on traveling
construction workers from California, which isin a construction slump. Utah has aso relied on a
less-skilled labor force. Whether Utah will be ableto continueto rely on Californiaworkersremains
to be seen; if California’'s economy picks up, many of the skilled California travelers will likely
return home to the increased wages there.

Utah's experience with declining availability of construction training was not unique.
Comparing thedecade beforerepeal sto the decade after repeal s, uni on and non-union apprenticeship
ratesin construction fell by morethan half inthe nine statesthat repeal ed their prevailing wage laws.
States that retained their prevailing wage laws did not lose ground in apprenticeship training and
states that never had prevailing wage laws had relatively low training rates in construction
throughout the period.

The repeal of prevailing wage laws thus had the indirect effect of reducing training and
hindering the formation of a skilled labor force. When unions declined in the wake of repeal, only
state government could have picked up the pieces. The cost of expanded state-financed vocational
training isahidden cost of repealing prevailing wage laws. So far, it isahidden cost that few repeal
states have been willing to pay.

Slowed economic gainsby minority workers. A faltering stock of human skillsin construction
is not the only nonmonetary cost that resulted from state repeas of prevailing wage laws.
Construction used to be one of the few blue-collar occupations|eft whereaworker lacking acollege
education could earn amiddle-classincome. Nationwide, the average construction income in 1994
was $27,500. Becoming a skilled construction worker was a road out of poverty for minority
workers. Before the nine state repeal s, participation by minority group members— maleand female
nonwhites — in construction apprenticeships mirrored the minority populations in each state.

In the repeal states before the repeal of their prevailing wage laws, minorities accounted for
almost 20 percent of all construction apprentices. After repeal, minority participation fell to 12.5
percent of all construction apprentices. Thus, after these repeals, minorities became significantly
under-represented in construction apprenticeships.

One reason for this decline is that union apprenticeship programs usually enrolled dozens of
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apprentices. Non-union apprenti ceship programstied to single employerstended to besmaller, often
involving no more than one, two, or three apprentices. Affirmative action regulations do not cover
apprenticeship programs of fewer than five apprentices. So the union programs had to fill out
affirmativeaction plansand follow affirmativeaction guidelines, whilethesmaller programsdid not.

When the repeal s drove the union programs into decline, minority workers lost the most. For
instance, the percentage of minority apprentices in construction, which reflected the minority
proportion in each state’s population before repeal, declined in the repeal states (fig. 5.2). Minority
construction workers may still enter the industry but they are less likely to receive full formal
training in the absence of prevailing wage legislation. Although it has been suggested that repeal of
Davis-Baconwould lower black unemployment rel ative to white unempl oyment by opening up jobs
for less-skilled black labor,* the data do not support such aclaim (see chapter 3, figs. 3.3 and 3.4).
Nor is there evidence suggesting that a repeal would increase the proportion of minorities in the
construction labor force. In 1990, the percentage of minority construction workers among all
construction workers was virtually the same in the 32 states with prevailing wage laws compared
to the 18 states without prevailing wage laws.

Thus, repeal means that minority workers will begin construction work in unskilled jobs and
get their training, if at all, on a catch-as-catch-can basis. Furthermore, minorities will enter an
industry that isless able to provide a secure blue-collar, middle-classincome. Repealing prevailing
wagelaws hastherefore cut off an important road for minoritiesinto the middle class. Without skills
training, workers are less productive; without safety training, they are at greater risk of injury inan
already dangerous profession.

I ncreased work-related injury rates. All construction workers in the nine repeal states have
been put at increased physical risk by the repeal of the severa state prevailing wage laws. Injury
ratesin construction in the nine repeal states have risen by 15 percent after repeal, even controlling
for other factors such asunemployment, trendsin construction safety, and differencesin work safety
experiences by region. The decline in apprenticeship training and the rise in construction career
turnover are probable causes of thisincreased injury rate. Other research hasfound thisto be so. The
Department of Labor found that the rate of injuries "decreases substantially as length of service
increases."® Construction firms in Utah (and perhaps elsewhere) have sought to stem the tide of
increased injuries by reducing firm turnover at least for key workers. This may have dampened the
deleterious effects of lessformal training and increased career turnover, but on net, injuries are till
rising.

If the experience in these states can be extended to the nation, arepeal of Davis-Bacon would
resultin 76,000 additional construction workplaceinjuriesannually. About 30,000 of theseinjuries
would be serious, requiring time off to recover. More than 675,000 work dayswould be lost. These
new injurieswould occur because workerswould be lesswell-trained and because they would have
fewer on-the-job protections against contractors who arein a hurry.

