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Introduction
The purpose of this report is to review the current West Virginia prevailing wage law and, after careful data analysis, recommend any policy changes that would improve the efficiency of the state’s economy. 


The West Virginia prevailing wage law was originally enacted in 1933 and amended in 1961. According to the West Virginia State Code, Chapter 21, Article 5a, the West Virginia prevailing wage law requires any contractors performing public construction work to be paid a certain hourly minimum wage rate that is similar to the rates paid for construction work performed in the private sector:

“It is hereby declared to be the policy of the state of West Virginia that a wage of no less than the prevailing hourly rate of wages for work of a similar character in the locality in this state in which the construction is performed, shall be paid to all workmen employed by or on behalf of any public authority engaged in the construction of public improvements.”



-West Virginia State Code 21-5a

The purpose of West Virginia’s prevailing wage law is to ensure that companies using local West Virginia labor are not outbid by firms who might bring in lower-cost, out-of-state labor to perform work.  The law does this by mandating that all work performed under state funding pay wage rates equal to the going market wage rates in the same local area as the project.  The greatest challenge in implementing prevailing wage laws lies in estimating the true local market wage rates that are used to determine the legal prevailing wage rates. 
Determination

The West Virginia State Code defines “fair minimum wage rates” as the wage rate paid to the majority of workmen, laborers, or mechanics in the same occupation in the construction industry.  According to the West Virginia State Code 21-5a, the Department of Labor determines the hourly prevailing wage rate in each county for each occupation.
Thus, prevailing wage rates can differ both by occupation and by county. For instance, the prevailing wage rate set for a roofer in Berkeley County is $17.25, while in Monongalia County the comparable prevailing wage rate is set at $23.44. 

The method of determining the prevailing wage rate for a specific occupation in a specific county is not specified by law.  The commissioner of the Department of Labor is responsible for establishing the rates each January. There is no provision in the state code establishing the methodology that should be used to determine prevailing wage rates.  In practice, prevailing wage rates in West Virginia are determined by a survey, sent to both union and non-union contractors. Once the wage determination has been certified by the Secretary of the Board, any party that holds an objection to the new rates has fifteen days to file a complaint. By statute, a minimum wage rate commission will hear the appeal.

Many proponents of prevailing wage reform are critical of the current survey method of setting prevailing wage rates.  One outspoken proponent of reform, Father Thomas Acker, former president of West Virginia Wesleyan College, states in The Register-Herald Reporter that “the prevailing wage law in West Virginia is a good law; however, the way the wage rate is set is where the problem lies.” Those seeking changes to the way prevailing wages are determined claim that the current method results in a higher prevailing wage rate than should be present due to an inaccurate method of gathering data on current market wage rates.  


In an article appearing in The State Journal, West Virginia House of Delegates member Jonathan Miller argues that the current survey method results in a biased sample in which union contractors’ current wage rates are counted more heavily than they should be in terms of their true share in the workforce. This upward union bias results in over-estimates of the current market wages on which the prevailing wage rates are then set:

“To skew the prevailing wage in the favor of union contractors, the labor commissioner accepts only flawless surveys from non-union contractors, which are usually pages long while union contractors simply fill out one form. Further, if a non-union contractor does complete a survey correctly, the wage can be accepted only if the wage is at or above the wage paid by a similar union contractor.”
-Jonathan Miller, The State Journal (6/4/2008)

While in the past the use of unscientific survey methodology to calculate estimates of the market wage rates was the most accurate method, this is no longer the case.  Unfortunately, West Virginia’s method of determining prevailing wages has not kept up with advances in data collection techniques that would allow for a more accurate determination of the true market wage rates.  As a result West Virginia’s prevailing wage rates are set too high, and create many unfair inequities among the earnings of workers.


Today, statistical surveys done by federal agencies, such as the U.S. Department of Labor and Census Bureau, state government offices, and other community groups (e.g. WORKFORCE West Virginia, Workers Compensation program data), are available and could be used as an alternative methodology for determining prevailing wage rates in West Virginia.


In a later section, this report examines whether prevailing wage rates are truly the rates that prevail in the market by comparing them to more accurate measures of private employee compensation. First, however, a brief discussion of the history of West Virginia’s prevailing wage, the arguments for and against it, and other related literature will be presented.

History

The West Virginia prevailing wage law spawned from the national Davis-Bacon Act. The Davis-Bacon Act, established in 1936, is a United States federal law that requires the payment of a legally mandated “prevailing wage” on all public construction contracts over $2,000. The Davis-Bacon Act was passed in the midst of the Great Depression. Senator James Davis and Representative Robert Bacon proposed the bill in an effort to reserve jobs of federal projects for local workers who were facing nationwide unemployment.  


