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WAGES COSTS SET TO SOAR WARNS TRADE
The National Minimum Wage (NMW) is in danger of spiralling out of control and threatening the viability of many small pub companies. Half of all pubs have already cut staff as a result of recent increases, and the threat of a £6.00 minimum wage – as demanded by unions – could spell disaster for many small businesses within the sector. 

That’s the message the Association of Licensed Retailers (ALMR) delivered to the Low Pay Commission today when it submitted evidence as part of the review of the NMW. And it warned that further large increases could prove unsustainable for the trade. The Association recommended that in future the NMW should only increase if necessary and then only in line with inflation.  

Nick Bish, Chief Executive of the ALMR said:

“When the NMW was first introduced, it was designed to be a floor below which wages should not fall. Following 7 years of successive, swingeing increases – well ahead of inflation – it is now 50% higher. And that has had a dramatic and devastating effect on many small businesses within the sector.”

He went on:

“We have gone from a situation where bar staff were paid well above the minimum, to one where the NMW is now the average wage in the sector. Our survey shows it is now having a very real impact on consumer prices, business profitability and investment decisions. That is bad news for everyone, including the staff”. 

The ALMR survey revealed that gross employment costs have increased dramatically in the two years since the NMW was last reviewed – up from a fifth to a quarter of total turnover. As a result of this, 90% of respondents stated that they had had to increase prices and 84% said that they had reduced their profits, limiting their ability to invest in their business. Companies have been forced to cut staff, reduce hours and employ cheaper workers in order to cope. 

Nick Bish concluded:

“the situation is already critical for many businesses and a further large increase at this time would be impossible to manage. We know that the unions are pressing for £6.00 an hour, but that would see the wages bill for the sector soar. When Government proposals to increase paid leave are also taken into account, we estimate that gross employment costs will be more than 30% of turnover – that is simply unsustainable.”
-ENDS-

APPENDIX:

NATIONAL MINIMUM WAGE

SURVEY ANALYSIS

The Low Pay Commission is currently undertaking a review of the effect of the National Minimum Wage (NMW) with a view to making recommendations for increases in the rates for 2007 and 2008. In order to inform its representations, the Association of Licensed Multiple Retailers (ALMR) conducted a survey of its members. This paper provides a detailed analysis of the responses received. Further information is available on request.

Methodology
· The ALMR is the national trade body representing the interests of pub and bar operators. Our members are split between companies who own the outlets – pub companies and regional brewers - and small independent companies who operate or manage them. The former do not have any involvement in the day-to-day operation of the businesses and decisions about staffing and pay levels are devolved to the tenants and lessees. For the purposes of this submission, these companies were excluded from the survey.

· A detailed questionnaire (attached) was sent to 53 managed operators – ranging from large, national  chains to independent companies with only 1 outlet. Responses were received from 21 member companies, between them operating just under 1000 outlets and employing 15,500 staff. 

· This represents a response rate of 40% - far higher than other recent surveys on the NMW and suggests that it is becoming a more pressing issue. In 2004, responses were received from only a quarter of those surveyed. The response rate is statistically significant for a postal survey.

· The response covers a good cross section of ALMR membership both in terms of size of company and geography. Responses were received throughout England, although there was considerable bias towards London and the South East. 
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Impact on Rates of Pay
· Respondents were asked to provide information on the average hourly rate of pay for basic bar staff and the average rate of pay for other staff. The reason for separating out basic bar staff is that these are the workers most likely to be affected by the NMW and avoids distorting any overall average which takes into account higher paid or more experienced workers. 

