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IntroductionIntroductionIntroductionIntroductionIntroduction

In December 1994, Baltimore Mayor Kurt Schmoke signed into law
one of the nation’s first “living wage” ordinances. It required businesses
with city contracts to pay their workers a minimum of $7.70 per hour
by 1999, approximately 50% above the current federal minimum wage.
Since then, “living wage” campaigns have sprung up around the country.

In October 1996, the Preamble Center for Public Policy
(“Preamble”) published a study of Baltimore’s mandated wage
(Baltimore’s Living Wage Law: An Analysis of the Fiscal and Economic
Costs of Baltimore City Ordinance 442) in which they compared the
costs of 23 matched pairs of city contracts before and after
implementation of the living wage legislation. In spite of the fact that
labor input prices increased, Preamble claimed to find that contract
costs declined rather than increased following implementation of the
“living wage” mandate. “The predicted negative effects of raising wages
for workers employed on city contracts (higher costs, fewer jobs, and
fewer bids on city contracts) have not materialized in Baltimore.”1 In
spite of the fact that this study had not been peer-reviewed or vetted by
anyone outside of Preamble, its findings were widely heralded by the
media. Organized labor and some politicians offered the study as
evidence that mandates for higher wages are cost-effective tools for
fighting poverty. More than a dozen cities have since relied on
Preamble’s version of Baltimore’s experience in setting wage rates.

Had the media looked at Preamble’s study with an even slightly
critical eye, they would have discovered major flaws. Had they
looked more closely, they would have found outright deceptions.
The Employment Policies Institute (“EPI”) conducted a thorough
examination of the Preamble Center’s “living wage” study, including
independent verification of each of the contract prices listed in the
study. This examination reveals extremely sloppy research and an
intention to lend false credence to these mandated wage hike
campaigns. Among the findings:

• Preamble fabricated information about some contracts and,
in one case, created out of whole cloth a ficticious multi-
million-dollar contract.
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• Preamble erroneously included in their analysis comparative
contracts that were not affected by the living wage ordinance.

• Preamble included in their analysis erroneous price and bid
information about covered contracts.

• Preamble excluded relevant contract information that would
have refuted their reported results. Among the excluded
information was a $193,000 increase in the post-living wage
cost of the largest dollar value contract in Preamble’s sample,
and a $135,000 increase in the cost of a contract for which
Preamble presented bid data but no price data.

The primary conclusion of the Preamble Center’s study — that the
City of Baltimore’s contract costs declined following implementation
of the living wage legislation — hinges entirely upon the costs associated
with one of the 23 before-and-after contract pairs analyzed by Preamble
— the “Nutritional Meals Program Management” contract pairs.
Without this one contract, Preamble’s conclusion is turned on its head:
contract costs did, indeed, rise rather than fall after implementation of
Baltimore’s living wage legislation. EPI’s examination of the City of
Baltimore’s official contract award records reveals that Preamble
fabricated information about this contract, presumably to justify its
inclusion in the study.

Preamble Whips Up a Creative “Meals” ContractPreamble Whips Up a Creative “Meals” ContractPreamble Whips Up a Creative “Meals” ContractPreamble Whips Up a Creative “Meals” ContractPreamble Whips Up a Creative “Meals” Contract

On October 19, 1993, Baltimore City Purchasing Agent Ella H.
Pierce asked the Baltimore City Board of Estimates to award the
City’s “Nutritional Meals Program Management” contract
(henceforth known as the “Meals” contract) to Overlea Caterers,
Inc., the sole firm bidding for the contract. On October 27, 1993,

the Board of Estimates
voted to award Overlea a
21-month contract in the
amount of $4,415,370.96
for managing the “Meals”
program, a program that
provides elderly city resi-
dents with nutritionally
sound meals. (See Exhibit
1.) That contract (#94025)
began on January 1, 1994.

