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SUMMARY AND MAIN FINDINGS

In response to low pay for workers and low service quality for taxpayers, about 100 local
governmental entities in the United States have instituted living wage ordinances. Generally, these
ordinances apply wage and benefits mandates for employees of contractors conducting services for a
municipal government. Some of the ordinances also apply to employers who conduct business on
government-owned property.

An innovative and far-reaching living wage ordinance has been implemented at San Francisco
International Airport (SFO). Nearly two years before September 11, 2001, SFO adopted a Quality
Standards Program (QSP), which was designed to improve safety and security at SFO as well as
improve the conditions of the SFO labor market. The program went well beyond the FAA
regulations in place at the time, establishing compensation, recruitment and training standards for a
wide range of airport employees whose performance affects airport safety and security. Two
additional policies in San Francisco in 2000 also restructured the labor market at SFO: a Labor Peace
/Card Check Rule and a Minimum Compensation Ordinance (MCO), which places living wage
mandates into airport leases and service contracts not covered by the QSP.

In this study we examine the determinants of low-wage labor markets at the airport, the scope of the
new policies at SFO, and the impacts of those policies on workers, employers, consumers and
taxpayers, with special attention to the effects on airport safety and security. This study constitutes
the first examination of the impacts of the policies. In this summary of our findings, we focus on the
main findings of our study. The document that follows provides our full report.

To conduct the study, we carried out detailed surveys of airport employers and workers in the
summer and fall of 2001, and we interviewed labor, management and airport officials. We also drew
upon government documents and census datasets, the airport’s own security badge data, and FAA
data on security at major U.S. airports.

1. Low pay in the SFO labor market

SFO, the fifth largest airport in the U.S., comprises a major multi-employer labor market with
substantial pay inequality and a large proportion of low-wage workers.

Over 140 different private employers do business at SFO—approximately 60 airlines, 40 airline
service firms and 40 passenger service concessions—with a workforce of nearly 30,000 people.
Average pay growth in the air transportation industry has lagged other sectors, including even
retail, since deregulation began in 1978. Nonetheless, as of 2002, many airport workers--
including the public sector employees, the pilots, computer technicians, the flight attendants, and
the large number of mechanics who work at the SFO United Air Lines service facility-- are paid
at rates near or well above the national average of about $15 per hour.

The remaining workforce at SFO consists of the ground-based, non-managerial workers,
including: customer service and ramp workers, baggage handlers, screeners, cabin cleaners, and
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restaurant and retail workers. Most of the 11,000 workers in this group were paid less than $10
per hour.

Airline service contractors employed a substantial portion of the low-wage labor at SFO.

In the 1980s, the airlines increasingly contracted out services that used to be performed by direct
airline employees. Employees of the airline service firms receive lower wages and benefits,
receive less training and have fewer opportunities for advancement than direct airline employees.
For example, average pay for airline service employees ranged from fifty-nine to seventy-three
percent of pay for direct airline employees in the same job classifications.

Low pay at SFO became associated, as at other airports, with inadequate training and high
turnover as well as lower service quality and low security standards.

Airport screeners illustrate this pattern. Prior to the QSP, pre-board screeners at SFO were paid

very close to the minimum wage, received only a few hours of training, and had turnover rates of
about 80 percent. Turnover among screeners at 19 major airports averaged 110 percent.

The proposed policy solutions

The new policies cover a wide spectrum of employees at SFO.

The QSP covered all employees who work in secure areas of the airport. The MCO will
eventually cover most of the remaining employees. In contrast, living wage ordinances in other
localities cover a very small segment of the local labor market.

The new policies set standards for pay and benefits as well as enhanced training.

The QSP established a minimum pay standard of $10 per hour plus full benefits, or $11.25
without. It also established a 40 hours of training standard.

The impacts on workers

The Quality Standards Program and other living wage policies had a large impact on pay at
SFO.

Over 9,700 low-wage workers at SFO received substantial pay increases after the QSP was
implemented. The direct beneficiaries of the QSP and MCO included 5,400 workers who had
previously earned less than the mandated $10 an hour. Entry-level pay for these directly-covered
workers rose by an average of 33 percent after the policies went into effect.

