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SUMMARY
The hospitality and leisure industry continues to find the economic situation challenging with turnover becalmed and cost pressures increasing.  There are particular sectoral difficulties, notably in pubs, night clubs and the sports sector.
INTRODUCTION

1. The British Hospitality Association is the national association for the hotel, restaurant and catering industry. Its members have a UK turnover of some £20 billion and employ some 500,000 people in 40,000 establishments.

2.    The British Beer and Pub Association (BBPA) represents brewing companies and their pub interests, and pub owning companies, accounting for 96 per cent of beer production and just over half of the 51,000 pubs in the UK.  The most recent study by Oxford Economics (November 2011) indicated  that overall beer and pub activity is estimated to sustain some 948,000 jobs and £12.8 billion of wages across the UK from direct, indirect and induced effects. Over 80 per cent of pubs (i.e. around 40,000 outlets) are small businesses which are independently managed or run by self-employed licensees.  
3.     Business In Sport and Leisure is a strategic body representing the private sector in the Sport and Leisure Business ranging from sports governing bodies and commercial sport and fitness operators through the major gaming companies to sections of the hospitality industry and the professional organisations that service them. A recent study with Oliver Wyman “The State of the UK Leisure Industry” published in June 2012 indicated the sector £117bn of direct expenditure and a further in excess of £100m indirect expenditure and employed directly or indirectly 2.6m people  including jobs for 730,000 young people aged 16-25. 
4.    The Association of Licensed Multiple Retailers (ALMR) is the only national trade body dedicated to representing licensed retail operators – those owning and running the outlets. Between them our members operate over 13,500 pub, club and bar businesses which between them employ 335,000 people. The recent absorption of The Bar Entertainment and Dance Association (BEDA) into membership has created one strong clear retail voice for the sector as a whole. 

5.     ALMR  represents all the major national multiple pub operators, with hundreds of premises and high street branded food outlets,  down to the small independent companies operating 20 outlets or fewer under their own branding, predominantly suburban community outlets.  These are valuable social and economic assets – community centres, social spaces, tourist attractions and significant revenue generators – as well as providing a well regulated and controlled environment for people to enjoy alcohol responsibly and socially.

6.    ALMR carries out an authoritative annual Benchmarking Report - providing information on key KPIs, including operating costs – which reveals that payroll costs now account for a quarter of average turnover for pub and bar businesses, rising to almost a third in food led outlets. These figures are down slightly on the previous year’s report, suggesting that employment within the sector remains vulnerable to cost increases. Despite this, the Association’s Annual Employment Survey, which includes analysis of ONS Labour Market data, reveals how important licensed hospitality remains to job creation and economic growth. In 2011, eating and drinking out businesses generated 1 in 8 of all new jobs, and 1 in 6 for 16-24 year olds. Indeed, the sector was responsible for generating a third of the overall net increase in employment last year. The Association will be making a short additional statistical submission to the Commission based on these survey returns.

7. The associations have between them made a number of submissions to the Commission over the past fifteen years, including annual written and oral evidence and additional written submissions on the accommodation offset (1999), in 2003 and 2005 on whether increases already recommended (for 2004 and 2006 respectively) should proceed, and, in 2009, on the proposal that apprentices’ pay should be brought into the NMW framework. 

8. We turn now to comments on the industry situation before responding to the Commission’s questions.
THE INDUSTRY SITUATION

GENERAL

9. The latest Annual Business Survey results, issued in November 2011, show, for SIC (2007) codes 55 (accommodation) and 56 (food and beverage service), the following changes between 2008 and 2010: a fall in the number of enterprises from 136,504 to 127,844 and in employment from 1.971 million to 1.895 million.
10. Turnover was unchanged at £67.6 billion, reflecting a real post-inflation decline, while employment costs rose 2 per cent. More alarmingly, capital expenditure fell from £4.1 to £2.9 billion. 