Twenty-one months after the contract had begun, Ms. Pierce asked
the Board of Estimates to approve a 12-month extension of the
contract, as provided for in the original agreement, because “We have

City of Baltimore MEMO, September 8, 1995.
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reviewed market conditions and find no evidence that lower prices
would result from a solicitation of bids at this time.” On September 27,
1995, the Board of Estimates approved a 12-month extension in the
amount of $2,161,391.00. (See Exhibit 2.) On September 25, 1996, the
City Council once again approved an extension of the “Meals”
contract, this time on a month-to-month basis. (See Exhibit 3.)

Even though the first “meals” extension (which Preamble
represented as the post-living wage “meals” contract) was passed after
the July 1, 1995, effective date of the living wage ordinance, this
contract was not affected because, as Preamble notes in its study:

Hence, the “Meals” contract was exempt from the living wage
requirement. Its labor costs were not affected by the law. It should
not have been included in Preamble’s analysis. Yet the conclusion
of this contract drives the result of Preamble’s study.

Despite the “error” of including in the analysis a contract that was
exempt from the law’s wage requirement, Preamble went further to
increase the effect of this contract on their conclusions. Without any
supporting documentation, Preamble reports in Table 2 of its study
that the amount of the original “Meals” contract (#94025) was
$2,523,069.12 rather than $4,415,370.96. Apparently, Preamble
prorated the contract for 12 months of its 21-month life (12/21 times
$4,415,370.96 equals $2,523,069.12), although there is no reference
to this calculation in the study. It is clear that Preamble was aware that
the contract covered a 21-month period, but represented it as a
phantom 12-month contract.2 Had the contract been bid on a 12-
month basis, there is no reason to assume that the per-month cost
would have been the same. However, this straight-line cost
apportionment is only a small part of Preamble’s creative accounting.

Preamble needed a contract from the “post-living wage” period to
pair with #94025. Because none existed, Preamble “created” a
comparison contract based upon the September 27, 1995, extension of

In Preamble’s own report (page 6), they acknowledge
contract extensions are not affected by living wage laws.

Hence, the “Meals”
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empt from the liv-
ing wage require-
ment. Its labor
costs were not af-
fected by the law. It
should not have
been included in
Preamble’s analysis.
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contract #94025. Preamble lists a contract #95025 in the amount of
$2,161,391.00, a fictional contract number that exists only in
Preamble’s report. The amount of this fictional contract is exactly equal
to the amount of the 1995 extension of contract #94025. (Again, see
Exhibit 2.) Preamble cannot explain away the creation of phantom
contract #95025 as a typographical error. Preamble even reports two
bids for this fictional contract, in spite of the fact that bids were not
solicited for this contract extension, as noted by Ms. Pierce in the city’s
documentation for the extension. A point of interest: Preamble also
incorrectly reported the number of bids received for the contract BP-
94025. As noted in the city documents, one bid was received, not three.

Why would Preamble go to such lengths to include this fabricated
contract? Most likely because inclusion of this single contract changes
the primary result of Preamble’s overall living wage analysis from a cost
increase of $9,000 to a “statistically significant” decline of $466,000.
According to Preamble, the cost of the extension was $362,000 less
than the cost of the original contract. Preamble then “adjusted” the
contract extension price down to $2,047,918.39 to account for
changes in the consumer price price index over the sample period,
growing the cost differential  to approximately $475,000. (Preamble’s
calculations imply a 5.5% inflation rate during 1995, whereas the actual
rate for the CPI was 2.8% per year — the only rate applicable in dealing
with a “12-month” contract.)

