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The Davis-Bacon Act
Should Be Repealed

The Congress should repeal the act because:

-Significant changes in economic con-
ditions, and the economic character of
the construction industry since 1931,
plus the passage of other wage |aws,
make the act unpecessary.

-After nearly 5U years, the Department
of Labor has not developed an effect-
ive program to issue and maintain
current and accurate wage determin-
atiuns; it may be impractical to ever
do so.

-The act results in unnecessary cain-
struction and adminis.rative costs of
several hundred million dollars annu-
ally (if the construction projects
reviewed by GAQ are representativs)
and has an inflationary effect on the
areas covered by inaccurate wage rates
and the economy as a whole,
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COMPTROLLER GENERAL. OF THE UINITED STATES
. WASHINGTON, D.C. 20148

,B-146842

To the President of the Senate and the
Speaker of the House of Representatives

This is our report to the Congress, "The Davis-Bacon
Act Should Be Repealed.™

We are recommending that the Congress repeal the

.Davis~Bacon Act because (1) there have been significant
changes in the economy since 1931 which we believe make
continuation of the act unnecessary, (2) after nearly

"-50 years, the Department of Labor has yet to develop an
effective program to issue and maintain accurate wage
determinations, and it may be impractical to ever dn so,
and (3) the ac¢t is inflationary, and results in unnecessary
construction and administrative costs of several hundred
million dollars annually. ' '

We are sending copies of this report to the Secretaries
of Labcr; Commerce; Defense; Health, Educatioa, and Welfare;
Housing and Urban Development; .ransportation; and the
Treasury; the Administrator, Environmental Protection Agency;
the Postmaster General; and the Director, Office of Management -

" and HBudget. : .
JCompt.roll General

“of the United States




‘COMPTROLLER GENERAL'S ' THE DAVIS-BACON ACT SHOULD
_REPORT TG THE CONGRESS: =~ = BE REPEALED '

The Davis-Bacon Act is no longer needed.

Other wage legislation and changes in

economic conditions and in the construc-

tion industry since the law was passed

make the law obsolete; and, the law is A
inflationary, GAO believes it should be

repealed. :

The Davis-Ba~ > n Act requires that each con-’
tract for t! constructi~n, alteration, or
repair of puv ‘¢ kuildings or works in ex-
cess of $2,0uyU to which the United States is
a party--or, under 77 related laws, in which
. the United States shares the financing--
state the minimum wages to be paid to various
classes of laborers and mechanics., The mini-
mum wages (ircluding fringe benefits) are
those deternined by the Secretary of Labor to
be prevailing for the laborers and mechanics
employed on projects of a similar character in
the area in which the work is to be performed.

The act was intended to discourage nonlocal
.contractors from successfully bidding on
Government projects by hiring cheap labor
from cutside the project area, thus disrupt-
ing the prevailing local wage strurture.

GGAD believes that the Davis~Bacon Act should
be repealed for the followiny reasons.

SIGNIFICANT CHANGES IN ECONOMIC

CONDITIONS AND WORKER PROTECTION

LAWS SINCE THE.1930s

When the ac’: was passed in 1931, the United
States was rapidly sliding into the great
depression, Construction, which was about
$10.6 billion in 1929, fell to $2.9 billion
by 1933, and most of that was Gpvernment
financed.

Trar. Shegt, Upen removal, the noport
cuver date shouk! be naled hen.on =1 HRD-79"‘18




During the same period, employment in the con-
struction industry declined from 1.5 million
in 1929 to about 800,000 in 1933, Competi-
tion for contracts ané for jobs was great--
especially for Government construction. There
were no miaimum wage laws and no unemployment

compensation programs or other laws to protect

the wages of workers,

Since the act was passed, the Congress has

'enacted a number of other laws to protect

the wages 0f construction workers, including
laws requiring that minimum and overtime

. rates be paid and laws prohibiting cortrac-~

tors from requrstlng kickbacks cof wages.
(See ch. 3.): '

In 1977 about $172.5 billion was spent on
new public and private ‘construction projects.
About 78,1 percent ($134.7 billion) was for

';privately financed projects without the pre-

valling wage protection of the Davis-Bacon .
Act. The remaining $37.8 billion was for
direct Federal or federally assisted con-
struction sper.t by State and local agencies
and involved an estimated 600,000 prime and
subcontracts and an estimated 22 percent of

- the Nation's 3.8 million construction woxkers.

‘(See ch. 1.)

THE ACT HAS BEEN AND CONTINUES

TO BE IMPRACTICAL TG ADMINISTER

After nearly 50 years of administering the
Davis-Bacon Act, the Department of Labor
has not developed an effective gystem to
plan, control, or manage the data collec-

“tion, compilation, and wage determination

functions. GAQ's review of the wage deter-
mination activities in five regions and
headquarters showed continued i1nadequacies,
problems, and obstacles in Labor's attempt
to develop and issue wage rates based on

prevailing rates,

Evaluation of the wage determination files
and inquiries regarding 73 wage determina-
tions at five regions and headquarters
showed that, in many instanceg, wage rates
vere not adequately or accurately determined,
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About one-half of the area and nroject
determinaticns reviewed were not based on
surveys of wages paid to workers in the
locality, but on union-negotiated raten.

When surveys were made, the data collection
and compilation practices were varied and
inconsistent within and among regions, and
at the headquarters level. There were also
problems in identifying similar projects
and collecting data from contractors on

a veluntary basis,

Furthec, Labor deleted, added, and changed
the wage data received without adequate
reason or rationale. As a result, many of
the worker classifications and rates issued
did not represent the prevailing wages pald
in the locality. .

"In GAO's opinion, Labor's procedures for
developing and issuing wage rate determina-
tions provide no assurance that the rates
stipnlated actually prevail for corresponding
classes of workers on similar private con-
struction projects in the locality. (See

ch. 4.) ‘

INCORRECT RATES ARE
ON THE LOCAL AN'D NA

FLATIONARY -

IN
FTONAL_ECONOMY

GAQO's review of 30 Federal or federally
assisted projects, costing an estimated
$25.9 million, showed that the majority of
the rates issued by Labor were higher than
the prevailing rates in 12 of the localities
and lower in the other 18. 1In the 12 deter-
minations where Labor's rates were higher,
wage costs paid on the projects averaged

- 37 percent more than the comparable wage
costs at rates prevailing in the locali-
ties. The higher wage costs ranged from a
low of 5 percent to a high of 123 percent,
As a result, Federal construction costs

may have been inflated by an average of

3.4 percent., The increases Yranged from

1 to nearly 9 percent. (See ch. 5.)
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While GAO's selection of the 30 projects was
made on a random sample basis, the sample size
was insufficient for projecting the results to
all Federal or federally assisted construc-
tion costs during the year with statistical
validity. However, even in the absence of
statistical certainty, the random nature of
GAO's sample leads it to believe that, if
these projects are representative (and GAO
-has no reason to believe they are not), the
‘act results in unnecessary construction

costs of several hundred million dollars
annually. (See pp. 77 and 78.)

| The inflated wage costs may have had the most v

adverse effect on the local contractors and
their workers-—-those the act was intended to
protect--by promoting the use of nonlocal
contractors on Federal projects. Nonlocal
contractors worked on the majority of these
projects, indicating that the higher rates
may have discouraged local contractors from:

" bidding. : )

In the 18 projects where Labor's rates were
lower than those preva 'ling locally, local
contractors were generallyv awarded the
contracts. ‘They generally paid workers

the prevailing rates in the community--higher’

" rates than those stipulated by Labor. Thus,

the act's intent--to maintain the local pre-
‘'vailing wage structure--is carried out only
when the administration of the act has no
effect. ' '

In addition, the act and a related weekly
payroll reporting requirement of the Copeland
Anti~Kickback Act result in unnecessary con-
tractor costs--which are passecd on to the
Government~-estimated at almost $191.6 mil- .
lion for 1976 and $189.1 million for 1977,
In addition, estimated unnecessary costs of
$10.9 million in 1976 and $12.4 million in
1977 were incurred by Federal agencies to
attempt to administer and enforce the act.
(See ch, 6.} '
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The excessive wage determinations have

an inflationary effect on areas covered

and, because of the large volume of covered
construction (about $37.8 billion in 1977},
on the construction industry and -the national
economy as a whole. _—

CONCLUSION

GAO bhelieves that Davis-Bacon Act wage
determinations could be eliminated with
the same success achieved by eliminating
wage determinations for workers on Federal
contracts for supplies and materials under

_the Walsh-Healey Public Contracts Act. For

the post 14 years Labor has issued no deter-
minations under that act for the largest
segment of Federal contractor employees,

-and apparently no adverse effect on wage

rates of the workers involved has been ..
evident. {See pp. 25 to 27.)

GAO believes that the significant changes
in the Nation's economic conditions and
the economic character of the construction
industry since 1931, plus the passage of

"other wage laws, make the Davis-Bacon Act

unnecessary. Moreover, the legislative
intent--not to disturb local wage standards--
is often not met; it is met only when Labor's

+

wage determinations are lower than the wages

prevailing in the project area.

RECOMMENDATIONS TO THE CONGRESS

The Congress should repeal the Davis-Bacon
Act. GAO also recommends that the Congress
rescind the weekly payrcll reporting
requirement of the Copeland Anti-Kickback
Act. ‘ :

- In addition, the Congress should repeal the

provisions in 77 related statutes which
involve federally assisted construction
projects and which require that wages paid
to contractor employees be not lower than
those determined by the Secvetary of Labor
to prevail in the locality, in accordance
with the Davis~Bacon Act.

I




AGENCY COMMENTS LT T T T N

Nfficials of the Office of Management and
Budget disagreed with GAO's recommendatitns
and said that problems in implementing the
Davis-Bacon Act could be resolved through
administrative action including, where appro-

' priate, modification of Labor's implementing

regulations.

GAO disagrees, It believes the problems

and inadequacies it has identified--over
.almost 20 years of reviews—-cannot be cor-
‘rected or improved significantly by aiy '
- administrative action, regulation modifi-

cation, or application of additional re- ., ..
sources to program admm;.stratlonU (See

- p. 13.)

“.Labor official. also disagreed with GAQ's

recommendations, and in many caces they
guestioned GAO's findings and conclusions.

“The Secretary of Labor 'stated that he was

satisfied that, on balance, the Davis=Bacon
Act was being competently and effectively

" administered. n d

GAO beljieves that Labor was less théﬁ

- objective 'in its comments, ' GAO's. analysis .

showed that Labor's comments for the most:
part were misleading; inaccurate,; taken out
of context, unsupported, and often did not’'
reflect the information'in its files.

As a result of Labor's vcluminous corments,
GAQO had to make an ¢xtraordinary effort to
review and evaluate Labor's. conments and
claims., GAQ believes that its findings are
accurate and representative of Labor's ad-
ministration of the Davis :‘Bacon Act. GAO
believes also that, in administering the act,

Labor has been consistently incynsistent.

Indeed, in GAO's opinion, its analysis of
Labor's largely unsupported comments rurther
supports GAQO's view that the act is not sus-

‘ceptible to practical and effective adminis~-

tration. Therefore, the results of GAO's

analysis are included in the report in some
detail. (See the end of chs. 3, 4, 5, and 6
and apps. IV through XII.)
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. CHAPTER 1
INTRODUCTION

The Davis-Bacdn Act ( 40 U.S8.C. 276a (1976)), passed in
193], was the first Federal legislation requiring the payment
- of minimum wages to 2mployeas working on Federal or federally
financed construction projects., The minimum wage is based on
wages determined by the Department of Labor to be prevail.ng
in the locality of the proposed construction. The DQV1€-
Bacon Act applied to about $37.8 billion of the more tha
$172.5 billion spent on constructlon in the Unltndustates in
L977l

This is our ninth report since 1962 on the administra-
~tion of the act by Labor. 1In earlier reports we addressed

the development and itsuance of wage determinations by the
Secretarvy of Labor under the act and the related inflationrary
effect on Federal construction projects when rates were higher
than the prevailing wage3s in the areas. We made numerous
recommendations to the Secretary for improving aata collection
and compilation and for issuing wage rates. 1/

In this report we evaluate the improvements by Labor and
‘discuss whether the original purpose of the Davis-Bacon Act
is being implemented and whether it is still needed in view
of the vast socioeconomic changes in the Nation since the act
was passed in 1931,

THE DAVIS-BACON ACT-~-ITS PURPOSE,
COVERAGE, AND HDMINISTRATION

The Davis-Bacon Act has remained a relatively obscure
act since its enactment in the midst of the great depression
of the 1930s. The history of the act, however, has been
controversial from its inception nearly half a century agu
to today. Federal contracting agencies and contractors,
contractor associations, unions, and Labor have all been dis-
satisfied with aspects of the wage rates issued, enforcement
under tha act, or both. With numerous extensions of the act's
prevailing wage concept to other leyislation, State and local
programs have been affected by the act.

The Davis-Bacon Act was passed when the Federal Govern-
ment was engaged in a significant construction program to
help alleviate the depressed employment and eccnomic .ondi-
tions in the economy and the construction industry.

1/See app. I for a list of the eight prior reports.




The principal objective of the act is to protect com-
munities from the dep.essing influences of lower wage rates
at which workers might be hired and brought into communities
tc work on Federal construction projects. This objective is
to be accomplished through contract conditions reguiring pay-
ment of not less than minimum wages which are based on wages
prevailing in the communities where the Federal projects are
to e constructed.

The legislative history of the Davis-Bacon Act 1/ in-
dicated that the Congress intended that the determined rates
should be based on the wage rates paid by private industry.

- The sponsors of the legislation offered statements and assur-
ances that it did not require new rates to be established but
merely required contractors to pay the rates that had been

established by private industry for construction of a similar

character.

The act, as amended, reqguires that e-ch contract over
$2,000 to which the United States is a paiLty--for construc-
tior, alteration, or repair of public buildings or public
+ works--state the minimum wagces to be paid to various classes
of laborers and mechanics. The act provides that the minimum
wages be based on wages determined by the Secretary of Labor
to be prevailing for the corresponding classes of laborers
and mechanics employed on projects of a character similar to
the contract work in the city, town, village, or other civil
subdivision of the State in which the work is to be performed.
The minimum wage determination includes the basic hourly
rates of pay and fringe berefits, if any.

Extension of the Davis-Bacon Act

Initially, the act applied only to construction projects
vrocured directly by Federal agencies. Hdowever, since 1937
the minimum wage provisions have been extended to 77 related
statutes which involve federally assisted construction
projects.

Contracts for construction with a Federal interest
growing out of grants, loans, or insurance subject to the
related acts specify that wages paid to contractor employees
should not be less than those determined by the Secretary of -

————— -

1/A history of the act is presented in app. II.




- of the 3.8 million U.S. construction workers were employed

Labor to be prevailing in the locality, in accordance with
or‘pursuant to the Davis-Bacon Act. These statutes cover
such Federal programs as housing, health, water. and air pol-
lutkgn, transportation, and revenue sharing.

With these extensions to other acts, nearly every po-
litical subdivision in the Nation is confronted with the
prospe-t of using Davis-Bacon Act wage rates on construction
projects. A list of the 77 related statutes at April 30,:.1977,
is shown in appendix III,

Coverage cof the act

About $172.5 billion was spent on new public and private
construction projects in calendar year 1977. About 78.1 per-
cent ($134.7 billion) was performed on privately financed
projects without the prevailing wage protection of the Davis-
Bacon Act. Federal construction of $7.4 billion (4.3 percent
of the total) was covered directly by the prevailing waye pro-
visions of the Davis-Bacon Act. The remaining $30.4 billion
was spent on construction by State and local agencies, and a
substantial portion involved Federal financial assistance,
and thereby was covered by the act through extensions under
the 77 related acts noted above. h

A Labor official estimates that about 600,000 prime and
subcontracts are awarded annu&lly for these Federal, State,
and local projects., With about 22 percent of total construc-
tion covered by the act, we estimate that less than 1 million

on these projects in 1977. Thus, the act directly affects
less than an estimated 1 percent of the 100 miliion workers
in the Nation's labor force.

construction involves such a wide variety of activity
that any attempt to generalize on industry characteristics
is difficult. Federal and federally assisted construction
covers all facets, from a cvew of one ¢or two on a $2,000 re-
pair job to hundreds of workers on projects costing millions
of dollars. Similarly, wage rates paid to workers vary sub-
stantially, not only with the type of project, but also with
local construction practices and project location, especially
in relation to the distance from large urban centers.

One characteristic of the construction industry which
affects Labor's administrative practices in determining pre-
vailing wages in localities is the fact that the vast majority
of construction contractors are small. In 1975 the Department
of Commerce's Bureau of the Census published 1972 data which




~ showed thot 755,000 (82 percent) of the 921,0C0 construction ~————*
contractors in the United States were composed of proprietors
and working partners or firms with four employees or less.

Another factor affecting Labor's administration of
the act is that unionization in the construction industry
is declining. Bureau of the Census data in 1977 indicate a
range of unionizacion in the construction work force varying
from 20 percent in the South to about 50 .percent in the
Northeast and West. As a perc¢entage, construction work-force
unionization has declined from 54.7 percent (except for car-
penters, who were separately reported at 45.4 percent) in
1970 to 35.7 percent in 1977, inclusive of carpenters.

Program administration

The Secretary of Labor has delegated his responsibili-
ties for wage determinations and overall coordination of en-
forcement responsibilities to the Assistant Secretary of Labor
for Employment Standards, who heads the Employment Standards
Administration. The administration's Wage and Hour Division
administers and enforces the Davis-Bacon Act through its
Washington, D.C., headquarters, 10 Labor regional offices,

.and 90 area offices throughout the United States.

The Wage and Hour Division issues wage rate determina-
tions under the Davis—~Bacon Act to requesting Federal agen-
cies responsible for awarding contracts. These rates are
then shown as minimum rates in the hid specifications and
the final contracts. Two kinds of wage determinations are
issued--project determinations and area wage determinations,
Project determinations are issued for a specific agency

‘project and are effective for 120 days from the date issued.
Area determinations apply to certain geographical areas (such
as countles or States) and are required t" be used on all Fed-
cral projects to be constructed in the covered area. They

arc published in the Federal Register and are in effect until
superreded.

The Wage and Hour Division carries out its wage deter-
mination activities with a staff consisting of wage special~
ists and analysts supported by clerks and typists at the
Washington headquarters and 10 regional offices. .

In March 1978 the Wage and Houi Division had 73 stait
members working on the wage determinations program at the :
headquarters and regional offices. Of these, only 50 were .
wage determinaticn specialists or wage analysts; 25 were
located in regional offices and 24 at headquarters. The
remaining 23 were clerks and typists--15 at the regional
"offices and 8 at the headquarters.




Appeal. process

it

‘Under Labor'; regulations, any interested party (such
as an employee, a contractor, a Federal contracting agency,
a contractor association, or a union) may seek a review of
a Wage and Hour Division wage determination. The first step
is informal--the determination is reviewed by the Wage and
Hour Division, based on the complaint or protest and, if
necessary, a formal hearing is held. The decision on the
determination is then made by the Administrator, Wage and Hour
Division. If still unsatisfied, the interested party may ap-
peal the administrator's decision to the Wage Appeals Board.

Protests before the Wage Apveals Board

Wage determinations issued by Labor under the Davis-Bacon
Act arc final and not subject to judicial review, However,
after much discussion on this point in congressional hearings
held in 1962, the Secretary of Labor establ1shed in December
1963 the Wage Appeals Board.

The Board consists of three members appointed by the
Secretary of Labor. It has jurisdiction to decide, at its
discretion, appeals concerning questions of law and fact re-
lated to the Davis-Bacon Act decisions of the Secretary con-
cerning: :

~-~Wage determinations issued.
~--Debarment cases.

-~Controversies concerning enforcement of the payment
of prevailing wage rates or proper job classifica~
tions which involve significant sums of money, large
groups of employees, or novel or unusual situations, =

The Board may dccline the review of any case whenever
in its judgment a review would be inappropriate because of
{1) a lack of timeliness, (2) the nature of the relief sought,
or (3) other reasons. The procedures for appeal and how the
Board operates are set forth in the Code of Feder: Requla-
tions (29 C.F.R. 7) under the title "Appeals to the Wage Ap-
peals Board."

n




Davis-Bacon wage determination activity -

The Wage and Hour Division staff is responsible for
developing, issuing, and maintaining prevailing wage rates
for all worker classifications involved in varying types of
construction in 3,119 political entities throughout the coun-
try. Labor usuvally defines the entities as counties of the
United States, Puerto Rico, Guam, and the Virgin Islands.

' buring calendar years 1975 and 1977 the Wage and Hour
Division staff issued these wage determinations: -

Project Area Totals
1976 1977 - 1976 1977 1976. 1377

New determina- - ‘ |

tions 10,738 13,723 57 46 10,795 13,769
Supersedes ' . S

determina-

tions . 46 36 621 579 667 615
Modifications 927 1,915 1,152 1,632 2,079 3,547

Total 11,711 15,674 1,830 2,257 13,541 17,931

The Wage and Hour Division issued about 15,470 wage
determinations in 1978. .
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CHAPTER 2

. THE DAVIS-BACON ACT IS NO LONGER NEEDED

AND SHOULD BE REPEALED

We believe that the Davis=3acon Act should be repealed
because:

~-Significant changes in social and economic conditions
and the economic character of the construction industry
since 1931, plus the passage of other laws to protect
the wages of construction workers, have made the Davis-
Bacon Act's intended protection unnecessary and irrel-".
evant.,

--After nearly half a century, Labor has yet to develop
an effective program to maintain and issue current
and accurate prevailing wage rates for every classifi~
cation of employez working on the varying types of
Federal cx federally assisted construction. Labor's
zdministration has resulted in inaccurate wage rate
determinations being issued and has often produced
results contradictory to the legislative intent.

-~The act results in unnecessary construction costs and
is inflationary. The setting of inaccurate wage
rates by Labor causes the Federal Goverrment to pay--
if the construction projects we reviewed are represen-
tative-—~several hundred million dollars more than it
should for construction each year., The act, along
with the weekly payroll reporting requirement of the
Copeland Anti~Kickback Act, also resulted in (1) an
estimated $191.6 million for 1976 and $189.1 million
for 1977 in unnecessary administrative costs for con-
tractors complying with the acts' requirements--that
are passed on to the Federal Government--and {2) esti-
mated costs of about $10.9 million in 1976 and $12.4
million in 1977 to Labor and other Federal agencies
to administer and enforce the acts.

2

SIGNIFICANT CHANGES IN ECONOMIC CONDITIONS
AND WORKER PROTECTION LAWS MAKE THE
DAVIS-~-BACON ACT LESS RELEVANT

The Davis-Bacon Act was enacted in 1931. The legisla~-
tive intent was to discourage nonlocal contractors from bid-
ding on Government projects and brinding in cheap, ocutside
labor to work cn thu projects. The act as passed and amended




only provides that wages paid by successful contractors would
not disturb local wage standarus. It regquires that contrac-
tors working on Federal projects pay at least the locally
prevailing wages to their workers as determined by Labor,

No new rites, either higher or lower than those prevailing,

'were required to be established by Labor,

The depression was a time that wreaked particularly
severe havoc on the building industry. The dollar value of
new construction declined steadilv dnring the years 1929-33--
from about $10.8 billion to $2.9 billion. 1In that same per-
iod construction employment fell from 1.5 million workers to
B00,000 workers. The annual earnings of the average con-
struction worker also fell from $1,674 in 1929' to about half
that in 1933. ‘ ' ‘

By 1931 the Government's involvement in the building
industry was increasing. In 1926 only 18 percent of all
new construction was publicly financed. But, as economic
conditions declined, the Federal Government tried to help
the economy by pumping more money into the construction
industry. By 1834, 59 percent of all new construction was
publicly financed.

Congressman Bacon of New York and Senator Davis of
Pennsylvania believed that the Government should do something
to assure that local labor and contractors got a fair op~

.portunity to participate in the Government's building pro-

gram. In 1931 they introduced identical bills in the 71lst
congress that eventually became the Davis-Bacon Act, which
was enacted on March 31, 1931. The act was passed under
"emergency" procedures because of the depre531on and the un-
employment situation.

The country has experienced tremendous growth since
the 1930s. This is illustraied by the increase in the gross
rational product from $75.8 billion in 1931 to $1.9 trillion
in 1977. The construction industry has grown significantly--
particularly in the private sector. By 1977 new construction
had risen to $172.5 billion, with over three-fourths ($134.7
billion) in the private sector and one-fourth ($37 8 billion)

”] in the public sector.

