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Commissioners’ Introduction

Last year we welcomed the fact that the National Minimum Wage (NMW) is now widely accepted,
but noted too that its effects need to be constantly monitored. The twelve months since then have
justified our cautionary words: they have been challenging for the economy and the labour market.
It has been more important than ever to ensure our recommendations are grounded in a careful
assessment of the evidence, and to look carefully for any evidence that the lengthening period of
low economic growth may give rise to new or different impacts of the NMW.

Although the NMW itself continues to be widely accepted, the range of beliefs about appropriate
rates has if anything widened. Falling real incomes have reinforced the opinions of many who favour
substantial increases. Difficult trading conditions, subdued consumer spending, and squeezed public
sector budgets have strengthened the views of those calling for caution.

Remit

This is the thirteenth Low Pay Commission report. Our remit from the Government asked us to
monitor, evaluate and review the NMW and to report to the Prime Minister and the Secretary of
State for Business, Innovation and Skills by the end of February 2012 on the following matters,

taking account of the economic and labour market context, including pension reforms:

e the level of each of the different rates of the NMW with recommendations on the appropriate
levels from October 2012;

e® the labour market position of young people, including those in apprenticeships and internships;

® the scope to simplify the NMW, and the effect of the proposed abolition of the Agricultural Wages
Board for England and Wales;

® how to give business greater clarity on future levels of the NMW, and

@ whether any of the other recommendations could be introduced more promptly.
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Commissioners’ Introduction

Evidence

In addressing our remit we have gathered a great deal of information through written and oral
consultations. We are again very grateful to all those who have taken the time and trouble to provide
us with evidence about the impact of the NMW. This substantial and wide-ranging body of evidence
has been essential to our development of recommendations. A list of those who responded to our
call for evidence can be found in Appendix 1.

As in previous years, we commissioned several new pieces of research to inform our work. Details
of the research projects and a summary of the findings are set out in Appendix 2. The survey of
apprentice pay conducted by the Government in the summer of 2011 has been a valuable source of
evidence. Our recommendations also draw on the best available economic evidence and we have
worked closely with the Office for National Statistics to obtain a comprehensive and consistent
database on earnings and employment.

We also visited employers, workers and others with an interest in the NMW in the four countries of
the United Kingdom. This is an invaluable part of our process, and we are grateful to all those who
gave us their time and shared their views. We visited Belfast, Blackpool, Glasgow, Lincoln, London
(twice), Newquay and Truro, Southampton, and Swansea.

We met formally as the Low Pay Commission seven times during the year. We also participated

in a research workshop at which the research commissioned for this report was presented and
discussed. This year we met in January for two days to review and assess the evidence relevant to
our remit and to reach a decision on all of the recommendations contained in this report.

Conclusion

We have assessed all the evidence thoroughly and reviewed the issues and arguments very
carefully in coming to our recommendations. We have included as much of the evidence as possible
in this report so that the basis for our conclusions and recommendations is clear to the reader.
These conclusions and recommendations represent the unanimous view of all Commissioners.
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Executive Summary

Chapter 1: The Economic Context to the October 2011
Upratings

1

Our thirteenth report, like the twelve that have preceded it, sets out the detailed evidence
upon which we have based our recommendations for the different minimum wage rates and
their operation. In the remit for this report, the Government asked us to monitor, evaluate and
review each of the different minimum wage rates, with particular reference to previously
identified groups and sectors, and make recommendations for October 2012. We have taken
this as referring to small firms, our previously-defined low-paying sectors and those groups

of workers who we have identified in earlier reports as most likely to be low-paid. We were
also asked to review the labour market position of young people, including those in
apprenticeships and internships. In addition, our remit asked us to consider whether the
National Minimum Wage (NMW) Regulations could be made simpler and easier to administer,
and the implications of the proposed abolition of the Agricultural Wages Board for England
and Wales. We were also asked to consider the best way to give business greater clarity

on future levels of the NMW and whether any of the other recommendations could be
introduced more promptly. In making our recommendations, the Government asked us to
take account of the economic and labour market context, including pension reforms.

In our last report we had expected the economy in 2011 to continue its recovery from the
longest and deepest recession since the 1930s. Revised data have led the Office for National
Statistics to estimate that the 2008-2009 recession was much deeper although not as long as
first thought. The recession lasted for five quarters, the same length as the 1980s and 1990s
recessions but output fell by over 7 per cent, considerably more than in those previous
recessions. However, employment and hours continued to be much higher than would have
been expected from the experience of the two previous recessions.

The UK economy has weakened considerably since the third quarter of 2010. By the end of
the third quarter of 2011 gross domestic product was just 0.5 per cent above that of a year
previously. This sluggishness in growth led to a downturn in many measures of the labour
market. Employment fell and both the ILO definition and claimant count measures of
unemployment rose. Vacancies were flat.
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According to pay settlements and Average Weekly Earnings (AWE), wage growth turned out
close to our expectations albeit a little lower than had been anticipated in January 2011.
However, data from the Annual Survey of Hours and Earnings (ASHE) suggested that wage
increases had typically been less than 1 per cent, much lower than indicated by AWE.
Inflation, on the other hand, had been much higher than expected. Thus, the relatively
subdued average wage increases had led to large real wage cuts for many workers. But the
uprating in October 2011 appears to have at least maintained the value of the adult rate
relative to the average wage. This is a similar story to that recorded last year for the 2010
minimum wage upratings.

Chapter 2: The Impact of the National Minimum Wage

5

The adult rate of the NMW has now increased by nearly 69 per cent since its introduction.
That is faster than both average earnings and prices. Since October 2006, however, the
increases in the minimum wage have broadly been in line with average earnings, though
below inflation. As a consequence the bite of the minimum wage at the median (the
minimum wage as a proportion of median earnings) increased from 45.7 per cent in 1999
to 51.0 per cent in 2007 but then remained just under this level between 2007 and 2010.
However, the growth in median hourly earnings in ASHE in April 2011 was just 0.4 per cent
and this has led to an increase in the bite to nearly 52 per cent.

Although the bite stabilised in the economy as a whole between 2007 and 2010, it continued
to rise in micro and other small firms, and in nearly all of the low-paying sectors. The bite rose
again in these areas in 2011. However, despite the increased bite, the low-paying sectors
have to date performed better in terms of employee jobs than the economy as a whole.

The number of employee jobs in the low-paying sectors has increased since the end of

the recession, while still falling in the economy overall.

Many of the groups of workers that are most likely to hold minimum wage jobs fared
relatively well during the recession and in the subsequent recovery. In terms of the labour
market, women have fared better than men, ethnic minorities better than white people, older
people better than the prime aged (those aged 35-54), and disabled people better than those
without disabilities. Young people and those without qualifications have fared particularly
badly since the onset of the recession, though these groups were already doing less well
before it.

Our research programme for the 2012 Report has added to the existing literature on the
impact of the NMW on earnings, employment and hours. Taking all of this knowledge
collectively, we conclude that the lowest paid had received higher than average pay rises,
and the research, on balance, generally finds little or no significant adverse impact of the
minimum wage on employment. Some further evidence has been gathered for this report to
suggest that the minimum wage may have led to a modest reduction in hours but this finding
is still not consistently robust enough across time and datasets to be definitive.
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Chapter 3: Young People, Interns and Apprentices

9

10

11

12

13

Between 1999 and 2007 average earnings of young people increased roughly in line with
those of adults, as did their minimum wages. Since 2007, earnings of young people have
increased at a slower rate than those of adults, even though their minimum wages rose
roughly in line with the adult rate and the general rise in wages. As a consequence, the bites
relative to the median of the 16-17 Year Old Rate and the Youth Development Rate have
continued to increase, to about 73 per cent and 80 per cent respectively. There is also clear
evidence that greater use is being made of the youth rates of the minimum wage.

As we noted in our 2011 Report, the labour market position of young people has been
deteriorating for some time. It became much worse during the recession and the subsequent
recovery. An increasing proportion of 16-17 year olds have remained in full-time education
(FTE) rather than entering the labour market. The proportion of all 16-17 year olds
unemployed or inactive has remained fairly constant since 1998. For 18-20 year olds, there
has also been an increase in the number staying in FTE, and there are now more 18-20 year
olds in FTE than in employment. The proportion of all 18-20 year olds in employment has
continued to fall and the proportion unemployed has continued to rise, even as the economy
has come out of the recession.

Some of the research we commissioned for this report focused on young people. The
research found that in the post-recession period wage differentials between age groups had
narrowed slightly, but productivity differences between age groups had widened, suggesting
that young workers’ wages had increased by more than their productivity contribution would
warrant. Other research on the impact of the NMW on the labour market outcomes of young
people found that local youth wage rates did not affect the main education or labour market
activities that young people undertook between the ages of 16 and 19. This suggests that
marginal changes in the youth rates of the minimum wage would be unlikely to directly affect
the main activities young people undertake.

Opportunities to undertake training or work experience can be an important first step for
young people entering the labour market. We were once again asked to consider the position
of those young people undertaking internships. While such opportunities continue to
increase, the majority of evidence we received again emphasised that unpaid internships limit
access for many young workers unable to afford to undertake them. The Government told us
of the measures it was taking to promote fairer access and greater social mobility.

The total number of UK apprenticeship starts continued to rise in 2010/11. This rise was
across all age groups, although particularly driven by an increase in England among those
apprentices aged 25 and over. For this report, we were able to access improved pay data on
apprentices, and also the results of our commissioned research on the introduction of the
Apprentice Rate.

Xi
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14

We have previously stated that the Apprentice Rate was introduced at a relatively cautious
level, and the evidence for this report confirmed that to date the overall impact appeared
minimal. However, there was evidence that the rate had more of an effect on particular
employers and groups of apprentices, such as those in the low-paying apprenticeship sectors
and the youngest apprentices. We also found evidence that a substantial proportion of
apprentices may not have been paid their minimum wage entitlement. We see
apprenticeships as an area where action is needed to improve NMW guidance and raise
awareness of the rules. We have commissioned further research to gain a better
understanding of the impact of the Apprentice Rate.

Chapter 4: Compliance and Operation of the National
Minimum Wage

15

16

17

18

Compliance remains the cornerstone of the NMW regime. Achieving and maintaining a high
level of compliance requires widespread awareness and understanding of the wage
arrangements, and also effective enforcement. We have made a number of
recommendations in the past on enforcement and the Government has, on the whole,
responded positively to these.

We are pleased to see that good progress continues to be made with regard to improving the
enforcement regime. Allocating resources to risk and making better use of intelligence are
moves in the right direction, as is increased reporting in the media of HM Revenue &
Customs’ NMW activities. This is important in raising awareness both of enforcement activity
and of the minimum wage itself. But more can be done in this area and, linked to the recent
research which indicated a lack of awareness among employers, we have recommended that
the Government should more actively communicate both the rates themselves, and rights
and obligations under the NMW. We do not believe these communication activities should be
subject to the Government's marketing freeze.

We also support the new policies that have been put in place to penalise employers who do
not comply and to name those who show a wilful disregard of the rules. These are important
policies, but they need to be used. We are disappointed by the failure to date to name any
employers, and have recommended that the Government should make frequent use of
naming.

Our remit asked us to consider whether NMW regulations could be made even simpler and
easier to administer. We considered this carefully and, in the light of evidence we received,
concluded that there are no regulatory simplifications whose benefits would outweigh their
drawbacks. However, stakeholders gave us a clear message that improving the official
guidance, to aid both employer and worker understanding of the existing regulations, would
be a valuable simplification measure. We have, therefore, recommended that the
Government commits itself to having effective, clear and accessible guidance in place, and
first undertakes a complete review of the existing guidance. We have highlighted a number
of specific areas where improved guidance is needed.

xii
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Executive Summary

Stakeholders have again raised concerns over a number of operational issues, including the
accommodation offset, piece rates and interns. The evidence received on these issues has
not led us to make any further recommendations at this stage, apart from those outlined
above for improved guidance and awareness raising, but we will be keeping these issues
under review. We have, however, stated our intention to review the accommodation offset
provisions as part of our 2013 Report.

Our remit also asked us to consider the implications of the proposed abolition of the
Agricultural Wages Board for England and Wales (AWBEW). The timing of abolition is not
yet settled but the research we commissioned, and evidence received from stakeholders,
highlighted areas where existing AWBEW provisions differ from those provided under the
NMW framework. It is clear to us that once a date for abolition is agreed, the Government
will need to ensure all those affected are aware of the implications. We wiill continue to
monitor this and will undertake further research as necessary.

Chapter 5: Setting the Rate

21

22

23

The UK economy weakened markedly in 2011 after a period of relatively strong growth in
2010. As a result, by the time of our meeting in January 2012 forecasters had adjusted
downwards their growth expectations for 2012 to a consensus view around 0.4 per cent.
Of the key drivers of growth, the outlook for trade and investment had weakened, while
that for consumer and government spending, already weak, appeared to be under further
downward pressure. It is not clear, therefore, what factors could drive growth this year and
continued weakness in the economy must be expected.

After a prolonged period of inflation growth above the Government'’s target, there is now a
strong expectation that Consumer Prices Index (CPI) inflation will fall in 2012 towards 2 per
cent or even slightly below by the end of the year. Similar pressures suggest that Retail
Prices Index (RPI) inflation will also fall, to around 3 per cent. We noted a slight pick-up in
median settlement levels in late 2011 and this seemed to have been carried through into
early 2012 awards. However, it is not clear that this will be maintained and settlement
medians are likely to return to a 2.0-2.5 per cent range later this year. Average earnings
growth continued to be subdued reflecting the weak state of the economy. The
Government's public sector pay policy will continue to be a downward pressure. The
consensus forecasts for 2012 as a whole show average earnings rising by 2.4 per cent,
slightly ahead of the 2.3 per cent recorded in 2011.

In line with forecast weak economic growth, the UK labour market is expected to deteriorate
in 2012, with forecasters factoring in some fall in employment and a rise in claimant count
unemployment. Separate surveys indicate a longer-term positive outlook for private sector
employment with the public sector bearing the brunt of job losses. In the short-term,
however, private sector job creation is unlikely to fully compensate for losses elsewhere

and unemployment levels are expected to rise for some time as a consequence.
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The evidence we gathered for this report continued to show that the NMW holds a mid-table
position when compared in exchange rate or purchasing power parity (PPP) terms with the
minimum wages of comparator European Union and Organisation for Economic Co-operation
and Development countries, or when the bites relative to full-time median earnings are
compared. In national currency terms, growth in the NMW was faster than minimum wage
growth in most countries between 1999 and 2011, but lower than most from 2007. Since
2007 growth in PPP terms has been much lower than all comparators, mainly as a result of
the depreciation in sterling since that time.

Stakeholder views on the appropriate level for the adult rate fell roughly into two camps.

A large number of employer representatives, especially those from small businesses, called
for a freeze, citing the uncertain economic outlook and the pressures businesses were
currently under. They felt there should not be an increase until we were in a period of
sustained growth. Some, however, saw room for a modest increase although they urged
caution given the fragility of the labour market.

On the other hand, worker representatives all wanted to see an increase. They said that the
economy was recovering, albeit slowly, and that a large increase was necessary to offset the
fall in the real value of the minimum wage caused by inflation. Some wanted to see an
increase in line with inflation (CPI or RPI) and others saw a living wage as the ultimate aim,
so wanted to see a substantial increase this year, as a first step towards this.

Similar views from employers and worker representatives were expressed about youth rates.
Some argued for a freeze, given the deterioration in the youth labour market, while others
either wanted a single minimum wage paid from age 16, or a substantial increase in the
current youth rates. Views on the Apprentice Rate were also mixed. Employers’ organisations
generally urged caution, often calling for a freeze, so as to avoid discouraging employers from
taking on apprentices. Trade unions and those organisations representing young people called
for an increase, generally either at least in line with a rise in the adult NMW or at a higher rate
in order to close or narrow the differential with the other NMW rates. These organisations
argued that the existing rate had not damaged the supply of places and so there was scope
to increase it. This would also improve incentives to undertake and complete apprenticeships.

