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Calculating the effects 

Our National Living Wage survey 

Introduction 

The National Minimum and Living Wages (“NMW”, “NLW”) have grown significantly faster 
than inflation, average earnings and GDP per head since their introduction. Their coverage 
has grown from 0.6 million workers in 1999 to 1.6 million in 2019. More recently, HMRC has 

increased enforcement activity resulting in a 40% increase in NMW arrears identified, 
leading to fines, reputational damage and extra costs for employers involved.  

Looking ahead, the April 2020 NLW/NMW increases include the largest ever cash increase in 
the minimum wage. By 2024, the Government has pledged to increase the NLW to two 
thirds of median earnings (forecast to be £10.50 per hour and entailing a potential 5-6% 
increase each year) and widen its reach to workers over 21, “provided economic conditions 

allow”. 

This will be an historical high and will affect employers not currently concerned with 
minimum wage issues. Given this ambitious target, the affordability concerns expressed by 
some employers and our experience of employers already challenged by complying with the 
complex NLW/NMW rules, we conducted a survey of employers from across industry sectors 
to assess the impact. Ninety-seven responded, with the survey open from 20 December 
2019 to 14 January 2020. 

NLW survey results – a snapshot 

− 60% of respondents already pay the NLW/NMW 

− 40% expect workers to fall within the NLW for the first time, as a result of the 2024 

changes 

− 63% support the Government increasing the NLW to two-thirds of median earnings by 
2024 

− however, 66% say it will significantly or moderately impact their organisation 

− 78% support the Government reducing the NLW age threshold to 21 by 2024 

− however, 43% say it will significantly or moderately impact their organisation 

− respondents’ top four ways to address the upcoming NLW changes are: 

− review pay differentials 

− absorb the extra costs 

− raise prices 

− restructure the workforce 

− the least popular four ways to address the NLW upcoming changes are: 

− move work outside the UK 

− make redundancies 

− freeze recruitment 

− consider alternative staffing models 

− 61% are not undertaking contingency planning to avoid breaching complex NLW/NMW 
rules 

− 53% prefer a regional or sector led approach to increasing the minimum wage, as 
opposed to a nationwide increase 
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NLW survey - commentary 

Employer support for NLW changes 

Employer bodies have urged caution over the NLW changes, asking the Government to closely monitor 
the impact, to reduce other business costs and to consider delaying the pace of change. In contrast, 
our survey shows majority support for the Government’s pledge to increase the NLW to two thirds of 
average earnings and overwhelming support for widening its reach to workers over 21.  

This expression of support is particularly notable given that many respondents will be affected by the 

NLW changes - because they already pay statutory minimum wage rates or will fall within its coverage 
for the first time due to the changes. 

Impact on employers 

Despite the support for increasing the NLW to two thirds of average earnings, 35% of respondents 
anticipate that it will have a significant impact on their organisation and 31% anticipate a moderate 
impact. Fewer respondents are concerned at the impact of reducing the NLW age threshold to 21, with 
18% reporting a significant impact and 25% a moderate impact. 

 

 

35.05%

30.93%

34.02%

How significantly will the Conservative’s national living 
wage increase impact your organisation?

Significant impact Moderate impact Minimal impact

17.53%

24.74%

57.73%

How significantly will the widening of the reach of the 
national living wage to workers aged over 21 impact your 

organisation?

Significant impact Moderate impact Minimal impact
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Employer response to NLW changes 

In the past when statutory minimum pay rates have increased, the Low Pay Commission (“LPC”) has 
observed a “spill over” effect whereby employers seek to keep pay above the statutory minimum or 
maintain pay differentials between different job grades in order to address recruitment, motivation and 
retention issues. This results in workers in the bottom third of hourly pay rates benefiting, not just 

those on the statutory rates. 

Our survey reflects this trend with just under half (45%) stating that they will review pay differentials 
in response to the NLW changes. However, whether these reviews will maintain, or squeeze, pay 
differentials, remains to be seen. 

Respondents are considering workplace change as a result of the NLW changes: 24% will restructure; 
18% will consider alternative staffing models such as zero hour contracts or contractors; 7% will have 
to make redundancies; and, 2% may consider moving work outside the UK. 

Another 31% will absorb the costs and 25% will seek to pass on the extra NLW by raising prices. 

 

*Respondents could choose more than one response to the NLW change 
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How will your organisation respond to any additional costs 
associated with the pledged changes to the statutory 

national living wage (raising the rate and widening it to 
younger workers)?*

No impact

The business will absorb the additional costs with minimal impact

We will restructure the workforce

We will consider moving work outside the UK

We will have to make redundancies

We wll freeze recruitment

We will consider alternative staffing models including zero hour contracts or contractors

We will seek to pass on the higher costs to our customers by raising prices

We will review pay scale differentials
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HMRC enforcement and employer risk 

Over the past two years, increased enforcement action by HMRC has highlighted a number of 
inadvertent, technical employer breaches as a result of the complex rules surrounding the NLW and 
NMW. For example, over the treatment of overtime and banked hours, salary sacrifice arrangements, 
saving schemes and deductions of pay for uniforms and equipment. Some employers investigated by 

HMRC have experienced negative publicity and significant unforeseen costs, with lost management 
time and disrupted employee relations. 

The survey asked respondents whether their organisations were undertaking contingency planning to 
avoid the risk of such inadvertent, technical breaches. Only 39% are taking action, for example:  

− setting up regular monitoring and a dedicated HR team 

− training payroll and HR 

− taking specialist advice 

− identifying and reviewing risk areas 

− changing employee pay and benefits to address risk areas 

A nationwide, regional or sector led approach? 

The LPC tracks the impact of the NLW across the UK and sectors. Coverage is lowest in London and the 
south-east and highest in Northern Ireland, the north and Wales. There is also a substantial variation 
in its coverage across industries, with the hospitality, retail and social care sectors particularly 

affected.  

It is interesting to note that just over half of respondents (53%) think that a regional or sector rate is 
more appropriate than a nationwide rate, perhaps reflecting a concern that the Government’s changes 
may result in a disproportionate impact on some employers and regions. 

Final comments 

The Government’s changes will impact existing NLW workplaces and bring more workers and 
employers within the scope of the NLW, and its complex technical rules, for the first time.  

Meanwhile, many employers do not appreciate how their current payroll practices make them 

vulnerable to inadvertently breaching the NLW rules and HMRC is now better resourced to investigate 

breaches.   

As a result the challenge for employers, when responding to the Government’s NLW changes, is not 
simply to meet the rising costs of the hourly rate of pay – they must also appreciate exactly to whom it 
applies, the nuances around how it is calculated and how to respond to allegations of underpayment by 
HMRC. 
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