Also, the construction industry employed about 3.8 mil-~
lion workers in 1977 (compared to about 1 million in the
1930s). Moreover, the average annual income of construction

- workers has increased from an estimated $1,674 in 1929 to




about $14,000 in 1977. This increase generally kept pace
with wage. increases in the mining and manufacturing indus-
tries. :

In addition, since the act was passed the Congress has
"enacterd a number of other laws to protect construction workers
against wage losses, exploitation by contractors, and adverse
conditions. These laws (1) prohibit contractors from request-
.ina waage kickbacks, (2) reguire that contractors be covered
. by payment bonds, (3) reguire that minimum and overtime wages
be paid, and (4) provide for unemployment comp-nsation,
THE ACT HAS BEEN AND CONTINUES
TO BE IMPRACTICAL TO ADMINISTER

Labor has not developed an effective system to¢ plan,

control, and manage the data c¢ollection, compilation, and
wage determination issuance functions under the Davis-Bacon
. Act. In fact, the policies, practices, and procedures devel-.

.oped by Labor for establishing wage rates under the act have
only rarely implemented the legislative intent. Rates issued
have nearly always affected local wage standards--in many in-
stances amounting to wage fixing and limiting or estaklishing
worker classifications for Government construction with no
consideration given to classificatiuns and corresponding wages
paid on similar private construction in the locality.

. Our evaluation of Labor's wage determination files and

our inquiries regarding 73 specific wage determinations at
five selected reqions and headyuarters showed that in many
instances the wage rates were not accurately determined.
About one-half of the area and project determinations re-
viewed were not based on surveys of wages paid to workers on
private projects in the locality in which the wage rates
issued were required to be paid. Inctead, union-negotiated
collectively bargained rates were required by Labor in these
localities.

Also, when wage surveys were made there were problems
in identifying similar projects and collecting data from
contractors on a voluntary basis. In addition, much of the
wage and worker classification data collected was not used
or adjusted, upward or downward, by the regional and head-
quarters wage analysts, so that many of the classifications
and rates seldom represented those that prevailed in the
locality.




THE EFFECTS OF LABOR DEVELOPING AND
ISSUING INACCURATE WAGE RATES--
SOME 2RE TOO HIGH, SOME ARE TOO LOW

As part of our review, we surveyed the wage rates in

- 30 localities and found that the wage scales issued by Labor
did not prevail; this had the effect of Labor establishing

- new wage scales. We found that Labor's rates in 12 localit-
ies were higher than those prevailing in the locality; in 18
the rates were lower than prevailed. Labor's higher rates
were usually based on higher union-negotiated rates, although
our surveys showed that nonunion rates often prevailed. As a
consequence, when Labor's rates were too high, Federal. con-
struction costs were inflated.

In addition to the inflationary costs of Federal con-
struction where Labor's rates were too high, local contractors
and workers in smaller communities were affected the most-~
because contracts on the majority of the projects were awarded
to outside contractors,

Some local contractors stated that, rather than disturh
their existing wage structures, they would not bid on Govern-
ment projects when rates were higher than those prevailing

_in the locality. Thus, the inflated costs may have had the
most adverse effect on local contractors and their workers——
those the act wa~. designed to protect--by promot 19 the use
of nonlocal contractors on Federal projects.

Coaversely, little or no adverse effect was evident in
the 18 projects where Labor's rates were lower than those
prevailing locally. 1In fact, the opposite occurred-~local
contractors were generally awarded the contracts, and they
generally paid workers at rates above those stipulated by
Labor. We found no instances where outside contractors took
advantage of the low rates by 1mport1ng low~-paid workers ‘into

* the locality.

THE ACT HAS SIGNIFICANTLY INCREASED THE
COSTS OF FEDERAL CONSTRUCTION AND
HAS AN INFLATIONARY EFFECT

Setting minimum prevailing wage rates for federally fi-
- nanced construction projects as required by the Davis-Bacon
Act tends to increase the cost of Federal construction, 1In
comparing prevailing wage rates paid to workers on private
construction projects in 30 localities throughout the Nation
with those issued by Labor on Federal or federally assisted
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construction projects, wc found that in 12 locations rates
were too high and, as a result, the wage costs paid on the
projects averaged 36.8 percent more than the comparable wage
costs at rates prevailing in the locality. The higher wage °
cost ranged from 5.2 to 122.6 percent. -

Consequently, the higher Labor rates may have increased
total construction costs by an average of 3.4 percent. The
increase ranged from 1 to nearly 9 percent.

We estimate that, as a result of minimum wages being
established at rates higher than those actually prevailing
" in the area of the project, the construction costs, if the
projects we reviewed are representative, for federally finan-
ced projects could be 1ncreased by several hundred million
dollars annually. ' o

In addition, the Davis-Bacon Act, along with the weekly
payroll reporting requirement of the Copeland Anti-Kickback
Act, also resulted in (1) unnecessary adrministrative costs
estimated at $191.6 million in 1976 and $189.1 in 1977--which
are passed non the Government--incurred by contractors for com-
plying with the payroll maintenance and certification require-
ments of the acts and {2) estimated costs of about $10.9 mil-
lion in 1976 and $12.4 million in 1977 incurred by Labor and
other Federal agencies for administering and enforcing the
acts' requirements.

Moreover, the act has an inflationary effect on the

economy, labor conditions in the area of the construction
'project, and the country as a whole. The 1nF1af1nnarv effect

a4%a "y 41— —rr T S RN L

of the Davis-Bacon Act has been noted in studies on the act
made by private econcmists, Government agencies, and others.

Concern has been expressed by Government officials and
~economists over the inflationary trend of construction costs
caused by the act. The act was suspended for a short time
in 1971 because of excessive costs and unemployment in the
construction industry. There also have been numerous bills
introduced in the Congress to repeal the act. None hLave been
- passed.

' OUR_CONCLUSION-~THE DAVIS-BACON
IS NOT NEEDED

After nearly half a century Labor has not developed an
effective program to maintain and issue current and accurate
prevailing wage rates for every classification of mechanic
and laborer working on the varying types of Federal or fed-
erally assisted construction in every city, town, village,
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and other civil subdivision in the United States and the
District of Columbia, We believe that the concept of issu-
ing prevailing wages as stated in the act is fundamentally
unsound.

Given the diverse characteristics of the construction
industry, the differing wage structures on the varying types
of construction, and the voluntary aspects of collecting wage
data from contractors in every county throughout the Nation,
we do not believe that the act can be effectively, effici-
ently, and equitably administered. The Secretary of Labor's
comments in the President's veto message in 1932 (concerning
an amendment providing for the predetermination of prevailing
wages) are still relevant today. He stated that "it is im-
practicable of administration;" it would "stretch a new bu-
reavcracy across the country;" and "unless * * * wages were
based on a thorough investigation in the locality, the rate
stated * * * would only provoke dissatisfaction and contro-
versy.," '

Furthermore, we believe the act is no longer needed or
relevant, The conditions of depression and deflation which
existed in the 1930s when it was passed have not recurred
since that time. In fact, the economy and the construction
industry have experienced tremendous growth (particularly
in the private sector) so that the act now affects less than
an estimated .'2 percent of about 3.8 million construction
workers and le.s than 1 percent of the Nation's total work
force. |

Also, the Congress has enacted other laws to protect
construction workers against wage losses, contractor exploi-
tation, or adverse economic conditions.

Moreover, the legislative intent of the Davis-Bacon
Act--not to disturb local wage standards--has seldom been
carried out. Government contractors' costs have been inflated

- by rates prescribed by Labor that are higher than prevailing
“in the locality. Conversely, Labor has placed the Government
in the position of supporting reduced labor standards when its
. rates are too low. However, when the rates are too low the
legislative intent was generally achieved--local contractors
were successful with contract awards and paid their workers
at prevailing wages which were higher than those prescribed
by Labor.

Since the act's intent 1s best met when wages become

a competitive bidding factor in construction contracting, we
believe that Davis-Bacon Act wage determinations could be
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eliminated with the same success that has been achieved with
the elimination of wage determinations for workers on Federal
contracts for supplies and materials under the Walsh-Realey
Publi¢c Contracts Act. For the past 14 years no determina-
tions have been issued by Labor under the Walsh-Healey Public

" Contracts Act for this, the largest segment of Federal con-
trractor employees, and no adverse effect on wage standfrds

. of the workers involved has been evident.

RECOMMENDATIONS TO THE CONGRESS

Because of (1) sigpificant increased costs to the Federal
Government, (2) the impact excessive wage determination rates
have on inflating construction costs and disturbing Jocal wage

~scales, and (3) the fact that contractors tend to pay prevail-
ing rates--the intent of the act--when determinations are too
- low, we recommend that the Congress repeal the Davis-Bacon
Act and rescind the weekly payroll reporting requirement of
the Copeland Anti-Kickback Act.,

The Congress should also repeal the provisions in the
77 related statutes which involve federally assisted con-
struction projects and which require that wages paid to con-
tractor employees should not be less than those determined
by the Secreiary of Labor to be prevailing in the locality
in accordance with or pursuant to the Davis-Bacon Act.

AGENCY COMMENTS AND QUR EVALUATION

Office of Management and Budget comments

Commenting on a draft of the report (see app. XV), the
Office of Management and Budget (OMB) stated that our effort
in conducting the study of the Davis-~Bacon Act is appreciated
and that the data and information developed will be useful
in its ongoing review of the act and oth ¢ contract wage laws
chaired by OMB's Office of Federal Procurement Policy. OMB
said that it sought early resolution of some of the difficul-
ties being experienced by procuring agencies and Labor in
implementing these laws.

OMB said that the findings in our dralt report were
similar to views expressed in our previous reports; which
sriticized Labor's Davis-Bacon interpretation and implement~
ing regulations. OMB stated, however, that it had not con-
cluded that the public interest would be served by repeal
of the Davis-Bacon Act and, therefore, it 4did not endorse
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our reccmmendaticn. OMB concluded that the problems in in-
plementing the act could be resolved througll administrative
action including, where appropriate, modification of Labor 8
implementing regulations.

We disagree with OMB and do not believe that the proo-
lems and inadequacies we identified in Labor's implementation
of the Davis-Bacon Act can be improved to any significant ex~
- tent through any amount or kind of administrative action.

For about 20 years we have made many reviews of Labor's admin=-
istration of the act, and our reports have included numerous
recommendations to Labor to improve program management. In
many cases, Labor has taken or promised to take action on

the improvements we suggested.

Nevertheless, Labor's management improvements have not
resulted in more effective administration of the act. As this
report so vividly demonstrates, Labor has failed to develop an
effective system to plan, control, or manage data collection
and compilation, and it has failed to issue accurate wage de-
terminations, Obstacles, inadequacies, and problems continue
to hamper Labor’'s attempts to develop and issue accurate w=ge
rates based on prevailing rates in localities, In our view,
the act is impractical to administer--it cannot be effectively
and efficiently administered.

Further, improving the administration of the Davis-Bacon
Act prevailing wage determinations may slightly lessen or
dampen, but not eliminate, the act's inflationary effect.
Only the repeal of the act would return the determination of
labor costs on federally funded or assisted construction
projects to the forces of the competitive marketplace and
eliminate the act's inherent inflationary effect.

Department of Labor comments

Commenting on a draft of this report (see app. XVI),
Labor stated that repeal of the Davis—Bacon Act would provide
no real hope of significantly reducing inflationary pressurec,
Labor said that, contrary to our draft report's conclusions,
Federal and federally assisted construction wages are not a
vital inflationary force today. In the last 7 years construc-
tion wages have been lagging behind all industry wage figures,
and the . gap has widened in the last year.
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Laktor guestioned our estimate that the Davis-~Bacon Act
has caused an estimated $715 million of unnecessary construc-
tion and administrative costs. It said that the report can-
didly states that nver two-thirds of this estimate is based
upon data which have no statistical validity. 1In addition
to an inadequate sample, Labor said that there are three
equally important flaws in our calculation: (1) our wage
surveys were conducted under different rules from those of
Labor, thus insuring different results, (2) our analysis
failed to include productivity as a variable, and (3) the
roney un employer saves by paying lower wages is not neces-
sarily passed on to the Gouvernment in its contract biAd price
(i.e., there Are no savings to the Government through lower
wages}.

Our selection of the 73 projects—--including the 30 for
wage surveys--was made on a random basis, and the projects
were selected proportionally to the number of wage determin-
ations issued in each region we reviewed for various types
- of construction--building, heavy, highway, or residential.
Alsc, our review, which was made at 5 of Labor's 10 regions,
included all sections of the country--East, West, South, and
North, and our coverage included regions with high construc-
tion activity, large numbers of construction workers, indus-
trial and rural States, and areas with both high ‘and low un—'
ionization.

We recognize that our sample size was insufficient i1or
projecting the results to the year's universe of constructicn
costs with statistical validity. However, because of the
nature of our selection process, we have no reason to believe
that our sample of projects was unrepresentative of the uni-
verse. Therefore, we believe that our cost estimates are a
ugeful indication of the order of magnitude of the increased
construction costs resulting from Davis—-Bacon wage determina-
tions,

We followed Labor's procedures in making our surveys ex-
cept we (l)} excluded Federal projectc and (2} eliminated
multiple counting of workers, Federal projects were excluded
because we believe that tie legislative history of the act
indicated that the wage rates should be based on those that
prevailed on private construction. This exclusion also
eliminated any influence of incorrect rates that may have
been issued on earlier Davis—Bacon projects. We considered
the inclusion of the same employees working on different
projectg--multiple counting--to be a questionable practice
which distorts survey results., Also, worker productivity
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is a procurement and contracting issue, and has little to do
with Labor's administration of the Davis-Bacon Act. Labor's'
function is to issue accurate prevailing wage rates.

Labor's comment that there is no direct relationship
between wages and contract prices is speculative and unsup-
ported. Others, such as State contracting officials and con-
cractors, believe lower wages should result in iower contract
costs, Moreover, in prior years Labor itself has estimated
- that significant savings in the Federal Covernment's construc-
tion costs could result through its use and issuanne of more
accurate wage rates under the Davis-Bacon Act. We helieve
also that the weekly payroll records reguirements of the act
are an unnecessary burden on both the contractors and con-
tracting agencies, and that these records serve very little
purpos : and contribute little to enforcement of the act.
There is no question that it is costing contractors--and the
Federal Government--a substantial amount; it is only a ques-
tion of how much. ‘

. Labor's comment that construction wages have lagged in
the past 7 years behind all industry wage fiqures is mislead-
ing. Although the all-industry average earnings in recent
years increased by a larger percentage than the construction
earnings increases, the actual money increase for construction
workers was greater than the all-industry average. Only min-
ing worker, earnings exceeded the earnings of construction’
workers and this occurred for the first time in 1977. Thus,
while it may be true that the construction workers' most re-
cent wage percentage increases have lagyed a little compared
to other inuustries, the reason could be that workers in other
industries are starting to catch up to the construction
workers' rates.

Labor also questioned the support for our findings and
our conclusion that there are continuing problems and inade-
guacies in Labor's administration of the wage determination
program under the Davis—-Bacon Act. Labor acknowledged that
. it is keenly aware that administration of the act is a complex
task, and that errors can occue in implementing it. However,
after examining the record cacefully, Labor is satisfied that
on balance, the act is being competently and effectively
administered.

Again ve disagree with Labor. Our conclusion and beliefs

that the Davis-Bacon Act is impractical to administer and that
Labor has issued, and continues to issue, inaccurate wage
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rates are based on well-documénted and adequately supported
findings—-=viviily illustrated by examples~-developed during a
veview of a cross section of Labor's area and project deter- '
'ninatlons.

Finally, Labor said repeal of the Davis~Bacon Act would
have a serious social and economic effect on construction
workers and would undermine a basic legal protection of the
wage of American workers in one of the largest, most econom=~
ically unstable, and complex industries. In its view, the
Davis—-Bacon and related acts continue to pruvide a much-
needed wage protection program for American workers and a’
business opportunity for local contractors in an industry
.characterized by highly uncertain employment conditions.

We disagree with Labor's assertion that repeal of the
Davis—~Bacon Act would seriously affect--economically and
socially~~construction workers and local construction con-
tractors primarily because

-=less than an estimated 1 million construction workers
in 1977 were working on ‘contracts subject to the
Davis-Bacon Act;

~=where Labor's wage determinations were too low, thus
giving no effect to the act, local contractors were
more successful in getting contracits and paid pre-
‘vailing local wages; and

~-some people believe that the Davis-Bacon Act wages may
actually contribute to the unemployment problem be-
-cause the high labor costs from excessive Davis-Bacon
wage rates hinder the number of unemployed persons
who could be employed on Government projects,

We found no indications, and Labor did not present any
evidence, of an adverse effect on or exploitation by con-
tractors of the estimated 3.0 million workers employed on con=
struction projects not covered by the act. '

~ Labor presented detailed comments on each of our findings
in the report. These comments, which cover 83 pages, are in-
appendix XVI., With minor exceptions Labor disaqreed with
almost everything presented in this report.

On the basis of our analysis of Labor's comments, we be-

lieve that Labor's comments were mostly misleading, iraccu-
.rate, *aken out of context, unsupported, and did not reflect
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the information in its files. Further, ip many cases Labor

made accusations and assertions questioning cur findings and

conclusions, or it referred to specific actions it had taken
for which it did not produce, nor could we find, adeguate
support.

Consequently, it took us an extraordinary amount of
time and effort to analyze, review, and evaluate Labor's
comments and claims. In many cases Labor did not provide
us, nor could we find in its files, evidence or documen-
tation to support its written comments. We believe that
our findings are accurate and representative of Labor's
administration of the Davis—-Bacon Act. And the end result
is that, in our opinion, Labor has failed to provide suf-
ficient evidence or persuasive and logical reasons for us
to alter our conclusions that the Davis—-Bacon Act is not
relevant and needed and that the Congress should repeal it.

Labor's detailed comments on our findings and our
evaluation of them are presented at the end of chapters 3,
4, 5, and 6, and in the appropriate appendixes (apps. IV
through XII).
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CHAPTER 3

"SIGNIFICANT CHANGES IN ECONOMIC CONDITIONS AND

' " WORKER PROTECTION LAWS MAKE THE DAVIS-BACON

ACT LESS RELEVANT

The Davis—Bacon Act, one of the earliest pieces of Fed-
eral labor legislation, has remained a relatively obscure
18w since its enactment in March 1931. Even though the act's
basic objective has remained essentially unchanged since its
passage, the economic and labor environment within which the
act operates has radically changed since the yreat depression
of the 1930s, resulting in the act being less relevant today.
The conditions of depre531on and deflation which exlsted then
have not recurred in the economy since that ‘time.

Also, since the act was passed the Congress has enacted

other laws to protect construction workers against wage losses,

contractor exploitation, or adverse economic conditions.

THE ECONOMIC CONDITIONS OF

“THE 1930s NO LONGER EXIST

There have been significant chand¢es and improvements in
U.S. economic conditions since the Davis-Bacon Act was enacted
in 1931. These changes can be seen in the growth of the Gross
National Product 1/ (which includes new construction), the
increase in wages “and employment of construction workers, and
the Na;;o1 s reduced unemployment.

The Davis-Bacon Act and the depression

When the Davis-Bacon Act was enacted, the United States
was rapidly sliding into the worst economic depression it had
ever experienced:

--Between 1929 and 1933 the Gross National Product fell
in real terms by 30.5 percent (in constant dollars) and
industrial production was cut in half.

1/The Gross National Product is the market value of goods

and services produced by labor and property supplied by
residents of the United States before deduction ¢f de-
preciation charges and other allowances for business and
institutional consumption of fixed capital goods.




--Gross private domestic investment in constant dollars
fell by about 87 percent.

--Parm prices in constant dollars declined to almost half
of their 1929 peak, while industrial prices fell much
lower, 5@

=-=In 1931, about 16 percent o the American labor force
was unemployed; this increased to about 25 percent in
1933.

These overall economic conditions were reflected in the
construction industry. The dollar volume of new construction
declined Steadily from $10.8 billion in 1929 to $2.9 billion
in 1933, its lowest level in 19 years. This decline in vol-
ume was reflected in the industry's employment figures. Dur-
ing the same period, employment in the construction industry
declined steadily from 1.5 million in 1929 to a 15-year low
of about 809,000 in 1933.

In agdition to declining volume and employment, the
earnings of construction workers also dropped sharply. In
1929 average annual earnings were about $1,674. By 1933 .
earnings had fallen almost 50 percent--to $869. The
Government tried to alleviate these conditions by pumping
more money into the construction area. In 1926, for example,
.only 18 percent of all new construction was publicly fi-
nanced. Eight years later (1934) it had increased to 59 per-
cent, and it remained near this level until the end of World
‘War I1, 1In this atmosphere the Congress debated and passed
the Davis~Bacon Act. ’

During the early depression years, before such other
protective laws as minimum wage laws and unemployment com-
pensation, the Davis-Bacon Act may have marginally restrained
the downward trend in construction wages. It established a
floor, or minimum, under which construction wages could not
fall; however, this floor was a constant downward shifting
base. This resulted because, as the depression deepened, the
private and commercial construction industry declined sharply,
forcing the prevailing wage downward as less construction work
was done every year.

In the year after the enactment of the Davis-Bacon Act,
construction employment declined 20.1 percent and union wage
rates for various building trades also fell--the decline
ranged from 4.6 percent for electricians to 18.3 percent for
carpenters, These declines continued into 1933. 1In 1934 -
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union wage scales marginally improved; however, it was not
until 1938 that wages recovered and Passed the previous re-
cord high of 1930-31,

]

Improved economic conditions i.oday

The country has experienced tremendous economic growth
gince the 1930s. This is dramatically reflected by the growth
in the Gross National Product. 1In 1931 the Gross National :
Product was about 376 billion;. in 1977 it had grown to $1.9°
trillion.

. The construction industry has been a significant part
of that growth. 1In 1931 new construction amnunted to about
$6.4 billion, and by 1933 it had declined to about $2.9 bil-
lion. By 1977 it had risen to about $172.5 billion--or about
9.1 percent of the Gross National Product--with the predomin-
ant share of construction being in the private sector. Con-
struction in the private sector accounts for over three-
fourths ($134.7 billion); public constructxon accounts for
about $37.8 billion, :

The construction industry employed about 3.8 million
workers in 1977, compared to about 1l million in the 1930s.
Moreover, the average annual income of these workers has
risen from an estimated $1,674 in 1929 to about $14,000 in
1977. These increases generally kept pace wlth wage increases
in the mining and manufacturing industries.

. The Davis-Bacon Act was a relevant force from 1932
through 1936, since most construction activity--which ranged

. from about $2.9 billion to $6.5 billion--was federally fi-
nanced and, thus, most construction workers were covered by
the act. However, by 1977 the act was less relevant and pro-
tective because only about 22 percent of the total construc-
tion activity was subject to the act. The remaining 78
percent ($134.7 billion) of construction activity--covering
an estimated 3 million workers--is outside the act's provi-
sions.

OTHER EMPLOYEE WAGE PROTECTION LAWS
ENACTED SINCE THE DAVIS-BACON ACT

Since the passage of the act in 1931, the Conygress has
enacted a number of laws that protect construction workers
against the loss of wages through exploitation by contractors
or from adverse economic conditions,

These laws protect the employees' wages by
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~-prohibiting contractors from requesting wage kickbacks,

--requiring that contractors be covered by performance
and payment bonds,

--providing unemployment compensation, and
~-reguiring that minimum and overtime wages be paid.

Copeland Anti-Kickback act--1934

The Copeland Anti-Kickback Act (40 U.S.C. 276(c)(1976)})
regulates payroll deductions on Federal or federaily assisted
construction., Enacted in 1934, the act prohibits anyone, under

“penalty of a fine or imprisonment, to induce an employee "to

give up any part of the compensation to which he is entitled

-under his contract of employment." The act was passed to

suppress the kickback racket, by which a contractor on a
Government project--including projects govered by the Davis-
Bacon Act-—-pays his workers at the rate the Government re-
quires, but thereafter forces them to give back a part of
the wages they have received.