SECTORAL DEVELOPMENTS: HOTELS AND RESTAURANTS

11. The fall in turnover in real terms is shown in an unpublished report on the impact of inflation on Scottish Urban Hotel RevPAR (revenue per available room). In Edinburgh, RevPar grew  by about 48 per cent between 1996 and 2011, but RPI increased by some 55 per cent, so real turnover per room, which was positive until 2007, has fallen over this period by over 5 per cent. 
12. A recent (July 2012) report by TRI Hospitality Consultants looked at RevPAR against the profit measure of Gross Operating Profit Per Room (‘GOPPAR’), which reveals the worrying statistic for provincial (non-London) UK that RevPAR at £48.26 per day was 3 per cent above 2002 levels in 2011 (therefore 23 per cent down in real terms as RPI rose 33 per cent during the period) and GOPPAR was down by 32 per cent in cash terms from £37.11 a day in 2002 to £25.16 in 2011 (therefore down by 48 per cent in real terms).
13. A November 2011 survey by STR Global with inflation adjusted figures gives a similar result: GOPPAR in Regional UK, based on analysing 23,557 hotel rooms, declined from £18,656 a year in 2000 to £9373 in 2010, while in London, with 7727 rooms analysed, it fell slightly from £30,935 to £30,260.
14.   It is harder to give up-to-date statistics for the restaurant industry as a whole. The total number of outlets serving food, including hotels, restaurants, pubs, leisure operations and contract catering sites has been around 260,000 for a number of years, with pub closures offset by growth in quick service / fast food outlets. 
SECTORAL DEVELOPMENTS: PUBS 

15.   The economic situation continues to affect the pub sector, with the latest pub closure figures being put at a net 12 per week. Community suburban pubs are still proving the most vulnerable at present.  The provision of food has become increasingly important to pub businesses over the last decade, and the pub food market is currently estimated to be worth in the region of £6 billion per annum.  

16.   As SMEs, the majority of pubs are more exposed to sharp increases in inflationary pressures and costs than are larger retail chains and operations.  The purchasing of fuel, energy and food for preparation and sale and local services is a decision that is most frequently made at the level of the individual pub.  Pubs are therefore less able to benefit from the economies that can, for example, be enjoyed by larger retailers. 

17.
The excise duty escalator continues to be an issue for the pub and brewing sector, as the Government opted to continue to increase duty 2% above inflation in the 2012 Budget (total increase 5.1 per cent).   Excise duty on alcohol has risen steeply in recent years. The total increase in beer duty since March 2008 stands at 42 per cent. In the second quarter of 2012 pub beer sales had fallen 4.6 per cent compared with the same period last year. In addition, the pub sector will be subject to the new taxation system for gaming machines being introduced from February 2013. The effective rate of tax will rise for many pub operators. This will increase burdens and administrative costs on businesses in difficult economic times for pubs and the machine market generally.

18. The in-home leisure market has expanded dramatically in recent years has had a major impact on the pub trade.  The shift towards purchasing alcohol in supermarkets, has contributed to fewer customers visiting the pub.  Around 70% of alcohol is now purchased through the off-trade.

19. Pubs are a major employer, and the Oxford Economics study for the BBPA demonstrates that the pub sector provides almost 850,000 jobs in the UK, including  600,000 of these in direct employment:
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GVA (Em) | Employment | Wages (Em)
Direct 7,746 592,951 4,95
Indirect 5418 151,443 3,083
Induced 2,712 103,935 1,915
Total 15,876 848,329 10,842

Source: Annual Business Survey (ONS), NI Census of Employment (DETI), BBPA and
Oxford Economics




Of these 600,000 direct jobs, 39% are full time and 61% part time roles. Pubs are especially reliant on young people, with almost half of the direct job positions (285,000) taken by those under 25 years of age, Of UK regions, London, the South West and the West Midlands all have more than half their direct pub employment taken by those under 25. 
On job creation, ALMR research on ONS Labour Market and Labour Force Surveys suggests that the industry was responsible in 2011 for generating 1 in 8 of all new jobs.
20. The vast majority of pubs are small businesses, and they have faced much new red tape, legislation and regulation over recent years.  In addition to the new licensing regime introduced in 2005, gambling laws changed in 2007 and the ban on smoking in public places also came into effect in the same year. The Licensing Act has been subject to further ‘ad hoc’ changes introduced via separate legislation before it has had time to bed down. As pubs are already highly regulated businesses, absorbing the cost and social impact of new legal provisions, together with the downturn in the economy as a whole, taking its toll.  