In assessing the arguments we faced an especially challenging task this year because of the
uncertain economic environment, and the difficulty in judging the likely accuracy of the
forecasts available to us. Growth is expected to be weak until 2013, and the timing and
strength of the upturn are uncertain.

We reviewed the different arguments and the evidence very thoroughly, and debated them
at length. After a good deal of discussion we concluded that in the current difficult economic
circumstances caution is essential. Our recommendation for the adult rate is one which we
expect to maintain the relative position of the lowest paid and which we believe business,
including small businesses, will be able to afford. We recommend that the adult rate of the
National Minimum Wage be increased by 11 pence to £6.19 an hour from 1 October 2012.
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Executive Summary

We intend to review the accommodation offset arrangements as part of our 2013 Report,
and have found no reason this year to adjust the offset relative to the minimum wage.
We recommend that the accommodation offset be increased by 9 pence to £4.82 a day
from 1 October 2012.

The labour market position of young people has continued to worsen in 2011. Employment
of young people has continued to fall, and unemployment to rise. However, there is debate
about exactly how far pay is a factor. Employment of young people is more sensitive than
that of adults to the economic cycle. With this in mind we reluctantly recommend freezing
the rates for young people, which may increase their relative attractiveness to employers.
Accordingly, we recommend a Youth Development Rate of £4.98 an hour and a 16-17 Year
Old Rate of £3.68 an hour from 1 October 2012.

In 2010 we were prudent in our first recommendation for the Apprentice Rate. Last year we
saw some scope to increase it, to £2.60 an hour, while preserving the differential between
it and the 16-17 Year Old Rate. In 2010/11 apprenticeship starts have increased for all age
groups, and we believe there is a room for a further, smaller increase. We recommend that
the Apprentice Rate be increased by 5 pence to £2.65 an hour from 1 October 2012.

We have no presumption in respect of our decision next year, when we expect to have

a larger evidence base which we will review carefully.

We have examined a number of ways of indicating what rate recommendations might be
expected in the future. A substantial majority of consultees, from across the spectrum of
employers and workers, opposed these ideas. We agree with them that the disadvantage of
constraining ourselves to positions which by definition cannot be based on timely evidence
outweighs any benefit in increased clarity, particularly in the present uncertain business
environment. On a separate point, stakeholders did indicate strong support for the publication
of our report and the Government'’s response as soon as possible.
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Recommendations

National Minimum Wage Rates

We recommend that the adult rate of the National Minimum Wage be increased by 11 pence to
£6.19 an hour from 1 October 2012 (paragraph 5.83).

We recommend a Youth Development Rate of £4.98 an hour and a 16-17 Year Old Rate of £3.68
an hour from 1 October 2012 (paragraph 5.86).

We recommend that the Apprentice Rate be increased by 5 pence to £2.65 an hour from 1 October
2012 (paragraph 5.87).

Accommodation Offset

We recommend that the accommodation offset be increased by 9 pence to £4.82 a day from
1 October 2012 (paragraph 5.84).

Simplification

We recommend that in order to make operating the National Minimum Wage as simple as possible
for all users, the Government puts in place, and maintains, effective, clear and accessible guidance
on all aspects of the minimum wage particularly where there is significant evidence of ignorance or
infringing practice. As a first step, the Government should undertake a review of all existing guidance
(paragraph 4.54).

Compliance

We recommend that the Government should not only have a process for naming infringers but
should also make frequent use of it. The Government should also actively seek other publicity
opportunities which will help to signal that those who infringe the National Minimum Wage get
caught and punished (paragraph 4.94).

We recommend that the Government should more actively communicate both the rates themselves,
and rights and obligations under the National Minimum Wage. Communication activities about the
minimum wage should not be subject to the Government’'s marketing freeze (paragraph 4.117).
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Chapter 1
The Economic Context to the
October 2011 Upratings

Introduction

1.1

In this chapter we consider the economic context in which the minimum wage rate
recommendations we made in our last report came into effect, on 1 October 2011. Chapter 2
assesses the impact of the minimum wage since its introduction but with particular focus on
the 2010 upratings. In Chapter 3 we review the labour market position of young people,
interns and apprentices before going on in Chapter 4 to discuss the operation of the
minimum wage, with an emphasis on simplification, compliance and enforcement.

We conclude our report in Chapter 5 by taking into account the prospects for the economy;
setting out stakeholder views; assessing the implications of pension reform; and considering
what we can do to give business greater clarity on the future direction of the minimum wage.
We then set out and explain our main recommendations for the rates of the National
Minimum Wage (NMW) from October 2012. In this report we draw on data available up to

19 January 2012, when we met to discuss and agree our recommendations.

2011 National Minimum Wage Upratings

1.2

1.3

We start by looking back at the recommendations in our 2011 Report and the reasoning
behind them. We noted that the economy was in better shape than it had been for two years
and all the forecasts pointed to continued steady improvement. But the UK was still
recovering from recession with business confidence fragile, the effects of the fiscal freeze
yet to be fully felt, and risks remaining to the global economy. We favoured an approach that
recognised the continued economic uncertainty while protecting the lowest-paid workers
from falling further behind the average. Accordingly, we recommended that the adult rate rise
by 15 pence an hour, or 2.5 per cent, from £5.93 to £6.08.

Further, we noted that there had been a continuing decline in the labour market position of
young people. It had become evident that, since 2007, young people’s earnings had been
rising more slowly than those of adult workers. While this had been happening, the youth
rates of the NMW had increased broadly in line with the adult rate. Consequently, the bite of
the minimum wage for young people had continued to increase while the bite of the adult
rate had remained stable. Moreover, research had found evidence that the level of the
minimum wage may have had an adverse impact on the employment of young people in
economic downturns. Thus, we judged that it would be imprudent to recommend an uprating
of the youth rates that would be likely to further increase the bite. We therefore
recommended increases in the youth rates (1.2 per cent for the Youth Development Rate and
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1.4

15

1.6

1.1 per cent for the 16-17 Year Old Rate) that were less than the increase for the adult rate of
the minimum wage.

We also argued that the initial Apprentice Rate appeared to have had little or no negative
effect on the supply of apprentice places, noting that the initial rate had been set cautiously,
broadly equating to the weekly rate that had been set by the Learning and Skills Council for
apprentices in England in August 2009. We therefore recommended that the Apprentice Rate
be increased by 10 pence, or 4 per cent, to £2.60 an hour from 1 October 2011. Table 1.1
puts all of these minimum wage recommendations into their historical context.

Table 1.1: National Minimum Wage Hourly Rates, UK, 1999-2012

Adult rate Youth 16-17 Year Old Apprentice Rate
Development Rate
Rate

Rate Change Rate Change Rate Change Rate Change

£ % £ % £ % £ %
Oct 2011- 6.08 25 4.98 1.2 3.68 11 2.60 4.0
Oct 2010-Sept 2011 593 22 4.92 1.9 3.64 20 2.50
Oct 2009-Sept 2010 5.80 1.2 483 1.3 3.57 1.1
Oct 2008-Sept 2009 5.73 38 471 37 3.53 38
Oct 2007-Sept 2008 5.52 3.2 460 34 3.40 3.0
Oct 2006-Sept 2007 5.35 59 4.45 47 3.30 10.0
Oct 2005-Sept 2006 5.05 41 4.25 3.7 3.00 0.0
Oct 2004-Sept 2005 4.85 78 4.10 79 3.00
Oct 2003-Sept 2004 450 71 3.80 5.6
Oct 2002-Sept 2003 420 24 3.60 29
Oct 2001-Sept 2002 4.10 10.8 3.50 9.4
Oct 2000-Sept 2001 3.70 28 3.20
Jun 2000-Sept 2000 3.60 - 3.20 6.7
Apr 1993-May 2000 3.60 - 3.00

Source: Low Pay Commission (LPC).
Note: From October 2010, those aged 21 are covered by the adult rate. Previously they had been covered by the Youth
Development Rate.

The adult rate uprating in October 2011 was the largest since October 2008 but was still
lower than the percentage increases that had generally occurred prior to the onset of
recession. The percentage increase in the Youth Development Rate in October 2011 was the
smallest ever. The percentage increase in the 16-17 Year Old Rate was also the smallest ever,
apart from in October 2005 when it was frozen to allow the Commission to gather evidence
about the impact of its introduction.

Since its introduction, the minimum wage for adults has increased by 68.9 per cent, slightly
higher than the 66.0 per cent increase in the Youth Development Rate. The 16-17 Year Old
Rate has increased by 22.7 per cent since it was introduced in October 2004. Over the same
period, the adult rate has increased by 25.4 per cent and the Youth Development Rate has
increased by 21.5 per cent.
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The UK Economy in 2011

1.7

1.8

As noted above, we recommended that the adult rate of the minimum wage increase by

2.5 per cent in October 2011. Table 1.2 shows that, when we came to our recommendations
in January 2011, this was expected to be close to average earnings growth but below
inflation. The median of independent forecasts for average earnings growth was 2.6 per cent,
while the Office for Budget Responsibility (OBR) forecast was a little lower at 2.2 per cent.
Consumer Prices Index (CPI) inflation was forecast to be just under 3 per cent with Retalil
Prices Index (RPI) inflation higher (OBR was forecasting 3.4 per cent with the consensus at
4.0 per cent).

Table 1.2: Economic Forecasts Available in January 2011, UK, 2011-2012

Per cent Forecasts for 2011 Forecasts for 2012
Median of OBR Median of OBR
independent forecasts independent forecasts
forecasts (November forecasts (November
(January 2010) (November 2010)

2011) 2010)

GDP growth (whole year) 20 21 2.1 26
Average earnings growth (whole year) 2.6 22 - 24
Inflation RPI (Q4) 40 34 28 3.1
Inflation CPI (Q4) 29 28 1.8 19
Employment growth (whole year) 04 03 - 0.7
Claimant count (millions, Q4) 1.56 1.49 1.53 1.41

Source: HM Treasury Panel of Independent Forecasts (November 2010 and January 2011) and OBR forecasts (November 2010)

based on ONS data, GDP growth (ABMI), total employment measured by workforce jobs (DYDC) and claimant unemployment (BCJD),
quarterly, AWE total pay (KAB9), monthly, seasonally adjusted; RPI (CZBH) and CPI (D7G7), quarterly, not seasonally adjusted, UK (GB
for AWE); 2011-2012.

The median of independent forecasts suggested that gross domestic product (GDP) would
have grown by 1.7 per cent in 2010 and would grow more strongly in 2011 and 2012. We
now consider what has actually happened to growth, inflation, average earnings, employment
and unemployment.

Gross Domestic Product Growth

1.9

The data available at the time of writing our last report suggested that the UK had exited the
longest and deepest recession since the 1930s in the fourth quarter of 2009 and had then
experienced four successive quarters of growth. The level of GDP in the third quarter of 2010
was 2.7 per cent higher than it had been a year earlier, with growth particularly strong in the
second and third quarters of 2010. We noted that growth for 2010 was likely to turn out at
1.7 per cent, higher than had generally been expected in January 2010. The UK therefore
looked set to continue its recovery in 2011 and beyond. However, we did consider that there
might be significant downside risks and that the economy might not grow as fast as forecast.
We were right to be concerned. Since that time, the Office for National Statistics (ONS)

has significantly revised the GDP data, mainly affecting growth since 2007, as shown in
Figure 1.1.
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Figure 1.1: Effect of Revisions to Gross Domestic Product, UK, 2007-2011
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Note: The data were revised in Q2 2011 and data for Q3 2011 are not available on the old basis.

1.10 The revised data show much stronger growth in 2007, before the onset of recession, but
then even lower output throughout 2008, a more robust recovery in 2009, and little change in
2010. More importantly for our recommendations, growth since the third quarter of 2010 has
been much weaker than expected. In the year to the third quarter of 2011, GDP grew by
0.5 per cent and growth for the whole of 2011 was expected to be just 0.9 per cent. This is
considerably below the 2 per cent growth expected when we discussed the minimum wage
recommendations in January 2011.

1.11 Figure 1.2 shows that the revised data now suggest that the recession was not as long as
previously thought but it was much deeper. The recession ended in the third rather than the
fourth quarter of 2009. It therefore lasted for five quarters, the same length as the 1980s and
1990s recessions. GDP fell by 7.1 per cent (compared with the 6.4 per cent estimate
available in January 2011). This was a considerably greater loss of output than in either of the
two previous recessions — the 1980s (4.7 per cent) or the 1990s (2.5 per cent).
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Figure 1.2: Gross Domestic Product in Recession and Recovery, UK, 1979-2011
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Spending, Investment and Trade

1.12

The composition of growth is important as it provides the economic context in which the
low-paying sectors operate. Many of the low-paying sectors are dependent on consumer
spending. The sluggishness of household consumption in the recovery, particularly over the
last four quarters, has direct implications for retail; hospitality; leisure, sport and travel; and
hairdressing. It will also have knock-on effects on other low-paying sectors such as cleaning
and security that are dependent on the strength of retail and hospitality for some of their
business.

Government spending also plays an important role for many low-paying sectors. Although
there is direct public provision of childcare and social care, the public sector also funds much
of the childcare and social care supplied by the independent and private sectors. Further,
government spending is also important to the hospitality, and leisure, sport and travel
sectors. Government spends a significant amount on hotels, restaurants and travel,” while
local authorities subsidise and promote leisure and sports facilities.

Trade will be a significant factor in low-paying sectors that depend on export markets, such as
food processing; the manufacture of textiles and clothing; and agriculture. Trade also affects
hospitality and retail through numbers of tourists and the amount they spend in the UK.

1 In 2008/09, according to the Office of Government Commerce Public Sector Procurement Expenditure Survey (PSPES09), the
Government (including Central Government organisations and English local authorities) spent at least £3 billion on travel, hotels,
food and catering.
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Although not directly linked to any particular low-paying sector, investment in capital goods,
infrastructure and housing will have implications for the long-term health of the UK economy.

The nature of the recession and subsequent recovery has been very different from that
experienced in the 1980s and 1990s. As noted above, the 2008-2009 recession was of much
greater magnitude. Table 1.3 shows that consumer spending fell sharply, investment
collapsed, and inventories were run down but imports weakened more than exports and
government spending barely changed. In contrast the 1980s and 1990s recessions were
mainly due to falls in investment and a rundown in stocks, although reductions in consumer
spending played some part in the 1990s recession. The fall in business investment and the
impact on trade were similar across all three recessions.

In contrast to the previous recoveries, consumer spending has been much weaker this time
and the latest data suggest that it is still weak. Real wage growth and real disposable income
have fallen as average earnings increases and pay settlements have remained subdued.
Inflation has remained high, driven by price rises in necessities such as food and energy, and
taxes have increased. But exports have performed better than in the past and inventories are
being built up rather than run down as in previous recessions.

