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city golf course, agreed that profits have declined because of the living wage. When the
contract was renegotiated, the city tried to increase the percent of revenue payment, while
also setting limits for prices that can be charged to the public. As a result of this squeeze,
the manager said they “weren’t sure they could afford to continue [the contract.]” She
believes that larger firms can afford to take a loss to “get a foot in the door” with the city,
but that small businesses like hers are at a disadvantage.

On the other hand, some firms reported that the living wage has made it easier for them to
compete for city contracts. Many of these firms complained about previously being
underbid by other firms who they believe do not comply with basic labor requirements,
such as paying minimum wage or carrying worker’s compensation insurance. The phrase
used time and again by these firms was that the living wage had “leveled the playing
field.” According to one contractor, the living wage “took a big, dark shadow” off of the
bidding process by providing a common floor for bids. Before the living wage, managers
at this firm felt that the bidding process was “short-sighted” and invariably rewarded the
low-wage bidder. They were under serious cost pressure to decrease wages, because the
low bidder would always win. Since the living wage, they are able to pay workers a
higher wage and not lose out in the bidding process. The owner of a janitorial firm also
said that the living wage had helped his company bid on city contracts, because it makes
it easier for “scrupulous” companies with fair compensation practices, such as his.

In order to identify which types of affected firms were more likely to report positive and
negative changes in attitude, we conducted a multiple regression analysis of attitudinal
changes.'” The dependent variable was whether the firm’s attitude towards city
contracting changed in a positive way, a negative way, or stayed the same.'*® This
analysis showed that firms with more paid days off were more likely to report positive
changes. The Living Wage Employer Survey asked firms how many paid days off they
provided to low-wage employees before they became subject to the living wage. The
higher the number of paid days off, the more likely the firm was to experience a positive
change in attitude.”” This likely reflects the “level playing field” created by the
ordinance, which several firms commented about. Firms with more generous benefits
policies are now better able to compete for contracts.

In terms of negative changes in attitude, non-profit firms and smaller establishments were
more likely to report them.'”® As previously discussed, several non-profit firms reported
cutting staff and complained that the city would not increase payments on their contracts.
All the non-profits surveyed provide social services and typically operate with tight
budgets, so they were unable to cut back profits as other firms might have been able to

135 The analysis was an ordered logistic multiple regression, which included the following variables:
industry, whether the establishment is a subsidiary, size of establishment, labor costs as a percentage of
total costs, whether firms pay the higher or lower living wage, whether the firm was a contractor before
becoming subject to the living wage, and whether the firm is at the airport.

13 The positive change category combined the one firm that reported being more likely to contract with the
firms that said it was easier to contract.

17 Statistically significant at the .05 level.

138 For non-profit firms, the relationship is statistically significant at the .05 level. For establishment size,
the relationship is statistically significant at the .05 level.
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do. In addition, several small establishments cited reductions in profit due to the living
wage as the reason for their change in attitude towards city contracting.

Changes in Types of Firms

It is possible that the changes in attitude towards contracting described above may have
led to changes in the type of firms that currently hold living wage contracts, as less
interested firms drop out of city contracting or firms that offer higher wages and benefits
are more able to win contracts. In order to test this, we conducted a multiple regression
analysis comparing the characteristics of firms that already had a city contract before the
living wage (“old firms”), and those who have entered the city contracting sector since
the living wage went into effect (“new firms”). ' In our sample 21 percent, or 12 firms,
are new to city contracting. This analysis shows that new firms are more likely to pay
higher wages, even without the living wage. The survey asked every firm what the
starting wages for occupations covered by the living wage would be if there were no
living wage ordinance. There difference between this “counterfactual” wage and the
living wage is one measure of the wage impact of the living wage. The smaller the
difference, the higher a wage the firm would pay without the living wage. New firms are
more 116ié<e1y to have a smaller difference between the counterfactual wage and the living
wage

Although new firms are more likely to pay higher wages in the absence of the living
wage, they are not more likely to be union firms. In fact, the opposite is true. While 19
percent of old firms are unionized, less than 1 percent of new firms (only one firm) is
unionized.'®" This does not necessarily mean that union firms are exiting the city
contract sector. It may be that firms are becoming unionized after entering the city
contract sector. Although we did not ask firms if they were unionized before becoming
city contractors, we know that living wage firms are much more likely to be unionized
than other private sector firms—64 percent of living wage affected jobs are unionized,
compared to only 17 percent of private sector jobs in California. California public sector
workers are also very likely to be unionized (54 percent of jobs). Furthermore, six firms,
employing 23 percent of living-wage-affected workers, became unionized through the
Respect at LAX campaign after becoming subject to the living wage. Therefore, the
lower rates of unionization among new firms may be due to their recent entry into
contracting, and may change over time.

The multiple regression analysis also suggests that new firms are less likely to be small
businesses, although the results are not definitive. New establishments are more likely to
be subsidiaries of a larger firm, although this relationship is only marginally statistically

' The analysis was a logistic multiple regression that included the following variables: industry, whether
the establishment is a subsidiary, size of establishment, labor costs as a percentage of total costs, whether
the firm pays the higher or lower tier of the living wage, and the number of paid days off before the living
wage ordinance. The multiple regression was conducted on a reduced sample of 42 firms due to missing
data.

1 statistically significant at the .05 level.

' The difference between old and new firms is statistically significant at the .10 level. In the reduced
sample for the multiple regression, none of the new firms were unionized, so this variable was not used.
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significant.'® New firms that are independent are also more likely to be larger.'® Since

small businesses are small, independent firms, these results suggest that new firms are
less likely to be small businesses.