21.  The Government, via the Police Reform and Social Responsibility Act, has introduced drastic proposals to reform the Licensing Act with the introduction of a late-night levy and restrictions on opening hours being introduced from October 2012. As previously mentioned, the introduction of Machine Games Duty and the associated administrative costs will hit many in the sector from February 2013.

SECTORAL DEVELOPMENTS: GAMBLING 

22. During the period October 2010 to September 2011, the British gambling   industry generated a gross gambling yield of £5.6 billion. This is a slight increase of less than 1% over the year to March 2011. Employment in the same period was 114,075, a reduction of less than 1% over the year to March 2011. However, whilst betting shop numbers have increased by 3.4% in the period, employment has remained generally level. The Arcade and Manufacturing sectors are both showing a reduction in the numbers employed which is a reflection of sector trends.
23.   The majority of operators have few employees under 18, except occasionally in catering roles, and in any event until recently the majority of 18 -21 year olds were e paid at adult rate. However there are indications that at least one of the major gaming operators is now considering age specific rates.

SECTORAL DEVELOPMENTS: SPORT AND LEISURE

24.  The recent Fitness Industry Report from the Leisure Database Company has identified that the private sector has the highest ever number of health and fitness club members at around 4.5m but this reflects a growing population rather than an increase in market penetration. The public sector has seen growth in membership levels to 3m and the combined value of the market has grown to £3.86bn.

25.  There has however been a significant roll out of low- cost options in both sectors with direct implications for employment as these have very little directly employed staff but more self employed health and fitness instructors. Spending on secondary items has again fallen in response to the squeeze on their disposable incomes. With household incomes under severe pressure in 2012 and into 2013, growth rates are likely to remain subdued and are likely to focus on some new build and some conversion of existing stock to a streamlined, low cost, minimal staffing budget option
26.   It is perhaps still too early to capture the implication of the London 2012 Olympic and Paralympic Games as a stimulus to growing the market but there has been a significant investment in training for a workforce in the construction and operation of the sports facilities and associated infrastructure and the Games maker programme has provided a valuable basic training to 70,000+ volunteers.
IMPACT OF THE MINIMUM WAGE
Taking in turn the questions in the Commission’s letter of 21 June 2012:
ECONOMIC AND POLICY CONTEXT

The Low Pay Commission’s remit for its 2013 Report asks it to take account of the state of the economy and the wider policy context, including pensions reform, the introduction of the Universal Credit, the raising of the personal tax allowance, any implications of the proposed abolition of the Agricultural Wages Board for England and Wales, and any other reforms that may affect the National Minimum Wage (NMW).

What are your views on the likely impact, if any, of the changes mentioned above on the NMW? Are there any other reforms which you think the Commission should take into account? If so please explain.

27.  For an employee on the 2012-13 minimum wage of £6.19, working for 40 hours a week, with annual gross earnings of about £12,875, the cost to the employer of auto-enrolment would be about £219 (based on 3% of earnings above £5564, the current threshold). This is equivalent to a 1.7 per cent (10 pence) increase in the hourly NMW and, if applied to all employers at the full 3 per cent rate from October 2012, would have almost doubled the 2012 NMW increase.