Table 1.3: Components of Gross Domestic Product Growth in Recession and Recovery, UK,

1980-2011
Per cent Average growth per quarter Growth on previous quarter
Recession Recovery Latest
1980Q1- 1990Q3- 2008Q2- 1981Q2- 1991Q4- 2009Q3- 2010 2011
1981Q1 1991Q3 2009Q2 1983Q2 1993Q4 2011Q3 Q4 Q1 Q2 a3
Household 0.0 04 1.2 05 05 0.1 03 04 04 00
consumption
Government 0.2 0.8 -0.1 04 0.0 04 0.1 05 04 02
consumption
Investment -3.5 2.0 -4.2 1.1 0.3 0.3 0.0 24 -0.6 13
Business 24 28 -26 05 03 03 14 63 95 03
investment
Dwellings 71 29 -6.4 19 19 16 29 43 91 18
investment
Change in
. . 2.7 2.9 -11 -1.2 09 0.1 0.4 0.0 0.4 1.6
inventories
Domestic 1.2 09 1.8 0.9 05 03 1.4 07 01 08
demand
Exports 1.3 0.3 2.2 05 1.1 14 41 1.3 -15 -0.8
Imports -3.4 -1 -31 2.3 1.3 1.2 1.2 -15 -0.6 05
Real GDP -1.0 -05 -15 0.6 0.4 0.4 05 0.4 0.0 0.6

Source: LPC estimates based on ONS data, household final consumption expenditure (ABJR), general government final consumption expenditure
(NMRY), total gross fixed capital formation (NPQT), business investment (NPEL), investment in dwellings (DFEG), change in inventories (CAFU),
total domestic expenditure (YBIM), total exports (IKBK), total imports (IKBL) and GDP (ABMI), chain volume measures, quarterly, seasonally
adjusted, UK, Q4 1979-Q3 2011.
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1.17 There had been hopes that the recovery this time would lead to a rebalancing of the
economy with a shift towards investment and trade, and less dependence on the consumer
and government. Although investment has picked up it remains fragile and has not been as
strong as in the 1980s recovery. The rebuilding of inventories was a particularly strong
influence on growth in the third quarter of 2011. Trade had contributed positively to growth in
2010 but exports have actually fallen since the spring of 2011 as global trade weakened amid
concerns about the eurozone, inflation in China and budget deficits across the globe. As a
result trade has been a drag on growth. Although the Government has announced a range of
spending reductions, government spending continued to contribute to growth in 2011.

1.18 Table 1.4 shows that the recent recession affected a broader range of sectors than in the
1990s. Construction and manufacturing were affected in both recessions but services output
held up in the 1990s with finance, along with other services, making up for the falls in
hospitality (‘"Hotels and restaurants’ in the table) and retail ('VWholesale and retail trade’).

In contrast, the output of financial services and services as a whole fell in the 2008-2009
recession. The recovery this time has been more balanced between services and
manufacturing. However, manufacturing output has weakened considerably since the spring
of 2011 with services picking up.

1.19 Concentrating on the low-paying sectors, we can see a sharp contrast in the experiences of
retail and hospitality. Hospitality fared worse than retail in the 1990s recession, but better in
2008-2009. Retail recovered more quickly in the aftermath of both recessions. However,
hospitality has recovered strongly in 2011 as retail has weakened. That weakening has been
particularly noticeable since the spring of 2011.

Table 1.4: Sectoral Growth in Gross Domestic Product in Recession and Recovery, UK, 1990-2011

Per cent Average growth per quarter Growth on previous
quarter
Long-run Recession Recovery Latest
1997Q2- 1990Q3- 2008Q2- 1991Q4- 2009Q3- 2010 2011

2008Q1 1991Q3 200902 199304 2011Q3 04 a1 Q2 03

Whole economy 0.8 -0.5 -15 0.4 0.4 -0.5 04 0.0 0.6
ggf:i‘l’l‘i'::'e' forestry 0.6 10 29 03 15 <100 121 -12 05
Construction 0.6 -2.1 -3.9 0.3 0.7 -1.3 -1.7 3.2 0.3
Manufacturing 0.1 -15 2.7 0.5 04 0.6 0.7 0.1 0.0
Total services 1.0 0.0 -1.0 09 0.4 0.3 08 0.1 0.7
m':;'e:::t‘; fs‘ :‘l‘;aim 07 06 17 00 03 04 09 02 -01
Hotels & restaurants 0.8 2.0 -1.2 0.2 -0.7 -3.2 08 1.0 1.7
Finance 13 0.2 -1.2 05 0.3 0.6 01 13 1.0

Source: LPC estimates based ONS data, GDP (ABMI), and output indices for: agriculture, forestry & fishing (GDQA and L2KL); construction (GDQB
and L2N8); manufacturing (CKYY and L2KX); total services (GDQS and L2NC); wholesale & retail trade (GDQC and L2NE); hotels & restaurants
(GDQD and L2NQ); and financial intermediation (GDQI and L206); chain volume measures, quarterly, seasonally adjusted, UK, Q2 1990-Q3 2011.
Note: Due to methodological changes in the GDP data the old industry series (used for the 1990s recession and recovery) are not directly
comparable with the new industry series but are shown for illustrative purposes.
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1.20

An alternative measure of output, sales, is available for the retail sector. Official retail sales
figures from ONS show that the sector did relatively well during the recession with total
sales values holding up (annual growth never fell below 0.6 per cent) and volumes only falling
for a brief period (March-May 2009). Retail sales values have improved since March 2009 and
annual growth has been above 2 per cent in every month since August 2009. But much of
this growth has been due to price inflation. Retail sales volume growth has slowed since the
end of 2009, and for most of 2011 annual growth has been flat. Estimates from the BRC-
KPMG Retail Sales Monitor were weaker than the official estimates and showed that total
retail sales growth had been averaging around 2 per cent for much of 2011. The CBI
Distributive Trades Survey followed similar trends. All three surveys had also noted
divergence within retail, reporting food and internet sales performing much better than other
retail. We now turn to look at prices, settlements and earnings.

Prices, Settlements and Earnings

1.21

1.22

The latest inflation data available to us at the time of our 2011 Report related to December
2010. They showed annual quarterly growth in CPl and RPI at 3.4 per cent and 4.7 per cent
respectively. These rates were some way ahead of 2010 forecasts and had been driven by
greater than expected upward pressures from import prices and indirect taxes. Forecasts
indicated these pressures would continue into early 2011, especially given the then recent
energy price increases still working their way through the system, and the increase in Value
Added Tax (VAT) from 4 January 2011, leading to further rises in both inflation measures in
the first half of the year. Thereafter, inflation rates were expected to fall, with the median of
independent forecasts showing CPI at 2.9 per cent in the fourth quarter of 2011, and RPI at
4.0 per cent.

In our 2011 Report we noted the considerable risks around these forecasts and that they
were finely balanced. We were therefore cautious about the weight we should attach to
them. Our caution was justified. As Figure 1.3 shows, by September 2011 there were no
signs of the expected downturn in inflation on either measure, and both were substantially
higher than they had been at the beginning of the year with CPI standing at 5.2 per cent and
RPI at 5.6 per cent. The CPI figure was well above the Government’s 2 per cent annual
inflation rate target throughout the period, occasioning several explanatory letters from the
Governor of the Bank of England to the Chancellor of the Exchequer. In his letters the
Governor drew attention to continuing upward pressures from VAT and the steep increases
in import and energy prices, and argued that without these temporary effects CPl would have
been below its target.
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Figure 1.3: Price Inflation, UK, 2007-2011
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1.23 Inflation rates are traditionally a powerful influence on pay settlements, and, of course, they
determine rates of real pay growth. The all items RPI is particularly influential as it is the
preferred measure of inflation used by pay negotiators. For example, many long-term pay
deals in the private sector link annual awards to changes in RPI. Even so, since late 2009
there has been a marked change in the relationship between pay settlements — the usually
annual adjustments to basic pay rates —and RPI, as shown in Figure 1.4.
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1.24

Figure 1.4: Median Pay Settlements and Price Inflation, UK, 2007-2011
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Notes:

a. EEF covers manufacturing only.
b. Pay settlement medians for the three months to the end of month shown.

From late 2009 pay settlement medians failed to keep up with the inflation rate, resulting in
unusually large falls in real pay rates. This divergence continued through 2010. At the time of
our last report, however, researchers suggested that settlements and inflation would move
closer into line as settlements rose slightly and inflation fell. At that time settlement data for
November 2010 showed the different medians in a narrow range of 2.0-2.6 per cent, albeit
with substantial differences between the public and private sectors, and between individual
industries and organisations. Researchers told us that early settlement data for December
2010 did not materially alter this picture, and surveys of employer intentions suggested more
of the same in 2011. However, there was some suggestion in the few January 2011
settlements then available that the private sector median might edge up slightly to 2.5-3.0
per cent, although government pay policy pointed to a median award in the public sector of
near to O per cent. At that stage we thought that these median levels of increase were
unlikely to change much, maybe turning out slightly higher to reflect the expected upturn in

the economy.
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Chapter 1: The Economic Context to the October 2011 Upratings

In fact, in the early months of the year the medians did indeed centre on 2.5 per cent, but
from April 2011 they had again widened to 2.0-2.5 per cent, depending on the pay data
provider. There was no prolonged upturn in three-month settlement medians in the year to
September 2011 and no return to anything approaching real growth in basic pay levels.

Finally, we looked at average earnings trends. We used three official data sources to shed
light on how wages have changed over time — the Average Weekly Earnings (AWE) total and
regular pay measures; the National Accounts compensation of employees, and wages and
salaries series; and the Annual Survey of Hours and Earnings (ASHE). AWE is the most timely
earnings series as it is released monthly, two months after the survey date. As such, it is the
preferred measure of short-term earnings movements produced by ONS. Earnings are
measured as the total wage bill divided by the number of employees. The series for
compensation of employees, and wages and salaries are derived from a similar data source
to AWE and are available quarterly. ASHE records the pay of individuals in April each year and
is considered by ONS to provide the best source of structural earnings information. ASHE
provides detailed information on hours and earnings by certain characteristics such as age
and gender. It also has better coverage of small firms than the other earnings series,
however, it is only available annually and is usually released about six months after the
survey date.

Our focus here is on changes to AWE total pay as the regular pay measure is similar to pay
settlements. AWE total pay is shown for the whole economy and public and private sectors
in Figure 1.5 along with the rate of RPI inflation. The data for the three months to November
2010 showed whole economy total pay growth of 2.1 per cent compared with the same
period a year earlier, with the public and private sector rates of increase closely in line. Again
we noted that these aggregate figures hid a high degree of variation in the rates of earnings
growth in individual sectors and industries. OBR's 2.2 per cent earnings growth forecast for
2011 as a whole suggested little change in the prevailing whole economy rate, although at
that time the median of independent forecasts was slightly higher at 2.6 per cent. It was our
view that the forecast range indicated a subdued picture for earnings growth in 2011 and, at
least until late in the year, further large falls in real wages. We said, however, that this
outcome depended on the interplay between several factors which, on balance, we judged
might lead to a slightly higher rate of earnings growth than indicated by the forecasts.
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Figure 1.5: Growth in Average Weekly Earnings Total Pay, GB, and Price Inflation, UK,
2007-2011
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In the event, slower than expected economic growth in 2011 led to some labour market
weakening, and the resulting spare capacity acted as a dampener on earnings growth.
Consequently, although an upturn in earnings growth occurred in the summer, when the rate
of increase reached 2.8 per cent, it was not maintained. Total pay growth in the three months
to September 2011 of 2.3 per cent was towards the lower end of the forecast range at the
time of our last report. The National Accounts measures of earnings show similar growth.

In the year to the third quarter of 2011, the compensation of employees increased by 2.4 per
cent while the increase in wages and salaries was 2.3 per cent. In sharp contrast, earnings
growth recorded by ASHE between April 2010 and April 2011 was much lower.

According to ASHE, annual growth in median hourly earnings was just 0.4 per cent in April
2011 while mean hourly earnings growth was slightly higher at 0.9 per cent. This was below
the growth in total earnings according to AWE for the same period, which was 2.0 per cent.
There are a number of factors that may help to explain this discrepancy, for example,
structural differences in the surveys such as their coverage of small employers, temporary
employees, and the finance sector. These differences had not been evident in previous years.
Indeed, over the longer term the two measures show similar levels of cumulative earnings
increase: since 2000, the cumulative increase in AWE total pay and ASHE median pay are
practically the same. However, the differences in 2011 are important as we use ASHE to look
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at the distribution of earnings, the coverage of the minimum wage and the bite of the
minimum wage (that is, the minimum wage as a proportion of a particular point on the
earnings distribution, such as the median or lowest decile). WWe examine these in more detail
in Chapter 2. Having considered earnings, we now look in detail at what has happened to
other aspects of the labour market.

Employment and Unemployment

1.30

1.31

1.32

1.33

1.34

The OBR and independent forecasts at the time of writing our 2011 Report suggested that
the improvement in the economy in 2011 would lead to employment growing by around
0.3-0.4 per cent but that this would be less than the growth in the working age population so
that the unemployment claimant count would rise to 1.56 million from 1.47 million. The OBR
was more optimistic than the general consensus and forecast that the claimant count would
reach only 1.49 million in the fourth quarter of 2011.

We commented in our 2011 Report that the labour market had been remarkably resilient
throughout the recession and that, over the year to September 2010, the numbers in
employment and total hours worked had increased while unemployment on both claimant
count and ILO measures had fallen. But we did highlight concerns about the performance of
the labour market: the growth in employment had been concentrated among part-time and
temporary employment; the number of employee and workforce jobs had fallen over the
year; and vacancies had weakened (and redundancies had started to pick up) since the
summer of 2010.

As noted above, economic growth has not met expectations in 2011. Perhaps surprisingly
in view of this, workforce jobs increased as forecast by 0.3 per cent, since growth in self-
employment has made up for the loss in employee jobs. This was the first increase in the
year to September since 2007. However, Table 1.5 shows that other measures of
employment suggest the labour market was not as strong.

Between September 2010 and September 2011, total employment fell by 109,000 (0.4 per
cent) with the number of employees falling by 130,000 (0.5 per cent). The total number of
hours fell by 0.8 per cent, more than the percentage fall in employment. The falls in these
Labour Force Survey (LFS) measures of employment followed a year when the labour market
appeared to have recovered from the recession.

Both ILO unemployment and the claimant count increased in the year to September 2011.
After falling by 149,000 in the year after the recession ended, the claimant count rose by
125,000 in the year to September 2011 to reach 1.59 million. This was higher than both the
OBR and median of independent forecasts. ILO unemployment rose by 165,000 over the
year to September 2011 to 2.6 million.
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Table 1.5: Change in Employment and Unemployment, UK, 2007-2011

September 2007- September 2008- September 2009- September 2010-

September 2008 September 2009 September 2010 September 2011
000s % 000s % 000s % 000s %
Workforce jobs 76 02 -674 -2.1 -159 -0.5 89 0.3
Employee jobs 136 0.5 -780 2.8 271 -1.0 -69 0.3
Employment 124 04 -519 -1.8 an 1.1 -109 -04
Employees 152 0.6 -568 -2.2 95 0.4 -130 -0.5
Hours worked 1,100 0.1 -29,700 3.2 12,000 13 -7,400 0.8
ILO unemployment 179 10.9 625 34.4 -1 -0.5 165 6.8
Claimant count 124 14.7 648 66.9 -149 9.2 125 8.5
Vacancies -70 -10.4 177 -29.3 30 7.0 7 1.5
Redundancies 27 211 50 323 -59 -28.8 1 0.7

Source: LPC estimates based on ONS data, workforce jobs (DYDC) and employee jobs (BCAJ), quarterly; total employment (MGRZ),
employees (MGRN), total weekly hours (YBUS), ILO unemployment (LF2l), claimant count unemployment (BCJD), vacancies (AP2Y) and
redundancies (BEAQ), monthly, seasonally adjusted, UK, 2007-2011.

Vacancies and redundancies also show that the labour market has been weaker in 2011 than
in 2010. In September 2009 vacancies were about 250,000 lower than in September 2007,
but picked up in 2010 as the economy began recovering from the recession. The recovery in
vacancies has weakened and vacancies in September 2011 were still over 200,000 below
their pre-recession levels. In the depths of the recession, redundancies were 77,000 higher in
the quarter to September 2009 than in the quarter to September 2007. They then fell back
over the year to September 2010 by 59,000 as the economy started recovering, but this
recovery stalled in 2011. The level of redundancies was more or less unchanged between
September 2010 and September 2011.

The labour market remained relatively resilient in 2011. Although output fell by over 7 per
cent during the recession, Figure 1.6 shows that employment only fell by 2.5 per cent.