While any federal construction project must pay construction workers the federal prevailing wage rate, the wage rates paid on state-funded construction projects are not subject to the federal rates.  States are free to decide whether or not to enact their own prevailing wage laws, and the method by which prevailing wage rates are determined.  Table 1 shows a listing of the 32 states, plus the District of Columbia, with state prevailing wage laws.  The table also gives the year the prevailing wage law was enacted. 

Table 1: States with Prevailing Wage Laws, 2008
	State
	Date Enacted
	State
	Date Enacted

	Alaska
	1931
	Nebraska
	1923

	Arkansas
	1955
	Nevada
	1937

	California
	1931
	New Jersey
	1913

	Connecticut
	1935
	New Mexico
	1937

	Delaware
	1962
	New York
	1897

	District of Columbia
	1931
	Ohio
	1931

	Hawaii
	1955
	Oregon
	1965

	Illinois
	1931
	Pennsylvania
	1961

	Indiana
	1935
	Rhode Island
	1961

	Kentucky
	1982
	Tennessee
	1953

	Maine
	1933
	Texas
	1933

	Maryland
	1945
	Vermont
	2007

	Massachusetts
	1914
	Washington
	1945

	Michigan
	1965
	West Virginia
	1933

	Minnesota
	1973
	Wisconsin
	1931

	Missouri
	1957
	Wyoming
	1967

	Montana
	1931
	
	


Table 2 lists the 18 states without prevailing wage rates at the state level.  Eight of them have never had a prevailing wage law, while the other ten had a state prevailing wage law and subsequently repealed it. For this second group of states, the dates of enactment and repeal are shown in the table.

Table 2: States without Prevailing Wage Laws, 2008
	State
	Date of Law
	Date of Repeal

	Alabama 
	1969
	1980

	Arizona 
	1912
	1984

	Colorado 
	1934
	1985

	Florida 
	1933
	1979

	Georgia 
	 n/a
	 

	Idaho 
	1911
	1985

	Iowa 
	n/a
	 

	Kansas 
	1891
	1987

	Louisiana 
	1968
	1988

	Mississippi 
	n/a
	 

	New Hampshire 
	1941
	1985

	North Carolina 
	  n/a
	 

	North Dakota 
	  n/a
	 

	Oklahoma 
	1965
	1995

	South Carolina 
	  n/a
	 

	South Dakota 
	  n/a
	 

	Utah 
	1933
	1981

	Virginia 
	  n/a
	 



Throughout its history, there have been some changes to West Virginia’s prevailing wage law, and many others have been proposed but never enacted.  Prior to 1961, the West Virginia state legislation specified that the prevailing wage determination should be based on at least 40 percent of the wages of the same occupation. However, in 1961 this stipulation was redefined by allowing the state Department of Labor to use its own discretion in defining the prevailing wage rate for each occupation.  


Other changes to West Virginia’s prevailing wage law have been discussed, and even introduced in the legislature, including bills that would exempt smaller projects and others that would exempt the West Virginia Board of Regents, the state Board of Education, and all county boards of education from prevailing wages.  While the Davis-Bacon Act contains a provision that the federal prevailing wage rate applies only to contracts above a minimum threshold value, West Virginia’s prevailing wage law has no such exemption for small contracts.  The West Virginia Labor Federation, AFL-CIO, has supported expansion of the prevailing wage law to cover facilities constructed through the indirect use of industrial bonds sold by government entities. 
Pros and Cons of Prevailing Wage Laws

The effects of prevailing wage laws have been under increasing scrutiny both at the national and state level.  There are many arguments on both sides of the issue, which are summarized here briefly.