Changes in Types of Workers

In order to evaluate whether changes in the types of firms entering into city contracting is
reflected in changes in the types of workers working on city contracts, we conducted a
series of multiple regression analyses that compared workers in old firms who were hired
before the living wage went into effect (“stayers”), to workers in new firms, and
controlled for industry and occupation.'® These analyses shows that workers in new
firms are older at hire, have more years of schooling, are more likely to be female, and
earned a higher wage before becoming subject to the living wage (Table 7-15). Although
the greater age, years of schooling, and higher previous wages may be explained by the
tendency towards the usage of more skilled labor in the living wage sector, the increase in
the proportion of women is more difficult to explain. Workers in new firms are four
years younger than stayers, but after controlling for worker characteristics, occupation,
and industry, workers in new firms are 11 years older on average than stayers. Older
workers are likely to have more job experience and greater job skills. Workers in new
firms also have a slightly higher level of education, with 1.2 years more of schooling than
stayers. For workers in new firms, their wage at their previous job was 13 percentage
points higher than the wage earned by stayers before the living wage. This wage
difference may reflect characteristics which make them more productive, but are difficult
to measure in a survey, such as intelligence, strength, or personality. Among workers in
new firms, the proportion who are women is 18 percentage points higher than it is among
stayers. Women typically have fewer years of experience in the labor force and tend to
be lower paid, so it is unlikely that this result is due to the higher wages paid by new
firms. In sum, the higher wages paid by new firms are reflected in a more experienced
and slightly more educated workforce, but they have not led to demographic changes in
the workforce.'®

12 Statistically significant at the .20 level

13 Statistically significant at the .10 level.

1% The analyses measured the impact of being a stayer or a worker in a new firm on a series of worker
characteristics. The analyses controlled for the following factors: industry, occupation, race, years of
schooling, whether the worker is currently attending school, whether English is the worker’s first language,
whether the worker underwent formal training before hiring, and sex. The analysis compared workers in
new firms to both stayers and joiners in old firms. The full regression results and additional analysis can be
found in Fairris and Fernandez-Bujanda 2005.

19 The multiple regression analysis also showed that workers in new firms are more likely to be Latino and
less likely to be Asian, but these changes are probably not related to the higher wage paid by the new firms.
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Table 7.15: Characteristics of Stayers in Old Firms and Workers in New Firms

Workers in | Stayers Difference Difference
New Firms with Controls
Age at hire 33 years 37 years -4 years 11 years***
Years of schooling 12.6 years 12.1 years | .5 years 1.2 years *
Female 81% 56% 25% 18%**
Last wage earned $7.80 $6.27 24% 13%***
before the living wage

Source: Living Wage Worker Survey
N=235

*Statistically significant at .10 level
** Statistically significant at .05 level
*#*Statistically significant at .01 level

Conclusion

The majority of affected firms and workers have not made changes in response to the
living wage mandate. This may be due to the moderate size of the wage increase, which
averaged $1.50 per job at the time of implementation, and continues to increase through
annual indexing. A larger wage increase, which could result from either a higher living
wage level or lower wages before the living wage went into effect, might induce more
widespread or more dramatic firm and worker responses.

Although the majority of affected firms did not make changes, some firms did take cost-
cutting steps, which in most cases affected only a small minority of workers. A
significant minority of affected firms cut staff, although reductions were minimal—112
jobs, or 0.8 percent of covered jobs in affected firms. Several social service non-profits
complained that staff cuts were necessary because the city would not increase
reimbursement on their contracts to help cover the increased costs of the living wage.
These anecdotes, in combination with the result that non-profits are more likely to report
a negative change in attitude towards city contracting, point to the need for the city to
look more closely at the reimbursements non-profits receive on living wage contracts.
Why some non-profits report hardship while others do not is a question that deserves
further investigation. A minority of affected firms also cut costs by reducing benefits
such as health benefits, merit raises and bonuses, which affected at most 5 percent of
workers on living wage contracts in affected firms. Affected firms decreased overtime
hours, in sharp contrast to non-living wage firms, which increased overtime during the
same period. Affected firms also kept training for new hires at the same level, while non-
living wage firms increased training, representing a relative decrease in training for living
wage firms. This may reflect the fact that living wage affected firms are hiring more
workers with previous formal training, who do not require as much on-the-job training.

In terms of workforce changes, the worst case scenario— the displacement of the workers
who are the intended beneficiaries of the living wage—has not occurred. The majority of
affected firms have not changed their hiring standards and reported seeing no changes in
the composition of their workforce. A comparison of affected workers hired before and
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after the living wage reveals that new hires are no different in terms of age at hiring,
years of schooling, whether they are native English speakers, and whether they are
currently attending school. The proportion of Latinos has actually increased, while the
proportion of whites has decreased, although this is more likely to be a reflection of
demographic changes in the labor pool, rather than a result of changes in hiring
preferences.

New hires are different in three important ways, however. Among new hires, the
proportion of men is 11 percentage points greater and the proportion of workers who
have had formal job training before being hired is 10 percentage points greater.
Furthermore, the wages earned by new hires in their previous job before becoming
subject to the living wage are 20 percent higher (compared to the wages paid by
employers before the living wage). This wage difference may reflect employers’
preferences for more highly-skilled workers. For employers, attracting better-trained
workers means more productive employees and less time and money spent on training
and supervision. From the workers’ perspective, new applicants who are women or have
less training will likely have more difficulty accessing these 10,000 living wage jobs.

Affected firms have also experienced some cost savings following the living wage, which
partially mitigates the cost increases. One in three living wage affected firms reported a
turnover decrease, which was twice the rate for non-living wage firms. Current rates of
turnover are 17 percentage points lower on average at living wage firms than at non-
living wage firms. The cost savings from turnover reduction allow living wage affected
firms to recoup 16 percent of the costs of the mandatory wage increase. Rates of
unscheduled absenteeism for affected firms have declined as well, representing a further
cost savings.