Many had argued that this was due to workers showing greater flexibility by reducing hours,
working shorter weeks, and taking unpaid sabbaticals. Hours fell by more than employment,
suggesting that this may have been a factor, but they fell by 4.5 per cent at most. In the
recessions of the 1980s and 1990s, the falls in employment and hours were much greater.

In both of those recessions employment fell by over 6 per cent and hours by up to 10 per
cent. This suggests that the relationship between employment and hours was similar in the
three recessions. However, the fall in output was much greater in 2008-2009 than in either of
those previous recessions.
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Figure 1.6: Hours and Employment in Recession and Recovery, UK, 1979-2011
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Note: Month 0 is the pre-recession peak for each measure (January 1980, July 1990 and May 2008 for employment; and September

1979, December 1989, and March 2008 for hours).

Productivity

1.37

As a result of the labour market’s resilience, labour productivity has been affected. In the
previous recessions, as shown in Figure 1.7, the productivity performance was better as
fall in output was less than the fall in employment. Indeed, throughout the 1990s recessi
productivity increased. We noted above that the fall in hours was greater than the fall in

two
the
on,

employment in all three recessions. As a result, the fall in productivity as measured per hour
has been more moderate than the fall as measured by job. The fall in productivity on both

measures is much more evident in the recent recession than in the two previous recessions.

But the recovery this time also seems to have been weaker and productivity growth has
fallen back again as output growth has stalled.
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Figure 1.7: Growth in Productivity per Job and per Hour, UK, 1978-2011
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1.38 In our 2010 Report, we expressed concern that in 2009 productivity had fallen and unit wage
and labour costs had risen sharply. We suggested that this was unsustainable and may lead
to further job losses unless output and productivity rose. This rise occurred in 2010 along
with a fall in unit wage and labour costs. However, these concerns returned as the recovery
in 2011 weakened.

Real Wages

1.39 The most plausible explanation of the labour market's resilience is the fall in real wages.
In the two previous recessions, inflation had been much higher than it was in the latest
recession but nominal wages had generally more than kept pace. Thus, as shown in Figure
1.8, real wages had generally continued to increase throughout both recessions. In the latest
recession and recovery, pay settlements and earnings have been subdued and nominal wage
growth has been weaker than in previous recessions. Inflation has been much higher than
forecast and higher than these nominal wage increases. This has led to a sustained fall in real
wages that has now lasted for about four years, which is unprecedented in the UK in recent
times.
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Figure 1.8: Growth in Nominal and Real Wages, UK, 1978-2011
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Profits

1.40

The profitability of companies is also an important factor in our deliberations. As we noted in
previous reports, the reluctance of companies to invest and rebuild stocks has led to
improved cash balances for many firms, particularly large ones, since 2008. The gross and
net rates of return on capital employment for non-oil private non-financial corporations have
also picked up in 2011 but at 11.1 per cent in the third quarter, both are below the rates
observed before the onset of recession. Gross trading profits for non-oil private non-financial
corporations picked up over the year from £49.2 billion in the third quarter of 2010 to £54.0
billion in the third quarter of 2011. Similarly, over the same period, total gross operating
surplus in the UK increased from £63.0 billion to £66.9 billion. However, as a proportion of
GDP , it has fallen from 21.9 per cent to 21.2 per cent. The wage share has also fallen as taxes
(and subsidies) have taken an increasing share of GDP. Throughout the recession and since it
ended, financial balances for private non-financial corporations have also been strong
compared with previous recessions. However, it is likely that these strong financial balances
are predominantly held by larger firms. In surveys and in evidence from our meetings with
stakeholders, small firms have indicated that they have no such headroom and that profits
have also been squeezed.
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Revised Forecasts for 2011 and 2012

1.41

1.42

1.43

At the time of writing our 2011 Report, as we noted above and show in Table 1.6, the
consensus was that GDP would grow by about 2.0 per cent in 2011 and 2.1 per cent in 2012.
The OBR forecast was for slightly stronger growth. The weakness in the economy that we
have discussed has led to a significant downwards revision of forecast growth in both 2011
and 2012. We, along with OBR and the median of independent forecasts, now expect the
economy to have grown by just 0.9 per cent in 2011. Thus, the economic outturn has been
much poorer than had been expected in January 2011. As a result the employment and
unemployment performance has also been weaker.

Table 1.6: Revised Economic Forecasts, UK, 2011-2012

Per cent Forecasts used in 2011 Report Latest forecasts available
(January 2011) (January 2012)
Median of OBR forecasts Median of OBR forecasts
independent (November independent (November
forecasts 2010) forecasts 2011)
(November 2010 (January 2012)
and January
2011)
2011 2012 2011 2012 2011 2012 2011 2012
GDP growth (whole year) 20 2.1 21 2.6 09 04 09 0.7
Average earnings growth 26 - 22 24 25 24 09 20
(whole year)
Inflation RPI (Q4) 4.0 2.8 34 3.1 5.4 2.8 5.2 2.8
Inflation CPI (Q4) 29 1.8 28 19 4.7 2.1 46 24
Employment growth 04 : 03 07 04 05 07 02
(whole year)
Claimant count (millions, 156 153 149 141 163 1.79 162 179

04)

Source: HM Treasury Panel of Independent Forecasts (November 2010, January 2011 and January 2012) and OBR forecasts (November
2010 and November 2011) based on ONS data, GDP growth (ABMI), total employment measured by workforce jobs (DYDC) and
claimant unemployment (BCJD), quarterly, AWE total pay (KAB9), monthly, seasonally adjusted; RPI (CZBH) and CPI (D7G7), quarterly,
not seasonally adjusted, UK (GB for AWE); 2011-2012.

On the other hand, inflation has been much greater than had been foreseen, driven by the
increases in commodity prices, utility bills, petrol and VAT. The consensus was that CP!I
inflation would fall by the end of 2011 towards 3 per cent (with RPI at 4 per cent). OBR had
forecast inflation falling back by slightly more. Table 1.6 shows that inflation was expected to
be below target by the end of 2012. This is no longer expected to be the case. Inflation is
now expected to be over 5 per cent for RPI in the final quarter of 2011 with CPI at around
4.6 per cent. This is considerably higher than was expected a year ago.

There has been little change in the consensus forecast for average earnings growth, with
independent forecasters expecting wage growth of around 2.5 per cent in the whole of 2011.
OBR, however, has been expecting much weaker wage growth of just 0.9 per cent. Both
forecasts of average earnings imply considerable reductions in average real wages. The
increase in the adult rate of the minimum wage in October 2011 was 2.5 per cent. This was
in line with the consensus of average wage growth forecasts.
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Conclusion

1.44

1.45

1.46

1.47

Revised data have led ONS to estimate that the 2008-2009 recession was much deeper
although not as long as first thought. The recession lasted for five quarters, the same length
as the 1980s and 1990s recessions but output fell by over 7 per cent, considerably more than
in those previous recessions. However, employment and hours continued to be much higher
than would have been expected from the experience of the two previous recessions.

The UK economy has weakened considerably since the fourth quarter of 2010, exacerbated
by the particularly harsh wintry conditions and the additional Bank Holiday for the Royal
Wedding. GDP by the end of the third quarter of 2011 was just 0.5 per cent above that of

a year previously. This sluggishness in growth led to a downturn in many measures of the
labour market. Employment fell and unemployment rose on both the ILO and claimant count
measures. Vacancies were flat.

Wage growth, as measured by pay settlements and AWE, turned out close to our
expectations albeit a little lower than had been foreseen in January 2011. However, data from
ASHE suggested that wage increases had typically been much lower than AWE, at less than
1 per cent. Inflation, on the other hand, had been much higher than expected.

Thus, the relatively subdued average wage increases led to large real wage cuts for many
workers. But the uprating in October 2011 appears to have at least maintained the relative
value of the adult minimum wage rate to the average wage. This is a similar story to that
recorded last year for the 2010 minimum wage upratings. We now go on to look at the
impact of the minimum wage on earnings, pay settlements and structures, employment and
competitiveness in Chapter 2.
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Chapter 2
The Impact of the National
Minimum \Wage

Introduction

2.1

2.2

2.3

We have carefully monitored the impact of the National Minimum Wage (NMW) since its
introduction in April 1999. We have done this by looking at whether the minimum wage has
had any effects on individual earnings and on pay structures and investigating how employers
have coped with these changes. In Chapter 1, we considered the macroeconomic context in
which the October 2011 upratings came into effect but it is too early to assess the impact of
those upratings.

In reviewing the impact of the NMW since its introduction, this chapter focuses mainly on
the impact of recent minimum wage upratings. The increases in October 2010 were 2.2 per
cent for those aged 21 and over, 1.9 per cent for 18-20 year olds, and 2.0 per cent for 16-17
year olds. Although we refer to increases in the minimum wages for young workers and
comment on some aspects of the impact by age, we concentrate on the impact of the adult
rate. It should be noted here that our analysis takes account of the extension of the adult rate
to cover 21 year olds from October 2010. An Apprentice Rate was also introduced at that
time. The impact on young workers and apprentices is covered in more detail in Chapter 3.

As well as investigating the impact of the minimum wage at an aggregate level, we have also
sought to identify impacts where we would be most likely to find evidence of them. We
know that specific groups of workers in certain jobs, industries and locations are more likely
to be low paid. We start by giving a brief overview of these low-paying jobs and low-paid
workers.

National Minimum Wage Jobs

2.4

We use the Annual Survey of Hours and Earnings (ASHE) as the main dataset for hourly
earnings information. This is an annual survey of 1 per cent of the workers on HM Revenue &
Customs’ Pay-As-You-Earn register. The earnings and hours information in the survey are
reported by employers from their records. The Office for National Statistics (ONS) regards it
as the best source of information on individual earnings in the UK. The data also record each
individual's gender, age, industry, occupation, home postcode, work postcode and size of
firm. Further details on this dataset are outlined in Appendix 4. The latest available ASHE data
are from April 2011, when the adult minimum wage was £5.93 an hour (2.2 per cent higher
than in the previous year). We use hourly pay excluding overtime as the basic measure of
earnings. It should also be noted that the earnings distribution in April 2011 may already, to
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2.6

2.7

some extent, reflect the then forthcoming increases to the minimum wage in October 2011,
as some employers may have pre-empted some or all of the increase.

For the purposes of analysing minimum wage jobs in this section, we define a minimum
wage job to be one that, in April 2011, paid at or below the relevant NMW rate. \We also
include those paid up to five pence above the minimum wage. On this basis, we estimate
that about 4.4 per cent of all jobs were minimum wage jobs. Figure 2.1 shows that jobs more
likely to be minimum wage jobs were: part-time; temporary; held for less than a year; in the
private sector; in small and medium-sized firms; and in certain low-paying industries and
occupations.

Around 9 per cent of jobs that were part-time, temporary, or held for less than a year were
minimum wage jobs, compared with 2-4 per cent of jobs that were full-time, permanent or
held for more than a year. Over 6 per cent of jobs in the private sector but only 1 per cent in
the public sector were paid at or below the minimum wage.

Figure 2.1 shows that there is a clear relationship between the proportion of minimum wage
jobs and the size of firm. Workers in large firms (those with 250 or more employees) are
much less likely to be paid at or below the minimum wage than those in small firms (those
with fewer than 50 employees), especially micro firms (those with 1-9 employees). Nearly

10 per cent of jobs in micro firms are paid at the minimum wage compared with around 3 per
cent in large firms. Nevertheless, according to ASHE, the majority of minimum wage workers
work in large firms. Around 51 per cent of minimum wage workers work in large firms
compared with around 17 per cent in micro firms and a further 17 per cent in other small
firms (those with 10-49 employees). The remaining 15 per cent work in medium-sized firms
(50-249 employees).

Figure 2.1: Characteristics of Minimum Wage Jobs, UK, 2011
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Jobs paying at or below the minimum wage (per cent)

Source: Low Pay Commission (LPC) estimates based on ASHE, 2007 methodology, low-pay weights, including those not on adult rates
of pay, UK, April 2011.

Note: Minimum wage jobs defined as adults (aged 21 and over) earning less than £5.98, youths (aged 18-20) earning less than £4.97,
and 16-17 year olds earning less than £3.69 in April 2011.
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Figure 2.1 also shows clear differences between those industries and occupations that we
define as low-paying, and others. As in previous reports, we define low-paying sectors as
those with a large number or high proportion of minimum wage workers. By this definition
the low-paying industries are: retail; hospitality; social care; employment agencies; food
processing; leisure, travel and sport; cleaning; agriculture; security; childcare; textiles and
clothing; and hairdressing.? When defining our occupation-based low-paying sectors, we
group low-paying occupations under the same headings (for example, retail includes trolley
collectors, shelf stackers, till cashiers and sales assistants) and add office work.® However,
we are not able to provide an occupational definition for employment agencies.

Looking at the low-paying occupations in greater detail, Figure 2.2 shows that, although
812,000 minimum wage jobs are in our identified low-paying occupations, 331,000 minimum
wage jobs (just under a third) are not. In April 2011, the greatest numbers of minimum wage
jobs were in hospitality (255,000), retail (204,000) and cleaning (155,000), which together
accounted for around 54 per cent of all minimum wage jobs. Social care (50,000) and
childcare (43,000) each represented about 4 per cent of minimum wage jobs, while the
remaining low-paying occupations accounted for 106,000 jobs (or around 9 per cent). Figure
2.2 also shows that hairdressing (25 per cent), hospitality (23 per cent) and cleaning (19 per
cent) have the highest proportions of minimum wage jobs, whereas only 9 per cent in retail,
6 per cent in social care, and 5 per cent in security are minimum wage jobs.

Figure 2.2: Number and Proportion of Minimum Wage Jobs, by Low-paying
Occupation, UK, 2011

Office work Food processing Hairdressing  Leisure Security Agriculture  Textiles
24,000 24,000 24,000 15,000 8,000 6,000 4,000

(8% of jobs (11% of jobs (25% of jobs  (10% of jobs (5% of jobs (9% of jobs  (10% of jobs
in sector) in sector) in sector) in sector) in sector) in sector) in sector)

Childcare

43,000

(12% of jobs in sector) .

i Non low-paying

Social care occupations

50(;000 — 331,000

(6% of jobs in sector) (2% of jobs
in sector)

Cleaning

155,000

(19% of jobs in sector)

Retail Hospitality

204,000 256,000

(9% of jobs in sector) (23% of jobs
in sector)

Source: LPC estimates based on ASHE, 2007 methodology, low-pay weights, including those not on adult rates of pay, UK, April 2011.

Notes:

a. Minimum wage jobs defined as adults (aged 21 and over) earning less than £5.98, youths (aged 18-20) earning less than £4.97, and
16-17 year olds earning less than £3.69 in April 2011.

b. Percentages in parentheses are the proportion of jobs in each occupation that are minimum wage jobs.

2 Full definitions of these low-paying industries are given in Appendix 4 of the 2010 Report.
3 Full definitions of our occupation-based low-paying sectors are given in Appendix 4 of the 2010 Report.
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2.10 We find a similar pattern in the low-paying industries. Around a quarter of minimum wage

2.1

jobs were not to be found in any of our defined low-paying industries. In April 2011, the
largest numbers of minimum wage jobs were in hospitality (290,000) and retail (232,000),
and together they accounted for around 45 per cent of minimum wage jobs. Employment
agencies, social care and cleaning each accounted for around 6 per cent of minimum wage
jobs (64,000-73,000 in each case). The numbers for cleaning are much smaller using the
industrial definition than the numbers covered by the occupation definition in Figure 2.2, as
cleaners work in most industries across the whole economy. That leaves just 10 per cent of
minimum wage jobs in our other low-paying industry groups. The industry groups with the
highest proportions of minimum wage jobs are hairdressing (27 per cent), hospitality (22 per
cent) and cleaning (21 per cent).

Just as they are distributed unevenly across industries and occupations, so minimum wage
jobs are spread unevenly throughout the UK. Figure 2.3 shows that Northern Ireland is the
country with the highest proportion of minimum wage jobs (7.9 per cent), followed by Wales
(6.1 per cent), while Scotland and England have the lowest (both 4.2 per cent).