· The current average rate of pay for bar staff within the survey was £5.22, with a median of £5.15 and mode of £5.05. The mean average is distorted by the inclusion of a number of London food-led operators, and the fact that some operators have increased wages in advance of the October 2006 deadline. 
· 43% of respondents were paying the NMW - up from 35% of respondents in our 2004 survey. Previous surveys have shown a clearer margin of difference between the NMW and the average rate of pay within the sector, with any direct impact on wage rates being confined to differentials. In 2004, we saw the first indications that wage rates within the sector were tracking the NMW. This survey clearly demonstrates that the NMW has now become the average rate of pay for basic bar staff within the sector – workers not previously classified as being low wage earners. 
· The average rate of pay for other workers was £5.58 with a median and mode of £5.50. Again, these figures are distorted by London operators. However, just under half of those surveyed reported no difference in wage rates between basic bar staff and other workers. This suggests that the NMW increases have eroded differentials within the industry as employers struggle to keep a lid on the overall wage bill. In 2004, only 40% reported no difference, so again the situation is worsening. 
· Respondents were then asked whether the October 2005 had increased on their rates of pay and whether the October 2006 increase will lead to a further rise. For the first time, all respondents indicated that they had had to change wage rates in order to comply with the NMW and 95% indicated that they would need to increase rates again in 2006 in order to comply. Previously, just under two-thirds of respondents had had to react to comply with changes in the rate. This underlines the fact that the NMW is now the average rate of pay and demonstrates the tremendous impact the NMW has had on wage rates within the sector. 
· The NMW not only has an impact on basic wage rates, it has an inflationary effect throughout the pay structure through the mainentance of differentials. 63% of respondents said that they had had to increase rates of pay for more experienced staff and 53% said that they had had to increase rates for higher grade staff as a result of recent increases. 
Impact on Business 

· These successive increases have had a dramatic increase on total overall costs. Wage costs are the single biggest overhead in pub retailing and respondents were asked what proportion of their total turnover they accounted for. Prior to the October 2006 NMW increase, gross employment costs accounted for an average of 25% of total turnover (with a high of 30%). Respondents anticipated that this would rise to 27% after the October increase was factored in (with a high of 34%). 

· This is a significant and increasing burden for businesses to bear. In 2004, gross employment costs represented around 20% of total turnover and an increase of 5 percentage points over the course of two years is difficult to manage. Comparison with earlier survey data also reveals that retailers significantly under-estaimate the effect of future increases in the NMW. In 2004, respondents estimated that the 2005 increase in the NMW would increase costs by only 1 percentage point. This suggests that the actual proportion of total turnover accounted for by gross employment costs may be far higher. 

· It is also worth noting in this context that in 2004, the majority of respondents anticipated an increase in gross employment costs of 1 percentage point. In 2006, the majority anticipated an increase of 2 percentage points, suggesting that successive large increases are having a cumulative effect on business profitability.

· Although the NMW is by no means the only employment cost to be have been absorbed by companies over the period, it is the most significant. Our survey produced further evidence that the impact of the NMW is biting hard and is being felt by companies and sectors not traditionally felt to be low payers. Indeed, 84% of respondents anticipated that the resultant increase in their company’s wage bill would lead to reduced profits, thus limiting their ability to invest in their business. Furthermore, 90% also concluded that the increase may well lead to increased prices for the customers. Given that pubs already face stiff competition from the ‘off’ trade any increase in prices could serve to undermine the viability of many small, community outlets.
Business Decisions Taken
· Respondents were then asked to indicate whether they had made any changes to their business as a result of the most recent NMW increases. This was designed to assess the broader impact of the NMW on the business over and above increases in basic pay. 

· The above analysis shows that the impact of the NMW on the sector is now so great that companies cannot absorb it. The NMW is having a direct effect on prices and profitability for the first time.
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· The second way in which companies attempt to offset increased wage costs is by changing staffing – by changing shift patterns to avoid an increase in overall pay, often with managers or salaried staff making up the deficit, by cutting staff or by using younger of more inexperienced staff who command a lower rate of pay. The object is to ensure that the total wage bill remains at the same level. 

· The main way in which this is achieved is by changing working hours. However, just under half of all respondents said that they would cut staff and reduce staffing levels in order to deal with the increase in costs. This is the first time that job losses have been a significant responses to NMW increases. Less than a third of respondents indicated that they would reduce staff in 2004.