The QSP had a broad impact on the low-wage airport labor market, reaching beyond those firms
directly mandated to increase pay.
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Firms raised pay for low-wage occupations not covered by the QSP to compete for workers at
SFO. We estimate that this spillover from the program resulted in additional pay increases of at
least ten percent for 2,550 workers who were not directly covered by the QSP or MCO (but are
among the 11,000 ground-based non-managerial work force).

The pay increases were most marked among the lowest paid airline service workers, including
security screeners, baggage handlers, fuel agents, customer service agents, ramp workers and cabin
cleaners.

While 55 percent of the ground-based non-managerial workforce was paid less than $10 an hour
before the QSP, only 4.9 percent were paid less than $10 after the QSP. Security screeners, who
averaged $13,400 a year with no benefits prior to the QSP, earned $20,800 plus full benefits by
January 2001, which amounts to a 55 percent increase in pay, and a 75 percent increase in total
compensation. These increases substantially reduced the pay differentials between direct airline
workers and service contract workers in the same jobs.

All workers in QSP-covered jobs now receive a package of health benefits and paid days off or an
extra $1.25 per hour. Yet many non-covered workers still receive no effective health benefits.

Approximately 2,000 workers in firms that did not previously offer employer-paid health
benefits are now receiving the wage premium or the full QSP-mandated benefits package.
Additional workers gained access to health benefits as firms eased eligibility requirements and
reduced the employee share of out of pocket expenses. Seventy percent of QSP-covered firms—
accounting for 75 percent of the workers covered by the QSP—chose to provide health benefits
and paid days off over increasing wages by an additional $1.25 an hour.

Costs of the Quality Standards Program

The cost of the QSP and living wage ordinance to airlines and airport travelers amounted to about
$1.42 per passenger.

The direct cost of the QSP to employers consists of increased wages, payroll taxes, health
benefits, paid time off and training costs. These costs approximate $42.7 million a year.
Including the spillover effects to other workers and employers at SFO adds $14.9 million to
employers’ costs. The total cost amounts to 0.7 percent of the fare revenue received at SFO in
one year. If the airlines passed these costs directly to the customers, the cost increase would
average $1.42 per airline passenger. This cost estimate does not take into account any savings
from increased productivity and other employer savings.

Adjustments that reduced business costs and improved service quality

Following implementation of the QSP, workers and firms adjusted their behavior in ways that
reduced its costs.



Reich, Hall and Jacobs Living Wages and Economic Performance at SFO

Employee turnover rates fell dramatically.

Turnover fell by an average of 34 percent among all surveyed firms and 60 percent among firms
that experienced average wage increases of 10 percent or more. The greatest reduction in
turnover occurred among airport security screeners, from 94.7 percent a year in April 2000 to
18.7 percent fifteen months later, an 80 percent decrease. Cabin cleaning firms reported a 44
percent reduction in turnover, and ramp workers a 25 percent reduction.

Reduced turnover saved employers $ 6.6 million per year.

Every time an average worker has to be replaced employers pay about $4,275 in turnover costs.
The turnover reductions therefore saved employers $ 6.6 million each year.

Employees improved overall work effort and performance.

Significant percentages of employees covered by the QSP reported that they are working harder
at their jobs (44 percent), that more skills are required of them (50 percent), and that the pace of
work increased after the implementation of the new rules (37 percent).

Average job performance by QSP-covered workers improved substantially. One-third of all SFO
employers, accounting for over half of all employees, reported improved overall job
performance among workers covered by the QSP. The proportion of employers who reported
improvements in employee morale was 47 percent, decreases in employee grievances (45
percent), decreases in employee disciplinary issues (44 percent), and decreases in absenteeism (29
percent). In each category most of the remaining employers reported no change; few employers
reported any deterioration in performance.

The QSP mandates increased worker training, which helped improve worker performance. By
increasing pay, the QSP also made training more desirable to employers.

Twenty-five percent of QSP-covered employers increased the training programs they were

providing their workforce. Among non-QSP firms, the comparable figure was eleven percent.
None of the firms reported a decrease in training.

Service levels improved, as did indicators of security.