Figure 2.3: Minimum Wage Jobs, by Country, Region, and Highest Local Authority
Within Each Area, 2011

UK

NORTHERN IRELAND
WALES
Pembrokeshire
NORTH EAST
Hartlepool UA

EAST MIDLANDS
Bolsover

WEST MIDLANDS
Malvern Hills

NORTH WEST
Blackburn with Darwen UA
YORKSHIRE & THE HUMBER
Richmondshire
ENGLAND

SOUTH WEST

West Somerset
SCOTLAND
Inverclyde

EASTERN

Tendring

SOUTH EAST

East Hampshire
LONDON

Waltham Forest
| | | | | | | | |

0 2 4 6 8 10 12 14 16

Jobs paying at or below the minimum wage (per cent)
Hl Country M Region Local authority

Source: LPC estimates based on ASHE, 2007 methodology, low-pay weights, including those not on adult rates of pay, UK, April 2011.

Notes:

a. Minimum wage jobs defined as adults (aged 21 and over) earning less than £5.98, youths (aged 18-20) earning less than £4.97, and
16-17 year olds earning less than £3.69 in April 2011.

b. The geographic areas are work-based. No regional breakdown is available for Northern Ireland.
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Looking at regions within England, we can see that the North East has the highest proportion
of minimum wage jobs (5.7 per cent) while London has the lowest (2.5 per cent). In contrast,
the largest numbers of these jobs are found in the North West, the West Midlands and the
South East, each accounting for more than 10 per cent of all minimum wage jobs. Although
London has 14 per cent of all employees — more than anywhere else — it has only 8 per cent
of all minimum wage jobs.

There is also significant variation among local authorities within regions. For example, within
the North East just under 6 per cent of all jobs are paid at the minimum wage but this ranges
from over 11 per cent in Hartlepool Unitary Authority to only 2 per cent in Teesdale. The
spread is even wider in the South West, where the proportion of minimum wage jobs is 4.2
per cent, ranging from 2 per cent in West Dorset to just over 14 per cent in West Somerset.

Views on Regional Variations

2.14

Some stakeholders, such as the Unquoted Companies Group, were in favour of a regional
approach to setting the minimum wage. The Northern Ireland Hotels Federation pointed to
the cost of living and levels of disposable income being considerably lower in Northern
Ireland than other parts of the UK, yet Northern Ireland was expected to operate the same
minimum wage level. The British Independent Retailers Association (BIRA) said that a
National Minimum Wage covering London through to Wales and the North was an impossible
objective. In the social care sector, the Devon-based Stonehaven Care Group told us that care
homes in Devon were in difficulty as they have had no increase in care fees for publicly
funded clients for a few years, with Devon ranked 84" out of 100 local authorities for the
level of care fees. It questioned whether the NMW should be set by local government in
order to match it to local fiscal policies. However, other employers took a contrary view,
seeing a regional wage as likely to add an unwelcome complexity for their business. The
Trades Union Congress (TUC) and trade unions have also maintained support for a nationwide
floor, regarding regional variation as making effective enforcement of the wage more difficult,
and having damaging implications for the economies of poorer regions. There is significant
wage variation within regions themselves. Further, the National Minimum Wage Act 1998
does not permit regional variation in the minimum wage.

National Minimum Wage Workers

2.15

So far, we have looked at the characteristics of minimum wage jobs and their employers.

We now turn to the people who work in these jobs. Our remit asked us to monitor the impact
of the minimum wage on previously identified groups of workers. We consider these to be
young workers, older workers, women, ethnic minorities, disabled people, migrant workers
and those with no qualifications. Earnings data from ASHE are only available by gender and
age, so we use the Labour Force Survey (LFS) for the other groups. LFS data on earnings are
regarded as being less reliable than ASHE data because ASHE is based on employer records
whereas LFS is self-reported and based on smaller sample sizes. Figure 2.4 shows that the
LFS estimates of minimum wage jobs tend to be higher than the estimates from ASHE.
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The groups covered by our remit contain higher proportions of minimum wage workers than
the overall working age population.

Figure 2.4: Minimum Wage Workers, UK, 2011
0 2 4

EIS ? 1IO 1|2 1|4 16 18 20

All working age
Men

Women

72.4% paid at or below adult rate
74.6% paid at or below adult rate

Young people 16-17

39.2% paid at or below adult rate
38.7% paid at or below adult rate

Young people 18-20
Older workers 65+
Disabled people
Ethnic minorities
Migrant workers

Unqualified

T T T T T T T T T |
0 2 4 6 8 10 12 14 16 18 20

Workers paid at or below the minimum wage (per cent)
B ASHE [ LFS
Source: LPC estimates based on ASHE, 2007 methodology, low-pay weights, including those not on adult rates of pay, UK, April 2011;
and LFS Microdata, income weights, quarterly, not seasonally adjusted, UK, Q2 2011.

Note: Minimum wage jobs defined as adults (aged 21 and over) earning less than £5.98, youths (aged 18-20) earning less than £4.97,
and 16-17 year olds earning less than £3.69 in April 2011.

The ethnic minority and migrant worker categories in Figure 2.4 are the aggregates of many
different ethnicities and countries of birth and presenting them in this form hides significant
variation between the constituent groups. For example, among the ethnic minorities, the
proportion of black workers in minimum wage jobs is lower than that of white workers (4.9
per cent compared with 5.4 per cent), whereas the proportion is much higher among workers
of Pakistani and Bangladeshi ethnicities (11.1 per cent).

We have established that part-time jobs, temporary jobs, jobs in small firms, and jobs in
certain industries and occupations are more likely to be minimum wage jobs. Further, we
have shown that these are more likely to be carried out by women, young people, those over
retirement age, disabled people, ethnic minorities, migrant workers and those with no
qualifications. We now go on to assess the impact of the minimum wage in aggregate and on
these jobs and workers in particular.
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Impact on Earnings and Pay

2.18

219

We start by investigating the impact of the minimum wage on earnings. If the minimum
wage had been set at a level such that it did not affect the distribution of earnings or
companies’ pay structures, it is unlikely to have had any effect at all. This, however, does not
appear to be the case.

In order to assess the impact of the minimum wage on earnings, we focus our analysis on
ASHE, which ONS considers the best source of earnings information. However, it is only
conducted once a year, in April, and the results are not then available until about six months
afterwards. Hence, we use Average Weekly Earnings (AWE) as a more timely measure of
earnings in the economy and available at some degree of disaggregation, such as public and
private sector, manufacturing and services, and industry (at the one digit Standard Industrial
Classification).

National Minimum Wage Relative to Prices and Earnings

2.20

2.21

Since its introduction in April 1999, the adult rate of the NMW has increased by 69 per cent
from £3.60 an hour to £6.08 an hour in October 2011. Figure 2.5 shows that this is much
faster than the growth in average earnings, inflation (whether measured using the Consumer
Prices Index (CPI) or the Retail Prices Index (RPI)) or the economy. Between April 1999 and
October 2011, average earnings including bonuses (measured using a combination of the
Average Earnings Index (AEl) and AWE) grew by around 55 per cent, RPI inflation rose by

44 per cent and CPl inflation by 31 per cent.

Had the initial adult rate of the minimum wage been uprated in line with average earnings
growth, it would only have been £5.60 an hour by October 2011, 48 pence below its current
level. If instead, it had been increased in line with price inflation, it would have been £4.71
using consumer prices and £5.19 using retail prices. These are respectively £1.37 and 89
pence less than the current adult rate of the minimum wage. It is evident, therefore, that the
adult rate of the minimum wage has increased its relative value (compared with average
earnings) as well as its real value (compared with price inflation) since its introduction. In
contrast, nominal gross domestic product (GDP) grew by 67 per cent between the first
guarter of 1999 and the third quarter of 2011, roughly in line with the increase in the
minimum wage.
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Figure 2.5: Increases in the Real and Relative Value of the Adult National Minimum
Wage, UK, 1999-2011
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Note: The AWE series began in January 2000 and the AEI series ended in July 2010. Our earnings series is estimated using AEl

(including bonuses) from April 1999-January 2000 and AWE (total pay) from January 2000-October 2011.

2.22 However, most of the real and relative increases in the minimum wage occurred as a result
of the comparatively large upratings from October 2001-October 2006. Since that time, the
adult rate of the minimum wage has risen more or less in line with average earnings but has
lagged price increases. The minimum wage increased by 13.6 per cent between October
2006 and October 2011. This compares with increases of 13.2 per cent in average earnings
and higher rises of 17.2 per cent in CPl and 18.8 per cent in RPI.

2.23 Between April 2000 and April 2011, as shown in Figure 2.6, average earnings grew by around
47 per cent whether measured using AWE total pay or median hourly earnings from ASHE.
In more recent years (between April 2007 and April 2011), the growth in ASHE median hourly
earnings (9.4 per cent) has also matched the growth in AWE (9.5 per cent). However, in
April 2011, the average and median hourly earnings growth in ASHE was considerably lower
(0.9 per cent and 0.4 per cent respectively) than the growth in AWE (2.0 per cent).
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Figure 2.6: Increases in Median Pay, UK, and Average Weekly Pay, GB, 2000-2011
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Source: LPC estimates based on ONS data, AWE total pay (KAB9), monthly, seasonally adjusted, GB, 2000-2011, and ASHE: without
supplementary information, April 2000-2004; with supplementary information, April 2004-2006; and 2007 methodology, April
2006-2011, standard weights, including those not on adult rates of pay, UK.

2.24 \Whether measuring the bite of the minimum wage (its value relative to the median or the
mean) against AWE or ASHE, Figure 2.7 shows a similar pattern. The bite of the minimum
wage increased between its introduction in 1999 and 2007 and remained roughly flat
between 2007 and 2010. However, in 2011, the bite measured against AWE fell but it
increased against both the mean and median ASHE measures. (Factors which may explain
divergence between ASHE and AWE are discussed at paragraph 1.29 above.)
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2.26

Figure 2.7: Bite of the Adult National Minimum Wage Using Different Earnings
Measures, GB and UK, 2000-2011
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seasonally adjusted, 2000-2011, and ASHE: without supplementary information, April 2000-2004; with supplementary information,
April 2004-2006; and 2007 methodology, April 2006-2011, standard weights, including those not on adult rates of pay, UK.

Table 2.1 shows a similar picture with regards to the bite of the minimum wage across the
whole of the ASHE hourly earnings distribution, such as the lowest decile, the lowest
quartile, the median or the mean. Between the introduction of the minimum wage in 1999
and 2007, the bite at the median increased from about 46 per cent to 51 per cent. From 2007
t0 2010, the bite remained just under 51 per cent, before increasing to 51.7 per cent in 2011.

The bite compared with other points on the distribution follow a similar pattern, increasing
markedly between 1999 and 2007, then remaining stable between 2007 and 2010. According
to ASHE, average hourly earnings in the UK increased by just 0.9 per cent between 2010

and 2011. This was much lower than the increase in the minimum wage (2.2 per cent). Thus,
the bite at the mean has increased in 2011. The increases in the bite in 2011 have occurred
across the whole of the earnings distribution but they have been greater at the bottom end
of the distribution.
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Table 2.1: Bite of the Adult National Minimum Wage at Various Points on the Earnings
Distribution for Those Aged 22 and Over, UK, 1999-2011

Data Adult Adult minimum wage as % of
NMW
ye_ar Lowest Lowest Median Mean Upper Upper
(April) (£) . . g .
decile quartile quartile decile
1999 3.60 83.9 65.1 457 36.6 304 211
2000 3.60 81.2 64.2 454 35.7 29.8 20.6
ASHE without 2001 3.70 80.3 63.0 44.2 34.7 29.0 19.9
supplementary
information 2002 410 85.2 675 472 36.5 308 21.0
2003 4.20 824 65.8 465 35.9 305 208
2004 450 84.9 67.6 475 372 31.3 214
ASHE with 2004 450 85.6 68.3 481 377 316 217
supplementary 2005 4.85 88.0 69.9 494 385 323 221
information 2006  5.05 87.5 69.9 494 384 323 221
2006 5.05 875 70.0 497 385 325 223
2007 535 89.2 7.7 51.0 396 33.6 229
ASHE 2007 2008 552 897 716 50.6 39.2 33.2 228
methodology 2009 573 89.6 717 50.7 39.8 333 22.9
2010 5.80 89.7 719 50.9 396 332 229
2011 5.93 91.2 73.4 51.7 402 339 23.2

Source: LPC estimates based on ASHE: without supplementary information, April 1999-2004; with supplementary information, April
2004-2006; and 2007 methodology, April 2006-2011, standard weights, including those not on adult rates of pay, UK.

Note: Direct comparisons before and after 2004, and before and after 2006, should be made with care due to changes in the data
series.

The bite in the low-paying sectors, and in small and medium-sized firms, is much greater than
in the economy as a whole. In contrast to the pattern observed above, the bite in the low-
paying sectors and in small, especially micro, firms continued to increase between 2007 and
2010. The bite among the low-paying sectors has increased further in 2011.

Figure 2.8 shows that between 1999 and 2011 the NMW for workers aged 22 and over
increased on average by just over 4 per cent each year, compared with earnings growth of
about 3 per cent in the low-paying sectors, and 3.6 per cent in the non low-paying sectors.
Examining annualised earnings growth before and after the onset of the recession, we can
see that between 1999 and 2007 there was very little difference between the low-paying and
non low-paying sectors, although both were over 1 percentage point below the annual
increase in the NMW. However, since 2007 annual earnings growth in the non low-paying
sectors has been almost 2 percentage points a year higher than in the low-paying sectors.
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Figure 2.8: Annualised Growth in the Adult National Minimum Wage and Median
Earnings for Those Aged 22 and Over, by Sector, UK, 1999-2011
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Source: LPC estimates based on ASHE: without supplementary information, April 1999-2004; with supplementary information,
April 2004-2006; and 2007 methodology, April 2006-2011, standard weights, including those not on adult rates of pay, UK.

2.29 This marked difference in earnings growth has led to a divergence in the bite between the
low-paying sectors and the non low-paying sectors. Since 2007, earnings growth in the
low-paying sectors has been 1.3 percentage points lower than the annual increase in the
NMW, so the bite has increased from 74.3 per cent in 2007 to 78.3 per cent in 2011.

In contrast, annual earnings growth since 2007 in the non low-paying sectors has been 0.4
percentage points higher than the annual increase in the NMW. Consequently the bite over
this period fell from 46.0 per cent in 2007 to 45.2 per cent in 2011.

2.30 Figure 2.9 shows that for workers aged 22 and over, the bite in the low-paying sectors has
risen from 67.4 per cent in 1999 to 78.3 per cent in 2011. After a fall in 2010, the bite for the
low-paying sectors increased by 2.4 percentage points in 2011 and re-established its upward
trajectory. In contrast, the bite for the non low-paying sectors has increased more slowly over
the period, rising from 41.9 per cent in 1999 to 45.2 per cent in 2011, below its level in 2007.
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Figure 2.9: Bite of the Adult National Minimum Wage for Workers Aged 22 and Over, by
Low-paying Sector, UK, 1999-2011
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Source: LPC estimates based on ASHE: without supplementary information, April 1999-2003; with supplementary information,
April 2004-2005; and 2007 methodology, April 2006-2011, standard weights, including those not on adult rates of pay, UK.
Note: Definitions for the low-paying sectors are based on Standard Industrial Classification (SIC) codes. Data from 1999-2007
are based on SIC 2003 codes. Data from 2008-2011 are based on SIC 2007 codes. Because of this change in methodology direct
comparisons before and after 2007 should be made with care.

2.31 Within the low-paying sectors there is some variation in the level and trend of the bite over
time, but the bite has broadly increased year-on-year in every low-paying sector. In 2011,
the cleaning sector had a bite of over 90 per cent, and a further three sectors, hairdressing,
childcare and hospitality had bites of over 80 per cent.

