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Summary and Recommendations

The proposed Living Wage Ordinance (hereinafter “the Ordinance”) would require
about twelve hundred firmsthat lease from, or provide servicesfor the City of Los Angeles
to to pay their workers (if engaged in the City-funded or City-based work) a*living wage”
($7.50 an hour, or enough to raise afamily of three above the poverty line), provide health
benefits, and provide compensated time off for illIness, holidays, and vacations. The goals of
the Ordinance, as described by its Council sponsors, are threefold: (a) to set, by example, a
standard of what the City considersto befair and appropriate terms of employment; (b) to
improve the quality of City services provided by private businesses; and ¢) to reduce poverty
and improve the living conditions of the affected workers.

The City Council commissioned this study of the Ordinance. Broadly speaking, the
study had four purposes. (@) to estimate the direct scope, cost and coverage of the Ordinance
as proposed; (b) to evaluate the likely success of the Ordinance in achieving its goals; © to
assess the indirect economic effects of the Ordinance; and (d) to make recommendations,
including alternate ways of approaching the Ordinance’ s goals while minimizing costs and
adverse side-effects. The study has provided somefairly clear answersto each of these
guestions, and identifiesimportant ambiguitiesthat remain. Our key findings are
summarized below.

Scope, Cost, and Coverage of the Ordinance: City Service Contracts

The Ordinance, inits current version (City Attorney’s November 27th edition,
reflecting changes through November 13th), covers three groups of employers. firms
contracting with the City to provide services; some firms that conduct business on City
property (e.g., LAX concessionaires); and firms that receive substantial economic
development incentives from the City. Over these three categories, we have the most
complete information about the first, and less about the last; there is a'so more ambiguity
about the scope of coverage in the second and third categories. Section 2 of the main text,
and Appendix A, describe the methods behind each of the following estimates. Note that
with each of these estimates, we describe current businesses as being “covered” by the
Ordinance, although only future contractors would in fact be covered.

--The City currently has roughly 1,000 service contracts that exceed the $25,000
threshold at atotal annual cost of roughly $350 million. Only about 350 of these contracts,
worth $100 million, actually involve workers earning less than $7.50 per hour. If the
Ordinance applied to al of these firms:

2,500 workers would get an average wage increase of $1.25 an hour to
$7.50;

1,800 workers would receive health benefits;



At least 3,500 workers would receive more paid days off for sick leave,
vacation, and holidays;

Thetotal cost of these changes would be around $16-24 million,
depending on how the Ordinance' s health insurance mandate is
interpreted. Only alittle over $5 million of thistotal would go into
actual wage increases.

The principal uncertainty in our estimate of costs to service contractors
concerns the reach of the “time off” provisions. Inthe Ordinance’s
current form, these requirements extend to all employees of the covered
firm who work on City-funded activities, regardless of their rate of pay.
Our data only covered hourly employees; this provision could have
significant coverage effectsin firmsthat have mostly salaried
employees or employees making more than $10 per hour.

These estimates do not include any figures for subcontractors. Out of
two hundred sixty firms contacted on thisissue, only eleven of the
firms reported subcontractors engaged in City-related work. Inclusion
of subcontractorswould increase our estimates of coverage, but not
significantly.

--Thetotal cost of the Ordinance to service contractors thus represents about 4-7% of
the total amount of all City service contracts, although most of the cost is concentrated
among arelatively small number of contractors. These costs could be covered in one of
three ways:

The City could decide to absorb the cost, and find higher revenues or
offsetting spending reductionsto pay for it. If the City did absorb the
cost, theincrease in City expenses would take several yearsto befully
felt, since many of the contracts are for several years and only new
contracts are covered.

The City could make case-by-case judgments about the ability of
contractors to absorb the cost, increasing contract amounts where it
concluded that the firm could not absorb the cost. We have seen no
evidence on the question of whether City service contractors have, in
some cases, above-average profit margins that would make it possible
for them to absorb the higher costs. Even if such profits existed,
however, the City will have difficulty making contractors absorb costs
in the absence of changes in methods of awarding contracts.

The City could alow the coverage of the new expense to be worked out
by individua contracting departments. We predict that under this
policy, the cost will eventually be borne by the City in the form of
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higher contracting costs (when departments are able to secure higher
appropriations) or lower services.

Scope, Cogt, and Coverage: City-Authorized Concessions

--Over athousand businesses operate on City property with leases and permits. The
Ordinance covers some but not al of these; the exact line of coverageisunclear. We defined
the coverage to include businesses that provide services (mostly public services) that the City
could and would probably provide if the lessee or permit-holder did not. We studied three
City operations that would include most of the possible coverage: LAX, LA Harbor, and the
City’ s parks and outdoor recreational facilities. We did not study the Convention Center or
the Sports Arena. In the three major operations we studied, about 250 businesses were
potentially covered by the Ordinance; most of whom did have workers earning less than
$7.50 per hour. If the Ordinance applied to al of these firms:

2,300 workers (about 1,900 FTESs) would get an average wage increase
of $1.38 an hour to $7.50;

670 additional workers would recelve health benefits;
3,200 workers would receive additional time off;

Thetotal cost of these changes would be between $12 and $18 million,
depending on how the Ordinance’ s health insurance mandate is
interpreted. Only about $5.5 million of thistotal would go into actual
wage increases.

The major uncertainties in these estimates stems from the “time-off”
provision (see the previous section) and the lack of information on two
major City operations.

--Because the concessions generally support themselves by selling goods and services
to the public, and not through City payments, the allocation of the higher labor costsis more
complex. The City would probably bear some of the cost through lower |ease payments.

Scope, Cost, and Cover age: Financial Assistance Recipients

--We found no hard evidence that any of the current recipients of financial assistance
from the City will be affected by the Ordinance. The Ordinance coversfirmsreceiving
assistance from the City (for economic or jobs development) if the net subsidy in the
assistance is over $100,000 annually or over $1 million at any onetime. We surveyed a
number of the City’ s assistance programs, and none of those surveyed met the threshold
provided for in the Ordinance. Thisimpliesthat the Ordinance’ simpact here will be small;



but if any firm does pass this threshold, the size of the subsidy will be large enough so that
each covered firm might have a sizeabl e effect on the total impact.

Overall Reach of the Ordinance

Acrossthe three areas of coverage, the Ordinance would provide pay increasesto
nearly five thousand workers (about 4,000 full-time-equivalent employees, or FTES) and
would provide added benefits to about seven thousand workers (including those receiving
pay raises). Thetotal increasein labor costs would be between $28 and $42 million. The
City would eventually pay for most of that increase through higher costs or lower services.

Success of the Ordinancein Meeting ItsGoals

--Setting a standard, by example, of what the City considersfair and appropriate
terms of employment. The Ordinanceis very effective in meeting thisgoal. By creating
widely-applied, uniform standards to the covered contractors and concessionaires, the
Ordinance sends a clear message about the City’ s labor goals.

--Improving the quality of City services. When the City contracts out for services, itis
difficult to compare bidders on grounds other than price. Bidders may thus have an undue
incentive to minimize on labor costs and provide lower quality services so that they have the
lowest bid. Biddersthat plan to use more or better quality labor may thus be frozen out of
the competitive process. These situations are hard to correct if the City has poor information
about service quality. Setting a minimum wage for service contract workersisthusa
plausible strategy for setting service standards.

Itisvery likely that the Ordinance would improve quality-adjusted worker
productivity in two ways:

Higher wages and benefits reduce worker turnover. Thisincreasesthe
average level of experience among workers, and therefore should
improve the quality of services provided.

Higher wages and benefits enable employersto recruit workers with
stronger skillsto the jobs affected by the Ordinance.

However, amore narrowly-tailored Ordinance could probably capture many of these
benefits at lower cost. There are probably areas where performanceis easy to observe (e.g.,
landscaping) or where particular types of work are done well by low-wage workers. It isalso
difficult to know whether the City is getting it's money’ sworth -- exactly because
productivity gainsin many areas are hard to observe. A more narrowly-tailored Ordinance,
by focusing on fewer areas, might make it feasible for overseersto assessimprovementsin
quality.



--Reduce poverty and improve the living conditions of affected workers. It has been
well-established by labor economists that raising the minimum wage is avery blunt
instrument for fighting poverty, since low-wage workers are not always from low-income
families. In Los Angeles, we estimated that about 20% of service workers earning less than
$7.50 per hour are from families below the poverty line (i.e., $16,000 for afamily of four),
and another 20% arein “near-poor” families (those with incomes between 100% and 150%
of the poverty line, or $16 - 24,000 for afamily of four). At the other extreme, 33% of the
low-wage workersin Los Angeleslive in families with incomes over $45,000 per year. Of
the four thousand workers receiving pay raises under the Ordinance, we estimate that about
eight hundred would be lifted above the poverty line. Some of the indirect economic effects
of the Ordinance could partially offset this achievement (see below).

--Other analysts of this Ordinance, or of similar proposals, have concluded that most
of the higher labor costs the Ordinance mandates would be “lost” to the state and federal
governments, as workers paid higher taxes and received fewer welfare benefits. Our analysis
suggests that these conclusions are overstated. Since most of the covered workers are not
poor, and even those who are have less than complete participation rates in many benefit
programs, we estimate that only about 5% of the higher labor costswill be offset by lower
worker benefits. Moreover, since most of the Ordinance’' s labor costs are in the form of
benefits, rather than wages, only about 15% of the higher labor costs will be offset by higher
worker taxes. Thus, most of the mandated wage and benefit increases will trandate into
better living standards for the recipients.

I ndirect Economic Effects of the Ordinance

Itisdifficult for an individual City operating in aregiona and national economy --
even for aCity aslarge as Los Angeles -- to unilaterally influence wage and labor standards.
Anindividua city cannot capture many of the benefits (e.g., lower welfare) or control many
of the side effects (e.g., secondary labor market effects) that flow from a geographically and
administratively limited standard. These constraints, along with some intrinsic consequences
of asubstantial mandated wage increase, contribute to several indirect economic effects:

--The Ordinance would produce some loss of jobs. Contractors and concessionaires
facing higher costswill try to raise prices (higher contract amounts, lower |ease payments
and higher concession prices) and cut costs (by reducing the number of workers). How much
this happens will depend on anumber of factors discussed in the main text. Most crucially, it
depends on the willingness of the City to absorb the higher labor costs mandated by the
Ordinance. If the City respondsto an increase in costs in the way cities studied in the
economic literature typically do, the Ordinance would produce an overall loss of about three
hundred and fifty jobs. If the City alows cost pass-throughs or improves the contracting
process, the job loss among low-wage workers will be significantly less.

--The size of thejob loss resulting from the Ordinance will determine the size of the
“secondary market effects’” in non-covered markets. Workers displaced by the Ordinance
will seek jobsin the 99% of the Los Angeles labor market that is unaffected by the
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Ordinance’ sprovisions. Since these workers generally have astrong need or desire for jobs,
they will often accept lower wages in the uncovered market. Microeconomic theory predicts,
as aconsequence, aslight declinein wagesin the secondary market. In effect, displacement
of workers setsin motion a sort of domino process, in which the displaced workers will
displace other workers by accepting lower wages, and these workers will repeat the
phenomenon. This process ends of absorbing back into the labor force most of the workers
displaced from city contract work, but the process could a so lower enough workers wages
to offset, from an aggregate point of view, asignificant part of the higher payments going to
low-wage workers under the Ordinance. However, the empirical literature on these
secondary market effectsistoo weak to permit usto reliably estimate its size.

Nonetheless, these secondary market effects give us an important added reason to be
concerned about how many workers are displaced by the Ordinance. That number, in turn,
depends on how the City responds to increases in contractor costs.

--The Ordinance could foster unionization of low-wage workers in other sectors, or
stimulate the adoption of higher wage and benefit standards by other employers. Resultslike
this have often followed the introduction of a*“covered market” in the form of union entry
into a new industry or regional economy. We know of no analyzed precedent for thistype of
effect from the creation of asmall, high-wage “ covered” market by a City.

--Aswe noted earlier, about 20% of the increased labor costs mandated by the
Ordinanceis*“lost” from the regiona economy, due to declinesin the receipt of welfare and
other benefits and increasesin taxes. This has beneficial social effects, but it contributesto a
dlight net loss in aggregate income for the regional economy asawhole. If, however,
corporate profits are lowered, thisloss in aggregate income will be offset to some degree by
adeclinein corporatetaxes. The Ordinance will produce an “inflow” of income if some of
the costs are borne by businesses whose owners live outside the Los Angeles area (and thus
“remove’ lower profits from the region). The net “inflow” isamost certainly smaller than
the net outflow, so thetotal direct effect of the Ordinance on the Los Angeles economy is
dightly negative -- though small relative to the scope of the Ordinance and very, very small
relative to the overall economy.

--Some of the City’ s economic development activities (especially those in “enterprise
zones'’) aim to reduce long-term unemployment by creating new, entry-level jobs. If these
activities carried a higher mandated wage and benefits, fewer of these new jobswill be
created. As a practical matter, the current coverage thresholdsin the Ordinance appear to
exempt all current economic assistance recipients. However, the potential istherefor a
direct conflict between the mechanisms of the Ordinance and the goal and operation of some
of these economic assistance programs.

--Within the Los Angeles economy, the Ordinance will produce some income
redistribution from areas where taxes are paid and business ownerslive to areas where
covered workerslive. Our empirical research suggests that thelocational differences
between these populations are not very great, so the redistribution would be very modest.
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Recommendations

In the debate over the Living Wage concept, an important option that has been
overlooked isthe federal Earned Income Tax Credit (EITC). TheEITC was begun in the late
1970s and was greatly expanded by the Clinton Administration in 1993. TheEITC works as
asort of “negative income tax” for low-income familieswith job earnings. A worker whois
the sole support for her family, has two children and worked full-time in 1996 at an hourly
wage of $5.75 (the statewide minimum wage that will be in effect in ayear) would be
eligible for an EITC of roughly $3,500 -- enough, in other words, to make her effective wage
$7.50 per hour. Thereisthusamechanism aready in place to achieve one of the
Ordinance’' s central goals.

The problem isthat amaority of the Los Angeles residents who are eligible for the
EITC do not know about it or do not useit. Even those who useit tend to receive theEITC
in alump sum when they file atax return, even though the program now makesit relatively
easy for employersto pass the benefit on to workersin the form of regular “wage subsidy”
payments. We estimate that the total value of unused EITC benefitsin the City is $100
million per year.

From the City’ s standpoint, the enormous advantage of an EITC over aLiving Wage
isthat the EITC brings more outside funds into the metropolitan area, while aLiving Wage
tends to reduce the inflow of outside benefits and increases the outflow of taxes. Moreover,
from apolicy standpoint, the EITC is perfectly targeted at the neediest population: al of its
benefits go to low-income families, and none of the EITC incomeis taken into account in
determining the recipient’ s eligibility for other means-tested benefits.

If the City takes steps to increase the use of the EITC by City service contractors, it
can help achieve some of the other goals of the Ordinance. For example, if City contractors
offer year-round wage supplements from the EITC to their qualified low-wage workers, they
will presumably secure lower turnover from their workers and some of the other productivity
benefits that the Ordinance seeksto achieve.

The EITC cannot achieve all of the goals of the Ordinance, such asthe provision of
health insurance to contract workers, or the establishment of “model employer” criteria
Moreover, many of the weaknesses of the Ordinance can be greatly mitigated by carefully
targeting its provisions. Thereis good reason to think that a scaled-down version of the
Ordinance would cost-effectively meet many of itsgoals. The more targeted Ordinance
would also be easier to administer and to evaluate.

We therefore conclude that the following steps would be an effective strategy for
advancing the goals of the Living Wage Ordinance:

1) Implement atargeted Living Wage Ordinance. The Ordinance would cover
approximately 100 City service contracts and concessions, in areas selected on the basis of
these criteria: (a) a concentration of low-wage workers in the contracts; (b) covered work in
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which poor performance is adocumented or suspected concern; (c) work in which the low-
wage workers tend to belong predominantly to low-income families. These 100 contracts
would reach about 75% of the workers who would be covered by the service contracts
provisions currently in the Ordinance. The office administering the Ordinance should
monitor these contracts carefully, to investigate the competitiveness of the bidding process,
and the changes in employer bidding and employment practices that result from
implementation of the Ordinance. Where the administering office is persuaded that the
higher labor costs will lead to more than a5% lossin jobs under the contract, the office
should provide recommendations on cost pass-throughs to appropriate City officials.

