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Introduction
The National Living Wage (NLW), introduced in April 2016 as a higher statutory minimum rate
for workers aged 25 and above, represented the biggest statutory pay rise for low-paid
workers in almost 15 years. It was set at £7.20, with the intention that it would increase to
60% of forecast median earnings by 2020 (then estimated at £9.00). Above-inflation
increases of between 4.2% and 4.9% over the past three years have kept the NLW on course
to reach its 60% target. However, with subsequent earnings growth weaker than originally
expected, the current projected value of the NLW in 2020, at £8.67, is some way short of
initial forecasts.

Statutory minimum wage rates
The NLW has so far risen from £7.20, when it was first introduced on 1 April 2016, to £8.21
following the most recent uprating. IDR surveyed employers in April 2019, when it rose by
4.9%, to find out how this latest increase has affected businesses across the UK.1 We found
that more employers are now paying above the statutory wage floor, despite higher-thanaverage increases in the NLW.

Table 1 Current and historic statutory minimum rates

The IDR NLW poll received responses from 48 organisations (eight manufacturers, 14 not-for-profit
organisations, 27 private sector employers and one public sector employer).
1

2
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Figure 1 National Minimum Wage rates and increases, 1999 to 2019

The proportion of employers paying a domestic minimum rate above the NLW of £8.21 has
increased with nearly two-thirds (64%) paying more than £8.21 per hour, compared to just
over half (56%) offering rates of pay higher than the previous statutory minimum of £7.83 in
2018.

The median minimum rate of pay for adult workers is currently £8.32, 11p (1.3%) higher than
the new statutory minimum. In comparison, the median minimum rate in 2018 was £8.00,
some 17p higher than the then statutory rate of £7.83. The change in the median minimum
rate of pay from £8.00 to £8.32 is an increase of 4%, which is lower than the NLW increase
of 4.9%. So, while more employers are opting to pay above the statutory level, the extent to
which they pay above it is being reduced, possibly in some cases as a way of managing wage
costs.
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The narrowing of the gap between the median domestic minimum and the statutory floor
could be due to the comparatively high increases in the latter. Since the NLW is set to
continue increasing relatively rapidly, however, it will be important to gather a number of
years’ data in order to establish whether this is a firm trend.

The 4% rise in the median minimum is significantly higher than the median for general pay
reviews, which according to our monitoring stands at 2.5% in the three months to the end of
April 2019. Around three-fifths (61%) of organisations told us that the pay increase awarded
to employees whose pay is influenced by the NLW is higher than the pay rise awarded to
other staff. On average, workers whose pay is affected by the NLW account for 20% of
organisations’ workforces, indicating that more employees are receiving a pay award below
4% than those whose pay is being increased by at least this amount.

Impact of the NLW
Over the last twenty years that a statutory minimum wage has been in place employers have
reacted to it in a variety of ways, adapting their pay policies and practices to implement the
statutory minimum wage rates and accommodate subsequent increases in the legal floor. In
the period immediately after the introduction of the higher NLW these changes were
significant, but as time has gone on the associated developments have been more subtle in
nature and often involve small rather than wholesale changes to terms and conditions of
employment.

While some companies welcomed the increases proposed under the NLW when it was first
announced, a number of employers paying at or just above the minimum wage expressed
concerns as to how they might implement it and afford subsequent increases. In the three
years since it came into effect, the NLW has exerted a consistently strong influence on
minimum pay rates. While some employers adopt this as the floor for their pay levels, our
latest research indicates more employers are now paying above the statutory minimum level.
However, there have also been other impacts, as employers make adjustments to
accommodate the rising NLW.
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Location pay
The NLW appears to have had an effect on location premiums: whereas many employers
once operated a number of different pay zones, in practice the rise in basic rates prompted
by the NLW has meant that differentials between these zones have been eroded to the point
that often the only distinction is in rates between London and the rest of the UK remain.
Rather than restore the original distinctions, many employers had been content to allow the
differences between pay zones fade away. This is likely to also be connected to the more
difficult trading climate in those areas of the economy, such as retail, in which lower-paid
staff are concentrated.

Our monitoring shows that some companies sought to manage the associated increase in
their overall paybill costs by correspondingly reducing or eliminating location premiums
either at the point when the NLW was introduced or shortly afterwards. For example, B&Q
made changes to its pay and reward framework when the NLW legislation came into effect.
The company removed all its pay zones and instead introduced ‘hotspots’, which reflect
local market conditions and can vary by geographical location, with the result that fewer
stores now pay higher rates.

The flipside of this is that London pay has become more of an issue for many low-paying
firms since the advent of the NLW. And almost three years on from its introduction there
are signs that some employers are now looking to reinstate zonal pay/location premiums,
in retail at least, with our analysis showing a recovery in London pay for sales assistants.
Our monitoring showed that the differential between the median national rate and inner
London rate reduced from £1 an hour in our 2017 report2 to 75p an hour in our 2018 report.3
But our latest report shows that the typical inner London premium is now worth £1.07 an
hour.4

Pay and conditions in retail, Incomes Data Research, February 2017.
Pay and conditions in retail, Incomes Data Research, February 2018.
4
Pay and conditions in retail, Incomes Data Research, March 2019.
2
3
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Restructuring pay and grading
Some employers have reacted to the NLW by restructuring pay and grading, in some cases
by reducing the number of supervisory or managerial grades, merging two or more grades,
or by increasing the number of tasks undertaken by the lowest-paid workers.

The use of starter rates has also declined markedly with the introduction of the NLW. Such
rates are typically paid for the first three months of employment – when staff turnover rates
can be at their highest – while trainees develop the skills to become fully competent in their
role before moving onto the ‘established’ rate. However, the relatively steep successive
increases in statutory minimum rates have prompted many (though not all) retailers to end
this type of distinction within their pay structures.