2.32 Figure 2.10 shows a similar story by firm size. Over the whole period from 1999 to 2011,
firms of all sizes have seen broadly the same annualised earnings growth of about 3 per cent.
Between 1999 and 2007, micro and other small firms saw slightly higher earnings growth
compared to medium and large firms. However, since 2007, micro and other small firms have
seen a much lower annual growth in earnings, compared with both larger firms and the
uprating in the NMW. This has increased the bite for smaller firms by more than for larger
firms in recent years.
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Figure 2.10: Annualised Growth in the Adult National Minimum Wage and Median
Earnings for Those Aged 22 and Over, by Firm Size, UK, 1999-2011
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Source: LPC estimates based on ASHE: without supplementary information, April 1999-2004; with supplementary information,
April 2004-2006; and 2007 methodology, April 2006-2011, standard weights, including those not on adult rates of pay, UK.

Figure 2.11 shows that the bite for workers aged 22 and over rose across firms of all sizes
between 2010 and 2011. The bite for large firms rose by the smallest amount in 2011, by
0.6 percentage points to 48.6 per cent. But it remains just below the bite observed in 2007
(48.8 per cent).

Micro firms had the highest bite in 2011, 65.2 per cent, following a steady rise since 2000,
but other small firms saw the largest increase: at 1.3 percentage points, taking the bite to
58.7 per cent, and continuing the general upward trend seen since 2001. Medium-sized firms
saw a 0.8 percentage point increase in the bite from 2010, increasing the bite at the median
to 53.1 per cent, again continuing the upward trend observed since 2001.
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Figure 2.11: Bite of the Adult National Minimum Wage at the Median for Those Aged 22
and Over, by Firm Size, UK, 1999-2011
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Notes:

a. Direct comparisons before and after 2004, and before and after 2006, should be made with care due to changes in the data series.
b. There were fewer responses to the question on size of firm in the 2002 ASHE than in other years.

Turning to low-paid workers, we observe a similar picture. In order to look at specific groups
of workers, we need to use the LFS earnings data. For those of working age, the bite at the
median is 58 per cent and 94 per cent at the lowest decile. These bites are higher than those
estimated using ASHE (52 per cent and 91 per cent respectively). Figure 2.12 shows that
the bite is highest for those with no qualifications (84 per cent). Women, disabled people,
migrant workers and ethnic minorities all have a higher bite than the working age population.
Most groups saw their bite rise between 2010 and 2011, having seen it fall slightly between
2009 and 2010. Ethnic minorities, however, saw their bite fall between 2010 and 2011, while
the bite for migrant workers has increased every year since 2008. However, grouping all
ethnic minorities together hides variation between them. The bite at the median for Indians
(53 per cent) is unchanged from 2010 and lower than the bite for white people (57 per cent),
whereas for Bangladeshis the bite is significantly higher (78 per cent) but has fallen since
2010.
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Figure 2.12: Bite of the Adult National Minimum Wage at the Median for Those Aged 22
and Over, by Groups of Workers, UK, 2007/08-2010/11
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Earnings Distributions

2.36 The impact of the minimum wage can also clearly be seen in Figure 2.13, which shows a
spike in the hourly earnings distribution at £5.93, the adult rate effective in April 2011.
Around 3 per cent, or nearly 750,000 workers, were paid at that rate. A further 1 per cent
(or 233,000) were paid less than the minimum wage. This is not necessarily evidence of
non-compliance. Some employers can legitimately pay workers less than the minimum wage.
These include those who provide accommodation, employ apprentices, or utilise the Fair
Piece Rate system. In total, 1.4 million workers (or 5.8 per cent of the workforce) were paid
below the then forthcoming minimum wage rate of £6.08 an hour.
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Figure 2.13: Hourly Earnings Distribution for Employees Aged 21 and Over, by Five
Pence Band, UK, 2011
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Source: LPC estimates based on ASHE, 2007 methodology, low-pay weights, including those not on adult rates of pay, UK, April 2011.
Note: * Five pence bands except where stated otherwise (bands labelled by minimum pay amount).

The trends over time in these numbers are shown in Table 2.2. For consistency with previous
years, the figures in the table are restricted to those aged 22 and over. Further, the pay band
width at the minimum wage is ten pence as there are concerns regarding the quality of
precise estimates prior to 2004. Since 2003 the numbers paid below the minimum wage
have consistently been around 0.9-1.0 per cent (or 200,000-240,000).

The numbers paid at the minimum wage tend to increase in line with the increase in the
minimum wage. For example, the large jump in 2002 was a consequence of the large
uprating in October 2001. However, except for that large uprating, the numbers paid at the
minimum wage were fairly stable in the period from 2001 to 2006, ranging from around
2.0-2.5 per cent (400,000-550,000). There was then a step increase to around 3.0 per cent
(700,000-730,000) between 2007 and 2010. There was then a further large increase in the
latest data, for April 2011. The numbers now paid at the minimum wage are approaching

1 million (or 4.0 per cent of the employee workforce) using the ten pence band definition.

The numbers paid less than the forthcoming rate are also in part dependent on the extent of
the forthcoming increase in the minimum wage. From 2004 to 2008, just over 5 per cent or
around 1.2 million workers were paid less than the forthcoming rate. The smaller increases
recommended during and immediately after the recession led this to fall below 1 million in
2009 and 2010. However, these numbers have risen back to almost 1.3 million as a result of
the 2.5 per cent October 2011 uprating. The number is particularly high in 2011 as the
uprating in the adult rate of the NMW spans the threshold of £6.00, which is a commonly
paid hourly wage, received by over 211,000 adults aged 21 or over in April 2011.
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Table 2.2: Jobs Held by Those Aged 22 and Over, Paid At and Below the Existing National
Minimum Wage and the Forthcoming National Minimum Wage, UK, 1999-2011

Data Adult Jobs held by Jobs held by  Forthcoming Jobs held

year minimum  adults paying adults paying October by adults in

(April) wage rate less than the the adult rate adult April paying

in April adult rate in (ten pence minimum less than the

April band) in April wage rate forthcoming

October rate
£ 000s % 000s % £ 000s %

1999 3.60 460 2.1 723 33 3.60 458 2.1
2000 3.60 190 09 551 25 3.70 746 33
ASHE without 2001 3.70 210 0.9 394 18 410 1,326 5.9
supplementary

information 2002 410 290 1.3 630 2.8 420 920 41
2003 4.20 210 09 445 2.0 450 1,022 45
2004 450 230 1.0 558 25 485 1,399 6.2
ASHE with 2004 4.50 233 1.0 408 1.8 4.85 1,209 53
supplementary 2005 485 233 1.0 484 2.1 5.05 1,147 5.0
information 2006 5.05 239 1.0 544 24 535 1289 56
2006 5.05 238 1.0 544 2.4 5.35 1,289 5.6

2007 5.35 231 1.0 696 29 5.52 1,215 5.1
ASHE 2007 2008 5.52 212 09 731 3.1 573 1,245 5.2
methodology 2009 5.73 181 08 726 3.1 5.80 846 36
2010 5.80 203 09 698 29 5.93 981 41
2011 5.93 208 0.9 mn 40 6.08 1,297 54

Source: ONS central estimates using ASHE without supplementary information and LFS, UK, 1999-2004; LPC estimates based on ASHE: with

supplementary information, April 2004-2006; and 2007 methodology, April 2006-2011, low-pay weights, including those not on adult rates of

pay, UK.

Notes:

a. Prior to 2004, all our analyses were conducted in ten pence pay bands using the ONS central estimate methodology. In contrast to elsewhere
in this report, where five pence pay bands are used, we use ten pence pay bands in this table.

b. Direct comparisons before and after 2004, and before and after 2006, should be made with care due to changes in the data series.

2.40 Not surprisingly, as Table 2.3 shows, there are differences by low-paying sector and size of
firm. Across the economy as a whole, 3.7 per cent of jobs were paid at or below the
minimum wage in April 2011 (based on a five pence band). For the low-paying sectors, more
than 10 per cent of jobs were paid at or below the minimum wage, ranging from 5.2 per cent
in security through 11.0 per cent in childcare, to 21.7 per cent in cleaning and 21.8 per cent in
hospitality.

2.41 By size of firm the proportion paid at or below the minimum wage ranged from 2.9 per cent
in large firms to 8.3 per cent in micro firms. These proportions were in general slightly higher
in 2011 than in 2009. The smaller rise in the minimum wage in October 2009 had generally
led them to fall a little in 2010.
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Table 2.3: Proportion of Jobs Held by Those Aged 22 and Over, Paid At or Below the
Adult National Minimum Wage, by Sector and Firm Size, UK, 2009-2011

Per cent April 2009 April 2010 April 2011

Paid Paid Paid Paid Paid Paid Paid Paid Paid
at or below below at or below below at or below below

Industry/Occupation/ below £5.80 £6.50 below £5.93 £6.50 below £6.08 £6.50
Size of firm £5.732 £5.80° £5.93°

Retail 17 8.3 337 6.8 9.0 294 1.0 11.4 273
Hospitality 233 240 46.8 20.3 23.6 432 21.8 29.8 42.1
Leisure, travel & sport 9.0 9.3 248 6.8 95 205 6.9 12.5 216
Cleaning 219 224 48.3 234 268 50.3 211 329 46.5
Security 44 45 17.1 43 5.2 15.7 5.2 74 13.0
Social care 6.2 6.4 26.0 6.4 8.9 24.1 19 11.9 23.6
Childcare 10.3 11.0 34.0 9.4 129 354 11.0 175 32.6
Agriculture 47 5.0 18.3 5.1 59 16.6 5.7 8.1 14.7
Textiles & clothing 83 8.3 231 104 13.0 235 8.7 12.6 20.2
Hairdressing 153 15.5 37.5 185 20.1 36.3 16.4 26.2 353
Employment agencies 103 10.5 22.7 11.0 12.7 22.9 14.0 18.7 25.0
Food pracessing 5.7 6.3 217 5.6 7.1 20.3 55 7.2 16.9
Office work? 44 46 176 37 48 15.3 59 9.2 16.9
All low-paying industries 105 11.0 324 9.9 12.2 299 10.7 15.9 28.6
Micro 19 8.1 20.2 8.4 9.7 205 83 13.0 19.2
Other small 43 5.0 13.6 43 5.2 12.1 4.7 7.3 12.4
Medium 4.0 42 11.6 4.0 49 1.1 43 6.1 10.6
Large 26 28 10.1 25 32 9.2 29 4.1 8.7
Whole economy 34 36 114 33 41 10.6 37 5.4 10.1

Source: LPC estimates based on ASHE, 2007 methodology, low-pay weights, including those not on adult rates of pay, UK,
April 2009-2011.

Notes:

a. Based on a five pence band.

b. This sector is defined using Standard Occupational Classifications (SOC) 2000. The other sectors are based on SIC 2007.

Table 2.3 also shows the proportions paid below the then forthcoming minimum wage across
low-paying sectors and by size of firm. These show a considerable increase for every sector
and firm size. In April 2011, 5.4 per cent of jobs in the economy were paid less than the then
forthcoming minimum wage (£6.08 an hour), compared with 4.1 per cent in 2010 and just 3.6
per cent in 2009. Across the low-paying industries as a whole, this proportion had increased
from 11.0 per cent in 2009 to 15.9 per cent in 2011. All low-paying sectors experienced an
increase in coverage of the forthcoming rate but it was most noticeable in cleaning (up from
22.4 per cent to 32.9 per cent), hairdressing (up from 15.5 per cent to 26.2 per cent), and
employment agencies (up from 10.5 per cent to 18.7 per cent).
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Around 47 per cent of jobs in the cleaning industry, 42 per cent in hospitality, 35 per cent in
hairdressing and 33 per cent in childcare were paid less than £6.50 an hour in April 2011,
while fewer than 17 per cent were paid less than £6.50 an hour in food processing,
agriculture, security and office work. Around 19 per cent of jobs in micro firms were paid less
than £6.50 an hour, compared with fewer than 9 per cent in large firms. This suggests that
differentials in many low-paying industries and in micro firms are already quite narrow.

There are also differences by worker characteristic. We can see from Figure 2.14 that certain
groups of workers are more likely to be low-paid. Workers with no qualifications were nearly
three times more likely to be paid below the forthcoming minimum wage than the overall
working age population.

Again there is substantial variation among ethnic groups. Around 29 per cent of Bangladeshi
workers were paid below the forthcoming minimum wage in April 2011, and 40 per cent
were paid below £6.50. Only 8 per cent of black workers were paid below the forthcoming
minimum wage, and they were less likely to be paid below £6.50 than the overall working
population (11 per cent compared with 15 per cent).

Figure 2.14: Proportion of Jobs Held by Those Aged 21 and Over, by Pay Band and
Groups of Workers, UK, 2011
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Source: LPC estimates based on LFS Microdata, income weights, quarterly, not seasonally adjusted, UK, Q2 2011.
Note: This analysis covers both main and second jobs held by employees.

When we rank employees by their earnings, split them into 100 equally sized groups
(percentiles), and order them from the lowest paid to the highest paid, Figure 2.15 shows
that before the introduction of the minimum wage those at the lowest end of the hourly
earnings distribution had the lowest wage rises. Between 1992 and 1997, those in the
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bottom decile had increases in line with price inflation, whereas those in the upper part of the
distribution had wage rises greater than those at the median (and above average wage
increases). Since 1998, those at the bottom of the earnings distribution have had much
higher increases than those in the middle of the distribution. However, the increases at the
bottom have moderated significantly since 2004.

Figure 2.15: Annualised Growth in Hourly Earnings for Employees Aged 22 and Over, by
Percentile, UK, 1992-2011
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Source: LPC estimates based on New Earnings Survey (NES), April 1992-1997, and ASHE: without supplementary information, April
1999-2004; with supplementary information, April 2004-2006; and 2007 methodology, April 2006-2011, standard weights (NES
unweighted), including those not on adult rates of pay, UK.

Note: Direct comparisons before and after 1997, before and after 2004, and before and after 2006, should be made with care due to

changes in the data series.

2.47 Over the year to April 2011, those employees in the bottom decile had wage rises greater
than those at the median. However, those between the 15" and 40™ percentiles experienced
little or no growth in wages between April 2010 and April 2011. Those at the top experienced
the largest increases.

Pay Gaps

2.48 \We saw in Figures 2.4 and 2.14 that particular groups of workers (women, disabled people,

ethnic minorities, migrants, and those with no qualifications) are more likely to be in
minimum wage jobs. The extent of the difference in pay between these groups and their
counterparts who are less likely to be in minimum wage jobs can be measured by looking at
pay gaps (the proportional difference between the earnings of two groups). We tend to focus
on the median pay gaps for full-time workers, as they allow closer comparison of like-with-
like and are less affected than the mean by outliers in the earnings distribution.
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2.49 Table 2.4 shows that the median gender pay gap has gradually closed from nearly 16 per cent
before the introduction of the minimum wage to just over 8 per cent in April 2011. The
gender pay gap at the lowest decile is smaller and has fallen by nearly two thirds over the
same period. It is now just 4.7 per cent. In contrast, the gender pay gap at the upper decile
has remained close to 20 per cent for the last 15 years.