Proponents of prevailing wage legislation argue that it has the following benefits:

· Increased hiring of West Virginia workers over out-of-state workers

· Increased compensation for employees

· Higher quality of construction
· Reduced injuries among construction workers
· Increased work ethic among workers

· Decreased cost of public welfare programs

Opponents of prevailing wage legislation argue that it has the following costs:

· Fewer jobs—resulting in higher unemployment

· Higher costs for public construction projects

· Fewer public construction projects due to the higher costs

· Less money available to fund other government programs and services

· Higher taxes to help finance the extra cost of the projects

· Slower economic growth, less income growth, less job & business growth

· High compliance costs, particularly for smaller in-state firms

· Conflict and resentment over pay inequities among employees at firms that perform both prevailing wage and non-prevailing wage work

Literature Review

The economics literature is filled with articles that allow insights into the validity of these claims.  First, it is important to understand how the market arrives at the true prevailing market wage (in the absence of a prevailing wage law).  Figure 1 presents the standard ‘textbook’ analysis of market wage determination, from Hamermesh (1996), using a graph of the supply and demand of labor.
Figure 1: Labor Supply and Demand Intersect to Determine Market Wage Rates
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In this figure, supply (S) and demand (D) intersect to determine the market wage rate (Wm) and level of employment (Em).  Wages will differ across occupations and localities based on factors that would shift these two curves.  Things that make a particular job less attractive to workers, such as a dangerous work environment, will tend to reduce the supply of labor into that occupation (shifting the supply curve to the left), resulting in a higher market wage rate, holding all other factors equal.


Wages will rise when the demand for labor increases (shifts to the right); for example, if a better business climate brings new companies who want to hire new workers, or general upswings in the economy making existing companies want to expand production and hire more workers.  This happened recently in West Virginia when the coal boom caused companies to compete over hiring additional employees, resulting in higher compensation for coal workers. 


The amount of skill and education required for a job, as well as the equipment and machinery the worker has to work with, will also impact the market wage for an occupation.  When a job requires more skill, education, or training, there will be fewer workers who can perform the job.  This lower supply of labor results in higher wages.  For example, the hourly wage rate for an electrician is higher than for a painter (roughly $21 versus $14) because the job takes more skill and training.  Tools, equipment, and machinery—what economists call ‘capital’—also result in higher wages for labor, both because they require skill to operate and because they make workers more productive, and thus more valuable to the business firm.

Ideally, legal prevailing wage rates would be set at the true local market wage rates, and would not create undue distortions and harm in local labor markets.  However, when prevailing wage rates are set at levels higher than the true market wages, like in West Virginia, many problems are created.  Continuing with our standard textbook analysis, from Hamermesh (1996), Figure 2 shows how a prevailing wage rate set higher than the current market wage rate impacts the labor market.
Figure 2: The Impact of a Legal Prevailing Wage Set above the Market Wage Rate
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In Figure 2, the prevailing wage rate is shown by the horizontal line at Wp.  At this higher mandated wage rate, the number of workers employed falls from Em to Ep.  Quite simply put, when prevailing wage laws set wage rates higher than true market wage rates it artificially increases the cost of hiring workers, resulting in fewer workers being hired and fewer projects being done.


The unemployment created by legally imposed wages set higher than the market wage does not hurt all workers equally.  With fewer job opportunities in the marketplace it will become harder and more time consuming for workers to secure one of the remaining jobs.  Economic theory predicts that among workers, the ones who will most likely lose their jobs as a result of the prevailing wages would be those with the lowest skills and education.  As the number of jobs fall relative to the number of applicants, employers will be more selective in picking those who are most qualified.  In addition, as a result of the higher costs, employers might also have to cut other forms of employee compensation such as benefit packages, and may cut back on other labor related costs such as workplace training programs and employee facilities.  Without the prevailing wage requirement, employers will have more jobs to offer, and dig deeper into the applicant pool when hiring.  Therefore, the workers most harmed by wages legally mandated above true market wages are the least-skilled and lowest-income workers.


Thus, economic theory explains that prevailing wage rates set higher than true market wage rates do result in higher wages for those (fewer) workers who can now secure employment at the prevailing wage.  The tradeoff is that fewer workers are hired, and the ones who can no longer find work earn less.  Therefore, the state’s overall average income could either rise or fall depending on the size of the unemployment created.  In addition, because West Virginia’s prevailing wage rates create unemployment, the impact is likely an increase, rather than decrease, in public spending on welfare and assistance programs, contrary to the claim of some proponents.


More technical articles from refereed academic journals in economics also lend insights into the impacts of prevailing wage laws.  Kessler and Katz (2001) find that prevailing wages are set higher than market wages and that it results in higher construction costs and increased racial discrimination in hiring for construction jobs as employers can be more selective in their hiring practices.


Fraundorf, Farrell, and Mason (1986) examine 215 non-residential construction projects, approximately half of which were federal projects, and find that the projects constructed under prevailing wage laws were approximately 30 percent more expensive than would otherwise be the case.