Finally, the living wage has led to some changes in contracting patterns with the city.
Although most affected firms feel the same about city contracting as they did before the
living wage, firms that provided more paid days off before becoming subject to the
ordinance find it easier to compete for city contracts. This may reflect the “level playing
field” created by the ordinance, mentioned by several firms, which benefits firms with
more generous labor policies. Non-profits and smaller establishments report that they are
less likely to seek city contracts, although interviews with officials in five different city
departments revealed no knowledge of firms that had left city contracting due to the
living wage. Firms that have entered into city contracting since the living wage are more
likely than other firms to have paid higher wages previously. This may explain why their
workers are older at hiring and have slightly more years of education compared to
workers hired before the living wage.
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Chapter 8 : Conclusions and Policy Implications

Living wage policies have proliferated across the country as local officials have sought
ways to tackle the growth of low wage jobs in their communities. Although these
ordinances typically apply to a small section of a given metropolitan labor market, they
can focus public discussion on issues of job quality and low-wage poverty. Advocates
argue that the public sector should not be a low-wage employer, and that increasing
wages will improve the standard of living for poor and low-income workers. Opponents
charge that living wage laws lead to job loss, and that many low-wage workers do not
live in poor families. Our findings suggest that Living Wage Ordinances can provide
tangible benefits to workers in poor and low-income families, with small negative
impacts on business. Our findings do not address who bears the costs of the living wage,
which may include employers, their customers, city government, and local taxpayers. In
this chapter, we situate our findings in the context of the policy debates that surround
living wage proposals, and suggest ways the benefits of the policies can be maximized
and the negative impacts minimized.

Are living wage affected workers poor or low-income?

Given their characteristics, living wage workers are likely to be low-income. More than
70 percent have a high school education or less. Only 4 percent are teenagers, compared
to 14 percent of low-wage workers in the county. The average affected worker has been
in the labor force for 19 years, and nearly 90 percent are working full time. Living wage
workers are more likely than other low-wage workers to be female (nearly 60 percent), to
be African-American (30 percent), and to be single parents (16 percent). Indeed, nearly
45 percent of living wage workers surveyed said they use a government assistance
program or claimed the Earned Income Tax Credit, even while earning the living wage.

We used data on low-wage workers in L.A County to estimate poverty levels and low-
income status for living wage workers. Only fifteen percent of low-wage workers in the
county are in severe poverty, falling below the federal poverty guidelines. Most people
below the poverty guidelines are not working, so it is not surprising that the living wage
does not primarily affect this group. Using the standard of 200 percent of the poverty
guidelines as a more realistic measure of poverty status, 43 percent of low-wage workers
are poor. These workers meet the income eligibility criteria for various government anti-
poverty programs. Finally, the majority of workers, or 69%, can be considered low-
income. They fall below a self-reliance standard for Los Angeles County, and would
likely have difficulty making ends meet without sharing housing or relying on
government assistance or informal childcare. The remaining 31% of low-wage workers
are not low-income.

Compared to low-wage workers in the county, living wage workers are likely to have
lower family incomes because they are less likely to be teenagers, and more likely to be
female, African-American, and single mothers. The income gains from the living wage,
then, predominantly affect poor and low-income families, who can likely use the extra
income to help meet the high cost of living in Los Angeles.
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Has the Living Wage Ordinance brought about significant improvements for workers and
their families?

The Living Wage Ordinance had a significant impact on pay for workers in affected jobs
at the time the ordinance went into effect. An estimated 9,600 workers received direct or
indirect raises due to the law. Of those, 7,700 received a mandated raise, estimated at
$1.48 per hour on average. The gain translates into $2,600 in a year on average or an
annual gain of $20 million. In addition, pay for those jobs increases every year, as the
wage level is indexed to increase annually. The remaining 1,900 workers received
indirect, non-mandated raises, mostly so firms could maintain pay differentials within the
establishment, adding another $2 million annually in pay increases.

Over time, the workforce has changed, and the wage gains for workers hired after the
living wage have not been as great. Workers hired after the living wage went into effect
came from higher-paying jobs, and therefore received smaller raises on average, even
after adjusting for the affects of minimum wage increases. For the workers at the time of
our survey, the average mandatory raise was $1,295, about half the size of the pay
increase for the jobs at the time of implementation.

The pay increase only tells part of the story as workers must pay taxes on their increased
earnings. In an analysis of three prototypical families drawn from survey data—a two
parent family with two income earners, a single parent family, and a single worker—
workers kept between 71 and 76 percent of their wage gain after taxes. Living wage
workers in these prototypical families saw a decline in eligibility for Section 8 Housing
vouchers, a program that is used by only 2 percent of living wage workers. The single
parent family also saw a reduction in Food Stamp eligibility. Combined with a reduction
in Section 8, the wage gain of the single parents could be completely offset by the loss of
program eligibility. However, the majority of single-parent living wage workers do not
rely on these programs. Only 12 percent use Section 8 rental subsidies, and only 6
percent rely on Food Stamps. Other low income families—Ilike one in which only one
parent works—might also lose eligibility due to a living wage increase. But again, most
living wage workers do not rely on Food Stamps and Section 8, programs that are
vulnerable to slight fluctuations in income. None of the workers in the prototypical
families lost their eligibility for public health insurance, which would represent a
significant loss to families with children.

There was significant variation in the raises workers received. Consequently, not all
workers we interviewed received significant raises due to the ordinance, and some joiners
even saw a decrease in wages from their previous non-living wage job. Nevertheless,
more than one-third of workers we surveyed had compelling stories to tell about how
their lives had been changed by the pay increase. One worker reported being able to
leave an abusive husband, others reported feeling more tranquil due to the raise, and still
others were able to make much-needed purchases (from a new car to children’s
clothing). But the living wage ordinance did not transform the lives of most workers.
This is not surprising given the size of the average raise and the fact that other costs in
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Los Angeles County—such as housing and health insurance—have been rising at a rapid
rate. Indeed, more than 80 percent of workers said that the living wage was not enough
to allow them to meet their basic needs. Some forty percent of workers said they or their
family were currently relying on a government assistance program like Medi-Cal or the
Earned Income Tax Credit, both indicators of need. Across family type, workers said
they would need $13 per hour plus free full family health insurance to truly afford life in
Los Angeles. Although many factors go into setting living wage levels, testimony from
workers themselves represent a much-needed contribution to the debate.

The benefits of the living wage go beyond the workers who received the mandated raise.
An estimated 1,900 workers received non-mandated raises. In contrast to government
assistance programs, living wage policies impact a broader group of workers than those
covered under the legal mandate.