Table 2.4: Hourly Gender Pay Gap of Full-time Workers Aged 22 and Over, UK, 1997-2011

Data £ per hour Per cent
year M w Gend
(April) en omen ender pay gap

Lowest Median Upper Lowest Median Upper Lowest Median Upper

decile decile decile decile decile decile

1997 471 851  17.62 410 717 1418 13.1 15.8 19.6

1998 491 884 1845 428 743 1468 12.9 15.9 205

1999 5.10 915  19.19 450 778 1542 118 15.0 19.7

ASHE without 2000 5.20 921 1985 464 797 1593 10.7 134 19.7
supplementary

information 2001 5.46 965  21.38 486 838  16.95 1.1 13.2 20.7

2002 5.68 1007 2248 5.06 876  17.85 1.1 13.0 20.6

2003 5.90 1041 23.03 5.31 909 1841 10.0 12.7 20.1

2004 6.12 10.89  23.99 5.57 964  19.25 89 115 19.8

ASHE with 2004 6.03 1075 2352 5.53 951  19.09 83 115 18.8

supplementary 2005 6.31 1122 2477 5.82 998  20.16 78 1.1 18.6

information 2006 655 1165 2594 607 1042 2070 73 06 202

2006 6.50 1156 2576 6.00 1026  20.49 77 112 205

2007 6.80 1202 26.75 6.27 1072 21.26 78 108 205

ASHE 2007 2008 7.00 1256  27.93 6.49 1113 2191 73 M4 216

methodology 2009 7.28 1301 2872 6.75 1159 2284 73 109 205

2010 7.32 13.00  28.89 6.88 1189 2332 6.0 86 19.3

2011 731 1313 29.39 6.96 1204 2357 47 83 19.8

Source: LPC estimates based on ASHE: without supplementary information, April 1997-2004; with supplementary information, April 2004-2006;
and 2007 methodology, April 2006-2011, standard weights, including those not on adult rates of pay, UK.
Note: Direct comparisons before and after 2004, and before and after 2006, should be made with care due to changes in the data series.

250 Table 2.5 shows that the median pay gaps for ethnic minorities, migrant workers and disabled
people are much lower than that for women, whereas the median pay gap for people with no
qualifications is almost twice as high. These LFS-based calculations include all workers so are
not comparable with the gender pay gaps shown in Table 2.4 which are for full-time workers
only using ASHE. While the full-time median gender pay gap from ASHE has been falling, the
gender pay gap from LFS rose in 2010/11. However, median pay gaps for disabled people,
migrant workers, ethnic minorities and workers with no qualifications all fell in 2010/11.
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Table 2.5: Hourly Pay Gaps for Particular Groups of Workers Aged 22 and Over, UK,
2007/08-2010/11

Per cent Lowest decile Median
2007/08 2008/09 2009/10 2010/11 2007/08 2008/09 2009/10 2010/11
Unqualified 9.5 9.4 8.9 8.1 34.4 35.3 34.9 34.6
Women 9.4 8.1 6.9 6.8 19.5 19.5 17.6 19.1
Disabled people 29 35 2.3 25 1.1 1.7 9.9 9.5
Migrant workers 3.3 3.5 49 48 39 55 8.2 1.8
Ethnic minorities 25 3.2 45 3.2 39 5.3 5.0 34
of which
Indian -1.2 -3.0 1.4 1.7 -10.6 132 6.7 8.1
Other non-white 4.0 45 45 4.0 4.4 5.3 55 29
Black 0.0 1.3 40 0.7 22 8.9 3.3 43
Pakistani 7.2 76 7.6 5.6 24.3 221 26.8 18.0
Bangladeshi 8.3 1.6 1.6 6.4 24.8 243 31.8 26.6

Source: LPC estimates based on LFS Microdata, income weights, quarterly, not seasonally adjusted, UK, Q4 2007-Q3 2011.

There is considerable variation in the pay gaps among different ethnic groups. For ethnic
minorities as a whole, the pay gap at both the lowest decile and the median were broadly
similar to those observed previously. The median pay gap for workers of Indian ethnicity was
negative and suggested that median pay for these workers was around 8 per cent higher
than median pay for white workers. By contrast the median pay gaps for workers of Pakistani
and Bangladeshi ethnicities were both positive and high (18 per cent and 27 per cent
respectively).

Views on Pay Gaps

2.52

Some stakeholders were concerned at the level of the pay gap between certain groups.

The Public and Commercial Services Union said the pay gap between highest and lowest
earners had been widening for the last thirty years and was now at a level not seen since
Victorian times. However, Unite said that the minimum wage had been a positive influence in
helping to close the gender pay gap and believed that a further significant rise would have a
beneficial impact on that gap. Similarly it noted the impact of the minimum wage on the pay
gap for ethnic minorities and for those with disabilities, and that employment for those with
disabilities had increased since the minimum wage was introduced.

Pay Settlements and Pay Structures

2.53

2.54

As well as investigating the impact of the minimum wage on individual earnings, we can also
look at its effects on pay setting and pay structures. This requires the study of employer
behaviour. In order to cope with minimum wage increases, employers may adjust their pay
structures or try to reduce their non-wage labour costs.

We start by looking at pay settlements. There are no official data sources on pay settlements,
so it is necessary to use data from four pay organisations — the manufacturers’ organisation
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(EEF), the Labour Research Department (LRD), Incomes Data Services (IDS) and XpertHR
(formerly IRS). All four generally give a similar picture on pay awards across the economy.
Using IDS data, we are able to break down pay settlements by low-paying sector. In general,
as shown in Table 2.6, pay settlements in the low-paying sectors have tended to broadly track
pay settlements in the whole economy. There have, however, been some differences across
low-paying sectors, with firms in hospitality (hotels, restaurants, pubs and leisure) awarding
higher pay settlements than those in retail or care services since 2008.

Table 2.6: Annual Median Pay Settlement, by Sector, UK, 2000-20112

Per cent Whole Low-paying Care Children’s Hotels, Retail
economy sectors  services & nurseries  restaurants,
housing pubs &
leisure
2000 3.0 30
2001 32 30
2002 30 28
2003 30 30
2004 3.0 30
2005 32 30
2006 3.0 30
2007 35 30
2008 35 30 30 3.0 32 3.0
2009 20 20 20 30 23 15
2010 2.0 2.0 1.0 25 2.0 2.0
2011 25 22 20 b 26 20

Source: IDS (2011c).

Notes:

a. IDS did not disaggregate pay settlements by individual sector prior to 2008.
b. Sample size too small to produce estimate.

One of the features in pay settlements since the onset of the recession in 2008 has been the
increase in the number of companies implementing pay freezes. Very few companies had
frozen pay in the period from 1999-2008, but the proportion rose to around 40 per cent of all
awards in the depths of recession. Few of these pay freezes were in the public sector. Pay
freezes still accounted for around 10 per cent of pay awards in 2011, as they became more
common in the public sector. However, few pay freezes have been in the low-paying sectors.

A feature of pay reviews that does appear to have been affected by the minimum wage is
their timing. In 1999, when the minimum wage was introduced, fewer than 5 per cent of all
pay reviews in the low-paying sectors and in the whole economy were in October. By 2010,
that percentage had risen to nearly 20 per cent of all pay reviews in the low-paying sectors,
while it had only risen to about 6 per cent in the economy as a whole. Other companies have
also introduced two-stage awards, where the company retains its normal pay review date for
the majority of its workforce but makes a supplementary award to its low-paid staff in
October if necessary.
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Research on Earnings and Pay

2.57
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We have commissioned many research studies over the years that have investigated the pay
setting behaviour of employers. Much of that research has been conducted by IDS using its
database on pay settlements augmented by a series of surveys of low-paying sector
employers. IDS (2011a) summarised this research. It concluded that there had been three
phases of changed firm behaviour as a result of the minimum wage. Prior to the introduction
of the minimum wage, many employers had anticipated its introduction and had already
begun making changes to their pay structures. Many employers reduced the number of pay
rates across geography and occupation. This limited the adjustments that needed to be made
when the NMW was introduced.

Employers in the low-paying sectors increasingly adopted the minimum wage as the lowest
wage rate and squeezed differentials between starter rates and established rates during the
period of relatively high minimum wage increases between 2001 and 2006. Throughout that
period, employers also removed allowances and premia (such as unsocial hours payments,
overtime, shift premia and bonuses), particularly for new workers, as a way of absorbing
increased wage costs. Non-wage benefits, such as holiday entitlement, pension provision,
perks and staff discounts were also made less generous. These findings generally confirmed
those of earlier studies of employer behaviour, such as Grimshaw and Carroll (2002) and
Cronin and Thewlis (2004). In the years covering the recession and when minimum wage
increases had been more moderate, 2007-2010, IDS (2011a) found evidence of some
restoration of differentials and a widening in the gap between the lowest pay rates and the
minimum wage in some, mainly large retailing, employers.

Econometric analysis has also been conducted to assess the impact of the minimum wage
on earnings. It has chiefly looked at whether the minimum wage affects the wages of those
paid above the minimum wage. These effects are known in the literature as spill-over effects.
In the most comprehensive econometric study of spill-over effects conducted so far, covering
the period up to 2007, Stewart (2009) explored three different methods to identify whether
the minimum wage affected wages higher up the earnings distribution. His analysis of
individual wage changes found little evidence of any effects. However, he found some
evidence of more significant spill-overs when estimating wage distribution functions or using
wage quantile regression analysis. He noted, however, that his findings were sensitive to the
assumptions about how wages changed in the absence of a minimum wage (or a minimum
wage increase). He concluded that spill-over effects were generally small and limited,
typically reaching no further up the earnings distribution than the 5" percentile.

Using both individual and spatial data, Dickens, Riley and Wilkinson (2012) investigated the
impact of the minimum wage on the earnings distribution. In their analysis of individuals
using data from 1994-2010, they found that the minimum wage had led to significantly
higher wage growth for low-paid workers and that this effect was particularly large upon
introduction. They also found that wage differentials between minimum wage workers and
those paid just above the NMW were restored somewhat during the recent recession years
(2008-2010). Their spatial analysis found a large effect of the minimum wage on pay
inequality across areas, as the minimum wage compressed wages at the bottom of the
distribution, particularly in the period before the recession. Those areas with the lowest
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wages prior to the introduction of the minimum wage experienced the greatest falls in
inequality over the period from 1998 to 2010. They concluded that the minimum wage had
led to higher wage growth for low-paid workers and that this was particularly large upon its
introduction. Evidence that the minimum wage had squeezed differentials at the bottom of
the earnings distribution was also found by Dolton, Rosazza Bondibene and Wadsworth (2010).

This supports the findings from earlier work, such as Swaffield (2009) and Dolton, Lin,
Makepeace and Tremayne (2011). Both these studies also noted that lower pay rises had
been awarded to low-paid workers when minimum wage increases were lower than average
earnings. Dickens, Riley and Wilkinson (2012) also found evidence that supports IDS in its
view that wage differentials between minimum wage workers and those paid just above the
NMW had been restored somewhat during and since the recession.

Butcher, Dickens and Manning (2009) had found clear evidence that inequality had been
falling at the bottom of the wage distribution since the introduction of the minimum wage.
Building on this analysis of the impact of the minimum wage on the wage distribution,
Butcher, Dickens and Manning (2012) again found modest spill-over effects for the UK as a
whole over the period between 1998 and 2010. The minimum wage directly affected up to
the 6™ percentile, at which the spill-over effect was largest, raising wages by about 7 per cent
more than in the absence of the minimum wage. This effect stretched up the pay distribution
(wages were raised by about 4 per cent at the 10™ percentile and still over 1 per cent at
around the 20™ percentile). The effect was larger for women than men. Disaggregating these
affects by geography, they found that areas most affected by the minimum wage had even
larger spill-over effects. In contrast to the comprehensive study by Stewart (2009) and much
previous research, this suggested that spill-over effects may be larger than previously
thought.

Dolton, Lin, Makepeace and Tremayne (2011) analysed pay data from 1977-2009. They found
a clear positive effect of price inflation on wage settlements; and a negative effect of
unemployment on wage settlements. In line with previous studies, they also found slightly
higher increases in wage growth over the whole period since the National Minimum Wage
was introduced. In contrast to those findings, and extending the pay data to 2011, Dolton,
Makepeace and Tremayne (2012) could find no association between the minimum wage and
earnings growth or pay settlements, which they concluded was consistent with previous
research findings of limited spill-over effects of the minimum wage on earnings higher up the
wage distribution.

Views on Earnings and Pay

2.64

CBI argued that increases in the minimum wage in

recent years have acted as inflationary pressure at the “Every rise in the NMW

bottom of pay structures. It said the minimum wage erodes the gap between NMW
had grown faster than average private sector earnings employees and those on the
and it was concerned at the risk of a rise in the bite of next level up.”

the minimum wage in some of the lower-paying

sectors if earnings growth in these sectors was lower Cinema Exhibitors’ Association

than growth across the whole economy. In terms of evidence
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the impact on pay structures, the British Hospitality Association (BHA), British Beer & Pub
Association (BBPA), and Business In Sport and Leisure (BISL) said members had been clear
that the rising minimum wage had squeezed differentials and reduced the scope for non-pay
benefits. The Association of Licensed Multiple Retailers (ALMR) said its survey of members
had confirmed that the minimum wage had become the average wage for the bar sector,
with just over half of respondents paying between £5.93 and £6.08 an hour. It noted that the
proportion was down when compared with the previous survey, but this was because there
had been a marked shift towards less expensive workers and the lower age rates of the
minimum wage.

The Federation of Wholesale Distributors said that as profit margins were at best static,
and costs continued to rise, the NMW had significantly eroded the relative rate of pay its
members were able to offer. In industries that operate on low profit margins, such as
wholesale, the relatively high rate of the NMW made it difficult to offer and maintain a
competitive difference to attract good staff.

On a Commission visit to Northern Ireland, Domestic Care Group told us that nearly all care
provision in Northern Ireland was funded by the public sector, with a growing gap between
costs and the funding available. As a consequence differentials had been squeezed and from
October 2011 its residential care staff would be paid the same as catering and cleaning staff,
at the forthcoming minimum wage (£6.08). In oral evidence, the National Day Nurseries
Association (NDNA) told us that it had been difficult for nurseries to afford to increase pay for
all staff. Feedback from members suggested around half of nurseries were either freezing
pay of non-minimum wage staff or increasing their pay by about half the current inflation rate.
This put a further squeeze on differentials. Also in childcare, White Horse Child Care Ltd said
the NMW had reached levels whereby it had removed trainee posts due to the cost and the
liability under employment legislation. It no longer employed anyone aged 21 or over who did
not have a relevant qualification/high level qualification because of the removal of pay
differentials through NMW increases.

However, in its oral evidence the TUC said that pay structure impacts had occurred when the
NMW was introduced, but not recently. While unions generally favoured raising wage floors,
which did squeeze differentials, they did not see evidence of adverse impacts on productivity
or recruitment. The Chartered Institute of Personnel Development also said that there had
been less impact from the more recent increases in the NMW. While a number of employers
had reported that previous NMW increases had reduced the scope to reward top performing
employees as increases must be funded out of a fixed pot, the smaller NMW rises of recent
years had made this problem more manageable for some employers.

The British Chambers of Commerce told us that it was not uncommon that pay rises had
been given in 2011 but that they would not be given in 2012. It said there were also
examples of increased wage drift, as overtime payments and bonuses had been more typical
than increases in regular pay.

Small retailers also commented on continuing erosion of differentials and how, in many parts
of the sector, the NMW was the going rate for the job. BIRA said the relevance of the NMW
was increasing as the gap between it and the going rates in retail was narrowing. It said the
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average difference between the NMW and wages being paid had now dropped to ten pence
in some sectors, and that the differential had become so small that upratings in the minimum
wage had effectively become the going rate for wage increases.

Summary on Earnings and Pay

2.70

It is clear from the evidence we have presented that the minimum wage has had a significant
impact on the distribution of earnings; the gender pay gap; pay structures; the timing of pay
reviews; and wage and non-wage labour costs. It also appears that its effects have continued
to increase, particularly among low-paying sectors and small firms. We now go on to
investigate how firms have coped with the increase in labour costs.

Impact on the Labour Market

2.1

2.72

We have demonstrated that the minimum wage has affected earnings. Competitive market
economic theories would suggest that a minimum wage in these circumstances would lead
to a reduction in employment. This reduction in employment could be achieved through the
intensive margin (reducing the number of hours worked) or through the extensive margin
(reducing the number of workers). Other economic theories, such as those that consider
monopsonistic (or imperfect) competition and efficiency wage theories, suggest more
ambiguous effects in that an increase in the minimum wage within a certain range might lead
to a rise in employment. A minimum wage set too low will have no effect and one set too
high will lead to job reductions, as suggested by competitive market theories. The issue of
the impact of the minimum wage on employment, therefore becomes an empirical one.