Lastly, Clark (2005) performed a Kentucky-specific study on the difference in construction quality for private versus public, prevailing wage projects. Clark finds that the higher wages associated with prevailing wage laws do increase construction quality, but at a higher cost than purchasing that same higher level of quality privately.  The wages paid to achieve the additional quality on public construction projects is higher than what is needed to be paid to get private projects of the same quality.  Thus, the same quality could be purchased at a lower cost without prevailing wage laws.

A Comparison of True Market Wages and Survey-Based Prevailing Wages

Using statistical analysis, this report now addresses two questions regarding West Virginia’s prevailing wage.  First, how do the survey-based prevailing wage rates compare to the true market wage rates found in more accurate statistical sources.  Second, is there evidence that West Virginia’s prevailing wage results in higher unemployment, and if so, how much.


To answer the former question, more accurate data on true market wage rates was obtained from WORKFORCE West Virginia, an organization that maintains records on market wage rates for each workforce investment area using occupational employment surveys.  They sample approximately 3,900 business locations per year and are use a three-year cycle, resulting in a total sample size of 11,000 to 12,000 business units.  Data was collected for every occupation that overlapped between their data and the official prevailing wage guidelines. Table 3 provides a comparison, summarized at the state level, of the relationship between the WORKFORCE West Virginia market wage rates and the prevailing wage rates wages.
Table 3. Comparison of Current Prevailing Wages with Market Wages by Occupation

	Occupation
	Average True Market Wage
	Average Mandated Prevailing Wage
	Percentage Difference Between Prevailing Wage and Market Wage

	Brickmasons and Blockmasons
	$17.74
	$25.84
	45.67%

	Carpenters
	$15.55
	$23.61
	51.89%

	Carpet Installers
	$16.99
	$23.70
	39.54%

	Cement Masons and Concrete Finishers
	$17.26
	$24.16
	40.04%

	Drywall and Ceiling Tile Installers
	$13.73
	$23.28
	69.56%

	Electricians
	$21.08
	$26.99
	28.04%

	Glaziers
	$15.04
	$26.27
	74.67%

	Millwrights
	$19.16
	$27.12
	41.50%

	Painters, Construction and Maintenance
	$14.30
	$22.05
	54.12%

	Roofers
	$11.91
	$24.68
	107.13%

	Sheet Metal Workers
	$18.35
	$24.51
	33.54%

	Structural Iron and Steel Workers
	$17.47
	$24.52
	40.39%

	All Occupations
	 
	 
	48.96%



The data show that on average, legally mandated prevailing wage rates are nearly forty-nine percent higher than the true market wage rates for these occupations.  There is a lot of variance across occupations, with roofers at 107 percent (over twice the market wage) and electricians at 28 percent.  This data clearly show that West Virginia’s current survey-based technique for determining prevailing wage rates results in upward-biased, and inaccurate, legal prevailing wage rates.


The numbers in Table 3 are summarized from similar statistics at the county level.  With 50 counties and 13 occupations, there are over 600 underlying numbers in the data.  Graphically, Figure 3 displays all of these numbers. Each point in the figure represents a specific occupation in a specific county. The vertical axis is the current prevailing wage rate, while the horizontal axis is the market wage rate. 

Figure 3: Relationship between Prevailing and Market Wage Rates in West Virginia
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If prevailing wage survey methods produced prevailing wages that were accurate in terms of being equal to the true market wage rate found among all workers, these points in the graph would all lie along a 45 degree line, shown as the dashed line in the figure from lower left to upper right.  At every point along this dashed line, the market wage rate and prevailing wage rate are equal.  Clearly, the points do not follow this line, showing the extent of the bias between the current legally set prevailing wages and the wages that truly prevail in those same markets. Any points to the left of the dashed line represent occupations where the prevailing wage rate is greater than the market wage rate.  


The solid black line through the cloud of data represents the actual relationship between the prevailing wage rate and the market wage rate.  The fact that this is much less steep than the dashed line suggests that prevailing wage rates tend to compress wages across occupations.  That is, two different occupations that in the market place have a dollar pay differential, would generally have less than this differential under prevailing wage rates.

West Virginia’s current survey method not only inaccurately estimates market wages, but it does so disproportionately, distorting some occupations much more than others. At the lower ends, wages are biased upward by the most, while this becomes lower at higher wage rates.  Therefore, the harm done by West Virginia’s prevailing wages through increased unemployment will be largest among the least-skilled and lowest-paying occupations.