28.  As the 3 per cent rate is being phased in, as are the entry dates for businesses, depending on the size of their workforce, the Commission should adjust its NMW recommendations each year during the transition period to take this rising cost into account. Of course, not all employees in hospitality are currently outside a pension scheme, but we understand that the majority are and will therefore be subject to auto enrolment.
29.   One change which will affect many SMEs, in particular those who do their own payroll calculations, is the introduction during 2013 of Real Time Information, where HM Revenue and Customs will have to be informed online whenever an employee is taken on or paid. The impact of this change should not be underestimated.

What are your views on the outlook for the UK economy, including employment and unemployment levels, for the period October 2013 – September 2014? Does this differ from your views on the outlook for your sector/business/fellow workers/yourself?
30.  If anything, we are more optimistic about our industry in the medium term than about industry as a whole, since hospitality and leisure have been creating jobs and are poised to create more. A recent UKCES report (Sector Skills Insights: Tourism, Evidence Report 55, August 2012) indicates that employment in the broader tourism industry (SIC07 codes 55 accommodation, 56 food and beverage, 79 travel agencies/tour operators, 92 gambling and betting, and 93 sports activities and amusement parks) is expected to bottom out in 2012 and grow to 2020 with nearly 290,000 more jobs in 2020 than in 2010.
31.   In July 2012, in an initiative by Business in the Community (The Big   Conversation), a number of major hospitality employers have committed to create some 6576 new jobs for 18 to 24 year olds, 1779 apprenticeship opportunities and 548 work placements, focussed on unemployed people. However, the specific problems of the pub sector and generally of SMEs suggest that there will be continuing job losses to offset some of this growth. One point to note is that hospitality has become a more popular sector to work in and latest data from a quarterly survey by the leading jobs website caterer.com and the Sector Skills Council, People 1st, indicate that there are 19 applications per job in hospitality (50 for waiters, just 7 for chefs) against 15 in retail. 
32.   There is currently evidence that, outside London, business is worse in 2012 (in the sense of sales levels) than for several years, reflecting the squeeze on consumer incomes and a reluctance by corporate customers to spend on accommodation and entertaining. 

Level and Impact of the National Minimum Wage
• How have your firm/firms in your sector coped with the NMW? How significant is the minimum wage in comparison with other pressures faced by business?

• Has the NMW affected small firms more than large firms? How has this manifested itself?

• What has been the impact of the minimum wage on the labour market position of particular groups of workers, including women, ethnic minorities, migrant workers, disabled people, older workers, and those who are unqualified?

• At what level should the adult minimum wage rate be set in October 2013?
33. The latest figures (for the twelve months to July 2012 against the twelve months to July 2011, source: TRI) show hotel payroll costs at 28.5 per cent, up from 28.3 per cent across the UK, with London up from 23.9 to 24.1 per cent and the provinces up from 32.3 to 32.5 per cent. However, these are below the 2008 peak for such costs when turnover fell dramatically, but employment initially did not. In the pub sector, ALMR research indicates that typical payroll costs now account for 25.1% of turnover.  This was lower than the 26.5% recorded in the 2011 report but higher than the 24.0% in 2010.  Short term trends are not clear but this highlights the continued vulnerability of the sector and its inability to absorb additional costs.

[image: image2.png]Trends: payroll costs as % of turmover
by report year




Pub payroll costs have risen significantly over the longer term, from 17% of turnover in 1999 when ALMR first carried out its wage survey as part of evidence submitted to the Low Pay Commission. 