These moves help employers maintain differentials and accommodate subsequent
increases in the statutory minimum, as well as manage other pressures on pay at the
bottom end of pay structures. For example, recruitment and retention challenges have
arisen as changes in labour supply patterns, partly resulting from the uncertainty over
Brexit, take place.

Differentials
Since the introduction of the NLW, many employers have raised concerns about how they
might sustain meaningful pay differentials between grades at the lower end of their pay
structures as the floor continues to rise. Over two-thirds of employers agreed that one of
the challenges they face as a result of the increasing NLW is maintaining pay differentials
between those on their minimum rates and those employed on the rates above, for example
team leaders or supervisors.

One way in which employers manage this is to apply differentiated pay increases, targeting
specific groups of staff by grade, age or responsibility. For example, a higher uplift to the
NLW may not always straightforwardly feed through to pay for all employees. Those directly
affected will receive the same percentage increase as that applied by the Government to
the NLW, but others will get (usually lower) pay rises. Likewise, if a company pays just above
the statutory level a lower rise might be applied to rates for these staff, with higher
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increases for their supervisors in order to maintain differentials between the two. Our
monitoring of pay rises provides examples of this and the trend is further evidenced by the
lower-than-NLW median pay rise in many low-paying sectors. For example, the median pay
rise in hospitality (a sector that employs a large proportion of the lowest-paid staff) is
currently running at 2%, while that in retail is a little higher at 2.5%, but both are still some
way below the headline rise in the NLW of 4.9%.

Future planning
Unlike with the NMW upratings before 2016, employers are aware that the NLW is currently
on a path to reach 60% of median earnings by 2020. To date this has resulted in increases
of around 4% each year, while pay awards across the rest of the economy are closer to half
that level. Our research asked employers about their planning and for details of any steps
that firms are taking which are specifically intended to help manage increases in the NLW.
We also asked them to what extent their strategy covers further rises in the NLW between
2021 and 2023 and the possibility of higher-than-currently-estimated rises.

The most recent forecasts by the Low Pay Commission (LPC), which makes
recommendations to government on the level of the minimum wage, in March 2019, imply a
projected rate of £8.67 in 2020. As already mentioned, the NLW was set at £7.20 in April
2016 with the intention that it would increase to 60% of forecast median earnings by 2020.
It has maintained this course but, due to weaker earnings growth than expected, the
projected value has fallen from £9.00 at its introduction to £8.67 today, up slightly from the
LPC’s forecast of £8.62 in its 2018 report.

The Government’s Office for Budget Responsibility (OBR), meanwhile, forecasts that the
NLW will be £8.63 in 2020 and if the target level of 60% of median earnings is maintained, it
is likely to reach £9.49 in 2023, with a corresponding NMW rate of £8.70 (see figure 2).
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Figure 2 Current and projected NMW and NLW rates 2018 to 2023

However, while the target of 60% of median earnings has provided employers in the lowpaying sectors with a degree of clarity and guidance for four years, potential developments
from 2020 onwards are less clear. In his 2018 Budget, the Chancellor announced an
‘ultimate objective of ending low pay in the UK’ that would potentially see the NLW increase
to 66% of median earnings (the threshold for relative low pay as determined by the
Organisation for Economic Co-operation and Development).

This would see the NLW increase to a projected level of £9.61 next year. The Government
would seek to protect employment for lower-paid workers as part of the process of making
8
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this change and is proposing to engage with employers, the TUC and the LPC to this end. It
also recently commissioned an academic review of the international evidence on the impacts
of minimum wages. The LPC’s post-2020 remit is set to be confirmed in this autumn’s
Budget. This will indicate the likely future path of the statutory floor, at least as long as the
current administration remains in office.

For its part, the LPC is currently seeking stakeholders’ views on the post-2020 NLW as part
of its annual consultation5, asking for lessons learned since the introduction of the NLW in
2016 and respondents’ opinions on the future trajectory of the NLW and NMW rates,
including any considerations that should inform this.

The Labour party, meanwhile, has announced that it would increase the NLW to £10 in 2020
and eliminate lower ‘youth’ rates for under-25s (apart from those for 16 and 17-year olds),
applying the new higher rate to all employees aged 18 and over. A general election could
take place as early as later this year, or in the first half of next year, and while there is no
guarantee that the Labour party will form the next administration (either by itself or in
coalition with smaller parties), its intervention is further shaping the prospects for the
statutory floor.

If implemented, the policy means that the NLW will move ahead of the independentlycalculated ‘real’ or voluntary living wage, which is based on judgements of the wage required
to deliver a broadly socially acceptable standard of living and is currently £9 an hour, with
the next increase due to be announced in the first week of November 2019.

5

https://www.gov.uk/government/consultations/low-pay-commission-consultation-2019
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Figure 3 Predictions for the NLW in 2020

A quarter of respondents to our poll told us that they have a strategy aimed at managing
future increases in the National Living Wage past 2023. Many have already put measures in
place, or are planning to do so, with around two-fifths (39%) of employers focusing on the
next three years, up to 2022. Most will make changes to their pay and grading structures to
accommodate a higher statutory floor. However, only a small number (16%) are taking steps
to introduce new technology to improve productivity, in order to keep unit labour costs in
check and offset the effect of the increasing minimum.

Looking further ahead, other effects of rising floor for wages anticipated by companies
include, continued pressure on the variations between pay in London and other hot spots and
pay in the regions. Meanwhile only a minority of respondents (15%) told us that they were
expecting to reduce staff numbers as a result of the increased NLW. This may be an indication
that the labour market is capable of absorbing further increases in the statutory floor.
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