The benefits of the QSP for airport customers include higher security and improved quality of
service. Almost half (45 percent) of all employers reported that customer service improved; only
3 percent thought it had worsened. Our analysis of FAA data for 19 large airports found that
lower turnover is associated with higher rates of detection of security breaches.

The labor-management environment improved at SFO following implementation of the policies.

The new policies reduced employee grievances and employer-initiated disciplinary cases and
improved employee morale. The policies also minimized disruptions during labor organizing

10
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campaigns. Following implementation of the policies, 2,400 workers gained union representation
in 21 airport firms with no significant disruptions of business.

Level and composition of employment

Employment levels did not decline as a result of the QSP.

Employment in QSP-covered jobs in the airline and airline service firms grew by up to 15
percent between 1998 and 2001. The observed expansion in employment occurred despite the
fact that the effects of the recession on airport activity were apparent by the beginning of 2001.
Employment at SFO began to decline only after the sharp drop in airport activity subsequent to
September 11.

The composition of the workforce did not change significantly with the QSP.

We find some evidence of small displacement effects as a result of the program. The QSP
allowed employers to hire screeners with slightly more education, although increased training
mandates and worker protections ensured that few incumbent workers were displaced. While the
overall proportion of women to men in the SFO workforce did not change, the QSP did result
in more hiring of men than women in certain low-wage occupations. There is no evidence of
changes in hiring patterns by age and race.

SFO as a model
The Quality Standards Program constitutes a model for improving airport safety and security.
Security at airports should involve all the workers with access to the tarmac, aircraft and baggage
areas. By raising pay and standards even before September 11, and for most airport workers, not

just the screeners, SFO set the national pace in improving security and safety.

SFO remains an innovative laboratory-- the FAA has selected the airport for a pilot program
that retains contract screener status rather than federalizing the screener workforce.

11
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CHAPTER 1 INTRODUCTION

Since 1994 living wage ordinances have been passed and implemented in about 100 local
governmental entities in the United States; about one-fifth are in California. Living wage ordinances
establish wage and benefit standards for employees of municipal service contractors and/or
recipients of tax subsidies at a level substantially above the minimum wage.*

Although the number of living wage ordinances is still growing, most ordinances cover a very small
number of workers. While individual workers have benefited substantially, the ordinances generally
have very little impact on the local labor market, including the low-wage sectors. Moreover, the
implementation of the ordinances by local officials often involves the granting of numerous waivers
and exemptions, which further reduces their impact.

The living wage policies instituted in San Francisco cover a much larger portion of the low-wage
labor market than most living wage policies. The policies extend to workers in non-profit
organizations and for-profit firms with city contracts, to home care workers, and to employees at
San Francisco International Airport (SFO). SFO constitutes a geographically distinct microcosm of
urban labor markets, with over 30,000 workers and 140 employers. The broad coverage of living
wage policies at SFO and the great density of workers affected by the policies means that the entire
airport’s labor market structure may well be substantially different from before. If so, the SFO
experience will be instructive for other broad labor market interventions.?

The living wage experience at SFO is also pertinent to nationally prominent questions of airport
security. The Quality Standards Program was explicitly designed to improve safety and security at
SFO. After September 11, the low pay and high turnover among screeners nationally was recognized
as a major weakness of airport security systems and became the focus of the Aviation and
Transportation Security Act, signed into law in November of 2001. The changes in pay, training and
supervision now being instituted at airports across the country were already in place at SFO on
September 11. The SFO experience prior to September 11 therefore provides lessons for all major
airports. Moreover, SFO remains innovative: as part of a national experiment it will continue
contract status for its screeners while all other very large airports federalize their screeners in 2002.

This study examines the impact of the living wage policies at SFO with these issues in mind.

1 Living wage ordinances in San Francisco and in California are tabulated in Appendices A and B below. Previous
surveys of living wage policies include Pollin and Luce (1998) and Luce (2002). Neumark and Scott (2000), although
claiming to study the impacts of living wage policies, do not have any direct data on workers or employers covered by
living wages.

2 For “blueprints” of such proposed interventions, see Osterman et al (2001).

12
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1.1  The problem: low pay, high turnover and security standards at U.S.
airports

Until the federalization in 2002, private security companies, carried out baggage screening at U.S.
airports, operating under subcontracts with airlines. Airlines routinely awarded contracts to the
lowest bidder. In order to compete for contracts, security companies kept wages at a minimum and
offered few, if any, employment benefits. As a result, low wages and high worker turnover had
become the norm at airports throughout the country.