2) The wage and benefit package mandated by the Ordinance should be modified to
provide the following:

A minimum wage of $7.25 per hour;

Health benefits that are either (a) comparable to those being provided to
City workers engaged in similar work, or (b) involve an average
employer cost of $2,000 per covered employee. The employer should
bear the entire cost of the policy, though policy co-payments and
modest deductibles should be permitted. The $2,000 figure reflectsthe
average amount per worker spent on health insurance by service
contractors who currently provide health benefitsto their workers.
Employers not providing these health benefits would be required to pay
workers at least $8.50 per hour.

The provisions for holidays, sick days and vacation days should be
modified to permit workers atotal of twelve days off annually, which
can be used in any of these three categories at the worker’ s discretion.
These provisions should aso only apply to workers making less than
$8.50 per hour.

3) We estimate that the total cost of thistrial program to the City would be $3-5
million annually, including administrative and evaluation costs. The exact amount would
depend on the degree of cost pass-throughs. This amount would be lower during the first few
years, until all of the covered contracts came up for renewal and coverage.

4) Thistargeted Living Wage Ordinance should be subjected to aclearly specified
evaluation mechanism which will provide clear answers on the following issues. (a) isthe
Ordinance being enforced; (b) how many workers are displaced; (c) are there productivity
gainsin the covered contracts; and (d) what is the added cost to the City? The City should
set targets on each of these criteria, annually review the Ordinance’ s success in achieving
these criteria, and discontinue the mandate if the program does not measure up.

5) The City should adopt legidlation requiring parties that engage in City businessto
take the following steps to encourage use of the EITC among their low-wage workers:
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Inform all workers making lessthan $12 per hour of their potential
eigibility for theEITC,;

Make available to workers the necessary forms to secure year-round
EITC wage supplements from the employer.

Parties certifying that less than 5% of their workers engaged on City
work make less than $7.50 per hour would be exempt from the above
requirementsin (2).

6) The City should implement a program aimed at increasing participation in the
EITC. The program would have four components:

Oversee compliance by employers doing business with the City with
the provisions of (5), above;

Conduct outreach in communities with a concentration of low-wage,
low-income workers to increase familiarity with and participation in the
EITC program;

Conduct a media-based information project on EITC, to disseminate
information on eligibility and usage to the general Los Angeles
community;

Maintain atechnical assistance office to help workers and employers
use the EITC effectively.

7) Thetotal cost of this program would be $1 million annually. But if the programis
successful in increasing citywide participation ratesin the EITC from 48% to 60%, the
program will generate roughly $50 million for the local economy, including some $2 million
in additional tax revenues for the City.

8) At least some parts of this program should be temporary. If the programis
successful, knowledge and usage of the EITC by employers and workers will increase,
making the program less necessary. If the program is unsuccessful, of course, the argument
for making it “temporary” is even stronger. The City should therefore evaluate, by avariety
of statistical means, the annual change in EITC usage among eligible partiesin Los Angeles.
The program should be subject to annual review and should be reduced or eliminated when
the demonstrable annual increase isEITC usage in Los Angeles falls below $5 million.
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An Empirical Analysisof the Proposed
Los AngelesLiving Wage Ordinance

Section One. Introduction

The authors of this report, along with astaff of ten research associates, have spent the
past six weeks on an intensive analysis of the Proposed Living Wage Ordinance (“the
Ordinance”). Our charge from the City of Los Angeles was to determine, as effectively as
we could within the short time frame, the likely and significant consequences of enacting the
Ordinance. The preceding Summary distills our principa findings; this main report explains
our methods, research, reasoning, and presents more detailed findings.

The dramatic erosion of the federal minimum wage over the past fifteen years, the
increase in income inequality in the United States over the same period, and the widely-noted
failure of wagesto rise substantially during the present economic growth cycle, have all
generated wide interest in minimum wage legidation. In August, the United States Congress
enacted the first increase in the minimum wage since 1991, raising it from $4.25 to $4.75 as
of October 1, 1996, and to $5.15 as of September 1, 19971 In November, Californiavoters
passed Proposition 210, which will raise the minimum wagein Californiato $5.75 by March
1, 19982 Over the past two years, legislators in some two dozen local jurisdictions across
the country have introduced “Living Wage” bills, which generally seek to set afloor on the
wages paid on publicly-funded contracts® In 1995, Baltimore and Milwaukee both adopted,
proposal s setting wage floors for workers on city contracts. A larger number of cities and
states have linked wage floors to economic subsidy programs of various sorts.

The Ordinance examined in this study is a classic embodiment of the “Living Wage’
approach and philosophy. If passed, it would require awide group of employersthat do
business with the City of Los Angeles (“the City”) to pay workers engaged in that business a
wage of at least $7.50 an hour and to provide them with health insurance, paid holidays, up
to twelve paid sick days per year, and seven days annual vacation. The health insurance
requirement would be waived for employees earning at least $9.50 per hour. Under the latest
(November 13th) draft of the Ordinance, asinterpreted by the City Attorney, the Ordinance
would extend to the following workers:

! Paul Richter and James Gerstenzang, “ Clinton Signs Minimum Wage Hike,” Los Angeles Times, 21
Aug. 1996, Part A, p. 1.

? “Elections ' 96; Other State Measures,” Los Angeles Times, 7 Nov. 1996, Part A, p. 1.
® Los Angeles Living Wage Coalition, “National Living Wage Campaigns. A Look at Corporate

Accountability and Living Wage Legidation Across the Nation” (June, 1996).
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--Those who do work on city service contracts of $25,000 or more, including those
who perform only incidental work on the contracts and those who work for subcontractors.

--Those who are employed by lessees or licensees of the City that provide serviceson
City property, if the serviceisoneintrinsic to the accomplishment of the City’ s goals at that
steand the4servi ce would probably be provided by the City if it was not provided by alessee
or licensee!

--Those who are working more than half-time on a project funded or subsidized by
economic devel opment programs operated by the City, if the subsidy is either aone-time
grant of $1 million or more or an ongoing subsidy that amounts to over $100,000 on an
annualized basis.

With the emergence of “Living Wage’ proposals around the country, studies have
begun to appear ng its consequences and costs. Although no research has yet
appeared in academic journals, four unpublished analyses have come out: (1) astudy by an
economic consulting firm in Chicago (the “ Chicago” study), which, on commission by the
City of Chicago, produced a highly critical evauation of a“Living Wage” proposal there that
was quite similar to the Los Angeles proposal;® (2) a study by ateam of economists at the
University of Californiaat Riverside (the“Riverside” study), which analyzed an earlier
version of the Ordinance considered in this study, was funded by mostly private sources, and
produced areport strongly supportive of the Ordinance;® (3) ahighly critical review of the
Riverside study written by Richard Carlson of Spectrum Economics, and commissioned by
the L os Angeles Chamber of Commerce;” and (4) a narrower study by a public policy
Institute in Washington, D.C., which was coauthored by one of the Riversidecoauthors and
which examined the first year effects of the Baltimore Living Wage Ordinance and found no
negative side-effects from its operation (the “Baltimore” study)®

* The Ordinance itself is quite ambiguous about which lessees and permit-holders might be covered.
Sec. 10.37.1(h) provides “A City tenant or concessionaire shall be deemed to be rendering services for the
City for purposes of this article if included in aregulation to such effect promulgated under the authority
of section 10.37.5.” Our interpretation is based on discussions with the sponsors and the City Attorney’s
office.

Even in the terms we have suggested, the distinction between what is covered and what is not
covered is often ambiguous. Two examples offered by the City Attorney’s office arethese: a LAX, a
food concession operated in atermina would be covered, while a car rental operation would not. At a
municipal golf course, alicensed golf “pro” giving lesson would be covered but a pro shop would not.

® George Tolley, Peter Bernstein, and Michagl Lesage, Economic Analysis of Living Wage Ordinance
(RCF Economic and Financia Consulting, Inc.), 24 Jun. 1996.

® Robert Pollin, proj. dir., Economic Analysis of the Los Angeles Living Wage Ordinance, Oct. 1996.

’ Richard C. Carlson, Economic Impacts of the Proposed Living Wage Ordinance for the City of Los
Angeles, Fina Report (Spectrum Economics, Inc.), 9 Dec. 1996.

® Mark Weisbrot and Michelle Sforza-Roderick, Baltimore's Living Wage Law (The Preamble Center
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We have studied these reports carefully and learned much from them. Each
undertook some imaginative analyses and produced some intriguing results. Together these
studies, which drew sharply opposing conclusions on most of the issues they collectively
took up, have set in clear relief anumber of key issuesthat we explore here. The Riverside
study also made avery significant effort to compile data on the range of possibly affected
City contracts, and this provided a good benchmark against which to measure our own
efforts (we compare our resultsin detail in Section 2). We wish to acknowledge that, asin
al research efforts, investigators benefit greatly from a careful consideration of earlier work.

Our study is different from these predecessors in three respects. First, we had the
benefit of direct accessto City officials and to the data collected by the City. We could
approach current contractors and lessees of the City as “official” representatives, and
received much helpful cooperation asaresult. Second, we were not writing an “advocacy”
piece in the sense that the other studies were (though their authors might disagree with this
characterization). We began the study without definite views on the merits of the proposed
Ordinance, and we saw -- and continue to see -- many of the questions raised by the proposal
as close ones, with complex answers. Third, we did not see our mission as consisting only of
delivering a“verdict” on the proposal, but on identifying ways that the Ordinance could be
Improved to better attain its goals.

Our study does share with its predecessors an important limitation: time. We began
planning this study two months ago and began executing it six weeks ago. A longer study
could have collected much richer and more complete data on the issues we examine, might
have looked closely at the experiences of cities that have adopted similar laws, and
probably would have answered some of the questions that we leave open here. Moretime
would also have smoothed some of the rough edges in what we have done. But even this
brief analysis has generated quite a bit of information and knowledge about the workings and
dynamic effects of the Ordinance, and suggests clear ways in which it can be strengthened.
We doubt that alonger study would substantially change any of our recommendations.
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Section Two: The Coverage and Direct | mpact of the Ordinance

The most difficult question our study faced -- and perhaps the most important one,
since estimates of indirect effectsin the other sections of our report flow from our
conclusions here -- concerns the practical scope of the Ordinance: how many businesses and
workerswould its provisions directly affect? Although alarge survey conducted by the
Office of the City Administration Officer during the summer and early fall gathered valuable
dataon alarge percentage of the firms most obviously covered by the Ordinance, the survey
had very modest goals, seeking to get general information on the contracting firms that
would be affected most obvioudy by the Ordinance. When we began our study, we therefore
had worker information on only about 20% of the total population of city service contractors,
no information about some major departments (e.g., DWP and the Harbor), and limited data
on lessees, permit holders operating on city property, and economic subsidy recipients. We
also had no information about administrative support personnel or subcontractors used by
city service contractors and possibly covered by the Ordinance.

The largest component of our study was a brief but intense survey effort amed at
filling the gaps in our knowledge about the Ordinance’ s coverage. Our survey had four
components. First, we developed afairly complete census of all the businesses potentially
affected by the Ordinance, including over 1100 service contracts, well over one thousand
lessees and permit holders (which we will collectively describe as the “concessionaires’),
and dozens of firms receiving economic subsidies from the City. Second, for the service
contractors, we supplemented the City’ s focused survey with alonger survey of arandom
sample of the entire universe of covered contracts. Our sample, which is described more fully
in Appendix A, collected information from over 300 firms. Third, for the concessionaires,
we determined that the number of firms that were probably intended to be covered by the
Ordinance (see our interpretation in Section 1, above) was about 250. The City had provided
us with information on over half of these firms, and we attempted to contact the remainder.
For three major sites of concessionaires-- LAX, the Harbor, and the public parks and golf
courses -- we secured data from most of those covered, and had enough information on those
that we did not reach that we could generalize from our sample. A significant failing of this
part of our analysis, however, was the absence of agood census, or any direct data, on two
city-owned sites of concessions: the Sports Arena and the Convention Center. Fourth, we
contacted officials at al of the principal economic development programs and secured
enough data to allow usto determine whether any of the beneficiaries of those programs met
the thresholds of coverage specified in the Ordinance.

For each of the covered firms we contacted, we sought information on the number of
workers within specified wage ranges who did some work on the City contract or concession,
the average wage rates of affected workers, the degree to which these workers received
health benefits and the cost of those benefits, and the current allowances these workers
received for sick days, holidays, and vacation days. We specifically asked about
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administrative support personnel who worked on the contract or concession, and about the
employers use of subcontractors?

Reliability. How accurateisthe information collected through the methods we have
just described? There arethree waysthat errors can creep in. Firgt, if our “universe” of
firms doing business with the City had significant gaps, all of our other analyses would
reflect those gaps. There are undoubtedly some gaps of this sort, since the process of
compiling the universe relied on the responsiveness of many different people across different
City departments who used a variety of methods to assemble their own lists. However, the
close cooperation of the Office of the City Administrative Officer allowed usto collect
information from all major departments and virtually all of the smaller departments.
Moreover, we were able to compare our lists of service contractswith asimilar “census’ of
contracts conducted last year, and performed other checksto satisfy ourselvesthat our
universe was reasonably complete!® Second, our sample of responding firms could be
skewed in avariety of ways. To examine this possibility, we have checked our sample
against our universe of firms and established that, by a variety of measures, our sample
seemsto fairly represent the entire population. Third, our procedure could produce mistaken
estimates if many responding firms gave us inaccurate information. It seemslikely that some
respondents overlooked some employees (especially those working only indirectly on a
service contract). Some respondents might have been embarrassed to admit, evenina
confidential survey, how little they paid some employees; others might have wanted to
exaggerate the number of low-wage workers to emphasize how severely their operation
would be affected by the Ordinance. We took some comfort from the general consistency of
the responses to our survey with those the City had obtained in its own survey (it seemed less
likely to us that respondents would misrepresent facts on an official, mandatory survey). In
genera, however, we had to rely on our sense that the data we were receiving hung together
in ways that seemed credible and consistent.

Overdl, wefeel confident that al of these potential problems did not detract
substantially from the accuracy of our estimates*

Number of Affected Workers. Thefirst threetablesin this section (2.1 through 2.3)
show our estimates of the number of workers affected by the Ordinance. We have broken
this data down by individual department or operation (when that would not jeopardize any

® We gathered this information with a survey instrument that was faxed to firms. We did not include
inour fina analysis data on subcontractors, because of alack of available information. However, because
only 11 out of 260 firms we spoke to on this issue had subcontractors working on City projects, we do not
think that inclusion of subcontractors would significantly affect our estimates.

1% The two notable exceptions are the Sports Arena and Convention Center as concessionaire sites, as
noted above.

" Aswe will discuss more fully below, our estimates are in most respects quite consistent with those
obtained by the Riverside study through a very different methodology, which provides another helpful
check.
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respondent’ s anonymity), to provide as detailed a picture as possible. Overall, we estimate
that about 4,800 people working for covered firms currently earn less than $7.50 per hour.
An additional 2,500 covered workers earn more than $7.50 per hour, but receive no health
care benefits -- or benefitsthat probably fail to meet the Ordinance’ s requirements -- and
would be eligible for some increase in health benefits under the Ordinance. In both of these
cases, the number of affected workersisarelatively small proportion of the total number of
persons engaged in covered work -- the great majority of the employees on city service
contracts, in particular, are receiving wages and/or health benefits above the thresholds set by
the Ordinance.

