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February 6, 2003
The Honorable Senator Margarita Prentiss

P.O. Box 40411
Olympia, WA 98504
Dear Senator Prentiss:


Re:
SENATE BILL - 5248

Attached is a briefing paper that I have prepared at the request of Mark Streuli.  The paper concentrates on Sections 205 and 206 of SB 5248 and covers the problematic elements associated with the use of “stratified random sampling” as a proposed methodology for the purposes of establishing prevailing wage. 
While it is clear that the Department of Transportation must, especially in these current times of budget shortfalls and stringencies on expenditures, the flawed statistical and economic concepts associated with utilizing a subjective survey methodology such as stratified random sampling will neither accomplish the purpose of cutting costs, nor will it result in a legally defensible set of resultant wages.  

From 1989 to 1992, I served the State as the Industrial Statistician for Department of Labor and Industries, and Program Manager of Prevailing Wage.  It was during my tenure that the current survey methodology established in WAC 296-127-019, was developed, adopted and implemented.  The adoption of this methodology represents a joint, two year effort on the parts of government, labor and business, working through the Prevailing Wage Advisory Committee, to design a valid and defensible statistical methodology that would comply with the law and result in an objective prevailing wage. 
As the States expert witness, I successfully defended this methodology through a variety of legal challenges.  I cannot say with any confidence that I would be able to do so were stratified random sampling the established method.  Rather, I would be more likely to posit that this type of subjective approach to surveys could be easily proven to be flawed and, ultimately, in violation of 39.12 RCW’s definition of “prevailing wage.”  Rather than proving that a wage is prevalent, it can prove that the resultant wage is an average of those specific contractors surveyed.  This cannot be defended as a representative result.
I hope that the following briefing provides you with the information necessary to, once and for all, put to rest any further tinkering with the established methodology and, instead provides the department with the ability to accomplish the surveys necessary to establish the prevailing wages on an ongoing basis and in an objective and defensible manner. 

Sincerely,
[image: image1.png]



Miriam Israel Moses

Executive Director
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REBOUND Board
BRIEFING PAPER
STRATIFIED RANDOM SAMPLING – SEC 205

AND 

USE OF COUNTY WAGES – SEC 206

SENATE BILL 5248

1.
Stratified Random Sampling is a statistical methodology that involves dividing a survey population
 into a set of sub-groups,
 also known as “strata.”  A random sample of data is taken from each sub-group and used as reflective of the entirety of that group.  For example:  If there are 1000 contractors with 5 employees or less, a group of 10 (or even 100) such contractors may be selected for survey purposes, and the resultant data would be assumed to reflect that entire group of contractors.  A group of small contractors, however, would likely provide a weak sampling for this purpose.
2.
Existing Survey Methodology establishes a statistical minimum number of hours reported, for validity purposes.  If more than half of the total number of hours reported are reported in the largest City in the County and a majority of those hours are paid at precisely the same wage and benefit rate, then that rate is established as the prevailing wage.  This meets the specific definition of prevailing wage established in 39.12.010.  If there is no majority wage in the largest City, all hours and wages and benefits paid in the County are computed and a weighted average
 is established as prevailing.
2.
Current Difficulties/Criticisms with surveys and the resultant wage, generally center on a few elements that are easily corrected.  The following are some of the more usual criticisms:

a.
Lack of sufficient response to wage surveys, especially in less populated counties.  


Some claim that this may result in an established wage that is not representative of the real prevailing wage paid.  This concern by contractors demonstrates the single greatest flaw to the stratified random sampling methodology, since it would seek to limit the number of contractors surveyed.  Currently, contractors are required by law to respond to surveys, but if they do not, there is no penalty. Therefore, the surveys are reflective of all those eligible to submit survey data, who choose to participate. Lack of participation must be viewed in the same light as failing to vote in an election and then claiming dissatisfaction with the result.  The existing methodology relies on good faith participation. There are difficulties involved in compelling participation which shall be discussed further on.
b.
The use of wages that are not reflective of the “real” wages paid.  For example, wages paid on public construction projects may be included in the survey data.  These wages, however, were paid, and they resulted in an economic impact to the community.  Therefore, they were reflective, and their use maintains the integrity of the data. 
3.
Statistical Imperfections of Stratified Random Sampling:


Assuming that representative samplings were taken from three sub-groups, (small, medium, large) the methodology would still be flawed because of the inequity in the number of hours that each of these employers could provide to the survey.  In such a sampling, the larger companies would, in essence, swallow the smaller companies.  If, on the other hand, more smaller companies were surveyed, this would balance the survey by number of companies and perhaps even by hours, but the resultant wage would still not be reflective or valid since smaller companies as a group cannot be considered reflective.
In Statistical Methods, 8th edition, by Snedeker & Cochran, it noted that, generally, the stratified random sampling methodology gathers its data primarily from large sources, minimally from medium sources and negligibly from small sources.  The logic to this application is that large sources have the most data.  Hence the smaller sources are, essentially, excluded from process and, therefore, the result.
To effectively utilize this type of methodology, one would have to liken it to the Neilsen Ratings used to establish prices for advertising, with the difference that Neilsen is far more specific and scientific in its sampling selection process.  Just as a basic element such as size or revenue might create a sub-group, to make this methodology valid on a basic statistical level, there would have to be sub-groups of sub-groups covering a variety of different elements.
For example:  Neilsen Ratings choose random participants to determine how many people are watching a given television show.  But the sampling is far more precise than the number watching the show. To provide advertisers with the information necessary for them to invest millions of dollars in reaching their audiences, they must be assured that their messages are reaching the greatest number of their people in their preferred demographic groups.  Therefore, Neilson conducts frequent enumeration studies to determine the total size and demographic characteristics of the population to be measured.  These are used as the basis for projecting sample information to the total population.
  