At SFO, and at many other airports in the late 1990s, pre-board screeners and other security workers
earned an average of $6.25 an hour, less than the starting wage in many local fast food restaurants.
In 1999, according to the General Accounting Office, annual turnover among the nation’s 8,000
screeners exceeded 125 percent. At this rate, the average screener had been on the job for only four
and one-half months. Officials at SFO expressed concerned about the impact of such high turnover
on security. Airport officials reported screeners taking on multiple jobs at the airport to make ends
meet, and raised concerns about their ability to stay alert on the watch.

1.2 The solution at SFO: living wage mandates and related policies

A Quality Standards Program (QSP) and other living wage policies were crafted as a result of a
campaign in San Francisco to bring living wage standards to the city’s contractors and leaseholders.
Spurred by the rapidly rising costs and increasingly precarious situation for low-wage workers?,
labor, religious and community organizations joined together in 1998 to press for a living wage
ordinance in San Francisco.* San Francisco International Airport, which was undergoing significant
expansion, was of specific concern to organized labor. The QSP was approved by the San Francisco
Airport Commission in January 2000.

The QSP constituted only one of a related set of policies that substantially restructured the
institutions regulating pay, benefits and labor relations policies at SFO between 1999 and 2001.Tthe
San Francisco Airport Commission and the San Francisco Board of Supervisors also passed far-
reaching health care and labor peace/card-check programs.® At the same time, a multi-union
organizing drive conducted under the labor peace agreement at SFO led to union recognition in 21
firms, covering about 2,400 workers.®

3 By 1999, according to an estimate by the National Low-Income Housing Coalition, a full-time worker in San Francisco
needed to earn a minimum of $17.50 an hour in order to be able to pay rent on a studio apartment and still make ends
meet.

4 The coalition leading the effort included the Bay Area Organizing Committee, the San Francisco Labor Council,
Service Employees International Union Locals 790 and 250, Hotel and Restaurant Employees Local 2, Office and
Professional Employees Local 3, the International Brotherhood of Teamsters Local 665 and several immigrant and
welfare rights organizations.

5 Labor peace agreements refer to compacts that modify National Labor Relations Board standards for employer and
union conduct in an organizing campaign. Card check agreements essentially permit “instant” elections rather thana
long and often complex procedure involving the NLRB electoral machinery.

6 The San Mateo and San Francisco Labor Councils, along with ten member unions, formed the SFO Organizing
Project, reaching common agreements on resources and organizing jurisdictions.

13
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This unusual mix of policies, which we discuss in more detail below, could arise because of the role
that the airport plays in the regional economy as well as an institution that reflects regional political
structures. The airport’s governance arrangements give it the authority to make employment policy,
in concert with other decision-makers. SFO is a quasi-public entity, located in San Mateo County but
owned by the City and County of San Francisco, and operated as a separate enterprise department.
A five-member Airport Commission is appointed by the Mayor to four-year terms.” In this way, the
Airport is held to some degree of public accountability, and it is subject to regulation through City

and County Ordinances, including ordinances regulating employment in the City of San Francisco.

The financial arrangements that govern the airport provide it with some degree of independence.
The Airport is financed by rents and fees charged to users through leases, concession and use
agreements and other contractual arrangements. Airport revenues are held in an Airport Revenue
Fund, separately from the City and County General Fund.

Transfer of airport revenues to the city is limited. In a 1981 agreement with the major airlines,
transfers of airport revenue to the City for fire, policing and other services are capped at 16 percent
of concession revenue or $5 million per year, whichever is greater. As a result, in 2001 the Airport
contributed $38 million in general fund revenues to an overall city budget of $4.5 billion. The
airport’s contribution to city finances is thus modest, while long-term tenants, especially the airlines,
have a significant interest in the day-to-day administration of the airport.