The other benefits mandated by the Ordinance -- the provision of paid holidays,
twelve paid sick days, and seven paid vacation days -- could apply to a much larger
population. Relatively few of the firms we surveyed provided as many paid days off asthe
Ordinance mandated, and since thereis no “wage limit” governing the reach of this benefit
(i.e., al employees are éligible for this benefit regardless of their wage), it is possible that
this provision reaches most of the employees who work on City “business’ at most of the
covered firms -- potentially tens of thousands of workers. Our database did not permit an
estimate of how many people that might be. We do know that the number of affected
employeesisat least ten thousand; but in this one instance, our estimate isintended asa
minimum figure rather than afairly reliable measurement.

Over athird of the low-wage employees covered by the Ordinance work part-time, so
we have provided in our tables estimates of “full-time equivalent” (FTE) workers (computed
by multiplying the number of workers by their average weekly hours, and then dividing by
forty). Both“rea” and “FTE” counts have their uses; our FTE estimates are generally about
20% less than our head counts.

Aswe have noted, the current language of the Ordinance covers persons who work on
service contracts regardless of what proportion of their timeis spent on the City-related
work. Thismeans, in theory, that the Ordinance would cover not only alow-wage security
worker stationed at a City facility, but also alow-wage clerk who spends a small fraction of
his or her time processing the security worker’ s paycheck. Thislanguage could potentially
greatly expand the reach of the Ordinance, but our survey respondents identified relatively
few “administrative support” workers who spent time on city contracts. The numberswere
lower than expected for three reasons: first, many respondents probably overlooked
administrative workers who spent very little time on the City contracts, second, many of the
administrative workers earn more than $7.50 per hour; and third, many of the contracting
businesses are small operationsin which the owners do their own administrative work.*?
Important exceptions are firmsthat process data for the city and administrative support
personnel for social service agencies, mostly non-profits. Based on the firms reporting in our
survey, we estimate that there are between 200 and 250 administrative support workers
making less than $7.50 per hour and spending some time working on City service contracts.

12 Only fifteen firmsin our sample of 375 reported having administrative workers covered by the
Ordinance.
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We estimate that there are between 500 to 600 administrative support workers who (a) make
between $7.50 and $9.50, (b) do not have health insurance, and c) spend some time working
on City service contracts. We are somewhat skeptical of these numbers, however, because
these figures seem particularly vulnerable to underreporting by firms.

To recap, we estimate that about 4,800 workers would receive pay raises under the

Ordinance; about 2,500 more would receive health insurance; and at least 10,000 workers
(but probably a much larger number) would receive more paid days off.
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Table2.1
Service Contractors
Workers Making Less Than $7.50 Per Hour

Number of Number of Mean Wage | Percentage | Mean Days
Type Of Workers FTE Under With Some | Off
Contract Under $7.50 | $7.50 Health

Benefits

L andscape 84 61 $6.48 0.40 12
L aborer 31 22 $6.14 0.20 33
Transit 37 34 $6.46 0.90 13.3
Food
Service 206 55 $6.84 1.0 unknown
Other* 57 47 $6.76 0.6 29.3
Janitoria 501 461 $5.87 0.6 18.3
Security 526 498 $6.67 0.00 0.00
Parking 249 206 $5.39 0.2 7
Social
Services 508 305 $6.43 0.49 21
Child Care 52 43 $6.40 0.50 32
Subtotal 2250 1732 $6.25 0.36 11.7
Admin.
Support 227 155 N/A N/A N/A
Grand
Total 2477 1887 $6.25 0.36 11.7

*Category unnamed to preserve anonymity
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Workers Making $7.50 - $9.50 Per Hour

Table2.2

Service Contractors

Number of | Number of | Totd Mean Percent Mean
g |G | | e |G e
contract | ¢750- | $750- | $9.50 Bendfits

$9.50 $9.50
L andscape 77 39 77 $8.47 0.1 1238
Laborer 38 31 51 $8.22 0.6 194
Transit 55 50 59 $8.55 0.8 235
ggr?/cilce 372 105 372 $8.39 10 N/A
Other* 65 63 65 $7.50 10 226
Janitorial 6 6 6 $8.28 03 0.00
Security 59 83 58 $7.99 0.00 0.00
Parking 47 35 47 $8.25 0.00 0.00
2aa 450 240 532 $9.00 0.47 15.25
Child Care 35 35 35 $8.92 10 32
Subtotal 1204 687 1302 $8.59 0.62 108
éggggr't 568 503 568 N/A N/A N/A
Srand 1772 1190 1870 $8.59 0.62 108

* Category unnamed to preserve anonymity
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Workers Making Less Than $7.50 Per Hour &

Table2.3
Concessionaires

Workers Making Between $7.50 and $9.50 Per Hour
(Expanded Definition of Coverage: See Text for Discussion)

Type Of Number of | Number of Mean Percent | Mean
Contract Workers FTE Under Wage With Days
Under $7.50 Some Off
$7.50 Health
Benefits
Airport 1650 1532
Harbor 306 185
Recreation 313 208
& Parks
Total 2269 1925 $6.12 84% 14.6
Number of | Number of Totd Mean Percent Mean
Affected Affected Workers Wage With Days
Workers FTE$7.50 | $7.50-$9.50 Health Off
$7.50- - $9.50 Benefits
$9.50
Airport 596 586 810
Harbor 47 39 47
Recreation 28 26 28
& Parks
Total 671 651 885 $8.44 85% 16.6
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Costs. To determinethetotal cost of the added wages and benefits for the covered
workers, it was important to understand what workers currently received. Very few of those
affected by the Ordinance currently receive the minimum wage and no benefits. The
average worker who made less than $7.50 per hour earned about $6.25 per hour, so the cost
of increasing compensation to $7.50 for this group was about $10.7 million.** Similarly,
closeto half of the low-wage workers already have some form of health benefit, although
usually with significant gapsin coverage and only partial payment by the employer. We
calculated the cost of the health provisions by determining what it would cost contractors and
lesseesto bring their health insurance contribution up to full coverage. Finally, most of the
workers -- particularly those working full-time -- already received some paid days off. We
calculated the added cost by assuming an additional eight hours at the relevant hourly wage
for each additional day that each worker would be entitled to receive.

Because our surveys gave us quite specific data about the number, earnings, and
benefits of alarge sample of covered workers, most of our cost analysiswas straightforward.
The main area of ambiguity arose from health care costs under the Ordinance. Sincethe
Ordinance provides that employers can choose between giving their low-wage workers full
health insurance or paying them an additional $2 per hour ($9.50 instead of $7.50), one could
estimate the cost of health insurance as $2 * 2,080 hours per year, or roughly $4,000 per
worker per year. However, we found in the course of our survey that when employers
provided what they regarded as full health care coverage, the total cost was typically around
$2,000 per worker per year. Because the Ordinanceitself is vague about the exact amount of
benefits to be provided, we decided to calculate the medical insurance cost using both a
$2,000 per worker assumption and a $4,000 per worker assumption. Because, asit turns out,
the medical insurance isthe largest cost item in the proposal, these alternate assumptions
have a powerful effect on the total cost.

Thefina element in our cost analysisisthe “ripple effect” -- the amount by which we
anticipate wages of other, uncovered workerswill go up as aresult of the wage increasesto
those directly covered. We explain our method for determining these estimatesin Section 4.

Tables 2.4 and 2.5 show our overall cost estimates. The combined cost of the
mandated wages and benefits for service contracts and concessionaires is between $28 and
$42 million, depending on the medical insurance cost assumption. Of thistotal, only about
$11 million goes directly to workersin the form of increased compensation. The reader
should note that we have included a number of workers employed by non-profits (i.e. social
service and childcare workers) in our estimates. We included these workers because our
interpretation of the current version of the ordinance is that these workers are covered.
However, the sponsors of the ordinance have told us that non-profits were meant in most
casesto be

Table2.4

® Toillustrate, we calculated this by multiplying the wage increase, $1.32, times 2,080
(the number of work hoursin afull year), time 3,900 (the number of covered FTES).
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Total Increase In Labor Costs For Service Contractors

Amount of Increase

Type Of Cost Mandated Health Plan Mandated Health Plan
Vaued At $2,000 Vaued At $4,000

Increased Labor Cost to $5,240,557 $5,240,557

$7.50 Per Hour

Increased Days Off for $1,630,611 $1,630,611

Workers Earning lessthan

$7.50/hour

Increased Health Benefits to $3,551,214 $8,237,425

Workers Under $7.50

Increased Days Off For $1,696,084 $1,696,084

Workers Above $7.50

Increased Health Benefits For $2,869,124 $6,659,840

Workers earning from $7.50

t0 $9.50

Ripple Effect $531,304 $531,304

Total Costs $15,520,894 $23,995,821
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Table2.5
Tota Increase In Labor Costs For Concessionaires

Amount of Increase

Type Of Cost Mandated Health Plan Mandated Health Plan

Vaued At $2,000 Valued At $4,000
Increased Labor Cost to $5,401,974 $5,401,974
$7.50 Per Hour
Increased Days Off for $1,952,360 $1,952,360
Workers Earning lessthan
$7.50/hour
Increased Hedth Benefitsto $2,753,755 $7,270,200
Workers Under $7.50
Increased Days Off For $578,321 $578,321
Workers Above $7.50
Increased Hedth Benefits For $915,892 $2,684,763
Workers earning from $7.50
t0$9.50
Ripple Effect $373,177 $373,177
Tota Costs $11,975,479 $18,260,795

exempted. Exclusion of these persons would reduce our overall cost estimates by between
10%to 15%.

Finally, we include more lessees and concessionaires in our analysis than are included
in the City Attorney’ sworking definition of coverage by the ordinance. Under the City
Attorney’ s present interpretation of the ordinance, covered concessionairesinclude: Airport
food and beverage concessionaires; Recreation and Parks snack concessions, driving ranges,
golf cart rentals, golf and tennis pros; and Harbor tugs and tours. Because this definitionis
still in flux, we broadened the City Attorney’ s working definition above to include the
following : Airport gift concessions; Harbor marina operations, restaurants and gift shops;
and Recs and Parks restaurants and amusement concessions. We decided not to include
some categories like Airport car rental s because the sponsors told us that they did not intend
for the ordinance to cover these lessees. Because the bulk of the covered workerswork in
the Airport food and beverage category -- acategory included in the City Attorney’ sworking
definition -- the cost estimatesfor the City Attorney’s“narrow” interpretation and our
“broad” interpretation do not vary greatly. Using the narrow interpretation of coverage of
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concessionaires reduces the cost estimates for |essees and concessionaires by about 20% and
the overall cost estimates by about 10%.

Discussion. What may be most striking to many readersis the substantial disparity
between these cost figures and those published in other studies: the Riverside study, for
example, came up with atotal cost estimate of $93.3 million, and the Carlson rejoinder,
which used the $93.3 million as a base before making adjustments, argued that thisfigure
should be even larger. It isquite helpful to examine the sources of these differences.

The Riverside analysis estimated that firms covered by the Ordinance employed about
10,600 workers earning less than $7.50 per hour. Our estimate is about half that size. There
aretwo easily identified reasons why the Riverside estimate was higher. First, the Riverside
authors concluded that several large economic assistance recipients were covered (the
Ordinance, at the time the Riverside study was done, had a somewhat lower threshold for
coverage as an economic assistance recipient.** Second, the Riverside study apparently
assumed (again, perhaps because of more inclusive language in the proposal they studied)
that the Ordinance reached all low-wage employees of the covered firms, rather than just
employees engaged in City-related work. 1f account istaken of these two differences, the
Riverside estimate of covered workerswould actually be significantly less than our estimate,
though it is not possible to say exactly how much less.

Riverside's method of determining the number of low-wage workers at covered firms
was quite different than our own method. The Riverside study did not rely on surveys of
employers, but instead classified covered firms by industrial type and then used government
datato analyze the distribution of worker wages at firms of that type. This approach had the
advantage of not relying on the accuracy or completeness of employer-provided information
on low-wage workers. It had the disadvantage of dealing with industry-wide averages, rather
than the actual population of covered firms. The rough similarity of both of our estimates,
when account is taken of changesin the Ordinance’ s coverage, bolsters our confidence that
our estimate isroughly accurate and is certainly not (asthe raw cost numbers might suggest)
asubstantial underestimate.

Aside from differencesin the number of affected workers counted, the Riverside
study also had three significant differences from our analysisin cost calculations. First, the
Riverside study (again relying on government data) found that the “under $7.50/hour”
workers had average earnings of $5.64 per hour; our employer-derived data showed an
average wage of $6.25 per hour. Riverside’slower wage estimate produced a higher
Ordinance cost estimate® Second, the Riverside study estimated adramatically larger

* We are not certain that the Ordinance’ s language changes accounts for Riverside' sinclusion of some
economic subsidy beneficiaries. Our reading of the study suggests that they found some of these firms
received large enough subsidies to be covered even under the current language of the Ordinance (see our
section, below on economic assi stance recipients).

'* There is something to be said for each finding. Our wage estimate fits better with well-documented
patterns of general wage distributions for low-wage workers (i.e., the average wage of al U.S. workers
earning between the minimum wage and $7.50 per hour is close to $6.25) and popped up consistently
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“ripple” effect on higher-wage employeesthan we did. Although Riverside’'s method for
calculating the “ripple”’ effect was similar to oursin some ways, we believe that the authors
applied the method erroneoudly. Third, the Riverside study assumed that health insurance
coverage would cost $4,000 if the employee did not currently have health insurance, and $0
if the employee did have some coverage. They estimated that only 28% of the covered
employees lacked health insurance, based on statewide statistics. Our method looked not
only at who currently had health coverage, but how much the employer currently paid, and
then measured the gap between current payments and the cost of either $2,000 annual
coverage or $4,000 annual coverage.

The point of thisdiscussion istwofold. First, there are concrete reasonsfor the
differencesin cost estimates between the Riverside study and our own; each estimateis
based on a systematic methodology. Second, most of the differencein our estimates
disappearsif changes made to the Ordinance’ s proposed provisions, after the Riverside study
was begun, are taken into account. Third, nothing in the detailed differences of specific cost-
estimating methods or results persuades us that our estimates are significantly off-target; on
balance, our review of Riverside’ s methods and findings strengthens our confidence in the
estimates we have given in this section.

Economic subsidy recipients. One of the most controversial aspects of the Ordinance
has been itsinclusion of firms that receive economic assistance from the City of Los
Angeles. The Mayor’s Office of Economic Development contends that this provision will
make the City’ s economic assistance programs deterrents rather than stimulants to new
business entry and formation. Business|eaders who oppose the bill have made similar
arguments. As noted above, we concluded in our analysis that probably none of the current
recipients of economic assistance from the City would be covered by the Ordinance asitis
now written. The purpose of this section isto explain how we reached that conclusion.

In this realm of economic subsidies, the City did not provide us with the kind of
survey datait compiled for a core of service contractors and lessees, and we did not try to
conduct our own survey. What we gathered in this area, instead, was data on the types of
economic subsidy programs that exist within the City, lists of recipients, and the likely
applicability of the Ordinance to each program.

Asdiscussed in Section 1, firms receiving economic assistance are not covered under
the Ordinance unless they receive a subsidy of at least $100,000 annually or over $1 million
at onetime. Note that the amount to be measured isthe net subsidy, not the gross level of
assistance. Thus, firm receiving a$3 million loan from the City with aten years repayment
schedule and an interest rate 2% below market would not be reached by the ordinance,
because the subsidy is no more than $600,000 (or $60,000 per year, if measured as aflow
over thelife of theloan). Thus, by the standards of most city economic development

across awide range of respondents; the Riverside estimate is not susceptible to misreporting by
employers and is more consistent with data gathered by the Living Wage Coadlition through interviews
with a small sample of covered workers.
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programs, thisisafairly high standard. Asthe examplesin Table 2.6 illustrate, none of the
programs we examined had any beneficiaries who were clearly above these thresholds.