34. As we (BHA, BBPA, BISL) indicated in our 2011 submission, the NMW is no longer the predominant source of concern about rising prices. That remains the case: with around £25 to 30 billion of wage costs, the 2012 increase in the adult NMW (1.8 per cent) would, if applied to all hospitality employees, cost about £450 to £550 million. If applied only to employees age 21 or more, as those under 21 received no NMW increase, the cost would be perhaps £100 million less. The industry spends £10 billion a year on food purchases (source: Horizons) and these are probably rising at more than 5 per cent, i.e., at least £500 million. Other commodity costs are also a concern, notably energy (a particular issue for smaller operators who cannot easily use bulk purchase arrangements) and petrol whose price affects the willingness of potential customers to travel within the UK.
35.   The relative impact of the NMW on small and large firms is hard to assess: this industry consists essentially of small establishments, even where they are operated by large chains, and it is easier to achieve flexibility in wage costs if you have 100 people than if you have 6 in an establishment. Also, 57 per cent of tourism employers have fewer than 25 employees against under 36 per cent across the whole economy (source: UKCES). One change in recent years is that, for many businesses, the annual NMW settlement has replaced internal annual pay reviews. 
36.   We are not aware of the minimum wage having a specific impact on the labour market position of the groups of workers listed: we would note, from information supplied by the Sector Skills Council, People 1st, that 58 per cent of the industry workforce is female. 21 per cent of the sector workforce was born outside the UK; this rises to 37 per cent of restaurant staff. Fourteen per cent consider themselves to be from an ethnic background against 9 percent across the whole economy. Of the 21 per cent born overseas, two thirds are from outside the European Economic Area. 
37.   One possibly significant pointer from the UKCES report is that, while full time employment in tourism grew faster than part time in the period 2000 to 2010, part time work is expected to grow faster across the current decade, partly reflecting, we believe, the flexibility which part-time workers can offer when costs are under pressure. Some 47 per cent of employees in the industry are part time against 28 per cent across the whole economy (source: People1st). 
38.   As we (BHA, BBPA, BISL) said in our 2011 submission and indeed in previous years, we do not want to get involved in a detailed debate about NMW levels. We would draw attention to the point that the economy does not seem to be recovering, that costs are continuing to rise and that young people are in particular difficulties, all implying a further year of caution.   
Young People, Apprentices and Interns
- How important do you think pay is in influencing labour market outcomes for young people?

-What has been the impact of the minimum wage on young people and what effect does it have on their employment prospects?

-Do you think there are possible implications for the NMW when the education and training participation age is raised in England from 16 to 18 between 2013 and 2015? If so, what action, if any, do you think should be taken in response?

-What has been the labour market experience of young people with respect to

volunteering and work experience opportunities, including internships?

-hat has been the impact of the introduction of the Apprentice Rate of the NMW, particularly on the provision, take-up, and completion of apprenticeship

opportunities?
-At what levels should the minimum wages for 16-17 year olds, 18-20 year olds,

and Apprentices be set, from October 2013?
39.  Our industry is a major employer of young people: a third of the tourism workforce is under 25 and 57 per cent is under 35, against 13 and 35 per cent respectively for the whole economy, and, as mentioned above, in the pub sector almost half of all employees are under 25 years of age. There has been a perceived change over time: in the early days of the minimum wage, it was normal for under 22s to be paid at the same rate as those aged 22 and over with equivalent skills and experience. More recently, cost pressures have led some employers to make use of the Development Rate for those under 22 (now 21). To that extent, pay has been a factor in labour market outcomes for young people.
40.  The industry has also made great advances in its use of apprentices: across tourism, as defined in the UKCES report, apprenticeship starts rose by 195 per cent from 7170 in 2002-03 to 21,180 in 2010-11, with equal increases for those under 19 and those 19 and over.  Perhaps more significantly, Achievements rose by 446 per cent, from just 1740 in 2002-03 to 9510 in 2010-11. The numbers studying for higher education qualifications in hospitality, leisure, tourism and transport rose from 8365 in 2002-03 to 31,905 (of whom over three quarters were UK domiciled) in 2010-11.
41.  These statistics indicate a point we have made previously that there is no evidence that young people lost out significantly more than older workers from the reduction in hospitality employment after 2007, but this may have been partly due to employers having the flexibility to use the Development Rate (see above): this industry, as it grows again, is a good place for young people to start their career and to develop their skills.