The living wage also led to an increase in time off. The average firm increased paid
days of increased by 1.7 days, or 23 percent and unpaid days off by 2 days, or 22 percent.
The increase in paid days off is worth about $126 in pay to the average living wage
worker. However, eight percent of workers volunteered that they did not have full access
to the sick and vacation days they are owed, suggesting that there may be a compliance
problem with regard to paid days off. Firm surveys also revealed that some airlines
service firms misunderstood the time off provisions of the law, believing that workers
could take the time off they were owed as soon as they accrued it, and without approval
of management. Consequently, Los Angeles city officials may want to take a closer look
at how this aspect of the law is being implemented.

We were unable to interview workers who left city contract firms after the living wage
ordinance came into effect, and so we know very little about how the ordinance affected
the wages or benefits of these workers. Survey evidence clearly reveals that few of these
“leavers” were forced out of their firms through dismissals. Because these workers left
voluntarily, we might conclude that wherever they left for, their current well-being is
likely to be at least as great as at their former living wage job. This report has no
definitive findings on this matter, though, and so should be viewed as an analysis of the
impact of the living wage ordinance on work and workers in the city contract sector only.

How does the living wage ordinance affect health coverage?

Like many other living wage laws around the country, the Living Wage Ordinance was
designed to encourage employers to offer affordable health insurance to their low wage
workers. Living wage employers may comply with the ordinance by paying either a
higher wage or a lower wage and a $1.25 contribution to health insurance. Because
contributions to employee health benefits are not subject to payroll taxes, firms would
face a smaller cost increase by paying the lower wage. Our analysis revealed that the
living wage ordinance did not prompt firms to extend health insurance coverage to their
affected workers. Nevertheless, a small group of firms improved their existing benefits
plans or expanded benefits to low wage workers in order to comply with the law, changes
that led to improvements for about 2,200 jobs. Two percent of firms decreased benefits
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for their workers in response to the ordinance, resulting in benefit reductions for 140 jobs
or for about 1.5 percent of the workers who received raises due to the law.

These modest changes suggest that a $1.25 health differential can cause some firms to
improve their health insurance plans. But the ordinance has not resulted in significant
numbers of workers gaining health insurance. Although firms in the city contract sector
are more likely to offer employer-paid benefits than their non-living wage counterparts,
more than 38 percent of workers lack health insurance or use public programs. Workers
do value health insurance highly, with 75 percent of lower-wage workers say they would
not give up their access to health insurance for a $1.25 per hour increase. Similarly, 58
percent of higher-wage workers say they would take a $1.25 per hour pay cut in order to
have no-cost individual health insurance.

Health benefits that are affordable for workers will likely be difficult to achieve with the
current $1.25 differential, which is less than the average cost of employer-provided
individual health benefits in California. Increasing the differential would also provide a
greater payroll tax savings, increasing the incentive for firms. Encouraging firms to
provide affordable health coverage for workers’ families is a greater challenge. Union
firms, with access to union purchasing pools, have demonstrated the greatest success in
this area.

Does the living wage lead to job reductions or other negative impacts?

The majority of firms we surveyed had not engaged in major cost cutting due to the
Living Wage Ordinance. A larger wage increase might have induced more widespread
firm responses. Nevertheless, some firms did take cost cutting steps, which in most cases
only affected a minority of workers. A significant minority of firms cut staff (19
percent), and these reductions were minimal—112 workers—or one percent of affected
workers. A minority of living wage firms also cut such benefits as merit increases, free
lunches, health benefits (as discussed above), changes that affected no more than 5
percent of affected workers. Living wage firms also decreased overtime and training for
new hires, relative to comparable non-living wage firms. Several firms reported that the
enforcement of the ordinance has created an onerous paperwork burden. Firms must
submit certified payroll records for each contract covered by ordinance, and some firms
have numerous covered contracts.

A minority of firms reported making changes in their hiring standards, and the living
wage workforce also became more male and more highly trained after firms became
subject to the law. For employers, attracting better-trained workers means more
productive employees and less time and money spent on training and supervision. From
the workers’ perspective, new applicants who are women or have less formal training will
likely have more difficulty accessing these 10,000 living wage jobs. Moreover, new hires
may possess greater unobservable skills, as suggested by the fact that they have higher
before wages than do stayers.
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In spite of the difference between new and old workers, the workforce remains
unchanged in many important respects. New hires are no different in terms of age at
hiring, years of schooling, whether they are native English speakers, and whether they are
currently attending school. There has been a significant increase in the proportion of
Latinos among new hires, most likely a reflection of demographic changes in the labor
pool.

Although the negative impacts appear to be minor, some firms—namely social service
organizations—may be disproportionately burdened by the law. Several social service
firms complained that they cut staff because they were unable to pass on increased costs
to the city. Social service firms were also more likely to report a negative change in
attitudes toward city contracting than other firms. Given the importance of the work
done by these firms—and the difficulty non-profit organizations have securing funding—
the city may want to ensure that its funding for non-profits recognizes their increased
costs due to the ordinance.

Are there benefits to firms from raising wages?

Employers have experienced cost savings following the living wage, which partly offset
the cost increases. One in three living wage firms reported a turnover decrease, which
was twice the rate for non-living wage firms. The average current turnover rate at living
wage firms is 17 percentage points lower than at non-living wage firms, resulting in an
estimated cost savings of $430 per worker per year. Through these turnover reductions,
the average firm makes up 16 percent of the cost of the wage increase. Employers have
also benefited from declines in unscheduled absenteeism, and an increased ability to
recruit more highly-trained workers.

Are there benefits to taxpayers from the Living Wage Ordinance?

Our analysis of prototypical workers-a single worker, a couple with children, and a single
parent--suggests that living wage laws may provide benefits to taxpayers, as well.

Annual federal and state tax receipts increased by between $259 to $491 depending on
the family type. For each family type, at least 95 percent of the benefits went to the
federal government. (States and federal governments would also benefit from increases in
employer payroll due to the living wage raise.) In our analysis of prototypical workers,
the federal and state government did not see substantial potential savings in the area of
government assistance. Eligibility for Section 8 rental housing subsidies were affected
for the single worker prototype and the single parent prototype , but most workers do not
use this program. Only the single parents prototype (single parents make up 16 percent
of the sample) saw a reduction in Food Stamps. But most living wage workers who are
single parents (92 percent) do not make use of the Food Stamp program.