Other aspects of this provision also limit its reach. The Ordinance apparently*® only
appliesto programs where the purpose of the economic assistance is economic devel opment
or job creation. This probably eliminates the City’ s substantial housing devel opment
programs, athough economic development is arguably an ancillary purpose. The Ordinance
isalso cast in terms of financial assistance coming from the City itself. Read literally, this
would imply that a corporation that receives the proceeds from an industria revenue bond
would not be covered, since the “subsidy” in such abond isthe lower interest rate that results
from the bond’ s exemption from federal or state taxation. Similarly, avariety of City
economic programs are largely pass-throughs of federal money. It isnot only unclear
whether such funds are considered city subsidies under the Ordinance; it is also possible that,
for some programs at least, federal regulations would restrict the sorts of conditions placed
on this assistance by the Ordinancel’

We thus conclude that few, if any current economic subsidy programs operated by the
City would be covered by the Ordinance. It iscertainly possible that future economic
development effortsin Los Angeles could occur on alarger scale and be covered by the
Ordinance. Inlater sections of thisreport (in particular, Section 9), we discuss the merits of
retaining alargely theoretical coverage of economic assistance recipients in the Ordinance.

1% Sec. 10.37.1 (). Thislimitation seems clear enough in the second paragraph of this subsection, but
the subsection as a whole is somewhat ambiguous on this point.

" The authors of the Ordinance are well aware of these issues, but no final interpretation of the
Ordinance' s reach has been determined yet.
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Table2.6

Summary of Some Key Economic Assstance Programs And
The Likely Reach of the Ordinance to Recipients

Development Bank

technica assstanceto
businessesintargeted

Program Mechanism Reach of Ordinance
Department of Water Firmsthat move or Hundredsof firmsreceivesubsidies
& Power (DWP): expand operationswithin | under this program, but according to
Enterprise Zone designated enterprise DWP, thelargest current participant
discount zonesreceive 25% of f in this program receives an annual

some DWP charges subsidy of lessthan $60,0001®
Community Providesloansand Only ahandful of firms have yet

borrowed funds under this new
program, and only a portion of the

program; has specificjob-
Creation requirements
(onejob for each $30,000
in funding).

geographic zones. assistance comes from the City.
None of the loansto date are above
the Ordinance thresholds. The only
probable area of coverage would be
thebank itsdlf -- that is, the Ordinance
might well apply to the staff of the
bank.
Job Training With federa funds, According to program administrators,
Partnership Act provideswagesubsidies | JTPA participants are predominantly
to displaced workersto coming from relatively high skill jobs
help a prospective new that pay more than $10 per hour, and
employer cover the cost their wages under the program are
of retraining. generdly at or abovethat levd.
Industrid Floats tax-free bonds The subsidy in the bondsfloated over
Deve opment under municipal the past year is below the Ordinance
Authority bond immunity fromfederal or | thresholds; inany case, subsidy is
program state taxation, and loans hard to characterize as City-based,
proceedsfor private rather than state or federal.
economic development
projects
Section 108 Program Similar totheIDA bond | Thesubsidy in the bondsfloated over

the past year is below the Ordinance
thresholds; in any case, subsidy is
hard to characterize as City-based,
rather than state or federal.

'8 |t should be noted, however, that the Riverside study secured DWP data earlier this year; according
to the study, this data shows four firms over the $100,000 annual threshold.
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Section Three: Productivity Effects of the Ordinance and the* L abor-L abor”
Substitution Effect

One of the principal goals of the Ordinance isto increase the productivity of workers
engaged in City business, and the quality of work performed for the City. There arefour
ways that such an improvement might occur: (@) if workers receiving the higher pay and
better benefitsincrease work effort and become better employees; (b) if the pay and benefit
increases, by reducing worker turnover, increase the average level of worker experience and
cause the employer to invest morein worker productivity by providing moretraining; c) if
the pay and benefit increases, by making the jobs relatively more attractive to the labor force
generaly, enable employersto hire “better” workers; or (d) if, at higher wages, employers
require more effort from employees.

There has been some research suggesting that each of these effects occurs when pay
goes up, at least to some degree. However, we believe that only (b) and © have really been
firmly established by that research. Worker turnover does decline when wages go up,*°
largely for the common-sense reason that when workers get araise, they have a greater stake
intheir job. Lower turnover helps productivity primarily by reducing the number of
inexperienced workers2°

It isaso well-established that employers gradually change the composition of their
workforce when wages go up.?* This, again, is common sense: if ajob suddenly pays more,
then when employers advertise an opening, they will get more applicants and applicants with
stronger “credentials’” -- more years of schooling, more relevant experience, and so on. What
Is hard to measure isthe rate at which this“ substitution” of new workersfor old workerswill
occur; much depends on the size of the wage change, the rate of attrition of old workers
(recall that turnover hasfallen), and the nature of the job. Usually, this effect -- known asthe
“labor-labor substitution effect” in the literature -- takes place gradually, but over the long-
term has a significant impact on the human capital makeup of the workforce??

' Richard Freeman and James Medoff, What Do Unions Do? (New Y ork: Basic Books, 1984),
Chapter 11.

2% |_ower turnover also helps to persuade employers to invest in training, since it gives employers a
greater expectation that training they provide to their workers will not “disappear” quickly through
turnover. However, most labor economists believe that employers generally make employees “pay” for
some of their training in the form of lower wages. A wage floor can eliminate this possibility, and thus
could offset the other incentive for training. It is unclear how these two effects “net out” on the training
issue.

! See. e.g., Danid S. Hamermesh, Labor Demand (Princeton: Princeton University Press, 1993),
Chapter 3.

22 Charles Brown, Curtis Gilroy, and Andrew Kohen, “The Effect of the Minimum Wage on Employment and
Unemployment,” 20 Journal of Economic Literature 524 (June 1982).
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Thereisgood reason for the City to take these productivity changes seriously. When
the City contracts out for services, it isdifficult to compare bidders on grounds other than
price. Bidders may thus have an undue incentive to minimize on labor costs and provide
lower quality services so that they have the lowest bid. Biddersthat plan to use more or
better quality labor may thus be frozen out of the competitive process. These situations are
hard to correct if the City has poor information about service quality. Setting a minimum
wage for service contract workersisthus a plausible strategy for setting service standards.

There are afew disadvantagesto this strategy. First, an al-inclusive Ordinance
probably reaches further than it needsto in pursuit of better productivity and higher quality.
There may be areas where performanceis easy to observe (e.g., landscaping) or where
particular types of work are done well by low-wage workers. Second, it is difficult to know
whether the City is getting it's money’ s worth -- exactly because productivity gainsin many
areas are hard to observe, and there is reason to be skeptical of how much productivity could
go up in jobsthat inherently involve little training (e.g., parking attendants). Third, the
labor-labor substitution effect can gradually displace many of the very workers that the
Ordinanceistrying to assist.

We conclude that the Ordinance islikely to produce tangible benefits for the City in

higher productivity on service contracts. A more targeted Ordinance would probably reap
these benefits more efficiently, however, while minimizing unintended side effects.
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Section Four: “Ripple’ Effectsof the Ordinance

Economists who have analyzed the effects of minimum wages have noted that
mandated increases tend to increase earnings not onl y of personsdirectly covered by the
increase, but of those just above the new minimum.* For example, if agroup of workers
who are currently paid $5.50 per hour is supervised by someone who is paid $7.50 per hour,
then amandate increasing all the workers' wagesto $7.50 per hour will probably produce a
demand by the supervisor for araise. If thejob that used to be paid more highly is actually
“harder” in some way, then that worker may not have an incentive anymore to take the more
demanding position.

This“ripple” effect undoubtedly exists, and adds to the cost of the Ordinance. The
interesting and more difficult question concerns the size of theripple effect. The Riverside
study (which called thisthe “wage contour” effect) assumed that the wage increases for
workers earning under $7.50 would have sizeable ripple effects. an average 15% increase
for workers earning between $7.50 and $9.49 (about $1.25 per hour) ** and an average 7.5%
increase for workers earning between $9.50 per hour and $11.50 per hour (about 80 cents per
hour). Theselarge effects substantially increased the Riverside study’ s estimate of the
Ordinance’s cost.

Our analysis suggests amuch smaller ripple effect. The available labor market
research suggests that when a new minimum wage increase goes into effect, the wages of
those just above the new minimum tend to experience an increase no more than half the size
of theincrease received by workers at the bottom.*® We can thusimagine aseries of ripple
effects, each half aslarge as the one before it, radiating up from the new minimum wage.

Aswe noted in the last section, the average wage of workers below the Ordinance' s
$7.50 living wage threshold is currently $6.25 per hour; so the average increase for the
workers actually covered by the ordinanceis $1.25. We assumed, therefore, that workers
currently at a$7.50 wage would see awage boost, on average, that was half aslarge -- 62
cents -- to $8.12 per hour. The employees that these workers “catch up” with would, in turn,
seeincreases of 31 cents per hours, to $8.43. Modeled in thisway, the ripple effect peters
out at about $8.75 per hour. The average wage increase for workersin the $7.50 to $9.50
range, if this model is accurate, would be only 2.5%, rather than Riverside’ s 15%.2°

% David Card and Alan B. Krueger, Myth and Measurement (Princeton: Princeton University Press, 1995),
chapter 9.

4 Pollin at 8-9.

?® Card and Krueger report that in the 1990-91 increase in the minimum from $3.25 to $3.80, workers
in the 5th percentile of hourly wage workers (essentially, those covered by the increase) experienced a
rise in wages averaging 18% (roughly the amount of the increase), while workers at the 10th percentile
(just above the new minimum) experienced a 7% increase in wages.

?® The Riverside study’s methodology was not dramatically different from ours, but produced large
differencesin cost estimates because (a) the authors found an average wage of covered workers of $5.64
rather than $6.25, thus producing a much larger “ripple,” and (b) the authors assumed that the “ripple”
would affect amuch broader swath of workersin afairly homogenous way.
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Moreover, unlike the Riverside analysis, our analysis includes no increase for those in the
$9.50to $11.50 range. Thisis consistent with the Card & Krueger analysis showing that
ripple effects only affect asmall part of the wage distribution.

Our surveys of employers also give us agood handle on how many workers arein the
wage range affected by the ripple effect. Combining these numbers with the analysis
conducted in the last section, the model we just described would predict aripple wage effect
of about seven centsfor every dollar in mandated wage increases (see Tables 2.4 and 2.5).

More complex models. The analysis we have just described istoo simplisticin
severa ways. Let’sbriefly consider three complications:

1) Counting benefitsin the ripple effect. Suppose that in our example above, the
$5.50 workers didn’t have health benefits and the $7.50 worker did. The Ordinance will give
the $5.50 workers both awage increase and more benefits. Thiswould make the ripple
effect bigger, because the low-wage workers are getting abigger increase. A bigger ripple
will also extend further up the wage ladder before it peters out. On the other hand, workers
tend to pay more attention to their absolute and relative money wages than to their benefit
packages, which would tend to make this factor lessimportant.

2) Counting workers not engaged on the city contract. We have assumed in our
model that the only workers directly affected by the ripple effect are other workers engaged
on the same contract as the covered workers. This may be unredlistic. Employers may find
it difficult to pay workers engaged in city business no less than $7.50 per hour, while paying
other workers $5.75 per hour, or to have dual benefit systems. Of course, since much of the
covered employment occurs on city property (e.g., acashier at aLAX concession, or a
janitor inthe Central Library), and isthus physically separate from the employer’ s other
operations, it might not be so difficult to maintain a distinct wage structure on the city
contract; it'shard to say.

3) Thelabor substitution effect. Aswe discussed above, higher mandated wages will
lead employersto gradually change the makeup and the nature of the covered jobs. Workers
will probably be given more responsibilities, and perhaps more training; new hires will come
to the jobs with higher skill levels. Thiswill tend to reduce the ripple effect, because it
reduces the substantive gap in skills and job demands between covered workers and
uncovered workers, and thus reduces the need or justification for preserving a wage gap.

Wethink that all three factors are real, but we do not know how to measure them.
Moreover, since these effects are largely peculiar to the “ partial market coverage’ of the
Ordinance, earlier studies of general minimum wage increases are unhelpful. We take some
comfort from the fact that the third effect cuts against the first two, reducing their collective
Impact on any estimate. We would be more concerned about our uncertainty if we thought
that the effect waslikely to be quite large, or if the core ripple effect played amajor rolein
our overall cost estimate. Asitis, we simply note that our ripple effect estimate is more
specul ative than our other cost estimates.
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Section Five: Unemployment and Secondary M arket Effects of the Ordinance

A common argument against minimum wage legidation isthat it hurts low-income
workers by raising unemployment. The economic argument issimple: wages reflect the
marginal productivity of workers. If wages are forced up, then employers are asked to pay
workers more than the worker generates for the employer, and many workerswill
consequently belaid off.

There has been agreat deal of empirical research on how the theory trandates into
real |abor markets, and the picture that has emerged is somewhat more complex. Much of
the research focused on the “elasticities’ of the demand and supply for low-wage labor. If
the élasticity of demand and supply for labor were “unitary,” for example, then a10%
increase in the minimum wage would produce a 10% decline in employment. (Notethat if
thiswastrue, the overall incomes of low-wage workers would remain virtually unchanged.)
The research consensus reached by the mid-1980s was that the demand for low-wage labor
was actualy fairly inelastic, so that a 10% increase in the minimum wage produced a 1-3%
drop in overall employment?’ These figures are misleading in an important sense. Nearly
all of the studies of the impact of minimum wages did not look at individual firms, but
instead looked at the general level of employment among some groups of workers that
typically earned something close to the minimum wage (e.g., teenagers). This aggregated
employment data for an entire group included many individuals who actually earned more
than the minimum wage.

The debate became more tumultuous -- and, for academics, more interesting -- with
the 1994 publication of research by Princeton economists David Card and Alan Krueger,
who conducted a careful empirical analysis of changesin employment in New Jersey and
Pennsylvaniafast food restaurants after New Jersey raised its minimum wage in 1990.2
Card and Krueger found no net loss of jobsin New Jersey (and in some casesgains). They
argued that classic “elasticity” analyses were flawed in examining very low-wage markets
because the structure of these markets produced monopoly-like effects among employers?®
Card and Krueger also argue that employment losses are mitigated by the “shock” effect of
the increase in the minimum wage. According to thisidea, firmsthat face a sudden increase
in costs react by looking harder at ways to become more efficient. The problem with the

" Brown, supra note 22.

?®Card and Krueger, “Minimum Wages and Employment: A Case Study of the Fast-Food Industry in
New Jersey and Pennsylvania,” 84 American Economic Review 772 (1994).

?In a 1995 book that expands on these findings, Myth and Measurement, Card and Krueger resurrect
the monopsony model of labor markets, which does in fact predict that within some range minimum wage
increase will actually increase employment. There are two problems with the monopsony model. Fird, it
requires either that firmsin alabor market act in concert when setting wages or that workers are badly
misinformed about alternative wage opportunities. Neither of these assumptions seem very plausible for
most labor markets, and particularly not for the fast-food labor market on which Card and Krueger focus
their research.
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shock theory isthat it would also seem to predict a decline in employment since more
efficient firms can do lesswith all resources, including labor. The point hereisthat
economists are still very much in disagreement as to how to explain the Card and Krueger
findings and, thus, reluctant to assume that they can be widely generalized.*°

Nonetheless, Card and Krueger’ s research has convinced many labor economists that
the unemployment effects of small increasesin the minimum wage are quite small. Thiswas
highly relevant to the national debate on raising the minimum wage, and probably helped to
carry the day for minimum wage advocates thisyear. Thisresearch islessrelevant, however,
to an increase like that proposed in the Los Angeles Ordinance, because the wage increase
under the Ordinance ismuch larger. The New Jersey wage hike lifted aworker making the
minimum of $4.25 to $5.05, an increase of up to 20% which brought low-wage workers from
roughly the 2nd percentile of the income distribution to the 6th percentile. The Los Angeles
Ordinance would give aworker at the current minimum ($4.75) araise of 58%,* though the
typical $6.25/hour worker’ sincrease would be closer to 20%. Moreover, since the
Ordinance a so requires benefit increases, the total compensation of workers (and the
effective cost to employers) would be still higher -- 30% to 40% for most workers. Finaly,
since the place of these workersin the income distribution also rises more significantly
($7.50 an hour would place them around the 25th percentile of hourly workers), the unusual
dynamics of the bottom-end market studied by Card and Krueger are less applicable®

The size of the Ordinance’ s wage increases therefore suggests that, as ageneral
matter, the unusually low unemployment effects found in Card and Krueger’ s research will
probably not apply here. But are there other special circumstances that make the context of
this Ordinance different? Yes, there are. The reason these employment losses happenis
because when wages go up, three things tend to happen: employerstry to get each employee
to do more work than before; employers substitute machinery for labor; and the overall
demand for the employer’ s product goes down (as pricesincrease), reducing the need for
workers. Before directly transferring the general economic finding about employment
effects to the specific contexts covered by the Ordinance, one should think about these
contexts. Arethese work sites where machinery can be substituted for labor, or where afew
higher-skilled workers can do the work previously done by more lower-skilled employees?