Workers, of course, suffer directly from these occupational injuries — in their physical well-
being and in their wallets. Increased injury rates also lead to increased costs for contractors, who
must pay higher worker's compensation premiums. And, as consumers of construction services,
local, state, and federal governments pay a share of those higher worker’s compensation premiums.

72 Davis-Bacon Repeal Effects



120%-

100%

80%1

60%01

40%1

Percent Representation

20%1

0% .
Before Repeals After Repeals

Under 100% = Under-representation

Figure 5.2 The percentage of minority construction apprentices, divided by the per centage of
minority state population state--the minority reflection percentage--for nine repeal states

In the ninerepeal states where separate data wer e available on minority
populations, in the decade befor e repeal, minority apprentices wer e slightly over -
represented relative to their proportion of the state population. The minority
reflection per centage was 107 percent. In the decade after the repeals, the
minority reflection percentage fell to 85 percent, indicating significantly under -
represented minorities. Source: Figure 3.10.
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Figure 5.3 Estimated effect of arepeal of the Davis-Bacon Act on income-tax revenues,
construction costs and total budget
Source: Table2.7.

The Congressional Budget Office estimatesthat the federal government would
save a total of 1.7 percent in construction costs from arepeal of Davis-Bacon. This
chart usesthe mor e conservative cost savings estimate of 3 percent. At a 3 percent
construction cost savings, with a marginal income tax rate of 20 percent and
federal construction expendituresat their 1991 level (in 1994 dollars), a repeal of
Davis-Bacon would cost the federal government $1.2 billion in income tax
revenues. The federal gover nment would save $346 million in construction costs
and the federal budget would lose, on net, $838 million.
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Estimated Effect of A Davis-Bacon Repeal

Democracy’ sworkshop hasgiven usan opportunity. Theninestatesthat repealed their "little" Davis-
Bacon Acts offer a chance to estimate the likely consequences of the repeal of the federal Davis-
Bacon Act. Based on this study, we project the following.

First, construction earnings would drop if the federal law was repealed. Collectively, for all
construction workers, thiswould mean aloss of amost $5 billion per year inreal terms every year.
Asaresult of lower wagesin construction, federal income tax collectionswould fall by roughly $1
billion per year. Projected cost savings on federally purchased construction almost certainly would
beless. (fig. 5.3).

Second, we estimate that formal training in construction could fall by 40 percent. Theindustry
would move from one of skilled blue-collar workers earning amiddle-classincome to amuch-less-
skilled labor force earning substantially lower wages. Minority accessto good training likely would
fall even farther than overall training rates. Contractors would be using more construction workers
and paying less for them, but the less-skilled workers would be building less and adding less value
to building projects. Purchasers of construction services would not necessarily profit from lower-
wage labor if that labor isalso less skilled. Thisis a potential lose-lose situation.

Utah was able to patch together a large-enough construction labor force after its repeal of
prevailing wage law. Contractorsin Utah rode freely on thetraining systemsin placein California.
But the country as a whole cannot go on a similar free ride. If Davis-Bacon is repealed and
construction training nationally declinessharply, the United Stateswill not beasmall statelike Utah
turning to California for its rescue. Nationaly, there will be no place to turn. Is the federd
government prepared to spend the money to establish its own apprenticeship programs in
construction? Alternately, will the government induce or require contractorsto joininto cooperative
training programs? |If prevailing wage legidation is repealed, it is likely that some additional
measures will be needed to ensure occupational training for the construction industry.

Last, but not least, we estimate that the construction job site would produce 30,000 additional
seriousinjuriesyearly. Theseinjurieswould add alarge but still-undetermined financial cost to the
ultimate price of repeal.

It goes without saying that the public benefits from abidding process that |owers construction
costs. But the bidding process must be kept within certain bounds, to prevent consequences that
could lead to increased — rather than decreased — public and societal costs. Competitive pressures
tempt contractorsto cut corners on quality. States and communities employ building inspectors to
assurethat quality ismaintained. Historically, unions have assumed therole of "building inspector”
for safety and training in the construction industry.

The role of unions. Employment in construction is inherently unstable because the industry
fluctuates cyclically and seasonally. Firms expand and contract employment as they win and lose
job bids. A worker rarely has a long-term attachment to one employer in the industry, and the
construction union may bethe only stable, work-related institution the worker knows. Construction
unionsact like aflywheel intheindustry, creating career opportunities out of a casual labor market.
Unions do this by facilitating the movement of journeymen from employer to employer and
minimizing the employers' transaction and screening costs.