The Copeland Act also requires that contractors submit
a weekly statement on- the wages paid to each employee during
the preceding week. (If the Davis~Bacon Act were repealed,
we believe there would be no need for contractors to submit
tue weekly payrolls to Labor, and this provision could be re-

_ scinded,)

Miller Act--1935

The Miller Act (40 U.S.C. 270 (1976)), passed in 1935,
applies to the direct construction work covered by the Davis-
Bacon Act, and provides that such work must be covered by
a performance bond and a payment bond furnished by the con-
tractor. The purpose ¢f the performance bond is to protect
the Government against financial loss resulting from a con-
tractor's failure to perform pursuant to contract specifica-
tions. Payment bonds are designed to protect persons supply-
ing labor and material from nonpayment. On November 2, 1978,
Public Law 95-585 was enacted; it raised the threshold of
contracts subject to the Miller Act from $2,000 to $25,000.

Under the Miller Act, every construction worker or person
who furnished material on a covered contract has the right to
sue the contractor or bonding company if they are not fully
paid within 90 days after performing labor or furnishing such
material.
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Federally assisted construction work subject to the
Davis-Bacon Act is provided protection similar to direct Fed-
eral construction under the Miller Act. OMB Circular A-102, 1/
requires that each State or local government unit receiving
a Federal construction grant follow its own requirements for
payment and performance bonds except for contracts exceeding
$100,000, For these contracts, the Federal agency may accept
the grantees' bonding requirements and policy, provided the
agency has determined the Federal Government is adequately
protected, If it has not made this determination, the OMB
Circular requires performance and payment bonds on the part
of the contractor for the total contract price.

Also, the Senate Governmental Affairs Committee report 2/
on the bill, which became Public Law 95-585, stated that the
Miller Act also has ramifications beyond Federal construc-
tion contracts. The report stated that, in testimony before '
a subcommittee, witnesses stated that State and local govern-
ments have adoptea their own versions of the Miller Act.

Thus, construction workers under federally assisted con-
struction contracts have protection similar to those under
the direct Federal construction contracts covered by the

" Miller Act.

Social Security and Wagner-Peyser Acts--1935

Unemployment insurance was established in 1935 as part of
the Federal-State employment security program authorized under
the Social Security Act (42 U.S.C. 501, et seq. (1976)) and
the Wagner-Peyser Act (29 U.S.C. 49, et seq. (1976)). Their
primary objectives were to insure workers against the loss of
wages as a result of adverse economic conditions. The pro-
grams were designed to provide temporary protection for qual-
ified insured workers who loses jobs until they could either
be rehired or find new employment.

The unemployment insurance program is operated jointly
by Labor and the States. ALl States and the District of
Columbia had joined the program by 1937; Puerto Rico joined
later.

1/5ee OMB Circular A-102, Attachment B, dated August 24,
1977, entitled "Uniform Admlnlstratlve Requirements for
Grants-in-Aid to State and Local Governments."

g/See S. Report 1269; 95th CO!‘lg.; 2d Sess. 2 (1978)-
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Under the program, the States and other jurisdictions
normally provide up to 26 weeks of unemployment insurance
benefits. An additional 13 weeks may be provided under an
extended benefits program.

_Fair Labor Standards Act--1938

On June 25, 1938, one ©f the Nation's basic labor laws
was enacted--the Fair Labor Standards Act of 1938 (29 U.8.C.
201, et seq. (1976)). The act provided for the first statu-
tory minimum wage--25 cents an hour--to be applied to all
employees, not specifically exempted, who were engaged in
interstate commerce or in the production of goods for inter-
state commerce,

The original act provided that the statutory minimum wage
be increased in stages to 40 cents an hour by no later than
October 1945. The act also established an overtime rate of
not less than 1-1/2 times the regular hourly rate, which was
to be paid employees working over certain maximum hours in a
workweek., This time-and-a-half penalty overtime rate has
never been altered; however, amending legislation over the
past 40 years has provided substantial increases in the mini-
mum wage and has extended coverage under the act to additional
millions of previously unprotected workers. The most recent
amendments, in 1977, established a minimum wage of $2.65 an
hour effective January 1, 1978, and further annual increases
to $3.35 an hour by January 1, 1981. '

in 1961 the Fair Labor Standards Act was amended to cover
certain workers in the construction industry. An estimate by
the former Senate Subcommittee on Labor made in 1973 showed
that 3.6 million (90 percent) of the 4,0 m1111on construction
workers were covered by the act,

Contract Work Hours and Safety

Standards Act--1962

The Contract Work Hours and Safety Standards Act (40
U.8.C. 327, et seq. (1976)), enacted in 1962, codified the
existing series of confusing and overlapping work standard
statutes and the Eight Hour Laws relating to the requirement
for overtime pay. It also conformed contract work to the
straight-time workweek of 40 hours established under the
Fair Labor Standards Act.
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The act requires contractors and subcontractors to pay
laborers and mechanics performing on Government construction
contracts overtime pay at not less than 1-1/2 times the basic
rate of pay for work in excess of 8 hours a day and 40 hours
a week. It applies to construction, and certain service,
contracts which require or involve the employment of laborers
and mechanics. The act also provides that each contractor
or subcontractor who violates its provision be subject to an
assessment for liquidated damages computed at the rate of $10
for each individual violation for each calendar day it occurs.

(OTHER PREVAILING WAGE LAWS

After passage of the Davis-Bacon Act in 1931, two other
prevailing wage laws affecting wages of employees working
on Federal supply and service contracts were passed by the
Congress. These are the Walsh-Healey Public Contracts Act
of 1936 (41 0U.5.C. 35, et seq. (1976)) and the Service Con-
tract Act of 1965 (41 U.S.C, 351, et seq. (1976))}.

We noted that the prevailing wage provisions of these
two laws have never been fully implemented. However, this
aprparently has not adversely affected the service and supply
employees working on the contracts covered by the acts.,

The Walsh-Healey Public Contracts Act

This act provides labor standards protection to employees
of contractors manufacturing or furnishing materials, sup-
plies, articles, and eguipment o the Government. It applies
to all Government contracts for suvpplies and equipment excead-
ing $§10,000. The act requires that the employees be paid
wages not lower than the minimum wages determined by the Se-
cretary of Labor to be prevailing in the locality in which
the materials, supplies, articles, or equipment are to be
manufactured or furnished under the contract. We estimated
that about 30 aillion workers were covered under the Walsh-
Healey Act in 1578.

The general purpose of the act was to permit the Govern-
ment to refuse to deal with sweat shop contractors., 1Its
legislative history shows that the Congress also intended to
belste: consumer purchasing power and to deter bid peddling
and industry migration rfrom high- to low-wage areas,

Labor issued 121 wage determinations and redetermina-
tions under the Walsh-Healey Act bhetween 1937 and 1964.
However, Labor has not lissued a wage determination under this
act since 1964,




=

In 1964 a decision by the U.S. Court of Appeals 1/ held
that, since the wage determinations issued were subject to
the Administrative Procedures Act (5 0U.5.C. 55, et seq.

. {(1976)), interested parties had the right to inspect records

on which the determinations were based. Labor maintains that
ic could not permit such inspection because much of the in-
formation on which wage determinations were based was confi-
dential. Labor has not issued any wage determinations under
the act since the court decision.

In the absence of wage determinations, employees working
on contracts subject to the Walsh-Healey Public Contracts Act
must be paid the minimum wages specified in the Fair Labor
Standards Act of 1938.

The Commission on Government Procurement 2/ Study Group .
$#2 evaluated the effect of not issuing wage determinations
under the act and concluded in its final report 3/ that:

"The need for a prevailing wage in most manu-
facturing industries to protect workers from
the Government's policy that contracts go

to the lowest bidder is not necessary under
current economic conditions."

The Commission's Study Group based its conclusion on the fact
that there was no evidence that Government purchasing was
exerting downward pressure on wages and the fact that

“The 'sweat shop' conditions characteristic

of the 19%30's have given way to an era of
prosperity and there is no current evidence
that contracting by the Government is having
any adverse effect on labor standards in manu-
facturing industries."”

1/Wirtz v. Baldor Electric Company, 337 F. 24 518 (D.C. 1964).

2/The Commission was established by the Act of November 26,
1969, Public Law 91-129, B3 Stat. 269, to study and rec-
ommend to the Congress methods to promote the economy, ef-
ficiency, ar effectiveness cf Federal procurement.

3/See final report, Study Group #2 of the Commission on

Government Procurement, "Controls Over the Procurement
Process," Nov 1971.
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The Study Group did not find any adverse impact by Labor
discontinuing making wage determinations for the millions of
workers covered under the Walsh-Healey Act. 1Its report
stated:

"In discussions with major contractors and with
contracting agencies, the study group was unable

. to develop any information or views that the wage
determination aspect of law had some relevancy
today."

We also discussed the effect of discontinuing wage deter-
minations under the act with cognizant Labor officials, who
advised that, since 1975, Labor has received no significant
complaints alleging an adverse effect on labor standards
and protection of workers employed by manufacturing contrac—
tors doing business with the Government. °

The Service Contract Act

The Service Contract Act of 1965 provides labor standards
protection to employees of contractors and subcontractors fur-
nishing services to Federal agencies. The act applies when
a contract's principal purpose is to provide services in the
United States using service employees. It requires that serv-
ice employees under Federal contracts receive minimum wages
no less than the minimum wages specified under the Fair Labor
Standards Act and, for contracts exceeding $2,500, the mini-
mum wages and fringe benefits be based on rates the Secretary
of Labor determines as prevax;xng ror service employees in
the locality.

The act covers white collar workers in positions similar
to those of Federal workers as well as the blue-collar coun-
terparts of Federal wage board workers. The only persons now
excluded from the act are bona fide executive, administrative,
and professional employees. Labor estimates of workers covered
under the act range from 337,000 in 1974 to 500,000 in 1976.

Labor is not issuing wage determinations for all reguests
received from agencies. During fiscal years 1977 and 1978
Labor reportedly received about 33,357 and 38,067 requests
for wage determinations, respectively, and it issued deter-
minations for 25,199 requests (75.5 percent) in 1977 and
31,512 (82.8 percent) in 1978. The remaining contracts were,
however, subject to minimum wage requirements of the Fair
Labor Standards Act.
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Again, we discussed this with cognizant Labor officials,

'who could not provide us with any current examples of adverse

effects on the labor standards protection of workers employed
by service contractors where no wage determinations were
issued. oo

LABOCR COMMENTS AND OUR EVALUATION

Commenting on a draft of this report (see :pp. XVI},
Labor stated that the purpose of the Davis-Bacon Act is much
broader than to slow the downward trend in construction in-
dustry wages in the early 1930s and avoid destructive con-
tractyr competition. Labor said that the act is not sclely
the product of the great depression, it was a part of an
early trend and continues to be necessary. Labor sgtated that
this is evidenced by the many States that have enacted their
own Davis~Bacon Acts-—-some in the 1950s and 1960s--when the
economic condition was quite different from the 1930s.

We recognize that the Davis-Bacon Act was enacted for
broader purposes. However, we believe the principal objective
of the act was to protect communities from the depressing in-
fluences of lower wage rates at which nonlocal workers are
hired and brought into communities to work on Federal con-~
struction projects. We are also aware that many States have
enacted so-called "little Davis~Bacon" laws.

In this regard we noted that in March 1971, at the time
the Davis-Bacon Act was temporarily suspended, the United
States Attorney General ruled that (1) all State~required wace
standard provisions under the States' acts had been rendered
inapplicable to federally assisted construction and (2) a State
may not substitute its wage rates for the suspended Davis-Bacon
rates on federally assisted projects. This opinion was made
known to all States' Attorney Gensrals by the Solicitor of
Labor in March 1971.

It should be noted also that several States are concerned
about their Davis-Bacon Acts and have initiated action to re-
peal them. For example, in Florida a Governor's ecounomic task
force recommended in January 1979 that the State's act require-
ments be adjusted inasmuch as they lead to excessive costs for
pablic construction. According to a study made for the task
force, the prevailing wage is actually union scale, whereas
the actual prevailing rate was between 23 to 41 percent lower

.for some crafts. The study stated that a special survey of

education .onstruction estimated that the wage rates under
the State's law increased costs by up to 15 percent. Based
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on the survey's results, indicating an average l15-percent
potential cost savings, it estimated that the State and
local counties could save $142.7 million on their total
estimated construction outlay of $950.7 million for 1978-79.
On April 12, 1979, the State's legislature voted to repeal
the Florida Davis-Bacon Act.

Similar charges that the State Davis—-Bacon Act is wast-
ing millions of dollars by establishing artificially high
wages—~based on union wages--for State highway and building
projects were recently made in Minnesota. Legislation has
been introduced to repeal that State's law. In addition,
the Federal Bureau of Investigation is investigating allega-
tions that fraudulent wage data was used as the basis for
establishing prevailing wage rates under the State's law.

Other employee wage laws protecting
construction workers

Labor said that the various labor standards statutes en-
acted since 1931 complement the Davis-Bacon Act, but cannhot
substitute for the act because none of the five lawd we men-
tion is a wage protection law. Labor states that the Miller
Act protection applies only tn direct Federal construction
and does not apply to federally assisted construction, which
accounts for 90 percent of Federal construction activity.
"It also states that the Fair Labor Standards Act has little
. relevance to most job classifications in the construction
industry and that its studies show that only 2 percent of
the workers in construction are minimum wage workers.

‘We are not stating that the other employee wage protec-
ti¢n laws cited in the report are a substitute for the Davis-
Bacon Act. Rather, these laws provide the construction
worker some protection--which was not available at the time
the Davis-Bacon Act was enacted--against loss of wages through
exploitation by contractors or from adverse economic condi-
tions. The protection afforded by these laws, plus the sig-
nificant improvements in the economic condition of the con-
struction workers, makes the DaV1s Bacon Act unnecessary in
our opinion.

We agree that the Miller Act payment and performance
bond requirements apply only to direct Federal construction.
Labor's inference, however, that there is no similar protec-
tion for federally assisted construction is erroneous. As
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we point out on page 23, protection to ensure that construc-
tion workers' wages will be paid in federally assisted con-
struction is available through (1) the payment and perfor-
mance bonding requirements under OMB Circular A-102, which
covers Federal construction grants and (2) individual State
and local governments adopting their own versions of the Miller
Act.

We disagre¢'e with Labor that the Fair Labor Standards Act
is not relevant to the construction industry. As we point
out in the report, amendments to the act had extended its
coverade to about 90 percent of the 3.8 million construction
workers. While it may be true that only about 2 percent of
the construction workers are minimum wage workers, this is
because most workers in the construction industry are receiv-
ing wages well above the minimum. Nevertheless, the minimum
and overtime protection provisions in the Fair Labor Standards
Act are available to construction workers--which was not the
‘case when the Davis-Bacon Act was passed 1n 1931, '

Other prvevailing wage laws

Labor said that the Walsh-Healey Act wage determinations
are not parallel or comparable to Davis-Bacon determinations
because they measure the prevailing industrywide minimum wage,
either nationally or regionally. Therefore, they applied only
to the lowest wage earners among the occupational class fica-
txons in an industry.

It is true that the Walsh-Healey and Davis-Bacon Acts
are not exactly parallel, since sach gives iLhe Secretary of
Labor different authority and discretion to set and administer
the prevailing minimum wage for the construction and materials
and supplies industries, Nevertheless, both laws are

{a) employee wage protection laws--each for a different
industry,

{(b) passed at about the same time~-when the country
was in the midst of a great depression,

(¢) based on the philosophy that the Government needed
to protect the workers in each industry (construc-
tion and supply) from the sharp decline of wages
and prices in the depression, and

(d) based on legislation requiring the payment of
minimum wages determined to be prevailing and
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published through the mechanism of wage determl—
nations by the Labor Department,

Thus, we believe the acts are somewhat. comparable, and
our reference to the Walsh~Healey Act in this report is
appropriate and valid,

The Service Contract Act, Labor said, is another indica-
tion that the Congress concern with special wage protection
for employees of Government contracts is not depression
oriented. We disagree. Because the Congress saw fit to
enact a law in 1965 to protect employees of service contrac-
tors does not necessarily mean, as Labor implies, that there
is a continuing need for laws such as the Davis-Bacon Act, if
the economic and other conditions that exlsted at the time of
enactment have changed favorably. :

Repeal will not affect programs for
minorities in the construction industry

Labor stated that repeal of the Davis-Bacon Act would
have serious social costs because it would seriously affect
Labor's programs to place minority groups ard women in the
building trades. Labor said participation of these minority
groups in apprenticeship and other skills training programs
in the construction industry have significantly increased
as a result of the Government's affirrative action efforts
during the 1970s, and the minority groups are just beginning
to be represented in the high-paid "mechanical" building
trades (plumbers, ironworkers, sheet metal workers, etc.).
According to Labor, "Obviocusly, the tenuous fcothold these
workers have in the industry make them especially vulnerable
to the wage exploitation which could occur with repeal of
Davis~Bacon."

Labor provides no factual or logical basis for its
viewpoint.

The employment of minorities and women on federally
financed projects is covered under the affirmative action
and contract compliance program established under Executive
Order 11246, which is administered by Labor. This program
is unrelated to, and administered separately from, the Davis-
Bacon Act. This is also true for the other programs to pro-
tect minorities and women, such as title VII of the Civil
Rights Act of 1964, administered by the Equal Employment Op-~
portunity Commission and designated State and local fair em-
ployment agencies. These programs would continue whether
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or not the Davis—-Bacon Act was repealed. This is also true
for the Federal Government's apprentice training program,
which 1s carried out by Labor under the Comprehensive Employ~
ment and Training Act~-not the Davis-~Bacon Act,

We could find no evidence or documented concern that
the repeal of Davis-Bacon would have any discriminatory ef-
fect on women or ethnic categories of construction workers,
To the conhtrary, contractors argue that Davis-Bacon wage
rates actually resulted in fewer construction job opportuni-
.ties for low-skilled minorities and those just starting in
construction, According to a study on youth and minority
employment published by the Congressional Joint Economic
Committee on July 6, 1977, Davis-Bacon wage regquirements
discourage nonunicn contractors from bidding on Federal
‘construction work, thus harming minority and young workers
who are more likely to work.in the nonunionized sector of
the construction industry. -

Repeal will not economically affect
construction workers

Labor stated that repeal of the bDavis-Bacon Act would
risk serious economic and social costs for the 3.8 million
workers in the construction industry. Although the industry
has very important implications for the national economy,
according to Labor, it is one of the most highly competitive
businesses in the country, and it is characterized by short-
term employment, unemployment fluctuations, a preponderance
of small firms and, although it has high labor costs, employ-
ers have less control over other costs--land, material,
etc.—-which have been increasing at a higher rate than labor
costs. Labor also stated that the unemployment rate in the
industry has been higher than in most others--10 percent
versus 6 percent for the American work force as a whole--and
wages of construction workers in the past 7 years have lagged
behind the average increases in all industries—--and the gap
has increased in the past year. These factors, Labor stated,
make employment in the construction industry inherently un-
certain and workers highly vulnerable.

We agree that the construction industry, although com-
posed mostly of small firms, has important implications for
the national economy, since it has averayed about 9.4 percent
of the Gross National Product--about $146.5 billion dur-
ing the 5-year period 1973-77. We also agree that the con-
struction industry is competitive, and we recognize the sig-
nificance of the industry's costs other than labor (such as
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land and materials). We fail to see, however, how these
factors have a relevance to, or would be affected by, repeal
~ of the act. '

Labor stated that unemployment is higher in the con-
struction industry than in other industries. Although this
is true, we are not aware of the relevance of the need for
the Davis-Bacon act in relation to the unemployment situa-
tion. Some people believe that the Davis-Bacon act may ac-
tually contribute to the unemployment problem because the
higher labor costs from excessive Davis-Bacon wage rates
hinder the number of unemployed persons who could be em-
ployed on Government projects., 1/

Labor cites data to indicate that between 1971 and 1977
construction worker wages increased 5.9 percent per year,
compared to the all-industry average of 7.3 percent. Labor
said that between 1975 and 1977 the gap widened, since the
' construction workers' increases were 5.5 percent per year and
all industry increases were 7.7 percent.’

These statistics are misleading.

The all-industry average wages cited by Labor mainly re-
flect the generally lower-than-construction wages of over 90
percent of employees on private nonagricultural payrolls. To
illustrate, Department of Labor statistical data show that
in 1977 there were about 67.2 million employees on private
nonagricultural payrolls, of which only about 3.8 million
(5.7 percent) were employed in the construction industry.

The data also shows that the averagye hourly and weekly @arnings
of construction workers have been substantially greater than
the all-industry average (e.g., 56.5 percent greater in 1977).
Therefore, the computation of percentage increases normally
results in smaller percentage increases for construction wages
relative to the lower all-industry average wages.,

For example, the average weekly warnings of construction
workers rose from $266.08 in 1975 to $295.29 in 1977, an in-
creuse of $29.21 (1l percent). The all-industry average weekly
earnings went from $163.53 in 1975 to $188.64 in 1977, an in-
crease of 525.11 (15.4 percent). Thus, although the all-
industry averade earnings increased by a larger percentage

1/See article, "Hard-Core Unemployment, Public Housing Con-
struction, and the Davis-Bacon Act," by Jerry E. Pohlman,
Labor Law Journal, Apr. 1971, Vol. 22, No. 4, p. 196.
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between 1975 and 1977 than construction earnings, the actual
money increase for construction workers was greater than the
all-industry average.

With regard to average weekly earnings, only mining
worker earnings exceeded the construction workers, and this
occurred for the first time in 1977%. Thus, while it may be
true that the construction workers' most recent percentage
wage increases have lagged a little compared to other indust-
ries, the reason could be that workers in other industries
are starting to catch up to the construction workers' rates.

Finally, Labor stated that the Davis-Bacon Act is still
needed and continues to serve its purpose of affording needed
protection to the construction worker. According to Labor
this need is reinforced by the fact that the Congress, through
passage of the 1964 amendments including fringe benefits under
the act, has reaffirmed the continuing need for prevailing
wage legislation for construction workers. Labor concludes
its comments on this chapter by stating:

"* % % the costs of the repeal of Davis-Bacon
would be very onerous and fall directly upon
the four millici persons attached to the
1n@ustry,lparticularly women and minorities."

We'/believe that Labor is overstating the hypothetical
impact of repealing the act. Labor provided no documentation -
or support that the costs would be onerous or fall heavily
on women and minorities. To the contrary, there are indica-
tions that repeal could benefit women and minorities.

The fact that an estimated 3 million construction
workers who work on projects not covered by Davis-Bacon are
among the best paid workers in the country indicates to us
that construction workers do not need the "special protec~
tion" Labor deems so essential.
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CHAPTER 4 -

THE DAVIS-BACON ACT IS IMPRACTICAL TO ADMINISTER,

RESULTING IN LABOR DEVELOPING AND ISSUING INACCURATE

WAGE DETERMINATIONS

After nearly 50 years of administering the Davis-Bacon
Act, the Department of Labor has not developed an effective
system to plan, control, cr manage the data collection, com-
pilation, and wage determination issuance functions under
the act. Our review of the wage determination activities in
five reqgiong and headdquarters showed continued inadequacies,
problems, and obstacles in Labor's attempt to develop and
issue wage rates for federally financed construction based
on prevailing rates determined in accordance with the act's
and Labor's requirements. :

Our evaluation of the wage determination files and
ingquiries regarding 73 wage determinations at Labor's head-
quarters and five of its reqions showed that, in many in-
stances, these wage rates were not adequately or accurately
determined. About one-half of the area and project determi-
nations we reviewed were not based on surveys Labor made of
wages paid to workers on private projects in the locality
where the wage rates issued were required to be paid.
Instead, union-negotiated rates were used, on the assumption
that those rates prevailed,

When Labor did make surveys, the data collection and
compilation practices were varied and inconsistent within
and among regions and at the headquarters level; even Labor's
basic wage determination regulations ar ! procedures were not
always uniformly applied.

Also, when Labor made surveys there were problems in
identifying similar projects and collecting data from con-
tractors on a voluntary basis. Further, Labor deleted,
added, and changed the wage data received without adequate
reason or rationale. As a result, many of the worker classi-
fications and rates issued did not represent those prevail-
ing in the locality.

In our opinion, Labor's procedures for developing and
issuing wage rate determinations provided no assurance that
the rates stipulated actually prevailed for corresponding
classes of workers on similar private construction projects
in the locality.
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PROCEDURES FOR OBTAINING WAGE

DATA AND DETERMINING WAGE RATES .-

Labor's regulations in 29 C.F.R. Part I provide that
Davis-Bacon Act wage rate determinations must be issued for
construction, alterations, and repair on such varying types
of projects as buildings, bridges, dams, highways, tunnels,
sewers, powerlines, railways, airports (buildings and run-
ways), apartment houses, wharves, levees. canals, dredqing,
land clearing, and excavating. Labor generally issues wage
rates under broad classifications, coverinag building, heavy
construction, highway, and residential construction.

