
The National Minimum Wage 

A surprising consensus has 
now emerged, with 
government, business, 

unions and academics all 

sharing the view that there 

has been no significant 
adverse impact resulting 

from the statutory wage 

floor .... Almost eight in 10 

firms ... back the principle 

of a statutory wage floor. 

Just 4% oppose the idea. 

Pay and Benefits Bulletin, Industrial 
Relations Services, March 2001 
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necessary research, consultation and analysis. And businesses 

and workers need adequate notice of changes to ensure 

effective communication and implementation. We have 

therefore recommended that the minimum wage should be 

reviewed regularly taking account of research and data on its 

impact, consultation, and analysis of a comprehensive range of 

factors. These reviews should take place every two years, with 

the Commission reporting in February for implementation of 

any changes the following October. 

7.11 We have made significant use of short-term research in our 

reports to date, but at this stage in the development of the 

minimum wage we consider it necessary to be able to make 

longer-term plans. As we said in our second report, it will be 

several years before we can make a full assessment of the 

impact of the minimum wage. Even though we have 

recommended biennial reviews and reports, continuous 

research and monitoring is necessary to support such regular 

reviews. We need to track the impact of the minimum wage 

on the whole economy, low-paying sectors, young people, 

training and vulnerable groups, and compare developments 

over the longer term. 

7.12 The Government has said that it will now make the Low Pay 

Commission a permanent body. We welcome this. The work of 

the Commission would be enhanced if it were given standing 

terms of reference that would enable a strategic, longer-term 

programme of research to be established. We do not propose 

that the Commission should report as a matter of routine 

between reviews, although we recognise that the Government 

may, as it has done in the past, ask us to conduct special 

reviews if the need arises. 

7.13 In this volume we have addressed a range of sometimes 

complex and often challenging issues that have an impact 

on business competitiveness and workers' incomes. But we 

have kept our recommendations simple and straightforward. 

Once again there is a unanimous view that the Commission's 

recommendations are bold enough to make a difference, but 

prudent enough not to have an adverse effect on employment 

or the economy. 
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7.14 This second volume completes our third report, a coherent 

package of analysis and recommendations on the next steps 

for the development of the National Minimum Wage. Its 

introduction has been a historic labour market intervention and 

it has now been widely accepted, even by many who initially 

opposed it. The co-operation between employers and workers, 

and their representatives, in making a success of the minimum 

wage should not be underestimated. In doing so, they have 

made a reality out of a commitment to partnership. We are 

confident that this positive and enlightened approach will help 

ensure the continuing effectiveness of the minimum wage, 

both in the immediate future and in the longer term. 
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Appendix 2 

Appendix 2: 
Impact on Groups and Sectors 

... 2. 

In Volume 1 of this report we gave our assessment of 

the impact of the National Minimum Wage. We 

described the impact on the economy as a whole and 

on different groups of employees and business 

sectors. In this appendix we set out in more detail our 

analysis of these groups and sectors and how they 

have been affected by the minimum wage. We begin 

by considering three broad groups of employees: 

women, disabled people and ethnic minorities. We 

then consider seven business sectors where low pay is 

common: retail, hospitality, business services, social 

care, childcare, textiles and clothing, and hairdressing. 

The earnings data presented for women are based 

on the Office for National Statistics (ONS) central 

estimate methodology. The earnings data presented 

for ethnic minority and disabled employees are 

based only on the Labour Force Survey (LFS), and 

are an upper bound since this survey overstates the 

number of low-paid employees. The earnings data 

for low-paying sectors are based only on the New 

Earnings Survey (NES), and are a lower bound since 

this survey understates the number of low-paid 

employees. These estimates are therefore not 

directly comparable with the ONS central estimate 

methodology. The median and lowest decile hourly 

earnings reported for the low-paying sectors are 

based on grossed NES data. 

Women 
Beneficiaries 

Differences in employment patterns mean that 

women are more likely to benefit from the National 

Minimum Wage than men. As we reported in Volume 

1, around 70 per cent of beneficiaries are women 

the majority of whom are working part time. 