% There is even some disagreement as to whether Card and Kreuger got their numbers right in their
initial articleon the New Jersey fast-food industry. See Ronald Ehrenberg, ed., “Review Symposium:
Myth and Measurement: The New Economics of the Minimum Wage,” 48 Industrial and Labor Relations
Review 827-49 (1995). We note that Card and Krueger's subsequent book does not rely on this one
dataset, but contains an array of analyses that most commentators have found substantive and worth
taking very serioudly.

% Note that since Proposition 210 has already mandated an increase to $5.75 by next fall, that wage
rate should probably be treated as the effective minimum, which would imply an increase of 30% in
wages.

%2 Card and Kreuger agree; they note more than once in Myth and Measurement that they “suspect that,
at sufficiently high levels of the minimum wage, the predicted employment losses of the standard model
will be borne out.” (p. 355)
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Isthe demand for city services going to declineif pricesgo up? Thefirst questionisan
empirical one on which we have no original information. One can imagine that in some
types of covered jobs, such asjanitorial work, there are waysto increase theratio of capital
to labor (better cleaning machines) or hire fewer, more productive workers. In other types of
covered work, such as anewsstand cashier, there may be very little substitution opportunity.
What this meansis that the unemployment effects are likely to vary across different work
settings. Our assumption, however, isthat on average, the work settings covered by the
Ordinance will approximate the general market. The second question is still more difficult to
answer, sinceitislargely apolitical question: would the City provide funding if the
contracts cost more, or would it hold funding constant and, if necessary, accept declinesin
service? Thisturns out to be quite important. If the City “passes through” al increasesin
contractor coststo its own budget, employers would not have to make any tradeoffsto
economize on costs, and the unemployment effects would be much smaller3® If the City
holds contracting costs constant and accepts some declinesin service, the unemployment
effectswould berelatively large. Inthisanalysis, we will develop estimates corresponding
to each of these assumptions.

The Secondary Market. The Ordinance only applies, of course, to asmall part of the
Los Angeleslabor market. Inthissenseit isfundamentally different from conventional
minimum wage legislation, which typically applies to 85% or more of the labor market and
tendsto cover al labor markets within particular industrial or service categories. This
distinction between “ partia” and “ predominant” coverage has important practical
implications for the effects of the Ordinance. If nearly all of alabor market is covered by the
minimum wage, then persons who lose their jobs because of the higher wage s mply remain
unemployed. If only part of alabor market is covered, however, workers who are displaced
by the higher minimum look for jobsin the rest of the economy -- the secondary market3*

If workers displaced by the Ordinance look for work in the secondary market, it is
obvious from atheoretical point of view what the general effectswill be. With the number
of workers competing for jobsin the secondary market going up, wages paid to workers
(aside from those aready at the statewide minimum) will go dlightly down (very dightly, if,
as here, the secondary market isfar larger than the covered market). The lower wages cut
two ways. First, they produce somewhat higher employment in the uncovered market (just
as higher wages in the covered market produce less employment). This means that most of
the displaced workers find other jobs, though sometimes these new hires displace existing
workers. Second, even the dlightly lower wagesin the uncovered market could offset some
of the gainsto workersin the covered market and affect the overall income transfersto
low-wage workers.

%% Employers paying the higher wage would still have an incentive to substitute capital for the now
higher-paid labor, so there might still be unemployment effects.

% Neither the Chicago nor the Riverside studies mentioned this effect, but there is a significant
literature on secondary market effects in areas where part, but not al, of an occupation is unionized.
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One possible twist to the account above occursif some displaced workers choose to
“wait” in the covered market for ajob opening at the minimum wage. If these “wait-
unemployment” effects are important then there will be less pressure downward on wagesin
the uncovered market but net displacement will be higher because some workers wait for the
better
paying jobs to open up rather than choose to become absorbed into the uncovered market.
An important assumption of the wait-unemployment model, which is controversial, isthat it
assumes that aworker cannot look for ajob in the covered market while working in the
uncovered market. Inany case, both the “pure spillover” account and the “wait
unemployment” account predict less employment overall but have different predictions about
what happens to the wage in the uncovered market.

Estimating the Unemployment Effect. How do these complexities trand ate into actual,
concrete estimates of the unemployment effects of the Ordinance?

Becausethe size of the wage and benefit increases mandated by the Ordinance
islarge, and pushes workers significantly up the income distribution ladder,
the conventional assumptions about displacement effects of a minimum wage

apply here.

There is enough variation in estimates about the elasticity of labor demand and
labor supply to justify using several different estimates. By using arange of
empirically derived estimates of theseelasticities, we can produce asin Table
5.1, “high”, “low” and “best” estimates of these effects. Theseelasticitiesare
the best estimates of experts who have carefully reviewed the empirical
literature®

Because the Ordinance only coversatiny fraction of the market, however, one
must apply these sameelasticities to the uncovered, “ secondary” market,
where most of the displaced workers are hired by uncovered firms.

% Ehrenberg , in his widely used labor economics text, reports that the conditional elasticity of demand
is probably in the range of -.15 to -.5 and that the unconditional elasticity of demand (which isthe
appropriate measure in this case) may be as high as -.75( See Ronald G. Ehrenberg and Robert S. Smith,
Modern Labor Economics (New Y ork: Harper Collins, 1991), chapter 4 at 115). We, therefore, use-.25t0-.75 as
the range of possibilities and use -.50 -- the midpoint -- as our “best” estimate of the unconditional
elasticity of demand. Studies of the elagticity of labor supply consistently find that the supply of labor is
very inglastic. Prior to 1990, a consensus estimate was probably .1 ( See John Pencavel, “Labor Supply of
Men: A Survey” in Handbook of Labor Economics, Volume | (New Y ork: North Holland, 1986)). An
influential 1991 study of the labor supply of low wage men found alabor supply elasticity of .30 (See
Chinhui Juhn, Kevin M. Murphy and Robert H. Topel, “Why Has the Natural Rate of Unemployment
Increased Over Time?’, Brookings Papers on Economic Activity, 2:1991). Thelikely figureis
somewhere between the old (.1) estimate and the Juhn et a estimate of .3. Therefore, we use an dagticity
of supply of .20 throughout.
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The response of the City to increased costs experienced by contractorsis quite
important in determining the overall unemployment effects.

The cost of health insurance under the Ordinance (of which we provided two
estimates of in Section 2) is aso important in determining unemployment
effects; more workerswill be displaced if costs are higher.

Table 5.1 shows how these factors interact to produce particular unemployment
effects under the Ordinance. Wefirst show the unemployment effectsif the City respondsto
these contracts the way a private business or consumer would respond to an increasein the
cost of aparticular service -- partly by paying more, and partly by buying less. Under this
assumption, our best guessis that the Ordinance would displace 956 workersif the a $2,000
health insurance policy satisfies the Ordinance (see Section 2 for an explanation of this
figure), and 1,316 workersif a ($4,000 health insurance policy is effectively required by the
Ordinance). Of these workersinitially displaced, about 275 workers would not regain
employment in the uncovered sector under the modest health plan and about 375 workers
would not regain employment under the more generous health plan. The reader should keep
in mind two caveats. These numbers could be higher if some of the displaced workers
chooseto “wait” in the covered sector for a position to open up and will be lower if the city
“pays’ for the higher costs either by raising additional revenues or reducing the amount spent
on other contracts that do not involve low wage workers.

A crucia assumption in the upper part of Table 5.1, which we now relax, isthat the
City’ sresponse to the increase in contracting costsis concentrated on the firms utilizing low
wage labor. Such an assumption is reasonable for profit-maximizi ng entities but may not
carry over to not-for-profit entities like municipal governments. Instead, the increasein costs
may get spread over agreater range of City contracts, or the City might decide as a matter of
policy to absorb most of the higher costs. In this case, the disemployment effectsfor low
wage workerswill be considerably smaller. In the bottom row of table 5.1, we assume that
the increase in contracting costs are spread over the entire range of city contracts. Inthis
case, the overall reduction in employment of low wage workersis considerably smaller,
about 58 for the modest health plan and about 75 for the more generous health plan. The
reader should keep in mind that although the spreading of contracting costs reduces the
reduction in employment for low wage workers, the overall disemployment effects, taking
into account the effects on higher paid workers, will be similar to what has been discussed
above. In other words, unless revenues increase or transfer programs are reduced, workers
either directly or indirectly employed by the City will lose their jobs in the approximate
numbers specified in our first scenario.
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Table5.1
Predicted Employment Effects of Living Wage Ordinance

Displaced Workers

Net Reduction in

in the Covered Employment
Market Displaced Workers
Not Absorbed Into
the Uncovered
Market)
Elasticity | Elasticity | Elasticity | Modest | Generous | Modest | Generous
of of of Health | Health Health | Health
Demand Demand Supply Plan Plan Plan Plan
in the in the
Covered Uncov'ed
Market Market
Predicted Effectsif the City’ s Response to Increased Contract Costs Focuses on Covered Firms
Low 0.25 0.25 0.2 478 658 210 290
Best 0.5 0.5 0.2 956 1316 275 375
High 0.75 0.75 0.2 1,434 1974 301 414

Predicted Effects on Low Wage Workers if Costs Are Spread Across All City Contracts

Best 0.1 0.5 0.2 192 263 58 75

Income Effectsin the Secondary Market. Given the limited coverage of the
Ordinance, the secondary market effect is quite powerful in offsetting direct unemployment
effects. However, thereis a negative side-effect: in order to absorb these additional workers,
average wages in the secondary market must decline very dightly. Wethink it likely that
this reduction will nontrivially offset the wage gain to covered workers. To see why,
assumefor illustration an elasticity of labor demand equal to one in the secondary market, so
that a 1% increase in employment occurs if the wage decreases by 1%. With this
assumption, the total wages paid in the uncovered low wage labor market must remain
constant to absorb any additional workers and, therefore, average wages must decline
dightly. Thisdlight decline in average wages, under the assumption that the elasticity of
labor demand equals one, would reduce the net transfer to low wage labor by an amount
equal to the payments made previously to displaced workers.

We used atwo-sector model of labor markets, avariety of elasticity parameters and
different assumptions about cost spreading to seeif there were any clear patterns of the
magnitude of this offset, and found that there was not: the results varied from almost no
offset to complete offset. Given the sensitivity of the outcome to the actual parameters,
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including the City’ s response to higher contracting costs, we think it issimply too
speculative to estimate how large the offset will be. However, thisanaysisisareminder that
the amount of income transferred to low wage workers by the proposed ordinance depends
importantly on how the City responds to an increase in contracting costs. If the City alows
cost pass- throughs on affected contracts, then both the reduction in employment will be low
and the transfers to low wage labor will be high. If, however, the City does not alow cost
pass- throughs, then the employment reduction will be significantly higher and the transfer to
low wage labor will be significantly lower.
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Section Six: Thelncome and Poverty Effects of the Ordinance

Both the Chicago and the Riverside studies assumed that all of the workers covered by the
Living Wage proposals would be low-income workers. This assumption had the effect of
increasing the “ anti-poverty” impact of the proposals, but also produced a powerful side-effect:
the loss of other government benefits. Both studies predicted that this side-effect would be large --
approximately 30 or 40 centsin lost benefits (including in-kind benefits like food stamps and
Medicaid) for every dollar in higher wages. The Carlson study argued that, because of both
benefit losses and tax increases, workerswould only receive 15 centsfor every dollar of mandated
wage and benefit increases.

We believe these analyses are wrong in two important respects. If the statistical analysis
described in this section is correct, most of the low-wage workers covered by the Ordinance are
not living in poverty households, and the participation rate of these workersin social programsis
lessthan complete. Asaresult, both the number of people in poverty affected by the Ordinance,
and the loss of government benefits resulting from its higher mandated wages and benefits, are
much lower than prior analysts have assumed.

We base these conclusions on the analysis of datafrom the Current Population Survey
(CPS), an in-depth study of some 65,000 househol ds undertaken by the Census Bureau on a
continuous, rotating basis. The CPS uses in-person interviews to collect awide range of data
on individual wages, other sources of household incomes, taxes paid, and personal
demographic characteristics. We secured data from the March 1996 CPS for the entire
United States, and analyzed low-wage workers in the United States generally, and in Los
Angeles County in particular. The principal reason for including national aswell aslocal
dataistherelatively small sample sizesinvolved in purely local analyses. The number of
Los Angeles workers in the 1996 CPS with hourly wages under $7.50 is only around two
hundred. Tables6.1 and 6.2 show this datafor these two populations.

What these tables show isthat amagjority of low-wage workers are not the sole or
even principa sourceincome in their household or family. Of those low-wage workers who
do not live alone, less than one-quarter are the only wage earner in their family. The average
low-wage worker’ s earnings make up less than one-third of the family’ stotal income. Asa
result, most low-wage workers do not live in families that are below the poverty line. InLos
Angeles County this year, about 22% of the low-wage workerslived in poor families (e.g.,
less than $16,000 for afamily of four); another 22% lived in near-poor families (e.g.,
between $16,000 and $24,000 for afamily of four). The data does also suggests that this
incidence of poverty is higher in Los Angelesthan in the nation as awhole -- nationally, only
32% of the low-wage workers are part of poor or near-poor families. Thisisnot surprising,
because there is a higher-than-average concentration of low-wage jobsin Los Angeles, many
of them filled by recent immigrants. In other words, fewer of the low-wage jobsin Los
Angeles are taken by suburban teenagers; more are taken by inner-city heads of households.