The regulations also require that, to make and issue
wage rate determinations under the act, the Administrator
of the Wage and Hour Division is to conduct a continuing
program of obtaining and compiling wage rate information.

Wage data collected through surveys

The act does not explain how the wage rate information
is to he obtained. The regulations and the Wage and Hour

Division's program encourage the voluntary submission of wage

rate data to Labor's headgquarters and regional offices by
contractors, contractors' associations, labor union organi~-
zations, public officials, and other interested parties,

If Labor does not have sufficient data to make a wage
rate determination for all crafts that are necessary for
performing the construction under the proposed contract, a
wage rate survey may be conducted in the area. The wage sur-
veys are usually made by Labor's field staff. Occasionally
onsite survevs are made., However, because of limited staff
resources, Labor's surveys generally consist of mail or tele-
phone contact with contractors, contractor associations,
unions, and other parties who might be knowledgeable of wage
rates being paid in the area--requesting veluntary submission
of payment evidence to support such rates paid,

Elements of a wage determination

" The act provides that the minimum wage to be paid con~
struction workers:

"* * * shall be based upon the wages that will
he determined * * * to be prevailing for the
corresponding classes of laborers and mechanics
employed on projects of a character similar to
the contract work in the city, town, village,
or other civil subdivision of the State in
which the work is to be performed * * *."
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During its surveys Labor must (1) identify the classes
of workers for whom the determination should be made, (2) fix
"the boundaries of the area for which the determination is to
be made, (3) decide what projects are of similar character to
the proposed project, and (4) de:ermine what wages actually
prevail.

Identifying classes of workers--The act and Labor's regula-
tions clearly require that the determinations of prevailing
wage rates be for classes of laborers and mechanics corre~-
sponding to those who are (o work on the proposed construc-
tion project.

Geographic area to be considered-~The act and regulations
provide that the area to be considered when determining pre-~
vailing wage rates be the city, town, village, or other civil
subdivision of the State in which the work is to he performed.
Labor has defined an area or locality as a county, although

it considers more than one county in many cases.

Projects of a character similar--The regulations provide
that, when making wage rate determinations, projects com-
pleted more than 1 year before the date of the request for

a determination may, but need not, be considered. If there
has been no similar construction within the area in the past
year, wage rates paid on the nearest similar construct 1
may be considered,

Labor's manual states that, to make a proper determina-
tion, Labor must establish what projects in the area bear
a similarity in t.rms of local construction praCELu" to
the proposed project. While Labor generally issues rates
under broad classifications--building, heavy, highway, and
residential construction--it recognizes that, in determining
what projects are of a similar character there may be dis-
similarities in the mode of construction within each broad
classification. For example, in heavy construction, dam
construction does not neceasarlly have the same wage rates
as sewer systems. ‘

Labor often considers most federally financed construc-
tion projects when determining projects similar to the pro-
posed project, even though the legislative history of the

-act shows that rates should be based on similar private
construction.
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" Determining the prevailing rates

The act provides little guidance in defining a prevail-
ing wage rate. Labor has therefore established certain rules
for determining the prevailing rate.

When determining rates, the requlations provide that
Labor consider the following information gathered in its
surveys of projects of a character similar to the proposed
construction:

1.

4.

Statements showing wage rates paid on construction
projects., These must show the names and addresses
of contractors, including subcontractors, location,
approximate cost, dates of construction, type of
project, the number of workers employed in each
classification, and the wage rate paid each worker.

Signed collective bargaining agreements.

Wage rates determined for public construction by
State and local officials pursuant to prevailing
wage legislation,

Information furnished by Federal and State agencies.

After obtaining wage payment data during its surveys,
Labor makes a determination, in accordance with regulations,

of the

1.

3.

"prevailing wage rate:"

The rate cof wages paid in an area in which the work

is to be performed, to the majority of those employed
in the classifications to be used on the proposed con-—
struction project,

In the event there is not a majority paid at the
same rate, then the rate paid to the greater number,
provided such greater numbetr constitutes 30 percent
of those employed. This is called the 30-percent
rule.

In the event that no single rate is paid to 30 per-
cent of those employed, the average rate is used.

In applying 1 above, the rate of wages, and in 2 above,
the same rate, mean to the penny. In general, only contrac-
tors who are a party to a union—-negotiated collective bar-
gaining agreement pay all workers exactly the same rate.,
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kau11 wa e determlnatlons
vage_ d

Labor issues or publishes two types of wage determina-
tions—-—-area determinations and project determinations.
Area determinations are published in the Federal Register
and reflect those rates determined to be prevailing (a) in
a specific geographic area and (b) for the type of construc-
tion described. They are generally published whenever the
area or locality wage pattern for a particular type of con-
struction is well settled and there is a recurring need.
Area determinations have no expiration date but remain in
effect until modified, superseded, or withdrawn.

Project wage detvrminations are issued at the specific
request of a contracting agency, are applicable to the named
_project only, and expire 120 days from date of issuance.
Prior to 1972, Labor's headquarters received agency requests,
and developed and issued project determinations. 1In 1972
Labor made its 10 regional offices responsible for receiving

requests and developing wage data. At the time of our review,

Labor's regional offices prepared project wage determinations
and, after review and approval by headquarters, mailed the
determinations to the contracting agency.

In January 1978 these responsibilities were transferred
back to headquarters--however, regional staff continue to
perform wage surveys at the direction of headquarters for
project as well as area determinations.

Wage and Hour Division manuals

To guide and assist the Washington and regional staff
with making wage surveys and issuing wage determinations, the
Wage and Hour Division headquarters issued in February 1972
the "Interim Manual of Operations for Making Wage Determina-
tions Under Davis—Bacon and Related Acts." The Interim
Manual was replaced in August 1977 bj the “Construction Wage
Determination Manual of Operations."

INADEQUACIES AND PROBLEMS IN
LABOR'S COLLECTION g= WAGE DATA

We found that about one-half of the 73 area and project
determinations we reviewed at the five selected regions were
not based on surveys made by Labor of wages paid to workers
on private projects in the locality for which the wage rates
issued were required to be paid. Instead, union-negotiated
rates were usually used on the assumption that those rates
prevailed. Similar findings were noted in our review of
530 area determinations issued by headquarters.
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Also, when Labor made surveys the wage data was usually
obtained by mail or telephone and was never verified to con-
tractors' payroll records; the rates and number of workers \
paid were also not always accurate, In addition, some surveys 5
were as much as 6 years old without any update of the wages
or other data.

Labor also encountered problems in its data cocllection
and compilation process, For example, wage data was fur-
nished to Labor on a volu, cary basis by contractors and
others, and Labor estimates that only about 30 percent of
the contractors submitted data.

Many wage determinations were not
supported by surveys of wages
paid in the locality

Nearly half of the 73 project and area determinations
included in our random sample were not supported by surveys
of wages paid on similar construction projects in the lccal-
ity. Labor relied on wage rates and corresponding worker
classifications and work practices established in union-
negotiated collective bargaining agreements to set wage
rates in the locality of the construction,

Labor's regulations and manuals provide little guidance
on when and where to conduct wage surveys., They only provide
that, when data on hand is outdated, questioned, or insuffi-
cient for furnishing wage rates to Federal agencies for a
particular locality, consideration must be given to conduct~-
ing a survey. However, the availability of collective bar-
gaining rates in a locality may be considered as sufficient
data to indicate that union rates prevail. :

We reviewed a random sample of 73 wage determinationg--
50 project and 23 area determinations issued or published
between January 1, and June 30, 1976, at the five regions in
our review. We found surveys had not been made for 22 of
the 50 projects and 13 of the 23 area determinations--nearly
50 percent of the 73 projects reviewed.

The tables below show the type of construction and basis
for rates in our sample,
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Type of New San Suppo
gonstruction York Atlanta Chicago Dallas Francisco Total by sur
Building 1 B 7 8 - 24 10
Heavy - - 1 3 1 5 1
Highway 2 - - - - 2 -
Residential 6 3 4 4 10 27 22
Water well - - - - 2 2 2
Water and

sewer - "1 — - - 1 1
Combinations

of above .

(note a) 6 3 1 - 2 12 2

Total 15 15 13 15 15 73 38
a/Combinations include: building, heavy, highway, and dredging; heavy
_and highway; building and heavy; building, heavy, and highway; and
+heavy, water and sewer. ‘
Table 2
Wage Determinations Supported and Not Supported by
surveys Conducted by Labox
Projest Area
determinayions  determinations  ___ Totals ___
No No No

Region Total survey Survey  survey Survey  survey Su
New York 15 5 5 4 1 S 6
Atlanta 15 3 7 - 5 3 12
Chicaqgo 13 7 3 2 1 9 4
Dallas 15 6 4 3 2 9 6
San

Francisco 15 1 9 4 R 5 10

Total 3 22 28 13 10 35 38

Wage Determinations, by Region and Types
of Construction, in_OQur Random Sample

Table 1
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In the 35 determinations where surveys were not made,
rates issued by Labor were always those obtained from union-
negotiated collective bargaining agreements.

In the 38 determinations where surveys were made, the
surveys were conducted, generally, by mail or telephone.
In a few instances surveys involved ons;te visits to the
contractors.

Wage surveys not made for
most area determinations

Since 13 of the 23 area detérmlnatlons in our sample
were not supported by surveys in the locality, we reviewed
. the status of surveys completed on all area determinations
in effect nationwide during the period of our review. Labor
estimates that 75 percent of the construction projects in the
Nation use area determination rates. Thus, erroneous wage
rates in these determinations can have i{:he most significant
effect on the cost of Federal or federaily assisted construc-
tion and local wage standards. Similar to the findings in
our sample, surveys of wage rates paid to workers had never
been made in localities for most of the '530 area determina-
tions reviewed. Wage rates were based on unionrn collective
bargaining agreements.

The area determination concept was developed in the mid-
J960s tu eliminate the time and expense involved in issuing
separate project determinations for every construction
prOJect requiring wage rates under the act. Labor hoped to
increase efficiency in handling an everwlncrea51ng workload.

Labor begar nublishing these rates in the Federal Reg-
ister in August 197). Because of the relative ease in admin-
istration versus the issuance of separate determinations for
eac: project, Labor has expanded the concept. Between 1973
and 1976 counties covered by area determinations more than
doubled for most types of construction. By Octcober 1976 Labor.
maintained 530 area determinaticons on all types of construc-
tion coverirg as much as 96 percent of the 3,119 political
subdivisiony (counties for the most part) of the United
States, Guam, Puerto Rico and the Virgin Islands.
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Percent of

__Determinations Counties covered at total counties
Type Number  Dec. 1973 Oct. 1976 at Oct. 1976
Building 190 - 529 1,157 37
Hewvy 2 637 1,868 60
Highway 28 2,348 2,993 9%
Residential 131 275 677 22
Qther _
(note a) 179 - 1,488 48

Total b/5

L2
o

I

a/Combinations of two or more types listed above, and a small
numbetr for construction not otherwise classiiied (such as
_flood control, dredging, and water and sewer). Also, 1973
data not obtained. :

b/The number of area determlnatlons had increased to 648 at
Decemhexr 1977.

We asked Labor to provide the basis for wage rates
published in each of the 530 wage determinations in effect
in October 1976. Data furnished by the Labor staff showed
no surveys were made for 302 (57 percent) of the determina-
tions. Some determinations for which no surveys were made
covered multiple counties (both urban and rural) and even
entire States.

In all areas covered by the 302 wage determinations
Labor based its determinations on union rates from collec-
tive bargaining agreements. These negotiated union wage
rates and worker classifications were published as prevailing.
Moreover, on receipt of new agreements from local or inter-
national union offices, Labor's headquarters staff routinely
published changes to the wage rates in the Federal Register.

Alsc, when determining the rates for the area determina-
tions, Labor's headquarters staff sometimes required payment
evidence; however, verification that the rates were being
paid in the locality generally consisted of a phone call
to the local union business agent or a signatory contrac-
tor. Labor did not determine how many workers were paid %he
rates in the locallty or the extent of nonunion wages paiti
to workers engaged in similar work in the area.

For the remaining 228 area determinail’ .s, the Labor
wtaff, Department of Housing and Urban Deve.lopmeat {HUD), or
State highway departments had conducted surveys. -"Nonunion
rates had been determinnd to prevail in about ‘82 percent of
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these areas (186), mixed union and nonunion rates in about —
8 percent (18), and union rates in the remaining 10 percent

We found also that many surveys were old. For example,
146 of the surveys had been completed more than 1 year before
the October 1976 index we reviewed. Survey data on 32 of
these determinations was more than 3 years.old (the oldest
was more than 6 years old).

Labor's practice of issuing area determinations may
alleviate its workload, but its practice of relying for the
most part on collective bargaining agreements favors the
organized segment of the industry and supports higher rates
that - may not prevail and, conversely, discrimirates against
the nonunion segment. Also, by not updating its surveys
Labor may support lower wage rates than may actually prevail
in the locality. The procedures for developing and maintain-
ing this program provide no assurance that rates issued ac-
tually prevail in the localities covered by the determination.

»

Labor's problems in obtaining . Cow
wage data through the voluntary '
submission program

The Davis-Bacon Act does not require construction
contractors--in the private or public sector--to provide
wage information to Labor for use in making its wage surveys
and issuing wage determinations, Labor's regulations provide
for the voluntary submission of wage data from contractors,
unions, contractor associations, and other interested parties
to obtain up-to-deste information. Lebor nesds the voluntary
cooperation of the contracters. Such cooperation, however,
is not easy to obtain, nor is it easy to obtain data on the
universe of construction activity in a county or project area.

We tried to {l) iadentify and contact all construction
contractors in each of the 30 localities where we made wage
surveys, (2) determine all projects of a character similar
to the proposed Federal construction, and (3) obtain wage
rates paid to all classes of workers from contractors' pay-
rolls and related records. However, this proved to be a
formidable task that was impossible to perform with complete
assurance that all wage rate data was obtained.

We met with contractors, when possible, and were able
to convince many of the need for current wage data in our
review. However, in several surveys in each of the five
regions, contact could not be made or contractors refused
to provide any data,
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Following are scme of the problems we enconntered:

~=~Initial contact was difficult with contractors--
many would not return calls.

--Records were not always kept on projects, or they
were in storage ard could not be readily retrieved.

-—Contractors were too busy to cooperate and search
files for data.

--Many would furnish data verbally, but refused any
‘verification with records.

-=Contractors who had worked in the locality were from
other counties, Data was obtained by telephone con-
tact and without verification.

Labor has recognized the problem of obtaining wage
data voluntarily in its "Construction Wage Determinations
Manual of COperations," which states

"In order to obtain a complete wage picture, it
is essential to have as many firms a5 possible
participating in our surveys. Unfortunately,
contractocr response to letters requesting wage
information on known projects which have been
shown on Dodge Reportz {[reports of construction
activity) is sporadic at best. Furthermore,
second request letters seldom produce additional
responses."

This difficnlty has been highlighted by the Labor staff
in interviews with our staff and in memorandums accompanying
their surveys in most nf the regions we visited. Examples
of the regional office comments are presented in appendix IV,

Labor obtains only limited wage data

The problem of voluntary wage data collection is further
highlighted by the limited amount of data received on in-
dividual projects in surveys. Labor obtained individual
wage rates for only 'ne worker classification for projects
costing as much as $2 million. We found examples where data
on only a few employees was obtained on large projects in
most regions visited,
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Examples of the total wage data received by Labor on
projects. surveyed in some localities follow. :

Total wage data
on project

Worker
Labor region classifi- Number of
Countyvy and State Project cost c¢ations emplovyees
Atlanta:
Dickson County, :
Tennessee ' $ 702,000 3 9
Spartanburg County,
South Carolina . 800,000 2 17
New York:
Middlesex County,
New Jersey 2,000,000 1 7
Orange County, 2,000,000 4 12
New York ' . 1,500,000 3 13
Dallas: :
Gregg Countv, Texas 2,000,000 1 5
San Francisco:
Stanislaus County,
California 3,060,000 2 2

Inclusion of data on the many unreported workers on
such projects could affect the prevailing wage rates issued,
Without including data on all workers in the locality who
worked on similar projects, there is no assurance the jissued
rates are those that actually prevail.

We also attempted to determine the response rate on all
Labor surveys in five regions, but found that some files were
incomplete. The average response rate on the 14 surveys
where data were available was about 58 percent, ranging from
5 to 100 percent.

However, Labor estimates that, nationwide, data will be
received on only about 30 percent of the construction proj-
ects it identified and the contractors it contacted. Thus,
wage rates for workers on 70 percent of the construction
projects identified are not included in its surveys. Based
on the resuits of Labor's efforts, it appears that an ade-
quate wage rate survey with participation on a voluntary
basis may be impossible to accomplish.

46




Labor did not verify the wage
data obtained in surveyse

The vast majority of the wage and classification data
was obtained by Labor's wage determination staff by mail and
_telephone, Consequently, payrolls were rarely obtained or
reviewed,

Moreover, there were no formal procedures or require- -
ments in Labor's requlations or manuals for the staff toc
verify data to payroll records--even on a sample basis.
Without some verification, Labor has no assurance that the
rates and classifications furnished were actually paid to .
the number of employees reported on the project.

In some instances, we were able to check the data Labor
obtained from contractors in its surveys with data we obtained
from payroll records. In most cases, we found differences in
the rates and classifications.

In many cases the contractors we contacted could not
explain the differences in the data we noted from their
records and the data given to Labor. Some did not even
remember providing data to Labor, In other cases, Labor
obtained data from a contractor and contractor association
representative with both sets of data being somewhat dif-
ferent. When we visited the contractor we obtained still
different data from the contractor's records. Some examples
of different rates and classifications noted by us are pre-
sented in appendix V.

LABOR IS STILIL ISSUING INACCURATE
WAGE RATE DETERMINATIONS

Our review of the wage determination files for the
73 wage determinations showed that in many cases the wage
rates were not adequately or accurately determined and
seldom represented the prevailing wages paid in the locali-
ties. In collecting and compiling data from surveys for
making wage determinations, the practices were varied and
inconsistent within and among the five regions and at the
headquarters level: even Labor's basic wage determination
regulations and procedures were not always uniformly applied.

When surveys were made by Labor, its staff frequently
deleted, added, and changed the wage data received without
adequate reason or rationale. Rates from surveys that were
higher than union rates were not used or they were adjusted
downward; conversely, rates that were considered by the Labor
staff to be too low or were lower than those issued in prior
determinations were deleted, increased, or not issued,
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Labor still followed some of the questionable practices
and procedures we identified in prior reports. Labor (1) con-~
tinued to use wages paid on Federal projects where Labor had
previously stipulated rates to be paid, (2) applied data from
surveys to projects that were not of a character similar to
the proposed Federal construction, {(3) extended wage rates
to adjacent and nonadjacent counties, (4} included wages
paid to the same contractor work force in the compilation
base for as many projects as the contractor furnished data,
and (5) applied its 30-percent rule, whlch can inflate wage
rates,

We tried to quantify the errors, variations, and incon-
sistencies in procedures, especially where rates were sup-
ported by surveys, but the files in some regions were so
poorly documented and incomplete, or could not be located.
that this was impossible,

When surveys were made Labor deleted,
added, and changed wage data without
adequate reason or rationale

Labor's regulations and its manuals prov.de that data
from wage surveys may be omitted if it is not (1) from proj-
ects of a character similar to the proposed project, (2) in
_the appropriate time frame (past 12 months}, or (3) from
the same locality as the proposed project. Otherwise, data
from surveys are to be utilized in computing prevailing
wages for classifications. However, these basic criteria
ware often not followed by regional offices, and the prac-

rates were not uniformly or consistently applied within or
among regions and the headquarters offlce.

Qur review showed that wage rates were deleted, added,
or adjusted {both up and down); vorker classifications were
deleted, changed, or combined; these deletions and adjust-
ments frequently were not supported by data obtained in the
surveys, and the basis or rationale for the action was not
always adequately documented by Labor officials.

More specifically, in some cases the Labor staff ,
(1) added classifications at union-negotiated rates on which
no data were received in the survey, (2} adjusted a rate,
after union protest on a multicounty survey, and issued
rates from combined counties on all other classifications,
(3) generally deleted the lowest rates, and (4} contrary to
Labor's regulations, deleted and did not use data obtained
in the survey on a plece rate basis. )
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These inconsistencies and questionable practices are
detailed in the examples obtained from surveys by Labor
staff at the five regions we visited. These are presented
in more detail in appendix VI. . -

Labor continues to use wage rates paid on
Federal projects when determining wage rates

Even though the legislative intent of the act provided
that rates issued should be based on those that prevailed in
-gimilar private construction, Labor obtained and used rates
from Federal or federally assisted projects on which Davis-
Bacon Act rates had previously been required. In our review
of the 73 projects we noted instances where the use of rates
from such projects contributed to the issuance of rates that
were higher or lower than those prevailing in the private
sector, Also, when inaccurate wage rates were prescribed
for Federal projects the inclusion of these projects in sub-
sequent surveys would compound and sustain the errors. '

Wage analysts and specialists in all regions visited,
ercept New York, included federally funded projects in their
wage ate surveys. The wage analyst in New York said that
. he does not use Federal projects if he has enough data from
private sources because of their potential for distortion
and inflationary impact. He said that, in 25 wage surveys
he completed over a 2-year period, he included a Government
project anly once.

Examples of where Federal projects were included in the
Labor surveys and the effect of deleting these projects from
surveys are presented in appendix VII.

L.abor used projects not of a character
similar to the Federal contract work

Labor's surveys included wage data from projects that
were not always of a character similar to the proposed
projects.

The act provides that the minimum wages paid to construc-
tion workers be based on wages determined to be prevailing
for corresponding classes of laborers and mechanics employed
on projects of a character similar to the contract work in
- the city, town, village, or political subdivision where the
work is to be performed. To determine prevailing rates
Labor, in its instructions, classified construction into the
broad classifications of building, heavy, highway, and resi-
dential construction. However, in each of these categories
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there are many dissimilarities in local labor practices and
related wages due to the size, type, and complexity of
construction.

Labor's surveys did not always account for these dis-
similarities, and the resulting rates were applied to all
agency projects. An analysis of the data received in surveys
indicate wage differences in rates on varying construction
projects within each broad classification. As a result, many
of the wage rates prescribed by Labor were not based on
- similar construction work. '

We found examples of dissimilar proijects in surveys and
the arplication of rates to dissimilar Federal projects in
four of the five regions visited during our review. Some
examples are listed in appendix VIIT,

Labor still extending wage rates to
adjacent and nonadjacent counties

The act and implementing regulations provide that the
area to be considered when determining prevailing wage rates
be the city, town, village, or other civil subdivision of the
State in which the work is to be performed. The regulations
also provide that, if there has been no similar construction
within the area in the past year, wage rates paid on the
nearest similar construction may be considered. Labor's
manual instructions provide that, when conducting wage sur-
. veys, adjacent county data may be included in the data col-
lection process, except that metropolitan data generally
should not be used to produce data for a rural county or
vice versa.

Our review showed that wage rates determined in several
counties, both supported and not supported by surveys, were
extended to and issued for projects in adjacent and non-
adjacent counties, even though an adegquate basis generally
existed for issuing prevailing rates based on the labcr
force and construction data in the locality. This procedure
has resulted in the application of rates from noncontiguous
counties and the use of union rates in predominately nonunion
areas. Moreover, the use of wage rates from another area is
not. in accord with the act's intent, which was to maintain
the local wage rate structure and not raise or lower wages
on the basis of rates prevailing in other areas.

Of the 73 determinations in our sample, files were suffi-
ciently complete on 56 to determine the sources of rates
issued., Eighteen, nearly one-third, were based on rates
extended from other counties. One county had oeen used for
two nonadjacent county determinations in our ‘ample.
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Examples illustrating thlS problem are presented in
appendix IX.

Labor's duplicate counting of the
same workers distorts survey results

The interim manual provides that the Labor staff should
collect data by project rather than on individual mechanics
or laborers working in the locality on similar projects.
Union business agents, association representatives, and con-
tractors can furnish data on the same labor force working
on several projects. Such data overstates the number of
employees in the locality and can bias the rates issued.