Preamble Misses the Bus on the “PublicPreamble Misses the Bus on the “PublicPreamble Misses the Bus on the “PublicPreamble Misses the Bus on the “PublicPreamble Misses the Bus on the “Public
Pupil Bus Transportation” ContractPupil Bus Transportation” ContractPupil Bus Transportation” ContractPupil Bus Transportation” ContractPupil Bus Transportation” Contract

The “before-and-after” contracts for “Public Pupil Bus
Transportation” account for most of the contract dollars analyzed in
Preamble’s study. In each period, this contract represents more than
two-thirds ($14 million of the approximately $19 million) of the
contract dollars analyzed by Preamble. Preamble reports the pre-
living wage value of this contract as $14,137,507.50 for 1994 and the
post-living wage value as $14,500,000 for 1995. And while the actual
value of this contract rose by more than $360,000, Preamble

Each circled data reference (found on page 8 of Preamble’s
report) is incorrect. Yet this contract pair drives Preamble’s conclusion.
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While Preamble included the end-of-year adjustment for
the 94/95 school year “Bus” contract in their pre-living wage

calculations, they ignored the adjustment (the $193,000.00
increase shown here) for the post-living wage contract.

“inflation-adjusts” this in-
crease down to only
$76,000.

A closer look at this
pair of “Bus” contracts
shows that, once again,
Preamble is misrepresent-
ing the facts. City of
Baltimore contract award
records show that the
amount of the bus
contract awarded each
year is adjusted at the end
of each school year based
upon the actual level of
bus services provided.
Typically, this adjustment
takes the form of a supplemental increase to
the original award. Preamble included this
supplemental increase in the “before” contract cost, but not in the
“after” contract cost despite the fact that the adjustment occurred a
month before Preamble released their report. (See graphic, this page.) In
so doing, Preamble understated the amount of the “after” contract by
$193,000.00.3 (Preamble was obviously aware of this end-of-year
adjustment because they included it in the pre-living wage contract.)

Other Problems with the Preamble StudyOther Problems with the Preamble StudyOther Problems with the Preamble StudyOther Problems with the Preamble StudyOther Problems with the Preamble Study

While the errors found in the “Meals” contracts and the “Bus”
contracts are the most significant, they are just a few of many errors.
Consider the following:

1. Preamble included in their post-living wage sample many
contracts not affected by the living wage ordinance.

In addition to the “Meals” contract, which was not affected
because it was a contract extension, Preamble studied contracts that
were implemented before the living wage took effect on July 1, 1995,
and which, therefore, were not subject to the mandated wage hike.
Twenty-two percent of the 23 contracts (including “Meals”) listed as
subject to the wage requirements were for fiscal year 1995 and,
therefore, were unaffected by the living wage law.

2. Preamble reported erroneous contract prices.
Preamble reported inaccurate prices for contracts beyond the

“Meals” and “Bus” contracts. Based upon a review of official

Twenty-two per-
cent of the 23 con-
tracts (including
“Meals”) listed as
subject to the wage
requirements were
for fiscal year 1995
and, therefore, un-un-un-un-un-
affected by theaffected by theaffected by theaffected by theaffected by the
living wage law.living wage law.living wage law.living wage law.living wage law.
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City of Baltimore contract records, EPI has documented that at
least 14 contract prices as reported by Preamble were incorrect.
Most of these discrepancies are small, but one is off by more
than $60,000.

3. Preamble reported erroneous bid information.
One concern regarding the living wage was that it would

discourage firms from bidding on city contracts, thereby reducing
the competitiveness of the bidding process and increasing prices to
the city. Preamble analyzed the change in bids received before and
after implementation of the living wage legislation and found that
the average number of bids did, indeed, decline. Preamble goes to
great length to explain away this decline as “not statistically
significant.” EPI’s review revealed that Preamble overstated the
number of bids on 5 of 46 contracts (10.8%).

4. Preamble suppressed available but unfavorable information.
Although Preamble analyzed 46 contracts, they included price

information for only 38 of these contracts. However, they do
provide information on the number of bids for those eight contracts
that lack price data. This is significant because contract
documentation typically provides information on both the price and
the number of bids received. EPI was able to document price
information for each of the eight contract prices missing from
Preamble’s analysis. Most conspicuous of these is a pair of
contracts for “hauling voting machines,” where the contract price
increased by 144 percent, from $93,600 to $228,800!