Importantly, and perhaps easy to overlook, is that the cloud of data is “wide” in a vertical direction.   This means that two workers who earn the same hourly wage rates in their regular employment can earn vastly different wages from one another on prevailing wage jobs.  For example, consider the small sample of occupation/location pairs shown in Table 4.
Table 4: Inequities in Pay Created by Prevailing Wage Survey Methods
	Occupation
	County
	Market Wage
	Prevailing Wage

	Sheet Metal Worker
	Morgan
	$16.99
	$22.46

	Sheet Metal Worker
	Pendleton
	$16.99
	$23.44

	Glazier
	Boone
	$17.37
	$26.50

	Millwright
	Fayette
	$17.74
	$27.64

	Plumber
	Berkeley
	$17.81
	$32.17

	Plumber
	Mineral
	$17.81
	$27.11



The six jobs shown in Table 4 all earn roughly the same amount in the normal West Virginia labor market, ranging from $16.99 to $17.81.  While these individuals all earn within 82 cents of one another, on prevailing wage jobs the difference in their hourly wages rises to $9.71. There are many clear instances where injustices are done in prevailing wages relative to market wages.  That is, for two jobs that pay within a dollar of the same market wage, there can be up to $9 or more dollars per hour variance in what those two will earn if they are both in prevailing wage jobs, despite their equal market value and productivity.  Differentials such as these tend to create animosity and feelings of inequity among workers who normally earn similar compensation.


The current prevailing wage rates are not simply a fixed percentage markup over market wage rates.  While the average distortion is on the order of 49 percent, the variance is extremely large.  To see this visually, Figure 4 shows a figure similar to the one before, but now the dashed line is placed not where the two wage rates are equal, but rather to show where the cluster of points would be if West Virginia’s prevailing wages were biased upward by 49 percent from market wages, but that this distortion was the same for all occupations and localities.  At each point along this new dashed line the prevailing wage is 49 percent higher than the market wage.  Any data point along this line has a 49 percent wage premium.  Points to the left of the dashed line show biases larger than 49 percent, while points to the right show those less than 49 percent.

Figure 4: Dashed Line Shows a Hypothetical Prevailing Wage Set at 49 Percent above the Market Wage: Clearly Not the Case in West Virginia
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Making Adjustments to the Data to Improve Accuracy
The current inaccurate setting of prevailing wage rates makes it even more difficult to uncover the true market wage rates because the WORKFORCE data includes some workers who are currently earning the higher prevailing wage rates.  This causes the average wage measured in the data to be higher than what the market wage would be in the absence of a distorted prevailing wage.


The previous estimates of market wages are upward biased, and thus UNDER-state the degree to which prevailing wages differ from true market wages.  Making some simplifying assumptions, however, it is rather easy to compute the extent of this bias and an estimate of the true underlying market wage without these workers in the data.  This adjustment only requires knowledge of the proportion of workers in the data who are currently earning the legally mandated prevailing wage.  This report uses Kessler and Katz (2001)’s national estimate that roughly 22.5 percent of all construction contracts are subject to the prevailing wage.  Again, if there is a bias, it is that this understates the proportion of construction employment in West Virginia subject to the prevailing wage, and therefore doesn’t adjust it enough.


Based on this assumption, the adjusted data show that the upward bias created by West Virginia’s current survey method for setting prevailing wage rates is even larger.  Rather than the average legal prevailing wage being 49 percent greater than the true market prevailing wage, the adjusted data show it to be 73.6 percent greater.   Table 5 shows the data from Table 3 revised using the adjusted market wage estimates.

Table 5. Comparison of Current Prevailing Wages with Adjusted Market Wages by Occupation
	Occupation
	Average True Market Wage (Adjusted)
	Average Mandated Prevailing Wage
	(Adjusted) Percentage Difference Between Prevailing Wage and Market Wage

	Brickmasons and Blockmasons
	$15.22
	$25.84
	69.77%

	Carpenters
	$13.34
	$23.61
	76.96%

	Carpet Installers
	$14.58
	$23.70
	62.58%

	Cement Masons and Concrete Finishers
	$14.81
	$24.16
	63.14%

	Drywall and Ceiling Tile Installers
	$11.78
	$23.28
	97.62%

	Electricians
	$18.09
	$26.99
	49.23%

	Glaziers
	$12.90
	$26.27
	103.58%

	Millwrights
	$16.44
	$27.12
	64.97%

	Painters, Construction and Maintenance
	$12.27
	$22.05
	79.72%

	Roofers
	$10.22
	$24.68
	141.52%

	Sheet Metal Workers
	$15.74
	$24.51
	55.68%

	Structural Iron and Steel Workers
	$14.99
	$24.52
	63.58%

	All Occupations
	 
	 
	73.61%



Using the revised market wage data, Figure 5 shows the revised relationship between the prevailing wage and the average wage of non-prevailing wage jobs. Again, if the procedure for gathering data on current market wages were accurate, we would expect to see all of these points lie along the dashed, 45 degree line.  Figure 5 makes it clear that the distortions are even larger once the data is adjusted to measure the current market wage among non-prevailing wage jobs.