Tables 6.3 and 6.4 show more precisely the family income distribution of low-wage
workersin the United States and Los Angeles County. These tables break the family income
distribution into ten equal deciles; familiesin the first decile have incomes that place themin
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the bottom ten percent of the total distribution; familiesin the tenth decile have incomes that
place them in the top ten percent of all families. This data shows that, while low-wage
workers are more heavily lumped near the bottom of the income distribution than other
workers are, they are nonethel ess spread across al income levels. Essentialy, low-wage
workersin high-income families are “ secondary” workersin their families, whereasin low-
income families they are the principal earner.
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Table 6.1

Characteristics of Los Angeles Workers with Low-Wage Jobs, March 1996

Characteristics of Los Angeles Workers
All Workers Workerswith | Workers with
WagesBelow | Wages Below
7.50 9.50

Individual Characteristics
Female (%) a47.7 50.1 484
Nonwhite (%) 25.0 22.5 22.8
Hispanic (%) 451 60.7 59.3
Aged 16-19 (%) 4.2 9.4 7.5
Aged 20-24 (%) 15.5 25.3 23.9
L ess than high school education 244 40.8 36.9
Family Characteristics
Living Alone (%) 25.6 23.5 24.0
Only Wage Earner (%) 424 40.4 40.7
Family Income Last Y ear $40,616 $27,316 $29,315
Family Recelved Welfare Last Y ear (%) 3.3 6.4 54
Family Received Food Stamps Last Y ear 4.1 8.4 6.8
(%)
Family Poor (%) 10.2 21.6 18.7
Family Near Poor (%) 11.6 22.2 20.1
Labor Market Characteristics
Employed in Retail Trade 21.2 314 295
Average Hourly Wage $10.60 $4.99 $5.80
Average Weekly Hours 37.7 36.2 36.3
Average Weekly Earnings $405.30 $178.90 $210.00
Share of Weekly Family Earnings 0.55 0.47 0.50
Average Earnings Last Year $20,279 $8,528 $10,184
Share of Total Family Earnings Last Y ear 0.66 0.58 0.60
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Characteristics of U.S. Workerswith Low-Wage Jobs, March 1996

Table 6.2

Characteristics of U.S. Workers
All Workers Workerswith | Workers with

WagesBelow | Wages Below

7.50 9.50
Individual Characteristics
Female (%) 52.5 66.5 59.6
Nonwhite (%) 175 19.7 19.3
Hispanic (%) 10.3 134 12.5
Aged 16-19 (%) 7.8 16.2 7.9
Aged 20-24 (%) 13.7 21.7 19.8
Less Than High School Education 15.5 25.7 22.2
Family Characteristics
Living Alone (%) 20.0 20.2 20.3
Only Wage Earner (%) 36.1 35.8 359
Family Income Last Y ear $43,511 $33,325 $34,723
Family Recelved Welfare Last Y ear (%) 2.5 4.2 3.7
Family Received Food Stamps Last Y ear 5.0 9.0 1.7
(%)
Family Poor (%) 8.0 16.5 13.2
Family Near Poor (%) 8.3 15.0 131
Labor Market Characteristics
Employed in Retail Trade 22.8 36.4 32.1
Average Hourly Wage $10.29 $5.10 $5.99
Average Weekly Hours 37.57 34.8 35.74
Average Weekly Earnings $385.14 $174.03 $212.26
Share of Weekly Family Earnings 0.50 0.40 0.43
Average Earnings Last Year $19,492 $8,554 $10,494
Share of Total Family Earnings Last Y ear 0.61 0.52 0.55
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Table6.3
Distribution of Low-Wage Workers Across the U.S. Family Income Distribution

Status of U.SWorkers Percentage of U.S.
By Family Income Decile Workersin Each Decile
By Wage Rate
All Workers Workers Workers Workers
Workers Making Making Making Making
Below Below Below Below
$7.50/hr. $9.50/hr. $7.50/hr. $9.50/hr.
Family Income Decile
1 45 84 6.6 63 69
2 6.8 125 10.7 63 75
3 84 12.0 11.9 49 68
4 10.2 129 12.8 43 60
5 114 11.9 125 36 52
6 124 11.0 12.3 31 47
7 12.7 9.6 104 26 39
8 12.8 84 9.1 22 34
9 119 77 79 22 32
10 8.8 57 57 22 31




Distribution of Low-Wage Workers Across the Los Angeles Family Income Distribution

Table6.4

Satisof LoSADGEESWONESEY |y gyrsin Eoch Decle
By Wage Rate
Workers Workers Workers Workers
All Making Making Making Making
Workers Below Below Below Below
$7.50/hr. $9.50/hr. $7.50/hr. $9.50/hr.
Family Income Decile
1 6.8 11.7 9.3 55 61
2 8.2 17.9 14.8 69 80
3 8.1 9.4 10.1 37 55
4 11.7 114 13.1 31 50
5 11.9 16.7 16.0 45 60
6 8.6 8.4 8.6 31 44
7 104 7.5 8.0 23 34
8 115 7.5 7.4 21 28
9 14.8 4.9 6.6 11 20
10 8.1 4.6 6.2 18 34

Since most low-wage workers are not poor, it is aso the case that the government
benefits lost by workers (and saved by other units of government) are much smaller than the
other analyses suggest. Thisisan important result, since the net “drain” on the local
economy caused by thisloss of benefits was perhaps the most important criticism leveled by
the Chicago study against the Living Wage proposal advanced there. Infact, our analysis of
CPS data, which includes data on each surveyed workers' government benefits, suggests that
the loss of benefitsisstill smaller. The Chicago and Riverside studies both assumed®® that
every worker currently in poverty received the full benefits to which he or she was legally
entitled, and that benefits would fall according to the schedules of each program (which
generaly have high marginal tax rates). Thisassumption is not true; even many of those
workerswhose families are eligible for socia benefits do not participate in the programs.
Thismay be particularly true in Southern California, since many of the low-wage workers

* Tolley et d., a 27-28; Pollin et al., at 51-52. Our impression isthat the Riverside study
apparently did this to play devil’s advocate, and didn’t embrace this assumption as firmly as the
Chicago study did.
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here are Latino, and L atino participation rates in social welfare programstend to be
substantially lower than participation rates among Anglos and African-Americans.

To devel op precise estimates of how wage increases would affect the receipt of
welfare benefits and the payment of taxes, we again used 1996 CPS data. \We measured the
average benefit and tax amountsin the households of workers whose hourly wagesfell in
specificintervals: $4 to $6 per hour; $6 to $8 per hour, and so on. Theresultsare shownin
Table 6.5.

Table 6.5
Average Means-Tested Benefits Received and Taxes Paid By Low-Wage Workers
(Cdifornia CPS, March 1996)

_ Wage Interval
Benefit/Taxes
$4.00- $5.99 |$6.00-$7.99 | $8.00-$9.99 | $10.00- $11.99

EITC $312 $258 $179 $34
Food Stamps $183 $97 $59 $34
Medicaid $426 $363 $271 $210
Energy $5 $4 $2 $2
Educational $389 $326 $251 $238
Housing $7 $5 $2 $2
School Lunch $110 $35 $68 $52
Federal Taxes $1127 $1814 $2622 $3610
State Taxes $157 $285 $440 $641
Total Average Benefits $1,433 $1199 $832 $624
Total Average Taxes $1,284 $2099 $2862 $3609

What do these dataimply about the effect higher wages and benefits will have on the
net income of low-wage workers? From the table, we can calculate the marginal lossin
benefits and increase in taxes for each added dollar of income workersreceive. For example,
if an individual moves from the midpoint of the first wage category ($5 per hour) to the
midpoint of the second wage category ($7 per hour), then, on average, that person’s benefits
will decline $234 (i.e., $1,433 - $1,199) and that person’ s taxes will increase by $815 (i.e.,
$2,099 - $1,284). Sincethe person’sincomeisgoing up $2 per hour, or roughly $4,000 per
year, our prototypical worker islosing about 6% of the increased income to benefit losses,
and islosing about 21% of the increased income to higher taxes -- atotal marginal 10ss of
27%. Thiswould suggest that workers receiving wage increases under the Ordinance would,
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on average, lose about 27% of the increase to lower benefits and higher wages, and would
keep 73%.

Thisoversmplifiesthe total picture, however, because much of the increased
compensation received by workers under the Ordinanceisin the form of benefits -- health
Insurance and time off -- which are not taxed or counted in determining eligibility for
government benefits (except for Medicaid). For the typical worker covered by the Ordinance
who is earning less than $7.50, the total compensation provided by the Ordinance comesto
about $2,000 in higher wages and about $2,500 in benefits®’ Since most of the increased
compensation comesin the form of untaxed benefits, the net loss of higher compensation to
other levels of government is only about 20%.%

If one also considers that more than half of the workers who are covered by the
Ordinance do not receive any wage increase at all, but only increasesin benefits (health
insurance and time off), the net loss of mandated compensation under the Ordinance to other
levels of government is still lower. If one takes our estimates of total compensation costs
from Section 2, and applies the analysis we have outlined here, it follows that of the total
$26.5 million in increased compensation expenditures by employers, about $3.8 million, or
13%, would go to reducing government benefits of workers and increased taxes.

The fact that a program contributes to workers receiving fewer government benefits
and paying higher taxesis, of course, agood thing from the standpoint of national well-
being. Inafedera program, such indirect revenue effects are an important offsetting revenue
benefit to contemplated economic or social welfareinitiatives. The problem with asimilar
initiative launched at the local level isthat an individual city can only recapture afraction of
the increased revenue and cost savingsits efforts generate. The findingsin this section are
therefore quite important in assessing the overall effects of the Ordinance. Because a
relatively small portion of the expenditures under the Ordinance are “lost” to other levels of
government, the direct and indirect economic impact
of theselossesis aso much smaller than earlier studies have suggested.

In summary, we find that the Ordinance would have only a modest impact on poverty
among covered workers, chiefly because most of these workers are already above the poverty
line. 1f one counts only the cash income received by workers, the Ordinance would reduce
the poverty rate among covered workers earning less than $7.50 per hour from around 20%

%" This assumes that the cost of health insurance mandated by the Ordinance will be $2,000 per
worker, not $4,000; if the higher figure applies, of course, then the marginal “lossrate” on
mandated wages and benefitsis even lower.

%8 This assumes that the provision of health insurance by employers results in aloss of Medicaid
to those persons who are currently receiving it.
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t0 5-10%,* thus raising several hundred workers above the poverty line. If one “imputes’
the value of benefitsto workers, the reduction in poverty is somewhat larger.

Targeting the anti-poverty effect. The incidence of poverty among low-wage workers
varies substantially across occupations. The low-wage “ suburban teenager” islikely to work
in afast-food chain; the low-wage child care worker is more likely to be the primary
breadwinner for her family. Table 6.6 shows the poverty and “ near-poverty” rate among
workersin Los Angeleswho have low wages and work in some of the principal occupations
covered by the Ordinance.

Table 6.6
Los Angeles Poverty Rates by Occupation For Those
With Wages Less Than $7.50 Per Hour

Occupation % Below Poverty Line % Below 150% of the_Poverty Line
($16,000 for afamily of four) ($24,000 for afamily of four)
Janitors 26% 49%
Landscaping Workers 28% 48%
Security Officers 20% 36%
Parking Attendants 26% 51%
Child Care Workers 38% 57%
Cashiers 19% 32%
Food Service Workers 18% 30%
Receptionists 18% 31%

Source: 1990 PUMS data, adjusted for inflation to 1996 dollars.

This data confirms that poverty rates do vary substantially among those covered by
the Ordinance. 1t would be possible to increase the anti-poverty effects of the Ordinance (per
dollar spent) by targeting coverage towards contracts employing workers with a higher
incidence of poverty.

% Not al covered workers would rise above the poverty line because many of the workers are
employed part-time, others are in large househol ds with higher poverty thresholds, and till others
will lose some cash benefits like the EITC.
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Section Seven: Paying The Costs of the Ordinance

Previous studies have sharply divided on the question of who would end up paying
the higher labor costs mandated by the Ordinance. The Chicago study, relying on
microeconomic theory, found that the City of Chicago would end up absorbing the full cost
of the higher wages paid by service contractors*® The Riverside study argued that very little
of the higher wages in the Los Angeles Ordinance would be passed on to the City,** for two
reasons. (a) the more highly-paid workers would be more efficient, thus offsetting some of
the cost of their higher wages; and (b) for most of the firms covered by the Ordinance, the
City contract represents asmall part of their total operations and the added costs could thus
be easily absorbed. The Riverside study therefore recommended allowing cost passthroughs
only for firmsfor which the City contract represented alarge proportion of the firm’ stotal
revenues;*? amounting to atotal pass through equal to about one-fifth of the wage and benefit
increases.

In the only direct empirical research generated on this question, the Baltimore study
examined the contracting costs of many of the covered firmsin Baltimore the year after that
city’s Living Wage Ordinance was adopted.** The Baltimore authors found no net increase
in contracting costs.

We have not conducted any new empirical research on thisissue, but have instead
reviewed these studies and other economic research to assess what is likely to happen. We
cannot claim any startling insights on this question, but we can suggest some tentative
conclusions, which can be perhaps best conveyed by commenting on the three analyses we
just summarized.

The Chicago study hasits microeconomic theory right. Intheory, firmsthat are
contracting with the City do so only because they can earn a market-rate profit on the
contract. If costsgo up, then firmswill be, at the margin, indifferent between passing the
costs on to the City or abandoning the contract. Of course, firms that are earning higher-than-
average profits on their contracts or that have sunk costs linked to the contracts will have an
incentive to keep the contracts despite the higher costs; but these firmswill still try hard to
pass the costs through to the City, and if they were successful in the past in capturing above-
market profits, thereisnoa priori reason to think they won'’t be successful again. Thus,
economic theory predicts that there will be some immediate pass through in costs, and, over
the long term, anearly compl ete pass through to the City.

“* Tolley et d at 22.
“1 Pollin et d at 35.

*2 More exactly, firms for whom the City contract represented more than 10% of the firm’ s total
business, with the percentage pass-through increasing with the “share of business’ percentage.

* Mark Weisbrot and Michelle Sforza-Roderick, Baltimore's Living Wage Law (The Preamble
Center for Public Policy, Wash., D.C.), Oct. 1996, at 7-10.
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One of the Riverside responses to thistheory -- theideathat firmswill simply absorb
the higher costsif the City contract and/or the higher costs are asmall part of their total
operation -- seemsto uswrong. If acity contract isasmall part of afirm’s business, the firm
IS not going to transfer productivity savings from other parts of its business to subsidize the
city contract. Big firms analyze the profitability of each segment of their operations and
jettison those that are unprofitable. If anything, firmsthat derive alarge portion of their
revenue from acity contract are more likely to try to find ways to avoid a pass through of
costs, since more of their overhead and sunk costs are likely to be dependent on retaining that
contract. But of course, even these firmswill need to find some way, over the long term, of
offsetting those costs: through an eventua rise in the contract amount, by lowering the
quality of performance, or by increased efficiencies.

This brings usto the second Riverside argument: that high labor costswill bring
greater efficiency.** Wethink thisis undoubtedly true, at |east to some extent, as discussed
in Section 3; higher pay islikely to lead to more productive workers. The critical questionis
how large this effect will be. Unfortunately, very little is known about thisissue. There has
been much interest by labor economistsin “ efficiency wage’ theory -- the notion that higher
wages lead to greater effort by workers and higher productivity -- but no empirical research
showing that firms that could benefit from higher wages are not, in fact, paying such wages.
The lack of researchis partly due to the rarity of scenariosin which alarge exogenous wage
increase is suddenly given to alarge group of workers. One can at least say, then, that the
Ordinance would provide an excellent opportunity to test the efficiency wage theory.

However, few proponents of efficiency wage theory believe that it will offset all of
the costs of higher wages*® How, then, can one account for the Baltimore study results,
which found no change in the City’ s contract costs during the first year of the living wage's
operation? Wethink that the Baltimore study is an example of the kind of primary research
that should be used to determine the effects of policieslike living wage ordinances, and we
think their findings are sufficiently intriguing for pause. Still, we do not think they are
sufficiently strong to rebut a presumption that employment will decline and city contracting
costs will increase because of the ordinance. 1n several respects, as the authors acknowledge,
their dataisincomplete (mostly, it seems, because of unavailability of much data at the time
of their study). They had no information on how many workers actually received higher
wages as aresult of the ordinance (though they said the number was “fairly small”), and thus
had no estimate on the total cost increase that needed to be absorbed.*® Some of the contracts
declined sharply in price, suggesting that there may have been changes in the composition of

“ Pollin et d at 37, 38.

5 Assuming that the costs could be fully offset this way would suggest, among other things, that
employers generally set wages at irrationaly low levels.

*® This, of course, is essential to determine what “ cost increase” pressure was potentialy created
in given contracts by the new law.
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services provided by the contract. And 80% of the total contract value covered by the study
was accounted for by asingle contract (for school bus services). Finaly, the study looked at
contracting cost only ayear after enactment of the ordinance; the employment effects are
likely to take longer than that to be fully felt.

The most puzzling aspect of the Baltimore study, however, isthe authors' finding that
employment did not decline among any of the contractors as aresult of the Living Wage
law.*" If contracting costs are contained because of increased efficiencies among workers,*®
then the cost savings imply employment losses -- fewer, more highly-paid workers doing the
same work done by more, lower-paid workers before. (Such atradeoff, of course, increases
the secondary market effects we discussed in Section 5.) But if there are no employment
losses, where are the cost savings realized? The only remaining possibility isthat contractor
profits are lower.