To illustrate, a county may have only 2 contractors, A
.and B, employing 15 and 5 carpenters, respectively. Con-
tractor A worked on one large project for a full year and
reported the rate paid to each of his 15 carpenters at $7.00
an hour, Contractor B's labor force worked on 10 smaller
projects during the same year and reported each carpenter
on each project earned $10 per hour. The Labor staff would
compile this data as follows:

A~-15 carpenters @ $ 7.00
B--50 carpenters @ 510,00

The resulting rate, based on majority rule but representing
a wage rate paid to only 25 percent of the carpenters in the
locality, would be issued at $10.00 per hour,

Labor's procedures 4o not call for identifving indivi-

PhUvLiui v M e AL |

dual workers on each project. Payment evidence data from
contractors was not always available in the files. When
evidence w:s available contractors occasionally noted that
craftsmen or laborers listed on one project were the same
individuals that were reported on in another project that
was also in the survey. Many of the surveys we reviewed
contained wage data from contractors who reported on more
than one project.

Several examples of this guestionable practice and its
effect on wage rates are presented in appendix X,

Labor's 30-percent rule results in
unrealistic wage rates

Labor's application of its 30-percent rule--using the
rates paid to at least 30 percent of each classification
of workers to be covered in the determination--as a method
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for determining the prevailing wage rates in an area las

led to some unrealistic wage rates. The rule has resulted,
in some cases, in the issuance of significantly higher or
lower rates than are actually paid to the majority of workers
engaged in similar construction in the area.

Labor's requlations define the prevailing wage rate as.’
the wage rates paid in the area in which the work is to be
performed to the majority of those employed in each classifi-
cation on similar construction ir the area. When the majority
is not paid the same rate, the prevailing rate shall be con-
sidered to be the rate paid to the greatest number, provided
it constitutes at least 30 percent of those employed, If less
than 30 percent of those employed receive the same rate, then
the average rate shall be considered to be the prevailing
rate.

In areas where unions have organized at least 30 percent
of the construction workers, their wage scales have an excel-
lent chance of becoming the prevailing rate, even though '
70 percent of the rates paid to other workers may vary by
small amounts. Once a rate has been established, its chances
of influencing future determinations are high, because in
many cases Labor considers the previous rate when it estab-
lishes new rates.

linion pay scales, which are set forth in collective
bargaining agreements, are uniform; open-shop contractors
generally recognize different skill categories, time in serv-
ice, productivity, and other factors when establishing wage
scaleg Thus, it is unlikely to find open-shop contractors
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paying most of their employees the same wage, as is true
under union collective bargaining agreements.

An illustration of higher wage rates established by
Labor was the wage rate of $12.40 an hour determined to be
. prevailing for painters in Carson City County, Nevada, on
the basis of results of a wage survey of 11 projects in the
area. The survey snowed that, out of eight painters, three
were paid at the $12.40 hourly rate and five were paid hourly
rates between $6.25 and $9.00, as follows:

Number of painters Hourly wage
employed (4 of the 1l projects) rate paid

$ 6.25
8.74
9.00

12.40

W 8 N
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In issuing the $12.40 rate paid to 37.5 percent of the
painters as the prevailing rate, the 30-percent rule gives
no consideration to the lower rates paid the other five--
the majority of the eight workers. Thus, any contractors
employing painters at the lower rates would have had to
increase painter's wages by as much as $6,15 an hour if they
obtained work on federally financed construction in the area.

In another area, use of the 30-percent rule in Mineral
County, Nevada, led to the adoption of the lowest pay rate
as the prevailing rate. Labor determined the wage rate of
$3.50 an hour to be prevailing for laborers on the basis of
a wage survey which showed 5 of 11 laborers were paid that
rate. The six other laborers were paid rates between $4 and
.$7.90 an hour. '

Number of laborers Hourly wage
employed rate paid
5 $3.50
3 4.00
2 5.55
1 7.90

In prescribing $3.50 as the m‘nimum hourly rate, Labor
gave nc consideration to the higher wage rate paid to 6--the
majority~-of the 11 workers covered by the wage survey.

LABOR ISSUED INCORRECT
WAGE DETERMINATIONS

Labor's regulations and procedures require the contract-
ing agency to review the Federal Register to determine whether
an area determination is in effect and, if so, the agency
must incorporate the wage rates into the construction con-
tracts that are subject to the act. If an area determination
that covers the type of work in the contract has not bheen
published in the Register, the regulations require that the
contracting agency submit a request for a project determina-
tion to Labor. Based on the descriptions of the construction
projects furnished by agencies, Labor issues prevailing wage
rates for the type of construction involved.

During our review we identified instances where Labor
furnished wage rates to agencies on a project (1) not covered
by the Davis-Bacon Act and (2) of a different type of con-
struction than that described by the agency. These examples
are Qescribed in appendix XI.
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THE ACCURACY OF LABOR'S WAGE DETERMINATIONS
IS ALSO QUESTIONED BY THE WAGE APPEALS BOARD

Since 1975, the number of cases involving Labor's wage
determination activities appealed to the Wage Appeals Board
have been increasing. 1In 1975 only 13 cases were appealed
to the Board, in 1976 these increased to 19, and in 1977
there were 34 appeals., '

Of the 34 cases filed with the Board in 1977, 17 dealt
with Labor's administration of wage determinations under the
act. We analyzed the 17 cases and found that the Board had
rendered decisions in 13 cases. The remaining four cases
were elther dismissed or withdrawn.

In 12 of the 13 cases where the Board rendered a deci~-
sion, the Board disagreed with Labor's administrative prac-
tices and identified problems similar to those discussed
in our report. For example, the Board directed Labor to
(1) conduct wage surveys, (2) use only projects of a charac-
ter similar to the Federal project, (3) conduct a survey to
determine that rates are actually beiny paid, and (4) use’
all data obtained in surveys.

, In some of the cases where Labor was overruled, it was
directed to perform another survey, which resulted in lower
rates being established and used. An example was decision
WAB-77-2, dated October 21, 1977--which involved construction
of dual bridges over Mobile Bay, Alabama. (This case was the
subject of a report by us. 1/)

Labor had ruled that the State of Alabama had to use
heavy construction wage rates rather than highway rates for
a certain portion of the project. Heavy rates were about
twice the highway rates. : -

The Board ruled against Labor and said that the projects
used by Labor as a basis for setting the wage rates were not
similar to the bridge construction except in the broadest
sense of the term. Labor's survey included wage rate infor-
mation from railroad, dock or waterfront, and industrial site

1/See app. XIV for our report, "Inaccurate Davis-Bacon Act
Wage Determination Applicable to Alabama Mobile Bay Bridge
Project I-65-((85) Overruled By the Wage Appeals Board"
(HRD-78-128, June 20, 1978).
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construction projects, dam repairs, and other miscellaneous
projects. The Board directed Labor to issue new wage
determxnation.

As a result, Labor made a new wage survey of bridge

. construction in Mobile County and included other bridge

construction work at highway r-tes, Based on its survey,
Labor issued a new wage deterw iation for bridge construc-
tion work in Alabama which contained wage rates con51derab1y
lower than its previous determination, -

Examples of wage rate decreases included

-—-carpenters from $9.32 an hou- to $4.50, a decrease
of $4.82;

--electricians from $10. 49 an hour : to $5.80, a decrease
of $4.69;

--piledrivermen from $9.59 an hour to $4.25, a decrease
of $5.34; and

~--crane operators from $9.77 an hour to $5.00, a decrease
of $4.77,

The contracting officer for the Alabama State Highway
Department stated tuat the State will realize some savings
in construction costs by use of the new lower wage rates
for completing the remaining work on the Mobile Bay Bridge
project.

In still another case in which the Board overruled Labor
in 1977 (wWAB-77-19, Dec. 30, 1977}, the Board admonished
Labor:

"After analysis of the oral testimony presented at
the hearing and a study of the briefs submitted by
the interested parties, it appears to the Board
that the Department of Labor has in this case and
in other recent cases before the Board given in-
sufficient weight to the plain language of the
Davis—-Bacon Act and the related statutes * * *,
The operation of the statute should be to reflect
the local wages, not to establish new wage pay-
ment practices. In this and the other recent
cases it appears that the Assistant Administra-
tor's attempts to standardize procedures have
resulted in the introduction of new rates into

the applicable area rather than reflecting those
wage rates already there."
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Thus, the Wage Appeals Board's findings and decisions
support our views that Labor has freguently issued inaccurate
wage determinations and, in general, poorly administered. the
Davis-Bacon ‘Act.

AUTOMATING THE WAGE DETERMINATION
PROGRAM I° UNLIKELY TO PROVIDE
ACCURATE "DETERMINATIONS

Labor initiated action in 1973 to review the possibility
of automating its wage determination program and, by June 30,
1978, efforts were under way to establish an automated system.
Labor has experienced trouble in this endeavor and has found
it more difficul* than anticipated to design a system to
provide reliable data to issue accurate wage determinations.

In an earlier report 1/ we recommended that Labor change
its system for compiling and issuing wage data from a manual
operation to an automatic data processing system. Potential
advantages of using automation in the wage determination
program had been noted in a Labor report on an 1nternal re—
view of operatlons in July 1969, ~

No action was taken, however, until 1973, when a
Department-wide automatic data processing study recommended
a feasibility study to investigate the benefits of automat-
ing wage determination processing under the act. Based on
its efforts during 1974 and 1975 to veview the feasibility
of providing computer supp-rt to the Davis-Bacon Act wage
determination staff, lLabor »anagement approved and funded a
project to develop a computer-based data collection and wage
computation system,

In February 1976, after evaluating proposals from eight
firms, Labor awarded a contract for $500,000 to a firm in
Maryland. The statement of work called for 10 task and
3 subtask efforts beginning with the performance of a re-
quirement analysis and conceptual automated system design,
continuing with performance of the detailed design, develop-
ment, and test of the automated system, and concluding with
the provision for documentation, training, data conversion,
~and optional maintenance. The schedule provided that the
system be implemented by May 1977, with an optional 6-month
maintenance period concluding in November 1977.

e W e —— e —

1/"Construction Costs for Certain Federally Financed Housing
Projects Increased Due to Inappropriate Minimum Wage Rate
Determinations" (B-146842, Aug. 12, 1970).
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ber 30, 1979.

that the contractor had "successfully completed, with distinc-—

In early 1977, with only 3 of the 10 tasks completed or
in process and contract costs approaching the $500,000 con-
tract value, Labor reevaluated the feasibility of continuing
the project with the same contractor under a different type
of contract or, again, soliciting competitive proposals from
firms for the balance of the work to complete the system.
Labor decided to continue with the same contractor on a sole-,
source basis undevr a cost plus award fee arrangement. The
contract was modified in July 1977--costs were increased to.
$1,329,131 and the schedule extended 22 months to Septem-

In justifying continuance of the contract, Labor stated

tion, the performence of tasks 1, 2, and 3--it has consist-
ently received high evaluation on the work performed to date.”

Howevel, by June 30, 1978, a Labor evaluation of costs
and technical and managerial performance under the contract
revealed slippage. About $1.1 million (81 percent) of the
total amount fumled for the contract had been expended as of
June 30, 1978, and it anpeared that additional funding would
be necessary to complete the project. Labor officials told
us that the contractor attributed the schedule slippage to
system design complexities and turnover of staff. '

Labor renegotiated the contract in beptember 1978 from
a cost plus award fee arrangement to firm fixed price. Work
segments were restructured into four components: (1) collec-
tive bargaining agreements, (2) an analysis task, (3) data
collection/wage computation, and (4) wage information. The
collective bargaining component is to be completed with op=-
tions that can be exercised by the Government on the remain~
ing segments, The options are to be exercised only if the
contractor successfully completed the first segment within
cost and schedule. If the contractor performs the balance
of the work as planned and Labor exercises options in the
contract, the project will have experienced a delay of
26 months and cost about $1.6 million,

We reviewed the contract specifications and data de-
veloped by the contractor to date. Our review showed that

--voluntary participation inrn the wage collection program
will be as it is today;

~~there are no special plans to verify contractor, union,
or asecociation data furnished:;

-~input editing operations planned will still allow for
additions, deletions, and adjustments to data.
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The problems in :he present manual operations will apparently
continue under the computer-—based system. it does not appear
at this time that the entire wage determination function will
be autcmated, but, if it is, we believe that administrative
and system deficiencies identified in our report will con-
tinue to exist.

LABOR COMMENTS AND QUR EVALUATION

Labor stated that our analysis of its administration of
the Davis-Ba—<on Act contained fundamental misconceptions and
errors. Labor said our sample of 73 area and project determi-
nations--which include 50 project and 23 area determinations--
was too small to be representative and was inadequate,

We disagree. Our conclusion and belief that the
Davis-Bacon Act is impractical to administer and that Labor
has issued inaccurate wage rates are based on well documented
and adequately supported findings developed during a review
.0f a cross section of Labor's area and project determinations.

We recognize that our sample was small, but it was made
onh a random basis and stratified to the number of wage deter-~
minations issued during the period, and therefore it is rep-
resentative of the determinations issued in the regions we
reviewed, Moreover, our review was made at 50 percent of
Labor's 10 regions, included all sections of the cnuntry,
,and included regions with (1) areas with much construction
aztivity (in dollars), (2) areas with large numbers of con~
struction workers, (3) both industrial and rural States, and
(4) areas with high and low union representation.

Labor alsc took issue with all of our findings presented

in this chapter on inadequacies in program administration

and inaccurate wage determinations. Presented below is our
evaluation of Labor's comments on our findings that many

wage determinations were not supported by surveys (the wage
rates issued were mainly based on union collective bargain-
ing agreements), the effects of Labor's 30-percent rule,

and the automation of the wage determination process. Our
evaluation of Labor's comments on our other findings are
presented in the appropriate appendixes (IV through XI}.

Lack of wade surveys

Labor stated that our comments on the lack of surveys
for many wage determinations were based on an erroneous
assumption that accurate wage rates can only be determined
in one way--a rigid adherence to the survey process in every
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instance. It stated that surveys are unnecessary, in some
cases, because through maintaining a continuing liaison with
contracting agencies, contractor and labor groups, and others
interested and knowledgeable about construction in the various
parts of the country, Labor has been able to develop and up-
date economic information on the construction industry. This,
Labor said, on many occasions, gives a clear indication as to
whether open shop or union wages prevail for a particular

" civil subdivision or for certain crafts in the subdivision.
But where there is uncertainty as to whether open srop or
union rates prevail, and when sources indicate nonunion rates
prevail, Labor said a survey is made.

We disagree with Labor's assertions regarding the ade-
quacy of its wage survey and data collection system. We
found no systematic planning, control, or management of the
data collection functions, We could not substantiate through
a review of the files or discussions with Labor officials
that continuing liaison with agencies, contractors, and labor
groups provides Labor with sufficient economic information
on the construction industry to give a clear indication as
to whether open shop or collectively bargained rates pre~
vailed. We found no data in the files, either in the field
or headquarters, relating to "economic information" in each
county.

In counties where no surveys had been made, the files
contained i1nformation identifying the union local having
jurisdiction in the county and, sometimes, collective bar-
gaining agreements, if applicable. This information was
sent to the field offices from Labor headquarters in 1972,
when the wage activity was decentralized. There was no
other support, either at headquarters or the field, to show
what wages prevailed in the locality. In January 1978 the
wage issuance function was again centralized at Labor he¢ad-
guarters. Thus, the function is now performed by head-
quarters staff, which is further removed from the localities
and has less knowledge than reglonal staff of local wages
and area practices.

Given the everchanging makeup of the construction in-
dustry, it is logical that current wage surveys should be
the primary method for collecting wage data and determining
‘accurate prevailing rates, Labor asserts that it conducts
surveys wherever and whenever needed; this is contrary to
- what we found. Surveys are conducted generally on an ad hoc
basis, in response to protests or complaints or recognition
that file data were so far out of date that they were
no longer useful,
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Labor's wage rates are based mainly
on collective bargaining agreements

Labor stated that, when information is available to
indicate that negotiated rates prevail, the collectively
bargained agreement is used to insure that accurate rates
are reflected. Labor asserts, however, that where doubt
exists as to whether union rates do prevail, they are re-~
solved by undertaking a survey.

Our review indicated that Labor made few surveys to
determine whether unicn rates prevailed. Generally, if
Labor had a collective bargaining agreement in its files
that covered the locality where a dJetermination was re-
quested, in the absence of survey data it issued the union
rates.

For the most part, Labor had no other information in
its files to show that union rates prevailed. We asked
Labor staff for additional data showing that union rates
prevailed, but they had none.

Lack of surveys for area determinations

Labor said that the percentage of area determinations
which are current is constantly increasing. Labor said
that it hag analyzed each of its 9,516 county scheduleg«-
which list the wage rates issued in the counties--and found
" that 78 percent of the wage rates were set in the past year,
and only 3 percent were more than 3 years old. Labor said
this provides a more accurate and up-to~date description of
the status of Davis-Bacon wage determinations than the infor-
mation in our report. '

We believe Labor's figures are misleading. For one
thing, the updating of the county schedules was not all
based on surveys showing the wages that prevailed in the
local areas covered by the determinations. We asked Labor
officials to provide us information about those schedules
that are updated by surveys. Labor oificials stated that
they were unable to provide this information; the updating
data was not developed this way. Thus, in the absence of
such information, we were unable to determine how many
schedules were based oun surveys or other valid documentation
of wages being paid in the counties, as opposed to merely '
establishing current wage rates based on collective bargain-
ing agreements without assurances that those rates actually
prevailed in the counties.
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Labor's 30-percent rule

Labor said the 30-percent rule is not established as
being inflationary. It cited as support (1) a study by the
Council on Wage and Price Stability, which showed in some
cases that Labor's Davis-Bacon wage rates were lower by
2,7 percent than the average rate for commercial construction
and (2) a study it made of 1,609 craft classifications where
surveys were made, which showed that the 30-percent rule pro-
duced a prevailing wage rate very close to the average rate
in a locality. For this reason, Labor said it cannot concur
with our criticism that the 30-percent rule results in in-
flated and unrealistic wage rates., . Labor stated also that
the 30~-percent rule has been applied consistently since 1935
and was reviewed in depth in 1962 by the House Special Sub-
committee on Labor, which strongly supported its continued
use. ;

In our opinion, the inflationary impuct of the 30-percent
rule is demonstrated by the example on page 52 of this report;
this is one of the examples we found during our review,
Moreover, the potentially adverse effect ocn the workers (if
Labor established wage rates that are lower than those pre-
vailing, and workers were actually paid those lower rates)
is illustrated in our examples on page 53, where the
30-percent rule resulted in significantly lower wage rates
than what the majority of workers were receiving. Similar
examples were reported in our prior reports on the problems
in Davis-Bacon administration.

Labor's statement that the 19262 report by the House
Special Subcommittee on Labor strongly supported continued
use of the 30-percent rule was used out of context and is
misleading. Our review of the report shows that the major-
ity of the Subcommittee believed that Labor's use of the
30-percent rule (1) was not legislatively authorized and
{(2) had led to difficulties and justified criticism. It
recommended that the 30=-perc nt rule be established legis-~
latively. However, no action has been taken on this pro~
posal in the ensuing 17 years.

Moreover, the Subcommittee's minority opposed the
J0-percent rule and concluded that, by legislating its use
. as the majority suggested, the Secretary could avoid being
accused of doing wrong because he would be following a
‘gpecific statutory direction--this, the minority members
stated, would be ridiculous and superficial. They recom-
mended that the 30-percent rule be abandoned.
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We believe Labor also used the Council on Wage and
Price Stability's study out of context. The Council relied
on a Bureau Of Labor Statistics special survey of union,
nonunion, and average wages in 19 cities classified as
Standard Metropolitan Statistical Areas. These are large
metropolitan areas that are typically union areas in most
types of construction. This is acknowledged by the Council's
study, which states "The Special Survey includes mostly large
cities, whose degrees of unionization or patterns of indus-
trial organizations may differ from that of other smaller
cities." The Council also said the special survey covered
the Standard Metropolitan Statistical Areas, whereas the
Davis-Bacon rates do not necessarily encompass the entire
‘areas.

Another significant fact, which was acknowledged by the
Council, is that its wage comparisons did not include fringe
be.:fits {which must be paid along with the basic wage rate)
which, the Council states, are likely to be larger for union
than for nonunion workers. 1In our review, we found for
example at a New Jersey project in October 1976, that the
union fringe benefits ranged from about $1 to over $4 an
. hour, depending on the craft and locality. A study by the
Massachusetts Institute of Technology showed that, on average,
both the level ot benefits and the proportion of nonunion em-
ployees receiving them are much lower than those in the union
sector, The study said that for union employees the fringe
benefits comprise a substantial proportion of hourly earnings
ranging from 10 to over 20 percent of the basic hourly wage.

Labor also cited its study in fiscal year 1978 showing
that, where surveys were made, the 30-percent rule resulted
in nearly a 50-50 split between higher and lower than the
average wage rate, with a difference of only 9 cents higher
on the overall average. ULabor's study showed that the 9 cents
difference higher rate is made up of an average of 88 cents
higher rates for 20 percent of the classifications at union
rates and 10 cents lower rates for 80 percent of the classi-
fications at nonunion rates., The union-negotiated rates did
not include fringe benetits. This means that, when nonunion
rates were determined by the 30-percent rule, wages were ,

10 cents an hour lower than an average rate, When union
rates were determined by the 30-percent rule, they were

88 cents higher~-adding $2 or $3 for fringe benefits would
make this even more dramatic. '

Thus, it appears that the 30-percent rule application
frequently does not produce data that is very close to the
average rate in a locality, except maybe in predominately
nonunion areas,
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It is our view that the application of the 30-percel
rule is most widely abused by Labor in localities where no
surveys have ever been conducted. Labor has determined
that a wage may be considered prevailing if it is paid, to
‘the exact penny, to 30 percent of those in one classification.

Pay rates to the exact penny are set for the most part only
by union collective bargaining agreements. Nonunion con-
tractors customarily vary rates of pay to workers to account
for experience, seniority, productivity, etc.

As a result, in localities where Labor believes {but
may not know for sure) that unions have organized at least
30 percent of the workers, the union rate generally prevails
in all counties within the jurisdiction of the agreement.
Beginning on page 42 we discuss area determinations which
are frequently based on collective bargaining agreements.
Labor does not verify that at least 30 percent of the workers
in the locality are working on projects of a character similar
to and being paid at the union rate. There was no data ina the
Labor files, either at headquarters or the regions, to support
many of these wage determinations.

Thus, application of the 30-percent rule in this manner
has frequently assured that union rates prevailed in many
localities covered by collective bargaining agreements until
a protest is received,

OUR FNLLOWUP REVIEW SHOWS THAT LABOR'S
PROGRAM IMPRUVEMENTS ARE NOT EFFECTIVE

Labor stated that its management of the program is being
constantly improved. It stated that in the past 2 years it
has taken active steps to increase its efficiency in admin-
istering the Davis-Bacon Act to the fullest pOSSlble extent.
It cited the following:

~-Processing of project wage decision requests through
the regional offices has been eliminated to avoid
duplication of effort and to reduce possible error
resulting from both regyional office and national
office handling.

~~Intensive training of the 10 regional wage specialists
has been undertakenr to assure a uniform approach to
the wage determination program on a nationwide basis
aiul Lo have an informed center of responsioility for
the program in each reyion.
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~-New sections have been added to the Field Office
Operations Handbook, and the Construction Wage Deter-
mination Manual of Operations has been updated and
published.

--All regulations relating to the issuance of wage
determinations in this program are in the process of
being reviewed to provide full guidance to contract-~
ing agencies and other users of Department interpre-
tive positions and procedures.

In our opinion, these actions will not help Labor in~
crease the efficiency of the administration of the act.
In one case the action taken may be counterproductive, in
another the action apparently hasn't yet been initiated, and
in yet another the action will not assist Labor in issuing
-current and accurate prevailing wage rates. Our evaluation
of each of Labor's comments follows, |

Centralizing the processing of requests

Field staffs were established in 1972 to insure that
the Labor staff responsible for developing and issuing wage
determinations would be better able to have current knowledge
of local construction industry and area practices. Under the
current system, where determinations are handled at the head-
guarters, those most knowledgeable of the locality have been
eliminated from the wage determination issuance process. In
our opinion, this has resulted in the loss of a check and
bhalance function formerly performed in part by each group.

For example, the headquarters staff recently eliminated
separate wage schedules for paving and utilities projects
"associated with bnilding construction in Texas, although
this had been a longstanding area practice in the State and
recognized as such by nabor's field staff. The action was
later reversed by the Wage Appeals Board. 1In recent cases,
the headquarters staff has issued incorrect rates--residential
rates for building construction. In our opinion, continued
involvement of the field staff in issuing determinations may
have eliminated such mistakes.