In summary, the experience of the Los Angeles Living Wage Ordinance shows that the
law had measurable positive impacts on workers. Workers saw real wage gains that had
a positive—if not a transformative—impact on their lives. Most of these wage gains go
to workers in poor or low-income families, who can likely use the extra income to help
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meet the high cost of living in Los Angeles. As predicted by some economists, the
ordinance did cause a slight shift in the demographics of the workforce, with workers
becoming more male and more highly trained, but they remain the same in many
respects, as they continue to be mostly non-white workers with a high school education
or less. Cost cutting strategies employed by a minority of firms had minimal impact on
workers, with job reductions at less than 1 percent. Firms also saw reductions in turnover
and absenteeism, allowing them to recoup some of the cost of higher wages. More
attention needs to be paid to the health insurance differential if it is to really encourage
employers to provide affordable insurance to their workers. Likewise, social service
agencies may merit special attention since they may be disproportionately impacted by
the ordinance.
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Appendix A: Survey Methodology

This research project was started as a joint venture between economists at the
University of California and LAANE. The City of Los Angeles had contracted for a study
of the fiscal impacts of the LWO on the City itself,'®® but no one planned to interview the
workers. In cooperation with the City, we set out to survey not only the firms affected by
the ordinance, but their workers as well.

The project began in 2001 and has continued through the end of 2004. The early
stages of the project were devoted to developing and pilot-testing the firm and worker
survey questionnaires, as well as working with the City to transform their enforcement
database into something we could use as a sampling frame. We also convened an
academic advisory board for the project, and we incorporated their comments into the
design of the study.

This methodological appendix discusses the various surveys that constitute the
basis for this report.

Design of the Living Wage Employer and Worker Surveys

The goal of the project was to conduct a survey of workers in jobs where pay was
increased to meet the requirements of the Los Angeles City Living Wage Ordinance. In
order to interview these workers, it was necessary first to identify firms that were covered
by the ordinance and that might have low-wage workers, and then to take a sample of
these firms and talk to their management in order to be able to identify and sample the
affected workers.

Therefore, we adopted a two-stage cluster sampling approach—first sample the
firms, then sample the workers within the sample of firms—because taking a random
sample of all covered workers would have been too costly. We used the database
maintained by the city'®” to develop lists of covered firms, focusing on those firms
deemed by the city to employ significant numbers of low-wage workers. These firms, in
industries such as janitorial and landscape maintenance, are categorized as “priority one”
by the city. Other firms, labeled “priority two,” certify that all their employees earn at
least $2 per hour above the living wage, and “priority three” firms certify that all of their
employees earn at least $15 per hour.'® We examined the priority two firms and
concluded that the classification was properly done and that we would miss very few
low-wage workers by focusing on the priority one firms. In fact, we had to screen out
many of the priority one firms because they had no workers impacted by the law.

1% Richard Sander’s study has never been completed. However, he has written up various findings over the
years and we reference these in different parts of this report. The unfinished nature of his research
demonstrates just how difficult these studies are.

17 At the time of the survey, the database was kept by the Contractor Enforcement Section of the City
Administrative Officer. It is now kept by the Office of Contract Compliance of the Bureau of Contract
Administration.

18 See Appendix B for a fuller discussion of this database and a breakdown of the numbers of firms in the
different categories.
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We developed a database that stratified the priority one firms into the following
groups:

« Airlines

« Airline services, including security screening, baggage handling, and skycaps

 Janitorial

«  “Outdoors work,” including landscape maintenance, brush clearance, tree
trimming

« Retail and food service

« Security and parking

« Social services

+ Transit

« Miscellaneous, including golf courses, amusements, citation processing, etc.

We divided each stratum into large firms (>=50 workers on the city contract or lease)
and small firms (< 50 workers on the city contract or lease) and took a random sample of
each. We sent a letter requesting their participation to each firm in the sample, along
with a letter from the City of Los Angeles instructing them that they were required to
cooperate as part of their contract with the City. We then called the sampled firms to
conduct a preliminary screening, to make sure they had raised wages in order to comply
with the ordinance. Based on this screening of firms for the employer survey, there were
no firms that only improved benefits to comply with the ordinance, without also raising
wages. We would then arrange for an in-person interview with management. Since we
needed to talk to management in order to obtain a list of workers, we decided to conduct
formal interviews with the firms and we wrote a questionnaire for this purpose (see
Appendix __ for a copy of the Employer Survey). These interviews typically lasted one
to two hours and were conducted with owners, personnel managers, or other
management, or at times with all of these. In this report, the results of these interviews
are referred to as the Living Wage Employer Survey.

Considerable effort went in to analyzing and completing the city’s database of
contracts. Because contracts were constantly being renewed, the contractors were
changing as we conducted the survey. We would call firms only to find that they no
longer held a contract with the city and hence were no longer willing to cooperate with
the survey. At first we thought we would interview some of these firms (and workers
from these firms) to see what had happened after the Living Wage Ordinance no longer
applied to the firms, but this proved impossible. Almost no one would cooperate and we
had no way for the City to compel them to participate. This was such a problem that in
two instances the contract expired after we interviewed the firm and as a result the firms
refused to provide contact information for the workers. Therefore, there were only two
interviews conducted with firms—both small—that did not have current city contracts
when we took a sample, and six interviews with firms whose contract expired between
the time we selected them and we interviewed them. This study does not specifically
address what happened in the firms that no longer have a city contract.

Instead of trying to interview firms with expired contracts, then, we began
screening them out at the initial contact stage, along with the firms that did not have
workers affected by the Living Wage Ordinance. This tended to exhaust the sampling
frame. Therefore, as the survey progressed we periodically added the new groups of
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contractors into the database and took samples of them separately in the same manner
that we took the initial sample. This was necessary due to the significant lag time
between the signing of a contract and its entry into the database, on average 6 months.

It is important to reiterate that the Living Wage Employer Survey was not designed as
a sample of all firms subject to the living wage ordinance, but was instead an artifact of
our attempt to interview the workers affected by the wage provision of the law. It is a
random sample of firms with affected workers, but we interviewed only as many firms as
was necessary to generate minimum numbers of workers in the different strata.
Consequently, it is not a large sample; the sample size is 82. In the end, we interviewed
workers at 62 of these firms.