We noted above that economic theory would predict some decline in contractor
profitsin the short term. However, the size of the Baltimore effect suggests that something
else could be going on. One possibility isthat contracting inefficiencies by the government
are large enough -- and the average amount of above-market profits are great enough -- so
that thereis“room” in contractor profitsto absorb the extra costs of the proposal. This
change, in the direction of increased efficiency in the contracting process, could occur if two
conditionsare met: (a) existing contract procedures do not do agood job of minimizing
contract costs; and (b) some change occurs in the contracting process at the same time the
“living wage” provisions go into effect so that contracting becomes more efficient. We have
no knowledge that either of these conditions were met in the Baltimore case.

Could contracting efficiencies be achieved in Los Angeles? We have no concrete
evidence that they can be. The City is currently engaged in efforts to streamline its methods
of procuring goods -- an analogous activity -- and the premise of this effort isthat significant
economies can be realized through this process. It seems possible that similar economies
could berealized in the service contracting process. An anaysisof thisissue was beyond
the scope of the study, but it seems well worth examining regardless of whether the
Ordinance is adopted.*®

We conclude, then, that the service contractors covered by the Ordinance might
absorb some of its cost in the short-term, but will not do so in the long-term unless (a) the

*" As noted earlier, this might smply be a misleading result, because of the lack of controls on
covered workers or the timing of the study. In the discussion that follows, we take the finding at
face value and explore its possible implications.

*® The Baltimore authors join the Riverside authors in believing this will happen, and the
Baltimore study quotes a contractor who observes this effect in his own firm (though this
contractor had unilaterally raised wages before the Living Wage ordinance went into effect).

9 We were struck in doing our research by the decentralized nature of service contracting.

Thereis, for example, no central place where data on all contracts is gathered.
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current contracting processis inefficient enough to permit contractors excessive profits, and
(b) the contracting processis reformed when the Ordinance is adopted. It is certainly worth
finding out if these conditions can be met, but the City should not count on them. Itismore
likely that the City will face the burden of meeting the costs created by the Ordinance. It can
do so inthree ways: by finding increased revenues; by spreading the costs across all service
contracts (that is, dightly reducing services across the board) or substantially reducing
servicesin the covered contracts.

All of thisdiscussion has focused on service contractors. Most of what we have said
appliesto concessionaires aswell, but with an important added complication: higher costs
facing concessionaires could be partially passed to consumers. It isreasonable to think that
in these contexts, consumers will bear a substantial fraction of the cost, some concessionaires
will close because consumers will not bear the costs, and the City will absorb some of the
cost in lower leases and permit fees.
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Section Eight: Multiplier and Community Effects

We have already discussed how the Ordinance could have indirect effects on the
genera Los Angeleslabor market. Animportant, and still broader question, concernsthe
extent to which the Ordinance, in providing higher wages and benefitsto covered workers,
may produce overall increases or decreasesin economic activity in Los Angeles, and the
degree to which these changes might be concentrated in particular neighborhoods. These
effects are generally referred to by economists as regional or neighborhood “multiplier”
effects.

Itisworth initially noting that any multiplier effect from the Ordinance will, asa
practical matter, be too small to be picked up by even the most sensitive economic
seismograph. Asdocumented earlier, the total reach of the Ordinance appearsto affect fewer
workers than the Riverside study estimated. Moreover, since the Ordinance essentially
creates atransfer program, with the City and local businesses paying more funds to local
workers, most of the money paid to local workers comes from local sources -- asort of
“zero-sum” process that tends to negate any net economic stimulus or drag on the economy.
There are, indeed, significant transfers among workers themselves, as our discussion of
unemployment and secondary market effects in Section Five suggests.

The principal way that the Ordinance could help or hurt the general regional economy
Isif it affectsthe flow of resourcesto and from the region. The main way this could happen
Is through changes in the volume of benefits received or taxes paid to the state or federal
government. Aswe discussed in Section Seven, the Ordinance as currently structured would
cause produce, among workers receiving higher compensation, atotal loss of state and
federal benefitsand an increase in state and federal taxes in the neighborhood of $4 million.
This outflow might suggest that the net effect of the Ordinance on the economy is slightly
negative. However, this outflow may be offset in two ways. If some of the cost of the
Ordinanceis borne by businesses, rather than the City government, the higher expenses they
incur will reduce company profits and, thus, corporate or sole proprietorship taxes.
Similarly, if some of the businesses are partly owned by out-of-state parties, the business-
borne costs would reduce the flow of profitsto thoseindividuals. Measuring either of these
effects would be highly speculative, and we decline the temptation to make aguess. Itis
certainly conceivable, however, that these reductions in outflows from the region (lower
business taxes paid and lower profitsto out-of-state parties) could approximate, overall, the
$4 million loss noted above. Inal likelihood, these factors significantly offset one another.

Our conclusion, then, isthat the Ordinanceis unlikely to have either asignificant
positive or significant negative effect on the economy of either Los Angeles or the broader
metropolitan region. Any net effects would be too small to take very seriously as areason to
support or oppose the Ordinance.



The“ Community” Effect. Can we expect that any positive or negative “multiplier”
effects from the Ordinance would be concentrated in particular Los Angeles neighborhoods?
Overdl, we think that any such effects will be extremely small. We have three reasons for
reaching this conclusion:

1) The net income transfers to low-wage workers under the Ordinance are quite
modest. Aswe have noted elsewhere, most of the higher compensation going to workersis
in the form of benefits, not wages (about $11 million isin the form of wages). A fifth of the
wagesislost in lower benefits and higher taxes. Some low-wage workers are displaced, and
although most find other jobs, the effect of increased competition in the low-wage secondary
market probably dlightly depresses wages. After these effects are taken into account, the net
money income transfer to low-wage workers as a classis probably less than $5 million.

2) Low-wage workers are not heavily concentrated in low-income neighborhoods of
LosAngeles. Thisseems very counterintuitive until one recalls our earlier finding that only
one-sixth of workerswith wages below $7.50 per hour are from families bel ow the poverty
line. Sincethese workers are not heavily concentrated at the bottom of the family income
distribution, we should not expect them to be heavily concentrated in low-income
communities. (Unemployment and joblessness, in contrast, are heavily concentrated in low-
Income communities.)

Tables 8.1 and 8.2 show the distribution of low-wage workers across Los Angeles
neighborhoods, broken into five quintiles based on mean family income. We developed this
table from the 1990 Census Public Use Microdata Sample, which has detailed dataon
worker earnings and is avail able for moderate-sized geographic areas (Los Angeles County is
divided into 56 such areas). Thisdataisfar from perfect, sinceit issix yearsold, the areas
(called Public Use Microdata Areas, or PUMAYS) are larger than neighborhoods and often
internally diverse, and since one must impute hourly wages from the earnings data.>°
Nonetheless, it is probably the best available measure of how low-wage workers are
distributed across the Los Angeles metropolitan area. The first PUMA quintile roughly
represents the poorest fifth of neighborhoodsin Los Angeles County -- areas where the
average wage of workersislessthan $10 per hour. However, this“fifth” of the county is
home to only 26% of the Los Angeles workers earning less than $7.50 per hour. Nineteen
percent of these workerslive in the most affluent quintile. In other words, the beneficiaries
of the Ordinance are not heavily concentrated in low-income parts of the City.

3) Just asthe multiplier effect in ametropolitan areaissmaller thanitisinalarge
nation, the multiplier effect issmaller yet in aneighborhood. Most of what an individual
buys does not trand ate into wage gains for the consumer’s neighbors. Thisisobvioudy true
for housing expenditures; the vast mgjority of housing expenses go to owners and financial
institutions outside the community. Even grocery purchases at alocal store have alimited

%% We did this by dividing total wage and salary earnings for individual workers by their total
“weeks worked” the year before multiplied by “usual hours worked per week”. This produces a
rough hourly wage.
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economic impact on the immediate community, since most of each dollar spent at the store
pays for the products the grocer buys from producers outside the community; only the
fraction of the dollar that goes to employee wagesislikely to come back to the community.>*

Each of these three considerations should make us skeptical of the potentia of the
Ordinance to disproportionately benefit particular communities.

> Thisis not intended as a critique of the general theory of local economic multipliers. Such
multipliers clearly can exist at the level of “neighborhood reinvestment” -- where, for example, a
new commercia development spurs other commercial development. Our point is that increases in
the income of an individual resident has only a very small additiona effect on the aggregated
income of the resident’s community.
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Across Los Angeles Neighborhoods, 1990

Table8.1
Distribution of Workers Earning Less Than $7.50 Per Hour

PUMA |Mean Percentage of Percentage of | Number of
Quintile{ Hourly WorkersIn Covered Workers
Wageand | Affected Sectors | Workersin Affected By
Salary Whose Mean Each Region | Possible
Earnings Hourly Earnings Increase (per
AreLess Than 1,000 Workers)
$7.50
1 $9.95 32% 26% 2.14
2 $10.94 26% 19% 1.79
3 $12.50 24% 18% 1.53
4 $13.86 22% 18% 1.48
5 $17.10 18% 19% 1.19
Table 8.2
Geographic Distribution of Workers Earning $7.50 - $9.50
PUMA |Mean Percentage of Percentage of | Number of
Quintile{ Hourly WorkersIn Covered workers
Wageand | Affected Sectors | Workersin Affected By
Salary Whose Mean Each Region | Possible
Earnings Hourly Earnings Increase (per
AreLess Than 1,000 Workers)
$9.50 (but More
than $7.50)
1 $9.95 7% 18% 1.48
2 $10.94 8% 18% 1.70
3 $12.50 8% 21% 1.78
4 $13.87 8% 20% 1.65
5 $17.10 7% 23% 1.44

Source: 1990 Public UseMicrodata Sample




Section Nine:  The Effect of the Proposed Ordinance on the Los Angeles” Business
Climate’

Perhaps the single greatest concern expressed by organizations that have spoken out
against the Proposed Ordinanceisits putative effect on the regional business climate. This
really breaksinto two distinct types of arguments. Thefirst argument is that businesses will
incur greater costs because of the ordinance, and will therefore reduce their investment and
economic activity in Los Angeles. The second argument is that business investment will be
deterred, not by the direct effects of the ordinance but instead by the “signal” the ordinance
will send that Los Angelesis hostile to business, and that other, more onerous measures will
follow in the future. These aretwo very different arguments, and we will address them

separately.

Direct Incentive Effects of the Proposed Ordinance. Under what conditions would a
contractor with the City of Los Angeles, who was faced with the requirements of the
Proposed Ordinance, decide to reduce its business operationsin Los Angeles? Very few, we
think. Aswe noted in Section 7, theincreased labor bill resulting from the proposal will be
absorbed in several different ways. somewhat higher productivity among workers, some
reduction in workforces, absorption of costs by contractorsin situations where the contractor
has been collecting economic rents, and, over the long term, the pass-through of the residual
coststo the City. All contractors, we think, will continue to receive at least a market-rate
profit on their city contracts since, if they do not, they will rationally choose not to do the
contract and the City will contract with someone else (perhaps at a higher rate). The only
way a“reduction” in economic activity can occur isif cost pass-throughs to the City run up
against budget constraints, and lead the City to conclude that some particular service cannot
be provided.>® It is highly unlikely that such scenarios will produce a net decrease in City
spending, however, since other alternativeswill befound. Sowhileit islikely that the
Proposed Ordinance would cause some changes in the composition of city contractors, it
does not seem at all plausible that the total amount of city spending on contracts, or the
economic activity of contractors, will decline. Nor isthere any reason to fear anet migration
of contracting firms out of the City, since nothing in the Ordinance provides direct incentives
or disincentives to operate in aLos Angeles suburb rather than in the City itself.

Much the same story appliesto licensees and lessees of the City, such as airport
concessionaires. Aswe have discussed, it seems even more likely that in these cases, costs
that are created by the Ordinance would be passed on -- partly to consumersin the form of
higher service prices, partly to some laid off workers, partly to businesses capturing
economic rents, and partly to the City in the form of lower lease payments. The net effect on
total economic activity at these sitesis unlikely to decline measurably.

*2 Here we are talking about “direct” reductions in economic activity from the Ordinance.
Given the secondary effects we have discussed elsewhere, there could be a net overall reduction in
economic activity in the local economy, though it would be fairly small -- even relative to the

program.
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The situation is different with economic subsidy recipients, however. The point of
economic subsidies isto encourage new investment and job formation in the City. The
theory behind these subsidiesisthat if investors are trying to decide whether to locate in
central Los Angeles or in, say, Carson (or istrying to decide whether to start up afirm at al),
the economic subsidy provided through acity program can tip the balance towards creating a
businessin the City. The added cost of higher wages can tip the balance the other way,
especially since, unlike contractors, economic subsidy recipientswill ordinarily not have the
same ability to pass costs aong to the City. In an effective subsidy program, the City’s
assistance is not intended, of course, to “pay” for the long-term employment of workersto do
particular tasks. An efficient subsidy leverages arelatively large private investment by
filling some temporary gap in the businesses’ ability to turn a profit at a particular location or
with particular workers, and enabl es the businesses to become self-sustaining over a short
period of time. A permanent increase in costs tied to an economic subsidy can substantially
change the cost equation for the prospective business investment. Moreover, many of these
subsidies are not structured in away that makesit easy to ssimply expand the subsidy to cover
the added worker compensation.

Aswe saw in Section 2, the point of some of the economic subsidy programs, such as
the Community Development Bank, isto increase economic activity in very poor sections of
LosAngeles. Thelabor market that these new businesses are intended to recruit from are
people with short work histories and long bouts of unemployment. Workers recruited from
thislabor market are often receiving useful training from employers, both in specific job
skills and more genera “employment” skills. Becauseit can be somewhat more costly for
firmsto employ these workers, paying wages below the $7.50 threshold is a method of
having the workers bear some of their training cost.

All of this suggests that application of the Ordinance to economic subsidy programs
risks more serious, inadvertent harmsthan is the case with coverage of service contractors or
concessionaires. We view it asagood thing that the Ordinance does not appear to currently
cover any economic assistance recipients (though afew may be covered that we missed).
The coverage that iswritten into the Ordinance -- covering recipients of very large subsidies
-- isnot tailored to avoid the problems we have described, so that if afirm does at some point
fall under the Ordinance' s coverage, the Ordinance could have negative and inadvertent
effects on the subsidy program’sgoals. We conclude that the Ordinance should either have a
blanket exemption for economic subsidy recipients, or should be revised to capture situations
where the subsidy program’ s goals are consistent with the operation of the Ordinance.

Indirect, “ Climate” Effects of the Proposed Ordinance. Would the Ordinance have a
genera chilling effect on the Los Angeles business climate, discouraging firms from
migrating to Southern California and encouraging existing firmsto consider expanding or
relocating elsewhere? We are quite skeptical about such an effect. For one thing, the scale
of the proposal istiny in comparison to the Los Angeles economy -- some $30 millionina
county-wide economy of some $200,000 millions. For another, the indirect effects of the
proposal on the Southern Californiawage market, to the extent that it has any effect on
employment not covered by the proposdl, isin the direction of reducing rather than raising
labor costs. The multiplier effects we have analyzed are also negligible.
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Most importantly, the Proposed Ordinance does not place meaningful burdenson
businesses. Coverageisentirely voluntary, in the sense that businesses that choose not to
contract with the City (and the vast majority of businessesin Southern California do not) are
not affected by its provisions. Businesses that do contract with the City choose to do so only
after negotiation, and, as noted above, will only enter into those contracts if they can make a
normal profit on the transaction.

It seemsto usthat regulations of city contracting procedures are going to be perceived
by the business community very differently than regulations of the private sector in general.
The Ordinance does not create generalized coststo “doing business’ in Los Angeles.
Consequently, negative effects from the proposal can only stem from perceptionsthat itis
only the “entering wedge” of broader interference in the private market, or that it signifiesa
revitalized and aggressive labor movement in Los Angeles. For example, if businesses
believed that the Ordinance was the first part of acampaign to adopt a city-wide minimum
wage affecting all private firms, that might affect the business climate>3

Even here, however, we would register two caveats. First, there are certainly
affirmative things the City can do to affect how the Ordinance, if adopted, is perceived by
business, such as emphasizing its limited reach and its effect in improving the quality of
some City services. Second, the empirical research on this question suggests that business
climate effects are very modest, if they exist at all. The best research we have found isa
Michigan study that interviewed several hundred business executives, and gathered
information on hundreds of business |ocation decisions, to determine how attitudes about
business climate are formed, and how these attitudes relate to actual locational decisions>
The study found no statistically probative relationship between the climate views and
locational decisions.