Intensive training undertaken

We contacted several regyional wage specialists about
the intensive training Labor said had been provided since
our review, None could recall having received any recent
training, Labor's comments may refer to a l-week meeting in
October and November 1378, but this was primarily oriented
to enforcement practices under the Davis-Bacon Act and Serv-
ice Contract Act and was not directed to a uniform approach
to issuing waye determinations. ‘
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New and updated manuals

New sections in the Field Office Operations Handbook
cited by Labor provide guidance to compliance officers in
carrying out enforcement investigations under the act.

These will provide little or no guidance or assistance to:
wage specialists and analysts, either in the field or head-
quarters, to help issue current and accurate prevailing wage
determinations.

Updating the Construction Wage Determination Manual of
Operations primarily involved the addition c¢f data furnished
to agencies in the selection of the type of construction
schedule to use for their projects. It provides examples of.
projects and their related broad category of construction
(bvilding, heavy, highway, and residential). The Wage
Appeals Board has already told Labor that its administrative
practices in identifying projects of a similar character
have given insufficient weight to the language of the act,
and that Labor's attempts to standardize procedures have
resulted in introducing new rates into areas rather than
reflecting applicable rates already there. (See p. 55.)

We agree with the Board and believe that the addition
of this data to the manual may result in additional confusion.

Review of regulations providing
guidance to agencies

This comment is not relevant to the basic finding in
our report--Labor’s administrative practices do not result
in current, accurate prevailing rates. It is doubtful that
reviewing regulations that provide guidance to agencies and
other users of wage determinations will result in more effi-
cient and effective wage determinations by Labor.

Results of followup review

To determine whether any of these improvements have had
an effect on Labor's administrative practices, we made a
followup review in early calendar year 1979 at four of the
five regions in our review. We observed that all of the
ineffective practices identified in this report still exist--
inaccurate wage rates are still being issued. We found cur~
rent examples of problems similar to those in our previous
review:

~-Rates were based on surveys made up to B years ago,
or no survey was ever made in the locality.
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-=Voluntary participation by contractors in furnishing
wage rates resulted in limited data acquisition, rates
issued based on as few as one rate obtained in surveys.

—-Data was not verified; inaccurate or false data was
furnished to and used by Labor in determining rates.

~-Data obtained in surveys was not used or was deleted
and/or changed,

~-Data on Federal projects in surveys distorted the
prevailing wage determined in the locality.

--Survey projects were not always of a character similar
to each other or to the Federal project to which they
.were applied,

--Rates were extended from urban to rural localities on
the basis of jurisdictional coverage in union collec~
tive bargaining agreements, or because that was all
that was available.

--Duplicate counting of workers on more than one project
in a survey distorted the prevailinyg determined rate.

~--Rates were issued for a different type of construction
. than that requested by, the2 agency.

--Rates obtained in surveys were not issued.

-=Use of the 30-percent rule resulted in issuance of un-
realistic rates, or it was not applied to avoid issu-
ing too low a rate.

--Helper classifications were not issued even though
surveys indicated a substantial use of the classifica-
tion in the locality.

" —=-Pilece-rate wage data was not used in determining pre-
vailing rates, although it was the prevailing form of
payment in the locality.

We also made surveys in each region, In two localities,
we found that wage rates issued by Labor were substantially
greater than those that prevailed in private projects in the
locality. For example, in Coweta County, Georgia, we found
the following differences in rates issued by Labor in some
classifications.,
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Difference
Labor rates issued OQur survey (Labor rate

Craft in January 1979 rate higher)
Bricklayer $10.20 $8.00 ($2.20)
Cement mason 9,65 4.00 ( 5.65)
Electrician 12,17 5.83 ( 6.34)
Iron worker - 10,04 : 4.95 { 5.09)
Plumber 11,71 6.04 ( 5.67)

Labor issued union-negotiated rates on 11, of the
14 classifications we compared in our survey in Coweta County.
Of the 14 rates compared, our survey indicated that 13 were
nonunion and lower than the rates Labor issued. Labor's
rates averaged 47.8-percent higher than the rates we found
prevailing, ranging from 7.1 percent to 141.2 percent.

In our opinion, the results of the followup review
demonstrate the continued ineffectiveness and inefficiencies
in Labor's administration of the act. It also shows how
consistently Labor is inconsistent in its determinations of
the prevailiang wages in localities.

CONCLUSION

We believe that the continuing problems in administering
the act support our overall concern that a systematic manage-
ment program to determine accurate prevailing wages for every
classification of constructicn worker in each of the varying
types of construction in literally every city and area in the
Nation could never be achieved. Given the diverse charac-.
teristics of the construction industry, the large number of
political subdivisions in the country, and the needed volun-
tary participation of contractors in providing wage data, it
is doubtful that additional resources or improvements in ad-
ministration would result in efficient and effective accom-
plishment of the act's legislative intent.

67




THE EFFECTS OF LABOR DEVELOPING

AND ISSUING INACCURATE WAGE RATES

The Davis-Bacon Act was passed to prevent itinerant.
contractors from importing gangs of cheap labor into com-
munities to work on Federal construction projects and paying
them at lower wages than those prevailing in the locality,
to the detriment of jobs for local workers and local wage
scales., One purpose of the act was to insure that itinerant
contractors would pay at least the locally prevailing wage
to their workers, as stipulated by the Government. No new
wage scales, eirther higher or lower than those prevailing,
were to be established by Labor.

Our review showed that the legislative intent has seldom
been achieved, and that nearly all the problems in Labor's
administration identified in our prior reports still exist--
corrective action has not been taken or has been ineffective.

As part of our evaluation of the development and issuance
of wage rates under the act, we selected 30 locations from our
random sample, made surveys of the wages being paid by private
contractors in the localities, and compared the results with
the wage rates issued by Labor. We found that the wage scales
. issued by Labor usually did not prevail in the 30 localities
surveyed, and Labor in effect established new wage scales.

In 12 localities Labor's rates were higher than those pre-
vailing in the locality and in 18 the rates were lower than
those that prevalled. Labor's higher rates were usually
based on union-negotiated rates, although our surveys showed
that nonunion rates often prevailed.

In the 12 determinations where Labor's rates were higher
than those prevailing in the locality, wage costs paid on the
projects averaged 36.8 percent more than the comparable wage
costs at rates prevailing in the localities. The higher
wage costs ranged from a low of 4.2 percent to a high of
122.6 percent,

As a result, Federal construction costs may have been
increased by an average of about 3.4 percent on the 12 proj-
ects, The increase ranged from 1 to nearly 9 percent.

More importantly, the increased costs may have had the
most adverse effect on local contractors and their workers--
those the act was to protect--by promoting the use of non-
local contractors on Federal projects. We found that nonlocal
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contractors worked on the majority of these projects, indi-
cating that the higher rates may have discouraged local con-
tractors from bidding.

On the other hand, little, if any, adverse effect was

. evident in the 18 projects where Labor's rates were lower
than those prevailing locally. 1In these 18 localities the
Government was, in effect, supporting a lower wage standard.
However, local contractors were dgenerally awarded the con-
tracts and generally paid workers a; rates higher than Lhose
stipulated by Labor. “

MOST WAGE RATES ISSUED BY LABOR ' | -,
DID NOT PREVAIL--SOME WERE TOO |
HIGH, SOME WERE TOO LOW ! "

From our random sample of 73 wage determinations, we
selected 30 Federal ovr federally assisted projects under
construction, with estimated costs of $25%.9 million, that
‘had used the wage rates required by Labor. (See app. XIIl.)

We made surveys of wages paid to corresponding classes
of workers on similar private construction projects in the
locilities. We generally used Labor's regulations and pro-
cedures when collecting the data and determining rates. We
surveyed wage rates paid on private construction only (elimi-
nating Federal projects with Davis-Bacon Act rates) and
eliminated duplicate counting of workers where contractors
had worked on more than one project auring the survey period.

In the 30 localities, we comparsed the wage rates for
2/7 worker classifications with those rates required by Labor
in the wage determinations. Our wage rates and Labor's were
the same for 35 worker classifications (13 percent). For
the remaining 242 worker classificutions--87 percent-—the
prevailing wage rates prescribed by Labor did not prevail on
similar private construction in the area.

For the 242 worker classifications we found 98 (35 per-
cent) that were higher by an average of $2.04 an hour (rang-
ing from a few cents to $5.44), and 144 (52 percent) that
were too low by an average of $0.99 an hour (ranging from
one cent to $5,30).

The table on the following page shows the differences

.by region between rates issued by Labor and those obtained
in our surveys,
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‘Total
W ade
rates
Region Sompared
New Yorx 34
At lanta 78
Chicago tp
Palles 43
San
Franci.s 2o 19
Totalk 277
Pexe- ut W00
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- gevrara.ly 1sad by Labor
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Comparison of wage rates issued by Labor with

rates determined prevailing in our survey
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Labor
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Average Average

Num- differ- Num- differ-
ber ence  ber ence
15 $3.68 18 §1.01
29 1.77 39 .90
12 1.77 30 .98
é 1.84 16 1.00
3o .51 _41  1.08
Y8 $2.04 144 $0,.99
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ing ous

Labor
and our
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the same
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review of the 277 worker classifications in

the 30 locations, we noted that 66 percent of Labor's rates
were unio. negotiated rates based on collective bargaining

agreements and 34 percent were nonunion rates.

In our sur-—

veys, anwever, union-negotiated rates prevailed on only

42 peccant of the wage rates;
showecl nonunion rates prevailed.

the remaining 58 percent
Union-negotiated rates

issued w:re gererally higher than the nonunion rates we

found to be prevailing.

The table on the following page presents our surVey
results on wage rates in the 30 localities.
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Ccmparison of Unicn-Negotiated And Nonunion

Rates Issued By Labor And Qur Survey

Total
wage Labor rates issued Our survey rates
rates Union Non- Union Non=-
Region compared negotiated union negotiated union
New York 34 33 1 20 14
{percent) (12) (97) {3} (59) (41)
Atlanta 75 16 59 3 72
(percent) (27) (21) (79) (4) (96)
Chicago 46 "35 11 18 28
(percent) (17) (76) (24) (39) (61)
Dallas 43 34 9 14 29
{percent) (16) (79) (21) (33) {(67)
San Francisco 79 65 14 6l 18
(percent) (28) (82) (18) (77) (23)
' Total 277 183 94 116 161
(Percent) {100) (66) (34) {42) (58)

INCREASED COSTS AND THE EFFECTS
ON CGMPETITION WHEN LABOR'S RATES
ARE HIGHER THAN THOSE PREVAILING
IN THE LOCALITY

In 12 of the 30 localities sampled, Labor's rates for
Federal or federally assisted construction projects were
nigher than those we deterwmined prevailed on similar pcivate
projects. Total construction costs of about $4.6 million on
the 12 projects may have been increased by an averagde of
about 3.4 percent, The increases ranged from 1 to nearly
9 percent. : '

Also, as a result of Labor rates the wage costs paid on
the 12 projects averaged 36.8 percent more than the compar-
able wage costs at rates prevailing in the localities.

These ranged from a low of 5.2 percent in the Dallas region
to 122.6 percent in the New York region.

Also, norlocal contractors were awardea contracts on

the majority of these projects--7 of the 12--all in counties
with less than 100,000 population. Local contractors were
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most successful only in the large counties. The higher
rates may have had an adverse effect on competition by

Jiscouraging some local contractors from bidding on the
projects.

The higher Labor rates occurred on all types of

construction and in every region -we reviewed, as shown
in the following schedule:.

Projeces with Labor Wage Rate Righer Than
prevalling on Private Construction-=
Locarion of Prime and Sybcontractors

Project cofts

Type ot Location-~ {estimated or actual) - Prime
zonstruc-  Deter- vounty, With Laber Wth pre- contractars
tion mination State, and rates vailing percent tnite B) .
(hote a} ¢t smber {population) kequiced  local rates piffersnce fncressy Local MNonlocal
Hew tork F 76-HY-131 Nassau, KY § 116,215 5 1lg.898 £ 5,7 4.8 ]
{1,182,000)
Hw *G-NY-B9 Oteeqo, NY 577,251 970,816 46,437 8.7 & /67
: 158,300}
;] HJV6-3128 Eascx, NJ 337,560 113.89) 1,667 1.1 x
1687 ,487)
Atlanes ] T6-TH-8H Dicksen, TH 44,130 4114 2,187 6.7 i % b/23
(26,281
thicano " Lv- JH-5D  Scotr, IW 29,008 28,208 194 2.8 ® b/l
: 116.985) :
1] AH-21%2  Parran, HWI 2,684,001 2,614,151} 49,863 2. x B/S2 - 10
17,1461 )
e S, 5 Wi-J4  Sheyooygan, ki 12%,549 122,548 1,041 2.5 X b/3Q
199,414
Lallan ] Th-Ak=db Lattie River, AR 142,254 140,825 1.619 1.2 %
SN ERN
] LK 16-4027 Dk ]ahoma, OK 181,571 179,185 2,422 1.4 F]
- £517,944)
] OKTh- i016 Weyonec, OF 21,994 12,911 957 4.2 x b/Bs
(17,2241
San WH =CA~6  Tulare, Ch 12,891 12.6A2 209 1.4 %
Francisco L 1200,5806)
¥ TE6~CA-7  Kimys, (A 28h, 152 274, 7194 1,558 4.2 % b/200
(69,510)
rotal $4,580, 748 4,414,030 $idd,uid 3.4 3 i
a/dmpaaident 1al fleBys tdang
¥ ftgavy WheWa.or well
Hus= | 1ghvay 5, TaW=Sewer, tunnel, and water

b/UIstance in dlles of contyactnrs from locallity of pLojvet.

Labor's rates were based on wage surveys in only 4 of
the 12 localities. Labor had never conducted surveys in
the remaining eight localities but, instead, issucd union-
negotiated rates in the locality or, in one cose, extended
from a nonadjacent county.

The 12 projects included 80 of the 277 worker classi-
fication wage rates we compared in ous surveys. Labor
issued union-negotiated rates on Bl (94 percent) of the
86 workey classifications. In our surveys we found that

union-negotiated rates prevailed in only 29 (34 percent) of
the 86 worker.classifications,
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Wage costs increased significantly

because of Labor's higher rates

In the 12 localities sampled, the higher rates estab-
lished by Labor for the Federal or federally assisted con-~
struction projects resulted in significantly higher wage
costs--an average of 36.8 percent--being paid on the projects.
The higher wage costs occurred in ali regions; the highest
percentage--122.6~-~0ccurred in New York, as shown in the
following schedule.

Schedule Showing Projects With
Higher Waye Luatq Being Paid As a Result
of LaborTs Wage Determinations

Wage costs

Determe= Locat1on With Labor ~With pre-
nat 1on county/ ra' 3 - vailing Percent
Reqson nuinber State required  local rates Difference [ncrease
New York To-NY-2"! Massau, HY $ 19,552 S 14,215 $ 5,117 7.4
T&=NY-89  OQtsegn, NY B4, 102 37,865 46,417 122.6
NJ76-J128 LEssex, NJ 31,290 29,623 3,667 12.4
Atlanta T6-TH-88  Dickson, TN 10,546 7,759 - "2,787 3%.9
\ -
Vhicago ’ Th=IN- bl Seakt, IN 19,810 10,016 794 7.9
AN-315 Barreon, WI 194,241 124,473 69 ,R68 56.2
TheWl-14 Sheboygan, Wl 15,801 32,820 3.04% 9.3
l)all‘.m JheAl-4} Lave e aver, AR AT, 0 25,197 1,619 h.95 \
K Ib=-4 22 uklzhoma, DK 14,5482 46,60 2,422 5.2
GFYh=401h  Wagrner, O 4,207 3,270 957 29 .4
San Francisco ThH-UA-hk Tuiate, + A .02 A13 209 25.1
Th-Ch=t Kind», CA 41,379 71,821 11,558 16.1
Tobal 556,843 $404,147 S14R RO 368

Three examples of prevailing rates determined in our
survey which were substantially lower than those issued by
Labor are presented in appendix XII.

Effect of competition on Government 5
construction projects c '

During our surveys some contractors stated that, rather
than disrupt their wage structures and worker classification
practices, they would nct bid on federally financed projects,
Reasons given were the increased administrative costs (in-
cluding preparation of certified payrolls) and the general
problems of dealing with the Government. Some contractors
cit 2d hardship and morale problems among employees when wage
ra es were reduced after completion of the redera. projects
and the workers were returned to the lower rates paid on
private construction in the area.,
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For example, during our survey in Dickson County,
Tennessee, most of the local contracturs who had previously
worked on Davis-Bacon Act projects complained of the higher
Davis-Bacon Act rates; one contractor stated that he
refused to bid un Government jobs because of the high rates.

This factor limited competition on the construction
projects we reviewad and probably accounted for the success
cf nonlocal contractors with receiving the majority of the
contracts in those localities where Labor's rates were higher
than prevailing wages.

Estimates of the magnitude of reduced competition and
the associated increased labor costs are difficult to make
because of the uniqueness of each area's labor market.
However, in our review of the project in Dickson founty,
Tennessee, none of seven bids received on the project were
from local contractors. The successful bidder was a Nashville
contractor who imported his workers from that city. Also,
two of the three subcontractors were from communities 24 to
28 miles away. The adoption of Nashville union wage rates as
the prevailing wage on the Dickson project increased labor
costs by about 6.7 percent,

" EFFECTS WHEN LABOR'S RATES ARE
LOWER THAN THOSE PREVAILING IN THE LOCALITY

In the remaining 18 localities included in our sample,
the wage rates issued by Labor were lower than our surveys
showed prevailed on similar private projects. Labor wage
rates were on the average about §1 per hour lower than the
prevailing wages, '

For 9 of the 18 localities Labor issued wage rates based
on surveys made in the localities, In the remaining nine
localities Labor issued union collectively bargained rates
for the worker classifications without surveys.

The 18 localities included 191 of the 227 worker classi=-
fication rates we compared. Labor issued union-negotiated
rates on 103 (54 percent). OQur surveys indicated that
union-negotiated rates prevailed on 97 (51 percent) of the
rates. However, many of Labor's rates were lower, some-
times substantially, than the collectively bargained rates
at the time the contracts on these projects were awarded.
This was because Labor's rates were based on outdated union
collective bargaining agreements,
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Labor's lower-than-prevailing rates placed the Government
in the unusual position of supporting lower wage standards
in the 18 localities, However, local contractors were the
successful bidders on )5 of the 18 projects, and the majority
paid their workers more than that required by Labor--sometimes
more than we found prevailed. Population in these 15 counties
ranged from 25,000 to 1.5 million. )

Thus, the act's intent--to maintain the local prevailing
wage structure--was carried out when Labor established rates
that were lower than those prevailing in the communities.

Examples of where Labor's issued rates were lower than
those prevailing are presented in appendix XII.

LABOR'S COMMENTS AND QUR EVALUATION

Labor's comments on this chapter and our evaluation
are presented in appendix XII.




CHAPTER 6

THE DAVIS-BACON ACT HAS RESULTED IN

INCREASED COSTS FOR FEDERALLY FINANCED

CONSTRUCTION AND HA: HAD AN

INFLATIONARY EFFECT ON THE ETONOMY

Setting prevailing wages for federally financed construc-'
tion, as required by the Davis-Bacon Act, has increased the
direct cost of Federal construction. We estimate that, as
" a result of wages beiny established at higher rates than "
those actually prevailing in the area of the prcjects, con-~
struction costs for federally financed projects could be in-
creased by an estimated $228 million to $513 million annually.

The act has also resulted in unnecessary administrative
costs estimated at $191.6 million for 1976 and $189.1 million
for 1977, which were incurred by contractors for complying
with the act's paperwork requirements--which are passed on
to the Government--plus an estimated $10.9 million in 1976
and $12.4 million in 1977 by Labor and other Federal agencies
for administering and enforcing the act's reguirements.

Thus, the Davis-Bacon Act--which affected less than an
estimated 1 million workers in 1977 {(about 1 percent of the
total workforce)--may be costing the taxpayer several hundred
million dollars annually.

Moreover, the act has had an inflationary effect on the
economy--specifically in the area of the construction proj-
ects, but also in the country as a whole.

INCREASED FEDERALLY FINANCED ;
CONSTRUCTION COSTS | H

We reported in 1971 1/ that Labor’'s presccibing higher :
wage rates for federally financed construction projects than . ,
those that actually prevailed not only increased the cost of -
Federal construction but also could adversely affect the ec- :
onomic and labor conditions in the project area and the coun- ’
try as a whole. We estimated that, as a result of minimum

1/"Need for Improved Administration of the Davis-Bacon Act
Noted Over a Decade of General Accounting Offxce Reviews"
(B-146842, July 14, 1971).
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wages being established at rates higher than those actually
prevailing in the area of the preject we reviewed, construc-
tion costs increased 5 to 1% percent. This amounted to about
$9 million of the total $88 million in construction costs
involved in these projevts. :

However, our earlier reports resulted from a congres-
gional inquiry or our initiated reviews of guestionable wage
determinations. Our reports also primarily covered resi-
dential construction projects located in Southern and
Eastern States.

.In our current review we expanded our coverage to include
all sections of the country and wage determinations issued for

"all major types of construction. Also, in each of the 5 .e-

gions we visited we randomly reviewed project and area deier-

~ minations proportionate to the number issued in each region

for various types of construction. A total of 73 area and .
project determinations were randomly selected for detailed ,,
review. In addition, for 30 projects we made our own wage
surveys in the localities of the projects and compared the
wages we found preva111ng with those Labor said prevailed.

(See ch. 5.,) -

‘ In our review in the 30 localities surveyed, we found
that the wage scales issued by Labor usueally did not prevail
and Labor, in effect, established new wage scales. 1In 12

localities we found that Labor's rates were higher than those .

prevailing in the locality, and in 18 the rates were lower
than those that prevailed. Labor's higher rates were usually
based on un10n-negot1ated rates, although our surveys showed, "
that nonunion rates frequently prevailed. ‘
1
As a consequence, when Labor's rates were too high, Fed-~
eral construction costs may have been inflated. 1In the 12
cases where Labor's rates were higher than those prevailing . *
in the locality, Federal construction costs of $4.6 million

~on the 12 projects apparently have been increased by an aver- Q'

age of 3.4 percent, The increases ranged from 1 to nearly ' -
9 percent. (See schedule on p. 72.)

While our selection of 30 projects for review was made
by random sampling, the sample size was insufficient for pro-

jecting the results tc the uuniverse of construction costs dur—..

ing the year with statistical validity. However, even withs'
cut statistical certainty, the vandom nature of cur sample
leads us to believe that if these projects are representative .
{and we have no reason to believe they aren't) our cost esti-

‘mates are a useful indication of the order of magnitude of

the increased costs resulting frmm the- mav1s~Bacon Act's wage
determinations. SR

Ll
LA
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For example, an estimate could be made, based on our
data, showing the projects--12 of 30 (40 percent)--where
construction costs were inflated because the wage rates re-
quired by Labor were higher by an average of 3.4 percent than
those prevailing in the locality. On this basis, costs of
about $15.1 billion (40 percent of the estimated $37.8 bil-
lion in 1977) of Federal or federally assisted construction
subject to the act mav have been increased by about $513 mil-
lion (3.4 percent of $15.1 billion).

On the other hand, a more conservative approach would be
to estimate the savings on a project cost basis, The 12 proj-
ects found with inflated wages comprised 17.8 percent ($4.6
million) of the total estimated cost of $25.9 million of the
30 projects sampled. .On this basis, costs on about $6.7 bil-
lion (17.8 percent of the estimated $37.8 billion in 1977)
of Federal or federally assisted construction subject to
the act would have been increased by about $228 million
(3.4 percent of $6.7 billion).

ADMINISTRATION IS COSTLY AND CONTRIBUTES
TO INCREASED CONSTRUCTION COSTS

The cost of administering and complying with the require-
ments of the Davis-Bacon Act have been estimated at about
$202.5 million for 1976 and $201.6 millien for 1977.

0Of the three major types of administrative costs as-

" sociated with the act--those incurred by Labor, other Federal

agencies, and the contractors--the ectimated cost to the
contractors is the most significant. These were estimated to
be about $1%1.6 million for 1976 and $189.1 million for 1977.

_ The administrative costs to contractors are for payroll
information to comply with the records maintenance, certifica-
tion, and other reporting requirements of the act. These re-
guirements were established by the provisions of the Davis-
"Bacon and Copeland Anti-Kickback Acts. Under Labor's regula-
tions issued pursuant to the two acts-each contractor must:

* ~=Pay construction workers and laborers wages and fringe
benefits at least once a week at rates not lower than
those¢ determined by the Secretary of Labor.