This landscape of actors, interests and governance arrangements makes the airport an especially
fertile site for policy innovation. In other contexts, private interests diverge and often preclude
significant local policy-making. But the political pressures on the airport and the powers of the
commission make it an unusual regulatory body. It can mediate among competing interests and
provide a vehicle for the development of regional public goods. Institutions like SFO can thereby
play an influential role in structuring local private labor markets through public policy.

1.3 The mix of living wage policies at SFO

The Quality Standards Program was passed by the Airport Commission in January 2000 and set the
pattern for the broader city living wage ordinance. It was followed shortly thereafter by the Card-
Check/Labor Peace Rule. The living wage law, renamed as the Minimum Compensation Ordinance, was
passed in August of the same year.® The Health Care Accountability Ordinance became law in July 2001.

7The City Charter empowers the Commission as the policy-making body responsible for construction, management,
supervision, maintenance, extension, operation use and control of all the property and assets of the Airport. Day-to-day
operation of the Airport is the responsibility of an Airport Director, employed by the Commission. The Commission has
the exclusive right to issue revenue bonds for capital expenditure subject to approval, amendment or rejection by the
Board of Supervisors.

8 An agreement on the living wage ordinance developed after the Living Wage Coalition collected signatures to put the

law on the November ballot. Previous negotiations among the Mayor’s Office, the business community and living wage
supporters had broken down over disagreements about coverage. With the threat of a ballot fight looming, a
compromise was reached by removing the Port of San Francisco from coverage under the living wage law, but including

it under the proposed health care ordinance.

14
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Table 1.1 Selected pay, benefit and labor standards policies at SFO

Policy Jurisdiction / Coverage at SFO | Conditions
Phase-in Dates

Quality SFO only Covers all workers | $9 an hour minimum

Standards in security areas or | compensation with

Program (QSP) | April 2000: performing security | benefits or $10.25 an
Airline service firms functions. hour without; increased
June 2000: to $10/$11.25 in January
Skycaps and wheelchair 2001; indexed annually
agents to the Bay Area CPI.
October 2000: Airlines

Labor SFO only Covers all Requires employers to

Peace/Card Food and Beverage employers where follow card check

Check Rules 1999; Other airport has a agreements for union
February 2000 proprietary interest. | recognition.

Minimum City/County and SFO Covers all Requires employers to

Compensation employees working | pay a minimum of $9 an

Ordinance Phased in at SFO from | on service and hour increasing to $10,

(MCO) October 2000 as property contracts. | January 2002; 12 paid
contracts renew days off annually.

Health Care City/County and SFO Covers all Requires employers to

Accountability employees working | provide health benefits

Ordinance Phased in from July on service and or pay $1.50 per worker

(HCAO) 2001 at SFO as property contracts. | hour into a city fund for
contracts renew the uninsured.

Note: See Appendix A for further details and documentation.

The Quality Standards Program

The QSP was passed by the Airport Commission in January 2000 and its implementation began the
following April. The program establishes hiring, training and compensation standards for all
employers with workers in security areas or performing security functions. The standards, which
exceeded those set at the time by the FAA, cover some 8,300 workers in over 80 firms, including
baggage screeners, skycaps, baggage handlers, airplane cleaners, fuelers and boarding agents—
anyone whose performance affects airport security and safety.

With the QSP, airline service contractors that had previously evaded regulatory oversight have to be
certified by the Airport Commission; the quality standards are a condition of certification. The
implementation of the program was phased in over the course of 2000, first going into effect for
airline services contracts on April 1, and airline employees on October 1. It was later amended to
include skycaps and wheelchair agents, starting June 1, 2000.

15
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The program established minimum compensation levels of $9 an hour with benefits, $10.25 an hour
without benefits, which increased to $10 an hour with benefits, $11.25 without benefits on January
1,2001. This amount is adjusted annually in accordance with the Bay Area CPI. Benefits are defined
as company-paid membership in a group medical plan, twelve paid days off and ten unpaid days off
a year. Firms must also satisfy a range of hiring, training and performance standards, many of which
were designed to exceed FAA regulations. These standards included high school diplomas and
substantially greater training, approximately 40 hours for airport screeners under the QSP, compared
to about 8 hours under then-existing FAA regulations.

