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The UK National Minimum Wage

April 2024 marked 25 years since a National Minimum Wage (NMW) 
was introduced in the UK.

First introduced in April 1999 at £3.60 per hour for workers aged 22 
and over, and at £3.20 per hour for 18-21s.

In April 2024 the adult rate that currently applies is £11.44 per hour for 
workers aged 21 and over, £8.60 for 18-20 year olds, and £6.40 for 
both those under 18 and for apprentices.

Once a controversial policy - due to fears that higher wage floors 
would lead to fewer jobs – it has instead proven to be highly 
successful, with the minimum wage now being a fully accepted part of 
the labour market.



The UK National Minimum Wage

 



Questions

This talk will consider two features of the UK experience with 
minimum wages that are key to its success or otherwise as a labour 
market policy and to its future evolution:

1). The pattern of moving from a low initial level to a relatively high 
minimum wage and evaluating its impact on wages and their 
distribution.

2). Minimum wage setting when the labour market has become tighter, 
through the 2010s and in the post-pandemic period.

 



The UK National Minimum Wage

When the NMW was introduced, the UK was something of an outlier 
in not having minimum wages.

Most countries then had minimum wage floors of some kind.

There are a number of different systems in operation across the world, 
ranging from situations where government mandates the minimum 
wage, through to systems where collective bargained wages are 
extended to cover low wage workers.

And various others in between.

For evaluating the economic effects of minimum wages, understanding 
the institutional setting matters. 
  



Who Sets Minimum Wages? 
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Notes: From Dickens (2015) “Minimum Wage Systems”, IZA World of Labor.
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UK Low Pay Commission – three employer representatives, three 
employee representatives, two independent members and a chair – with 
a secretariat. Expert body makes annual recommendation in response to 
changing government remit.



The UK Experience
The Labour party manifesto in 1997 election committed to the principle 
of a minimum wage, and the LPC was set up to produce an initial report 
making recommendations about the level and structure of minimum 
wages in its design and implementation of minimum wage policy.

It recommended that it was better to start low and evaluate, rather than 
run the risk of setting it too high. 

This reflected some concern expressed in many quarters that a minimum 
wage could lead to job losses, despite research including several studies 
from the US and from LSE’s Centre for Economic Performance, finding 
no evidence that wage floors damage employment. 

Michael Howard (then Secretary of State for Employment) predicted that 
Labour's plans for a national minimum wage would produce "between 
one and two million more unemployed".



The UK Experience

The Low Pay Commission recommended the £3.60 rate in its first 
report, drawing on written evidence from 500 organisations, more than 
200 visits around the country  and cited more than 350 research studies.

This starting level was quite low, but the rate did not stay low for long.  
The UK is now seen as a relatively high minimum wage country.



Economic Effects

A whole raft of academic and LPC studies have since (right up to now) 
reconfirmed lack of evidence of disemployment effects. The empirical 
studies of the UK experience find it hard to detect negative employment 
effects due to minimum wage increases. Even when the minimum wage 
has risen significantly.

The employment/labour demand response research continues, but this 
has also encouraged a body of research on other margins of firm 
adjustment to the cost shocks imposed by minimum wages, hence 
widening the search for possible economic effects of minimum wage 
floors.

Modes of adjustment do seem to be somewhat context specific, but at 
the same time the research evidence base highlights that the labour cost 
shocks that minimum wage floors generate do have economic impacts.



Minimum Wages and the Wage Distribution

In light of the lack of employment effects, are there benefits to workers 
in terms of wage boosts and how do they affect the wage distribution?

This is an important question as, prior to minimum wage introduction, 
the distribution of wages became much more unequal in the UK over 
time since 1980. 

This issue has progressed to higher significance as real wages have 
stagnated for most workers in the UK since the global financial crisis, 
and more so than in other countries.

And as the labour market tightened over time, but not delivering real 
wage growth for most workers.



Wage Inequality, 1980 to 2000



Wage Inequality, 1980 to 2010



Wage Inequality, 1980 to 2019



Wage Inequality, 1980 to 2024



Wage Inequality and the 
NMW, 1999 to 2024



Wage Inequality and the 
NMW, 1999 to 2024



Decomposition (DFL)



Minimum Wages and the Wage Distribution

The NMW fully reversed and wiped out the previous 20 year 
increase in lower tail wage inequality.

In the era of real wage stagnation, minimum wage workers did 
better in terms of real wage growth than those higher up the 
distribution.

It shows minimum wages, if set in an appropriate evidence-based 
way as through the LPC structure and operation, can produce 
beneficial impacts from wage floors.

Institute of Government in its survey about government policies 
refers to UK minimum wage policy as “the most successful 
government policy of the past 30 years ”.
 



Economic Effects
In most settings, higher minimum wages have not led to adjustment 
of total employment, nor firm closure, but there are some more 
subtle margins of adjustment related to labour demand and its 
composition.

Modest effects of  changes in employment contract structure (e.g. 
zero hours contracts, Datta, Giupponi and Machin, 2019) and other 
aspects of the employment relation.

And in UK evidence of profit margins being reduced (Draca, 
Machin, Van Reenen, 2011; Bell and Machin, 2018).

In other countries other performance or labour demand composition 
effects are seen without overall employment reductions (examples – 
Hungary, Harasztori and Lindner (2019); Germany, Dustmann et al, 
2022).



Labour Shortage and Tight Labour Markets
Progressively through 2010s, the labour market tightened as 
employment rates rose to record levels, and unemployment and 
inactivity came down. 