The honing of a specific demographic as it relates to the application of any random sampling methodology is critical to the validity of the resultant data, but it is also very expensive. The Department of Labor and Industries is not equipped, nor can it look forward to being equipped with the labor force and funds necessary to conduct statistically valid random samples, were these acceptable. It is for this reason that legal challenges to any wages that result from this type of sampling may be successfully challenged as invalid, unscientific and non-reflective of the overall population it seeks to represent.
4.
Costs of Development and Acquisition of Data:
The Department does not have the staff necessary to develop a strata and sampling methodology that might be viable, assuming that this methodology did not have other flaws.  The entire survey cycle of all trades and occupations (45,000 contractors) is accomplished on an ongoing three year schedule.  Allocations for increases to staff would have to be made in two different areas.  The Industrial Statistician would need at least one FTE to deal with development of strata for each survey in each trade and occupation as well as strata for application to counties where there have been no hours reported for a given occupation
  
Once selected for participation, a contractor must be required to participate or, again, the survey or sampling becomes invalid.  Many contractors consider their wage and hour data to be proprietary and do not respond to surveys for that reason.  But in the stratified sampling method, lack of response is not an option.  Therefore, field audits would be required by L&I Agents.  This would likely require the addition of enough Field Agents to conduct audits of all contractors who do not participate in survey of trades and occupations they employ, for all surveys conducted over each three cycle.  
Returning to the concept that many believe that there is sometimes insufficient data under the current methodology to establish a valid wage, without the ability to compel participation and perform audits, it should be clear that there will be even less date in the sampling methodology, thus reducing its validity. 

5.
Issues of Subjectivity in the Sampling Process:
Perhaps most important in understanding the flaws in random sampling, as it relates to L&I surveys, is the extreme subjectivity that must, by necessity, be inherent in the process of selecting the sample group.  RCW 39.12.015 empowers the Industrial Statistician to establish the prevailing wage rates and, hence, to conduct the surveys, based on the scopes of work performed by the various trades and occupations.  By requiring the Industrial Statistician to utilize a random sampling methodology, the law requires the Statistician to choose, based on highly limited information (and even more limited sub-group data) which contractors are going to have their data entered into the survey.  This subjectivity in the selection process is paramount to the flaws in the process.  Even were the law to require that a certain number of contractors of certain sizes be randomly selected by computer, the same circular argument of lacking subsets would defeat the attempt to be objective in choice and the result would still be subjective.  
Despite every effort to build equitable strata, surveys will be impacted by the strata-builder’s decisions.
6.
Current Methodology in Practice:  The current methodology is entirely objective in practice and leaves no room for invalid or indefensible data.  Further, it fully complies with the legal definition of prevailing wage.  No other proposed methodology meets this legal definition.  Where participation in surveys for certain trades or occupations may be lacking, the method does not suffer from the flaws of random selection which, as demonstrated, would, in fact, reduce the amount of data collected.

7.
Political Considerations:
There are contractors who want to participate in the surveys, and participation may be imperative to the success of their enterprises. If these contractors are not selected, they may well challenge wages that do not reflect those paid by their companies.  
Unions, because they maintain full records of hours worked based on the benefits payments they receive for each of their workers, would have an easy time of demonstrated that a wage is not reflective of their group or sub-group, unless the strata consisted of all union contractors.

CONCLUSION
While the current methodology may be contested by those who believe changing it would result in lower prevailing wages, and that this alone would save taxpayer money (a discussion held for a different paper); or that the methodology does not result in reflective prevailing wages, the fact of the methodology is that, not only is it valid, viable and defensible, it is also objective.  Neither the individuals conducting the surveys nor the contractors participating in it have the ability to influence the resultant wage using the current methodology.  Ultimately, unless funded to the full level necessary to establish a statistically valid random methodology, I believe that resultant wages would be legally challenged and that these challenges would be successful.
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� Registered contractors performing work in the trade or occupation to be surveyed.





� Sub-groups can be defined as any common factor.  A sub-group can be any contractor with 100 or more employees, or less than 5 employees.  It may be defined by number of contracts, minimum numbers of hours worked, corporate income, or any other of a variety of factors. 





� The term “weighted average refers to 39.12.010 which requires that the “prevailing wage” be the “wage, usual benefits and overtime…”  The latter to elements are added into the dollars paid in wages and hence, they weight the average so that these employee costs are included in the result.  


� Additional factors might include: gender, marital status, number of children, age of children, home-ownership, household income, etc.  Hundreds of factors used to hone a sample group.   





� There are usually no hours reported for Divers and Tenders  in Counties with little water, eg.
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