Earnings 

4. The impact of the minimum wage on full-time 

earnings for men and women can be seen from 

Figures A2.1 and A2.2. Figure A2.1 shows the high 

concentration of women among low-paid full-time 

employees. In 1998 there was a higher proportion 

of female than male earners in each earnings band 

up to around £6.00 per hour. The impact of the 

minimum wage has consequently been greater for 

women. As can be seen from Figure A2.2, after the 

minimum wage was introduced, spikes developed at 

around £3.60, £4.00 and £5.00 per hour, which 

were more pronounced for women than for men. 

FigureA2.1 

Hourly Earnings Distribution for Full-time Employees Aged 

18 or Over, 1998 
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The National Minimum Wage 

FigureA2.2 

Hourly Earnings Distribution for Full-time Employees Aged 

18 or Over. 2000 
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5. The distribution of part-time employees' earnings 

changed after the minimum wage was introduced. 

Figure A2.3 shows that in 1998 the distribution was 

relatively smooth with small spikes at around £3.50, 

£4.00 and £5.00 per hour. As Figure A2.4 shows 

these became more marked at around £3.60, £4.00 

and £5.00 per hour after the minimum wage was 

introduced. There is little difference between the 

earnings of male and female part-time employees 

before and after the introduction of the minimum 

wage. This is because, compared with women, a 

much higher proportion of male part-time employees 

are younger and they have lower earnings. In Spring 

2000 about a quarter of all male part-time employees 

were aged 18-21 compared with less than a tenth of 

female part-time employees. 
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6. The impact of the National Minimum Wage has been 

greater for part-time than for full-time employees. 

This is true for both men and women and is due to 

the much higher proportion of part-time employees 

who are low-paid. In Spring 1998 19 per cent of 

male part-timers and 15 per cent of female part

timers earned less than £3.50 per hour. This 

compares with 3 per cent and 4 per cent of their 

full-time counterparts. The minimum wage has 

narrowed the gender pay gap, particularly that 

between female part-time employees and male 

full-time employees. Indeed, the Equal Pay Task Force 

report Just Pay (February 2001) pointed out that 

'although the National Minimum Wage has been in 

effect for only a relatively short period of time, there 

is already evidence of its potential to reduce the 

gender pay gap at lower wage levels and in relation 

to part-time workers'. 

FigureA2.3 

Hourly Earnings Distribution for Part-time Employees Aged 

18 or Over, 1998 
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FigureA2.4 

Hourly Earnings Distribution for Part-time Employees Aged 

18 or Over, 2000 
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Note: Sample sizes are sma!!er for male part-time employees than for other groups. 

7. 

8. 

9. 

Employment and 

Non-employment 

In the year since the minimum wage was 

introduced, the labour market performance of 

women has continued to improve. The female 

employment rate rose by 0.6 percentage points, 

only marginally less than that of men, and the 

female ILO unemployment rate fell by 0.3 

percentage points. 

The employment patterns of men and women are 

different. As mentioned earlier, a much larger 

proportion of women than men work part time: 

around 43 per cent compared with just 7 per cent. 

Women are also more concentrated in the low

paying sectors. They account for around 60 per cent 

of employees in the low-paying sectors described 

later in this appendix, but they comprise around 

50 per cent of all employees. 

Women's levels and rates of economic activity show 

a continuing upward trend post-minimum wage. 

In the year after the minimum wage was 

introduced, the inactivity rate for working-age 

Appendix 2 

women fell by 0.4 percentage points, about twice 

as much as for men. Reductions were particularly 

marked among younger women (aged under 24), 

those looking after the family or home, and inactive 

students. Some of these effects are part of longer

term trends, but the minimum wage almost 

certainly contributed to this positive labour 

supply response. 