We are therefore skeptical of claims that the Ordinance would have significantly
negative effects on the general Los Angeles business climate.

>3 A City-wide minimum wage would, of course, be quite different from the Ordinance and
would probably impose serious costs on the local economy.

> Schmiitt, Gleason, Pigozzi and Marcus, “Business Climate Attitudes and Company Relocation
Decisions,” 72 Journal of Applied Psychology 622 (1987).
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Section Ten: Administrativeissues

The primary determinants of the shape and cost of any program administration
strategy flow from the answersto three policy questions, which in the present case are: (a)
How serioudly isthe Ordinance to be implemented and enforced? (b) Will enforcement rely
on harsh penalties or broad monitoring? © Will administrative burdens be primarily borne
by the City or by employers? We will discuss each of these briefly.

A great many social programs and policies are enacted without any serious
implementation mechanism. Depending on the context, theseinitiatives may serveasa
useful statement of public aspirations, or they may foster cynicism among the partiesthat are,
in theory, regulated. A general mandate to City Departments to follow the provisions of the
Ordinance, without any other administrative mechanism, would probably lead to the
following practice: most Departments would require contractors and other covered partiesto
sign acertification that they are in compliance with the Ordinance. The affected businesses
would soon learn that thiswas ssimply aformality, and most would pay no further attention to
the Ordinance’ srequirementsif the cost of compliance was significant.

Our assumption in the rest of this section, and indeed in the report asawhole, isthat
both proponents and opponents of the Ordinance are more interested in understanding the
benefits and cost of the Ordinance -- including administrative costs -- on the premise that it
would be seriously enforced.

Serious enforcement can till be relatively inexpensive, if there is some systematic
oversight and if the penaltiesfor violation are severe. A well-established principlein the
study of compliance with the law is the tradeoff between the probability of detection and the
severity of punishment: the lower oneis, the higher the other must be to maintain a constant
level of compliance. In the case of the Ordinance, one can imagine a gradation of possible
City responses to noncompliance by covered parties. arequest that the party comply;
suspension of the contract or assistance until compliance occurs; termination of the contract
and indligibility of the offending party to do further business with the City under the
program; or termination plus some civil penalty.

Thereis also agradation of mechanismsfor detecting noncompliance: requiring
covered employersto give their employees (and post at the workplace) notices on their rights
under the Ordinance and creation of a*hotline” for employees to notify the City of
violations; random audits of covered employersat varying levels of frequency; requestsfor
systematic documentation from employers, including federal payroll records; random
interviews with covered employees; or annual audits of each covered employer.

The least expensive administrative method for the City would combine alow-
intensity detection method with a high penalty for noncompliance. This approach is
economically efficient, but it can aso be unfair, since afew noncomplying parties get hit
with severe penalties while other violators escape any punishment. More comprehensive
monitoring methods can increase costs for both the City and for employers.
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An important problem particular to enforcement of this Ordinanceisthe difficulty of
monitoring hours of work. The paper records of employers could be quite deceptive about
hourly compensation ratesif the actual hours worked by covered employees are understated
by, say, 20%. Many public contracts currently require contractorsto keep “time sheets’ of
hours spent on the funded activity, and falsification of timesheets -- probably more often for
reasons of administrative convenience than fraud -- iswidely reputed to be endemic.
Methods of compliance that rely on information from employees about their actual hourly
rate and benefits, rather than just paper records, are probably be more reliable.

How can employer costs of compliance be minimized under the Ordinance? One
strategy isto tie actual reporting requirements under the Ordinance as closely as possible to
existing reporting requirements, such asthe periodic listing of employees and individua
employee compensation required of all significant employers by the State of California. If
the format and timing of City reportsislinked to other reports of thistype, it will make
reporting easier and will probably tend to increaseits accuracy. For employersthat currently
provide no health insurance to employees, the City could also help to gather systematic
information on group health plansthat satisfy the Ordinance requirements and provide that
datato employers.

It isalso worth noting that the great majority of employers covered by the Ordinance
are concentrated among arelative handful of firms. We recommend in our conclusion that
the Ordinance actually be modified to focus on firms that, among other criteria, have the
largest number of low-wage employees; but even if such changes are not made in the
Ordinance, it would make sense, from the standpoint of minimizing both City enforcement
costs and private compliance costs, to have much simpler reporting requirements for firms
that have ardatively small number or percentage of workers covered by the wage and health
Insurance requirements of the Ordinance.

Given the various considerations we have discussed, the best administrative
mechanism, in our opinion, would have the following characteristics. (@) effortsto make
covered employees aware of the requirements of the Ordinance, and a mechanism to gather
information from employees on employer compliance; (b) serious but not disproportionate
penalties for noncompliance; © some type of random auditing program; (d) atwo-tiered
reporting structure (depending on the number of afirm’s employees covered by the
Ordinance), with lower reporting requirements for firmswith few covered employees, and
formstied into existing state forms and time-lines, to minimize employer burdens and
paperwork.

We believe that a program of thistype should not be very expensive for either the
City or for employers. The Chicago study quoted an estimate that the cost of administering a
Living Wage proposal in that city would be $4 million annually. The Riverside study,
extrapolating from administrative experience in San Jose' s prevailing wage ordinance,
estimated that the administrative cost would be approximately $600,000 for the City of Los
Angeles. We havetried to “price out” the administrative mechanism described above, and
we come up with City costs similar to, or lower than, the Riverside estimate (depending
mostly on whether compliance focuses mostly on the firms with many covered employees).
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We believe that a capable administrative unit with a budget of $600,000 and the design
features described here would be able to achieve ahigh level of compliance with the
Ordinance. Itismuch more difficult to estimate the administrative costs for private
employers, since the composition of employers and the ways they are affected by the
Ordinance vary so greatly. Moreover, it isvirtually impossible to verify how great these
costs areif the Ordinance is enacted, since they are scattered across hundreds of businesses.
Nonetheless, we believe that if our suggestions above are followed, the administrative cost
for any one form would be quite low.
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Section Eleven: Alternatives

In the debate over the Living Wage concept, an important option that has been
overlooked isthe federal Earned Income Tax Credit (EITC). TheEITC was begun in the late
1970s and was greatly expanded by the Clinton Administration in 1993. TheEITC works as
asort of “negative income tax” for low-income familieswith job earnings. A worker whois
the sole support for her family, has two children and worked full-time in 1996 at an hourly
wage of $5.75 (the statewide minimum wage that will be in effect in ayear) would be
eligible for an EITC of roughly $3,500 -- enough, in other words, to make her effective wage
$7.50 per hour. There isthus amechanism aready in place to achieve one of the
Ordinance’ s central goals.

The problem isthat amaority of the Los Angelesresidentswho are eligible for the
EITC do not know about it or do not useit. Even those who useit tend to receive the EITC
in alump sum when they file atax return, even though the program now makesit relatively
easy for employersto pass the benefit on to workersin the form of regular “wage subsidy”
payments. We estimate that the total value of unused EITC benefitsin the City is $100
million per year.

From the City’ s standpoint, the enormous advantage of an EITC over aLiving Wage
isthat the EITC brings more outside funds into the metropolitan area, while aLiving Wage
tends to reduce the inflow of outside benefits and increases the outflow of taxes. Moreover,
from apolicy standpoint, the EITC is perfectly targeted at the neediest population: al of its
benefits go to low-income families, and none of the EITC income is taken into account in
determining the recipient’ s eligibility for other means-tested benefits.

If the City takes steps to increase the use of the EITC by City service contractors, it
can help achieve some of the other goals of the Ordinance. For example, if City contractors
offer year-round wage supplements from the EITC to their qualified low-wage workers, they
will presumably secure lower turnover from their workers and some of the other productivity
benefits that the Ordinance seeks to achieve.

The EITC cannot achieve all of the goals of the Ordinance, such asthe provision of
health insurance to contract workers, or the establishment of “model employer” criteria.
Moreover, many of the weaknesses of the Ordinance can be greatly mitigated by carefully
targeting its provisions. The most significant quality issuesthat have arisen in service
contracts are concentrated in particular areas (e.g., custodia and security contracts). Some
types of contracts (e.g., for child care workers) hire low-wage workers with much higher
concentrations of poverty than the average level. Low-wage workers are also concentrated in
arelatively small number of contracts; if the Ordinance applied only to these high-
concentration areas, administrative costs would be far lower.

We therefore set forth, in the “ Summary and Recommendations’ portion of this
report, a specific proposal that lays out a path by which many of the goals of the Ordinance
can be achieved at much lower cost. It isby no means certain that the scaled-down “Living
Wage” proposa we outline can succeed in al of these goals; we have, for instance, little hard

63



information on the productivity problems or the exact effects of higher wages. But we think
there is a good chance that the proposal would achieve its goals of increasing the quality of
City services and transferring income to a substantial number of poor or near-poor workers.
In thisform, wethink that any possible negative side effects of the Ordinance are virtually
eliminated. TheEITC proposal, for its part, is the sort of common-sense idea that has
virtually no downside. With both proposals, we strongly recommend an evaluation
mechanism for ng whether the demonstrable benefits of the programs justify their
costs over time.

Section Twelve: Conclusions

On the whole, we are surprised that we were able to answer as many questions about
the Living Wage Ordinance aswe did. Put as broadly as possible, our findings are these:
The Ordinance’ s benefits and wages mandates would mostly affect afew hundred service
contractors and concessionaires and around seven thousand employees. Thetotal cost of the
mandate would be around $30-40 million; two-thirds of the cost would go to benefits rather
than higher wages. There would be some indirect effects on higher-paid workers and the
general economy, but both of these would be surprisingly small. A non-trivial number of
covered workers would lose their jobs when the Ordinance’ s mandated wage and benefit
increases went into effect, but most of these workers would find new jobs in what we have
called the “secondary market.” The City would probably end up paying most of the cost of
theincrease -- and should do so, if it wishes to minimize the displacement of workers. The
Ordinance would have a positive effect on worker productivity and the quality of services
provided to the City, but a more targeted Ordinance could gain most of those benefits at
much less cost. The Ordinance would have avery modest effect on poverty among the
affected workers, thistoo, could be made more cost-effective with better targeting. The
Ordinance will not be agreat boon to Los Angeles' low-income communities; neither isit
likely to chill Los Angeles’ business climate.

How these findings trandate into support or opposition to the Ordinance in its current
form, of course, depends on one’ s values and goals, and how one estimates the seriousness of
the problems the Ordinance seeksto address. One might think that the tilt of the
Ordinance’ s cost towards higher benefitsis desirable, if one seesthe absence of health
Insurance among low-wage workers as a critical problem. One might believe that the
symbolic and service quality effects of the Ordinance easily justify itscost. Or one might
conclude that the program is weak as an anti-poverty initiative and that the money could be
used more effectively elsewhere.

Our intent is not to answer these difficult questions, but to provide a sufficiently
detailed framework so that one can roughly determine how well the Ordinance, as drafted,
meets various goals, and what is likely to happen if it isenacted. Our own recommendations
follow from our interpretation of the Ordinance’ sgoas. We believe that if the central
purposes are seeking higher productivity, having the City set apositive example, and
reducing poverty among the City’ s “shadow” workforce, then the program outlined in our
summary would meet the goals more cost-effectively.
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Appendix A
Notes on the Study Methodology for Surveying Firms

Given the potentially broad scope of the ordinance, it isessential to understand how
many workerswill be potentially affected under the various interpretative variations. The
ideal methodology for estimating the number of workers affected is to survey the universe of
contracts. Given the short time under which the present study was produced, a complete
canvass of the universe was not feasible. A methodologically sound alternative would be to
draw and survey arandom sample from the universe of city contracts and leases. An
important property of arandom sample, and the property that makes it methodologically
sound, isthat all contractsin the universe have an equal probability of being chosen for the
sample. Though scientifically valid, this property makes a true random sample an arguably
inefficient data gathering procedure in cases where it is known beforehand that certain types
of observations (i.e.contracts) are more likely to contain covered workers. To increase the
reliability of the estimatesin situations where one has strong beliefsthat certain types of
observations are more likely to contain relevant information, a strong case can be made for
stratified sampling. Under aprocedure of stratified sampling, the universeisfirst stratified
according to the likelihood of containing relevant information and then the strata more likely
to contain relevant information is more heavily sampled. In the context of this study, a
method of stratified sampling would call for contracts and leases known to contain low wage
labor to be more intensely sampled.

The procedures that we use for estimating the number of workers affected and overall
costs uses a combination of stratified and random sampling. To obtain estimates for low
wage workersworking directly on city contracts we primarily used data obtained from the
City for firms known to employ low wage labor. We supplemented the City-provided data
with arandom sample 650 contractors. Of the 650 firmsin the random sample, fifty were
also included in the City survey, and we did not resurvey them. Of the remaining 600, we
successfully collected information from over 260 service contractors. Taking into account
the information we collected from our random sample and the information we already had on
firmsin our random sample from the City Survey, we had dataon 310 contractors of the
original 650 firmsin the random sample -- aresponserate a little short of 50%, whichis
high for surveysthat require awritten response.

For most low wage sectors, we had data from the City on most of the universe for that
sector. In afew cases where we did not have the complete universe of contracts, we adjusted
our sectoral estimate up by a conversion factor that reflected what wasincluded in the
universe but not in the sample. In most cases, this conversion was based on the dollar value
of contracts. Inasmall number of cases ( for concessionaires), the relevant contract value
datawas not available and, we used the number of firmsin the universe relative to the
number in the sample to compute a conversion factor. To estimate the number of
administrative support staff, social service workers and child care workers, we used the
results of our random sample and the appropriate conversion factor. We used similar
methods to estimate the number of affected workers and costs for lessees and
concessionaires.
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One obstacle that had to be overcome with the City-provided datais that it was not
gathered in away that aways provided direct information on the number of workersin the
relevant ranges and the average wages for workersin that range (i.e. relevant ranges being
“workers making less $7.50" and “workers making between $7.50 and $15.00”). Instead, the
City gathered information on all workers making less than $15.00. Over Y2 of the
observations fell within the relevant ranges and required no adjustment and most of the cases
involved workers making between $4.75 and $9.50. For the observations where the workers
surveyed overlapped the ranges, we used an algorithm that estimated the number of workers
in each range using information from the survey on the maximum, the minimum and the
average wage of all theworkers surveyed. This algorithm broke down the workers on a
given survey into those making less than $7.50, those making between $7.50 and $9.50 and
the averagesfor each range. Asacheck on thisalgorithm, we recomputed the mean wage of
all workersin the survey implied by the algorithm and compared it to the actual mean wage.
The agorithm computed an average wage within 2 cents of the actual mean.

Finally, we checked to make sure that our estimates were inclusive in two ways.
First, we combed the universe for sectors that might have substantial low wage workers but
for whom we had no data and surveyed these firms over the telephone. For example, in the
sanitation sector where we had very little information, we called and talked to most of the
firmswith large contracts (over 5 million annually) and found that none we talked to had
affected workers. Animportant exception in this sector of afirm that we were unable to
gather information on was Browning-Ferris. Second, we used the random sample to derive a
point estimate of the number of affected workers, excluding social service and child care
workers. The point estimate is 1865 workers making under $7.50 and 470 workers making
between $7.50 and $9.50. These point estimates are similar to our reported estimates of 1917
for workers making under $7.50 and somewhat less that our reported estimate of 1300
workers making between $7.50 and $9.50. The main reason for the discrepancy was the lack
of information on food service workers in the random sample where many of the $7.50 to
$9.50 workers are concentrated, leading to an underestimate for the point estimate, and
additional information we gathered on firms not in the random sample (but included in our
reported estimates) for administrative support staff employed by”low-wage’ firms. Since
both of our point estimates are |ess than the reported amounts, we believe that our numbers
are roughly accurate and may in fact overestimate the number of covered workers.
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