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House Bill 761 (Delegate Marriott)

Economic Matters

Procurement - State Contractors - Living Wage to Employees

This bill requires contractors and sub-contractors to pay their employees a living wage under
all State procurement contracts, excluding supply contracts. If the Maryland Prevailing
Wage Law applies to a procurement contract, and the prevailing wage rate exceeds the living
wage rate, the prevailing wage applies. The Board of Public Works is required to set the
living wage rate before October 1 of each year.

. ______________________________________________________________________________________________________________________|
Fiscal Summary

State Effect: Potential significant increase in State expenditures for procurement contracts.
Local Effect: None.

Small Business Effect: Meaningful.

Analysis

Bill Summary: The bill requires State procurement contracts to contain a living wage
clause. The living wage clause must: (1) require the contractor to pay all employees working
under the contract at least a living wage; (2) require the contractor to include a similar clause
in every subcontract; and (3) provide that if the prevailing wage applies to a procurement
contract and the prevailing wage rate exceeds the living wage, the prevailing wage rate
applies. The bill does not apply to State procurement contracts or subcontracts for supplies.
The bill defines living wage to mean the minimum hourly wage, based on a 40-hour
workweek, required to exceed the most recent U.S. Department of Health and Human
Services poverty guidelines for a family of four. The living wage must be determined by the
Board of Public Works no later than October 1 of each year. The bill applies to State



procurement contracts for which an invitation for bids or request for proposals is issued on or
after October 1, 2000, the effective date of the bill.

Current Law: There is no requirement under current law for a living wage provision in
State procurement contracts. Contracts for cleaning the World Trade Center Building in
Baltimore City are subject to the city’s living wage provisions.

Background: Procurement means leasing, buying, or otherwise obtaining supplies, and
certain professional, construction, architectural, engineering, or energy performance contract
services, by a unit of the executive branch of State government. A procurement contract does
not include a collective bargaining agreement with an employee organization, an agreement
with a contractual employee, or a Medicaid or similar reimbursement contract under certain
circumstances.

According to the most recent U.S. Department of Health and Human Services data, the
poverty guideline for a family of four is $16,700. Calculated based on 50 work weeks per
year at 40 hours per week, the living wage is $8.35 per hour. Calculated based on 52 work
weeks per year at 40 hours per week, the living wage is $8.03 per hour. The current federal
minimum wage, which Maryland adopts as its minimum wage, is $5.15 per hour. Effective
July 1, 2000, Baltimore City’s living wage rate is $8.03 per hour.

An increasing number of jurisdictions around the nation are adopting some form of living
wage requirements for government procurement contracts. Attachment 1 contains a listing
of jurisdictions with living wage requirements for contractors.

State Fiscal Effect: State expenditures would increase depending on the number of
employees of State contractors and sub-contractors earning less than the living wage, and the
ability of the contractors to pass the increase in costs on to the State.

A recent study on the impact of the living wage law in Baltimore City concluded that the
living wage increased contracts costs for the city by 1.2%. The study concluded that, for the
26 contracts reviewed, four had a decrease in costs, five had no change in costs, and 17 had
an increase in costs of 0.7% to 54.6%. Three contracts comprised 85.7% of the total contract
costs and had a large influence on the total change in costs.

The overall impact of the bill’s provision on State expenditures cannot be reliably estimated
at this time. The mix of contracts by size and purpose for the State will be different from
those in the Baltimore City study. Because some of the contracts in the Baltimore City
sample had cost increases up to 54.6%, there is a potential for a significant increase in State
expenditures for procurement contracts.
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For illustrative purposes, the Department of Health and Mental Hygiene (DHMH) advises
that the bill would increase its contractual costs by $25.6 million in fiscal 2001 reflecting the
October 1, 2000, effective date, and by $34.1 million on an annualized basis. Because some
of the programs with contracts affected by the bill’s provisions have federal matches, there
would be an increase in federal revenues of $8.9 million in fiscal 2001 ($11.9 million on an
annualized basis). This results in a net increase in general fund expenditures of $16.7 million
in fiscal 2001 ($22.2 million on an annualized basis).

To the extent that the living wage increases the taxable income of employees of State
contractors there would be an increase in revenues from the personal income tax, including a
possible reduction in the earned income credit. Also, to the extent that the increase in income
affects the eligibility and level of benefits a family would receive for certain programs such
as Medicaid, there would be a reduction in expenditures.

Small Business Effect: All businesses with State contracts will have to pay the living wage.

However, if demand for the services of certain types of firms is low, they will be unable to
pass all of the increased costs on to the State. Because of their size, small businesses are
often unable to take advantage of some of the economies of scale that large businesses can
use to reduce costs. Often they also do not have a large client base over which to spread any
increase in costs. Without the ability to reduce or recover their costs, small businesses will
be at a competitive disadvantage compared to large businesses and have a loss of income as a
result.

Additional Information

Prior Introductions: This bill was introduced as HB 686 in the 1999 session and received
an unfavorable report by the House Economic Matters Committee.

Cross File: None.

Information Source(s): Department of Health and Mental Hygiene; Department of Labor,
Licensing and Regulation; Department of Budget and Management; Board of Public Works;
Department of Transportation; American Federation of State, County and Municipal
Employees; “The Effects of the Living Wage in Baltimore” Christopher Niedt, et al; Working
Paper No. 119, Johns Hopkins University; Department of Legislative Services

Fiscal Note History: First Reader - March 7, 2000
cm/jr
Analysis by:  Christine A. Scott Direct Inquiries to:
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John Rixey, Coordinating Analyst
(410) 946-5510
(301) 970-5510
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Attachment 1

Jurisdictions with a Living Wage Requirement for Contractors

Year of

Location Hourly Rate Enactment/Amendment
Baltimore, Maryland $7.90 1994
Boston, Massachusetts $8.23 1998
Chicago, Illinois $7.60 1998
Cook Co., lllinois $7.60 1998
Des Moines, lowa $9.00 (average wage goal) 1996
Duluth, Minnesota $7.25%/$6.50** 1997
Durham, North Carolina $7.55 1998
Jersey City, New Jersey $7.50 1996
Los Angeles, California $8.64%/$7.39%** 1997
Milwaukee, Wisconsin $6.56 1995
Milwaukee County, Wisconsin $6.25 1997
Milwaukee School Board, $7.70 1996
Milwaukee, Wisconsin

Minneapolis, Minnesota 110% of Poverty Guidelines for a 1997

family of four. $8.83
Multnomah County, Oregon $9.00 1998
New Haven, Connecticut 110% of Poverty Guidelines for a 1997
family of four. $8.83
New York, New York “prevailing wage” law - wage varies 1996
depending upon job sector and is set by
City Comptroller
Oakland, California $9.25%/$8.00%** 1998
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agency employees working for the city

Pasadena, California $8.50/$7.25%* 1998
Portland, Oregon $8.00 1998
San Antonio, Texas durable goods manufacturing - $10.13; 1998
non-durable goods and services - $9.27
San Jose, California $9.50%/$10.75%* 1998
Santa Clara County, California $10.00 1995
St. Paul, Minnesota 110% of Poverty Guidelines for a 1997
family of four. $8.83
West Hollywood, California $7.25%/$8.50**; and $9.00 temporary 1997

* without health benefits
** with health benefits

Source: American Federation of State, County and Municipal Employees

(www.afscme.org/livingwage/lwchart.htm)
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