Tightness (the relative strength of labour demand to labour supply) 
increased after the global financial crisis, dropped in the pandemic, 
then bounced back to historically high levels. 

As in many countries, following the pandemic labour shortages 
became more prevalent (and with price inflation rising).

An important question to ask is how did the minimum wage 
function in these episodes of labour market tightening?

→  The minimum wage was raised by more in tighter labour 
markets, with a bigger compression impact, especially post-Covid).



Labour Shortage and Tight Labour Markets



Labour Shortage and Tight Labour Markets

1999 2005 2010 2015 2019 2024

Nominal Minimum Wage 3.60 5.05 5.93 6.70 8.21 11.41
Annual % Change in Nominal Minimum Wage 6.7 3.5 2.6 5.6 7.9
Annual % Change in Real Minimum Wage 4.8 0.7 0.3 3.5 2.7

Unemployment Rate 6.08 4.86 8.00 5.61 4.02 4.28
Annual % Change in Unemployment Rate -3.3 16.0 -6.0 -7.1 1.3

50-10 Wage Ratio 1.83 1.78 1.78 1.71 1.59 1.47
Annual % Change in 50-10 Wage Ratio -0.5 0.0 -0.8 -1.8 -1.5



Labour Shortage and Tight Labour Markets
Recent experience in the US shows significant wage boosts that 
have reduced wage inequality in the tight labour market of the post-
pandemic years (Autor, Dube, McGrew, 2023). And by more in 
states where minimum wages have been raised above the federal 
minimum (EPI, 2024).



Conclusions

In its 25 years in the UK labour market, the minimum wage has been 
a major success in raising the pay floor, in boosting worker wages 
without bad employment effects and in mediating wage inequality. 

The system of operation with an independent body making 
recommendations to government on minimum wage increases has 
proven crucial to deliver consensus from the LPC on a permanent 
statutory basis. The inequality reducing impact of the minimum wage 
is clear, and it has been very marked in the tightening labour market 
of the 2010s and the post-pandemic years.

The first 25 years have revealed what is possible with policy directed 
at wages, but there is more to be done to generate both decent work 
and to boost wages and living standards. There are good lessons for 
other policies for the new UK government (e.g. the Employment 
Rights Bill). And with the scale of planned changes to come.
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Minimum Wage Setting 1
1). Expert body:
Typically comprised of employer and employee stakeholders, and 
sometimes independent members – make a recommendation to 
government.
UK Low Pay Commission – three employer representatives, three 
employee representatives, two independent members and a chair – with 
a secretariat.



Minimum Wage Setting 2
2). Government set minimum wages:
In a number of countries the minimum wage is set by the national 
government. In the US, congress votes on changes to the minimum 
wage - this results in infrequent jumps in the Federal minimum wage 
that to some degree depends upon the political balance of power at the 
Federal level. 
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Minimum Wage Setting 3
3). Formula:
Some countries have a formula or rule, often tying minimum wage 
upratings to prices or earnings. In France the SMIC (salaire minimum 
interprofessionnel de croissance) is tied to consumer prices. Also the 
case in Luxembourg. The Netherlands has a formula linking to wages.
4). Collective bargaining:
In some places with no formal minimum wage legislation in place, 
collectively agreed minimum wages (often at sectoral level) are a part 
of the union-employer bargaining rounds.
This model is most prominent in the Scandinavian countries, but also in 
Italy (and notably Germany until its minimum wage introduction in 
2015).
5). Formal/informal sectors:
In some (mostly developing) countries the minimum wage is set only 
for those working in the formal sector.



Opinion Polls
Opinion polls show that mandated minimum wages are highly 
popular with the general public.

Yougov poll of 5012 GB adults in October 2021, asked their views 
on a £10 per hour minimum wage.

Imagine that all age groups were paid the same minimum wage. For each of the following minimum wage rates, 
please say whether you think they are too low, about right, or too high 
[Asked to group 1; n=1649] 



Levels of Minimum Wages 1
Comparing levels across countries is difficult. One approach is to 
convert to the same currency, or use PPP adjustment, though of course 
in the Eurozone this is not necessary. Defining a level is difficult 
(maybe) also infeasible for the countries without a national minimum 
(e.g. Denmark, Italy, Cyprus, Finland, Norway, Sweden, Switzerland).



Levels of Minimum Wages 2
There are, of course, big variations. An issue is that this comparison 
does not take into account variations in the general level of wages, nor 
their dispersion, in a country. A better comparison of the importance 
of minimum wages needs to normalise on country-specific wages.
The ‘bite’ or ‘toughness’ of the minimum  wage can be defined in 
terms of the ratio of the minimum wage level to the wages of typical 
workers in the relevant country (e.g. median or mean).



For UK NMW introduction, look at firm adjustment, specifically 
asking whether there is any impact on profit margins.

Evidence of impact on margins for UK companies, and in care 
homes, in difference-in-differences estimates.

Draca, Machin and Van Reenen (2011) 



Stock market event study of surprise announcement of National 
Living Wage in 2015 budget.

Emergency budget called for July 8 2015, the then Chancellor 
George Osborne made the completely unexpected announcement of 
introducing a new National Living Wage that would raise the NMW 
for age 25 year olds and older workers by 50 pence from April 2016. 

[Justification why? To offset sizable tax credit cuts.]

Gives opportunity to study share price response of employers of low 
wage labour.

Bell and Machin (2018) 



Bell and Machin (2018) 
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Bell and Machin (2018) 
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