--Post the wage rates to be paid each worker prominently
at each work site. :

-—-Maintain detailed payroll records and related data

during the course of the project, showing the wages
and fringe benefiis paid to each worker.
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“-Smelt a copy of the payroll to the contractxng agency
weekly. .

--Submit a weekly statement of compliance with respect
to the wages paid each employee during:'the precedlng
week.

--Preserve the payrolls and related data for at least
3 years after contract completion and make them avall—
able for review by the contracting agency.

Moreover, each prime contractor is responsible for assur-
.ing that all subcontractors used on the construction project

adhere to the above requirements, and fer certiﬁying‘and pass-
ing on the subcontractors'. weekly payrolls to the contractlng

" agency.

Contractors alco incur administrative costs when collect~
ing and supplying wage data and other information for wage
surveys that Labor makes to determine prevailing wages in
localities,

During our surveys we asked many of the contractors for
estimates of increased administration costs on projects sub-
Jject to the act. The estimates we received ranged from noth-
ing to as much as S0 percent of contract costs. But the
ranges were so varied or not given from a sufficient numper
of contractnrs--many would not give estimates--that ‘they were
not useful. ‘ :

However, one empirical estimate of contractor adminis-
trative cosbls was reported by the Commission on Government
Procurement, 1/ The Commission reguested that the Associated
General Contractors of America sample its membership to ob-
tain ectimates of the administrative costs involved with
complying with the payroll requirements of the Davis-Bacon
Act. The survey was conducted in the fall of 1972. Based
on the information received in that sample, the Association
estimated that the annual cost to contractors was $190 million.

The Association's fiqure was based on an estimate that
one-half of one percent of the contractors' overall contract
price was reguired for Davis-Bacon Act reporting requirements.
Applied to the $38.3 billion in Federal construction contracts
awarded in 1976 and the $37.8 billion in 1977, this cost esti--
mate amounts to $191.6 million and $189.1 million, respectively.

— e e rA————— = e e ey

1l/See report to the Congress by the Commission on Government
Procurement, Volume 3, Part E--Acquisition of Construction
and Architect-Engineer Services, Dec. 1972,

,
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In & discussion in September 1978 with an Association
official, we were advised that the one-half of one percent
‘figure for administrative costs is still relevant. The of-
ficial said the costs, if anything, may be even higher today.

' Also, two of the Commission on Government Procurement

. Study Groups concluded that the submission of weekly payroll
records-—-as required by Labor's regulations--is ineffective
‘as an enforcement tool, and they recommended that the Secre-
_tary of Labor eliminate the requirement that contractors
submit weekly payrolls.

Study Group #2 concluded that the weekly statement of
compliance with payroll requirements--specifically regquired
under the Copeland Anti-Kickback Act--contributes little to
enforcement. The Study Group recommended that the Congress
amend the Copeland Anti-Kickback Act to delete the requirement
for a weekly statement. It said that if some form of assur-
ance is deemed necessary a single notarized statement at the
beginning of each construction project would be an appropriate
substitute,

Study Group #13c said that Federal agencies expressed
the opinion that submission of weekly payroll records to them
results in unnecessary paperwork and in an accumulation of ‘
data impossible to review under present. staffing limitations.,
The agencies indicated that surveillance could be maintained
just as effectively by spot checks by agency perscnnel of
payroll records kept by the contractor. The study group
recommended that Labor reguliations and applicable labor laws
be amended to require that contractor payroll records be kept
available for inspection for a 3~-year period following con-
tract completion.

The Commission's final report, issued December 31,
1972, 1/ although not specifically citing the Study Groups'
recommendations, cited the weekly payroll requirements as
costly to the contractors and a significant contribution to
the cost of construction. It alseo said that verification
of the weekly payrolls by Government personnel is a time-
consuming and costly activity. The report also stated that
Government resident engineers and contracting personnel
responsible for such verification were almost unanimous in
their conclusion that few, 1f any, violations of significance
were ever disclosed as a result of their review and verifica-
tion of weekly payrolls.

———

1/1bid, p. 79.
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The Commission concluded that, although it may be desir-
able to retain a payroll reporting reguirement for Davis-
Bacon Act purposes, the act's requirements could be met and
costs and administrative burdens could be reduced by provid-
ing for the submission of a notavized statement at the begin-
ning and end of each contract--with appropriate penalties for
fa{sifxcatlon--that the required wages and fringes had been ”
paid. »

The high costs to contractors for complying with the
act's payroll reporting reguirement were also discussed in a =
1975 comprehensive report on the act made Ly the Wharton
School of the University of Pennsylvania. 1/ |

The report commented on the study by the Association of
General Contractors and said the $190 million estimate was
justified but may be overstated:

"Although this figure is justifiable on the basis

of the sample taken, it is prssible that it over-

states the costs somewhat. 't even if it is too

high by a factor of two, still clcse to $100
million per year of expense c¢o generate paperwork
which duplicates other required information and

which is seldom of use to those receiving it.

The reports are not even used for statistical com-

pilations."

The rep: -~ nluded that the payroll reporting require-
ment is time ..u woney not well spent, and it recommended that
the requirement at least be modified so that the payroll form
is submitted only once--at the end of the job.

The higher costs created four a contractor by the act's
recordkeeping requirements were also zited in a report issued
by the Massachusetts Institute of Technology in June 1978, 2/
The r nr-t ntated:

1/Report No. 10, "The Davis-Bacon Act," by Armond J.
Thieblot, Jr.; The Industrial Research Unit, the Wharton
School, University of Pennsylvania, Philadelphia, Pa.,
Jan., 1975,

2/"A Comparison of Wages and Labor Management Practices in
Union and Nonunion Construction," by Clinton C. Bourdon and
Raymond E. Levitt, School of Engineering, Massachusetts
Institute of Technology Research Report No. R78-10, pre-
pared under Contract #H-2327-R., U.S. Department of Housing
and Urban Development, June 1978, ,

8l



"* % * pecord Keeping and Reporting Costs: The
paperwork involved in the Davis~Bacon reporting
requirement seems both onerous and nonsensical.
Contractors are reguired to continually submit
payroll data to the local Employment Standards
‘Office as evidence that they are indeed paying
the 'prevailing wage.' Contractors normally
keep fairly complete labor cost records, even
on private work, for use in future estimating.
However, the necessity to report these to the
Department of Labor, along with the multi-
occupational record keepiilg alluded to above,
certainly results in additional inconvenience

and cost to builders of public.housing * & #*.,"
-\ -

ADMINISTRATIVE COSTS INCURRED
- BY FEDERAL AGENCIES

Many Federal agencies and departments have construction
contracts subject to the Davis-Bacon Act; thus, these agen~
cies need tull- or part-time personnel assigned to adminis-
tration and enforcement responsibilities required by the act.

For example, under the Davis-Bacon Act the contracting

" ..agencies have primary responsibility for enforcement--

pursuant to Labor's regulations. 1his includes (1) making
sure the contractors adherze to the wr kly payroll record re-
Juirements and (2) retaining the records and statements of
compliance submitted by the contractors in their files for

J years., The administrative burden these reguirements im-
pose wn Government agencies was highlighted in a letter
dated September 22, 1977, from the Secretary of Commecce to
the Secretary of Labor in connection with the President's
program to reduce the public's reporting burden. The letter
stated that Commerce's Economic Development Administration
alone would be involved in about 6,000 pro s «.~v the
Local Public Works program during 1977, an

"There is no practical way nor any amount of
staffing resources which will allow the Depart-
ment [Commerce] to make use of the resultant
payroll reports EDA [Economic Development Admin-
istration] will accumulate."

The Secretary of Commerce also estimated that the mayoitude
of the effort on the weekly payroll requirements alone is
large--more than a million employee hours a year--and that
it affects many Government .k agencies.
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However, the costs incurred by the Federal departments
and agencies--other than Labor--are difficult to estimate,
because agencies do not segregate such costs from their total
administrative costs.

In April 1976, however, we surveyed 17 major Federal
departments and agencies that award construction contracts
subject to the Davis-Bacon Act to determine their adminis-
trative costs, Sixteen of the 17 agencies surveyed provided
information on their administruv - :usts; the 17th said it
had no costs. Estimated total administrative costs were about
$8.3 million in fiscal year 1976 for the 16 agencies. In
addition to the contracting agencies, Labor estimated its
fiscal year 1976 costs to administer the act to be about
$2.6 million.

Thus, about $10.9 million was spent by Labor and other
Federal agencies in 1976 to administer and enforce the Davis-
Bacon Act. We estimate that these Government agencies' admin-
istrative costs were about $12.4 million in 1977. We also
noted that Labor's estimated administrative costs had in-
creased to $4.3 million in 1978 and $6.1 million in 1979,

INFLATIONARY EFFECT OF THE -
DAVIS-BACON ACT

Prescribing minimum wage rates higher than those prevail-
ing for similar construction in an area not only increases
the cost of federally financed construction, but also, because
of the large volume of such construction (about $37.8 billion
in 1977), minimum wage rates tend to have an inflationary ef-
fect on the construction industry and the national economy
as a whole,

! buring the 1970s, wages and prices were growing at a
rapid rate, In 1970 the average union-negotiated collective
bargaining agreement in the building trades called for in-
creases avera27qing 15 to 18 percent and continued into the ‘
spring of 1971. Government officials and economists expressed
concern over the inflationary trend of construction costs and
the need to contrel such costs in the fight against inflation,

Also, by the end of 1970 the unemployment rate in the

construction industry was approximately 1l percent--almost
double the overall unenmployment.
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This emergency condition, along with the Federal Govern-
ment's planned expansion of its construction program, prompted
the President, on February 23, 1971, to suspend the provisions
of the Davis-Bacon Act to all federally funded construction
as well as those statutes under related acts which incor-
porate Davis-Bacon Act wage determination provisions.

The President's suspension proclamation 1/ stated that
the Nation was confronted by a set of conditions involving
the construction industry which, taken together, created
the emergency situation., These included:

-=Construction industry collective bargaininy settle-
ments are excessive and show no signs of decelerating.

--Increased unemployment and more freguent and longer
work stoppages in the construction industr, 5.z
accompanied the excessive and accelerating t-ige de-
mands and settlements in the construction i:ndustry.

~--The excessive and accelerating wage settlements in
the construction industry have affected collective
bargaining in other industries, thus contributing to
inflation in the overall economy.

~--The combination of factors in the construction industry
has threatened the basic economic stability of the
construction industry and, thus, the Nation's economy.

=--The Davis-Bacon Act and other acts dependent on it

" frequently require contractors working on Federal proj-
ects to pay high negotiated wage settlements to mech-
anics and laborers, thereby sanctioning and spreading
high rates and thus inducing further acceleration,
which coniributes to the threat to the Nation's
economy .

The suspension lasted only 35 days--until March 29, 1971,
When he reinstated the act, the President provided for '
labor-management boards to review collective bargaining
agreements for each construction craft and established the
Construction Industry Stabilization Committee--cuomposed of

——— e —— = ——

1/Presidential Proclamation 4031, "Proclaiming the Suspension
of the Davis-Bacon Act of March 3, 1931," Feb. 23, 1971.
Published in Feaeral Reyister, Vol. 36, No. 38; Feb. 25,
1971.
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four representatives from labor, management. and the public--
t2> review the boards' findings on future collective bargaining
negotiations and agreements. :

Organizated labor also agreed to voluntary wage re-
straints, holding wage increases in negotiated agreements
to an annua’ rate of about 6 perceat. '

Concern over the inflationary effect of the Davis-Bacon

Act on federally funded construction also led to the introduc-

" tion of legislation to repeal it. Between 1971 and March
1979 there were at least 27 oills introduced in the Congress
to repeal the act or its provisions from related acts.

The most recent bill was H.R.' 3155, which was introduced
in the 96th Congress on March 21, 1979. As of March 31, 1979,
none of these bills had been enacted intou law.

OTHER STUDIES ON THE DAVIS-BACON
ACT'S INFLATIONARY EFFECT

There have been a number of studies which commented on
the inflationary effect of the Davis-Bacon Act.

Commission on Government Procurement

Two Commission on Government Procurement study groups
reviewed the act's administration and arrived at different
conclusions. Study Group #2 concluded that the act still has
a relevant purpose~-the protection of construction workercs
from the competitive effects of Government procurement policy.
It recommended that the Secretary of Labor improve administra-
tion a..d that the Congress amend the act in several respects
to facilitate administration and enforcement.,

Study Group #l3c concluded that the anct was no longer
needed fyr the purpose for which it was enacted, which was to
prevent importation of cheap outside labor into areas where
Federal construction was being performed. The grc"o also
concluded that the prevailing wage concept of the «ct was
inflationary, even if it was perfectly administered. Repeal
was recommended. '

Study Group #13c¢ also recommended that, if the act was

not repealed, it should be amended to facilitate reascnable
administration. Among its recommendations were:
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"—-Raige the minimum coniract cost subject
to wage determinations under the act from
$2,000 to $25,000."

"-—Change the format and scope of waage deter-—-
mination by one of the following alternates:

"l. The concept of establishing the
prevailing rate in the particular

locality should be abandoned in favor

of a prevailing minimum rate for a :
region. "

2. Separate wage determinations should be
abandoned altogether in favor of a national
minimum wage for federally affected con-
‘struction issued annually. Such a minimum
‘wage could be based on several things includ-
ing a multiple of the Fair Labor Standards
Act minjium wage, or it could reflect the
average hourly earnings for construction
workers in the previous year." 1/

The Commission's final repor*, issued on December 31,
1972, 2/ recognized many of the problems cited by the study
- groups with administration and enforcement of the act, but
recommended only that a program be established for legisla-
tive and executive branch reexamination of socioeconomic
objectives implemented through the procurement process, and
that the threshold be raised to $10,000 for applying socio-
economic programs to the procurement process (recommerdations
A-43 and 44). Both recnhmmendations were under consideration
lg gua_j Office of Fedewval Procurement Policy as of December

7 L]

1/See final report, Study Group #13¢ (Construction),.
Feb. 1972, Commission on Government Procurement.

2/1bid, p. 79.
3/0n Nov. 2, 1978, Public Law 95-585 was enacted; it raised

the threshold for contrautors subject to the Miller Act
from $2,000 to $25,000.
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qusidential conferences on inflation

In September 1974 conferences on inflation, jointly
sponsored by the President and the Congress, were held
fhroughout the country to expiore the causes and cures for
/inflation and to solicit advice on how to deal with the
iproblem from every possible source. Representatives from
. organized labor, home builders, heavy construction contrac-

/i tnrs, and other groups all attended one conference~-the
,housing and construction conference on inflation in Atlanta,
! Geurgia, on September 12, 1974. ‘

A summary repr - on the conference in Atlanta saild that

ﬂ there was sharp di ~reement concerning the Davis-Bacon Act

ff and its effect on * . ezonomy. The report stated, for ex-

; ample, that a large contractor organization, in a preconfer-

ence paper, declared "that the act is a serious contributing
j*- factor to inflation.” The act, said the Group, "limits true
' competition in the construction industry." The report also

;! cired comments by delegates of several labor organizatlons

! who disagreed that the act was inflationary.

Thirteen of the participants presented statements or
spoke at the Atlanta conference on the Davis-Bacon Act and
its impact on the economy. Comments from most were generally
along the line that artifically high wage rates imposed by
Labor under the act were a serious contributing factor to
inflation in the construction industry. Seven of the 13
called for repeal of the act., Two called for suspension or
amendment, and three expressed no specific position, but two.
of these described the act as inflationary or an example of
special consideration for the construction industry.

Only one participant--the representative of the Building
and Construction Trades Department, American Federation of
Labor~Congress of Industrial Organizations--presentea a posi-
tion for retention of the act. He did not believe that the
act inflated wages---it merely requires that Government con-
tractors pay the prevailing wage rates in the area of the
construction proje:t.,

Wharton School

In 1975 the Wharton School of the University of
Pennsylvania published a comprehensive study of the act. 1/

1/1bid, p. 81.
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The study concluded that the act

"k * * adds fuel to the inflationary fires of
the economy, that it benefits a few at the ex-
pense of tre many, and that it should be elthe;
repealed or drastically amended. "

The study cited various estimates of the inflationary effect

of the act ranging from $240 willjon to $567 million annually,.,

all of which were considered conservative. The study alseo
concluded that : “

"The higher figures range to as much as

- §1.F billion a year. Davis~Bacon may not be
solely responsible for escalating construc-
tion costs and accelerating inflation. But
certainly must be counted among the major
causes of both.” :

Council on wage and price stability

In May 1976, the Council on Wage and Price Stability
issued the results of a study 1/ in which it investijated
whethe: procedures utilized in administering the Davis-Bacon
Act by Labor might ve inflationary. In the study, the Council

attempted to determine whether there would be significant cost

savings to the Government from switching to a prevailing wage
determination procedure based on an average mean calculation.
The study found that, if average {mean) rates were used in-
stead of Labor's procedures, some savings would be cbtained.
in certain cities and occupations but that the w1despread
savings expected by some observers were unlikely.

The Council used data from a Bureau of Labor Statistics
special construction wage survey and actwal Davis-Bacon Act
rates orovided by Labor's Enforcement Standards Administra-
tion. The data used covered union, nonunion, and average
rates for bricklayers, eiectricians, and laborers working
in commercial construction, and carpenters and laborers work~
ing in residential construction in 19 cities for September -
1972. 1he study compared actual Davis—-Bacon Act wagde rate
to rates which would have applied if the data had been aver-
aged in all cases. It alsou compared the average and union
rates,

1/"An Analysis of fertain Aspects of the Administration of
the Davis-Bacon Act," May 1976, by the Council of Wage and
Price Stability, Executive Office of the President.:
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For residential construction, the study showed that
Labor's Davis~Bacon Act wage rates were higher than the
averaqe wage rates by 3.1 pegcent. It also showed that
union rates were higher than the ave*age rates by 5.4
percent. :

The stud showed that the union rates were higher for

commercial construction than the average wage rates by 2.1
percent, However, the study also found that the Davis~Bacon
act rates were lower than the average rates by 2.7 percent.
A possible explanation offered in the study for the wage dif-
ferences was that there may have been a lag of up to 6 months
between actual wage rate changes and the time the rates were
published in the Federal Register by Labor,

Another possible explanation for the Davis-Bacon Act
rates being lower than the average rates was the fact that .
there were problems with the cost estimates used in the
study. These problems were acknowledged by the Council,
which said the estimates should be used with caution. The
‘Council said there were two major categories of problems~-
one involved the appropriateness of the survey for measuring
actual wage rates. To illustrate, the special survey (1) did
not include firms with fewer than eight employees, although
many construction firms are very small, (2) was for 19 cities
listed as Standard Metropolitan Statistical Areas, whereas
the Davis-Bacon Act rates do not necessarily encompass-an
entire Standard Metropolitan Statistical Area, and (3) counted
a5 & nonunion wage rate a wage paid to a nonuniocn worker on
a Davis-Bacon Act job., This meant that measured nonunion
rates overstated the "actual™ nonunion rate to the extent
that nonunion workers worked on Davis--Bacon projects paying
wages based on negotiated (union) rates.

| The Council said the second major category of the prob-

lem involved the appropriateness of waqe differences as a
substitute for real cost differences. The Council said, for .
example, its wage comparisons did not include fringe benefits,
which are likely to be larger for union than nonunion workers.
(Such fringe benefits for union workers can range from 10 to
20 percent of the basic hourly rate.

. Nevertheless, the Council concluded that, although the
data are somewhat ambiguous and perhaps unreliable, its
analysis seems to imply that Labor should study further the
advisability of changing to an average calculation, since it
appeared there may be potential cost savings in some locali-
ties, occupations, and classes of construction.
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In a letter dated June 23, 1976, to the Secretary of
Labor, the Council, based on its study, recommended that
Labor develop the capability and the data bases necessary
for periodically assessing the possible inflationary conse=-
quences of the administration of the Davis-Bacon Act. A
Council representative advised us on January 4, 1979, that
. no response to the Council's letter and recommendation had
" been received from Labor. :

Commission on Federal Paperwork

As part of its review of Federal paperwork requirements,
the Commission on Federal Paperwork reviewed how the Govern-
ment uses the procuremert process not only to obtain the
supplies and services it needs but also to implement various
. social and economic programs which have been enacted into
law, The Commission identified the Davis-Bacon Act as one
of a number of labor standards statutes whose social and
economic objectlves must become part of the terms and condi-
tions included in Government contracts.

In a report issued in June 1977, 1/ the Commission
stated that the threshold (minimum contract cost subject
to wage determinations under the act) currently in effect
for the Davis~Bacon Act is wholly inappropriate. It said
-inflation in the years since the original level was
established renders insignificant the contracts exempt
- from the act.

. The rcport stated:

"To permit the thresholds to remain unchinged is
inconsistent with past practice and imposes a
paperwork kurden of considerable magnitude upon

the Government and industry, particularly small
business, which does not command the resources
available to larger firms and often cannot

afford to hire additional clerical help, let - 1
alone maintain a staff of legal, fiscal, and i
accounting experts to provide advice on statu- !
tory and contractual requirements." |

1/"A Report to the Commission on Federal Paperwork-—-
Procurement," June 10, 1977,
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] * * *

“The inadequate thresholds currently in effect
under the labor standards laws [includes Davis-
Bacon Act] increases administrative costs,
‘delays the time required for award, and entails
the use of additional personnel to xmplement

the requirements,”

The Commission recommended that OMB sponsor an amendment
to increase the threshold limit to £10,000. The guestion of
increasing the threshold limit for the act was under con-
sideration by OMB's Offxce of Federal Procurement - Policy at
December 1978.

Building and Construction Trades Department,
American Federation of Labor-Cohgress of
Industrial Organizations

The Building and Construction Trades Department issued
a report on the Davis-Bacon Act in December 1977. 1/ The
report included sections providing a brief legislative his-
tory and a discussion regarding attacks on Davis-Bacon Act
problem areas. These included such prohlems as the impor-
tation of wage rates from adjacent areas, Labor's use of
the 30-percent rule for determining wage rates, and the
inflationary sffect of the act because of the use of union
wage rates,

The report discounted the arguments against the Davisg~
Bacon Act, and it concluded that the act is still needed to
- prevent wage-cutting competition for large Federal consgtruc-
‘tion activity. The repoxt stated:

"The Davis-Bacon law is needed to prevent
competition for such business~-serving as

a vehicle for perpetual wage-cutting
‘throughout the nation. Given the fact that
Government construction activity is so large
in volume and sv widespread, few communities

1/"In Defense of Davis=-Bacon," prepared for the 59th Conven-
‘tion of the Buildings and Construction Trades Department,
American Federation of Labor-Congress of Industrial Organ-
izations, Dec. 1977, by the f£ii1n of Ruttenberg, Friedman,
Kilgallon, Gutchess and Associates, Wash., D.C.
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- would ne invulnerable to the economic and
social instabhility that would ensue, were
the Davis-Bacon regquiremenis to be removed." '

The reiort also stated that there is a need to strengthen
~the Davis~Bucon Act. It said that the administration of the
act--and most particularly the enforcement of the wage
determinatjions--leaves much to be desired because violations
are quitz common, g

Masuachusetts Institute of Technology

On June 1, 1978, the Department of Civil Engineeriny,
School of Engineering, Massachusetts Institute of Techno-
logy, published a research report entitled "A Comparison of
Wages and Labor Management Practices in Union and Nonunion
Construction.” The study was performed in cooperation with
~the Associated Builaers and Contractors, the Associated Gen-

eral Contractors, and the National Association of Home-
builders and was funded by HUD. 1/

The Institute's study was based on a sample of firms in
the construction industry in eight standard metropolitan
statistical areas (Boston, Baltimore, Atlanta, New Orleans,.
Grand Rapids, Kansas City, Denver, and Portland). The
survey compared the wages and work practices in all types
(residential, commercial and industrial, heavy, and hlghway)
of un1on and open shop (i €or nonunion) construction,

Wages and the Davis=Bacor Act--Commentlng on its com-
parison of wages, the Inskitute's report said two results
stand out: -

"PFirst, for commercial construction, nearly all o
of the Davis-Bacon rates are identical to the '
union rates in each area. 2/ Significantly, in
metropolitan areas like Grand Rapids, Baltimore,

1/See Ibid, p. 81.
2/"A few, about ‘10 percent, are slightly lower than the union

_ rate, but this is probably due to lags in reporting union
wage increases or new contract terms.”
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Atlanta, and New Orleans, where there is a sig-

nificant amount of open—-shop commercial construc-

‘tion, this is not reflected in the prevailing

wages. Since the open-shop wages in these areas

are, on average, substantiallv lower than union

rates, the use of average wages rather than Davis- '
Bacon prevailing wages would lower nominal labor ' '
costs. Of course, due to the dispersion of wage

rates in the open-shop sector, reliance on the
'thirty-percent rule' virtually guarantees that

the union rate will become the prevailing wage
reven in relatively strong open-shop areas. 1/

"Second, for residential construction, the re-
sults of the wage comparison are much more varied.
Three different patterns are evident in the eight
cities:

"{l) The two cities with relatively low open-shop
activity, Boston and Kansas City, have
prevailing wages for residential work which
are identical to union commercial rates;

"{(2) in two cities with moderate open-shop ac-
tivity, the residential prevailing rates
are higher than the open-shop average wages
but significantly lower than the union com-
mercial rates; and

‘"(3) in four cities with a large nonunion sector,
the residential prevailing rates are lower
than the average open-shop rale.