The QSP policy departed from previously issued but not implemented FAA proposals in five
important respects. First, it extended coverage well beyond pre-board screeners to include all airport
workers employed in safety and security-related positions. Second, it addressed wages and benefits,
establishing minimum compensation levels for covered workers. Third, for security-related
employees, the QSP established higher standards for hiring, specifically in the areas of English
language competence and ability to deal with contingencies on the job. Fourth, it extended standards
for entry and recurrent training in security and safety topics. Fifth, the QSP established a regulatory
relationship between the airport and the airline service contractors that previously had evaded
oversight.

Labor Peace/Card Check Rule

The Airport Commission passed two Labor Peace/Card Check rules governing different
classifications of workers in 1999 and 2000.° The rules, which are designed to protect airport
revenues from labor disruption, require employers operating at the Airport to enter into card check
agreements with any registered labor organization that requests such an agreement.”® Card check
procedures call for immediate recognition of the union as the bargaining agent if fifty per cent plus
one of the workers have signed union cards. In return, the union agrees not to strike prior to
recognition. A card check agreement bypasses the lengthy and often-contentious process of
representation elections conducted by the National Labor Relations Board.

To date, twenty-one airport employers, with a total of 2,400 employees, have recognized unions
through the card check procedure. By early 2002, nearly 2,000 workers in twelve firms had achieved
collective bargaining agreements.

The Minimum Compensation Ordinance

San Francisco’s living wage law, the Minimum Compensation Ordinance (MCO), was passed by the
San Francisco Board of Supervisors in August 2000 and went into effect in October 2000. The
MCO requires private contractors performing services for the city, or operating at the San Francisco
International Airport, to meet specified minimum wage and benefit requirements. The law also

9 In April 2001, Aeroground, an airport cargo services firm operating off-site, requested an injunction against the rule,
arguing that federal labor law preempts it. The U.S. District Court issued an injunction in July of 2001 prohibiting the
airport from applying the rule to Aeroground. The court argued that the airport does not have specific proprietary
interest in airline service firms such as Aeroground.

10 Employers governed by the Railway Labor Act are exempt.
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covers home care workers employed through the In Home Support Services Public Authority
(IHSS). The MCO exempts contracts of less than $25,000 with for-profit businesses and $50,000
with non-profit agencies. Contracts with small businesses that have fewer than 20 total employees in
all affiliated entities are also exempt from the ordinance."

The pay provisions of the MCO are slightly different from those of the QSP. The required
minimum pay rate in the MCO was set initially at $9 an hour, increasing to $10 on January 1, 2002,
and with a 2.5 percent cost of living increases in each of the following three years. Compensation
must also include 12 paid days off a year for vacation and sick leave and 10 uncompensated days off
for family emergencies.”

The Minimum Compensation Ordinance goes into effect for any given firm at the time a lease or
service contract is renewed or amended. Over time it will cover all employees at SFO and the SFO
rental car facility. An October 2000 lease amendment made United Airlines the largest firm to be
affected. United’s 100 or so customer service agents who, unlike the customer service
representatives, were not covered by the QSP had previously earned an average of $8.20 an hour.

Unlike most other living wage ordinances, there is no health care differential pay in the San
Francisco MCO. Instead, a separate ordinance—the Health Care Accountability Ordinance—
addresses health benefits.

The Health Care Accountability Ordinance

The Health Care Accountability Ordinance (HCAQO) was passed by the San Francisco Board of
Supervisors and became law in July 2001. Known more popularly as the Living Health Ordinance, it
is the first local law of its type in the United States. Standard living wage ordinances allow employers
to pay a somewhat lower mandated wage if they offer health benefits; such a differential is contained
in the QSP. San Francisco’s approach to non-QSP employers is different.

The HCAO requires covered employers to provide their employee’s health benefits that meet
standards set by the San Francisco Health Department, or pay $1.50 an hour into a city fund for the
uninsured. The ordinance also directs the Health Department to establish a program to provide a
low cost health insurance alternative to covered businesses. These features make the HCAO
unusual.

The HCAO applies to service contracts and leases with the City and County of San Francisco,
including businesses operating at SFO. In the first year it covers employees working 20 hours a week
or more; beginning on July 1, 2002, the HCAO covered employees working 15 hours a week. Like
the Minimum Compensation Ordinance, it is a contract condition that applies to specific contracts

11 The San Francisco Redevelopment Agency also approved comprehensive living wage and health care policies in
October 2001. These policies are the first to be instituted at a redevelopment agency in California.