Unionslower training turnover by providing away for employersand journeymen to rationally
invest inthehuman capital of apprentices. Collectively bargai ned agreementscreatewageincentives
for apprentices to stay with training programs, and also cause their employers to promote the
workers' passage to journeyman status. Unions also encourage the career attachment of trained
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journeymen by providing relatively high wages and health and retirement insurance, which is
increasingly attractive to workers as they age. By creating career jobs in a casual labor market,
unions create the institutions needed to make human capital investment arational market activity.

With the lowering of construction wages, young construction workerswill limit the amount of
human capital they invest in themselves. With a lower stake in construction skills and the
disappearance of wagesin theform of health and old-age insurance, it becomes more reasonable for
many journeyman construction workers to abandon construction work entirely when they start
families. Thisis an additional loss of built-up human capital.

Thelossof a career. Contractors have attempted to minimize the effect of thisincreased skill
volatility intheindustry by encouraging attachment of workerstotheir firms. Still, despiteinitiatives
such as profit-sharing, 401K plans, and health insurance to bind key workers to the firm,
construction firm turnover remains high. It appears that the decline of unions has been associated
with the decline of the career worker in construction, a diminution in incentives to invest in
construction skills, and an increasing loss of accumulated human capital as apprentices and
journeymen leave the trades.

The loss of human capital and career jobs in thisindustry does not appear as a private cost on
theledgersof any single contractor. Nonethel ess, theindustry and society at large pay apricefor the
loss of middle-class occupations in construction. Not only is quality in the industry at risk when
human capital stocks are allowed to dwindle, but the quality of our society isimperiled when we
dismantle the institutions that generate stable employment out of unstable working conditions.

* % %

The construction industry isturbulent. Caught in aperennial boom-bust cycle, characterized by
fleeting relationships between small contractors and subcontractors, and driven by short-term
strategiesof free-riding onthetraining of others, the constructionindustry isamarket failurewaiting
to happen. The turmoil in the construction labor market has traditionally been tempered by
prevailing wage legislation and labor unions. Absent these institutions, it is unclear how — or
whether — the market will regularly and carefully train workers, or assure safety and health on the
jobsite, or providetraining opportunitiesfor minority workers, or offer theincomes needed to make
construction an attractive career. Government purchases account for 20 percent of all
construction inthe United States. For thelast six decades and more, the government has contributed
to the stability in construction labor markets by requiring contractors to pay the wage rates that
already prevail in a local areas. Today, voices are urging the government to use its purchasing
powers to reduce construction costs at the expense of worker incomes. Such a strategy has a very
real cost for workers, theindustry, and the government. When nine states chose thispath, theresults
weresignificantly lower construction wages, sightly higher construction employment, atripling of
cost overruns on public works, an across-the-board 15-percent increase in construction injuries, a
40 percent decreasein apprenticeship training, and an even further declinein minority apprenticeship
training. All thiswassacrificed to save an estimated 1.7 percent in state construction costs. Even that
savings was squandered by the loss in state tax revenues from an impoverished construction labor
force — apoor bargain indeed.
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W, r, W, r, Wy 7.5% Union Non-Union
overall Wage Wage
declinein Percent Percent
W, Decline Decline
$16.30 0.13 $10.00 0.87 $10.82 $10.00
$10.00 0.13 $10.00 0.87 $10.00 38.7% 0%

Here W, isthe union wage, r, is the percentage of the construction workforce that is unionized, W, is the non-union
wage, I, is the percentage of the construction workforce that is not unionized, and W, isthe average wage in

construction. This table shows that the percentage decline in union wages must be almost 40 percent.
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49. Assume that non-union wages are $10 per hour and thereisinitially awage differential of 20 percent between
the union and non-union workers. Thisimplies that the union wages are $12 per hour. If unions represent 13
percent of the construction labor force, average wages decline by 7.5 percent, and the wage differential is
eradicated, what is the percentage decline in non-union wages?
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W, r, W, r, Wy 7.5% decline Percent Percent
in Wag Decline Decline
inUnion in Non-
Wage Union W.
$12.00 0.13 $10.00 0.87 $10.26 $9.49
$10.00 0.13 $10.00 0.87 $10.00
$9.49 0.13 $9.49 0.87 $9.49 21% 5.1%

The percentage decline in union wages must be 5 percent (from $10 per hour to $9.49 per hour).