We over-sampled the large firms for cost and clustering reasons. However, most of
the workers impacted by the Living Wage Ordinance are in a relatively small number of
firms, mainly at the airport. Excessive clustering could easily lead to a study of the
airport and provide little information about the other sectors. In order to obtain
information about workers in all affected occupations, as well as from union and non-
union firms, we decided to limit the number of workers at any one firm.

Therefore, at the second stage of the sample, to limit the clustering, we adopted a
rule of sampling one out of every five workers, but no more than 10 workers in a firm—
any firm with 46 or more workers is represented by a sample of 10. The one exception to
this rule is the airline services industry, where extensive consolidation has occurred at the
airports in the wake of 9/11, and where a few firms employ many thousands of the
workers subject to the ordinance. For each of these large airline services firms, we took a
sample of 20 workers.'®

In every instance, we requested a payroll list with the name, occupation and date
of hire of the affected employees. We then took a random sample and tried to work with
management to contact the selected workers. We stratified the workers in the sampled
firms into occupational groups whenever possible, in order to provide as broad a range of
experiences as possible. This was possible in 11 of the 62 firms where workers were
interviewed. We attempted to further stratify workers by whether they were at the firm
before the living wage ordinance took effect or were hired afterwards, in order to be able
to compare these experiences. This was possible in 13 of the 62 firms. This latter
stratification allowed us to compare the experiences and characteristics of the “stayers” to
the “joiners.” However, there was no way to contact the workers who separated
voluntarily or involuntarily from the firms after the LWO took effect, the “leavers.”

We found that with the encouragement of the city, most of the firms agreed to
participate in the study. However, in a number of instances we had to have the City’s
enforcement agency call the firm, or if that didn’t work we had the City contracting
department that controlled the firm’s contract call them. Without this assistance from the
City, the survey would not have been possible. Only in one case did we fail to interview
any firm from one of the industry/firm size strata. Small airline service companies, most
of which are subcontractors to airlines that have leases, uniformly refused to cooperate.
Airport management was unable to convince them or their airline contractors to cooperate
and we found we had no further recourse. Therefore, this study does not include the

169 However, due to the difficulties of locating workers at the airport, we actually interviewed 11, 14, and
19 workers at these three firms.
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experiences of airline service contractors with fewer than 50 employees, some 20 firms.
Apart from this stratum of small airline service contractors, 16 firms refused, implying
that about 84 percent of the firms sampled were interviewed.

Remarkably, only seven firms that we interviewed refused to supply us with the
names of their employees. However, a great deal of follow-up work was required to
actually obtain the worker lists that were promised. We hired a full-time staff person for
a year just to do this follow-up. As a result of these refusals, as well as other factors, the
worker sample is drawn from a total of 62 firms.

Another area that proved to be quite labor-intensive was obtaining home contact
information for the sampled workers. In some cases, the employers were willing to
provide home phone numbers, but in many cases they refused to release such personal
information. In those cases, we sent interviewers to the work site to find the selected
workers and arrange interviews. These visits often took hours because of the
unpredictability and variability of workers’ schedules.

We paid the workers $25 for their participation and usually conducted the
interviews away from the job site, often in the workers’ homes or wherever they felt most
comfortable. All interviews were conducted in person in either English or Spanish.'”

In this report, the results of this survey are reported as the Worker Survey (see Appendix
__for the questionnaire). This survey has a sample size of 320. Approximately half of the
workers are at an airport (LAX or Ontario) and half are in other sectors of the economy.
About 44 percent of the workers were hired by the firms before the Living Wage
Ordinance was applied to the firm and 56 percent after. Some 76 workers refused to be
interviewed, which is to say our response rate was 81 percent. Difficult groups included
the skycaps, who received many tips and did not want to discuss them, and security
guards—29 refusals were in big airline service firms and 11 refusals occurred at one
security guard firm.

Employer Control Group Survey

A third survey was conducted by David Fairris and Mark Brenner. This survey consisted
of a random sample of firms in the same industries as those in the Living Wage Employer
Survey, but none of which were city contractors. The purpose of the survey was to
provide a control group against which to compare the results of the Living Wage
employer survey. In this report the results or comparisons from this survey are reported
as the Survey of Diversity in Human Resource Practices (SDHRP). This survey has a
sample size of 210 firms. A two stage stratified sampling approach was used in which
establishments were first divided into the industry sectors used in the living wage survey.
Within each sector, the establishments were further divided into large (>50 employees)
and small establishments. The SDHRP survey questions were patterned after the living
wage survey. The SDHRP survey was conducted from the fall of 2001 to the fall of
2002. There are some differences between the SDHRP and the Living Wage Employer
Survey that are worth noting. The living wage survey was conducted in person while the
SDHRP was a mail-in survey that also involved considerable telephone follow up.

791t turned out that most of the immigrants who were native speakers of other languages were working in
jobs that required English proficiency.
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Unlike the Living Wage Employer Survey, the SDHRP did not have the official
endorsement of the City of Los Angeles and consequently there was a lower response rate
(23 percent). Both surveys asked firms retrospective questions. The living wage firms
were asked to compare their experiences before the law went into effect to their
experiences after the law went into effect. SDHRP firms were asked to compare the
current experiences to their experiences two years pior to the interview, based on
preliminary evidence from the living wage survey that showed that the average living
wage firm came under the ordinance in the middle of 2000. Nevertheless, there was
variation in the time that living wage firms became subject to the law, and this could
influence results especially in the case of wage changes. In such cases, a subgroup of
firms with “before” dates that are more tightly distributed around the “before” dates of
the nonliving wage establishments were also examined. Findings from this control
group analysis are forthcoming in Industrial Relations.
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Appendix B:
Methodology For Estimating Numbers of Living Wage Firms and Jobs

We estimated numbers of living wage firms and jobs by using data from both the living
wage employer survey and the database of all living wage contractors kept by the City of
Los Angeles. This database, called the Living Wage Contractor Database, is used by the
City to track compliance with the provisions of the Living Wage Ordinance. The
database was created by the City’s Bureau of Contract Administration (BCA), a division
of the Department of Public Works, which was the first agency to enforce the LWO after
its passage in 1997. Enforcement was transferred in 1999 to the Contractor Enforcement
Section of the City Administrative Officer (CAQO), which maintained the database from
1999 to June of 2004. In July of 2004, enforcement was transferred back to BCA, which
now maintains the database in its Office of Contract Compliance. We used the database
both as a sampling frame and also to estimate the number of living wage jobs.