12The Airport Commission also approved a Worker Retention Policy in June 2001. The policy applies to contracts with
third party service providers subject to the QSP, as well as contracts for parking garage, curbside management

operations, and information booths. When these contracts are terminated, any successor contractors are required to

retain workers who have been on the job for a minimum of six months for a 90-day trial period. It was amended in 2002
to cover food and beverage leases.
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as they are renewed, let or amended. For this reason, the first airport firms began to be covered by
the law only in July 2001."

1.4 Purpose, methods, and outline of this study

Our primary focus is on the living wage policies at SFO and their impacts upon workers, airport
businesses, airport security and safety, consumers and taxpayers. We first examine the scope of the
policies, then look at the structural causes of low pay at SFO, and then consider the impacts and
consequences of the QSP and the card check agreement. Our purpose is to examine whether the
ordinances are having their desired impact on pay and benefits and on safety, security and service
quality. We examine how they more generally affected the airport labor market. We also include a
discussion of the post-September 11 changes and their implications at the end of the report.

Following a standard evaluation methodology, we compare business and working conditions and
performance at SFO before and after the implementation of the policies. One methodological
challenge was to isolate the impacts of the program from other changes also taking place. In an ideal
experimental situation, a researcher has confidence that very little changed besides the intervention,
or that the effects of other changes can be controlled for by comparison with a non-effected group.

At the time of our survey the MCO had gone into effect for a relatively small number of workers at
SFO, and implementation of the HCAO had not started. For this reason we will primarily discuss
the QSP as the main policy setting wage and benefit standards at the Airport. The QSP also set the
general wage rate in collective bargaining agreements reached for workers covered by the program
during this time period. The Labor Peace/Card Check policy had a major impact on unionization at
the airport in this period, which likely influenced the non-monetary results found in this study.

We anticipated that we would need to control for the downturn in the economy that began in early
March 2000 and for the airport terminal expansions that occurred simultaneously with the QSP. Our
data collection was largely completed before September 11, 2001, while the effects of the sharp
decline in air travel are discussed in the study, they do not affect our main findings.

Our primary pre- and post-QSP employment data comparison dates are June 1998 and June 2001.
Both dates occur during summer peak-period employment, ruling out seasonality effects. When
possible, we have also sought to compare developments at SFO to those at other Bay Area airports.
To address the question of controls more fully we also collected data from a variety of sources to
increase our confidence in the findings.

We present a summary description of our data sources below.

Pre-QSP employment data

The pre-QSP employment data for this study refers to mid-1998; the wage data refer to mid-1999.
These data are occupation and employer-specific. We collected the employment and wage data in a
previous study conducted by the authors (Reich and Hall 1999).

13 |n San Francisco, where it will have its main impact, the HCAO is anticipated to result in benefits for 16,000 low-wage
and previously uninsured workers.
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Post-QSP employment data

The QSP was phased in during the period April 1, 2000 to October 1, 2000. The majority of covered
employees began to receive increases from June 1, 2000. In the early summer of 2001 (June to
August) we conducted a survey of employers to generate a post-QSP employment and wages
database comparable with the pre-QSP data. In this survey we also asked evaluation questions that
allowed employers to reflect on the implementation effects of the QSP.

Our second major data source on post-QSP employment conditions was the SFO Badge Office’s
database of employees as of June 1, 2001. This database provided detailed firm and occupational
employment counts, as well as data on demographics and employment tenure, for about 17,500
workers.

Supplementary data

We supplemented our pre- and post-QSP employment data with information from the following
SOurces:

The Airport employment office — we collected information on working conditions, wages
and benefits and job descriptions for various occupations from an archive of employment
advertisements maintained by the SFO Employment Office.

Airline passenger numbers — SFO officials provided us with data for the period 1998-2000
on the numbers of flights, passengers and cargo by airline for SFO.

Structured interviews with eleven union organizers from six union locals and the AFL-CIO.

A short self-administered questionnaire that was completed by a sample of 100 workers.

For a fuller description of our methods and data sources, see Appendix C.