42.   We cannot give any response to the questions about the Apprentice Rate’s impact on take-up and completion as we have no data, other than to note that the significant rise in apprenticeship starts in the industry was in 2008-09, a year before the NMW apprentice rate was introduced.
43. As stated above, we do not want to get involved in detailed discussion of what the three rates (16-17, 18-20 and apprentice) should be, other than, again, to note that caution is required and to agree with the implied timetable, i.e., that the Commission’s recommendations for October 2013 should be for one year only: the horizon is still too murky.
Salaried-Hours Workers

The NMW regulations and the supporting official guidance sets out the arrangements for ensuring those workers paid a salary, rather than an hourly rate, are paid at least the hourly NMW.

• Do you experience any problems with understanding or operating the current NMW rules for salaried-hours workers? If yes, please explain why.

• Do you find the current official guidance on the NMW rules for salaried-hours workers easy to understand and operate? If no, please explain the difficulties.
44.   In the whole period the NMW has been in force, this issue has only come up once to our knowledge, where it appeared that some employers, who paid hourly paid staff on a weekly basis, paid salaried staff on a 4-4-5 week basis, so that the respective pay run dates coincided. The 5 week gap fell outside the allowed monthly interval between payments and advice was given to members on the point. 
Accommodation Offset
The Offset is the only benefit-in-kind that can count towards payment of the NMW, and isset at a daily limit of £4.73 (£33.11 a week), rising to £4.82 (£33.74 a week) from October 2012. Its purpose is to act as a protective measure: to discourage employers both from levying excessive accommodation charges and from withdrawing from the provision of accommodation which is recognised would affect the most vulnerable workers.

• In your experience how far has the offset protected low-paid workers?

• Is there any evidence that the level of the offset has deprived workers of

accommodation that would otherwise be offered? If yes, please give details.

• Is there any evidence that the level of the offset has led to changes over time in the provision of accommodation by employers for their workers? If yes, please give details.

45.  As the Commission will be aware, we were original supporters of the introduction of the accommodation offset, pressed strongly for it to be retained and continue to regard the amount of the offset as too low. 

46.   However, we share the Commission’s frustration at the lack of statistics on its use. Hopefully, the survey sent out by the Commission in July, which we (BHA) also sent out to our members, will have produced a decent response. 
47.   Some members copied their survey responses to us and these appear to support the argument that the provision of accommodation is necessary for the business to attract young workers in particular, but that the offset does not meet the cost of provision. 
48.  To answer the specific questions: yes, the offset has, we think, protected low-paid workers and generally we understand that the quality of accommodation provided by hospitality employers is of reasonable to good (and sometimes very good) quality. However, there may be a threshold at which the low level of the offset against the cost of provision means that workers are sharing bedrooms when a higher offset might make the provision of single occupancy accommodation more feasible.

49. Apart from this point, which relates to the accommodation facility provided, the responses we have seen suggest that, where accommodation provision has been reduced, this is to enable more economic use to be made of the space- again an argument for increasing the offset.
Enforcement

• What are your views/experience on the way the NMW is currently enforced by

HMRC?

• What changes, if any, would you like to see made to the current enforcement

regime?
50.   It is one of the unsatisfactory aspects of the enforcement regime that very little information is available by way of follow-up where issues are raised. For example, the BHA was told by the Commission several years ago of reports it had received about housekeeping/room attendant staff supplied by agencies not receiving the NMW because they could not physically reach an hourly room target. We issued guidance to members and we were advised by affected members (this being mainly a London issue) that they had taken action from their side. HMRC became involved after discussion with the BHA and wrote to hotel companies, seeking contract information. Since then, we have heard nothing.
51.   Apart from that point, we do not see any need for changes to the enforcement regime. However, there is one change to the law which might be considered: it is a commonplace that illegal workers are particularly at risk of not receiving the minimum wage, but, as they are working illegally, their employment contract is void ab initio and they therefore have no right to the NMW. We would ask the Commission to look into whether this harsh outcome could be avoided and more pressure place on those who employ illegal workers because they can be exploited in this way.

CONCLUSION

52. Finally, we should be pleased to discuss this submission with the Commission and confirm that we have no objection to it being made publicly available.
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