Figure 5: Relationship between Prevailing and (Adjusted) Market Wage Rates
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Could other factors be responsible for the large discrepancies between the true market wages and those estimated through the current survey-based technique?  Using statistical regression methodology, it is possible to estimate the slope of the solid line through the cloud of data, while controlling for other factors, to see how the slope changes.  Without any adjustment it is clear that the slope of the solid line is less steep than the slope of the 45 degree (dashed) line, showing that the differences in prevailing wage rates across occupation/locality combinations do not fully reflect the differences found in real market wage rate data.  If they were set accurately, the slope of the line through the cloud of data would be the same as the 45 degree line—which has a slope of one.


Using county level data, this report controls for union presence in the county workforce, the poverty rate, the percent citizens with a bachelors degree or higher, percent female, percent non-white, the county unemployment rate, percent of citizens over the age of eighteen, and occupational characteristics. The actual regression results are found in Appendix 1 and Appendix 2 (one performed on the unadjusted data, the other on the adjusted data). The main result of the regression analysis is that the slope of this line falls from what it was in the prior figure (0.17) to around 0.09 or 0.10 (using the raw WORKFORCE data) or 0.10 or 0.11 (using the adjusted market wage data).  


In other words, far from these factors helping to explain these differentials, once they are controlled for, the biases in the data between true market wage rates and prevailing wage rates are even greater, and more compressed. The current survey methods for determining the prevailing wage rates clearly do not reflect accurate information on true overall market wages, regardless of what we control for in the comparison.  Current mandated prevailing wage rates in West Virginia are simply not accurate reflections of prevailing market wage rates in the West Virginia labor market.   The survey methodology used to collect information on market wages is wildly inaccurate—overestimating the market wages by somewhere between 49 and 74 percent.  The inaccuracies are the largest for the lowest wage workers.

Prevailing Wages and Unemployment in West Virginia

The final statistical analysis examines the impact of current prevailing wage levels on unemployment.  Again using regression methodology, county unemployment rates were correlated with the extent to which prevailing wage rates exceed market wage rates, controlling for other factors such as occupational characteristics.  This analysis is performed both using the unadjusted and adjusted market wage data.

The economic theory presented earlier in this report suggests that the unemployment created by prevailing wages in West Virginia is an increasing function of the degree to which the prevailing wage overstates the true market wage.  The estimated regressions, found in Appendix 3, clearly support this theory as the results show that a county’s unemployment rate is significantly increased by having prevailing wage rates set  higher than true market levels (by either measure).  

From Appendix 3, the coefficient of interest is 0.33 using the unadjusted data, and 0.28 using the adjusted data.  With these numbers it is possible to estimate the number unemployed by any given prevailing wage rate by multiplying these numbers by the percentage by which the prevailing wage exceeds the true market wage.  For example, in the unadjusted data with all occupation/county pairs are counted equally, the average occupation/county pair has a prevailing wage rate set 57 percent higher than the true market wage.  Multiplying 0.33 times this number (in decimal equivalent, 0.57), results in the estimate of interest, 0.19.  Thus, West Virginia’s unemployment rate is estimated to be 0.19 percentage points higher than it would be if prevailing wage rates were truly set at the prevailing market wage rates more accurately.  Using the two similar numbers from the adjusted data produces an identical result. 


For comparison, the state’s average unemployment rate in 2007 was 4.6 percent.  With prevailing wage rates set more accurately this number is estimated to have been, instead, around 4.4 percent.  To better understand the magnitude of this number, Table 6 displays the estimated number of workers thrown into unemployment, by county, because the prevailing wage rates are set higher than the true market wage rates.  This is simply a measurement of the size of the problem shown with higher-than accurate prevailing wages in Figure 2.  More importantly, however, is that this number reflects how many additional workers would be able to find jobs if prevailing wage rates were set more accurately according to true market wage rates.