Outline of this report

In the next chapter we discuss the sources of low pay among the segments of the airport workforce.
Chapter 3 reports our findings of the impacts of the living wage policies on workers’ pay, benefits,
quality of working life and employee voice. Chapter 4 discusses the impacts on businesses,
consumers and government. In Chapter 5 we examine the adjustments made by workers and
employers that followed the implementation of the policies, with attention to changes in employee
turnover, worker performance and employer practices. Chapter 6 considers the impacts on
employment levels at SFO as well as on the composition of employment. Chapter 7 discusses the
impacts on airport security, and we present brief concluding comments in Chapter 8.
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CHAPTER 2 AIRPORT LABOR MARKETS: STRUCTURE AND
EVOLUTION

San Francisco Airport officials adopted the Quality Standards Program in response to failures in
private labor markets and federal policy. Although airport security constitutes a relatively small
proportion of total business costs, airlines have acted aggressively to reduce this expense. Why were
the employees responsible for safety and security at U.S. airports paid and trained so poorly? Why
didn’t legitimate safety and security concerns lead the Federal Aviation Administration (FAA) to
correct these patterns?

In this chapter we address these questions by examining the structure and evolution of airport labor
markets. We begin with a baseline description of employment and pay inequality in the airport labor
market. We then discuss the impacts of airline deregulation and the current dimensions of labor
market segmentation at the airport. In particular, we examine the role of outsourcing, which became
widespread in many parts of the airport economy.

Finally, we consider how low pay results from a particular evolution of institutional arrangements
that put further pressure on already low-paying jobs at airports. Although low pay led to substantial
declines in security and safety levels, before September 11, 2001 the FAA was unable to reverse
these patterns.

2.1  Employment and pay at SFO

In our previous study of SFO (Reich and Hall 1999), we estimated that there were approximately
34,000 permanent jobs at the airport in 1998. This large number makes the airport one of the most
important employment sites in the regional economy (SFO 1998; for more, see Appendix F1). The
airport provides job opportunities for a diverse group of Bay Area residents. In many respects, the
airport labor market constitutes a geographically distinct yet representative microcosm of many
urban labor markets.

The total airport workforce includes many public sector employees who work directly for the
Airport Commission or for other agencies with a permanent presence at the airport, including the
federal government, the City and County of San Francisco (police and firefighting services), and the
U.S. Postal Service. Others work at the airport on a temporary basis, such as construction workers
or transportation consultants. Counting just the permanent private sector employees, we estimated a
workforce of about 28,000 in 1998.

These 28,000 workers are employed by over 140 private firms that do business at SFO. The firms
include 60 different passenger and cargo airlines, 40 companies that provide services to airlines--
such as security, fueling and maintenance, and in-flight catering; and 40 companies that provide
services to airport passengers—food and other retail concessions, parking, and rental cars. Table 2.1
shows the number of employers and employees by sector in 1998. The airline sector is dominated by
United Airlines, which accounts for about half of all the flights and passengers at SFO, and just over
half of all private employees working there. United Airlines’ central maintenance base is housed at
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SFO, employing six thousand mechanics. The remaining employers are mainly of medium and small
size.

Table 2.1 Private sector employers and workers at SFO, Pre-QSP

Sector | Workers | Employers
AIRLINES:
Passenger airlines 21,800 45
Cargo airlines 240 15
AIRLINE SERVICES
Airline catering 1,340 3
Security/Skycaps® 1,000 4
Aviation services 1,070 33
PASSENGER SERVICES
Retail concessions’ 800 19
Food concessions® 870 10
Airport parking 150 1
Rental cars 1,040 10
TOTAL 28,310 140

Sources: Author’s own analysis and adjustments of The Economic Impact of San
Francisco International Airport, March 1998; CLRE Airport Study, 1999. Employment
data are for 1998. All figures have been rounded.
Notes: 1. This includes airlines with active permits to land at SFO but not currently operating. There were 39
active passenger airlines and 10 active cargo airlines at the time of the SFO Employer Survey.
2. Most skycaps are subcontracted by the airlines.
3. Retail and food conessions figures together conform to those in the Economic Impact
report; classification of firms into these categories may differ in other sources.

The jobs at the a