"With this kind of diversity in results, it is
~obviously hard to generalize about the impact of
bavis-Bacon on wages in residential construction.
Clearly, the law and its administration do not
tend to raise wages in this sector in some cities.
On the other hand, in cities which are largely
union, the union commercial building rate does

*1/The 'thirty-percent rule' states that if 30% or more of
“the mechanics practicing a given trade are paid a single
wage, then that shall be considered to be the prevallxng
wage. This obviously discriminates in favor of unions who
set a single wage for all union journeymen."
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tend to spread over all public -onstruction--even
when considerable residential work is apparently
open-shop.”

Indirect cost impacts of Davis~Bacon~-The report also
commentad on the indirect labor costs borne by contractors--
and passed on to taxpayers--which arise in the administra~
tion of the act, It stated, for example, the following
paperwork costs: ' . -

"Record keeping and reporting costs The paper~
work involved in the Davis-Baccn reporting
requirement seems bo:h onerous and nonsensical.
Contractors are required to continually submit
payroll data to the local Employment Standards
Office as evidence that they are indeed paying

the 'prevailing wage.' Contractors normally

keep fairly complete labor cost records, even on
private work, for use in future estimating. How-
ever, the necessity to report these to the Depart-
ment of Labor, along with the multi~occupational
record keeping alluded to above, certainly results
in additional inconvenience ani cost to builders

of public housing * * *,*

Conclusion--The Institute's report presented several
conclusions. In regard to increased ppoduvtlvxt" of union
"workers, it said that economic forces in the construction ‘
industry may tend to produce some productivity increase to C e
compensate for the higher Davxs-Bacoh rates- however, the
indirect nonwage costs under the act' tend to increase its
cost effect beyond any increase in haurly wage cost. The
report stated: 4

"In sum, the key issue in any Davis-Bacon analy-
sis is the extent to which increased produc-
tivity levels offset the higher wages anc in-
direct costs which arise due %0 prevailing wage
laws. While it may be obvious in some cases
that they do not, this issug has never been
systematically addressed. * * * while our study
did not generate any detailed data on individual
yorker productivity, it did find that there were
tremendous variations in skills and types of
workers within and between the union and open-
shop sectors. These findings preclude wholesale
assumptions or allegations about relative union
productivity. Thus, the impact of Davis-Bacon
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on construction costs really needs to be studied
on the basis of an unbiased sample of the unit
lakor costs and final costs of particular con-
struction projects, b>th union and open shop,
before any general conclusions can be made."

The Institute said that, in lieu of any new research,
however, its study does show that there is no eviuence of a
"prevailing wage" in nonunion l-bor markets. Due to disper-
sion of open-shop wages, almoust any attempt to discover a
prevailing wage will tend to favor the choice of union rates,
simply because they are uniformly set by contract. 7The use
of an average rate, particularly where this can be identified
for different sectors of construction, may be the best adminis-
trative compromise in markets where there is a combination of
union and open-shop activity. Of course, the costs of sample
surveys to determine a true average and the problems of re-
conciling occupational and skill definitions are substantial.

The report said that, since there is considerable variety
in residential work, for example, with different degrees of
union or open-shop activity in each of the different areas,
these categories are too broadly defined. Yet the reporting,
surveying, and administrative costs could become enormous if
an attempt were really made to respond to the complexities
of wage levels in different submarkets within the construction
industry.

The Institute's report concluded by stating:

"The obvious alternative to changing the adminis-
tration of the Act is, as is continually suggested,
to repeal it or reform it to the point. of repeal.
Those who believe that the Act gives a competitive -
advantage to the unions and raises construction
costs obvicusly favor repeal. Those who believe

in freely competitive, but not necessarily non-
union, labor markets may also feel that the
government has no need to reqgulate wages and would
also support repeal. Certainly, the fact that
most open-shop construction wages are, on the
average, higher than local manufacturing wages
vitiates any argument that wage regulation in
construction is necessary on the grounds of equity
or income distribution, as in the case of minimum
waye laws.
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"Nonetheless, the issue which opponents of the
Act overlook is that the law does not simply
reflect the remains of an idiosyncratic response
to Depression-era problems in the construction
industry, which is now maintained solely by
union political power; rather, it represents

one particular philosophy of government, Some
supporters of the Act see it not as a crass
attempt to protect union construction, but as
the reflection of a principle; that the price

of labor should not become an element in the
competition for government construction costs--
typically from 25% to 50%-~-aznd the act may

. therefore have a significant impact on con-
struction wages and costs. But regardless of
its impact, as it is administered now or after

, revisions, it is this principle which must also
‘be explicitly attacked or defended in discussion
and debate on Davis-Bacon."

National Academy of Sciences

In 1978 the Federal Construction Council of the National
Academy of Sciences issued a report entitled "Federal Procure-
ment Policy for Construction." 1/ The report was a critique
of the recommendations by Study Group #13¢ (Constructlon)
of the Commission on Government Procurement issuved in Febru-
arv 1972, (See p. 85.) The review was undertaken at the
request of the Office of Federal Procurement Pclicy and was
~performed by the Council's Standing Committee on Procurement
Policy.

The Council's report agreed with the Study Group's rec-
ommendations that the threshold should be increased. It
stated that the recommended $25,000 threshold would be de-
sirable but that in no case should the amount be lower than
810,000,

The Council did not agree that the Davis-Bacon Act should
be repealed; it believed that the original rationale for the
act remains valid and that the act had contributed to labor

1/"Federal Procurement Policy for Construction,” Building
Research Advisory Board, National Research Council,
Natlonal Academy of Sciences, Federal Construction Council
Technical Report No., 70, 1978.
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peace on Federal projects. The Council also disagreed that
the weekly payroll recordkeeping reguirements should be elimi-
nated; it believed any monetary savings would bhe offset by

the increased administrative costs of construction agencies
investigating complaints of Davis-Bacon violations.

The Council, recognizing the validity of some past cri-
ticisms of the act, recommended that the act be reviewed
in light of current conditicons and that the Congress revise
the act, as necessary, to eliminate undesirable aspects that
tend to increase Government administrative costs unneces-
sarily and tend to cause inflation.

The Council agreed that some changes in program adminis-
tration should be made; in particular, the 30-percent rule
should be abandoned. The Council's report said the 30-percent
rule has resulted in the determination of minimum wage rates
that were significantly higher or lower than the rates ac-
tually paid to the majority of workers engaged in similar
construction in the area. The Council said a fairer approach
would be to use a statistical mean of wages paid in a given
area for a given classification. This, the Council said,
would serve to counteract the frequently heard charge that
the Davis-Bacon Act wage determinations are biased in favor
of labor unions. . .

vongressional Research Servicea

In July 1978 tae Congressional Research Service issued
a report ¢(n the history and administration of the Davis-Bacon _
Act. 1/ The report said that the Davis-Bacon Act is little
kaown to the general public, but it has engendered consider-
able controversy Jver the years. It said part of the con-
troversy deals with the administration of the law, but the
debate extends beyond that, questioning the philosophy of
the act and the need for its contirued existence.

The Service's report summarized the act's pros, cons,
and its need, but without critical comments or evaluation.
Argunents opposed to the Davis~Bacon Act concept were:

1/"The Davis-Bacon Act: History, Administration, Pro andg
Con Arquments, and Congressional Proposals," Congressional
Research Service, Library of Congress, report 78~16lE
July 11, 1978.
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"(l) The act was a depression measure which has
long since outlived its usefulness, (2) it inter-
feres with the workings of a free competitive
market, (3) it is inflationary because it results
in Federal and federally assisted construction
contracts costing more than other construction
contracts, (4) it gives an unfair advantage to
union employers over nonunion employers in bid-
ding for Government construction contracts, and
(5) it impedes entry of minority gnoups into the
constructlon industry."

Comments concerning inflation were:

"TPhe act is inilationary because it results in
Federal and federally assisted construction
contracts costing more than other construction
contracts., Partly this is because Labor Depart-
ment procedures for determining prevailing wage
rates help assure that the union pav scale--
generally higher than nonunion pay- will be
selected.’

"But the law itself is inflationary because

of its provision requiring payment of at least
prevailing local wages. Where there are con-
struction wages in a locality below the prevail-
ing ones, and where a contractor paying those
lower wages would win the contract in a free
competitive market--both plausible assumptions--
then the difference between his competitive
market bid and the bid accually winning the
contract measures the extent to which the law
increases costs to the Government and the tax-
payexr.”

* k *® *

"The suspension of the Davis-Bacon Act by
President Nixon on February 23, 1971 (by
Presidential Proclamation 4031) is further
evidence that the law is an 'engine of infla-
tion,' as it has been called.”

Arguments sympathetic¢ to the purposes of the Davis-

Bacon Act were presented:
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"(1) The act is more than a depression measvre,
and is needed now as much as ever, {2) it
prevents cutthroat competition and promotes fair
competition based on decent labor standards, (3)
it follows established Federal Government policy
to pay prevailing wages, (4) it is not inflation-
ary and in the long run it may reduce¢ costs,

and (5) its repeal or weakening would adversely
affect apprenticeship programs in the construc-
tion industry and hurt minority groups.”

The Service took no position regardxng the va)idity of

‘the arguments.

CONCLUSION

‘Most studies on the inflationary effect of the Davis-
Bacon Act limit themselves to an attempt to measure (1) the
amount by which Labor's wage determinations have exceeded
the actual prevailing wage in the survey area and (2) the
act's adm1n1strat1ve cost.

Critics of the 30-percent rule for determining the
prevailing wage suggest that much of the inherent bias of
the rule could be eliminated if a true average method of the
prevailing wage were used instead of the curren. procedures,
which consistently favor unicn rates. Although using an

average mean method for determining the prevailing wages on

a Davis-Bacon project could result in substantial wage cost

‘eavings, even perfect administration of the prevailing wage

determination procedures using the averaging method would
not in itself be sufficient to completely remove its infla-
tionary effect.

Even at its theoretical best, the prevailing wage

~determination procedure takes the average wage in the sur-

vey area and turns it into the minimum wage for the proposed
work. Except in the special case of a single existing rate,
where the average and minimum are the same, by definition the
average will always be higher than the minimum. This average
iinimum wage is often highly correlated #ith union wage
scales. For the nonunion contractor, where skill levels
within crafts are recognized, this puts pressure on the non-
Davis—~Bacon watge rates when they are below the average mini-
mum. Removal of the prevailing wage determination procedure
from Davis--Bacon would return the determination of wage rates
to the free market, and only in this way could the act's in-
herent inflationary effect be eliminated.
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Improving the administration of the Davis~-Bacon prevail-
ing wage determination rrocedures may slightly lessen, but
not eliminate, the act's inflationary effect. Only the re-
peal of the Davis-Bacon Act would return the determination
of labtor costs on federally funded or assisted construction
projects to the forces of the competitive market place.

' LABOR COMMENTS AND OUR EVALUATION

Labor stated that our findings regarding the effect of
the Davis-Bacon Act on construction industry costs and the
economy as a whole were not based on sufficient evidence,

, and our estimates of increased construction and administra-
tive costs have major flaws and were not on a sound basis.

- Labor also took issue with the studies mentioned in the re-
port that comment on the inflationary effe:>t of the act and
stated the studies have flaws and are inconclusive.

Increased construction costs caused
by Davis~Bacon Act

Labor said we have major flaws in our estimates primarily
because we (1) have an insufficient sample size, (2) used
different criteria in our survey because we excluded Federal
projects and eliminated duplicative counting of workers,

(3) failed to consider the extent higher wage costs were off-

set by increased productivity, and (4) assumed that there is

a correlation between wages and contract costs to the 3
Sovernment-~that contract costs would necessarily be higher

if a wage determination is high or that there would have been

a proportional savings in contract costs had wage rates been
lower, = '

As discussed in chapter 2, we recognize that our sample
size was insufficent for projecting the results to the uni-
verse of construction costs during the year with any ctatis-
‘tical validity. However, because of the nature of our selec-
tion process, we have no reascn to believe that our sample
of projects was unrepresentative of the universe. There-
fore, we believe that our cost estimates are a useful in-
‘dicator of the order of magnitude of the increased construc-
tion costs resulting from Davis-Pacon Act wage determinations.

We followed Labor's rules when making our wage surveys
except we (1) excluded Federal proj ‘cts and {(2) eliminated
the multiple counting of workers. #ederal projects were ex-
cluded because we believe that the legislative history of the
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act intended that the wage rates be based on those that pre-
vailed in private construction. Excluding Federal projects
also eliminated any bias of incorrect rates that may have
been issued o earlier Davis=Bacon projects,

Labor stated that eliminating Federal projects is not
realistic for some types of construction (such as roads and
dams). We disagree., One of the 30 projects we surveyed,
project determination 76-NY-89, was a highway reconstruction
project in Otsego, New York. During our survey we were able
to gather data on private construction projects in the area.
on which to base our wage survey results. These included
small projects {such as paving and grading driveways and
roadways). Moreover, including small projects is in line
with the Wage Appeals Board's decision {(case no. 66-4,

Sept. 22, 1966), in which the Board said that a criteria

.. of sizn~ does not have significance in a county in terms of

the local prevailing wage. The Board said that Labor, in
issuing wage determinations on pav1ng projects, must consider
wages paid on all paving projects in the county, notwithstand-
ing their small size,

We considered the inclusion of the same employees work-
. ing on different projects--multiple counting~-to be a ques~
tionable practice which distorts survey results., For ex-
ample, it seems to us that using a rate paid tc one worker

on several projects could pbias survey results when that work-
er's wages are given the same weight as a group of workers
working on only one preject if the wages of the one worker
and the group of workers varies significantly.

Labor said we failed to consider the extent that its
higher wage eosts under the Davis-Bacon Act were offset by
increased productivity., Labor offered as support the (1)
study by the Massachusetts Institute of Technology, which
states that wage costs may be reduced by using workers who
have more training and/or experience; contractors choose
better workers and supervisors who pay more attention to
training and managing them, (2) comment by the Council on Wage
and Price Stability that "union and nonunion workers may
differ systematically in skill level «ithin the same occupa-
tion," and (3) comment from a 1972 study by (Professor) D. Quinn
Mills that a poorer quality of work may result without Davis-
Bacon determinations by facilitating awards to incompetent
contractors competitive only by virtue of low wages and re-
sulting in great long-term costs through higher maintenance
and repair costs,
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Worker productivity and contract awards to incompetent
contractors are procurement and contracting issues, and have
little to do with Labor's administration of the Davis-Bacon
Act. As Labor is undoubtly aware, the Federal Government
and its contracting agencies must follow well-establishend
and longstanding procurement rules and requlations to assure
that contracts are awarded to responsive and responsible
bidders. Labor's function is to issue accurate wage rates.

Although the Massachusetts Institute of Technology study
stated that wages under the Davis~Bacon Act may tend to pro-
duce a higher productivity rate, the study said alsoc that
these higher rates were more than offset by the increases in
wage costs resulting from certain occupational structures,
legal and skill level requirements in the construction indus~
try, and costs of inappropriate or redundant training and
record-keeping under the act. The Institute said its findings
precluded wholesale assumptions or allegations about relative
union productivity, and concluded that further study is needed
Lefore any general conclusion can be made.

In regard to the study by the Council on Wage and Price
Stability, Labor failed to include the entire Council statement
that "many observers claim that union workers are on average
more highly skilled and therefore more productive. On the
other hand, union work rules and jurisdictional lines may in-
crease labor costs.” In addition, Labor fails to mention
that Professor Mills in his 1972 study also stated that the
act tended to spread union scales to Federal work and this
does tend to increase costs by certifying higher wages and
fringe rates in some areas, than the Government would have
to pay under open competition. The Professor also noted in
his study that most attempts to study productivity and work
rules in the construction industry "have been hardly more than
a list of alleged practices or rules with whxch the surveyed
enmployers expressed unhappiness.”

We noted another significant point on worker productivity
in the report "In Defense of Davis-Bacon," which Labor says
is carefully researched and contains important insights into
the complex issues surrounding the Davis~Bacon Act. The re~
port, in discussing Professor Mills and other studies, states:

"Having presented these views [regarding produc-

tivity] one must readily acknowledge that they
do not represent a body of data. That body of
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data-~either to prove or disprove any general-

ization about productivity in construction--

simply does not exist. There are measurement

problems which-have not yet been solved by ex- _
perts in the field, including those in Govern- BT
ment, " :

It seems to us that these comments, along with those in
other studies, refute Labor's conclusion that the higher union
wages are offset by greater productivity. It appears to us, .
on the basis of the studies we reviewed, that conclu31vc
evidence on tnis point does not exist. :

Finally, in attacking our cost estimates, Labor says
there is no exact correlation between wages and contract
_costs to the Government that contract costs would necessarily
'be higher if a wage decision is high o+ that there would
have been a proportional savings had wage rates been iower.
Neither assumption, according to Labor, is correct. It cites
as support (1) a case in Washington, D.C., involving subway
construction in which union contractors paid higher wage rates
than the union rate--which Labor would have determined had
it issued a wage determination based on union rates, (2) a
_Wage Appeals Board (WAB No. 78-50) decision involving the con~
struction of the subway in Atlanta, Georgia, where the con-
tracting agency (the Metropolitan Atlanta Rapid Transit Agency
{MARTA)) declined to join in the appeal based on its observa-
tion that lower wage rates were not reflected in lower c¢ontract
costs, and (3) the agsertion that, when a contractor pays low:
wages and the wage determination is also low, the contractor
will bid only low enough to undercut other bidders who pay
higher wages and any difference will go to his profits; thus,
the contract price bears no exact relationship to wage levels

issued.

We do not believe that the subway case in Washington
necessarily shows a lack of correlation between wages and
contract costy. This may be similar to the 18 examples found
in our review and supports our conclusion that low rates ac-

w complish the act's intent best--local contractors and workers
got the contract and paid prevailing wages. Labor's wage
determination apparently had no significant effect on the’
blddlng procesg ‘
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The Atlanta subway case cited by Labor involved a
$860,000 contract for construction of site improvements for
a subway station site, and the issue raised was whether build-
ing or heavy construction rates should be used. An officjal
of the Atlanta subway's contracting agency stated that the
agency declined to join in the appeal because the wages in-
volved were such an insignificant portion of the project that
the total costs were virtually unaffected., He said the proj-
ect's costs were mostly for installing materials and equipment.
rather than labor.

We believe that Labor's comment that there is no direct
relationship between wages and contract prices is speculative
and unsupported. Others believe that lower wages should re-
sult in lcwer contract costs. For example, in a report we
issued on June 20, 1978, on the Mobile River Project in

. 4+ .Ahlabama (see app. XIV), we showed that the Wage Appeals Board
directed Labor to perform another survey because the original
rates issued were inaccurate, As a result, Labor issued
revised rates which were substantially lower. Alabama State
officials have indicated that they anticipate savings in
‘contract costs--because Of the lower wage rates—--for comple-
tion of the remaining portion of the project..

We also noted in one example in this report (see p. 176)
that contractors told us that their bids would have bezn
lower if the wage rates were lower, Other c¢ontractors told
us they refused to bid when wage rates were toc high.
Labor estimated constuction cost - T T
savings by using more “accurate wage rates

In prior years Labor has estimated that significant
savings could result through the use of more accurate wage
rates,

In five reports we lssued between August 13, 1964, and
September 13, 1968, we discussed how the inaccurate wage rates
issued by Labor were causing increasec construction costs on
residential housing projects. As a result of our recommenda-
tions, Labor performed more onsite surveys to verify data
used to determine prevailing rates, and changed its practice
of prescribing commercial building construction wage rates
for housing construction. During fiscal year 1971 appropria-
tion hearings held on May 14-20, 1970, Labor officials advised
the House Subcommittee on Appropriations of its actions and
stated that, where Labor made more onsite surveys, it found
that Labor's wage determinations were in error by using the
union or commercial rates on residential housing.
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Labor cfficials told the House Subcommittee that it
estimated a potential savings of $60 million annually could
he realized by the Federal Government by using the residential
Wwage rates instead of commercial rates for federaily financed
housing construction. This potential savings, according to
Labor officials, was based on an estimate of $3 billion of
fedevally financed public housing construction. We nroted
that Labor's estimate was calculated based on the $4 million
excess wages on projects totaling $50 million, as shown in
. our five prior reports, which we attributed to Labor' 8
inaccurate rates. .

. Estimates of unnecessary
administrative costs

Labor believes that our estimates of administrative costs
of contractors are overstated, primarily because it questions
the study made by the Association of General Contractors=--
which is the basis of our estimate. According t> Labor, the
Association is opposed to the payroll requirements of the
Davis~Bacon Act and reiterated this opposition in its letter
svliciting data for the study from its chapter members, As
a result, this was an open invitation to build a case against
the act., Thus, Labor asserts it was reasonable to infer that
those who presented const estimates were more strongly impelled
to make a case against the act than those who did not respond
and that, therefore, a biased self-selected sample was col-
lected. |

Labor did not provide any evidence or support for its

- conclusion that 'the Association's study was biased or slanted

to present a case;a%alnst Davis-Bacon Act payroll require-
ments.

Labor questioned the Association's study because (1)
there was a small response from the mewmbership, (2) the ques-
tions were not clearly stated, and, as a result, many answers
were not responsive, (3) there was a wide variance in the
responses, and (4) there were few responses for computing the
average cost of compliance.

The Association believed that the response to its survey
was excellent and the quality of the information received was
very good. The Asscciation said that many of the comments
received were helpful in understanding the sense of futility
on the part of contractors preparing the weekly payroll re-
port. It said many members believed that no use had ever
been made of the payroll data and that the added cost of pre-
paration produced no useful results. This is illustrated in
samples of comments:

105

E .



"Payroll records must be kept for review by the ’
Federal Government at any given time. Why submit. ‘:
a separate report when they have this right at

any time?"

"We feel that in many cases, the reports are
filed and not even reviewed. We nave purposely
made errors on reporis to check this out, and
they have never been brought to our attention."

The Assoc¢iation acknowledged the shortcomings in its
response rate, in the differences in the way the contractors

- reported the cost and contract data, and in the lack of

responsiveness from some chapters and members. As a result, \
it said a thorough statistical analysis was impossible.
Nevertheless, the Association said the survey indicated the

cost of complying with the Davis-Bacon reporting reguirement

ranged from less than .5 percent to 5 percent of the total

value of the contract. It said that generally, the larger

the contract, the smaller the percentage.

In its letter to the Commission on Government Procure-
ment, the Association did not claim that the survey was
scientifically designed or statistically valid. It said
the survey results gave an indication of the costs of comply-
ing with the act's requirements. Moreover, it took an ex-
tremely conservative posture and estimated th/ 20st at the
low end of the range--.5 percent of the contr. cost.

The weekly submission of certified payrolls is not re-
quired under other laws, including those containing labor
standard provisions, such as the Service Contract Act. As
our report and other studies have shown, these weekly payroll
requirements burden the contractor and contribute to in-
creased construction costs.

We do not believe, as Labor stated, that the payroll
requirement is vital to enforcement. Studies by the Commis-
sion on Government Procurement and other agencies (such as
Commerce's Economic Development Administration) showed that
the weekly payrocll regquirement contributes little to enforce-
ment of the act. Our review showed similar results.

In conclusion, we believe that the evidence shows that
the weekly payroll records required by the act are an unnec-
essary burden on both the contractors and contracting agen-
cies, and that they serve very little purpose. There is no
question that it is costing contractors—-and ultimately the
Government—--a substantial amount; the only question is how much,
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