Indeed, the focus of much of the previous research and analysis carried out on the UK
minimum wage has been its impact on employment. Various methods can be used to
investigate this issue. We start by considering time series analysis of aggregate employment
and hours, before looking in more detail at employment in the low-paying sectors and
employment and unemployment among low-paid workers. We then consider more
econometric analysis and summarise the research findings that have used individual data to
estimate the impact of the minimum wage, before considering research that has made use
of pay differences and the variation in minimum wage bite by geography.

Employment and Employee Jobs

2.73

Despite the deepest recession since the 1930s, aggregate employment (whether measured
by the number of jobs or the number of workers) and total hours worked have grown since
the introduction of the minimum wage in April 1999. Official data on employment are
available from two main sources: the LFS, which surveys individuals; and the ONS workforce
jobs series (WFJ), which surveys businesses. The LFS estimates employment by counting
the number of people in employment while the WFJ series counts the number of jobs in the
economy. These counts differ as a person can have more than one job. Between March 1999
(before the introduction of the minimum wage in April 1999) and September 2011, the LFS
measure of aggregate employment increased by over 2 million workers from 27.04 million to
29.07 million. Over the same period, Table 2.7 shows that the number of workforce jobs
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increased by 2.15 million. Ignoring the self-employed and those on training schemes, who are
not covered by the minimum wage, we can see that the number of employees has increased
by 1.32 million and the number of employee jobs by 1.43 million between March 1999 and
September 2011. The number of hours worked in the economy as a whole increased by

2.9 per cent.

Table 2.7: Change in Employment, Jobs and Hours, UK, 1999-2011

September 2010- September 2009- September 2008- March 1999-
September 2011 September 2010 September 2009 September 2011
000s % 000s % 000s % 000s %
Workforce jobs 89 0.3 -159 -0.5 -674 2.1 2,145 74
Employee jobs -69 -0.3 271 -1.0 -780 -2.8 1,428 5.7
Employment -109 -0.4 an 1.1 -519 -1.8 2,033 1.5
Employees -130 -0.5 95 0.4 -568 -2.2 1,315 5.6
Hours worked -7,400 0.8 12,000 1.3 -29,700 3.2 25,400 29

Source: ONS, workforce jobs (DYDC) and employee jobs (BCAJ), quarterly; total employment (MGRZ), employees (MGRN) and total
weekly hours (YBUS), monthly, seasonally adjusted, UK, 1999-2011.

The recession appears to have had a different effect on employment in the low-paying
sectors compared with the whole economy. Figure 2.16 shows that jobs growth between
September 2007 and September 2008, going into the recession, was stronger in the low-
paying sectors (0.9 per cent) than in the whole economy (0.5 per cent). However, between
September 2008 and September 2009, employment in the low-paying sectors fell by 3.9 per
cent, a much greater fall than the 2.8 per cent reduction seen across the whole economy.
But jobs in the low-paying sectors recovered more quickly. From September 2009 to
September 2011 the number of employee jobs in the low-paying sectors rose by 0.9 per
cent, against a further reduction in the rest of the economy of 1.2 per cent. This suggests
that employment in the low-paying sectors has fared better than the rest of the economy
since the end of the recession.

In September 1998, before the introduction of the minimum wage, the low-paying sectors as
a whole accounted for 32.0 per cent of all employee jobs. Between September 1998 and
September 2011, Table 2.8 shows that the number of employee jobs in the low-paying
sectors increased by 5.2 per cent which was lower than the increase in the number of
employee jobs in the economy as a whole (6.4 per cent). As a result the employment share
of the low-paying sectors had fallen to 31.6 per cent. However, since September 2001,
employment in the low-paying sectors has grown faster (2.3 per cent) than in the economy
as a whole (1.2 per cent). That is despite covering the period of larger upratings of the
minimum wage (October 2001-October 2007). Indeed, the employment share of the
low-paying sectors in September 2011 was the same as in September 1999.
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Figure 2.16: Annual Change in Employee Jobs, by Sector, GB, 2007-2011
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2.76 The aggregate number of jobs has increased since the introduction of the minimum wage in
all the individual low-paying sectors except those in the international trading sectors (food
processing, agriculture and the manufacture of textiles and clothing). Employment in these
latter sectors had been in long-term decline well before 1999. The growth in jobs has been
strongest in hospitality; leisure, travel and sport; and cleaning. Over the last year, Table 2.8
shows that there has been an increase in low-paying jobs (up 0.7 per cent) while jobs in the
whole economy continued to fall (down 0.3 per cent). Low-paying sector growth was
strongest in hospitality, without which the low-paying sectors would have seen a decline of
0.3 per cent in line with the whole economy.

2.77 Table 2.8 also shows that over the past year the growth in employee jobs in low-paying
industries has been driven by those sectors that are predominantly dependent on spending
from businesses and consumers. Social care, which is to a large extent reliant on government
spending, has seen strong growth since September 1998 (up 17.9 per cent) but has
experienced a reduction in jobs since September 2010 (down 5.4 per cent).
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Table 2.8: Change in Employee Jobs, by Low-paying Industry, GB, 1998-2011

2011 Change on 2010 Change on 2009 Change on 1998

September September September September
000s 000s % 000s % 000s %
All industries 25,839 -66 -03 -324 -1.2 1,561 6.4
All low-paying industries 8,176 53 0.7 3 09 402 5.2
Consumer 5510 82 15 -17 -0.3 435 8.6
Retail 3,114 -1 -0.4 -7 -2.2 25 0.8
Retail (excluding motor) 2,684 2 0.1 -64 23 95 3.7
Hospitality 1,796 77 45 33 1.9 227 14.5
Leisure, Travel and Sport 492 4 0.8 19 40 150 439
Hairdressing 108 12 12.5 2 19 33 440
Business 1,450 25 1.8 70 5.1 253 211
Cleaning 638 13 2.1 13 2.1 48 8.1
Employment agencies 635 17 2.8 58 10.1 158 33.1
Security 171 -5 2.7 -1 -0.6 47 36.2
International trade 622 -20 -31 13 21 -376 -31.1
Food processing 328 -1 0.3 -3 09 -101 235
Agriculture 214 -16 -7.0 19 9.7 -53 -19.9
Textiles, clothing 80 -3 -3.6 -3 -3.6 -222 -713.5
Government 594 -34 -5.4 7 1.2 90 1.9
Social care 594 -34 -5.4 7 12 9 17.9

Source: LPC estimates based on ONS employee jobs series, three-monthly, not seasonally adjusted, GB, 1998-2011.

The number of part-time employee jobs in the whole economy increased over the past year
(up by 0.4 per cent), but this increase was offset by a fall in full-time employee jobs (down
0.6 per cent). In the low-paying sectors there were increases in both full-time and part-time
employee jobs, with a stronger increase in part-time jobs (up 1.2 per cent) than in full-time
ones (up 0.4 per cent). This has particularly been the case in hospitality (where part-time jobs
rose by 6.5 per cent and full-time jobs by 2.0 per cent) and employment agencies (part-time
jobs rose by 5.5 per cent and full-time jobs by 1.7 per cent). In contrast retail saw a slight
increase in full-time jobs (up 0.2 per cent) compared with a fall in part-time ones (down 0.6
per cent). Since September 1998, however, the number of full-time employee jobs in low-
paying sectors has risen by 12.6 per cent, while part-time jobs have fallen by 2.1 per cent.
This is a different picture to the whole economy which has seen an increase of 2.6 per cent
in the number of full-time employee jobs since September 1998, but a much larger increase
in part-time jobs (up 15.4 per cent).

According to the LFS, in the third quarter of 2010 just under 50 per cent of all employees
worked in small firms (with fewer than 50 workers). Around 19 per cent worked for micro
firms (defined here as 10 or fewer workers) with about 27 per cent working in other small
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firms (employing 11-49 workers). The remaining 53 per cent were roughly split between
medium-sized (employing 50-249) and large firms (employing more than 250).

Figure 2.17 shows that employment growth has varied by size of firm over time. Large and
other small firms were most affected during the recession, while employment in micro firms
increased slightly. Having been most severely affected by the recession, other small firms
had the strongest recovery from the end of the recession to the third quarter of 2010, but
have seen the largest reduction in employees since then. In contrast the number of
employees in micro firms decreased between the end of the recession and the third quarter
of 2010, but has increased again since.

Figure 2.17: Change in Employment, by Firm Size, UK, 2006-2011
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Source: LPC estimates based on LFS Microdata, quarterly, not seasonally adjusted, UK, Q2 2006-Q3 2011.

Many of the groups of workers that were expected to be most affected by the minimum
wage have experienced increases in their employment rates since its introduction in April
1999. Table 2.9 shows that women, older workers, ethnic minorities, disabled people and
migrants all have employment rates that are lower than the average. But all of these groups
saw their employment rates increase between the first quarter of 1999 and the third quarter
of 2011. However, over this period, the employment rates of young workers and those with
no qualifications fell markedly. Moreoever, for young workers this fall may have been
exacerbated by some young people remaining in education in order to avoid unemployment
(see Chapter 3 below).

The same groups of workers also generally fared better than average since the beginning of
the recession. It is young people and those with no qualifications that have been most
adversely affected. It is a similar story over the past year although women and ethnic
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minorities have fared slightly worse than average while the employment rate of those with

no qualifications has been unchanged.

Table 2.9: Employment Rates, by Groups of Workers, UK, 1999-2011

(Rates: per cent; 2011 Q3 Change on:

changes: percentage points) 2010 Q3 2008 Q2 1999 Q1
Working age 70.5 0.0 -2.3 -1.1
Men 75.6 02 -3.3 29
Women 65.5 0.2 -14 0.6
16-17 year olds 234 2.1 -10.8 -24.7
18-20 year olds 46.3 -2.1 -10.3 -14.8
Older workers (65+) 8.7 0.5 16 3.7
White 721 0.2 -2.2 -0.2
All ethnic minorities 59.7 0.1 -0.7 3.7
Black 61.3 2.3 -2.2 1.3
Indian 70.4 1.8 1.3 6.6
Pakistani/Bangladeshi 49.2 27 32 108
Other non-white 59.2 08 -15 28
With qualifications 74.3 0.1 -39 -4.1
No qualifications 40.1 0.0 -6.5 -11.8
Not disabled (16-59/64) 77.9 0.0 26 -2.0
Disabled people (16-59/64) 41.2 09 1.0 35
UK born 7.1 0.1 2.5 -15
Non-UK born 67.3 0.7 0.7 5.0

Source: LPC estimates based on LFS Microdata, quarterly, four-quarter moving average, UK, Q2 1998-Q3 2011.

Note: Working age, unless otherwise stated.

Hours

2.83

The number of hours worked in the UK economy as a whole increased by around 7 per cent

between the introduction of the minimum wage and the onset of recession (from 888.3
million in March 1999 to 949.2 million in March 2008). It then fell in the recession by over 4
per cent, reaching a nadir of 908.4 million in January 2010, before slowly recovering. Figure

2.18 shows that the fall in hours was greater during the recession in the low-paying sectors

than for the economy as a whole. But it also shows that from the beginning of the recovery

to the third quarter of 2011, hours worked have picked up faster in the low-paying sectors

than in the economy as a whole.
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Figure 2.18: Annual Change in Hours Worked, by Sector, UK, 2005-2011
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Source: LPC estimates based on LFS Microdata, quarterly, four-quarter moving average, UK, Q1 2004-Q3 2011.

Vacancies and Redundancies

2.84

2.85

2.86

Vacancies and redundancies are indicators that can also be used to assess the strength or
weakness of the labour market. Having picked up from 424,000 in July 2009 to reach
500,000 at the start of 2011, vacancies fell back in the first half of 2011 to around 460,000
and have remained there, some 230,000 below their pre-recessionary peak. In the depths of
the recession redundancies peaked at over 300,000 in the three months to April 2009 and
then declined steadily to just under 120,000 in the three months to April 2011. They have
since risen back to around 160,000 as the public sector has begun shedding workers.

A similar picture to the whole economy is found for the distribution (which comprises
wholesale and retail) and hospitality sectors. Vacancies in both low-paying sectors peaked in
March 2008 (at 133,000 in distribution and 67,000 in hospitality) before falling throughout the
recession (with distribution reaching a low of 75,000 in May 2009 and hospitality reaching a
low of 39,000 in September 2009). Vacancies in both sectors have since grown moderately,
reaching 92,000 and 43,000 respectively in September 2011. Redundancies in distribution
and hospitality taken together were 19,000 in March 2008, rose to 70,000 in March 2009
before falling back to 27,000 by December 2009. However, they have risen since, reaching
45,000 in September 2011.

According to official estimates, numbers of vacancies vary by size of firm, as shown in Figure
2.19. It can be seen that the trend in vacancies in large firms differs from the trends for small
and medium-sized firms. During the recession, vacancies fell first among micro firms then
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other small and medium-sized firms and last among large firms. The fall in vacancies was of a
similar magnitude in micro, other small and medium-sized firms with large firms being least
affected. However, the growth in vacancies among small and medium-sized firms was much
stronger in the recovery compared to large firms, but they have since seen a fall in vacancies
from the middle of 2010. In contrast, the level of vacancies in large firms has been fairly

static.

Figure 2.19: Annual Change in Vacancies, by Firm Size, UK, 2002-2011
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Unemployment and Inactivity

2.87

We saw earlier that employment rates for many of the groups expected to be most affected
by the minimum wage have increased since its introduction. Table 2.10 shows that older
workers, ethnic minorities, disabled people and migrants have also experienced reductions or
less than average increases in their unemployment and inactivity rates since the introduction
of the minimum wage. With the exception of some ethnic minorities, these groups have also
coped well since the start of the recession and over the past year. In contrast to the rise in
inactivity rates for men, those for women have fallen since 1999, while changes in
unemployment rates were similar for both genders. Again, it is a different story for young
workers and those with no qualifications who have generally seen their unemployment and

inactivity rates rising.
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Table 2.10: Unemployment and Inactivity Rates, by Groups of Workers, UK, 1999-2011

(Rates: per cent; Unemployment Inactivity
gg?r:li?s: percentage 2011 Q3 Change on: 2011 Q3 Change on:

2010 Q3 2008 Q2 1999 Q1 2010 Q3 2008 Q2 1999 Q1
Working age 8.1 0.1 2.8 1.8 23.3 -0.1 02 -0.3
Men 8.8 -0.1 3.1 1.8 171 0.1 0.8 15
Women 7.3 04 24 19 29.4 0.1 0.3 -2.0
16-17 year olds 378 4.1 1.7 17.8 62.5 0.8 8.6 225
18-20 year olds 249 15 8.9 10.3 38.2 15 5.7 9.9
Older workers (65+) 23 0.3 0.5 05 91.1 05 1.7 -3.8
White 74 0.0 25 14 221 0.2 0.3 0.9
All ethnic minorities 134 0.3 2.8 0.1 31.0 0.2 -1.3 4.3
Black 17.1 -0.8 39 0.3 26.1 2.1 0.7 -1.9
Indian 8.3 -0.6 1.5 0.0 23.2 -1.4 2.6 7.2
Pakistani/Bangladeshi 16.3 -12 2.1 4.4 13 2.4 -5.2 -10.4
Other non-white 12.0 04 1.4 -1.1 328 0.7 0.6 24
With qualifications 75 0.1 2.7 20 19.7 0.0 1.8 2.7
No qualifications 17.0 0.4 5.7 49 51.7 -0.2 43 10.7
Not disabled (16-59/64) 16 0.1 28 1.9 15.7 0.1 0.3 0.5
gi;_zg'/gz)p"“p'e 