50. Assumethereisan initial wage differential of 20 percent between the union and non-union sectors. After the
repeal of aprevailing wage law, assume the union—non-union wage differential decreases to 10 percent. Now let us
investigate the effect of a 7.5 percent overall fall in wages. Assume that non-union wages are $10 per hour and the
wage differential between the union and non-union workers fallsto 10 percent. This means that the union wages are
about $11 per hour. If average wages decline by 7.5 percent and the wage differential remains unchanged, what is
the percentage decline in union and non-union wages?

W, r, W, r, W 7.5% Percent Percent
declinein Decline Decline
W inUnion in Non-
Wage Union W
$12.00 0.13 $10.00 0.87 $10.26 $9.49
$11.00 0.13 $10.00 0.87 $10.13
$10.31 0.13 $9.37 0.87 $9.49 14.1% 6.3%

The percentage decline in union wages is 14 percent (from $12 per hour to $10.31 per hour), and the percentage
decline in non-union wages is 6 percent (from $10 per hour to $9.37 per hour).

51. Unless described differently, figures are given in 1991 dollar amounts.

52. The data are provided in four-digit detail of the Standard Industrial Classification (SIC) code. Data are from
U.S. Department of Labor, Bureau of Labor Statistics, Office of Earnings and Employment Statistics, Data Analysis
Section, Specia Tape XC4057, provided by Darrell E. Carr.

53. "Secular" trends refersto trends in earnings that are not due to fluctuations in the business cycle nor due to the
state repeal s of prevailing wage laws.

54, Controlling for contractor type is a conservative procedure. Overall construction earnings may decline as a
result of a shift in the mix of construction worker type. We are focusing on the decline of earnings within trades
instead of any decline resulting from a shift in the mix of trades. Additional earnings losses may be calculated
associated with a shift to amix of less skilled workers. Thisis one reason why the regression estimate of earnings
declineis lower than the simple estimate which does include the effect of changing crew mixes within the states
construction industries.  Unemployment rates are for each state for each year.
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55. Thisisan annual earnings average by SIC group. When earnings are weighted by the number of workersin
each group, earnings fall to dlightly below $25,000.

56. Technical details: This regression model was tested on 27,778 observations. Control (dummy) variables for 26
detailed 4-digit standard industry code (SIC) classifications were included in the regression model but not reported
in the table. Each coefficient reported in column (2) of the table is statistically significant except the control for the
mountain states region. (This means that the estimated regional effect on annual construction earnings for the
mountain region of -$79 is small and probably not different from zero.) The unemployment rates for 1991 for the
example states shown in table 2.3 were 4.9 for Utah, 5.0 for Georgia, and 5.9 for Maryland. The model isa
generalized least-squares weighted regression with the weight being the square root of the annual average
employment in each SIC industry for that year. The R is 0.73, which means the mode! is agood fit of the data.

57. The model also estimates a negative effect on annual earnings of $1173 associated with raising the threshold
for construction contracts covered by a prevailing wage law to $500,000 or more. This suggests that at some point
raising the threshold has a similar effect to repealing the law altogether. However, thisresult is based on experience
from only two states, Maryland with a $500,000 threshold and Oklahoma with a $600,000 threshold. We could not
find negative effects on earnings from lower thresholds in the $100,000 to $400,000 range which leads us to be
cautious about thisresult. A conservative interpretation of this result may be that thresholds below $500,000 have a
minimum impact on construction earnings while threshol ds above $500,000 have progressively more negative
effects on earnings.

58. The Standard Industrial Classification (SIC) code for construction consists of detailed categories of general
contractors such as commercial and residential general contractors, detailed categories of heavy and highway
contractors, and detailed categories of specialty subcontractors such as masonry and carpentry.

59. Robert D. Reischauer, Congressional Budget Office Testimony, before the Subcommittee on Labor Standards,
Occupationa Health and Safety, Committee on Education and Labor, U.S. House of Representatives, May 4, 1993,
p. 4.

60. Robert D. Reischauer, Congressional Budget Office Testimony, before the Subcommittee on Labor Standards,
Occupationa Health and Safety, Committee on Education and Labor, U.S. House of Representatives, May 4, 1993,
p. 4-5.

61. U.S. Department of Labor, Bureau of Statistics, Employment and Earnings, December, 1994, Table B-3 for
November 1994, p. 55.

62. U.S. Department of Commerce, Economics and Statistics Administration, Bureau of the Census, Government
Finances, 1990-91, Series GF/91-5, Table 8, column 6, p. 9.

63. Some of the material in this chapter concerning the Utah case originally appeared in Hamid Azari-Rad, Peter
Philips and Anne Y eagle, "The Effects of the Repeal of Utah's Prevailing Wage Law on the Labor Market in
Construction," in Sheldon Friedman, et al., eds., Restoring the Promise of American Labor Law, Cornell University,
ILR Press, Ithaca, New Y ork, 1994, 207-22.