Disabled People 
Beneficiaries 

10. In Volume 1 of this report we noted that disabled 

employees- those with a work-limiting disability

are generally more likely to be lower-paid than 

non-disabled employees. LFS data suggest that 

around 136,000 disabled employees stood to 

benefit from the introduction of the minimum 

wage. As this number is based solely on LFS data 

it is an upper bound estimate. 

Earnings 

11. Figure A2.5 shows that pre-minimum wage there 

was a higher proportion of disabled than non

disabled employees towards the bottom of the 

earnings distribution, particularly up to around 

£5.00 per hour. Proportionately more disabled 

people therefore stood to benefit from the 

minimum wage. As Figure A2.6 shows, post

minimum wage there has been a clear shift to the 

right of the earnings distributions. There is a 

significant spike at £3.60 per hour, with a higher 

proportion of disabled than non-disabled employees 

paid at the minimum wage. Further spikes are also 

clear at around £4.00 and £5.00 per hour. This is 

consistent with findings from Incomes Data Services 

Ltd. (IDS, ZOOOa) that the minimum wage, together 

with a tight labour market, is creating a 'mezzanine' 

level effect which is forcing firms to pay more than 

the minimum to stay ahead of the competition. 

' 
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Appendix 4: 
Low Pay Commission Research Projects 
1 . 

2. 

3. 

4. 
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As mentioned in the first volume of this report, we 

based our recommendations on extensive research 

and consultation. We commissioned 21 research 

projects and undertook our own survey of firms in 

low-paying sectors. We have described the findings 

of our own survey in Appendix 2 to Volume 1 and 

in Appendix 5 to this volume. In this appendix we 

describe the research projects which we 

commissioned, and their main findings. 

The research covered: 

• the impact of the minimum wage on businesses 

including small businesses and certain sectors: 

for example, the effect of the upratings, impacts 

on pay differentials, employment, recruitment 

and training; 

• the impact on particular groups such as disabled 

people, ethnic minorities, homeworkers, women 

and young people; 

• the impact of the minimum wage upon poverty; 

and 

• cnm~li:::~nrp and enforcement. 

We had a research budget of £250,000. We 

publicised our requirements on our own Internet 

website, in the British Universities' Industrial 

Relations Association (BUIRA) Newsletter (industrial 

Relations Research Mailbase, 12/4/2000) and 

among researchers and academics who had 

previously expressed interest in our work. An article 

in Labour Market Trends (December 2000) described 

the Commission's strategy for monitoring and 

evaluating the National Minimum Wage. 

An independent chairman from the Department of 

Trade and Industry assisted us in assessing the bids. 

We ranked the bids according to their relevance to 

our terms of reference, our judgment about the 

potential effectiveness of their methodology, and 

5. 

6. 

7. 
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their value for money. We commissioned 

21 projects. 

These projects used a variety of research methods, 

including face-to-face interviews and discussion 

groups, and postal and telephone surveys of 

individuals and firms. We also commissioned 

econometric modelling to estimate individual-level 

employment effects and microsimulation 

modelling to estimate the effect of the 

minimum wage on poverty. 

Projects were undertaken by specialist research 

organisations, individual professional researchers, 

academics and those with a professional interest in 

the group they were examining, such as the 

National Group on Homeworking. This research 

complemented the oral and written evidence and 

our other work. We gained valuable insights and 

supporting evidence. Brief descriptions of the 

projects including the main findings are shown 

in Table A4. 

The data available to resea<chers and their quality 

both continue to ecrumulate and improve. But 

the full effect of the minimum wage will be 

captured only in the longer term. Key sources of 

information that we need to continue to monitor 

are the longitudinal Labour Force Survey, the 

British Household Panel Survey (BHPS) and the 

New Earnings Survey Panel Dataset. In our first 

two reports we highlighted the need for longer

term research and analysis of the impact of the 

minimum wage on the labour market. Now that 

the Government has confirmed that the 

Commission is a permanent body, we look forward 

to starting soon the process of putting in place 

a longer-term strategic approach to research on 

the minimum wage. 
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