The database contains information provided by both the city departments that hold living
wage contracts and by the firms themselves. Each living wage contract is a separate
record in the database, so a firm with multiple contracts will have multiple records. The
database is continually updated as contracts expire and new contracts are negotiated. The
database is a historical record of all contracts, so it contains many contracts that have
expired. When we first started the project in 2001, there was very little information about
airport firms, due to reluctance on the part of the airlines to provide information about
their employees or their subcontractors. This information was gradually added over time.

Contracts and Firms Subject to the Living Wage

We obtained various version of the database from the city, starting in early 2001 and
continuing up until late 2003. We chose to use the August 2002 version of the database,
because it corresponded in time most closely to when the employer survey was
conducted. We had to make several assumptions about records in the database in order to
determine which contracts to select.

* Definition of current contracts: The contracts had to be selected by date of
expiration, because the database contains many contracts that have expired. If we
did not select by date, it would result in a large overcount of contracts subject to
the ordinance. We therefore selected all contracts with expiration dates after the
date we received the database.

However, the database does not reflect the most current contract information,
because of the time lag involved in the various city departments forwarding
subject contracts to the city, and the time for city staff to enter the information
into the database. On average, contracts are entered into the database six months
after the contract term has begun. Therefore, at any given point in time, contracts
in the database have expired, but the new contracts that have replaced them have
not yet been entered into the database. This results in an undercount of covered
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contracts. In order to account for this time lag, we expanded our criteria to
include contracts that had expired six months before the date we received the
database.

In addition, 20 percent of all subject contracts are missing an expiration date,
making it difficult to tell if the contract is current or not. Contracts prior to 1999
are more likely to be missing this information. Subcontractor records are more
likely to be missing an expiration date. According to the CAO’s office, this may
be because the city does not have a contract directly with subcontractors, and the
primary contractor often does not set an expiration date. Therefore, we included
subcontractor records with missing end dates, but not primary contractor records.

* Inclusion of union supercession contracts: We included all contracts where a
union collective bargaining agreement supercedes the LWO. In our research, we
found that in most cases, wages for workers on such contracts were equal to the
level of the living wage or above. In some cases, the LWO enabled unions to
negotiate a raise, usually up to the living wage level or higher. In some cases, the
wages were already at the living wage level or above. In a very few cases, union
contracts include wages lower than the living wage, in return for other benefits
such as free family benefits or additional paid days off.

Using these selection criteria, there were approximately 722 contracts, held by 474 firms,
subject to the living wage at the time of our survey. The City divides contracts subject to
the living wage into three categories, in order to focus its enforcement resources on firms
with low-wage jobs, as shown in Table B-1.'7" “Priority 17 contracts are those where
services are provided by workers in low-wage occupations, such as janitors, gardeners,
security guards, retail clerks, and the like. This is the largest category, with 62 percent of
all subject contracts. “Priority 2” contracts are those where firms have certified that all
employees working on the contract earn at least $2 per hour above the living wage level.
These make up only 5 percent of all subject contracts. “Priority 3” contracts, which make
up 23 percent of subject contracts, are those where firms have certified that all employees
on the contract earn more than $15 an hour.

Table B-1: Contracts and Firms Subject to the Living Wage by City Enforcement
Priority Level

Enforcement | Description # of % of All | # of
Priority Contracts | Contracts | Firms
1 Deemed by the city to 451 62% 244
employ low-wage workers
2 Firm certifies all workers 35 5% 29
earn at least $2/hr. above the

171179 of contracts were missing a Priority designation. We examined the work performed on the
contract, and if it was likely to be performed by low-wage workers, we changed the Priority designation to
P1.
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living wage level
3 Firm certifies all workers 169 23% 161
earn above $15/hr.
Not specified | Information missing in 67 9% 58
database
Total covered by the LWO | 722 100% 474*

Source: City of Los Angeles Living Wage Contractor Database.

*Column does not total because some firms are in more than one category. Because the city database is
organized by contract, the same firm can have different priority levels for different contracts, depending on
the type of work performed.

Correction of City Database Jobs Information

We made several corrections to the jobs information in the city database, to address
problems with missing data. The calculations are outlined in Table B-1.

1) Correction of missing jobs numbers: The city database contains a field for the total
number of employees on each contract subject to the LWO, taken from certified payroll
records submitted by contractors as part of the enforcement process. In our analysis of
the database, we discovered that 49 percent of current contracts subject to the living wage
lacked information on numbers of jobs. This was due to the reluctance of firms to
provide this information and the lack of city resources to follow up on all covered
contracts. To correct the database, we used the records that did contain numbers of jobs
to calculate the average number of jobs per contract. For P1 records, we calculated
averages for each industry. For P2 and P3 records, we calculated an overall average. We
used these averages to fill in the contracts that contained missing data.

According to CAO staff, job numbers for airport contracts were more likely to be blank.
One company can have multiple contracts at the airport. CAO staff often entered job
numbers by totaling the number of jobs for the entire airport, and entering the total into
one contract record, leaving the others blank. For this reason, we only corrected airport
records if an employer was missing job numbers for all airport contracts. For non-airport
contracts, we filled in all missing records.

2) Large contracts missing from the database: In addition, we identified several
contracts with large numbers of jobs that were missing entirely from the database. We
researched the number of jobs and added them to the database.

3) Correction based on comparison with employer survey results: Because there
was so much missing information in the database, we compared the information in the
database for the 82 firms in our survey with the information collected in the survey
interviews, in order to gauge the accuracy of the database.