64. These data are based on quarterly per capita dues contributions to the Utah AFL-CIO Building and Construction
Trades Council. These payments underestimate union membership because of under-reporting of membership from
participating locals as well as other exemptions and withdrawals of locals.

65. George F. Will, "It stime to repeal the Davis-Bacon Act",Deseret News, February 5, 1995.
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66. Indeed, an unreported multiple linear regression model tested whether changes in the male black-white
unemployment ratio could be associated with state repeals of prevailing wage laws or the fact that a state never had
such alaw. Thismodel controlled for time trends in the male black-to-white unemployment ratio, regional
differences in unemployment ratios, and changesin the level of unemployment. While the model found a strong
time trend in the black-to-white unemployment ratio and significant regional differencesin theratio, there was no
statistically significant relationship between either the repeal of prevailing wage laws or the complete absence of
prevailing wage laws and the black-to-white unemployment ratio. In short, thereis no statistical connection one
way or the other between the status of prevailing wage laws and the relative unemployment of blacks and whites.

67. These state demographic unemployment rates are from U.S. Department of Labor, Bureau of Labor Statistics,
Geographic Profile of Employment and Unemployment, 1974 to 1992.

68. U.S. Department of Commerce, Bureau of the Census, 1990 Census of Population, Detailed Population
Characterisitcs and General Population Characteristics GPO, 1992.

69. Data available on request.

70. Utah Department of Employment Security, Labor Market Information and Research, Annual Report of Labor
Market Information, 1993, table 5, Salt Lake City, 1994.

71. Hamid Azari-Rad, Peter Philips and Anne Y eagle, "The Effects of the Repeal of Utah’s Prevailing Wage Law
on the Labor Market in Construction," in Sheldon Friedman et al.,eds., Restoring the Promise of American Labor
Law. Cornell University, ILR Press, 1994, 207-22.

72. U.S. Bureau of the Census, 1970 Census of Population.
73. U.S. Bureau of the Census, 1970 Census of Population.

74. Figures 3.7 and 3.8 include all states for which any data are available, except California, Delaware, the District
of Columbia, Hawaii, and Rhode Island - for which there are no Bureau of Apprenticeship Training datafor the
second period. We exclude these states and the District of Columbia (for the same reason).

12. We do not know what accounts for the unusually high training rate for "never-had" statesin 1976. This anomaly
disappears when average training rates by decades are compared.

76. This transformation into the log of an odds ratio meets the normality assumptions of linear regression analysis.
The technique used is generalized least-squares regression, with the regression weighted by the square root of
(percent trained) times (one minus percent trained) times (state employment).

77. Latent illnesses resulting from exposure to toxic materials are responsible for an uncounted and thus
undetermined additional number of injuries and illnesses— the costs of which are borne as reduced productivity,
ruined lives for workers and their families, and burdens on workers' compensation and other social security
systems. For amix of reasons, there are no reliable estimates on the number of such illnesses.

78. C. Culver, M. Marshall, and C.Connolly, Construction Accidents: The Workers Compensation Data Base,
1985-1988, Washington, DC, OSHA Office of Construction Engineering, 1992.

79. Infigure 4.1, n refers to the number of observationsin each state-law category. For instance, there were 230
state-year combinations for states that had prevailing wage laws throughout the period.
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80. In the case of lost workdays per injury, the reported result is of the expected sign, but not statistically
significant.

81. Jmmie Hinze, Indirect Costs of Construction Accidents, Seattle: The University of Washington, 1992, 14.
82. Because of small numbers, there are no reliable estimates on how repeal would affect death rates. Thus, we
cannot calculate the projected increase in fatalities due to repeal. If, however, they were to be affected at the same

magnitude as are injuries, we would expect an increase of 130 to 150 fatalities per year.

83. Utah, Department of Transportation, "Final Estimates Processed for Payments, 1970-74 data published in 1985
and 1994 reports.

84. The savings are so small because labor costs on public works are only roughly 25 percent of total costs. If you
cut those labor costs by 10 percent, you have cut total costs by only 2.5 percent.

85. George F. Will, "It stime to repeal the Davis-Bacon Act",Deseret News, February 5, 1995.

86 Charles Culver, Michael Marshall, and Constance Connolly, Construction Accidents: The Workers
Compensation Data Base, 1985-1988. Office of Construction and Engineering, OSHA, 1992.
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