Table 6: Potential Job Gains if Prevailing Wages were Set Accurately, 2008 by County

	County
	Estimated Number Unemployed Due to Prevailing Wage Being Set  Inaccurately High
	
	County
	Estimated Number Unemployed Due to Prevailing Wage Being Set  Inaccurately High
	
	County
	Estimated Number Unemployed Due to Prevailing Wage Being Set  Inaccurately High

	Barbour
	13
	
	Jefferson 
	47
	
	Pleasants
	6

	Berkeley 
	84
	
	Kanawha
	174
	
	Pocahontas
	7

	Boone
	18
	
	Lewis
	14
	
	Preston 
	29

	Braxton
	11
	
	Lincoln 
	14
	
	Putnam
	51

	Brooke
	21
	
	Logan 
	25
	
	Raleigh 
	62

	Cabell
	84
	
	Marion 
	50
	
	Randolph 
	25

	Calhoun
	5
	
	Marshall 
	29
	
	Ritchie
	9

	Clay
	7
	
	Mason
	20
	
	Roane
	11

	Doddridge
	6
	
	McDowell
	14
	
	Summers
	9

	Fayette
	34
	
	Mercer
	46
	
	Taylor 
	13

	Gilmer
	6
	
	Mineral
	25
	
	Tucker
	6

	Grant
	10
	
	Mingo
	17
	
	Tyler 
	7

	Greenbrier
	30
	
	Monongalia
	86
	
	Upshur
	21

	Hampshire
	19
	
	Monroe 
	11
	
	Wayne 
	34

	Hancock
	28
	
	Morgan
	13
	
	Webster
	7

	Hardy
	13
	
	Nicholas
	21
	
	Wetzel
	12

	Harrison 
	58
	
	Ohio 
	40
	
	Wirt
	5

	Jackson 
	23
	
	Pendleton
	7
	
	Wood
	78

	
	
	
	
	
	
	Wyoming 
	16

	
	
	
	
	
	
	WV TOTAL
	1,515


Across the entire state, it is estimated that 1,515 additional workers would be able to find jobs if the process of setting prevailing wage rates was reformed so that they more accurately reflected true prevailing market wage rates.
Conclusion and Recommendations
To best increase the efficiency of the state’s economy in regard to prevailing wage legislation, economic theory suggests that the ideal solution would be the elimination of all prevailing wage restrictions. The market would then be able to determine the most efficient allocation of resources. If an out-of-state contractor can do the construction work for less cost, that contractor should be hired. The state will save taxpayers’ money that can then be spent on other projects, such as teacher salaries, public school construction, roadway improvements, police salaries, and so forth. While in-state construction workers may initially lose work, the improvement of the state’s economy will create new jobs for these workers to fill.


However, the political reality is that repeal is an unlikely outcome.  Based on this report’s analysis, there exist potential reforms to the existing legislation, while keeping it in place, to expand employment opportunities for West Virginians and create a system with fewer inequities and injustices:

1. Change the method of establishing prevailing wage rates so that they better reflect true prevailing local market wage rates. To the extent that union and non-union employers’ surveys are not treated and counted identically, severe biases are created.  However, an even better solution exists: use more accurate sources to determine prevailing wage rates, such as data collected by the West Virginia Tax Department, Workers Compensation System, and WORKFORCE West Virginia.

2. Mandate a new methodology by law.  Prior to 1961, the West Virginia Department of Labor was restricted to determine prevailing wage rates based on at least 40 percent of the wages of the same occupation. This restriction was then redefined to allow the state Department of Labor to use its own discretion in defining the prevailing wage rates. A new restriction could either require the use of real statistical data to determine these wages, or at least mandate that the surveys reflect the true percentage of union and non-union employers in the state.

3. Create exemptions to the prevailing wage for small contracts.  While the Davis-Bacon Act contains a provision that the federal prevailing wage rate only applies to contracts above a certain threshold amount, the West Virginia prevailing wage law has no such exemptions. Small firms face substantial compliance costs and thus, creates undue hardships on these smaller contracts.

4. Create exemptions to the prevailing wage for schools.  Education is perhaps one of the most important public services.  The 30 percent (or more), as stated by school administrators in the “1990 West Virginia Prevailing Wage Study,” schools must spend to construct facilities results in both fewer new schools and less money to spend on other areas of education such as teacher salaries, textbooks, supplies, and other educational resources.  Money saved should be put into a special fund to spend on enhancing teacher pay and educational resources for students.