First, we calculated a weighted average using the data from the city database, giving each

firm the same weight that it had in our survey. We then compared this to the weighted
average of total jobs covered by the living wage from our survey. The average from the
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database was 45 percent below the average from the survey.'”? This is a significant
undercount, which we believe is due to missing information in the database, including
contracts missing from the database, missing information on expiration dates, and
missing and incorrect information on the number of jobs. For example, in order to select
current contracts, we selected contracts by date of expiration. If the date of expiration
was missing, the contract would not be selected. With 20 percent of records missing the
date of expiration, it is likely some current contracts were missed.

In order to correct the undercount, we needed to add 45 percent to the database total.
However, we did not interview enough airlines to be able to correct the information in the
database for these firms. Therefore, we did not add 45 percent to the total of jobs in the
airlines. As shown in Table B-1, first we subtracted the 6,216 jobs in the airlines, then
we added the 45 percent adjustment for the undercount, then we added the airline jobs
back in.

Table B-1: Correction of City Database Jobs Numbers

Adjustment to Database Number
of Jobs
Total jobs on Priority 1 contracts after filling in missing jobs and contracts | 17,102
Less airline jobs (-6,216) 10,886
Adjustment for database vs. survey results (+45%) 15,785
Plus airline jobs (+6,216) 22,001
Corrected total jobs on Priority 1 contracts 22,001

Source: Authors’ analysis of City of Los Angeles Contractor Enforcement Database as of August, 2002.
Calculation of Total Jobs Subject to Living Wage

After correcting the database, we calculated the total number of jobs subject to the living
wage on all current living wage contracts. In order to calculate this total, we started with

the corrected total jobs on Priority 1 contracts. Then, we added the 2,177 jobs on Priority
2 and Priority 3 contracts from the corrected city database, as shown in Table B-2.

Table B-2: Calculation of Number of Jobs Subject to Living Wage

Adjustment to Database Number

of Jobs
Corrected total jobs on Priority 1 contracts 22,001
Plus total jobs on Priority 2 and 3 contracts from corrected city 24,178
database (+2,177)

Source: Authors’ analysis of City of Los Angeles Contractor Enforcement Database as of August, 2002.

' In order to confirm that the city database represents an undercount, we performed the same exercise
using another version of the database from March 2002, which is five months earlier, but still near the
middle of our survey period. This comparison yielded an even higher city database undercount of 82%. To
be conservative, we chose the smaller of the two adjustments.

134



Calculation of Directly Affected Jobs

The calculation to estimate the number of jobs where mandatory raises were given in
order to comply with the ordinance is shown in Table B-2. We started with the 17,102

jobs on Priority 1 contracts from the corrected city database.

)

2)

Subtraction of airline employees. Although airlines are in the Priority 1 category, it
is unlikely that they raised their employees wages due to the living wage. Based on
analysis by the Contractor Enforcement Section staff of payroll records submitted by
the airlines, most airline jobs paid more than $10 per hour in 2002 and were unlikely
to be affected by the LWO. (At the time, the living wage was $9.52 without
benefits.) This was confirmed by two interviews we conducted with airlines, neither
of whom raised wages for any employees. Therefore, we subtracted 6,216 airline
jobs from the number of affected jobs.

Adjustment for unaffected firms and jobs. Through the firm survey, we found that
some jobs on Priority 1 contracts were already above the wage level of the LWO.
Some Priority 1 employers reported to our surveyors that the wages for all jobs on
living wage contracts were already above the living wage level. Although we did not
include these firms in our survey, we kept a record of these cases. In addition, some
firms in our survey were required to raise wages only for some jobs on living wage
contracts, because pay for some jobs was already above the living wage level.

In order to adjust for these effects, we calculated the weighted average percentage of
affected jobs, including both firms in our survey and firms we screened out because
they were already above the living wage. The percentage of affected jobs is the
number of affected jobs divided by the total number of jobs on the contract. For the
firms that already paid above the living wage level, the percentage of affected jobs
was 0. The weighted average for all firms was 49 percent. We multiplied this by the
number of covered jobs calculated from the city database to arrive at our final
estimate of 7,735.

Table B-2: Calculation of Number of Directly Affected Jobs

Adjustment to Database Number of Jobs
Corrected total jobs on Priority 1 contracts 22,001

Less airline jobs (-6,216) 15,785

Less unaffected firms and unaffected jobs (-51%) 7,735

Source: Authors’ analysis of City of Los Angeles Contractor Enforcement Database as of August, 2002.

Calculation of Jobs on Living Wage Contracts in Affected Firms

We define “affected firms” as those firms that were required to raise wages in order to
comply with the living wage. The number of jobs on living wage contracts in affected
firms was the basis for our estimates of the number of jobs where indirect raises were

given and the number of jobs where health benefits were improved. In order to calculate
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this number, started with the corrected total jobs on Priority 1 contracts, as shown in
Table B-3. Because airlines were unlikely to be affected, as discussed above, we
subtracted the airline jobs. This left us with Priority 1 jobs not including the airlines,
which was the sampling frame we used for the employer survey. Based on firm
screening for this survey, we found that the firms that gave raises represented 89 percent
of the total jobs in this category. Applying this 89 percent to the 15,785 jobs from the
database gave us our estimate of 13,974.

Table B-3: Calculation of Number of Jobs on Living Wage Contracts in Affected
Firms

Adjustment to Database Number of Jobs
Corrected total jobs on Priority 1 contracts 22,001
Less airline jobs (-6,216) 15,785
Less jobs in unaffected firms (*89%) 13,974

Source: Authors’ analysis of City of Los Angeles Contractor Enforcement Database as of August, 2002.
Calculation of Affected Firms

We define “affected firms” as those firms that were required to raise wages in order to
comply with the living wage. In order to estimate the number of affected firms, we
started with the total number of Priority 1 firms from the city database, which is 244.
Because we determined the airlines were unaffected, we subtracted the 29 airlines in the
city database. Based on firm screening for the employer survey, we found that affected
firms represented 69 percent of all the firms we called. Applying this 69 percent to the
215 firms from the database gave us our estimate of 148.

Table B-4: Calculation of Number of Affected Firms

Adjustment to Database Number of Firms
Total Priority 1 firms from city database 244
Less airline firms (-29) 215
Less unaffected firms (*69%) 148

Source: Authors’ analysis of City of Los Angeles Contractor Enforcement Database as of August, 2002.

136