· Other changes in staffing include the use of cheaper workers. For the first time we asked whether people were using migrant workers in order to minimise costs. Around 44% indicated that this was the case and stated that they were prepared to work for lower levels of pay in non-basic jobs. 27% said that they had used cheaper workers such as less experienced or younger staff.  
· Finally, a smaller number of respondents stated that they cut other costs to maintain the balance in their financial reporting – they altered their overall benefits package or cut back on staff and company investment levels. 

· These findings reveal that the NMW is not only starting to have a very real impact on wage rates within the sector but also for the first time is significantly affecting broader business decisions and accounts for reduced profitability across the sector as a whole. 
Future Increases
· Finally, respondents were asked what the impact on their total wage bill if the NMW was again increased by a further 10% in October 2007 and 2008. This assumes a lower level of increase than in previous years and would see a NMW of £5.90.
· The results are set out below and comparison is given with responses to the same question in 2004:

	Likely Impact on Wage Bill
	% Respondents agreeing 2004
	% Respondents agreeing 2006

	No change
	3
	0

	Increased by 1-5%
	51.5
	25

	Increased by 6-10%
	37
	60

	Increased by more than 10%
	8.5
	15


· The results show that there is a clear cumulative increase as a result of 7 years of successive swingeing increases and that there has been a marked worsening in the situation since the NMW was last reviewed in 2004.
Paid Annual Leave

· The LPC also has a specific remit to consider the impact of the proposed changes to annual paid leave provision. The ALMR therefore included a section on this within its survey and the results are set out below.

· All of the respondents in our survey offered the statutory minimum amount of paid leave. However, just under half of these included bank holidays within the calculation of leave. The proposed changes will therefore have a significant impact on the sector as a whole.

· For this reason, 45% of respondents believed that the proposed changes would impose a further increase in wage costs of between 1-4%. However, 28% of respondents believed that the increase in costs would be more than 6%. It should be noted that the cost implications of these changes are over and above those associated with increases in wage rates. 

· This translates into a further 2 percentage point increase in gross employment costs as a proportion of turnover, suggesting that the wage bill could account for 29-30% of total turnover within the sector as a result of both the increase in the NMW and changes in paid leave. Given the confusion of many operators as to what paid leave changes will mean in practice, we think that this may be a best case scenario.

· In addition to the direct costs of increasing leave entitlement, there will also be substantial indirect costs associated with re-writing contracts and managing the changes administratively. 

· It is clear that changes in paid leave will have a significant impact on the sector and on wage costs over and above the impact of possible changes in the NMW. We are therefore particularly concerned that the Government is proposing to implement these changes at the same time as the NMW rate will change. We strongly recommend that changes in leave are introduced separately. 

Conclusion
When the NMW was first introduced, average rates of pay for bar staff were well above the headline NMW rate and any impact was restricted to areas of the country where the wage bill is low, or in terms of differentials. At the time it was introduced, the licensed retail sector was not widely held to be a low paid sector. The NMW is now 50% higher than it was when first introduced and has arguably achieved its objective in tackling poverty wages. 
Successive swingeing increases in the NMW have resulted in a dramatic change in the status of bar staff. A larger proportion of bar staff are earning at or just above the NMW and there is a clear trend for the NMW to represent the average wage rate for the sector. This suggests that we have reached the ‘tipping’ point where the NMW ceases to be a mechanism for tackling low paying sectors and begins to have an impact on other industrial sectors. 

The effects of this can be seen in the significant increase in employment costs as a result of the October 2006 increase in the NMW rate. Employment costs are now over 27% of turnover, which continues the increases that we have witnessed since the large increases in NMW. A high increase in 2007/8, coupled with changes in annual leave, could see employment costs hitting a third of turnover. This will only exacerbate the impact on profits, prices and employment patterns already being seen within the sector. 
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-ENDS-
Notes for Editors

1. The Association of Licensed Multiple Retailers (ALMR) is the only national trade body dedicated to representing the interests of pub and bar operators and providing their companies with business support and advice. There are currently just fewer than 100 companies in membership, between them operating 30,000 outlets – or half the UK pub estate.  However, the bulk of our membership is derived from small independent companies operating 50 outlets or less under their own branding 
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