The goal of prevailing wage legislation is to increase work for in-state construction workers. However, the current method for determining the prevailing wage rates is severely biased, creating unemployment and inequities among workers who normally earn the same amount in regular market employment.  West Virginia’s average prevailing wage rate is at least 49 percent higher than is accurate, and based on adjustments, this upward bias is likely to truly exceed 74 percent.  The net effect is to significantly lower job prospects in West Virginia.  The harm is greatest for the lowest skilled workers.  This report estimates that at least 1,500 West Virginians are without work because of the inaccurate method for calculating prevailing wage rates.
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Appendix 1: Ordinary Least Squares (OLS) Regression Analysis of the Relationship between the Mandated Prevailing Wage Rates and WORKFORCE West Virginia Average Wage Rates

	Dependent Variable: Prevailing Wage Rate

	
	Model 1
	Model 2
	Model 3

	Independent Variables
	
	
	

	Constant
	22.95***

(67.52)
	21.87***

(54.62)
	25.57***

(6.53)

	Market Wage
	0.09***

(5.62)
	0.09***

(5.62)
	0.10***

(5.84)

	Union Prevalence
	
	0.04***

(2.74)
	0.04***

(2.89)

	Poverty Rate
	
	
	0.03**

(2.48)

	Percent with Bachelors Degree
	
	
	-0.04**

(2.16)

	Percent Female
	
	
	-0.04

(0.87)

	Percent Non-white
	
	
	0.05*

(1.84)

	Unemployment Rate
	
	
	-0.13

(1.63)

	Percent Over 18
	
	
	-0.02

(0.37)

	Occupational Fixed Effects
	Yes
	Yes
	Yes

	
	
	
	

	R-squared
	0.56
	0.56
	0.56

	Observations
	645
	645
	645


Note: T-statistics are shown in parenthesis below each coefficient estimate. Significance level are indicated by asterisks (***=1%, **=5%, *=10%).

Appendix 2: Ordinary Least Squares (OLS) Regression Analysis of the Relationship between the Mandated Prevailing Wage Rates and (Adjusted) WORKFORCE West Virginia Average Wage Rates

	Dependent Variable: Prevailing Wage Rate

	
	Model 1
	Model 2
	Model 3

	Independent Variables
	
	
	

	Constant
	22.95***

(67.52)
	23.03***

(67.92)
	26.71***

(6.81)

	Adjusted Market Wage
	0.11***

(5.62)
	0.10***

(5.03)
	0.11***

(5.84)

	Union Prevalence
	
	0.02***

(2.86)
	0.02***

(2.93)

	Poverty Rate
	
	
	0.03***

(2.48)

	Percent with Bachelors Degree
	
	
	-0.04**

(2.16)

	Percent Female
	
	
	-0.04

(0.87)

	Percent Non-white
	
	
	0.05*

(1.84)

	Unemployment Rate
	
	
	-0.12

(1.63)

	Percent Over 18
	
	
	-0.02

(0.37)

	Occupational Fixed Effects
	Yes
	Yes
	Yes

	
	
	
	

	R-squared
	0.56
	0.57
	0.57

	Observations
	645
	645
	645


Note: T-statistics are shown in parenthesis below each coefficient estimate. Significance level are indicated by asterisks (***=1%, **=5%, *=10%).

Appendix 3: Ordinary Least Squares (OLS) Regression Analysis of the Relationship between County Unemployment Rates and the Extent to Which Prevailing Wage Rates Exceed Market Wage Rates
	Dependent Variable: Unemployment Rate

(note: unemployment rate is in percentage points, e.g., 4.5% = 4.5)

	
	Model 1
(using unadjusted market wage data)
	Model 2
(using adjusted market wage data)

	Independent Variables
	
	

	Constant
	4.98***

(33.13)
	4.93***

(31.08)

	Percentage by which Prevailing Wage Exceeds Market Wage
(note this percentage is in decimal form, e.g., 33% = 0.33)
	0.33**
(2.51)
	0.28**

(2.51)

	
	
	

	Occupational Fixed Effects
	Yes
	Yes

	
	
	

	R-squared
	0.02
	0.02

	Observations
	645
	645


Note: T-statistics are shown in parenthesis below each coefficient estimate. Significance level are indicated by asterisks (***=1%, **=5%, *=10%).
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� There have been a few previous studies detailing West Virginia’s prevailing wages including a 1968 study by Joan G. Kilpatrick in cooperation with West Virginia Department of Labor, and a 1990 study done by the University of West Virginia College of Graduate Studies.   


� Based on this assumption, the true market wage among only non-prevailing wage jobs would be 85.8 percent of the average wage in the WORKFORCE West Virginia data that includes prevailing wage workers.