5. Preamble compared apples and oranges.
Preamble’s methodology implicitly assumes that the pre- and

post-living wage contract pairs are identical except for the living
wage requirement in the latter period. Consider the contract pair
that Preamble labels “Grass Cutting—Cluster H.” Reported contract
costs declined from $44,604 to $31,500. But a closer review of the
contracts revealed that the acreage to be cut declined from 177
acres to 95 acres. (The reduction resulted from an error in the
original acreage estimate.)

6. Preamble failed Statistics 101.
Preamble claims that “The average contract price, weighted by its

share in the total cost of the sample, declined by 1.92%” and that “This
decline is statistically significant at the .001 level.” This statement is also
wrong, as Preamble incorrectly calculated the test statistic on which
their claim is based. In fact, they made two errors. Instead of dividing the
mean difference by its standard error, they divided the sum of the
difference by the standard deviation of the mean. This produced a test
statistic that is inflated by a factor of 4.39 (the square root of the sample

Based upon a re-
view of official

City of Baltimore
contract records,
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mented that atatatatat
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Baltimore’s Living Wage Law, The Preamble Center for Public Policy, page 8

Reprint of Preamble’s Table 2 Showing Baltimore City Contract Costs
Before and After the Living Wage Ordinance (Highlights Added)

Incorrect Bid Information Missing Contract Amounts Not Affected by Living Wage Incorrect Contract Amounts Contract Pairs Tainted by
Incorrect or Incomplete
Information
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size). Hence, the true test statistic is -0.913 rather than -3.978. This
statistic, which in any event is based on erroneous data, indicates that the
difference in costs did not decline significantly, as reported by Preamble,
even if all the other built-in “errors” are ignored.

ConclusionConclusionConclusionConclusionConclusion

The policy debate about legislating higher wages for workers is
often emotional and short on facts. Yet legislators need facts upon
which to base public policy. Proponents of wage mandates have
widely cited Preamble’s study of Baltimore’s “living wage”
ordinance as factual evidence that such legislation benefits low-
wage workers at little or no cost.

A close examination, however, reveals that the Preamble study is a
sham. The study’s authors fabricated data, omitted relevant data,
included erroneous data, and performed statistical tests incorrectly.

Certainly, this is not the sort of “research” upon which public
policies should be formulated. Whether or not wage mandates impose
significant costs is, indeed, an empirical question. However, Preamble’s
study provides us with no credible evidence on this issue.
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Endnotes
1 Mark Weisbrot and Michelle Sforza-Roderick, Baltimore’s Living

Wage Law: An Analysis of the Fiscal and Economic Costs of
Baltimore City Ordinance 442, The Preamble Center for Public
Policy, Washington, D.C., October 1996, p.14.

2 Why would Preamble “create” these numbers? Probably because
Preamble’s methodology involves the comparison of
supposedly identical contracts signed before and after
implementation of the “living wage” legislation. The 21-month
contract was non-standard, so Preamble forced it to fit, like a
square peg in a round hole.

3 On September 21, 1994, the City of Baltimore’s Board of
Estimates approved an informal “blanket” award for Contract
#06000 in the amount of $12,162,082.50 to 26 transportation
vendors for the 1994-95 school year. (See Exhibit 4.) This
contract was awarded after the City decided not to extend a
previous five-year contract (#18788) or put out a new contract
for bid (#17793) but rather “to negotiate with the current
contractors.” (See Exhibit 5.)

On July 12, 1995, almost one year after Contract #06000
was awarded, the Board approved an increase to this informal
contract in the amount of $1,975,425. (See Exhibit 6.) This
increase represents the adjustment (typically an increase) that is
made at the end of every school year.

On June 28, 1995, the Board made an informal blanket
award for Contract #06000 in the amount of $14,500,000.00 to
25 transportation vendors for the 1995-96 school year. (See
Exhibit 7.) On September 4, 1996, the Board, as expected,
approved an increase in the award for Contract #06000 for the
1995-96 school year, in the amount of $193,000.00. This
amount is not included in the $14.5 million reported by
Preamble as the post-living wage cost for this contract. (See
Exhibit 8.)
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