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Government Mandated Wages: A Shackle on  Economic Growth 

 
Evidence of a strong correlation between economic growth and economic freedom is 
overwhelming. Studies comparing countries and studies comparing states find over and 
over that the greater the reliance on free markets and the lower the regulatory burden, the 
better economies perform.  Still, there are many for whom equally shared poverty and a 
declining standard of living is preferable to allowing the free enterprise system to create 
massive amounts of wealth if it leads to some being richer than others. Of course, that is 
the only way the free market, free enterprise system can work.  The fact that society as a 
whole is much better off and there are tremendous opportunities for all to access seems to 
matter little to proponents of government mandates.   
 
The egalitarian impulse has been codified into laws in the form of minimum wages, 
living wages, prevailing wages and countless income redistribution schemes.  These laws 
have impacts, as this Policy Brief will show.  By comparing the economic performance of 
states with prevailing wages and no Right-to-Work with states with no prevailing wage 
and a Right-to-Work, the negative impact of government interference in the marketplace 
and restrictions on economic freedom is clearly demonstrated.   
 
Allegheny County’s proposed living wage ordinance is certainly not the first time that 
government has tried to mandate wages under the guise of "promoting economic 
prosperity" or reducing "income disparities".  In 1931, the federal government passed the 
Davis-Bacon Act.  Loosely defined, the Davis-Bacon Act requires all contractors 
working on federal government projects (with a value of $2,000 or greater) pay their 
employees the "prevailing wage" for that particular occupation.  Promoters of the Act 
claimed that it would enable American workers to spend the economy out of the Great 
Depression.  They also claimed that workers who earn more would be happier and more 
productive.  This increase in productivity would over time drive down the cost of 
government construction projects and would be a win-win situation for workers and 
taxpayers alike.  Sound familiar? 
 
Prevailing wages are set at or near the union-scale level.  Under Davis-Bacon, contractors 
using non-union employees must pay them union level wages raising the cost of a 
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project. The Congressional Budget Office claims that if this wage mandate were lifted it 
could save American taxpayers $9.5 Billion over the next ten years.   
 
This is not just a federal problem.  Thirty-one states, including Pennsylvania have 
prevailing wage laws that encompass construction projects that use state funds.  A recent 
study of Michigan’s prevailing wage law (which had been suspended from 1994-1997) 
estimates that prevailing wages are about 40% higher than free market wages. The study 
finds that overall construction costs are 13%-16% higher under the prevailing wage law. 
In 1995 Michigan saved at least $275 million in state construction spending.  In 1997 
Ohio made the prevailing wage law optional for school construction.  The Ohio 
Legislative Budget Office’s critique of the first year of the option found that the average 
savings were 9% to 14%.  The evidence is clear, wage mandates increase the costs of 
doing business that are passed along to the taxpayers.   
 
The higher costs imposed by wage mandates hinder economic growth and prosperity.  Of 
the 19 states that do not have prevailing wage laws, 15 are also Right-to-Work states.  
Right-to-Work prevents unions from forcing themselves into the workplace.  It allows an 
individual the freedom to have the option on whether not to join a union.  We compared 
the Gross State Product of these 15 states to the 26 states  (of which Pennsylvania is 
included) that not only have prevailing wage laws but also are not Right-to-Work states.  
Over the decade of the 1990’s, the 15 states without the wage and union mandates 
enjoyed an average total growth of 40.9 percent, a rate 40 percent faster than the 26 states 
with severe market restrictions and an average decade growth of just 29.6 percent. 
Pennsylvania grew only 25.2 percent.  Moreover states without prevailing wage laws 
have higher construction labor productivity than prevailing wage states. 
 
The evidence is in and once again confirms what numerous other studies have shown.  
Government mandated wages work against the economy. Allegheny County cannot 
afford to further shackle its growth prospects by adopting a living wage.   If government 
interference in the marketplace and redistribution schemes were the solution to the 
problems of low income in this country, why haven’t seventy years and many trillions of 
dollars solved the problem?   
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