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EEF’S EVIDENCE TO THE LOW PAY COMMISSION ON THE NATIONAL MINIMUM WAGE
Introduction
1. EEF, the manufacturers’ organisation, is the representative voice of manufacturing in the UK together with ECIA, the Engineering Construction Industries Association, and UK Steel. EEF has a growing membership of almost 6,000 companies employing some 900,000 people from every sector of engineering, manufacturing, engineering construction and technology-based industries.
Some General Comments
2. Whilst the National Minimum Wage (NMW) initially had only a minor direct impact on EEF members, it has always had an indirect impact on a number of EEF members due to the additional costs of the outsourced services, such as security, catering and factory/office cleaning, which are being supplied to them.  These outsourced services are generally very labour-intensive and many of them are supplied by organisations for which any increase in the NMW is seen as a direct cost which they will endeavour to pass on to their customers. 

3. Since its introduction in April 1999, the NMW has been increased by a rate that is well in excess of both the rate of inflation and the average level of pay settlements that have been reported by EEF members over this period. As a result, the NMW is now starting to have more of a direct impact on the pay levels and remuneration structures of some EEF members in addition to the indirect impact that the NMW has always had on them.

4. A recent survey of EEF members sponsored by CPH Consulting, which provides insourced direct recruitment solutions to both early-stage and established companies in the technology, business services and professional services, shows that 80% of EEF members have no employees who are paid the NMW. However, just over 1 in 10 of them have between 1% and 10% of their employees who are paid the NMW and, for a very small number of them, 20% or more of their employees are paid the NMW.

5. The responses to this survey also show that just over three-quarters of EEF members feel that increases in the NMW have no impact on their labour costs. However, just under 20% of them reported that increases in the NMW have either a modest or significant adverse impact on their labour costs with, not surprisingly, this figure being much higher, at nearly 50%, for those companies paying the NMW to some of their employees.  

6. In the current difficult economic climate, it will therefore be very important for the Low Pay Commission (LPC) to adopt a very cautious approach when making recommendations to the Government about future increases in the NMW to minimise any adverse impact that these increases could have on business costs, competitiveness and employment levels.

7. We are pleased that the LPC has been asked to make recommendations about increases in the NMW for both 2010 and, provisionally, for 2011 rather than, as has sometimes been the case in the past, for only one year. This slightly longer term approach will help to provide employers with greater certainty about future increases in the NMW, a important point that we come back to in more detail below. 
Future Increases in the NMW
8. On previous occasions when we have submitted evidence to the LPC, we have argued that, in order to provide employers with greater certainty than is currently the case, an appropriate formula should be used by the LPC to determine future increases in the NMW.  EEF remains of this view because this approach would give employers greater certainty about the direct and indirect impact that future increases in the NMW are likely to have on their businesses, something that is particularly important in the current difficult economic environment. 
9. Adopting this approach would make it easier for employers to plan and budget for any anticipated cost increases and therefore help them take the necessary steps to offset any adverse impact that these cost increases might have on their competitive position.  It would also enable them to implement any changes that they might need to make to their pay levels and/or remuneration structures as a result of future increases in the NMW in a more controlled and cost-effective manner.

10. EEF also remains of the view that the formula that should be used by the LPC to determine future increases in the NMW is a retrospective analysis of the movement of basic rates of pay across the economy. Whilst we recognise that this information is not currently available from official statistical sources, we consider that the average level of pay settlements that has been reached across the economy over the previous 12 months would be a good approximation for this measure. This should be a figure that the LPC would be able to establish by analysing various sources of information about pay settlements, including EEF’s monthly survey of pay settlements reported by our members.
11. EEF is continuing to argue for the use of this formula because the NMW is a basic rate of pay with employees who are paid the NMW able to increase their earnings through additional payments such as shift allowances, overtime pay and bonus payments.  Since the NMW is a basic rate of pay, we would therefore be strongly opposed to having a formula for determining future increases in the NMW that was linked to increases in average earnings.

12. Within the private sector, pay bargaining and pay determination is now increasingly decentralised to company and, sometimes, plant level with an increasing number of organisations now linking pay increases for their employees more directly to the economic circumstances that they face. This means that using our proposed formula for determining future increases in the NMW should mean that these increases are likely to reflect the prevailing economic circumstances.

13. EEF considers that increases in the NMW that result from using our proposed formula should then be used to make pro rata increases in the youth rates of the NMW which we are firmly of the view should be retained.
Modifying EEF’s Proposed Formula to Reflect Forthcoming Legislative Changes
14. We recognise that there could be special circumstances when the LPC will sometimes need to modify the result of using our proposed formula when making recommendations to the Government about increases in the NMW. This would include forthcoming legislative changes that are likely to have a disproportionate impact on those sectors of the economy and employers who are paying the NMW.

15. In recent Reports, the LPC has acknowledged the impact that the staged increase in statutory annual leave entitlement from 20 to 28 days would have on some employers when making its recommendations for increases in the NMW.  We believe that this was the correct approach for the LPC to have adopted.
16. In the near future, the LPC will also need to take into account the impact of the staged introduction from October 2012 of the requirement for all employers to auto-enrol eligible employees into a qualifying workplace pension arrangement, including the personal accounts scheme that is being developed by the Personal Accounts Delivery Authority (PADA). If employees who have been automatically enrolled decide not to opt out of these workplace pension arrangements, their employer will have to make a compulsory minimum financial contribution towards their pension of, initially, 1% of the employee’s qualifying earnings and, eventually, 3% of these earnings. 

17. It is likely that this additional employment cost will have a disproportionate impact on employers who are paying the NMW. This is because many of these employers currently have no pension arrangements for their employees or, if they do, it is probably a stakeholder pension scheme to which the employer makes no financial contribution. 
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